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Two Competing Approaches to the Bush Tax Cuts:
President Obama vs. Congressional Republicans 

The tax cuts enacted during the presidency of George W. Bush, and modifications of those tax cuts included in the
economic recovery act enacted last year, expire at the end of 2010. Congress must soon decide which parts of

these tax cuts to extend or make permanent, and which parts to let expire as scheduled.

President Obama proposes to make the Bush tax cuts permanent for all but the richest two percent of taxpayers. He
also proposes to make permanent the modifications of the Bush tax cuts (expansions of the Child Tax Credit and
Earned Income Tax Credit) that were included in the economic recovery act enacted last year. 

Republicans in Congress have offered several tax proposals over the last several years, and all of them start with
making permanent all the tax cuts enacted under President Bush (including those benefitting the richest two percent),
and none of them include making permanent the modifications of the Bush tax cuts included in the recovery act.

Note: CTJ’s full report and state-by-state figures are available at www.ctj.org/bushtaxcuts2010.php.

Under the Republican approach, the richest one
percent of taxpayers would get a break of $54,600 in
2011 alone, compared to President Obama’s approach.
The poorest three fifths of taxpayers would actually pay
more under the Republican approach, which would not
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Republican 
 Approach vs. 

Obama Approach

Income Group Average Income Average Tax Cut Share of Tax Cut Average Tax Cut Share of Tax Cut Average Difference

Lowest 20% $ 11,705 $ –251 2.8% $ –95 0.8% $ +155
Second 20% 26,569 –672 7.6% –531 4.7% +141
Middle 20% 44,270 –942 10.7% –866 7.7% +76
Fourth 20% 70,548 –1,531 17.4% –1,520 13.5% +10
Next 15% 121,220 –3,408 29.1% –3,424 22.7% –16
Next 4% 263,451 –7,008 15.9% –7,712 13.6% –704
Top 1% 1,378,168 –28,728 16.4% –83,347 37.0% –54,619
ALL $ 72,358 $ –1,740 100.0% $ –2,237 100.0% $ –496
Bottom 60% $ 27,522 $ –622 21.2% $ –498 13.2% +124

   Competing Approaches to the Bush Tax Cuts, Impact U.S. Taxpayers in 2011

State Taxpayers
 Obama's Approach  Republican Approach 

(Permanent Bush income tax cuts for those
below $200k/250k, estate tax cut, permanent
EITC and child credit expansion) 

(Permanent Bush income tax cuts for
everyone, estate tax repealed, no EITC or
child credit expansion) 
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make permanent the improvements in the Child Tax Credit and Earned Income Tax Credit that mostly help low- and
middle-income families.  

Why Congress Must Act this Year to Address the Bush Tax Cuts
The tax cuts enacted by President George W. Bush and his allies in Congress included a provision causing them to
expire at the end of 2010. Supporters of the Bush tax cuts have consistently demanded that they be made permanent
but failed to achieve this goal during the Bush administration.

President Barack Obama campaigned on a pledge to allow all the Bush income tax cuts to expire for taxpayers with
adjusted gross income (AGI) above $200,000 (and above $250,000 for married couples). Only about 2 percent of
taxpayers have AGI above that threshold, which means that President Obama has pledged to make permanent the Bush
income tax cuts for 98 percent of taxpayers.

President Obama has also called on Congress to meet Bush halfway on the estate tax, meaning the estate tax would
not be repealed but would be cut in half (in terms of the revenue it collects) compared to the pre-Bush estate tax.
Fewer than half of one percent of estates would be affected by the estate tax under Obama’s proposal.

Finally, President Obama signed into law the American Recovery and Reinvestment Act (ARRA) in 2009, which included
expansions of provisions in the Bush tax cuts related to the Child Tax Credit (CTC) and Earned Income Tax Credit
(EITC) for working families. President Obama has called on Congress to make permanent these changes. 

Republican leaders in Congress have offered their own proposals to make all the Bush tax cuts permanent, including
the tax cuts for the wealthy. This is why the very rich would pay much less under the Republican approach than under
the President’s approach. 

At the same time, Congressional Republicans have opposed the expansions of the CTC and EITC in the recovery act
and would allow them to expire. This is why low-income and middle-income taxpayers would pay more under the
Republican approach than under the President’s approach.

Why the Bush Tax Cuts for the Rich Should Expire as Scheduled
Fiscal responsibility, job creation, and tax fairness all depend on Congress allowing the Bush tax cuts for the rich to
expire at the end of this year as scheduled. 

Extending the tax cuts for the rich would add over a trillion dollars to the ten-year federal budget deficit.
According to figures from the Treasury, extending the Bush income tax cut for the richest 2 percent would cost $678
billion over a decade. Permanently repealing the estate tax would cost over $300 billion more than President Obama’s
compromise on the estate tax, over ten years. Since no one in Congress has even entertained the idea of offsetting
the costs of any of these tax cuts, they would result in additional interest payments on the national debt far exceeding
$100 billion during the first decade alone.

Extending the Bush tax cuts for the rich would limit resources that could be used to create jobs.
The non-partisan Congressional Budget Office (CBO) recently ranked making permanent the Bush income tax cuts for
all taxpayers (including the rich) as the least effective policy option for creating jobs over the next couple of years. 

The CBO and most economists believe that short-term job creation is more likely to result from policies that put
money in the hands of low-income and middle-income people, who are likely to immediately spend any new money
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on necessities that they have delayed purchasing. This increase in consumer demand will allow businesses that make
and sell the products to hire more workers or avoid layoffs that would otherwise occur.

Federal taxes were higher for most Americans at the end of the Clinton years, and the economy was performing far
better then than it is now. At very least, one can conclude that the Bush tax cuts did not result in the economic
prosperity that their supporters promised would result. Requiring two percent of taxpayers to once again pay taxes
at rates in place during the Clinton years will not harm the economy.

Extending the Bush tax cuts for the rich will perpetuate the unfairness that President Bush added to the tax system.
Before President George W. Bush took office, the federal income tax already included a special, low rate for income
that takes the form of capital gains. Since three fourths of capital gains income goes to the richest one percent of
taxpayers, this means that some very wealthy taxpayers could pay federal income taxes at lower effective rates than
middle-income people whose income takes the form of wages and salaries. 

President Bush increased this unfairness by reducing the special top rate for capital gains from 20 percent to 15
percent, and by creating a new special rate for stock dividends (which had previously been taxed just like any other
income), also set at 15 percent.

Middle-income people who work pay federal income taxes at a top rate of 15 or 25 percent, and must also pay about
15 percent in federal payroll taxes on all their income. This is why middle-income people who work often pay federal
taxes at higher rates than wealthy people who live off their investment income.

Why the Modifications of the Bush Tax Cuts Enacted as Part of the Recovery Act Should be Made Permanent
Many middle-income and low-income taxpayers would end up paying more in taxes under the Republican approach
to the Bush tax cuts than they would under President Obama’s approach. That’s because President Obama proposes
to make permanent some modifications of the parts of the Bush tax cuts that really did help working families
(provisions related to the CTC and EITC) while Republican lawmakers would allow these modifications of the CTC and
EITC to expire. 

The CTC and EITC are both refundable tax credits, meaning that they often benefit families who don’t earn enough
to have any federal income tax liability. These families pay other types of federal taxes (like payroll taxes, gas taxes,
tobacco taxes and others) as well as state and local taxes. These other types of taxes are particularly regressive,
meaning they take a larger share of income from middle-income and low-income families than they take from the rich.

So it’s entirely reasonable that Congress and the President would use refundable credits in the federal income tax like
the CTC and EITC to offset some of the regressive impact of those other taxes.

If the improvements in the CTC and EITC are not made permanent, the poorest three fifths of taxpayers would lose
$124 of tax cuts, on average. 

The expansion of the CTC, which President Obama wants to make permanent, makes it more accessible to low-income
families by lowering the earnings requirement for the refundable portion of the credit.

The expansion of the EITC, which President Obama also wants to make permanent, has two parts. One part further
reduces the “marriage penalty” that would otherwise make the EITC less generous for a married couple than for two
unmarried individuals. The second part modestly increases the EITC for larger families.— 
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In the weeks leading up to April 15, “Tax Day,” CTJ published reports that refuted several of the myths surrounding
federal taxes and President Obama’s record on taxes. These myths come from a lot of places — talk radio, cable

“news” anchors, the Wall Street Journal’s editorial page — but the frequency and shrillness with which they are
repeated does not make them any less false.

Myth: President Obama raised taxes on Americans last year. 

Fact: in 2009, President Obama cut taxes on 98 percent of working families.

According to a CBS News/New York Times poll conducted before Tax Day, the
vast majority of Americans did not perceive that they received a tax cut from
President Obama. Asked if the President “has already raised taxes this past
year,” 53 percent of those polled said that the President “kept taxes the same,”
and 24 percent thought that the President “raised taxes.” A mere 12 percent
believed that the President cut their taxes.

This is an astonishing level of misunderstanding. The truth is that the major tax
cuts enacted in the 2009 economic recovery act actually reduced federal
income taxes for tax year 2009 for 98 percent of all working families and
individuals. These tax cuts saved working families and individuals an average
of $1,158 on the tax returns they filed on or before April 15. (The median tax
cut was approximately $600.)

For example, the recovery act included the “Making Work Pay” tax credit,
which  gave most working people a $400 refundable tax credit. This credit is
worth $800 to most working married couples. More than 94 percent of all
working families and individuals received this tax cut. Changes to the $1,000 per-child tax credit and the Earned
Income Tax Credit gave an average of $872 each to 12 million, mostly low-income, working families with children.

The recovery act also included relief from the Alternative Minimum Tax for 2009, which reduced taxes for 25 million
mostly upper-income couples and individuals. It also included a new, partially refundable, education tax credit.

We define working families and individuals as those with wages or other earned income in 2009. It should be noted
that the recovery act provided direct cash payments to a large proportion of people who were not working in 2009.
For example, Social Security recipients received a one-time payment of $250, and unemployment benefits were
extended for the jobless. These non-tax benefits are not included in our figures.

Myth: Forty-seven million Americans pay no taxes.  

Fact: All Americans pay taxes. Many are too poor to owe any federal income taxes, but they pay other types of federal
taxes as well as state and local taxes. 

Earlier this year, conservative pundits and media outlets seized upon an estimate that 47 percent of taxpayers owe
no federal income tax for 2009. This statistic morphed into the claim by conservatives that “47 percent of all
Americans don’t pay any taxes.” This (false) idea was used to justify attacks on the Making Work Pay Credit and other
refundable tax credits. 

Tax Myths vs. Tax Facts

Obama Tax Cuts for Working 
Families and Individuals in Tax 
Year 2009 (returns filed in 2010)

Income 
Group

Average 
tax cut

% with tax 
cut

Lowest 20% $ –604 100%

Second 20% –628 100%

Middle 20% –590 100%

Fourth 20% –822 100%

Next 10% –1,856 96%

Next 5% –3,232 96%

Next 4% –4,925 97%

Top 1% –1,171 29%

ALL $ –1,158 98%
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It’s true that many taxpayers don’t pay
federal income taxes, but they still pay
federal payroll taxes (and some federal
excise taxes) and also pay state and local
taxes. Most of these other taxes are
regressive, meaning they take a larger share
of a poor or middle-class family’s income
than they take from a rich family. This
largely offsets the progressivity of the
federal income tax.

It’s also worth noting that the number of
taxpayers not owing federal income taxes
was unusually high in 2009 because of the
recession and because of the Making Work
Pay Credit (which is a temporary measure).
Statistics for 2009 are therefore not
representative of a typical year.

Myth: The richest one percent are paying
most of the taxes.

Fact: The rich do not pay very much more,
as a percentage of their income, in taxes
than other income groups pay.

CTJ estimates that the share of total taxes
(federal state and local taxes) paid by
taxpayers in each income group is quite
similar to the share of total income received
by each income group in 2009.

For example, the share of total taxes paid
by the richest one percent (22.1 percent) is
not dramatically different from the share of
total income received by this group (20.4
percent).

Claims that the richest one percent are
paying far more than their fair share usually
focus only on the most significant
progressive tax, the federal income tax.
They ignore the other types of taxes. As
these figures make clear, the U.S. tax
system just barely qualifies as progressive. —

Shares of Total Taxes Paid by Each Income Group Were Similar to their Shares 
of Total Income in 2009
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Tax Myths vs. Tax Facts
 Continued from page 4

Incomes and Federal, State & Local Taxes in 2009

Shares of TAXES AS A % OF INCOME

Average 
cash 

income

Total 
income

Total 
taxes

Federal 
taxes

State & 
local taxes

Total 
taxes

Lowest 20% $ 12,400 3.5% 1.9% 3.6% 12.4% 16.0%
Second 20% 25,000 7.1% 5.0% 8.7% 11.8% 20.5%
Middle 20% 40,400 11.6% 10.2% 13.9% 11.3% 25.3%
Fourth 20% 66,000 18.9% 18.9% 17.2% 11.3% 28.5%
Next 10% 100,000 14.3% 15.2% 19.0% 11.1% 30.2%
Next 5% 141,000 10.2% 11.2% 20.4% 10.8% 31.2%
Next 4% 245,000 14.2% 15.8% 21.3% 10.2% 31.6%
Top 1% 1,328,000 20.4% 22.1% 22.3% 8.4% 30.8%

ALL 68,900 100.0% 100.0% 18.0% 10.6% 28.6%

Addendum:
Bottom 99% $ 56,200 79.8% 78.0% 17.0% 11.1% 28.2%

Notes:
1. Taxes include all federal, state & local taxes (personal and corporate income, payroll, property, sales, excise,
estate etc.).
2. For calculations of income shares and taxes as a % of income, income includes employer-paid FICA taxes and
corporate profits net of taxable dividends, neither of which is included in the average cash income figures shown.
 

Source: Institute on Taxation and Economic Policy Tax Model, April 2010

Citizens for Tax Justice, April 2010
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In state houses across the nation, budget deficits loom for the upcoming fiscal year, and the likely end of stimulus
money from the federal government threatens to dig these holes even deeper. This is the harsh reality most states

now face—but some states are fighting this battle with one hand tied behind their back. A new report from ITEP and
the Tax Fairness Organizing Collaborative at United for a Fair Economy (UFE) surveys the seven states that do not levy
a broad-based personal income tax, each of which currently relies heavily on sales taxes to make up the gap, and
discusses the fairness and sustainability gains that can be achieved by enacting an income tax in each of these states.

The report, “Leaving Money on the Table,” estimates the impact of revenue-neutral tax swaps in each of these states
that would introduce an income tax and use every last dime of the new revenue to pay for cutting the states’ sales
tax rates. (The revenue-neutral approach is done to make the impact on tax fairness easier to see, not because these
states currently raise enough revenue!) These state-by-state distributional analyses, conducted with the help of the
ITEP Microsimulation Tax Model, show two fairly uniform findings.

First, even if these states enacted a flat-rate income tax (the least progressive approach to income taxation states could
choose), the poorest sixty percent of the income distribution in each state would see net tax cuts from such a tax
swap, with the largest tax cuts reserved for the very poorest taxpayers. If these states instead enacted a graduated-rate
tax, the poorest eighty percent of state taxpayers could see substantial tax cuts in some of these states. 

Second, although these revenue neutral
tax swaps would leave state tax
collections unchanged, they would
actually result in billions of dollars of
federal income tax cuts for residents of
these states. ITEP estimates that if they
all enacted a graduated-rate income tax,
federal income taxes in these states
would fall by over $5.5 billion a year.
This is because state taxes can be written
off on federal tax forms by those
upper-income families who itemize their federal returns—and because the better-off Americans who itemize pay much
more in state income taxes than in state sales taxes. Put another way, when lawmakers decide to raise a million dollars
using a sales tax, they’re essentially deciding that most of this million dollars should be paid by taxpayers who are not
likely to defray some of this tax by itemizing. But when they raise the same million dollars using an income tax, much
more of that tax will be paid by upper-income taxpayers who have the ability to write these taxes off federally.

This debate is hardly academic. A proposed ballot measure currently circulating in Washington State (designed with
technical support from ITEP) would enact a graduated-rate income tax in that state that applies only to taxpayers
earning over $200,000 a year. Several bills were introduced in Tennessee this year to create a broad-based income
tax. And even in New Hampshire, long a bastion of anti-income-tax sentiment, policymakers now are openly discussing
the pros and cons of a statewide income tax.

Most of these states will likely muddle through their ongoing budget shortfalls as they have in the past—by continuing
to ratchet up sales tax rates on the poorest of the poor. But ITEP’s latest report provides a blueprint for achieving a
fairer tax system for any policymakers willing to listen.—

See the full report, “Leaving Money On the Table,” at www.itepnet.org/pdf/leavingmoney.pdf. 

Leaving Money on the Table
How States Without an Income Tax Are Shooting Themselves in the Foot

This debate is hardly academic. A proposed ballot
measure currently circulating in Washington State
(designed with technical support from ITEP) would enact
a graduated-rate income tax in that state that applies only
to taxpayers earning over $200,000 a year.
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It’s a growing refrain among the “tea party” faithful: the progressive lawmakers seeking to make tax systems
less unfair are allegedly engaged in a “redistribution of wealth” that would make Sweden blush. This complaint

is downright puzzling when it applies to state tax proposals, since regressive state tax systems actually have the
effect of making the rich richer and the poor even poorer—but that didn’t stop anti-tax state lawmakers from
making these claims during 2010 legislative sessions. 

In Alabama, Representative Mac Gipson said of a progressive tax reform package that “this whole thing is a
redistribution of wealth.” And a Georgia lawmaker argued that the state’s small, refundable low-income tax credit
was “essentially welfare.”

ITEP released reports in the spring of 2010 pointing out that the tax systems in these states do, in fact,
redistribute income—but in exactly the opposite way from what these lawmakers appear to believe. ITEP’s
Alabama report pointed out that before taxes, the very best off 1 percent of Alabamians enjoyed 19.6 percent
of statewide income—and that the same group took in 20.2 percent of the statewide income after taxes.
Similarly, the Alabama tax system shrinks middle-income Alabamians’ share of statewide income from 11.4 to
11.1 percent, and the poorest families’ share from 3.4 to 3.3 percent.

One can call this sort of income-shifting from the poor and middle-class to the wealthy many things—“Robin
Hood in reverse” springs to mind—but “socialism” is certainly not among them.—

“Wealth Redistribution?” Yes—But from the Poor to the Rich

CTJ and ITEP Have Launched New Websites!
Both Citizens for Tax Justice (CTJ) and the Institute on Taxation and Economic Policy (ITEP) have unveiled
their new websites!  Featuring sleek new designs and an easy-to-understand layout, these new websites
will greatly enhance both CTJ’s and ITEP’s ability to share their work with the world!

The CTJ website now also has a series of pages dedicated to specific topics such as the estate tax, budget
deficits, and corporate giveaways.  These pages make it easy to see all of CTJ’s reports and weekly
updates on any given topic in one convenient location.  And, of course, the CTJ website is still the place to
go to sign-up for CTJ’s weekly e-mail update, the “Tax Justice Digest.”

ITEP, the research arm of CTJ, has seen its website undergo an even more dramatic transformation. 
State-specific pages for each of the 50 states, plus DC, now feature the most recent reports, testimony,
publications, and tax-related news stories to come out of each state.  Updated links to state-based
organizations, government resources, legislative information, and even state tax forms can be found on
these pages as well.  Finally, the right-side of each state’s page now features a wealth of vital data to help
you understand each state’s tax system.

You can find us online at the following web addresses:

Citizens for Tax Justice: www.ctj.org 

Institute on Taxation and Economic Policy: www.itepnet.org 
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