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The Right Hustles to Define Bush’s Tax-Cutting Legacy
As one of America’s most radical presidencies draws to a close, George W. Bush and his allies are working
overtime to define his policies as effective. Nowhere is this debate more intense — or more distorted — than
when it comes to the Bush tax cuts. This edition of Talking Taxes will help you assess President Bush’s legacy of
tax-cutting, and help you decide whether his policies should be made permanent — a key question for voters
in November.

What’s at Stake for the Typical American Family if the Bush Tax Cuts Expire?

The President has tried to convince Americans that they will be directly injured if his tax policies are not made
permanent. For example, during his State of the Union Address on January 28, he said “Some in Washington
argue that letting tax relief expire is not a tax increase. Try explaining that to 116 million American taxpayers who
would see their taxes rise by an average of $1,800.”  This statement is highly misleading because the typical

American receives much less than this amount from Bush’s tax cuts. 

In 2010, when all of the Bush tax cuts are finally in effect, only 16 percent
of families will see income tax cuts as large as $1,800. In other words, 84
percent of Americans will see a tax cut smaller than the “average” touted by
the President. For most people, the tax cut will actually be less than a third
of that amount. In 2010, more than half of families will receive income tax
cuts of less than $600.

Claiming that middle-income families have a lot to lose is ridiculous because no one is talking about repealing
the Bush tax cuts for the middle-class. Presidential candidate Barack Obama wants to repeal the tax cuts only for
families with incomes above $250,000 (that’s the richest 2.1 percent of taxpayers in 2008). Presidential candidate
John McCain, meanwhile, wants to make permanent all of the Bush tax cuts and enact new corporate tax cuts
on top of that.

But the President, Senator McCain and their supporters ignore these facts and claim wildly that the middle-class
will face a “tax increase” if all the Bush tax cuts are
not made permanent. 

One thing you won’t hear them say is how much 
the Bush tax cuts benefit the wealthiest Americans,
those who least need extra help right now. 

Continued on page 2
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Percentage of Taxpayers in 2010
Receiving Income Tax Cuts of:

Less than $1,800 84%
Less than $600 51%
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  The CTJ & ITEP Newsletter The majority of the tax cuts will go to the richest one percent of
families, who will get an average tax cut of $92,000 in 2010, including
cuts in income and estate taxes. The poorest 60 percent will get only

15 percent of the
total tax cuts in
2010.

The cost of the
Bush tax cuts for
the years 2001
through 2010 will
total around $2.6
trillion. If all the
tax cuts are made
permanent, as the
President has
proposed, that
will cost another
$5 trillion over
the 2011-2020
p e r i o d .  T h i s
i n c l u d e s  t h e
a d d i t i o n a l

interest payments we must make on the national debt because the
President has deficit-financed his tax cuts. 

So far the national debt has grown by around $3 trillion under Bush
and his tax cuts account for $1.4 trillion, or almost half, of that
increase. 

Though the middle-class receives only a small portion of the tax cuts,
they may end up footing the bill since we don’t know who’s going to
pay off the increased national debt. The debt and the interest thereon
must somehow be paid off with tax increases or cuts in public services.

To pay this debt, tax increases could be implemented across-the-board,
which would affect everyone. If Congress instead chose to slash
services, they would soon discover that most public services are
programs the middle-class depends on or supports, including Medicare,
Medicaid, Social Security, veterans’ benefits and defense, and other
federal services like education and environmental protection. — 

Right Hustles to Define Bush’s Legacy
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Shares of the Bush Tax Cuts in 2010
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In May, the Treasury Department released a report with several misleading figures related to the Bush tax
cuts and their effects on tax fairness. They create the impression that the poorer half of Americans are
contributing almost nothing to federal revenue while the wealthy are providing most of it. One set of

figures shows the share of federal income taxes paid by taxpayers in different income groups. These illustrate
that, for example, the richest one percent of taxpayers will pay 39.1 percent of federal income taxes in 2008
while the poorest 50 percent will only pay 3.1 percent. 

What’s even more surprising is that the Treasury figures show that the share of federal income taxes paid by
the rich has grown larger, and the share of taxes paid by the poorest 50 percent has grown smaller, as a
result of the Bush tax cuts. The implication is that the tax code is actually more progressive as a result of the
Bush tax cuts.

Can this possibly be true? Has the tax code become more progressive as a result of the Bush tax cuts?

Of course not. The share of taxes paid by the rich looks large because the Treasury report has left out the
kinds of taxes that affect the poor and middle-class most heavily.

Suppose there are only 101 taxpayers. One of them, Big Jim, makes $1 million. One hundred Little Jims make
$40,000 each (for a total of $4 million).

Suppose further that there are only two kinds of taxes: a progressive income tax and a flat tax of $6,000 per
person. Big Jim pays $250,000 in income tax and $6,000 in flat tax, while each Little Jim pays $2,000 in
income tax plus $6,000 in flat tax.

Under this scenario, as the following table illustrates, Big Jim pays 57 percent of the total income tax, and 24
percent of all taxes. (That’s hardly oppressive, since Big Jim has 20 percent of all income.)

Now suppose there’s a tax reduction that cuts Big Jim’s income tax in half and totally eliminates income taxes
on all the Little Jims. Here’s where we’d end up:

Bush Administration Claims Its Tax Cuts Are Progressive 

Before tax cut Pretax Tax $ Shares of taxes
Income Income tax Flat tax Total tax Income tax Flat tax Total

Big Jim $ 1,000,000 $ 250,000 $ 6,000 $ 256,000 56% 1% 24%

100 Little Jims 4,000,000 200,000 600,000 800,000 44% 99% 76%

Total $ 5,000,000 $ 450,000 $ 606,000 $ 1,056,000 100% 100% 100%

After tax cut Pretax Tax $ Shares of taxes
Income Income tax Flat tax Total tax Income tax Flat tax Total

Big Jim $ 1,000,000 $ 125,000 $ 6,000 $ 131,000 100% 1% 18%

100 Little Jims 4,000,000 — 600,000 600,000 — 99% 82%

Total $ 5,000,000 $ 125,000 $ 606,000 $ 731,000 100% 100% 100%
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After the tax change, Big Jim pays 100 percent of the income tax. “Wow! That’s a really progressive tax cut,”
the Bush Treasury Department might claim. But that would be wrong. Because the flat tax remains
unchanged, Big Jim ends up paying only 18 percent of all taxes. So even ignoring the problem of what public
services will have to be slashed to pay for the tax cut, Big Jim’s share of total taxes is down considerably —
even though his share of income taxes is up. In fact, Big Jim’s share of total taxes is now less than his share of
total income.

This is only a slight caricature of what the Treasury report does. It focuses on only one federal tax, the
income tax, which is not the tax that affects low- and middle-income people the most. Other federal taxes,
most notably payroll taxes, are much more significant for low- and middle-income people. In fact, about
three-quarters of all taxpayers pay more in federal payroll taxes than in federal income taxes.

As the figures at the right
illustrate, when we examine the
total share of federal income
and payroll taxes paid, the share
paid by high-income groups
more closely matches their
share of total income. 

So it’s true that the richest one
percent pay a large share of
federal taxes compared to
everyone else, but this is not
outrageous since they get such
a large share of the nation’s
income. (This is even more true
if we include state taxes paid by
each income group, since state
taxes typically take a larger
share of income from low- and
middle-income families than
high-income families). But the
Bush tax cuts actually lessened
the share of federal taxes
(federal income tax plus federal
payroll taxes) paid by the richest
one percent.

The Bush Administration’s claim
that their tax cuts made the tax
code more progressive is, of course, entirely false. The richest one percent have enjoyed tax cuts that far
outstrip those enjoyed by any other income group.—

Bush Administration Claims Its Tax Cuts Are Progressive
Continued from page 3

Shares of Total Income and Federal Income Taxes & Payroll Taxes
In 2007, Before and After the Bush Tax Cuts

% of total Percent of total taxes paid
income Income tax Payroll tax Both taxes

Pre-Bush Law

Lowest 20% 3.3% –1.0% 3.1% 0.7%
Second 20% 6.7% 0.7% 7.7% 3.5%
Middle 20% 11.0% 5.2% 14.7% 9.0%
Fourth 20% 18.2% 13.4% 25.8% 18.3%
Next 15% 24.1% 24.3% 32.3% 27.5%
Next 4% 14.4% 20.0% 11.5% 16.7%
Top 1% 22.4% 37.4% 4.8% 24.4%

ALL 100.0% 100.0% 100.0% 100.0%
Change in

Bush Law total share

Lowest 20% 3.3% –1.5% 3.1% 0.6% –0.0%

Second 20% 6.7% –0.4% 7.7% 3.3% –0.2%

Middle 20% 11.0% 4.5% 14.7% 9.0% +0.1%

Fourth 20% 18.2% 13.1% 25.8% 18.8% +0.5%

Next 15% 24.1% 24.0% 32.3% 27.8% +0.3%

Next 4% 14.4% 21.2% 11.5% 16.9% +0.2%

Top 1% 22.4% 39.1% 4.8% 23.6% –0.8%

ALL 100.0% 100.0% 100.0% 100.0%

Source: ITEP Tax Model, June 2008
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Supporters of President Bush’s tax policies have lately perpetuated two myths about his tax cuts for
capital gains and dividends. The first myth is that the middle class benefits from these tax cuts — which
is easily refuted. The table below shows that the richest one percent of taxpayers will receive an

incredible 70 percent of the benefits of these tax cuts in 2009. The average cut is $30,500 for this group,
while the average cut for the poorest 60 percent is a mere $16. 

Presidential candidate John McCain recently said on ABC’s “This Week” that it would be a terrible idea to
allow the Bush tax cut for capital gains to expire because “100 million people have investments.” The reality
is that most stock owned by middle-income people is in 401(k) plans, Individual Retirement Accounts (IRAs)
or other similar retirement savings vehicles. Taxes on these investments are deferred until retirement, at
which point they are taxed as “ordinary income,” meaning they don’t benefit from the tax cuts for capital
gains and dividends. That’s one reason why we don’t see benefits from these tax breaks going to the middle-
class, despite McCain’s claims to the contrary.

The second myth being perpetuated is that
these tax cuts, particularly the tax cut for capital
gains, have caused revenue to actually increase. 

A capital gain is the profit one makes when
selling property that has increased in value since
it was purchased. The myth claims that lowering
the tax on that profit will lure more people to
make investments and sell them later at a profit
(to “realize” gains). These increased
“realizations,” goes the myth, will be so large
that more capital gains taxes will be paid even at the lower tax rate.

The best way to measure the fluctuations in revenue collected by the capital gains tax is to look at that
revenue as a percentage of GDP over time. The chart below does this and is based on data from the
Congressional Budget Office. It shows that these fluctuations have more to do with what’s happening in the
broader economy than with tax policy. In the early and mid-1990s, when the top capital gains tax rate was 28

percent, capital gains tax revenues soared. They
continued to climb for a while after the rate was
lowered to 20 percent in 1997, but at no faster rate
than the previous trend. Then in 2001 and 2002,
capital gains taxes fell precipitously. This was not
due to any change in tax policy, but was instead
clearly linked to the bursting of the “dot.com”
bubble and its ramifications for the stock market.
As one would expect, capital gains tax revenue
then recovered from this low point as the economy
rebounded.

Capital gains tax revenue obviously has not reached
the high level of the Clinton years when the rate
was higher. But don’t expect supporters of the
Bush tax cuts to tell you that. —

Debunking Myths About Capital Gains and Dividends Tax Cuts

Bush Tax Cuts for Capital Gains and Dividends in United States
Ave. 2009 Average tax cuts % of tax cut

Income group Income 2009 2009
 
Lowest 20% $ 11,600 $ –1 0.1%
Second 20% 26,200 –9 0.4%
Middle 20% 43,700 –36 1.7%
Fourth 20% 70,100 –88 4.0%
Next 15% 121,900 –262 9.0%
Next 4% 272,200 –1,559 14.4%
Top 1% 1,661,900 –30,525 70.4%
ALL $ 75,400 $ –431 100.0%
Addendum: Bottom 60% $ 27,200 $ –16 2.1%

Source: Institute on Taxation and Economic Policy Tax Model, May 2008

Capital Gains Taxes 1990 to 2018
in constant dollars and as a % of GDP
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For many Americans, it's easy to hate the property tax. Unlike the income tax, your property tax bill often
appears to have no relationship to your ability to pay it. Partly for this reason, most states have enacted
some form of property tax limitation. Sometimes this takes the form of a cap on the annual growth of

your home's taxable value, while in other states caps reduce the allowable growth of your actual tax bill. 

These tax limits are poor policy because they arbitrarily reduce the ability of local governments to provide
needed services, while doing nothing to fix the underlying "ability to pay" flaws in the property tax. This is
especially problematic in today's harsh fiscal climate. Dozens of states are facing shortfalls in tax revenues,
putting added pressure on local property tax systems.

But there is another drawback that few people have thought of until now: Limitations on property taxes can
actually contribute to rising property taxes even as housing prices stagnate or, worse, deteriorate.  

The Law of Unintended Consequences

To understand how such a paradoxical result is possible, imagine a municipality that has been constrained for
years by a limit on the annual growth in assessed values of 3 percent.  If the cost of providing services did not
increase more than 3 percent each year, perhaps this limitation would not be a problem. Unfortunately,
things don’t always work out that well. If the cost of services increases at a faster rate, then each year the
municipality must increase assessed values by precisely 3 percent – and still find some way to cut back public
services or raise some revenue by increasing fees or other taxes.  

Then, when the local housing market starts to weaken and sale prices fall, it must continue to raise assessed
values by 3 percent, just to make up for prior years’ restrictions on its revenue capacity.  

Needless to say, this has come as a bit of a surprise to
homeowners such as those in Michigan, where a 1994
tax change capped the annual increase in a home’s
taxable value at the lower of 5 percent or the rate of
inflation.  Homes’ taxable values in Michigan are now
catching up with their market values.  

In short, states and localities that have such limitations
in place have really just shifted a portion of their
property tax bills from periods when home values are appreciating to periods when they are depreciating.

The Next “Cure” for Rising Property Taxes Could Be Even More Foolish than the Last

This has also surprised policymakers — who have viewed property tax limitations as a fiscal cure-all.  It
should surprise no one, though, that some of the remedies that have been discussed are even worse than the
original cure-all, with a variety of states considering repealing certain property taxes altogether.  For much of
the last twelve months, Georgia Speaker of the House Glenn Richardson touted his misnomered GREAT Plan,
which, in its original form would have repealed virtually every property tax in the state. Thankfully this
proposal was so self-evidently absurd that members of his own party defeated it.  Meanwhile, the Arizona

Property Tax Restrictions Backfire — and Lead Lawmakers
to Consider Even Worse Ideas

For all its flaws, the property tax can still
be a valuable component of state and local
revenue systems. After all, the property tax

remains, at its core, a tax on wealth. 
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Legislature enacted a measure to eliminate the state’s education-equalization property tax, but that change 
was rightly halted by a veto from Governor Janet Napolitano.  And Florida, home to nearly 3 million
school-age children, will put before its voters a ballot initiative this November to abolish $9 billion in school
property taxes.

A Better Way to Use Property Taxes

Ultimately, for all its flaws, the property tax can still be a valuable component of state and local revenue
systems.  After all, the property tax remains, at its core, a tax on wealth.  Its regressive incidence stems from
the fact that homes — the largest portion of the residential property tax base — are the one form of wealth
that low- and moderate-income taxpayers possess to any degree.  In a well-designed tax system, the property
tax can create a base of funding for local services that is supplemented with a more progressive levy like the
personal income tax, which can provide opportunities for mitigating the impact of property taxes on working
families.  

Some states are doing this now. In New York, one of the leading proposals in that state’s current property
tax debate would create a “circuit breaker” credit that would ensure that most families’ property taxes would
not exceed 6 percent of their incomes. The costs associated with that credit would be offset by raising
marginal income tax rates for taxpayers with incomes greater than half a million dollars.
 
As part of its fiscal 2009 budget debate, Minnesota increased the maximum value of its property tax circuit
breaker credit by more than a quarter for all eligible recipients and lowered the threshold that determines
which middle-income taxpayers qualify for credit, making an additional 70,000 homeowners eligible.  

Each of these proposals would go right to the heart of most people's opposition to property taxes, by adding
an "ability to pay" element to the tax. A circuit breaker makes sure that fixed-income and elderly families'
property taxes will never exceed their ability to pay them — a claim that can never be made of even the most
stringent property tax cap. As states come to grips with tightening budgets and cooling housing markets,
these are the kinds of targeted ideas that should come to the fore. —

Property Tax Restrictions Backfire
Continued from page 6
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