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Comparing the Presidential
Candidates on Taxes
When Americans head to the ballot
box this November, they won’t just be
choosing the next President. They’ll
also be choosing the course of America’s
tax burden over the next few years.
Among the 2008 candidates, there are
dramatic differences in tax plans. Some
promise to scrap the
federal tax code,
while others promise
to raise taxes on
high-earners. Some
promise tax simplification, while others
promise to pepper
the tax code with
new tax credits.
“From corporate
income taxes to the Bush tax cuts,
there are big differences between the
2008 candidates,” said Scott A. Hodge,
President of the Tax Foundation. “With
the November elections just around the
corner, now’s the time for voters to learn
where the candidates stand on taxes.”
To help voters pin down candidates’
tax views, the Tax Foundation recently
released a free web tool that compares
the candidates’ tax plans.
“We’ve compiled facts from hundreds
of speeches, websites and news stories
for this web tool,” said Hodge. “The goal
is to make it fast and easy for voters to
see which candidate gives them the best
deal on taxes.”

By visiting the online tool at
www.taxfoundation.org/candidates08,
users can compare up to 12 Democratic
and Republican candidates on tax reform,
income taxes, Social Security taxes, the
estate tax, the Alternative Minimum
Tax (AMT) and more.
At the time of this
writing, the 2008
presidential race had
narrowed to two
Democrats and two
Republicans. On the
Democratic side are
Hillary Clinton and
Barrack Obama. On
the Republican side
are John McCain
and Ron Paul.

Clinton vs. McCain vs. Obama

On the issue of fundamental tax reform,
the most radical plan comes from
Republican hopeful Ron Paul. If elected,
the Texas congressman promises a total
repeal of the 95-year-old federal income
tax. Rather than making up the lost revenue elsewhere, Paul promises to replace
the tax with “nothing” and dramatically
cut federal government spending.
The only other candidate proposing
fundamental tax reform recently
withdrew from the race: Republican
Mike Huckabee. The former Arkansas
continued on page 6
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As the 2008 presidential election heats up Warren Buffett
is at it again, trying to convince the American people that
folks like him are undertaxed.
According to an Associated Press report, Buffett appeared
with Sen. Hillary Clinton recently to warn “of the dangers
of a growing gap between rich and poor, and a tax system
that disproportionately helps people [he] called ‘these
super-rich’—himself included.”
“In the last seven-eight years what has happened is that
the super-rich have gotten a huge break,” Buffett said.
Sen. Clinton added, “There’s a growing sense that [the tax system is] not working
for the average American.”
However, the facts about federal taxes tell a very different story from the one
told by Buffet and Clinton.
A recent report from the Congressional Budget Office shows the so-called “superrich”—the top 1 percent of households—are now paying a record 27.6 percent of
federal taxes and a record 38.8 percent of income taxes. By contrast, the bottom
80 percent, representing 90 million households, pay just 31.1 percent of federal
taxes and 13.7 percent of income taxes.
In other words, the top 1.1 million American households pay a greater share of
the income tax burden than the bottom 90 million combined. Indeed, if recent
trends continue toward ever-higher taxes on “the rich” it won’t be long before the
wealthiest households are shouldering a larger share of all federal taxes than the
bottom 90 million.
Since the early 1980s, the nation’s tax burden has been gradually shifting away
from “typical Americans” onto America’s wealthiest households. Indeed, in 1979,
the bottom 80 percent of households paid a collective 43.5 percent of federal taxes
compared to a 15 percent share borne by the wealthiest households. Interestingly,
the top marginal tax rate in 1979 was 70 percent—twice what it is today.
Buffett would no doubt point to the stark drop in the tax share paid by the top 1
percent after 2000 and attribute that to President Bush’s “tax cuts for the rich.” But
what he’d likely ignore is that the top 1 percent’s share of the nation’s income also
dropped sharply during that time, due to the bursting of the dot-com bubble in 2001.
In 2000, the wealthiest households earned 17.8 percent of the nation’s income,
then a record level. In 2001, that share fell to 14.7 percent. In 2002 it fell again to
13.5 percent. In 2003, their income share rose slightly to 14.3 percent as the U.S.
economy came back to life.
As an investor himself, Buffett should know all too well that the income of
America’s wealthiest is closely tied to the health of the economy. After all, they
are disproportionately the nation’s investors and entrepreneurs. And if history
tells us anything it’s that the entrepreneurial U.S. economy performs best when
tax rates are lower, not higher.
			
Sincerely,
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Scott A. Hodge

Cell Phone
Taxes on the
Rise Across
America

“Cell phones
are multiplying,
but so are cell
phone taxes.”

Cell phones in America are
multiplying at a record pace, and
so are cell phone taxes according to
a new Tax Foundation study.
“Taxes on cellular service are growing
rapidly throughout the nation, even
outpacing cigarette and alcohol taxes
in some cases,” said Joseph Henchman,
Tax Counsel at the Tax Foundation.
Cell phones have begun replacing traditional landlines in recent years. Between
1997 and 2007 the number of cell phone
users grew from 55 million to 250 million,
while the number of traditional landlines
actually fell. As revenue
from landline taxes has
dried up, lawmakers have
scrambled to replace it
with cellular taxes.
In 2005, state and local
cell phone taxes averaged 9 percent, with 20
states charging a tax of 10
percent or more. Taking
into account the federal
telephone excise tax, some
cell phone subscribers pay
more than 20 percent in
cell phone taxes.
According to the study, states favor
the taxes because they raise revenue
in a hidden way. Many consumers are
unaware of the various taxes and fees
that add to their monthly bill. In one
state—Texas—the government sued
Sprint for listing the state’s cell phone
tax on a consumer’s phone bill.

Growing Burden on Cell Phones

In many states, cell phones are taxed
at a much higher rate than other consumer items. The study notes that
many scholars have criticized the trend
toward high cell phone taxes, arguing
that they’re burdensome, regressive, and
hurt consumer choice.

“Because every state and many localities
can impose cell phone taxes, just keeping
track of the thousands of cell phone taxes
around the country is nearly impossible
for consumers,” said Henchman.
Cell phone companies have encountered
similar problems in calculating their own
tax bills. This can be a serious problem
for cell phone businesses, since they
collect the taxes from subscribers and can
be held legally responsible for mistakes.
In response to these problems, Sens.
Jim DeMint, John McCain, John Sununu
and Gordon Smith introduced a bill
in 2007 that would bar new cell phone
taxes with rates higher than comparable
products. The bill, the “Cell Phone
Tax Moratorium Act,” had passed
committee the previous year but died
before reaching a floor vote.
Some cell phone companies link cell
phone taxes with the area code of the
phone number, rather than customers’
billing addresses. That means if a Florida
resident moved to Idaho but kept a
Florida number, he or she could end up
paying Florida’s higher taxes. Conversely,
if a Florida resident switches their cell
number to an Idaho area code, they
may be able to lower their tax bill under
some cellular plans.
“Making cell phone calls nationally may
be getting easier, but paying cell phone
taxes is not,” said Henchman. “State
and local governments should not single
out cell phones for stealth tax increases.
Instead, they should treat them like any
other consumer product.”
Read the complete study, “States Target Cell
Phones for a Stealth, Burdensome Tax,”
online at www.taxfoundation.org/publications/
show/22881.html.

Tax Fact:
Corporate income tax in 1909: 1 percent.
In 2008: Eight tax rates ranging from 15 to 35 percent.
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Tax Stimulus:
Missing the
Big Picture?

With gloomy economic forecasts on the
horizon, the President signed into law
a $120 billion tax stimulus package in
February. The plan is designed to boost
the economy by mailing tax rebate
checks of between $300 and $600 per
person to roughly 130 million households.
While the plan may be well intentioned,
a recent Tax Foundation analysis argues
a better approach would
be for Congress to focus
on long-term growth
rather than short-term
fixes. Specifically, the
report recommends cutting the U.S. corporate
tax rate—currently the
second highest in the
industrialized world.

Taking the Long View

“Lawmakers
should focus
on reducing
America’s
high corporate
tax rate,
not short-term
stimulus
packages.”

“While the recent
stimulus package might
be politically popular,
stimulus packages are
often ill-timed, poorly-crafted and
do little to boost the economy,” said
Dr. Robert Carroll, Vice President for
Economic Policy at the Tax Foundation.
“Instead, sound monetary policy should
be used in the short run to help stabilize
the economy.”
In the report Carroll discusses some
of the problems with fiscal stimulus,
which often take the form of temporary
tax cuts or expansions of government
spending. The report argues that such
proposals often have a negligible impact
on the economy, and often do harm
by distracting lawmakers’ attention
from more fundamental problems facing
the economy.
“Shoring up the U.S. economy is important, but our attention also should be
focused on the problems our economy
faces in the longer term,” said Carroll.

“Reevaluating our corporate tax system
in the context of global competitiveness
is an issue important to American
workers and living standards.”
In recent years a wave of corporate
tax rate cuts has swept across Europe
and Asia, leaving the U.S. tax code
behind. Recent Tax Foundation studies
have found the U.S. corporate income
tax is second-highest among OECD
countries. Although many nations
have lower statutory corporate tax rates,
they often raise more revenue as a
percentage of GDP.
“A decade and a half ago the U.S. was
a low-tax rate country,” said Carroll.
“But that’s no longer the case. The reality
is that the United States now has the
second highest corporate tax rate in
the industrialized world.”
Several recent studies have found a
solid link between lower corporate
taxes and higher wages for workers.
This makes sense economically since
lower corporate taxes allow countries to
attract new capital investment, boosting
demand for workers and raising wages.
One recent study by the American
Enterprise Institute reports that raising
the corporate tax rate by one percent
results in a 0.8 percent decrease in
manufacturing wages in many countries.
“Our high corporate tax rate will
continue to bog the American economy
down if real and significant action isn’t
taken,” said Scott A. Hodge, President
of the Tax Foundation. “Rather than
short-term stimulus packages, addressing
that structural problem is the best way
to help American workers and our
economy for years to come.”
Read more about the President’s
temporary tax stimulus plan online at
www.taxfoundation.org/ publications/
topic/83.html.

Tax Fact:
Highest state government spending in 2006: Alaska, $37,407 per household.
Lowest: Tennessee, $10,091 per household.
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Property Tax
Debates Heat
Up in the States
“Abolishing
property taxes
may sound
good, but
it must be
accompanied by
spending cuts.”

With the recent rise in home values
across the country, property tax
debates have heated up in several
states. The current property tax
discontent is reminiscent of the 1970s
when property tax caps—including
California’s famous Proposition 13—
were enacted in many states.
In recent months, three states have taken
the lead in the push for property tax
reform: Florida, Georgia, and Indiana.
Indiana Gov. Mitch Daniels (R) and his
Commission on State Tax and Financing
Policy recently released a property tax
reform plan. Their plan would cap the
residential property tax at 1 percent of
assessed value and business properties at
3 percent by 2009.
Although Daniels’ plan would limit
growth in local spending, it would also
raise the state’s sales tax from 6 percent
to 7 percent. Some reformers are going
further, calling for abolition of Indiana’s
property tax. Daniels said he won’t repeal
property taxes because it would require a
large hike in income taxes.
Gerald Prante, an
economist at the Tax
Foundation, says eliminating the property tax could
endanger the state’s fiscal
health if not accompanied
by spending cuts.
“Abolishing the property
tax may sound good, but
if you want to reduce
taxes you have to reduce
spending,” Prante said.
“Unless spending is cut,
eliminating the property
tax will merely shift
the tax burden to some other tax which
may be worse than the property tax.”

of the House, has proposed the GREAT
(Georgia’s Repeal of Every Ad Valorem
Tax) Plan, a constitutional amendment
under which property taxes would
be replaced by extending the current
4 percent sales tax to services and by
eliminating all sales tax exemptions.
“It is not our intent to cut taxes, but
rather, to reform the system of taxation
in Georgia,” said Richardson. Local
officials have opposed the plan.
“Decisions should be made at home,
not at the Dome,” said Steve Smith,
Lowndes County Schools superintendent.
“The state will be the financial winner
and the local government will be the
loser because the power will be given
to Atlanta.”
In late October, Florida lawmakers
passed a reform plan that was approved
by voters on the January ballot. The
measure doubled the $25,000 homestead
exemption to $50,000, allows more
portability of tax cap savings under the
Save Our Homes initiative, and imposes
a 10 percent cap on assessments for
non-homestead property. The plan is
expected to save the average homeowner
about $240 a year.
Florida Tax Watch, a nonpartisan
research group, said the plan does
not cut taxes and therefore is not
“true tax reform.” In a statement on
its Web site, the group notes, “heaping
savings on homesteaders may naturally
disincentive them from participating to
try to keep local government spending
under control.”
“Property taxes have long raised the
ire of taxpayers,” said Scott A. Hodge,
President of the Tax Foundation. “It’s
no surprise that homeowners are now
demanding relief.”

Georgia: Dismantle Property Tax

Read more about state and local property
taxes online at www.taxfoundation.org/
research/topic/89.html.

Georgia is also considering legislation
to dismantle property taxes in the state.
Glenn Richardson (R-Hiram), speaker
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(continued from governor gained notoriety as a supporter
page 1) of the “Fair Tax”—a dramatic reform

“There are
dramatic
differences
between
the 2008
presidential
candidates
on taxes.”

that would abolish the IRS and replace
the federal tax code with a 23 percent
or 30 percent national retail sales tax
depending on how it’s measured.
Among the three presidential frontrunners—John McCain on the Republican
side and Barrack Obama and Hillary
Clinton on the Democratic side—
the tax reform plans are more modest.
McCain promises to preserve today’s
historically low income tax rates and make
permanent the 2001 and 2003 Bush tax
cuts. Clinton has promised to preserve
some of the Bush tax cuts—those that
benefit the middle class—but has also
promised to raise taxes on Americans
earning over $250,000 per year. In
contrast, Obama has promised to “repeal
the Bush tax cuts for the wealthiest
Americans” and use the revenue to
boost spending on health care.

Dr. Robert Carroll
Joins Tax Foundation
The Tax Foundation is pleased to announce that Dr. Robert Carroll
had joined our staff as Vice President for Economic Policy.
“As someone who has often used and always respected the Tax
Foundation’s work, I’m excited to now take part in that work,” said
Dr. Carroll. “This position is a great fit for me, as I will be able
to continue doing what I’ve always done: making the case for
sound tax policy.”
Dr. Carroll most recently served as the Deputy Assistant Secretary
for Tax Analysis in the Office of Tax Policy at the Department of
the Treasury, a position he began in December of 2003. Previously,
he had been a Visiting Scholar in the Tax Analysis Division of
the Congressional Budget Office. From July 2002 to June 2003 he
served as a Senior Economist (Public Finance) with the President’s
Council of Economic Advisers. He holds a Ph.D. and a master’s
degree in economics from Syracuse University and a B.S. in
economics from State University of New York.
“We’re delighted to have Dr. Carroll on our team,” said
Scott A. Hodge, President of the Tax Foundation. “His wealth
of experience and keen intellect will make him an invaluable
asset to our organization.
Learn more about Dr. Robert Carroll at the Tax Foundation’s website at
www.taxfoundation.org/press/show/22845.html.
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Cutting Corporate Taxes

In recent years, corporate income taxes
have become a top issue. Tax Foundation
studies show the U.S. has the secondhighest corporate tax rate in the OECD
and is one of only two countries that
haven’t cut rates since 1994. Today, the
U.S. collects less corporate tax revenue
as a percentage of GDP than many
countries with lower rates.
Among the Democratic candidates
there are few specifics on corporate
taxes. Obama promises to crack down
on “offshore tax havens” and loopholes,
while Clinton has offered no plans.
On the Republican side, John McCain
promises to cut the top federal corporate
tax rate from 35 percent to 25 percent.
Paul has offered no plan at the time of
this writing.
Perhaps the sharpest division between
candidates is on the estate tax. Currently,
the federal estate tax is set to expire
in 2010 only to return in 2011 unless
Congress makes the repeal permanent.
A 2007 Tax Foundation opinion poll
found estate taxes are considered the
“least fair” federal tax and 66 percent
of Americans favor repeal.
Among the candidates only Ron Paul
favors estate tax repeal. McCain favors
keeping the tax, but promises to cut the
rate to 15 percent applied only to estates
over $10 million. Both Clinton and
Obama oppose estate tax repeal. Clinton
favors allowing the estate tax to return
in 2011 and taxing estates valued over
$7 million. Obama has stated that he
opposes repeal, but has offered few details.
On the issue of targeted tax credits,
both Clinton and Obama have proposed
a range of new credits—for low-income
families, students, homeowners, parents
and more. In contrast, McCain and
Paul have focused on tax simplification
rather than new credits.
“The President can have a big impact
on taxes,” said Hodge. “Our goal is to
show Americans how their vote might
affect the process.”
Learn more about the 2008 presidential
candidates’ tax plans online at
www.taxfoundation.org/candidates08/.

Media Impact Report
It’s the season for income tax
filing again, and Tax Foundation
experts are being cited throughout
the popular media:

Television

Scott Hodge appeared on CBN News discussing who exactly is in the “middle class”
politicians are always appealing to. Economist
Gerald Prante appeared on the Fox Business
Channel to discuss the 2008 “tax stimulus”
package.

Radio

Prante appeared on several radio shows to
discuss the property taxes that are driving
Americans crazy, in Ohio, Pennsylvania,
Connecticut and Florida. Scott Hodge
continued his regular appearances on Frank
Pastore’s show on KKLA in Los Angeles,
and discussed middle-class tax cuts on
National Public Radio’s Marketplace.

Newspapers

In the first quarter, Investors Business Daily,
Barron’s and the Wall Street Journal all cited

Tax Foundation studies. USA Today and the
Cleveland Plain Dealer cited our rankings of
property taxes, and the Chicago Tribune cited
us in a story about income tax complexity.
We also reviewed the new FairTax book in
the New York Post.

Magazines

The April edition of American Legion
Magazine featured an article on property
taxes by Gerald Prante, and Business Spotlight
magazine interviewed Alicia Hansen about
state-run lotteries.

Website

An anonymous email comparing taxes
under the Clinton and Bush administrations
using Tax Foundation data resulted in over
150,000 visits to our website in just a few days.
Unfortunately the email’s tax calculations
were incorrect. After we issued a clarification
on our website, the Annenberg Foundation’s
Factcheck.org ran a story about the email and
our correction.
Learn more about the Tax Foundation’s media
impact at www.taxfoundation.org/press/.

Bringing Sound Tax Policy to the States
In addition to our publications and media outreach, Tax Foundation
economists also work at the state level to put sound tax policy into
practice. Here’s a summary of our recent work:
Pennsylvania: The Tax Foundation’s Joseph Henchman was invited
to testify before the Pennsylvania Republican Policy Committee on
why the issuance of state debt is not fiscally responsible.
Virginia: Joseph Henchman, Tax Counsel for the Tax Foundation,
filed an amicus brief in a legal case questioning whether a non-elected
regional taxing authority in Virgina could impose taxes on the public.
Vermont: The Tax Foundation’s William Ahern and Gerald Prante
testified before the Vermont Ways and Means Committee about the merits
of property-tax-income-tax swaps and education funding. In January, the
Tax Foundation’s Alicia Hansen was also invited to testify on lottery taxes.
Mississippi: The Tax Foundation was asked by Mississippi Gov. Haley
Barbour’s office to submit research and data to help a Blue Ribbon Tax
Commission analyze the current tax system and suggest improvements.
Massachusetts: When the Massachusetts Study Commission on Corporate
Taxation released its report in January, the Tax Foundation’s Tonya Barr
published letters in three Massachusetts newspapers arguing that the
Commission’s proposals don’t do enough to reform business taxes.
Learn more about the Tax Foundation’s state policy work at
www.taxfoundation.org/research/topic/9.html.
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Help Support Sound Tax Policy
Since 1937 the Tax Foundation has monitored America’s tax
policies, and our research and educational efforts on the economic
impact of government policy have stood the test of time. Our
annual calculation of Tax Freedom Day® remains one of the
most widely used tools for illustrating America’s tax burden to
media professionals, legislators, and—most importantly—taxpayers.
None of our work would be possible without the generosity of
supporters like you. By making a tax-deductible investment in
the Tax Foundation, you become a valuable partner in helping
to assure that our research and publications continue to shape
sound tax policy in America—for the good of future generations
of taxpayers, as well as our own.
Please use the enclosed envelope to send your contribution
today, or visit our website at www.taxfoundation.org to make
an online contribution.
For more information about supporting the Tax Foundation,
call (202) 464-6200 or email tf@taxfoundation.org.
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