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America’s Populism Deficit
by Steve Wamhoff, CTJ’s Legislative Director

Afew weeks ago, speaking at a conference on tax policy hosted by the Bush Administration, Alan
Greenspan, former chairman of the Federal Reserve, said something remarkable. Channeling the
Simpsons character C. Montgomery Burns, he said it would be great to cut the corporate tax rate, but

“[r]egrettably, there is still a great deal of populism in this country.” Apparently an irritating little thing called
democracy may be somewhat of an obstacle to the administration’s goals.

If people associated with the Bush administration think there’s a “great deal of populism” in America, it
seems that they’re mistaking us with some other country. Let’s just take a look at tax policy in this country
and see if it is driven by populist ideas. Looking over the tax breaks that have been enacted over the past six
and a half years, we see over and over that President Bush has been able to pad the after-tax incomes of the
wealthy in ways that would be impossible if there was anything resembling a strong populist movement in
this country.

Capital Gains and Dividends Tax Breaks — $92 Billion, Almost None of It Going to the Middle-Class
The keystone of Bush’s tax policy was the break for capital gains and dividends, which are now both taxed

at 15 percent (by contrast, wages are taxed at rates as high as 35 percent, and are also subject to payroll
taxes). An August CTJ report found that almost three fourths of the benefits of the 15 percent rate went to
the wealthiest 0.6 percent of taxpayers in 2005. This tax break cost almost $92 billion in 2005 alone, and
almost none of it went to the roughly 50 percent of taxpayers with adjusted gross incomes below $30,000.

It’s hard to imagine how you could design a tax break more skewed to the wealthy than this one. And it
biases the tax code in favor of people who live off their wealth over people who work. When John Edwards
recently proposed taxing capital gains at a top rate of 28 percent, which would still put the top capital gains
rate well below the top rate on wages, his idea was called “populist” in the press. Apparently, moderately
paring back a subsidy for rich Americans who live off their wealth is what counts for populism these days. 

The Carried Interest Tax Loophole for Billionaire Investment Managers
Let’s say you’re one of these people who says

we need to subsidize people who live off their
wealth because that helps the economy. It’s non-
sense, of course, but let’s assume you believe that
for a second. What if you heard that some billion-
aires had figured out a way to get this subsidy for
investment even though they’re not investing any
money? We can all agree that would be wrong,
can’t we?                          Continued on page 3
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From the Director’s Desk:
Dear Friends,

We hope you’ve enjoyed your summer. CTJ and ITEP have both been actively 
monitoring tax issues all over the country on the state and federal level.

 Alan Greenspan recently sniffed that “populism” is preventing efforts to reform
the corporate income tax. In our cover story, Steve Wamhoff explores this argument.
Steve rightly concludes that we actually have a populism deficit in this country, and
debunks Alan Greenspan’s claim that populism gets in the way of good tax policy. It’s
an interesting read and I think you’ll enjoy the article. 

Steve also explores the issue of the carried interest loophole that allows
mega-rich private equity and hedge fund managers to pay federal taxes at a lower
rate than middle-income people. CTJ has joined with other groups including OMB
Watch, AFL-CIO, US Action, the Coalition on Human Needs, and United for a Fair
Economy to educate others about this costly loophole. Just this month more than 300
national, state and local nonprofit organizations signed a letter to members of
Congress urging them to eliminate the carried interest tax loophole. Not surprisingly,
the other side has tried to put a very different spin on this loophole. To separate the
fact from the fiction, check out our article “Carried Interest Loophole Myths Refuted”
on page 4.

As the 2008 presidential campaigns continue to heat up, so has the rhetoric
about taxes. We’ve done the hard work for you by comparing the candidates—check
out our page 5 article and learn where the candidates stand on important tax justice
issues. 

CTJ and ITEP staff are in demand as a resource for policymakers and
advocates on tax issues. Take a look at our Press Box feature on page 6 with a
sampling of where we’ve had an influence in the media – most recently in many
newspapers across the country. 

Among the states recently enacting an Earned Income Tax Credit (EITC) is
North Carolina. The North Carolina Tax and Budget Center’s Elaine Mejia and Meg
Gray tell us about their experience educating the public about and advocating for
North Carolina’s 3.5 percent refundable EITC. Read our interview with her on page 7. 

Don’t forget to subscribe to our Tax Justice Digest - it’s a great tool that helps
readers keep up with state and federal tax issues. The online Digest is free; if you’d
like to receive this weekly email just let us know by sending an email to: ctj@ctj.org
or by calling (202) 299-1066. 

Thank you for your continued support.

Bob McIntyre 

PS: If you or anyone you know is a federal employee please consider giving to
ITEP - our new Combined Federal Campaign number is: 10015. Thank you.
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Where are the populists on these issues? 
Have you seen anyone marching through

the streets with pitchforks and torches
demanding that corporations pay up?

Well, no actually, not according to the Bush administration. Private equity fund managers, who can make
hundreds of millions or even over a billion dollars in a year, have invented a creative tax dodge: applying the
low 15 percent capital gains rate to their “carried interest,” which is what they call the main component of
their compensation. This is compensation they get in return for managing other people’s money. They invest
none, or very little, of their own money into the funds they manage, and yet they are claiming the tax break
that was designed for those who do invest money. The result is that these billionaires actually pay a lower tax
rate than their receptionists, an outcome that even some billionaires (like Warren Buffett) have criticized as
utterly ludicrous. 

And where is the populist outcry on this issue? Thankfully, a bill has been introduced in the House of
Representatives to eliminate this indefensible loophole.
But some members of Congress believe (or claim to
believe) that if the middle class stops subsidizing these
wealthy fund managers, investment will be harmed. But
that’s nonsense, since the people actually investing aren’t
affected by the proposed bill. 

Corporate Tax Cuts — The Last Thing We Need
Let’s go back to the corporate tax, the subject that prompted Mr. Greenspan’s comments. Our real

problem with the corporate tax is that we collect less of it than virtually every other developed nation. In
2005, the most recent year for which data are available, U.S. corporate tax revenue was only 2.6 percent of
the nation’s Gross Domestic Product, lower than in all but two developed countries.

This is partly because the Congress that Mr. Greenspan thinks is so vulnerable to “populist” appeals has
enacted countless loopholes that allow profitable corporations to get out of paying their taxes. A September
2004 CTJ study found that 82 of the biggest and most profitable Fortune 500 corporations found ways to pay
zero or less in corporate income taxes at least once between 2001 and 2003. 

The President’s ideas on the corporate tax are not 100 percent bad. The Bush Administration has, at best,
ignored and, at worst, promoted tax loopholes for six years, but now they say they’d like to eliminate many
of them. That would be great, but the other half of the Administration’s idea is to use the resulting additional
revenue to offset a cut in the corporate tax rate.

Of course we should eliminate the corporate tax loopholes, but should the resulting revenue go right
back into helping corporations pay lower taxes? We clearly have other priorities that require funding. This
President has added $2.4 trillion to the national debt, borrowed hundreds of billions of dollars from Social
Security with no plan to pay it back, engaged us in a costly war and has threatened to veto legislation to
expand children’s healthcare because he argues it’s an unaffordable expansion of government. Now he says
any new revenue should be used to lower the corporate tax rate? 

Where are the populists on these issues? Have you seen anyone marching through the streets with
pitchforks and torches demanding that corporations pay up?

America Needs More Populism
We have a populism deficit in this country. For six years Congress told us to keep thinking about the

terrorists while they shifted the tax load to the middle-class. This is a time when we could use a bit of
populism. Next time you see your Congressman at the state fair eating a corn-dog, toss him a penny and tell him
that’s more than AT&T or Boeing paid in taxes in 2003. Ask him if he thinks it’s a radical, populist idea that we
stop letting billionaires get a lower tax rate than their receptionists. —

America’s Populism Deficit 
Cover Story Continued
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Our cover story mentioned the carried interest loophole as an issue that should appeal to populists. Yet
several myths about the nature of the carried interest loophole have been promoted recently by the
private equity industry to confuse the debate on this issue. Here we separate fact from fiction:

Myth: Private equity fund managers are being targeted merely because they are successful and that bothers
unsuccessful people.

Fact: 
Private equity fund managers pay taxes on their earnings at a lower rate than middle-class people, and this
unintended loophole in the tax law is simply unfair to ordinary Americans.

If an unmarried receptionist working for a private equity firm earns $42,000 a year, the top federal marginal
tax rate that applies to his income is 25 percent. This is on top of the 15.3 percent he pays in payroll taxes on
all of his income. The fund managers he works for, however, pay only the 15 percent “capital gains” rate on
the “carried interest” they receive as compensation for managing other people’s money.  

It is simply wrong, and an insult to middle-class people working to attain the American Dream, that they have
to send a higher percentage of their income to Washington than a billionaire fund manager does.

 Myth: Subjecting the fund managers’ compensation to ordinary income tax rates means they have less
incentive to manage investments well.

Fact: 
Private equity fund managers can earn hundreds of millions or more in compensation, so even if they were
taxed at a 35% income tax rate and a 2.9% payroll tax rate, there is ample incentive for them to work hard.

Some private equity fund managers earn hundreds of millions of dollars or more in compensation. It’s hard to
believe fund managers would stop working in response to this reform. Other extremely wealthy people who
earn their income through work (think of CEOs and major league athletes) are willing to work hard even
though they pay regular tax rates on their income.

Myth: Taxing private equity fund managers at ordinary income tax rates will hurt pensioners because some
pension money is invested in private equity. 

Fact: 
The reform proposed by Congressman Levin (D-Mich) in H.R. 2834 does not tax pension funds, or the returns
on money in pension funds, in any way. The private equity industry has tried to create the impression that
public employee pensions will be damaged by this reform, resulting in financial hardship for teachers, police
officers, firefighters and other public employees during their retirement. 

Representatives of public employees, such as the American Federation of State, County and Municipal
Employees and the AFL-CIO, have endorsed this bill.

Several experts from the pension industry have flatly stated that it’s “ridiculous” and “ludicrous” to think H.R.
2834 will harm pensioners. This bill closes a tax loophole for those who manage private equity funds. As
already stated, it’s extremely unlikely that they will stop trying to manage the funds well, given the enormous
compensation and incentives that will still exist.  — 

Carried Interest Loophole Myths Refuted
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Given that the 2008 presidential race started two years before the election, one can be forgiven for
failing to keep up on all the candidates’ views on tax fairness. We have already been subjected to a
dozen debates, a bewildering number of candidates and a variety of tax proposals. If you have not

attentively followed the race so far, don’t worry, because we've done the work for you. 

The Bad Ideas 
___________________________________________________________________________________________________

< Make the Bush Tax Cuts Permanent
The tax cuts enacted under President Bush are
scheduled to expire at the end of 2010. The
Republican candidates want to make them
permanent, including John McCain, a candidate
who actually voted against the biggest tax cut bills
in 2001 and 2003. It seems that all the Democrats
would let at least some parts of the Bush tax cuts
expire. New Mexico Governor Bill Richardson has
made noises indicating that he doesn’t want to be
associated with opposition to any sort of tax
breaks. 

< Repeal the Estate Tax
The estate tax is a federal tax placed on substantial
inheritances, much of which consist of capital
gains that were never taxed. The Republican
candidates would repeal it while most of the
Democrats probably would not.

< National Sales Tax
A proposal that anti-tax radicals call a “Fair Tax” is
basically a national sales tax that replaces all other
federal taxes. It's misleadingly described as a
federal sales tax of 23 percent. CTJ studied the
idea of a national sales tax in 2004 and found that
in order to maintain current revenue levels, the
sales tax rate would have to be around 50 percent.
Republican candidates Duncan Hunter, Tom
Tancredo, Ron Paul, Mike Huckabee, and even
John McCain have expressed support for the “Fair
Tax” proposal. Former Senator Mike Gravel seems
to be the only Democratic candidate in favor of
this notion, and has claimed that a national sales
tax would even solve global warming. 
 

The Better Ideas 
___________________________________________________________________________________________________

< Repeal Bush Tax Cuts to Fund 
Priorities

While probably all the Democratic candidates
would let at least some parts of the Bush tax cuts
expire at the end of 2010, some have expressed
interest in repealing certain parts of them before
that time and using the revenue for other
priorities like health care. Barack Obama and John
Edwards both favor some version of this maneuver
to fund their healthcare plans. However, repealing
the Bush tax cuts does not create much new
revenue compared to the budget baseline that
Congress already uses, which assumes the Bush tax
cuts will be allowed to expire at the end of 2010.

< Stop Taxing Work More than Wealth
One extremely good idea proposed by John
Edwards is to end the tax subsidy for people who
have capital gains. Unfortunately, the Republican
candidates would like to make permanent the tax
breaks for capital gains and dividends and those
who support a flat tax or national sales tax
generally assume capital gains and dividends won't
be taxed at all. Mitt Romney has the strange idea
of making interest, capital gains and dividends
tax-free for “middle-income” people. It’s unclear
how he defines middle-income given the CTJ data
showing that capital gains and dividends mostly
benefit the wealthy.

< End Subsidies for Oil Companies
During the debates, Biden, Edwards, and Clinton
all expressed interest in taking this step in some
form or another. —
For a more detailed summary of the candidates and
their positions visit: ctj.org/html/tjd83.htm

  The Presidential Candidates & Taxes 
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TAX JUSTICE DIGEST AVAILABLE

Stay on top of state and federal tax issues,
and new CTJ reports and analyses by
receiving a concise easy to read weekly
email from your friends at Citizens for Tax
Justice. 

It’s easy and free to subscribe! 

Just send an email to: ctj@ctj.org with “sign
me up for the digest” in the subject line.

Read All About It....
We constantly communicate with newspapers
across the country. Here are just some of the
newspapers where we’ve been cited most recently:

Arkansas Democrat-Gazette
The Boston Globe

The Bismarck Tribune
The Columbus Dispatch

Dayton Daily News
Des Moines Register

The Detroit News
Pittsburgh Tribune Review

Salt Lake Tribune
St. Louis Post Dispatch
St. Petersburg Times

The Providence Journal
The Santa Fe New Mexican

Watch the Tax Debate....
Recently, CTJ Director Bob McIntyre appeared on a
series of CNBC programs debating tax issues
including the Bush administration’s corporate tax
proposals and the carried interest loophole (see
page 4). To watch Bob on CNBC advocate for tax
fairness and corporate responsibility go to:
www.ctj.org

Quotes in the Press.... 
People with incomes of more than a million dollars
also received 62 percent of the savings from the
reduced tax rates on long-term capital gains and
dividends that President Bush signed into law in
2003, according to a separate analysis by Citizens
for Tax Justice, a group that points out policies
that it says favor the rich. 
- The New York Times 8/21/07

Analyzing who has benefitted from reductions in
taxes on dividends and long-term capital gains
signed by President Bush in 2003, Citizens for Tax
Justice found that the rich are, indeed, getting
richer, thanks to the new laws.  
- Lexington Herald-Leader 8/22/07

The Press Box: 
CTJ and ITEP in the News

ITEP is Hiring! 
We are seeking to fill a senior level policy analyst position
in our Washington DC office. 

Candidates for the position must have: 

# An interest in tax fairness and adequacy issues 
# Excellent written and verbal communications skills,

including the ability to communicate technical
information clearly to lay audiences both in writing
(op-eds and policy briefs) and through public
speaking.  

# Strong analytical and quantitative skills, and an
interest in problem-solving. 

# Self-motivation, ability to work independently, and
ability to prioritize tasks. 

# Willingness to work as a part of a team. 
# The ideal candidate is an energetic and skilled

researcher with training or experience in economics or
public policy. 

ITEP offers competitive salaries and excellent benefits. 

The Policy Analyst reports to ITEP's Executive Director.
This position is full-time and based in Washington, DC. 

Applicants should mail a resume, brief writing sample and
salary requirements to: 

Senior Policy Analyst Search
The Institute on Taxation and Economic Policy 
1616 P Street, NW  Suite 200
Washington, DC 20036 

E-mail applications are accepted at: itep@itepnet.org
 

ITEP is an equal opportunity employer. 
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More than twenty states now allow an Earned Income Tax Credit (EITC) based on the federal credit.
Among the latest success stories is North Carolina, which enacted a refundable EITC this year. The
North Carolina Budget and Tax Center’s Elaine Mejia and Meg Gray tell us about their experience

educating lawmakers and the public about this important anti-poverty strategy. 

Q: Congratulations on this victory! Can you share some of the strategies that made it possible? 
A: Having a broad-based coalition supporting the EITC was critical. In late 2006, we formed a coalition of

groups with diverse constituencies, which helped to emphasize the breadth of support for an EITC and
enabled us to speak with a more unified voice on this issue. The coalition included educators, the AARP,
children’s groups, the NAACP, the League of Women Voters, the Council of Churches and the AFL-CIO. 

Q: What types of outreach efforts helped to get your message across?  
A: We hand-delivered messages and reports to legislative offices throughout the session, and sent frequent

email alerts to grassroots networks across the state. At every possible moment when there was some-
thing going on that was moving us away from a refundable EITC, and towards a less targeted tax cut, we
let people know about it. We knew making the EITC refundable was an important component of the
credit, and we communicated with people to let them know if that aspect of the credit was in danger.

Q: What types of research and educational materials did you develop?  
A: As the 2007 session began, we released a major report on options for a state EITC. The report focused on

the ability of the EITC to pull working families above the poverty line, and we provided new information
on how much working families would get from a state EITC, and how much the credit would cost. But as
the session went on, we also did smaller, quick-response analyses that were precisely targeted to ana-
lyzing specific tax proposals. This was essential because the legislative situation was changing almost
daily for a while. We also tried, whenever possible, to make sure that the materials we developed were
very personalized for the audience we were reaching. For example, we told legislators and advocates how
many people in their district would get the EITC and what the average credit would be.

Q: How will you build on this victory?  
A: We would certainly like to build on this initial success by expanding the credit. But we are also taking

advantage of the heightened visibility of tax issues to do more work on broader, comprehensive tax re-
form strategies. We want to emphasize ways of making our tax system more sustainable, whether it’s
eliminating loopholes in the corporate tax and sales tax or making the state income tax more progressive.

Q: What advice do you have for other advocates working to introduce or expand their own state’s EITC?  
A: Don’t let short-term political realities deter you. We laid the groundwork for this success with a long-

term effort, and the credit has always been part of our legislative agenda. And the result was that, when
leading elected officials finally made targeted low-income tax cuts a policy priority earlier this year, we
were well-positioned to be a credible voice on why the EITC was the right anti-poverty strategy. It’s
obviously important to take advantage when the political stars align, but don’t wait for it to happen! —

Learn more about the North Carolina Budget and Tax Policy Center at: www.ncjustice.org

Points of View: 
Elaine Mejia and Meg Gray on North Carolina’s EITC Victory
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Tell Your Members of Congress:

Close the Tax Loophole for Billionaire
Investment Managers!

Send a letter to Congress calling for an end to
the "carried interest" tax loophole for

investment fun managers. 

This loophole allows people making hundreds of
millions of dollars to pay taxes at a lower rate

than middle-class people.

It only takes a second to send a letter
using CTJ’s online activism system. Even
if you aren’t sure who your members of
Congress are, we’ll figure it out for you.

 

Send a letter by visiting:

http://www.ctj.org/action.html 

#10015
The Combined Federal Campaign has

kicked off its 2007 fundraising
campaign. 

Federal employees, please think of ITEP
when planning your annual contributions.

Tell your friends that work for the
federal government or the military about
the great work that ITEP does and ask

them to pledge to ITEP too.

 

If you have any questions, 

call 202-299-1066, ext. 25.  

Thank you very much.

Citizens for Tax Justice
Institute on Taxation & Economic Policy
1616 P Street, NW
Suite 200
Washington, DC 20036

202.299.1066
888.626.2622 (toll-free)
e-mail: ctj@ctj.org
www.ctj.org
www.itepnet.org

ITEP is a participant in the 
Combined Federal Campaign
Check off #10015 to support ITEP
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