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Health Care (and Tax Fairness) Victory
On March 30, President Obama signed into law the final piece of comprehensive health care reform, sweeping away

the abuses of health insurance companies that denied coverage to millions of Americans with pre-existing
conditions, allowing people to switch jobs without fear of losing their health benefits, reducing massive wasteful
subsidies to private providers, and extending coverage to 32 million Americans. 

It would not have happened if the President and Congressional leaders had not settled on a progressive change to
the Medicare tax — which was proposed and promoted by Citizens for Tax Justice — to help finance the reform.

Events like this — the creation of Social Security, the passage of the Civil Rights Act, the first manned visit to the
moon, comprehensive health care reform — don’t happen very often. We feel privileged and awed to belong to a
generation that has witnessed this sort of change. And yet this legislation was nearly thwarted by several disputes over
issues both real and imaginary, and some of these disputes were over taxes.

For thirty years, Citizens for Tax Justice has argued that the Americans who benefit the most from the educated
workforce, infrastructure, stability and other public goods provided by government are those Americans who have
made fortunes in this dynamic country. It is entirely reasonable that the richest Americans pay taxes at higher effective
rates, particularly to finance concerted action to resolve the problems that threaten to unravel our society. 

Over the last several years, lawmakers have moved dangerously far from that ideal. The tax cuts enacted during the
previous administration went disproportionately to the wealthy investor class. The massive bailout for financial
institutions enacted under the previous administration only seemed to shovel more benefits to the same wealthy
investor class. When it came time for Congress to consider how to finance health care reform, we demanded that the
wealthy pay their fair share.

The House and Senate at Loggerheads Over How to Pay for Reform
In November, the House of Representatives approved a health bill that included a 5.4 percent surcharge on adjusted
gross income (AGI) exceeding $1 million (or $500,000 for unmarried taxpayers). But members of the Senate indicated
that they were not happy with the surcharge, ostensibly because they wanted to find more savings from within the
existing health care system. So the Senate approved a health care bill on Christmas Eve that included a different
revenue measure, an excise tax on employer-provided health insurance plans with particularly high premiums.

CTJ published and presented to Congressional staff its
findings that the Senate’s excise tax on employer-
provided health benefits, in the form originally
proposed, was not progressive, contrary to what many
had believed. The excise tax would technically be paid
by health insurance companies, but everyone agreed it
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would ultimately be passed onto workers. In the best-case scenario,
employers would stop offering high-cost plans and would replace the lost
health benefits with wages. But these wages would be subject to federal
income and payroll taxes, unlike tax-exempt employer-provided health care
benefits. 

CTJ found that the resulting tax increase would affect middle-income people
more than high-income people. This is partly because middle-income people
would have to pay Social Security payroll taxes on their additional wages,
while extremely wealthy people typically have earnings that exceed the cap
on wages subject to the Social Security payroll tax. Another reason is that
while a middle-class family’s employer-provided health benefits may be
cheaper than those of wealthy families, they still make up a larger
percentage of a middle-class family’s total income. This means the resulting
tax increase also is larger, as a percentage of total income, for the
middle-class family.

Of course there were other provisions in both the House and Senate bills to
help pay for reform, many of which involved reducing subsidies to inefficient
private providers and imposing fees on the parts of the health care industry
that were particularly likely to profit from the reform. But one of the
toughest disputes between the House and Senate was over the new taxes
that would necessarily be created to raise the rest of the needed revenue.

CTJ’s Campaign for Progressive Measures to Pay for Health Care Reform
CTJ worked for nearly a year with a broad coalition of policy advocates,
think-tanks, faith-based groups and labor unions to bring progressive
financing options to the attention of members of Congress. State-based
groups released our reports with state-specific figures while national
organizations educated lawmakers about progressive financing options and
dispelled the myths that were manufactured to block reform.

The revenue measure we promoted the most would transform the Medicare
tax from a single-rate tax only on earned income to a two-rate, progressive
tax that no longer exempts investment income. Since the Medicare tax is the
one significant tax that we already have to pay for health care, lawmakers
eventually became receptive to the argument that this proposal would close
an unjustified tax loophole within the existing health care system. 

Our Medicare tax reform had been introduced in an amendment as the
health care bill was debated in committee in the Senate, but no action had
been taken on that amendment. In February, President Obama breathed new
life into the concept when he released his proposal to bridge the differences
between the House and Senate bills, and it included our Medicare tax
reform. The additional revenue it will raise allowed Congress to scale back
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the excise tax on employer-provided health benefits to a more reasonable level, while boosting the subsidies that
would make health care affordable for working families.

The Medicare tax proposal went through several versions from the time CTJ first proposed it to the time it became
law. In the end, Congress decided that the Medicare tax rate will be raised by 0.9 percent (from the current 2.9
percent) for earnings exceeding $200,000 for unmarried taxpayers and exceeding $250,000 for married taxpayers,
creating a top Medicare tax rate of 3.8 percent. (Employers will still pay part of this, 1.45 percent, as they do now,
while self-employed people will pay the whole tax themselves, as they do now.) The entire 3.8 percent Medicare tax
will also apply to investment income to the extent that adjusted gross income (AGI) exceeds $200,000/$250,000. 

CTJ estimates that this proposal will only affect 2.3 percent of taxpayers in 2014. (The provision goes into effect in
2013.) Congress’s Joint Committee on Taxation found that it will raise $210 billion in its first seven years. 

Victory for Fair Taxation
CTJ succeeded in doing what we set out to do. Congress has closed an unfair gap in existing tax law (the Medicare
tax’s exemption for investment income) while also ensuring that the people who benefitted most from the tax changes
during the Bush years will pay their fair share to help finance health care reform.

The new health care legislation has many imperfections, and yet it undeniably is a vast improvement over the status
quo. Tax policy is not the centerpiece of this reform, but a progressive tax measure helped get this reform over one
of its most difficult hurdles. —

On January 26, voters in Oregon made their voices heard, using the ballot box to tell their elected officials that they
agreed with the legislature’s decision in June of last year to raise taxes on businesses and the wealthy to help close

the state’s yawning budget gap.  By a substantial margin, they approved Measure 66, which will raise income tax rates
for married/single filers with incomes over $250,000/$125,000, and Measure 67, which will overhaul the state’s
corporate minimum tax and create a new top corporate income tax rate.  

ITEP’s distributional analyses of the plan’s progressive impact, cited in analyses by the Oregon Center for Public Policy,
helped to inform the public debate of these measures.  Those analyses showed that Oregon, like most states, currently
requires its wealthiest taxpayers to pay less in taxes as a share of their income than any other group.  The tax increases
approved under Measures 66 and 67 will help to reduce this inequity slightly, though ITEP’s analyses show that
upper-income Oregonians will still pay at a significantly lower overall rate than their less well-off neighbors.

Opponents of the measure, such as the “Oregonians Against Job-Killing Taxes,” argued that the state’s economic
situation would rapidly deteriorate were these tax increases to take effect.  Of course, such assertions are precisely
the opposite of reality. Closing Oregon’s budget gap by slashing state services or raising taxes on low- and
middle-income families would have produced a far greater drag on economic activity in the state.  Fortunately, voters
were able to see past the opposition’s empty rhetoric as they approved Measures 66 and 67.

The outcome of this election in Oregon is especially notable given Oregonians’ traditional aversion to tax increases.
This vote marks the first time in over 70 years that Oregon voters approved an income tax increase via the ballot.—

Health Care (and Tax Fairness) Victory
 Continued from page 2
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Should Maryland’s millionaires pay taxes at a lower effective rate than the poorest fifth of the state’s residents? Is
slashing state services like schools and public safety a better alternative than extending a tax on millionaires that

raises $100 million annually? 

The answers to these questions are obvious. Maryland’s “millionaires’ tax” was enacted in 2008 to deal with a budget
crisis, but will expire at the end of this year. Opponents of the millionaires’ tax want to stop the legislature from
extending it, but they know that they cannot win public opinion over to their side if they talk about how little
millionaires are paying (as a share of their total income) compared to the poor. And they know they can’t win by
talking about all the budget cuts that will be necessary if Maryland doesn’t keep collecting the millionaires’ tax. 

So instead, they focus on a completely different argument, albeit one that has no basis in reality. The real problem
with the millionaires’ tax, they claim, is that it’s causing the rich to flee Maryland.

A November article from the Baltimore Sun provides a perfect illustration of this mind set.  In response to data from
the Office of the Comptroller indicating that the number of resident tax returns with taxable incomes over a million
dollars had fallen 30 percent between 2007 and 2008, one member of the Senate Budget and Taxation Committee
asserted that, “The economic reality is that people vote with their feet.”  

No, that’s not reality, it’s a blatant misrepresentation of data. A January ITEP analysis of the Comptroller’s figures
shows that almost all of the drop in the number of millionaires is the result of the recession turning millionaires into
less-than-millionaires. 

Further, contrary to claims about the supposedly negative impact of marginal tax rates on individual behavior, a
substantial number (1,680) of “new” millionaires “appeared” in Maryland in 2008, either because wealthy individuals
moved to the state or because individuals residing in the state became wealthier.

The Truth about Maryland’s Millionaires’ Tax

"Outflows" & "Inflows" of Wealthy Marylanders
Change From Prior Tax Year in Number of Returns with Net Taxable Income (NTI) Over $1 Million 
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As the figures on the previous page demonstrate, the change in the number of millionaires in Maryland is the result
of changes in the supposed “outflow” and “inflow” of millionaires. In 2008, there was an “outflow” of 3,837 millionaire
tax returns in Maryland.  That is, there were 3,837 Maryland taxpayers that had reported net taxable income (NTI) of
$1 million or more in 2007 that no longer did so in 2008.

But this doesn’t mean people moved out of the state. In fact, 85 percent of this supposed “outflow” was a result of
taxpayers who remained in Maryland but saw their incomes fall to levels below $1 million. This is a predictable result
of the current economic slowdown, and has absolutely nothing to do with the implementation of the millionaires’ tax.
The remaining “outflow” — consisting of just 542 taxpayers — does in fact include individuals who left the state, or
died, or simply failed to file a return. But this figure doesn’t differ much from what one would expect as a result of
the normal migration patterns that existed long before the enactment of the millionaires’ tax.

Perhaps having realized that the Comptroller’s data does not support their position, opponents of the millionaires’
tax have since begun to shift the discussion toward a similar “half-millionaires’ tax” implemented a few years earlier
in New Jersey. As ITEP points out in a brief released this March, however, the evidence from New Jersey actually shows
no significant uptick in “millionaire migration.” Instead, opponents of the Maryland tax have fundamentally
misinterpreted the studies they claim support their position.

So if the political tussle in Maryland is not over millionaires fleeing the state, then what is it really about? It’s about
fairness. At present, Maryland’s tax system is regressive — and will be even more so without the “millionaires’ tax.”
In 2007:

# The poorest fifth of non-elderly Marylanders (individuals and families with incomes of less than $22,000) paid
nearly 10 percent of their incomes in state and local taxes.  

# Taxpayers in the middle fifth of the income distribution (individuals and families whose incomes ranged between
$41,000 and $64,000) faced a similar effective tax rate of 9.8 percent, after accounting for the federal deductibility
of state and local taxes.  

# The wealthiest one percent of Marylanders (taxpayers whose average income exceeded $1.8 million in 2007) paid
just 6.2 percent of their incomes in taxes.  

Had the millionaires’ tax been in effect that year, taxes on the wealthy would have been slightly higher —
approximately 6.4 percent — but still one-third less than the effective rate paid by the poorest Marylanders.  In other
words, preserving the millionaires’ tax would be a small, but important step towards greater tax fairness in Maryland.

But even people who are not moved by fairness considerations should agree that it would be irresponsible for
lawmakers to allow a tax to expire in the midst of an ongoing budget crisis. Maryland’s projected budget deficit for
the coming fiscal year, 2011, presently stands at roughly $2 billion. Most fiscal analysts expect states to continue to
face major budget woes even beyond 2011. Without additional revenue, public safety, roads and schools are going
to face significant budget cuts.

ITEP made all these points clear in testimony it gave before the relevant Maryland House and Senate committees this
March. There are many legitimate points to consider when contemplating the serious tax and budget questions facing
Maryland. An epidemic of disappearing millionaires is not one of them.—

The Truth about Maryland’s Millionaires’ Tax
 Continued from page 4
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CTJ and ITEP Lose a Friend by Bonnie Rubenstein

This past December CTJ and ITEP lost one of our greatest and most generous supporters. Sol Price,
businessman, entrepreneur and humanitarian, died at age 93.

The first time I met Sol was in 1995 shortly after I started working with the two tax groups. He came to visit us
in our old offices on L Street. For those of you who never had the opportunity to visit the old CTJ/ITEP offices
in Washington, DC, you can visualize a brown stone building from the late 1800s that should have been razed
decades before we ever occupied it. But since the offices were donated to us it was hard to argue with not
having to pay rent. Paint (probably lead) was literally hanging from the walls; there was asbestos throughout
and the carpets were so dilapidated and shredded that they were more of an obstacle to walk on than they
were floor covering. And that doesn’t even address the issue of centuries of dirt and grime that were mired into
the fabric and which we were inhaling on a daily basis. It was also a four-story walk-up (which I suppose you
could say was good exercise for us.)

Sol, who was in his late seventies, came to visit us for the first time to meet Bob McIntyre and the staff. After
that visit, he said he would never come back to our offices again.

However much Sol didn’t like our offices, he did like Bob. They had a lot in common — bright, blunt and
honest, with each holding a genuine love for this country and what the government at its best was capable of
doing for its citizens. 

Since Sol would not revisit our offices, when he was in town, Bob would meet him somewhere for a meal or a
cup of coffee to discuss the issues of the day.

Sol was one of those rare, extremely successful individuals who understood that his own personal success
was due not just to a great deal of hard work, but also to good luck and the unique opportunities this country
provides. He also deeply believed that since he had benefitted so tremendously from our country’s largess, he
had a responsibility to give back. He was determined that the wealthy should pay their fair share in taxes and it
annoyed him to no end that most millionaires and billionaires did not share this perspective. Sol put his money
where his sentiments lay and generously supported groups such as ours that work on progressive tax policy.

When age compelled Sol to slow down his traveling, we visited him a few times in La Jolla, California. He was
always a most gracious host and a great story teller. Unlike many busy people, he always returned phone calls
and offered suggestions, opinions and whatever help he could. I loved our conversations. Sometimes they
lasted seconds, sometimes they were lengthy. Occasionally they were personal and we talked about our
families and about what was going on in our lives. Sol was unfailingly honest and also abrupt. Once he
decided the conversation was over, well, it was just over, without further ado.

I think we touched a chord in Sol, who was unfailingly generous with us. He helped us for years in ways that
were so much bigger than any of us could have dreamed when we first met him. 

Sol Price was a great man and a great friend to CTJ and ITEP. Thank you, Sol. We miss you.

Bonnie Rubenstein
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On February 1, President Obama submitted to Congress his proposed federal budget for fiscal year 2011. Like the
budget he submitted last year, it represents a vast improvement over the policies of the Bush years and continues

to outline a progressive reform agenda. But, also similar to last year, the President’s budget could be greatly improved
with more aggressive policies to raise revenue. Over the coming decade, the President proposes to cut taxes by $3.5
trillion. We include in this figure the cost of extending most of the Bush tax cuts and relief from the Alternative
Minimum Tax (AMT) as well as additional tax cuts that President Obama proposes. 

His budget would offset a portion of this cost with provisions that would raise $760 billion over a decade by limiting
the benefits of itemized deductions for the wealthy, reforming the U.S. international tax system and enacting other
reforms and loophole-closing measures. 

CTJ has provided Congressional staff with an extensive analysis of the President’s budget plan, as well as some advice
on how to make the tax system sustainable and fairer. There are a few things Congress must do at a minimum. First,
Congress must not extend any more of the Bush tax cuts than President Obama proposes to extend. Second, Congress
must raise at least as much revenue as President Obama has proposed ($760 billion over ten years) through
loophole-closers and new revenue measures. Third, Congress must make permanent the expansions in refundable tax
credits (the Earned Income Tax Credit and the Child Tax Credit) that were included in the American Recovery and
Reinvestment Act (ARRA) last year.

The pie chart on the left shows that the cost of making permanent the improvements in refundable tax credits is small
compared to the cost of the other tax cuts that the President proposes. Even people who are too poor to pay federal
income taxes still pay federal payroll taxes and highly regressive state and local taxes, so it’s reasonable that Congress
makes the tax system a better deal for the poor by boosting refundable tax credits. 

But the other tax cuts that the President and Congress want to enact are larger and less well-targeted. To offset the
costs, Congress should raise at least as much revenue as the President proposes through loophole-closers and other
measures. Even if Congress enacted all the revenue proposals in the President’s budget, we will face a budget deficit
of $8.5 trillion over the next ten years. This deficit is not something we can address in a single year, but we can get
started by adopting the President’s reasonable (and long overdue) revenue proposals.—

Why Congress Needs to Be at Least as Progressive as 
President Obama on Tax Policy

Ten-Year Impact of Revenue-Raising Provisions in 
President's FY2011 Budget, in Billions of Dollars 
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