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America Rejects Tax Cuts for the Rich — But the Fight Has Only Begun

Senator Barack Obama, who ran for president partly on a platform of ending George W. Bush’s policies of
cutting taxes for the wealthiest Americans, will be our new president starting January 20, 2009. He will have

the support of a House of Representatives and a Senate led by opponents of the Bush tax cuts. 

His opponent, Senator John McCain, tried repeatedly to frame the tax debate in a way that would lead average
Americans to support tax cuts for the very wealthiest taxpayers. None of these attempts succeeded. At one point,
the McCain campaign tried to get the public to pay more attention to Obama’s procedural votes for non-binding
budget resolutions than Obama’s actual tax plan. Later, a McCain surrogate argued that allowing the expiration
of tax cuts for the richest 1.4 million taxpayers would be a tax increase on 23 million business owners. Near the
end, McCain made an argument implying that refundable tax credits like the EITC, and really any progressive
income tax policies, are socialism. Americans were not impressed with these arguments.

The 2008 election has important lessons for lawmakers regarding taxes. Arguments that taxes must be lowered
for even the richest Americans simply do not work. Americans don’t buy it and are not fooled when proponents
of tax cuts attempt to blur the details about who would benefit the most. Polling has consistently shown that
Americans do not support any and all tax cuts, but it took an election to make this real for many lawmakers.

The Party for the Rich and Well-Connected Is Over — Or at Least It Should Be

Some may wonder whether right-wing lawmakers will be able to block progressive change even though they are
now in the minority. There is one progressive change that they cannot block — the end of George W. Bush’s
policy of cutting taxes for the rich. The crucial fact is that the Bush tax cuts expire at the end of 2010. To put it
a different way, if Congress simply does nothing, we will return to the tax policies in effect during the Clinton
years, when the economy performed better than it does now, and when Americans were generally more positive
about the direction of the country. That, in general, would be fine with us.

But of course, we know that Congress is not likely to sit on its hands. Congress, with President Obama’s
leadership, may enact new tax cuts, including Obama’s campaign proposal to extend the Bush tax cuts for those

who are not rich. And Congress is likely to act on at
least some of President Obama’s proposals to enact
brand new tax cuts for low- and middle-income
Americans. 

Continued on page 2.
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But the most salient fact is that the surreal era of leaders telling us
that taxes must be cut most dramatically for the wealthy is over. This
is a sea change. We may have trouble explaining to future genera-
tions how such a bizarre ideology ever took hold. But we will have
no trouble explaining that on Election Day Americans looked at the
long list of problems facing this country and decided that cutting
taxes for the rich should not be considered a priority.

Don’t Get Complacent — Some Huge Fights Lie Ahead

The fight for progressive change is not over. In fact, it’s only begun.
There are several huge fights ahead of us, and the outcome of each
is extremely uncertain.

President-elect Obama proposes several initiatives that may cost a
great deal of money, including his proposed tax cuts, his health care
proposal, his energy independence proposals and others. If they
want to raise enough revenue to pay for these initiatives, Congress
and President Obama will have to do a lot more than just allow the
Bush tax cuts to expire for the very richest Americans.

This is not to say that every new initiative must be completely paid
for immediately. In fact, analysts agree that some deficit-spending is
reasonable during an economic downturn, and that we can focus on
balancing the budget later on when the economy is performing
better. 

But we certainly hope that costly, permanent initiatives — especially
tax cuts — will not be enacted without ensuring that most of the
revenue will be eventually replaced. Huge long-term deficits would
mean a larger portion of our tax dollars are going towards interest
payments instead of health care, education and environmental
protection. Large deficits have also been used as a justification for
slashing public services for the families who need them the most.
Short-term deficits do not pose a crisis, but large, long-term deficits
should concern anyone who cares about public services.

Right-Wing Lawmakers Can Still Win — if We Don’t Fight

Will President Obama be able to raise enough money to pay, even
partially, for his initiatives? It certainly won’t happen without a fight.

It’s true that right-wing lawmakers, who prioritize tax cuts above all
else, no longer control Congress. But they can still effectively block
any legislation that threatens their cherished tax cuts. This is es-
pecially true in the Senate, where a minority of Senators can
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filibuster most types of legislation or use other obstructionist tactics. It’s going to take a lot of work by pro-
gressives to put pressure on those members of Congress who resist change.  

The First Step: Improve Obama’s Tax Plan

So there may be a conflict between the need for new costly initiatives on one hand, and the need for a reasonably
balanced budget (at least in the long-term) on the other hand. One way to reduce this conflict is to modify those
aspects of Obama’s tax plan that would cost a lot without helping low- or middle-income Americans. 

For example, Obama’s tax proposal includes a partial extension of President Bush’s cut in the estate tax — which
only benefits those who pass millions of dollars in assets from one generation to the next. (Less than one percent
of deaths have resulted in any estate tax liability in recent years.) This should certainly be reconsidered.

Another part of Obama’s tax plan would partially extend the loophole that President Bush and his allies in
Congress created for corporate stock dividends. Before 2003, dividends were taxed just like any other income,
and capital gains were taxed at a special top rate of 20 percent. The 2003 tax cut signed by President Bush set
the top rate for both at 15 percent, thus expanding the loophole for capital gains and creating a brand new one
for dividends. We have estimated that about 70 percent of the benefits of these tax cuts for capital gains and
dividends will go to the richest 1 percent of taxpayers in 2009. 

Obama proposes to set the top income tax rate for both capital gains and dividends at 20 percent for high-
income taxpayers. This would make permanent Bush’s loophole for dividends, although the top rate would be
a bit higher than it is now (20 percent rather than 15 percent) and would return the capital gains loophole to the
level that applied before Bush took office. The Obama administration should consider closing the loopholes for
capital gains and dividends entirely, meaning these forms of income would be taxed just like any other income.
There is no reason why someone who lives off her investments should be taxed at a lower rate than someone
who has to work for a wage. 

Finally, President-elect Obama pledged, perhaps foolishly, to not raise income taxes on taxpayers with incomes
below $200,000 (or $250,000 for married couples). He should resist any temptation to expand that no-new-taxes
pledge. For example, no one would reasonably interpret that pledge to bar a new tax that funds a health care
program benefitting everyone, or a climate change program that taxes carbon emissions (either directly or in-
directly) to improve the environment. Taxpayers may not be thrilled about the idea of higher taxes in the
abstract, but plenty of polls show that they are willing to pay more if they receive public services like health care
or education in return. 

A Time of Hope

The next two years are a critical time for America. For eight years we have had a White House fixated on tax cuts
for the rich, at the expense of all other priorities. Now, the millions of Americans who lack health insurance or
who are underinsured, the newly unemployed, the families losing their homes, and Americans serving in the
armed forces all hope that their struggles are finally back at the top of the agenda in Washington. They will not
be disappointed if we fight hard enough — and hold the new administration and Congress to their promises.—

America Rejects Tax Cuts for the Rich — But the Fight Has Only Begun
Continued from page 2
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On Election Day, voters in several states rejected ballot proposals that would have significantly impaired their
states’ ability to provide roads and schools and other public services residents rely on every day. 

Progressives Repel Assaults on State Income Taxes
Massachusetts, North Dakota, and Oregon residents rejected ballot measures that would have imposed
regressive and costly income tax cuts. The results in every state were fairly lopsided, with between 60 percent
and 70 percent of voters coming out in opposition.  These victories for fair tax policy are partly the result of hard
work by progressives and also partly the result of very broad (and sometimes unexpected) coalitions.  This
cooperation symbolized a growing recognition of the importance of taxes in paying for valued government
services and generally improving Americans’ quality of life. 

A dramatic ballot victory occurred in Massachusetts, where voters were asked whether the income tax should
be repealed altogether. This proposal would have reduced state revenues by an incredible 40 percent if approved.

North Dakota voters rejected an income tax rate reduction that would have cost $200 million a year. The
proposal would have reduced taxes by an average of $11,000 for the richest one percent of North Dakotans, but
only $83, on average, for the poorest 60 percent.

Anti-tax activists in Oregon apparently thought that their colleagues in North Dakota were thinking too small.
The Oregon anti-tax activists managed to get a proposal on the ballot that was even more regressive, resulting
in an average tax cut of nothing for the bottom 78 percent of state taxpayers but an average of $15,800 for the
richest one percent, all at a cost of just $1 billion annually. Oregon voters soundly defeated this proposal. 

The votes in these states are especially important given the economic slowdown that is laying waste to state
budgets across the country. Massachusetts is already projecting a mid-year budget deficit, while Oregon is
projecting a deficit in the next fiscal year.  North Dakota, though doing well relative to other states, is unlikely
to escape the slowdown without similar budgetary wounds.  Given such a difficult environment for state
budget-makers, it’s not at all hard to see that restricting state revenue is the exact opposite of what is needed
— especially if the main beneficiaries are the rich.

A Few Dark Clouds Over Colorado
Colorado’s ballot outcomes represent the most serious defeat of good tax policy to take place in this election.
The so-called Taxpayer Bill of Rights (TABOR) approved in Colorado in 1992 severely restricts how much revenue
the state can raise. One provision of TABOR requires the state to send automatic refunds to taxpayers whenever
there is a surplus, no matter how small or short-lived. A proposal to send the automatic TABOR refunds into a
savings account for education, as well as another proposal to end a costly and unnecessary tax break for the oil
industry, both fell short.  Each of these proposals had the potential to secure more revenue for the state at a time
when Colorado services are suffering, and the state is facing a mid-year budget shortfall.

Attempt to Tie the Hands of Voters Fails in Arizona
Meanwhile, Arizona voters rejected a proposal that would have restricted their control over state finances. The
ballot proposal would have amended Arizona’s constitution to require that any tax increase be approved by a
majority of registered voters, rather than a majority of those actually voting on the measure. Since no ballot
initiative in the last decade (tax related or otherwise) has received approval from a majority of registered voters
in Arizona, this would have made it nearly impossible for the state to raise revenue. —

Progressives Defeat Regressive Tax Proposals in Several States
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Massachusetts, Oregon and North Dakota are not the only places where progressive income taxes have come
under attack. Some anti-tax activists and lawmakers are calling for the repeal of personal income taxes in

all the states that have them. A new ITEP policy brief explains that states need progressive personal income taxes
if they are to pay for public services in a fair and sustainable fashion.

Most of the taxes states and localities typically impose are regressive, meaning they require low- and
moderate-income taxpayers to devote a larger share of their incomes to paying taxes than upper-income
taxpayers do. Sales and excise taxes certainly fit this description, since consumption constitutes a much larger
share of income for poor and middle class taxpayers. Property taxes do as well, since homes and vehicles are both
usually the only type of property taxed and the only type of property typically owned by individuals and families
in the lower half of the income distribution.

To mitigate the regressivity of sales, excise, and property taxes, states must levy a personal income tax. The
personal income tax, because it is directly linked to one’s
ability to pay, is the most progressive major tax levied by
states and localities. Of course, the mere fact that a state has
a personal income tax doesn’t mean its tax system is fair. The
income tax must be progressive, meaning at the very least that
it exempts the poor and has graduated rates so that the rich
pay a bit more, as a share of their income, than middle-income
taxpayers.

In addition to being fair, a progressive income tax is also more sustainable over the long-run. A progressive
income tax can yield a stream of revenue that grows at the same pace as the public services it is supposed to
fund. Whether a tax accomplishes this depends partly on what is being taxed. If what is being taxed increases
(as income of the rich has in recent years) then the tax is more
sustainable. So even as the incomes of low- and middle-income
families have stagnated, states are able to continue to provide
public services if they have progressive income taxes to ensure
that the rich pay their fair share.

As the new ITEP policy brief explains, states with particularly
progressive income taxes – California, New Jersey, and New
York among them – would have experienced revenue growth
substantially in excess of income growth over the last twenty
years if the income tax parameters they have in place today had been in place for that entire period. Under the
same set of circumstances, revenue growth would have only barely kept pace with income growth in those states
– such as Alabama, Pennsylvania, and Illinois – that fail either to employ progressive exemptions and credits or
to use a highly graduated rate structure.

In the wake of the current financial crisis, many states expect a sharp drop in income tax revenue, particularly
the portion of such revenue attributable to upper-income taxpayers and to capital gains realizations.  In response,
some policymakers have expressed concerns about the lack of predictability associated with income taxes.
Concerns of this kind are akin to complaining that acing a few exams has added to the volatility of your grades.
Just as it would be foolish to stop trying to perform well in the classroom, it would be equally shortsighted to
reduce the progressivity of a state’s income tax in an effort to produce a more predictable tax system. —

New ITEP Research on Progressive Income Taxes in the States

“Some policymakers have expressed
concerns about the lack of predictability

associated with income taxes.  This is akin
to complaining that acing a few exams has

added to the volatility of your grades.”

Progressive Income Taxes Are More Sustainable
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You might have thought the Bush tax-cutting binge was over — but you’d be wrong. In late September,
officials in the Bush Administration’s Treasury Department quietly wrote and published, with no

consultation with Congress, a five-sentence memorandum that many tax lawyers now call the “Wells Fargo
ruling” after its largest beneficiary to date. This memorandum essentially tells large banks that they can
ignore an explicit provision in the Internal Revenue Code that prevents abusive tax shelters. 

Section 382 of the Internal Revenue Code was enacted as part of the 1986 Tax Reform Act and prevents
companies from using the losses on the books of companies they acquire to reduce their own tax liability.
Before that time, many mergers took place not because they made economic sense but merely because they
offered a tax shelter. Ever since Section 382 was enacted to end these abuses, corporate lobbyists have been
promoting its repeal.

Now those lobbyists seem to have
accomplished their goal — without bothering
to secure agreement from Congress.
Treasury’s under-the-radar memorandum
effectively repeals Section 382 for the few
large banks that have acquired distressed
financial institutions during the ongoing
economic slowdown. One widely-cited analysis by industry experts concludes that this change will result in
breath-taking $140 billion dollar tax cuts for banks. That’s $140 billion (with a “b”) from a change that Congress
never authorized. That adds roughly another 20 percent to the cost of the $700 billion bailout.

To get an idea of just how outrageous this really is, consider what is usually required for any change in
federal policy. For example, last year, lawmakers and advocates who supported a $35 billion expansion of the
State Children’s Health Insurance Program (SCHIP) were forced into difficult negotiations to find a source of
revenue to offset the costs. Procedural rules in the House and Senate require that any bill reducing revenues
must include provisions that somehow offsets the costs with new taxes or cuts in federal spending. These
procedural rules are reasonable, but they naturally make it more difficult to get major legislation enacted.

Now we are told that many of the lobbyists promoting the repeal of Section 382 have not been held to the
same standard. The change they sought, which costs four times as much as the long-discussed SCHIP
expansion, has been accomplished through a regulatory change that is apparently illegal and which will
expand the federal budget deficit enormously. 

There is something fundamentally wrong when significant procedural obstacles are placed in the way of
relatively inexpensive improvements for low-income children while $140 billion is spent to subsidize bank
mergers through agency actions without Congressional authorization. 

Rightfully indignant tax writers in Congress have expressed outrage over Treasury’s move, and may yet enact
legislation undoing this tax-break-by-fiat. And, of course, the incoming Obama Administration’s Treasury
officials can act to undo this rule change. But in the meantime, any bank purchasing another distressed
financial institution can look forward to a whopping tax break for doing so — even though Congress never
authorized leaving the barn door open in this way. As of this writing, CTJ is organizing several public interest
groups to urge Congress to take back its rightful power to legislate by reversing the Wells Fargo ruling.— 

One Last Bush Tax Cut

“There is something fundamentally wrong when significant
procedural obstacles are placed in the way of relatively

inexpensive improvements for low-income children while
$140 billion is spent to subsidize bank mergers through
agency actions without Congressional authorization.”



7

GET THE WEEKLY 

TAX JUSTICE DIGEST 

Stay on top of state and federal tax issues and our new
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! 

Go to www.ctj.org and click on the box that says 
“Join Our Mailing List.”

Anew report by Joel Slemrod of the University of Michigan and Andrew Johns of the IRS finds that more
income is hidden from the IRS by higher-income people than others. The report uses data from the

National Research Program (NRP) Individual Income Tax Reporting Compliance Study for the 2001 tax year.
This is the same data that was used to produce the often-cited conclusion that the federal tax gap (the
difference between taxes owed and taxes paid) for 2001 was $290 billion. The authors supplement the NRP
data with estimates of additional unreported income by the IRS. 
 
They find that people whose real adjusted gross income (AGI) is between half a million and a million dollars
fail to report 21 percent of their income on average. By contrast, those with real AGI between $40,000 and
$50,000 fail to report just 7 percent of their income.
 
This is not surprising. Most of the income received by low- and middle-income people takes the form of
wages, for which there is third party reporting. (Your employer reports how much you were paid to the IRS,
which can easily verify that what you report is no different.)

High-income people tend to have more income in the form of self-employment earnings, capital gains, rent
income, partnership income or other types of income that are more difficult for the IRS to detect. 

Unfortunately, the number of IRS audits of high-income individuals and corporations has actually declined in
the past several years, as has the amount of time staff spend on each audit. One of the challenges for the
next administration will be rebuilding IRS enforcement capabilities after misguided cutbacks and refocusing
on tax evasion by high-income taxpayers.—

New Report Concludes the Rich Are More Likely to Cheat on Taxes
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The Anti-Tax Crowd Is Down, But Not Out. They Could Block Change — If We Let Them.

Since 2001, we’ve had a president and many members of Congress who told us that tax cuts are the answer when the government
has some extra money... and also the answer when the government is broke... and also the answer for families who cannot afford to
see a doctor... and also the answer when breadwinners lose their jobs... and also the answer when the country is waging a war. 

The people who have this topsy-turvy view of the world no longer control Congress or (starting on January 20) the White House. But
the anti-tax crowd could still blow President Obama’s agenda to smithereens — if we let them.  

Just a few anti-tax members of Congress could throw up procedural roadblocks to any legislation that raises revenue to pay for
President Obama’s initiatives. Even well-intentioned members of Congress might doubt the voters’ ability to understand their
proposals to pay for health care or education, and to separate the truth from the nonsense they’ve heard. 

Well, helping people to separate the truth from the nonsense they’ve heard about taxes is our job here at Citizens for Tax Justice
and the Institute on Taxation and Economic Policy. We’re hoping to expand our capacity so that we can do more, and we need
your support to do it. With your support, we can expand our staff of experts and provide more information for members of
Congress and help Americans understand which tax proposals are a good idea or a bad idea. 

Corporate lobbyists, anti-tax activists and their friends in Congress will work hard to prevent any progressive tax policies
from being enacted. We need to work even harder.  With your help, we can get the job done.  

Wishing you happy holidays and a great 2009.  Thank you for all your support!

Alla, Bob, Bonnie, Carl, Ed, Jeff, Kelly, Matt, Steve
The staff of CTJ and ITEP

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

202.299.1066
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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