
Elections and candidates come and go, but sometimes they 
raise issues that will transform policy debates in a lasting way. 
When it comes to taxes, President Barack Obama, with his 
proposal to extend most of the Bush tax cuts and his failure 
to demand increased corporate tax revenue, has not always 
raised the issues that we seriously need to debate. 

But such issues have been raised, often accidentally, by the 
candidacy of Mitt Romney — with his effective tax rate low-
er than that of many middle-income people, his mathemati-
cally impossible plan to cut tax rates by a fifth and offset the 
costs with unspecified changes to the tax code, and his claim 
that 47 percent of Americans are dependent on government 
and don’t pay income taxes.

Romney’s Incredibly Low Personal Income Tax Rate
In October 2011, well before Romney released any of his tax 
returns, CTJ director Bob McIntyre became the first person 
to estimate Romney’s effective income tax rate at around 14 

percent.  CTJ’s finding set off a public debate about the 
lower income tax rates for capital gains, which makes pos-
sible Romney’s low taxes and which previously had been 
almost unquestioned among lawmakers of both parties. 
Now lawmakers are reading editorials in the national papers 
like the New York Times arguing that the best way to be rid 
of Romney-style tax avoidance strategies is to “get rid of the 
special rate for capital gains.” (See the following articles for 
more on how Romney’s own tax returns shaped the debate.)

Romney’s Impossible Tax Plan
During the summer and fall of 2012, CTJ and other organi-
zations issued reports showing that, contrary to Romney’s 
claims,  it would be impossible to enact any version of 
Romney’s tax plan that did not result in huge tax cuts for the 
wealthy (and, implicitly, tax increases for others in order to 
make up the lost revenue).  As a result, more lawmakers had 
to start questioning the common assumption that tax reform 
could reasonably include a steep reduction in tax rates. 
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Romney’s tax plan (if it can be called a plan) is specific about 
tax cuts but vague about how their costs would be offset. It
would make the Bush tax cuts permanent, further reduce all 
income tax rates by a fifth, eliminate the Alternative Mini-
mum Tax, eliminate the estate tax, and reduce the statutory 
corporate tax rate from 35 percent to 25 percent. 

Romney’s “plan” would allow the extension of the Bush tax 
cuts to be deficit-financed but would allegedly offset the 
costs of the additional tax cuts by reducing or eliminating tax 
expenditures — which are left entirely unspecified. The plan 
does, however,  specifically call for preserving the tax expen-
ditures that are most targeted towards the wealthy — tax 
breaks for investment and savings, including the special, low 
rate for capital gains. 

While Romney claimed in September on “Meet the Press” 
that the net result would not be a tax cut for the rich, a report 
from CTJ showed that there is no way to implement his plan 
without giving large net tax cuts to people who make over 
$1 million. We found that Congress could make those with 
income exceeding $1 million give up every last tax break that 
Romney has left on the table (all but those breaks for invest-
ment and savings that he has pledged to preserve) and these 
super-rich taxpayers would still see a net tax cut of around 
$250,000 next year. 

Alternatively, if Congress enacted Romney’s plan without 
limiting any tax expenditures (which seems possible, given 
that Romney can’t name a single one he would limit), these 
millionaire taxpayers would enjoy a net tax cut of $400,000 
next year.

 
Romney’s Misleading Statement about the 47 Percent
Then in September, Romney stirred up the tax debate once 
again with his assertion at a private fundraiser earlier in the 
year that “[t]here are 47 percent of the people who will vote 
for the president no matter what… who are dependent upon 
government, who believe that they are victims… These are 
people who pay no income tax.”

Columnists and political reporters turned to data from 
Citizens for Tax Justice showing that even those Americans 
who do not owe federal income taxes do, in fact, pay a lot of 
other types of taxes, and that these other taxes take a larger 
percentage of income from low- and middle-income workers 
than they take from the rich. 

Nicholas Kristof wrote in the New York Times that 
“[a]ccording to Citizens for Tax Justice, the majority of 
American families pay more than one-quarter of incomes in 
total taxes — and that may be more than Romney pays.”

In a Washington Post article titled “The One Tax Graph 
You Really Need to Know,” Ezra Klein reproduced CTJ’s 
bar graph showing that the share of total taxes paid by each 
income group is almost identical to the share of total income 
received by that group. He also reproduced CTJ’s graph illus-
trating the effective total tax rate for each income group (see 
below), and concluded, “That’s really what the American 
tax system looks like: Not 47 percent paying nothing, but 
everybody paying something, and most Americans paying 
between 25 percent and 30 percent of their income…”  

Jon Stewart got into the act on The Daily Show when he 
cited CTJ data to point out that corporations escape taxes on 
a regular basis, but somehow that doesn’t spark any outrage 
from Romney and his allies. 
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CTJ’s data was also cited in the Atlantic Monthly, CNN, the 
New Republic, the Huffington Post and other publications 
to demonstrate that Americans at all income levels are pay-
ing taxes, and, implicitly, that the goal of tax reform should 
not be to raise taxes on the less well-off half of Americans. 

The media’s reaction to Romney’s comment about the 47 
percent provided a wakeup call to folks in Washington who 
debate tax reform. For the last few years, many lawmakers 
on Capitol Hill had been claiming that almost half of Ameri-
cans “pay no taxes,” but with CTJ numbers at their disposal, 
a critical mass of journalists ended up deconstructing this 
myth. And we have Romney’s claim about the 47 percent to 
thank for that. 

So, no matter what happens on election day, there is one 
thing Mitt Romney accomplished that President Obama 
never did — forcing the media, the punditocracy, lawmak-
ers and the public to critically examine anti-tax claims and 
start to focus on the real problems that need to be addressed 
through tax reform.  

…. . . .

The politics around the release of Republican presidential 
candidate Mitt Romney’s tax returns can be silly, noisy, ob-
noxious, and downright exasperating. But the policy ques-
tions they raise are serious.

The returns reveal a tax code that, as many Americans 
believe, is stacked in favor of the rich. The rules provide 
higher-income taxpayers many ways to reduce their tax bills 
that middle- and lower-income Americans can’t use. Those 
special tax breaks cost the Treasury billions of dollars each 
year, make the rules exceedingly complex, and undermine 
the public’s trust in the fairness of the tax system.

Here are a few of those that show up in Romney’s return:

The special low rate on capital gains: While we tax “ordi-
nary” income such as wages and salaries at tax rates up to 
35 percent, investment income in the form of capital gains 
and dividends are taxed at a maximum rate of 15 percent. 
CTJ has estimated that eliminating this benefit, which goes 
overwhelmingly to the richest Americans, would raise over 
half a trillion dollars in revenue over ten years.

Compensation disguised as capital gains: While most 
wage earners take home a paycheck each month, investment 
managers use a loophole in the tax code known as “carried 
interest” to structure their fees so they are taxed at the low 
capital gains rate. They structure their compensation as a 
“piece of the deal” instead of cash fees and claim that the 
resulting income is a capital gain.

Charitable planning vehicles: During the last crazy weeks 
of each year, in the middle of the holiday and year-end rush, 
most of us sit down and write a few checks to our favorite 
charities. We want to support their work and we appreciate 
the related tax deduction. But higher-income taxpayers can 
use special arrangements, like charitable trusts and private 

What Mitt Romney’s Tax Returns Tell 
Us About Our Broken Tax Systemminute- 
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foundations, to get big deductions now for amounts that 
won’t go to charities for many years to come—often not 
until the taxpayer dies. They can also give gifts of property, 
like stock, that have gone up in value. They get a deduction 
for the full fair market value of the stock, but never have to 
pay the capital gains tax on the appreciation.

Offshore investment vehicles: Some of us will be lucky 
enough to have a tropical vacation or two during our life-
time, but most of us will never own a Bermuda corporation, 
a Swiss bank account, or an investment in a Cayman Islands 
partnership. These offshore vehicles allow investors to avoid 
some of the rules and regulations that would apply onshore.

Sophisticated financial instruments: Stocks and bonds 
are exotic enough for most investors, but more complicated 
financial instruments like foreign currency transactions, 
equity swaps and other derivatives, hedges, straddles and 
commodities get special tax treatment. Many of the transac-
tions are designed to turn what would otherwise be ordinary 
income into capital gains that get taxed at a lower rate.

Tax-driven borrowing: Ordinary Americans usually have to 
borrow money to buy a car or other big-ticket items. In most 
cases, the loan interest, like interest on credit card debt, is not 
deductible. But if you’re wealthy enough to be able to choose 
which assets to borrow against, you can structure your debt 
so that the interest on it is tax deductible. Instead of bor-
rowing against personal assets, you can borrow against your 
investments and Uncle Sam will help you pay it back. 

While in theory any taxpayer could use the tax planning 
techniques outlined above, in reality only the wealthy can 
take advantage of them. Take a charitable trust, for example. 
In addition to the money you put in the trust, you need an 
attorney to draw up the trust documents, an accountant to 
file the trust’s tax returns, and a trustee to manage the assets. 
But if you’re transferring a substantial amount to the trust, 
the big tax deduction will dwarf those costs.

You have to have some money to be able to rearrange your 
debt for the best tax result. Or set up a private foundation. 
Or make offshore investments. Or structure your compen-
sation as capital gains.  Romney’s return is full of tax breaks 
that only a wealthy person can use to reduce their tax bill. 
And that is the problem.

…. . . .

Low rate on capital gains and dividends $1,200,000

Carried interest treatment for 
compensation                                                            
(included in $1.2m �gure above)

$ 850,000

Capital gains tax avoided on charitable 
gifts of property

$ 135,000

Charitable deduction for gifts to 
private foundation

$ 318,000

Investment interest expense deduction $ 16,000

Exotic �nancial instruments- some small items show up 
on the return, but it's the ones that don't that are the issue.

O�shore investment vehicles - we don't know what we 
don't know!

Amount of Federal Tax Romney Saved           
in 2012 Due To:
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               Taxes Take Center Stage in Two Gubernatorial Racesute- thank you!

ITEP Brings the Facts to Indiana Gubernatorial 
Candidate Tax Debate
As is often the case with elections,  Indiana’s race for gover-
nor has been a breeding ground for bad tax ideas.  Demo-
cratic candidate John Gregg wants to enact a number of 
corporate tax giveaways, and blast a half billion dollar hole in 
the state’s sales tax base by exempting gasoline from the tax.  
His plan to pay for these cuts?  Eliminate unspecified “waste” 
from the budget, of course!

But Republican candidate Mike Pence, current U.S. Repre-
sentative for Indiana’s 6th district, doesn’t have any better 
ideas.  His plan is to provide a supposedly “across the board” 
tax cut for “every Hoosier” by cutting the state’s already low, 
flat income tax rate from 3.4 percent to 3.06 percent.  ITEP 
took a close look at the plan, however, and found that the tax 
cuts would hardly be distributed “across the board.”

Using its computer tax model, ITEP found that the largest 
tax cuts, by far, would be reserved for the state’s wealthiest 
taxpayers under Pence’s proposal.  While a typical middle-
income family could expect their taxes to fall by $102, the 
state’s richest one percent would receive a cut averaging 
$2,264.  Worse still, over half of the tax cuts would flow to 
the best-off 20 percent of Indiana residents.

The story is dramatically different for the state’s poorest resi-
dents.  Looking at the lowest 20 percent of earners, the aver-
age tax cut would be just $18, with about one-third of this 
group receiving no tax cut at all.  Many of these families are 
too poor to owe state income taxes, but they still pay signifi-
cant amounts in sales taxes, excise taxes, property taxes, and 
other state and local taxes and fees.  ITEP’s 50 state survey of 
tax fairness, Who Pays?,  found that the poorest 20 percent of 
Indiana families devote more of their budgets to paying state 
and local taxes than any other income group.  Rep. Pence’s 
plan would do nothing to fix this fundamental inequity.

Fortunately, ITEP’s analysis has received quite a bit of at-
tention.  The Journal Gazette and the Evansville Courier 
& Press both ran lengthy articles focused on ITEP’s study, 
and the news went statewide when an Associated Press 
article citing the study’s findings ran in many of the state’s 
largest newspapers.  Since then, candidate Gregg has made a 
point of explaining that an income tax cut would indeed be 
a windfall for the wealthy.  And an opinion piece highlight-
ing ITEP’s analysis has run in the state’s largest paper—the 
Indianapolis Star.

With both candidates hawking tax cuts as the path to pros-
perity, there’s still clearly a need for more tax education in the 
state of Indiana.  But if lawmakers can at least be steered away 
from enacting some of the most costly and lopsided tax cuts 
under consideration, Indiana residents will have scored a 
great victory.

 
Stay in Touch with CTJ & ITEP 

Here is how you can keep up on the latest news and 
research about tax fairness from Citizens for Tax Justice 
and the Institute on Taxation and Economic Policy:

CTJ’s Weekly Digest
Sign up to receive CTJ’s Tax Justice Digest, our weekly 
email summary of state and federal tax fairness news, by 
visiting www.ctj.org/digest_signup.php

Like us on Facebook
CTJ: www.facebook.com/taxjustice 

ITEP: www.facebook.com/instituteontaxation

Follow us on Twitter 
CTJ: @taxjustice 

ITEP: @taxreform_ITEP

Watch us on YouTube
www.youtube.com/citizens4taxjustice
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Outcome of North Carolina’s Race for Governor 
Will Determine the Fate of the State’s Tax System
Taxes, and specifically tax reform, have become a hot issue 
in North Carolina’s gubernatorial contest thanks to Repub-
lican candidate Pat McCrory making tax cuts the center-
piece of his campaign. He has pledged to cut or possibly 
even eliminate the corporate income tax, the individual 
income tax and the estate tax if elected. Sadly, yet predict-
ably, McCrory has also refused to release any details about 
the structure of these proposals, including their bottom-line 
cost in terms of revenues. What we do know, though, is that 
he’d have a friendly audience in the state capital, where GOP 
leaders – who control the legislature – are talking about 
eliminating personal and corporate income taxes and replac-
ing them with a broader sales tax and a business franchise 
tax. One North Carolina columnist has called the impend-
ing tax policy debate the “biggest policy proposal considered 
by the General Assembly in decades.”
 
Personal and corporate income taxes and the estate tax are 
the only tools state policymakers have for minimizing the 
stark regressivity of state tax systems, including North Caro-
lina’s. ITEP’s Who Pays? study found that the wealthiest Tar 
Heel State residents pay a far smaller portion of their income 
in state and local taxes than do middle- and low-income 
families. McCrory’s proposed tax cuts would only exacer-
bate this gap. Indeed, the candidate has held up Tennessee 
and Florida as his models for state tax policy—two states 
that also happen to be among the five most regressive state 
tax systems in the country.

But McCrory doesn’t talk about tax fairness. Instead, he 
presents the party line and says tax cuts are a means to 
support North Carolina’s “economic development brand,” 
which he claims is diminished by “high” taxes.  Far from 
making the state more enticing to business, McCrory’s race-
to-the-bottom strategy on tax policy would threaten the 
public services that make the state so appealing. 

If Pat McCrory wins the North Carolina gubernatorial 
election, he will become the latest anti-tax governor to lead a 
state down a devastating path towards reducing spending on 
critical programs such as education and health care while
cutting taxes for the Tar Heel State’s richest residents. 

…. . . .

Experts Changing Tax Debates in the States

Our state policy team has been making a difference and 
making some news! 

ITEP’s Executive Director Matt Gardner testified before 
a legislative panel in Wisconsin looking at tax reform 
options. He and other experts all encouraged the panel to 
protect the progressive income tax, which is in their sights 
for eventual elimination. Wisconsin Public Radio 
noted that Gardner and his conservative counterpart 
both told the panel that “every tax break and loophole should 
be examined .”

Realizing that tax cuts were almost inevitable in Indiana 
given that both gubernatorial candidates are promising 
them, ITEP published a study in August that showed 
Hoosiers a better way to do it.  As the Fort Wayne 
Journal-Gazette summarized it, under ITEP’s more 
even-handed proposal, “the top 5 percent of households 
would see roughly 8 percent of the benefits… as opposed to 
reaping 28 percent of the benefits” under candidate Mike 
Pence’s plan.  

Californians are having a lively debate over two differ-
ent initiatives on the November 6 ballot, both of which 
would raise taxes to boost revenues – one specifically for 
education, the other for the general fund.  But as ITEP’s 
Meg Wiehe explained to the San Francisco Chron-
icle, ITEP’s analysis shows that both proposals end up 
raising about the same amount of revenue, largely from 
higher income households.  So the big question for voters 
is, “Where do I want the money to go? They both have very dif-
ferent end goals with the amount of money raised.”
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CTJ In the News: How A Presidential Candidate Became A Teaching Tool
As we go to press, it’s been a full year since CTJ’s Bob  
McIntyre did a quick analysis for Time Magazine, calculat-
ing that Mitt Romney – then one of several candidates for 
the Republican presidential nomination – probably paid an 
effective federal income tax rate of 14 percent.  

One basic rule in communications is that you want a good       
human story to help people understand your numbers.  
What happened over the last year is that during his cam-
paign, Mitt Romney became the human story for CTJ’s 
numbers.  And this perfect fit has not escaped the notice of 
the news media.

Clearly, Romney’s wealth became partisan fodder, but we’ve 
worked very hard to make sure that every time we’re talking 
about Romney’s taxes what we’re really talking about is how 
the tax code, put simply, gives wealthier taxpayers a lot more 
special breaks than it gives everybody else. 

One of our favorite examples of the media appreciating that 
very point came in a USA Today story looking at the taxes 
of some U.S. Senators.  “Among the five senators who have 
released all or part of their 2011 returns, Schumer and Kohl 
provide an even starker contrast…” the story notes. Senator 
Schumer paid an income tax rate of 24.9 percent while Sena-
tor Kohl paid only 5.7 percent, even though he had more 
than 14 times as much income. The reason is that most of 
Kohl’s income came from investments, whereas most of 
Schumer’s came from wages.  As CTJ’s McIntyre says in 
the story, this differential treatment is “one of the reasons why 
we need to reform our tax code so we don’t have a system where 
Romney makes 20 million bucks and pays 15 percent, and a lot of 
us pay more than that.”

A July feature in Vanity Fair really pulled back the curtain 
on the murky, complicated world of offshore investments 
that high-wealth families like the Romneys – and invest-
ment firms like Bain Capital – use as tax shelters. The story 
concludes that many Americans might simply shrug when 
they learn about this elaborate global network of tax havens, 
and ends with this: “But, says Rebecca Wilkins, of the Wash-
ington, D.C.–based nonprofit Citizens for Tax Justice, ‘It is 
shocking that a presidential candidate should think that is O.K.’” 

A few weeks later, Rebecca gave a long interview to NPR’s 
Jim Zarroli, who was also looking into tax havens that benefit 

the wealthy. The story, “Tax Evaders Beware! Money’s 
Getting Harder To Hide,” did a great job showcasing not 
just the problem but the strategy the IRS has used to track 
down American tax dodgers – and their revenues. It features 
Wilkins’s explanation: “So when somebody comes in and tells the 
IRS, ‘Here’s my Swiss bank account,’ the IRS doesn’t stop there....
They ask the person, ‘Who’s the accountant who helped you?’ Or, 
‘Who’s the accountant who drew up the document?’” 

You might also have seen Rebecca on ABC News, MSNBC 
and C-SPAN, but what’s been fantastic is how some enter-
prising journalists have dug deep into the parts of the tax 
code that make it possible for someone as wealthy as a Mitt 
Romney to pay a lower tax rate than many ordinary Ameri-
cans (can you say Buffett Rule?), and they’ve relied on CTJ’s 
experts to make sense of it.  The Boston Globe, for example, 
had an in-depth piece on how Romney has used his IRA to 
stash away as much as $100 million, tax free – not exactly 
what Congress had in mind when they created this retire-
ment savings vehicle. ABC and other outlets looked into 
how he and Bain Capital used “blocker” companies, which 
exist only on paper, to shelter income. 

And importantly, we have more and more outlets from the  
New York Times to Mother Jones moving past Romney’s 
tax returns entirely to examine the capital gains tax policies 
that make Romney’s low rate possible.  In fact, shortly after 
the GOP candidate released his 2011 tax returns, the PBS 
program Nightly Business Report invited Bob McIntyre on 
to talk about capital gains, and Bob took the opportunity 
to make this very important point about capital gains and 
the tax code’s complexity:“It’s also… the biggest reason why 
the tax code is so complicated. Because people who can do it take 
their wages or other forms of income and they manage to get them 
treated as capital gains.”

Which brings us to the question of real tax reform.  By the 
time you read this, we might actually know who won the 
White House and Congress, and we’ll have a much better 
idea what tax reform next year will look like.  So we’ll save 
that topic for the next issue of Just Taxes!
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Help Us Continue the Fight for Tax Fairness!

After 30 years of fighting for tax fairness, you might think we’d be able to sit back, take a deep breath and relax.

But if you’ve been paying attention to what Congress and the state legislatures are up to, you know this is no time for tax
fairness advocates to relax. Lawmakers at the federal, state and local levels are all trying to figure out how to pay for health
care, transportation, education and other vital services
without pushing victims of our economic downturn even
further into poverty.

At our 30th anniversary celebration, it was nice to hear
The New Republic’s Jonathan Chait describe how much
the enemies of tax justice fear the “power” of our
analyses. But our shoe-string budget has never come
close to the giant sums spent by the loophole lobbyists
and the tribunes for the rich that we do battle with every
day.

That’s why we depend on you, and why we hope you’ll
think of us when you make your year-end donations.

The staff of CTJ & ITEP wish you a great holiday season and a happy, healthy 2010!
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