










fact, the Social Security/Medicare tax only applies to earnings up to $87,900. This tax cap means that the
average corporate CEO has paid his entire annual payroll tax by the end of his first week on the job each year.

An historic change is underway today, forcing more and more of the tax burden onto average working
people and onto state and local governments. The share of all tax revenue collected from regressive taxes --
federal payroll taxes and state/local sales, property and excise taxes – has jumped dramatically since the 1960s.
At the same time, the share of all government revenue from progressive income taxes and business taxes has
shrunk. Corporate income taxes accounted for over 20% of federal revenue in the 1960s to just 7% today.12

And, relative to the size of the economy, corporate taxes have dropped to levels not seen since the 1930s!
According to a new study by the U.S. General Accounting Office, almost 2 out of 3 companies operating in this
country owed no income taxes  from 1996 to 2000.13

An astonishing number of Americans are confused and/or uninformed about the true impacts of different
tax cuts on their own take-home pay, on the government services they rely on, and on income inequality. Large
majorities surveyed in January think that “big business” has too much influence on the Bush administration (64%)
and believe that its policies favor the rich, not the middle class or poor (57%). And similar majorities have for
years expressed support for protecting Social Security and increasing government spending on education and the
environment.

Why then, puzzled economists ask each other, do large majorities of low- and middle-income Americans
tell pollsters they favor the latest White House tax cuts, which seem increasingly likely to threaten the future of
the very services those Americans support without easing their net tax burden? One likely answer – economic
ignorance -- is evident in a recent survey showing that 70% favor elimination of the federal estate tax. Why? Half
of respondents think that “most families have to pay the federal estate tax when someone dies.” Wrong. Despite
a well-funded lobbying and media campaign against “death taxes,” the fact is that only the wealthiest 2% of
estates (families transferring $3 million and up) are still subject to that tax. Rarely are any small businesses taxed:
barely 3 of every 10,000 people leave behind a taxable estate of which most is a family business.14 Yet it brings in
about $20 billion in tax revenue each year to help fund government services.

Another possible explanation – “unenlightened self-interest” -- comes in a recent Princeton study. Author
Larry Bartels concludes that, even if they suspect most of a tax cut is captured by higher-income families, the
middle class reflexively favors them in the hope of getting even the smallest tax reduction for themselves. But, in
their focus on small short-term federal tax benefits, they ignore or deny the resultant longer-term impacts:
defunding valued federal government services, forcing state and local tax increases, and worsening income
inequality.15

The Bush/Cheney Tax Cuts

When the Bush/Cheney administration took office early in 2001, the economy was completing an
extraordinary 10-year economic boom, the longest in US history. Over that decade, job growth averaged 3
million new jobs each year; unemployment fell to 3.9% by 2000 – the lowest since the 1960s -- and all races and
education levels enjoyed rising employment. Wages and salaries, after 2 decades of falling behind inflation for
most Americans, scored impressive gains. From 1995 to 2000, hourly wages rose by a healthy 1.4% per year
(inflation adjusted) among private sector non-supervisory workers. 16



Thanks to strong income growth and to a small income tax hike (1993) on the richest households, the
Clinton administration was also able to finally reverse the trend of huge Reagan/Bush budget deficits in the 1980s
and early ‘90s. In fact, the federal government’s budget was in the black and on track toward a $5.6 trillion
surplus in the coming decade, 2000-2010.

During the 2000 presidential campaign, candidates George W. Bush and Dick Cheney promised an
income tax cut of at least $1 trillion. The main rationales given for this huge cut at the time were: “to give people
their money back” and “to shrink big government.” They repeatedly claimed that, with the federal government
then projecting a ten-year $5.6 trillion surplus, the country could well afford a huge tax cut – and still have a
sizable surplus to shore up Social Security and Medicare for the rest of the century.

Early in 2001, signs appeared that the long boom had finally run its course. The normal expansionary
strains of overproduction and overinvestment left more and more businesses with both excess inventory and
unused capital. Stock market corrections, particularly in the tech sector, as well as revelations of corporate and
accounting scandals, contributed as well. As the job market cooled, most economists recommended a modest
$100 billion or so payroll tax cut for low- and middle-income workers, the consumers whose spending would be
most directly stimulated by any tax cut. Another common recommendation was to increase federal aid to hard-
pressed states and cities, both to help them avoid painful layoffs and public service cuts, as well as for direct job
creation, such as infrastructure projects. Such a package was widely viewed as the fastest and most cost-effective
means to soften any downturn and stimulate a recovery.

However, the Bush/Cheney administration chose to simply add the call for “economic stimulus” to its
older justifications for a massive income tax cut. After a concerted political effort in the first half of 2001, the
administration won passage in June of its $1.35 trillion tax cut. Among its major changes were: reductions in the
top 4 personal income tax rates (28%, 31%, 36% and 39.6%) by 1 percentage point each and elimination of the
estate tax by 2010. While these changes overwhelmingly benefited high-income households, the White House
succeeded in focusing media and public attention on a small, hastily added tax refund ($300 for singles; $600 for
married couples). Only the latter could be claimed to offer any immediate economic stimulus. In fact, most of the
tax reductions were to be phased in late in the decade.

Two years later, with larger Republican majorities in Congress after the 2002 elections, the Bush/Cheney
team pushed through another huge income tax cut, labeled the “Jobs & Growth Act.” Among its main changes
are:

(1) another sharp cut in the top marginal tax rate on high incomes, down to 35% from 38.6%;
(2) slashing the income tax rate on most dividends and capital gains from stocks (down to 15%);
(3) a first-year tax break for equipment that companies purchase through 2004;
(4) a $400 per child increase in the child credit on income taxes;
(5) a small temporary reduction in the marriage tax penalty; and
(6) $20 billion in federal aid to states with the severest budget crises.

The 2003 tax package was said by backers to cost the government about $350 billion in lost revenue over the
next decade. That, however, depends whether its built-in “sunset” provisions are allowed to end most of the
specific tax cuts between 2005 and 2010. Since the administration’s main economic priority now seems to be to
make the cuts permanent, the full cost to government revenue and services will be far more severe.











Do Tax Cuts = Service Cuts?

This February, the administration released its federal budget proposals for the 2005 fiscal year. This
document clearly reveals that an unprecedented array of basic government services and programs are now at risk.
The only substantial increases in funding are for the military (a 7% budget increase to $401.7 billion) and
homeland security (+9.7% to $30.5 billion). Under the banner of “fiscal restraint,” the White House plans to
eliminate or cut funding to 128 programs in the coming year, including:

Ø the Environmental Protection Agency will have its budget cut by 7.2% (to $7.8 billion), including nearly
$500 million less for community water pollution control and nearly $100 million less for research;

Ø the Justice Dept. budget will be cut by 3.1% (to $18.7 billion), including $931 million less for the Sept.
11th victims’ fund;

Ø the Health and Human Services budget will be reduced by 1.6% (to $68.2 billion);
Ø the Labor Dept. budget will be increased by only 1.3% (to $11.9 billion), but cuts will be made in

employment services for people with disabilities (-$38 million). The White House has cut worker training
programs 3 years in a row. It now proposes only a small grant to community college programs;

Ø the Education Dept. budget will be increased by only 3% (to $57.3 billion) mostly for the president’s “No
Child Left Behind” program. But cuts will be made in 38 other programs, including school dropout and
drug abuse prevention. And Pell Grant financial aid for college students will be frozen at the current
$4050 maximum, despite recent double-digit increases in college tuitions.

While these funding cuts will be quite painful to the public, the money saved – a total of only $4.9 billion – will
barely make a dent in the massive $364 billion budget deficit that the administration says it expects in 2005.

Except for the military, homeland security, Social Security and Medicare, the White House insists that all
domestic programs are to face legally binding limits on added spending of no more than 0.5% per year for at
least the next 5 years (through 2009). Since price inflation averages well above that, this effectively means all
such programs will suffer cuts in real funding levels. By 2009, according to White House figures examined by the
Center on Budget and Policy Priorities, spending cuts (after inflation) will include:32

-20% in environmental protection funds;
-17% in veterans’ medical benefits;
-11% in health care funds; and
-7% in education and training funds.

Over the next 10 years through 2014, if the 2001-2003 tax cuts are made permanent, far more draconian
service reductions will be required in order to balance the budget. According to the independent Tax Policy
Center, the government’s main options would be to:33

1) Cut all domestic non-defense programs (except Social Security and Medicare) by 53%; or
2) Cut Social Security benefits by 48%; or
3) Cut Medicare by 57%; or
4) Raise payroll taxes by 34%; or
5) Raise corporate taxes by 124%.





limited to just $1000 for individuals and $3000 for families. These limits are as inadequate now as when first
proposed during the 2000 presidential campaign. Health insurance premiums have jumped 40% since then.
Moreover, there is serious risk thath many small businesses might respond to the new plan by dropping existing
coverage for their workers. An MIT study estimates that 2.4 million low-wage workers would lose their current
employer coverage. And, nearly three-fifths of them would be unable to get their own private insurance due to
age and health conditions.34

The administration puts the 10-year cost of the plan at $70 billion, but claims this would be funded by cuts in
other programs. Concerns have been raised that Medicare and Medicaid could be likely victims of those future
cuts.

A number of other recent White House policies and proposals could make both the quantity and quality
of American jobs worse, not better:

Pension  Theft. The White House is opening the way for many more companies to switch from traditional
pension plans to “cash-balance” plans that will cut billions from the retirement pay of older workers. Unlike
standard “defined-benefit” pension plans, which grow more rapidly the longer an employee works, cash balance
plans offer no such premium for longer job tenure. The losses of conversion to a long-time employee can reach
hundreds of thousands of dollars. Hence, when IBM threatened to switch to a cash-balance pension plan, a
nationwide revolt among worried workers and retirees led the Internal Revenue Service in 1999 to begin a
moratorium on future conversions.

Now the Bush/Cheney administration is trying to end this moratorium, thereby permitting an expected
flood of corporations dropping their traditional pensions. This threat to retirement security could be even more
damaging if the problems of the government’s pension watchdog agency worsen. The Pension Benefit Guaranty
Corporation, the FDIC-like agency that insures 44 million pensions, has increasingly been asked to cover pension
defaults at near-bankrupt airlines and manufacturing companies. As a result, it finished 2003 with a $3.6 billion
deficit, compared to its $7.7 billion surplus in 2001.

The number of employers offering health insurance to retired employees has been cut in half since 1989.
Older Americans are increasingly being forced by eroding pensions and health insurance to keep jobs or rejoin
job-seeking ranks beyond retirement age – thereby worsening competition for jobs with younger workers.

Overtime  Pay Cuts.  2003 opened with the U.S. Labor Dept. making a startling reduction in the number of
workers eligible for overtime pay protections. About 8 million workers  – from secretaries and sales reps to
paralegals and medical techs -- will be redefined as ineligible for overtime pay. Though it does make overdue
increase in earnings level (now raised to $22,100) below which all automatically qualify for overtime, this adds
far fewer than the millions who will lose their overtime rights.

Employers will be handed unprecedented discretion to decide who deserves overtime pay. Until now,
strict criteria set to only make true managers & professionals with professional degrees and/or position of
“independent judgment” are excluded.

The Labor Department’s changes allow vague “position of responsibility” and non-degree work
experience alone to strip worker of overtime rights! Among the likely consequences – besides a further decline in
workers’ take-home pay – is less new hiring by employers. Why? Because they can now work current workers
longer without paying anything extra. That gives them less incentive to meet production or sales goals by hiring
more employees to work the extra hours needed.





“ the union bosses drive to use the national emergencies we face today to grab more power…
presents a clear and present danger to the security of the United States.” 35

When confronted publicly with the letter, DeLay claimed he had never seen it and did not agree with it.
Likewise, earlier this year, U.S. Education Secretary Rod Paige told a meeting of state governors that the
nation’s largest teachers’ union (the National Education Association) was “a terrorist organization!” Why?
Because they were disagreeing with parts of the White House “No Child Left Behind” law.   Paige later had to
apologize for his “poor choice of words,” but continued attacking the union as “obstructionist.”

Job-Killing or Job-Creating Policies?

Among the policy options that currently appear to offer more promising ways to improve the employment
prospects of a wide range of workers are:

Reverse the trend shifting the tax burden onto work:
Tax cuts should be focused on the payroll tax rates of low- and middle-income workers, while restoring pre-2001
estate taxes and income tax rates on high-income households. This alone will bring greater fairness to the tax
system, generate greater increases in consumer demand, and will sharply improve the future deficit picture.
Lower payroll tax rates will also reduce employers’ labor costs, thereby spurring increased hiring.

Cut Wasteful Military Spending:
The massive amounts of taxpayer funds being lavished on military contractors have drawn growing attention
thanks to the wasteful no-bid contracts in Iraq granted to Halliburton. Still today, much-criticized Cold War
weapons systems continue to be funded, regardless of their modern usefulness. Chief among them is the 1980s
“Star Wars” missile shield system. Even after consuming $130 billion so far, the costly system’s technical
feasibility is more widely challenged with every test failure. Yet the White House still is able to find another $53
billion to spend on it over the next 5 years. One alternative recently offered by a group of 49 retired generals and
admirals is to end the program and reallocate its funding to antiterrorist measures at the country’s borders,
nuclear weapons storage sites, and ports.

It is all the more startling that federal taxes on high-income Americans are being slashed just as defense
expenditures are skyrocketing. In justifying its initial request for $79 billion for the invasion of Iraq, the
Bush/Cheney administration claimed that Iraqi oil revenues would be used to minimize further costs. Only in mid-
summer – just after winning approval of another $350 billion tax cut -- did Defense Secretary Donald Rumsfeld
admit that U.S. military costs in Iraq had doubled to nearly $4 billion per month. Barely a month later, the
president announced that another $87 billion more was needed for the coming fiscal year, two-thirds of it for
military spending on the Iraqi occupation. The total $166 billion Iraq bill so far is equivalent to:  2½ times the
entire federal budget for education, or 21 times the budget of the Environmental Protection Agency.

Even if the invasion of Iraq brings stability in that country soon, there will remain widespread concerns
that the White House foreign policy of unilateral action may compel American taxpayers to fund many billions in
reconstruction funds and in future interventions elsewhere, as well as protracted anti-terrorism measures at
home. The so-called Bush Doctrine, contained in the “National Security Strategy” released in September 2002,
dismisses international treaties and instead advocates unilateral “preventive” action by the U.S. not only against



terrorist attacks, but against any country that the U.S. deems a challenger to its superpower dominance –
whether or not it is posing any imminent threat to our country. Such a policy is as risky and controversial as it is
likely to be costly for both the U.S. and the rest of the planet. U.S. foreign interventions have for too long
propped up corrupt authoritarian governments abroad, thereby allowing industrial pollution to endanger public
health, perpetuating the appalling wages and working conditions of their people, and compelling many into
unauthorized migration to the U.S.

End  “Corporate  Welfare” &  Tax  Avoidance:
Each year, an astounding $150 – 200 billion in taxpayer money is lavished on large corporations in the form of
tax breaks and subsidies. The current debate on outsourcing of American jobs abroad has focused attention on
one corporate tax break: deferral of taxes on profits of U.S. companies abroad. Likewise, the current
administration energy policy offers $7.2 billion in tax breaks to giant oil and related corporations over the next 10
years (down from $25 billion offered in the original November bill!). Another increasingly controversial and
expensive form of corporate welfare is the government’s crop subsidy program. Despite White House speeches
on free trade and fiscal restraint, in May 2002 the president approved wasteful farm subsidies costing taxpayers
nearly $100 billion over the next 6 years. At a time of record low agricultural prices, the grain and cotton
subsidies encourage more overproduction and further undercut Third World farmers. Nearly all such subsidies
have long been captured, not by small farmers, but by the biggest 10% of agro-business giants.36

The IRS estimates that extensive corporate tax avoidance continues unabated, including: $132 billion in
individuals’ income tax avoidance/evasion or unpaid in 2002, $46 billion in corporate tax evasion, and $30 billion
in partnerships’ tax evasion. In July, Manhattan District Attorney Robert Morgenthau testified before a U.S.
Senate committee that, according to previously secret Federal Reserve data, Americans’ illegal use of offshore
tax havens was far worse than earlier thought. He charged that these accounts are a “product of huge and
growing tax evasion by wealthy Americans who have little if any fear of prosecution.” Sen. Carl Levin noted that
fewer than 6,000 of 1.1 million offshore bank accounts and businesses were properly disclosed and legal. The
estimated annual losses to the U.S. are some $70 billion. Yet, one of the first acts of the Bush/Cheney
administration was to refuse to join a new international effort to pressure the Cayman Islands and other havens to
cooperate with criminal investigations of tax evasion and money laundering. And, the current White House
budget proposal lacks any additional funding for IRS enforcement activities.

Build an Affordable Health Insurance System:

Ensure affordable health coverage for all Americans by developing an American version of successful European
single-payer universal plans. Any such plan needs mechanisms that both guarantee universal access to high
quality care and minimize inflated prescription drug costs and insurers’ bureaucratic marketing and processing
costs (over 10% of costs in the U.S. private insurance industry, at least twice as high as in Medicare or in the
Canadian system). While the quality of health care in this country can be second to none, 21 other advanced
economies with more efficient public programs have achieved higher life expectancy than the U.S. Universal,
affordable health insurance coverage will be a boon to workers and employers alike, removing a major
impediment to more robust job creation in this country.

Restructure Social Security financing:
Contrary to the claims of privatizers, there is no Social Security “crisis” and no need for radical schemes to “fix”
what’s not broken. Even assuming the Social Security trustees’ most pessimistic scenario, cautious financing
reforms will be sufficient to cover benefits through the end of this century. Rather than once again putting the



burden on workers through benefit cuts and another extension of the retirement age, a fairer solution would be to
lift the cap on taxable earnings. Currently, annual earnings above $87,900 are not subject to the Social Security
payroll tax. Eliminating this cap would provide Social Security with sufficient income to cover at least three
quarters of any potential shortfall. The added revenue could also permit lower tax rates for young and low-wage
workers.

Social Security remains a solid, risk-free program, not subject to investor luck or stockbroker fraud. Social
Security benefits are the most important source of income for the majority of elderly households. All households,
where the head of the household is 65 and older, receive an average of 58% of their income from Social Security.
The bottom 40% of the income distribution among aged workers receive close to 80%. Middle-class seniors,
those in the middle 20% of the income distribution, depend largely on Social Security as their main source of
income. In 2000, middle-class seniors received 64% of their retirement benefits from Social Security.  Social
Security is a successful anti-poverty program; without it, an additional 40% of seniors would live in poverty.

Raise the Minimum Wage
Raising the legal minimum to at least $7 would help the working poor, as well as lift the pay of others near the
minimum. Already, some states have taken lead: most of New England now has state minima above $6.50/hr.
and many cities and counties have established even higher “living wage” levels for certain government-funded
jobs, with no apparent dampening of job growth.

Restore Democratic Rights at Work
Although the fundamental right of employees to freely choose workplace union representation has long been
enshrined in U.S. law and United Nations conventions, it has been effectively denied by more and more American
employers. A large body of research has shown that unions dramatically improve workers ability to obtain better
pay and fringe benefits that comparable non-union workers. Substantial improvements in federal and state labor
enforcement staff and resources, as well as stiffer fines, would be a valuable start toward leveling the playing
field. So too would be passage of a new U.S. Senate bill (introduced by New York’s Charles Schumer)  requiring
companies to recognize unions as soon as a majority of employees sign pro-union cards, rather than through a
lengthy election. This “card check” process is standard in Canada, and has helped unions win recognition by one-
third of the work force.

 Renegotiate Global Trade Agreements:
Outsourcing American jobs abroad has sparked new anxiety among a wide swath of blue-collar and, increasingly,
white-collar workers in recent months. It has also become a political issue in February when the chief White
House economist, Gregory Mankiw, defended outsourcing as a long-run “plus” for the U.S. economy. Despite
widespread criticism of Mankiw’s remarks, a month later John W. Snow, the Treasury secretary, told the
Cincinnati Enquirer that outsourcing “is part of trade” and that it “makes the economy stronger.”

NAFTA is praised by advocates as a model for other trade accords because it has increased U.S. exports
to Mexico and Canada. Unfortunately, recent estimates indicate that it has generated far more imports than
exports, at a net cost in lost U.S. jobs so far of 879,200.37 It has also helped weaken workers’ bargaining power,
stymie unionization efforts, and put downward pressure on wages and benefits.

Human rights and labor spokesmen argue that there is no “free trade” with unfree countries.
Authoritarian systems, whether in China, Southeast Asia, Central America or elsewhere, subsidize the
profitability of U.S. production there by repressing labor rights, refusing to enforce basic labor pay and safety



standards and allowing unchecked environmental pollution. The White House was forced to confront this
argument by a mid-March petition from the AFL-CIO to determine whether widespread violations of worker
rights in China provides an implicit government subsidy to Chinese manufacturers. “Fair trade” requires that no
trade agreements should be continued or new ones initiated without building in serious enforcement and
independent monitoring provisions to ensure decent wages and working conditions, full labor rights and adequate
environmental standards. Enforceable labor & environmental protections for all workers will improve both the
quantity and quality of jobs in the US and abroad.



Table 1
Number of Nonfarm Jobs (in thousands) by Place of Work: 2000-2003

________________________________________________________________

Source: Establishment data ( not seasonally adjusted) from US Dept. of Labor & NY State Dept. of Labor.
Note that the data  reflect regular revisions made by the Dept. of Labor.

Table 2
Civilian Labor Force, Employment & Unemployment:

New York City, Long Island & All U.S.,  Dec. 2002 – Dec. 2003
(in  thousands, not seasonally adjusted)

                              Labor Force                       Employed                        Unemployed                    Unemp. Rate

AREA Dec. 2003 Dec. 2002 Dec. 2003 Dec. 2002 Dec. 2003 Dec. 2002 Dec. 2003 Dec. 2002

U.S. 146501.0 144808.0 138556.0 136599.0   7945.0   8209.0    5.4%   5.7%

NYC    3696.2     3789.8     3407.7     3475.1     288.5     314.7    7.8   8.3
  Brooklyn    1040.3     1068.1       951.7       970.5      88.6       97.6    8.5   9.1
  Bronx      523.2       532.9       469.4       478.7      53.8       54.2  10.3 10.2
  Manhattan      824.4       849.2       762.5       777.6      61.9       71.6    7.5   8.4
  Queens    1092.0     1119.4      1022.9      1043.1      69.1       76.3    6.3   6.8
  Staten Island      216.4       220.2       201.2       205.2      15.2       15.0    7.0   6.8

Long Island.    1502.3     1490.7     1441.0     1429.8      61.3       60.9    4.1   4.1
  Nassau Co.      728.3       722.9       700.9       695.4      27.4       27.5    3.8   3.8
  Suffolk Co.      774.1       767.9       740.2       734.4      33.9       33.5    4.4   4.4
 _____________________________________________________________________________

Source: CPS household survey data from NY State Department of Labor, 2003 Note that the data  reflect regular revisions made by the Dept. of Labor.

Dec.  2003 Dec. 2002 Dec. 2000 % Change
2000-2003         2002-2003

      U.S. 130,955.0 133,234.0 132,367.0       -1.8%              -0.0%
      NY State 8,514.9 8,523.3 8831.4       -3.6                 -0.1

New York City 3,581.5 3,598.5 3821.4       -6.3                 -0.5
  Long Island 1,236.8 1,234.9 1253.8       -1.4                  0.2
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