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The Long Standoff Over the Bush Tax Cuts:
How Will It End? 

Republican leaders in Congress are doing the one thing we never thought they would do. They are actually
blocking tax cuts. They have spent months threatening to block President Barack Obama’s proposal to make

the Bush tax cuts permanent for the first $250,000 of adjusted gross income that taxpayers make (the first
$200,000 of AGI for unmarried taxpayers). Republican leaders threaten to block this plan unless they are able to
secure an extension of all the Bush tax cuts, to benefit the 2.1 percent of taxpayers with AGI in excess of these
amounts. Democratic leaders in Congress decided to wait until after the elections to take up Obama’s tax plan.

In theory, the circumstances of the tax debate ought to favor President Obama and his allies in Congress. First,
economists believe that tax cuts for the rich are a terrible way to stimulate the economy. The non-partisan
Congressional Budget Office concluded that any of the other job creation measures that have been discussed in
Congress (like aid to state governments and extended unemployment benefits) would have economic effects that
would create several times as many jobs as extending tax cuts for the rich. 

Second, surveys show that most Americans want the Bush tax cuts to expire for the richest taxpayers. In July, a
survey from the Pew Research Center for the People & the Press found that 58 percent of those polled thought
that the Bush tax cuts should expire at least for the wealthy. (Twenty-seven percent said they should expire for
the wealthy while another 31 percent said they should expire for everyone.) A CBS News survey in August found
that 56 percent of respondents thought that the tax cuts should expire for those with incomes above $250,000.

Third, the Bush tax cuts all expire at the end of this year, which gives President Obama and his allies in Congress
an advantage. Any member of Congress voting against Obama’s plan is voting to allow taxes to go back to the
pre-Bush levels for all taxpayers, which means working people will have more federal income taxes withheld from
their paychecks starting in January. That’s not something most tax-averse lawmakers want to take credit for.

Of course, President Obama’s opponents want to vote for some alternative that extends the tax cuts entirely for
all taxpayers, including the wealthiest. But such an alternative is unlikely to pass, at least in the Senate where

60 votes are needed to approve most legislation. 

The House GOP leader, John Boehner, nearly
acknowledged this reality in September when he 
said, “If the only option I have is to vote for some of
those tax reductions, I’ll vote for them.” 
Continued on page 2
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Citizens for Tax Justice has estimated the impact of President Obama’s tax plan and the Republican tax
plan (as proposed by Senator Mitch McConnell) on taxpayers at different income levels in all 50 states.
(The above table compares the impacts of these plans on taxpayers nationally.) 

You can use these figures to tell your members of Congress and local newspapers who benefits from the
two different tax plans. Find all these figures at www.ctj.org/bushtaxcuts2010.php.

The Long Standoff Over the Bush Tax Cuts 
 Cover story continued

Republican 
 Plan vs. 

Obama's Plan

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 0.9% $ +155
Second 20% 26,569 –672 7.6% –531 4.9% +141
Middle 20% 44,270 –942 10.7% –866 8.0% +76
Fourth 20% 70,548 –1,531 17.4% –1,520 13.9% +10
Next 15% 121,220 –3,408 29.1% –3,424 23.6% –16
Next 4% 263,451 –7,008 15.9% –7,741 14.3% –733
Top 1% 1,378,168 –28,728 16.4% –74,621 34.5% –45,893
ALL $ 72,358 $ –1,740 100.0% $ –2,145 100.0% $ –405
Bottom 60% $ 27,522 $ –622 21.2% $ –498 13.7% +124

   Competing Approaches to the Bush Tax Cuts, Impact on U.S. Taxpayers in 2011
 Obama's Plan  Republican Plan 

 (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 cut more, no EITC or 

child credit expansion) 

But other members of his party rapidly swept away any doubts of their commitment to lower taxes for the very
rich. The next day, House Minority Whip Eric Cantor vowed in a statement to “do everything in my power to stop
President Obama and Speaker Pelosi from raising taxes on working families, small-business people and investors.”
Senate Republican Leader Mitch McConnell introduced a bill to make the Bush income tax cuts permanent for
all taxpayers (and to repeal most of the federal tax on the estates of millionaires) and made it clear in his floor
speeches that anything else would be unacceptable. 

In other words, Republicans leaders in Congress are holding tax cuts for 98 percent of taxpayers hostage in order
to protect tax cuts for the richest 2 percent. Congressman Boehner’s comments were meant to obscure that fact,
to give the impression that Republicans were not obstructing anything. But the Republicans have for too long
viewed any bill that extends only some of the Bush tax cuts as an unacceptable tax increase. They cannot change
course now.

McConnell’s proposal would, naturally, provide a much larger tax break for the richest one percent of taxpayers
than President Obama’s plan would. Less noticed is the fact that McConnell’s plan actually excludes some tax cuts
for working families that Obama’s plan includes — permanent extensions of parts of the economic recovery act
that expanded the Earned Income Tax Credit and the Child Tax Credit for working families. 

Since McConnell’s plan excludes these, the poorest three fifths of families would end up paying more in taxes,
on average, under his plan than under Obama’s plan. 
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Will Congressional Democrats Sabotage President Obama’s Tax Plan?

In the House, where a bill can be approved with a bare majority of votes, Republican leaders are more hopeful
that they could round up enough votes to extend the Bush tax cuts for all taxpayers, including the very rich. If
they had a chance to get a vote on such a proposal, several House Democrats could support it.

In mid-September, thirty-one House Democrats signed a letter to
House Speaker Nancy Pelosi in support of extending the Bush tax
cuts for all taxpayers, and thus opposing President Obama’s proposal
to allow the tax cuts to expire for the very rich. 

The motivation of these Democrats is a mystery. As explained
earlier, surveys show that most Americans want the Bush tax cuts to
expire for the rich (at least). And these lawmakers are not from
particularly wealthy parts of the country. In fact, a report from
Citizens for Tax Justice shows that two-thirds of the House
Democrats who signed that letter represent districts that have a
below-average share of taxpayers rich enough to face higher taxes
under President Obama’s plan. CTJ found that:

# Of the 31 House Democrats who signed the letter in support of
extending the Bush tax cuts for the rich, 22 represent districts
where the share of taxpayers rich enough to pay higher taxes under
Obama’s plan is less than the national average of 2.1 percent. 

# Of those 31 House Democrats, 13 represent districts where less
than 1 percent of taxpayers are rich enough to face higher taxes
under Obama’s plan. 

# Of the 436 House districts (including Washington, DC), there are
only 30 in which the share of taxpayers rich enough to face higher
taxes under Obama’s plan is more than 5 percent. Only two of the
31 Democrats who signed the letter represent one of these high-
income districts.

Even if a district has many taxpayers with AGI in excess of $250,000,
that does not mean that all of those taxpayers will face a significant
change in their income taxes under President Obama’s plan. Most of
the revenue savings from President Obama’s plan would come from
taxpayers whose AGI is far higher than $250,000. 

In fact, about 80 percent of the revenue savings from Obama’s plan would come from taxpayers with AGI in
excess of $1 million. The percentage of millionaires is particularly low in the districts represented by the 31 
House Democrats who signed the letter to Speaker Pelosi.
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Ann Kirkpatrick (AZ- 1) 0.9% 0.1%
Harry Mitchell (AZ- 5) 3.7% 0.5%
Mike Ross (AR- 4) 0.8% 0.1%
Jim Costa (CA- 20) 0.4% 0.0%
John Salazar (CO- 3) 1.8% 0.3%
Jim Himes (CT- 4) 11.3% 2.7%
Allen Boyd (FL- 2) 1.7% 0.2%
Ron Klein (FL- 22) 6.6% 1.4%
Sanford Bishop (GA- 2) 0.7% 0.1%
Jim Marshall (GA- 8) 0.9% 0.1%
John Barrow (GA- 12) 0.6% 0.1%
Walt Minnick (ID- 1) 1.2% 0.1%
Melissa Bean (IL- 8) 3.5% 0.4%
Joe Donnelly (IN- 2) 1.0% 0.1%
Brad Ellsworth (IN- 8) 0.9% 0.1%
Frank Kratovil (MD- 1) 3.3% 0.3%
Gary Peters (MI- 9) 4.6% 0.7%
Travis Childers (MS- 1) 0.9% 0.1%
Harry Teague (NM- 2) 0.9% 0.1%
Michael McMahon (NY- 13) 2.0% 0.2%
Mike McIntyre (NC- 7) 1.2% 0.1%
Earl Pomeroy (ND-all) 1.6% 0.1%
Zack Space (OH- 18) 0.6% 0.1%
Dan Boren (OK- 2) 0.7% 0.1%
Jason Altmire (PA- 4) 2.9% 0.3%
Stephanie Herseth-Sandlin (SD-all) 1.5% 0.2%
Lincoln Davis (TN- 4) 0.8% 0.1%
Jim Cooper (TN- 5) 2.1% 0.3%
Jim Matheson (UT- 2) 2.6% 0.4%
Glenn Nye (VA- 2) 1.8% 0.2%
Rick Boucher (VA- 9) 0.7% 0.1%

Note: Percentages extrapolated from IRS data obtained 
from the Taxpayer Advocate Service.

Districts Represented by the 31 House Democrats to 
Sign Letter in Support of Tax Cuts for the Rich

AGI>$250k/
$200k

AGI>$1 
million

  Member            District
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# Of the 31 House Democrats who signed the letter in support of extending the Bush tax cuts for the rich, a
majority (17) represent districts where the percentage of millionaires is a tenth of one percent or less. 

# Of the 31 House Democrats who signed the letter, Jim Himes of Connecticut has the highest-income district.
But even in his district, millionaires (the taxpayers who account for most of the revenue savings from Obama’s
plan) only make up 2.7 percent of the total taxpayers. 

Further, the economic rationale made in the letter is plainly incorrect. The letter claims that the taxpayers who
would lose a portion of their Bush tax cuts under President Obama’s plan “are responsible for 25 percent of
national consumer spending.” But the richest 2.1 percent of taxpayers account for about 21 percent of total
pretax cash income. Their share of total personal consumption is certainly not higher than their share of total
income. In fact, it is considerably lower,  because they save a much higher portion of their after-tax income than
less well-off Americans. CTJ estimates that the 2.1 percent of taxpayers who are rich enough to lose part of their
Bush tax cuts under the Obama plan are responsible for only about 8 percent of total consumer spending.

Another letter sent to Speaker Pelosi, which was signed by 47 House Democrats, called for an extension of
special breaks in the income tax for capital gains and stock dividends that were included in the Bush tax cuts in
2003. CTJ published a report explaining that this position places these 47 House Democrats to the right of Ronald
Reagan, who signed into law the Tax Reform Act of 1986 that ended such breaks and taxed all income at the
same rates, the highest of which was 28 percent. The 47 House Democrats who signed this letter call on their
peers in Congress to extend the super-low 15 percent rate enacted under Bush for capital gains and dividends.

Prospects for President Obama’s Tax Plan in the Lame Duck Congress

Since the start of 2010, CTJ has held or participated in 50 meetings on the Bush tax cuts with House and Senate
staff, as well as a meeting with Treasury Secretary Timothy Geithner and other Treasury officials. Many of these
meetings were organized by CTJ, while others were held under the auspices of Americans for Responsible Taxes
(ART), a coalition of organizations, including CTJ, that was formed to promote progressive federal revenue
measures. This lobbying blitz has been complemented by public relations activities carried out by state-based
organizations that are part of ART, as well as indirect lobbying efforts like letter-writing campaigns and call-in
campaigns.

During the course of this extensive effort, we have become optimistic that Congress can enact President Obama’s
tax plan despite the stubborn opposition of Republicans and some Democrats in Congress. As explained above,
the opinions of economists, surveys of public opinion, and the fact that a vote against Obama’s plan is a vote in
favor of higher taxes for everyone, all work in favor of the President’s plan. In addition, our conversations with
legislative staff have led us to believe that Democratic lawmakers — even those who say they want to extend
the tax cuts for the rich — would vote in favor of President Obama’s plan if that was the only way to keep taxes
from going back to pre-Bush levels for all taxpayers. 

Of course, Democrats in the Senate would need to win over at least one Republican Senator to approve such a
bill. But it’s hard to believe that there are not a couple of Republican Senators who were thinking along the same
lines as House Republican Leader Boehner when he said he would vote for the President’s plan if that was the
only option available to continue tax cuts for most Americans.— 

The Long Standoff Over the Bush Tax Cuts 
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The future of the Bush tax cuts has received a lot of attention lately — most of it focused on income tax rates
and the estate tax.  But another, less visible component of the Bush tax cuts has been gradually making

itemized deductions more unfair and expensive over the last five years.  

The Bush tax cuts eliminated the federal “Pease” provision (so named after its original Congressional sponsor),
which limited the itemized deductions taken by the nation’s wealthiest taxpayers. The elimination of Pease was
fully in effect in 2010. Because the vast majority of states offering itemized deductions base their tax laws on the
federal laws, these states automatically granted the same regressive tax cut to their wealthiest residents this year.

In an attempt to encourage states to reverse the effects of this costly and unfair policy change, the Institute on
Taxation and Economic Policy (ITEP) recently released a new report, titled “Writing Off” Tax Giveaways, that
examines five options for reforming state itemized deductions.  Each of these options would reduce both the
cost and regressivity of itemized deductions, and in the process help states responsibly balance their budgets.

For each of the five reform options examined in “Writing Off” Tax Giveaways, ITEP used its Microsimulation Tax
Model to produce estimates of the associated revenue and fairness effects.  These estimates can be used by both
policymakers and advocates to evaluate the merits of each approach to reforming itemized deductions.

The most comprehensive reform considered in the report would repeal all itemized deductions and increase the
standard deduction substantially.  By pairing these two tax changes, only a very small minority of taxpayers in
each state would face a tax increase, while a much larger number of taxpayers would actually see their tax bills
decline.  This option would raise substantial revenue to help states balance their budgets.

Another reform option examined by the report would place a $40,000 cap on the total value of itemized
deductions.  Vermont and New York already do this with some of their deductions. Hawaii legislators attempted
to enact a comprehensive cap earlier this year, only to be thwarted by Governor Linda Lingle’s veto. 

Converting itemized deductions into a tax credit, as has been done in Wisconsin and Utah, is also analyzed in
the report.  This option would reduce the notoriously “upside down” nature of itemized deductions by providing
the same flat benefit per dollar of deduction regardless of how much money you earn in a given year.  Itemized
deductions as they are currently structured, by contrast, actually give larger benefits per dollar deducted to the
wealthiest taxpayers, since their deductions can be taken against higher tax rates.  Like outright repeal, this
proposal would raise significant revenue, and would result in far more taxpayers with tax cuts than tax increases.

Finally, two options for phasing-out deductions for high-income earners are examined.  One option would simply
reinstate the federal Pease phase-out for state tax purposes, while another would create a modified phase-out.
These options would raise the least revenue of the five options examined, but should be most familiar to
lawmakers because of their experience with the federal Pease provision.

Regardless of which option lawmakers find most appealing, it’s clear that now is not the time to offer tax breaks
to our nation’s wealthiest residents.  Reforming itemized deductions along the lines discussed in “Writing Off”
Tax Giveaways would help ensure that this does not happen.—

New ITEP Report: “Writing Off” Tax Giveaways
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Earlier this month, the US Census Bureau released new data showing that the national poverty rate increased
from 13.2 percent to 14.3 percent in 2009. State governments should be particularly concerned when their
regressive tax systems are part of the problem, pushing more of their residents into poverty. Fortunately, there
are sensible strategies that state policymakers can pursue to reverse this trend.

A new report from ITEP titled Credit Where Credit is (Over) Due examines four proven state tax reforms that can
assist families living in poverty. They include refundable state Earned Income Tax Credits, property tax circuit
breakers, targeted low-income credits, and child-related tax credits. The report also takes stock of current anti-
poverty policies in each of the states and offers suggested policy reforms.

Most states have regressive tax systems which exacerbate poverty by imposing higher effective tax rates on low-
income families than on wealthy ones, making it even harder for low-wage workers to move above the poverty
line and achieve economic security. Although state tax policy has so
far created an uneven playing field for low-income families, state
governments can alleviate some of the economic hardship on low-
income families through targeted anti-poverty tax reforms.

One important policy available to lawmakers is the Earned Income
Tax Credit (EITC). The credit is widely recognized as an effective
anti-poverty strategy, lifting roughly five million people each year
above the federal poverty line.  Twenty-four states plus the District
of Columbia provide state EITCs, which help to offset the impact of regressive state and local taxes.  The report
recommends that states with EITCs consider expanding the credit and that other states consider introducing a
refundable EITC.

The second policy ITEP describes is property tax “circuit breakers.” These programs offer tax credits to
homeowners and renters who pay more than a certain percentage of their income in property tax.  But the credits
are often only available to the elderly or disabled.  The report suggests expanding the availability of the credit
to include all low-income families.

Next the report describes refundable low-income credits, which are a good complement to state EITCs in part
because the EITC is less generous for older adults and adults without children.  Some states have structured their
low-income credits to ensure that income earners below a certain threshold do not owe income taxes. Other
states have designed low-income tax credits to assist in offsetting the impact of general sales taxes, or specifically
the sales tax on food.  The report recommends that lawmakers expand (or create where they don’t already exist)
refundable low-income tax credits.

The final anti-poverty strategy that ITEP discusses is child-related tax credits.  The new US Census numbers show
that one in five children are currently living in poverty. The report recommends consideration of these tax
credits, which can be used to offset child care and other expenses for parents.

To read ITEP’s Credit Where Credit is (Over) Due report, visit www.itepnet.org —

ITEP 50-State Report Shows State Tax Policy Can Reduce Poverty

Four Anti-Poverty State Tax Strategies
 T   Earned Income Tax Credits
 T   Property Tax Circuit Breakers
 T   Refundable Low-Income Credits
 T   Child Related Tax Credits
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Earlier this summer, the US Census Bureau released its latest data measuring state and local tax levels
nationwide, giving anti-tax advocates in a number of states reasons to crow about their low-tax status. But as
a September ITEP report points out, the states identified as “low-tax” jurisdictions overall by the Census data
tend to be states in which taxes on low-income families are especially high.

The ITEP report identifies half a dozen states in which this mismatch between overall tax levels and the taxes on
below-poverty families is especially pronounced. “In their zeal for achieving ‘low-tax’ status, these six states —
Arkansas, Arizona, Florida, Tennessee, Texas and Washington — are inexorably shifting the cost of funding public
investments onto the backs of the low-income families who can least afford it,” noted ITEP’s State Tax Policy
Director Meg Wiehe. “Pushing at-risk families into already-stretched safety net programs is not a sound strategy
for economic development.”

One of the major reasons for this is that these states have largely unbalanced tax structures. Florida, Tennessee,
Texas, and Washington rely heavily on property and sales taxes because they don’t have a broad-based personal
income tax. Despite having income taxes, Arkansas and Arizona rely heavily on sales taxes, thus making their tax
structures balanced on the backs of low- and middle-income taxpayers. 

To read policy briefs discussing this fundamental mismatch, visit www.itepnet.org —

ITEP Identifies Fundamental Mismatch in 6 State Tax Structures

Follow CTJ on Facebook, Twitter and YouTube!

There are now several new ways to keep up with the latest news and research about tax fairness from
Citizens for Tax Justice.

Become a fan of CTJ on Facebook: www.facebook.com/taxjustice 

Follow CTJ on Twitter: www.twitter.com/TAXJUSTICE

Watch CTJ staff debate tax issues on YouTube: www.youtube.com/citizens4taxjustice

And you can still sign up to receive CTJ's Tax Justice Digest by visiting
www.ctj.org/digest_signup.php
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