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Polls find Americans uneasy
as income inequality increases
States, including capital gains,
and the top 1 percent took in
more than 20 percent. But econo-
mists had little idea who these
people were. How many were
Wall street financiers? Sports
stars? Entrepreneurs? Econo-
mists could only speculate, and
debates over what is fair stalled.

Now a mounting body of eco-
nomic research indicates that
the rise in pay for company
executives is a critical feature in
the widening income gap.

The largest single chunk of the
highest-income earners, it turns
out, are executives and other
managers in firms, according to a
landmark analysis of tax returns
by economists Jon Bakija, Adam
Cole and Bradley T. Heim. These
are not just executives from Wall
Street, either, but from compa-
nies in even relatively mundane
fields such as the milk business.

The top 0.1 percent of earners
make about $1.7 million or more,
including capital gains. Of those,
41 percent were executives, man-
agers and supervisors at non-fi-
nancial companies, according to
the analysis, with nearly half of
them deriving most of their in-
come from their ownership in
privately held firms. An addi-
tional 18 percent were managers
at financial firms or financial
professionals at any sort of firm.
In all, nearly 60 percent fell into
one of those two categories.

Other recent research, more-
over, indicates that executive
compensation at the nation’s
largest firms has roughly qua-
drupled in real terms since the
1970s, even as pay for 90 percent
of America has stalled.

This trend held at Dean Foods.
Over the period from the ’70s
until today, while pay for Dean
Foods chief executives was rising
10 times over, wages for the
unionized workers actually de-
clined slightly. The hourly wage
rate for the people who process,
pasteurize and package the milk
at the company’s dairies declined
by 9 percent in real terms, ac-
cording to union contract rec-
ords. It is now about $23 an hour.

“Do people bitch because En-
gles makes so much? Yeah. But
there’s nothing you can do about
it,” said Bob Goad, 61, a burly
former high school wrestler who
is a pasteurizer at a Dean Foods
plant in Harvard, Ill., and runs
an auction business on the side
to supplement his income.
“These companies have the idea
that the only people that matter
to the company are those at the
top.”

Through a spokesman, Engles
declined to be interviewed. Com-
pany officials threatened to call
the police as a reporter was
interviewing workers outside
one of its dairies.

Defenders of executive pay
have argued that today’s chief
executives are worth more be-
cause, among other things, com-
panies are larger and more com-
plex.

But critics question why so
much of the growth in income
should go to the wealthiest.
Douglas, the Dean Foods chief
from the ’70s, died in 2007. But
his son, Andrew Douglas, said
his father viewed wages in part
as a moral issue.

If his father had seen how

wages from

much executives were making
today, Andrew Douglas said, he’d
be “spinning in his grave. My dad
just believed that after a while,
what else would you need the
money for?”

Inherent inequality
Inequality, economists have

noted, is an essential part of
capitalism. At least in theory,
“the invisible hand,” or market
system, sets compensation levels
to leadworkers into pursuits that
are the most productive to soci-
ety. This produces inequality but
leads to a more efficient econo-
my.

As a result, economists have
noted, there is an inherent ten-
sion in market-oriented democ-
racies because while society aims
to endow each person with equal
political rights, it allows very
unequal economic outcomes.

“American society proclaims
the worth of every human being,”
economist Arthur M. Okun, for-
mer chairman of the Council of
Economic Advisers, wrote in his
1975 book on the subject, “Equal-
ity and Efficiency.’’ But the econ-
omy awards “prizes that allow
the big winners to feed their pets
better than the losers can feed
their children.”

Americans have been uneasy
about the income gap at least
since the ’80s, according to polls.

Repeated surveys by the Na-
tional Opinion Research Center
since 1987 have found that
60 percent or more of Americans
agree or strongly agree with the
statement that “differences in
income in America are too large.”

The uneasiness arises from the
fear that extremes of wealth can
unfairly reduce the economic
opportunities and political
rights of everyone else, accord-
ing to sociologists. The wealthy,
for example, can afford better
private schools for their children
or acquire political might by
purchasing campaign advertis-

ing or making campaign dona-
tions. Moreover, as millions
struggle to find jobs in the wake
of the recession, the notion that
the very wealthiest are gaining
ground strikes some as unfair.

“Americans think income in-
equality is excessive and have
done so consistently for years,”
said Leslie McCall, a sociology
professor at Northwestern Uni-
versity who is writing a book on
the subject. “Their concerns
arise when it seems that extreme
incomes for some are restricting
opportunities for everyone else.”

Whatever people think of it,
the gap between the very highest
earners and everyone else has
been widening significantly.

Income inequality has been on
the rise for decades in several
nations, including Britain, China
and India, but it has been most
pronounced in the United States,
economists say.

In 1975, for example, the top
0.1 percent of earners garnered
about 2.5 percent of the nation’s
income, including capital gains,
according to data collected by
University of California econo-
mist Emmanuel Saez. By 2008,
that share had quadrupled and
stood at 10.4 percent.

The phenomenon is evenmore
pronounced at even higher levels
of income. The share of the
income commanded by the top
0.01 percent rose from 0.85 per-
cent to 5.03 percent over that
period. For the 15,000 families in
that group, average income now
stands at $27 million.

In world rankings of income
inequality, the United States now
falls among some of the world’s
less-developed economies.

According to the CIA’s World
Factbook, which uses the so-
called “Gini coefficient,” a com-
mon economic indicator of in-
equality, the United States ranks
as far more unequal than the
European Union and Britain.
The United States is in the com-

pany of developing countries —
just behind Cameroon and Ivory
Coast and just ahead of Uganda
and Jamaica.

Democratic leaders, whose
constituents have expressed
more alarm over the divide, have
used the phenomenon to justify
their policies, such as universal
health care.

“A nation cannot prosper long
when it favors only the prosper-
ous,” President Obama said in his
inaugural address.

Breakdown of earners
But exactly what the govern-

ment ought to do about the
income gap hasn’t been clear,
because economists have been
divided over what is causing it to
grow.

They weren’t even sure, for
example, who was making all
that money. Sure, people like Bill
Gates and LeBron James made
lots. But it wasn’t at all clear who
the other roughly 140,000 earn-
ers were in the top 0.1 percent —
that is, people earning about
$1.7 million a year, including
capital gains.

Then, late last year, econo-
mists Bakija, Cole and Heim
completed their massive analysis
of income tax returns.

Little noticed outside aca-
demic circles, their research fo-
cused on the top 0.1 percent of
earners. From those tax returns,
they could glean a taxpayer’s
occupation, which is self-report-
ed. Using the employer’s tax
identification number, the re-
searchers found the industry
they were employed in.

After executives, managers
and financial professionals, the
next largest groups in the top 0.1
percent of earners was lawyers
with 6.2 percent and real estate
professionals at 4.7 percent. Me-
dia and sports figures, who are
often assumed to represent a
large portion of very high-in-
come earners, collectively made
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The highest paid execs in the Washington area
6

For a list of the most highly compensated company executives in the Washington area, go online to
wapo.st/breakaway-wealth or pick up a copy of Monday’s Capital Business.

Now in its third year, Gaylord National Resort’s July 3rd Fireworks & Fun
Celebration has become one of the region’s most popular upscale, family friendly
events. Washington Post has named it a “Top Pick” holiday event, so don’t miss out
this year! Due to the popularity of the event it is expected to sell out quickly! Advance
tickets are only available by purchasing this package.

JULY 3 CELEBRATE YOUR INDEPENDENCE W ITH US

$239*

Packages from

per family of four

301-965-4000 | GaylordNational.com
*Price is per room, plus tax, for a family of up to four. Starting price is based on availability, for a limited time, and will increase closer to event date. Not valid
in conjunction with groups or other offers. Not retroactive. Other restrictions may apply. Individual advance tickets are not available for purchase outside of
the package. Food, drinks, games, rides and select Kids Zone activities require additional purchase.

For vacation savings,
use your smartphone
QR code reader.

Notice of Americans with Disabilities Act
Settlement by Wells Fargo & Company (including Wachovia)
The U.S. Department of Justice has obtained a Settlement with Wells Fargo under the
Americans with Disabilities Act (ADA). The Settlement addresses all violations of Title
III of the ADA, including Wells Fargo’s failure to communicate effectively with people
with disabilities such as its past refusal to accept relay calls from people who are deaf,
are hard of hearing, or have speech disabilities. A copy of the Settlement is available at
www.ada.gov or can be obtained by emailing WFclaims@usdoj.gov or calling
1-800-514-0301 (voice) or 1-800-514-0383 (TTY).

Possible Payments to Individuals Harmed by Disability Discrimination

Who is eligible for payment? If you experienced discrimination based on disability,
such as being denied effective communication, you may be able to get a payment.

How can you submit a claim? You may obtain information on how to submit a claim
in several ways: (1) by sending an email with your name, address, and telephone
number requesting claim information to WFclaims@usdoj.gov; (2) by visiting the
ADA Home Page at www.ada.gov, or (3) by calling the Disability Rights Section at
866-708-1273 (voice mail) or 866-544-5309 (TTY). Act now! All claims must be
received by January 29, 2012. Claims received after that date are not eligible for
possible payment.

How will claims be processed? All claims will be evaluated by the Civil Rights Division,
which will make the �nal decisions about who receives a payment and the payment
amount. Anyone found eligible to receive a payment must sign a release of claims
before any payment will be made.

© 2011 Wells Fargo Bank, N.A. All rights reserved. ECG-541016
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up only 3 percent.
“Basically, executives repre-

sent a much bigger share of the
top incomes than a lot of people
had thought,” said Bakija, a pro-
fessor at Williams College, who
with his co-authors is continuing
the research. “Before, we just
didn’t know who these people
were.”

Acceptable greed
Defenders of executive pay

argue, among other things, that
the rising compensation is de-
served because firms are larger
today. Moreover, this group says,
more packages today are based
on stock and options, which pay
more when the chief executive is
successful.

Critics, on other hand, argue
that executive salaries have
jumped because corporate
boards were simply too gener-
ous, or more broadly, because
greed became more socially ac-
ceptable.

Again, in settling these argu-
ments, economists were ham-
pered by a lack of data, particu-
larly any that might give some
historical perspective.

It wasn’t until economists Car-
ola Frydman from MIT’s Sloan
School of Management and Ra-
ven E. Molloy of the Federal
Reserve collected and analyzed
data dating from 1936 — an
exhaustive task because of the
lack of computerized records go-
ing that far — that the longer-
term trends became clear.

What the research showed is
that while executive pay at the
largest U.S. companies was rela-
tively flat in the ’50s and ’60s, it
began a rapid ascent sometime
in the ’70s.

As it happens, this was about
the same time that income in-
equality began to widen in the
United States, according to the
Saez figures.

More important, however, the
finding that executive pay was
flat in the ’50s and ’60s, when
firms were growing, appears to
contradict the idea that execu-
tive pay should naturally rise
when companies grow.
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This is a “challenge for the
market story,” Frydman said.

So what has happened since
the ’70s that has sent executive
pay upward?

While no company over this
period of time — from the 1970s
to today — can be considered
completely typical, Dean Foods
offers a better comparison than
most because fundamentally it
hasn’t changed.

The dairy business is still the
root of the company; it was on
the Fortune 500 by the late ’70s
and remains there today. It grew
then and more recently through
acquisition.

Moreover, both chief execu-
tives — Douglas and Engles —
could boast records of growing
the company and profit.

From 1970 to 1979, while
Douglas was the chief executive,
sales at Dean Foods tripled and
profit increased tenfold, to
$9.8 million, according to com-
pany records. Similarly, from
2000 to 2009, sales at what
would be Dean Foods had rough-
ly doubled, and so had profits, to
$228 million. (Engles became
chief executive after the compa-

ny he led bought Dean Foods in
2001 and adopted its name.)

Yet there are vast differences
in the way the two men were
paid, even when you adjust for
the effects of inflation.

In the late ’70s — 1977, 1978
and 1979 — Douglas made about
$1 million annually in today’s
dollars. The largest part of that
was a salary; some came from a
long-term incentive based on the
stock price that would not ma-
ture until he retired.

By contrast, in the late 2000s
— 2007, 2008 and 2009 — Engles
averaged $10.5 million annually,
most of it in stock and options
awards and other incentive pay,
according to proxy statements.
After ’09, which was a particular-
ly bad year, Engles’s compensa-
tion dropped to $4 million in
2010. If profit returns, so will his
higher earnings.

The case of Dean Foods ap-
pears to bolster the argument
that executive compensation
moves with company size: Dean
Foods’ profit in 2009 was roughly
10 times what it was in 1979,
adjusted for constant dollars.
Engles’s compensation has aver-

aged 10 times that of Douglas.
“It’s a different company to-

day,” company spokesman Ja-
maison Schuler said. He declined
to comment further.

But some economists have
offered an alternative, difficult-
to-quantify explanation: that the
social norms that once reined in
executive pay have disappeared.

This new attitude, according
to this view, was reflected in
epigrammatic form by the 1987
movie “Wall Street,” which made
famous the phrase “greed, for
lack of a better word, is good.”
Americans were growing more
comfortable with some extremes
in pay. Payoffs for the stars on
Wall Street, in the movies and in
pro sports were rising.

But back in the ’70s, some-
thing was holding executive sala-
ries back.

Harold Geneen, the president
of ITT, then one of the nation’s
largest companies, told Forbes in
1975 that while he might be
worth six times as much to the
company as he was making, he
hadn’t sought a raise.

“No one moved up there, and I
didn’t dare do it alone,” he ex-

plained.
Over at Dean Foods, Kenneth

Douglas was likewise resistant to
making more. Most years, board
members at Dean Foods wanted
to give Douglas a raise. But more
than once, Douglas, a former FBI
agent who literally married the
girl next door, refused.

“He would object to the pay we
gave him sometimes — not be-
cause he thought it was too little;
he thought it was too much,” said
Alexander J. Vogl, a member of
the Dean Foods board at the time
and the chair of its compensation
committee. “He was afraid it
would be bad for morale, him
getting a big bump like that.”

“He believed the reward went
to the shareholders, not to any
one man,” said John P. Frazee,
another former board member.
“Today we get cults of personali-
ty around the CEO, but then
there was not a cult of personali-
ty.”

Outside one of the Dean Foods
dairies recently, the workers at
the plant for the most part only
rolled their eyes when asked
about Engles’s salary. But they
spoke admiringly of Douglas.

“People back then thought
enough was enough,” said Ron
Smith, 63, who maintains the
machines at the plant.

Some were reluctant to criti-
cize Engles to a reporter. Others
defended him.

“You’re king of the hill, and
you get paid for that,” said Ray
Kavanaugh, 61, who operates a
filler at the dairy. “He’s worth it if
he keep the company making
money.”

The employees said they only
occasionally dwell on Engles’s
riches, anyway. Their primary
focus is on making ends meet,
they said.

Joe Bopp, 55, said he has a
second job taking care of a
cemetery during the summer
months, mowing the grass and
digging graves.

“Twenty-three dollars an hour
sounds like a lot of money,” he
said. “But when you pay $4 a
gallon for gas and $3.29 for a
gallon of milk, it goes away real
fast.”

whoriskeyp@washpost.com

This is the first in an occasional
series.

Executive compensation at root of widening gap

PHOTOS BY PETER WHORISKEY/THE WASHINGTON POST

AHOMEFITFORACEOTHEN: This house in River Forest, Ill., belonged to
Kenneth J. Douglas, CEO of Dean Foods in the ’70s. Hemade about $1 million a year.

AHOMEFITFORACEOTODAY: This house in Dallas belongs to Gregg L.
Engles, the current CEO of Dean Foods. Hemakes $10million in a typical year.
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‘Lake Wobegon effect’ has corporate chief executives’ pay rising
the median pay for executives, ex-
ecutive compensation will spiral
upward, regardless of perform-
ance. Few if any corporate boards
consider their executive teams to
be below average, so the result has
becomeknownasthe“LakeWobe-
gon” effect.

Itwasn’tuntilrecently,however,
that its pervasiveness and impact
on executive pay became clear.
Companies have long hid the way
they set executive pay, but in late
2006, the Securities and Exchange
Commission began compelling
companies to disclose the specifics
of how they use peer groups to
determine executive pay.

Since then, researchers have
found that about 90 percent of
major U.S. companies expressly
set theirexecutivepay targetsator
above the median of their peer
group. This creates just the kinds
of circumstances that drive pay
upward.

Moreover, the jump in pay be-
cause of peer benchmarking is sig-
nificant. A chief executive’s pay is
more influencedbywhathisorher
“peers” earn than by the compa-
ny’s recent performance for share-
holders, according to two inde-
pendent research efforts based on
the new disclosures. One was by
Michael Faulkender at the Univer-
sity of Maryland and Jun Yang of
Indiana University, and another
was led by John Bizjak at Texas
Christian University.

“Peer benchmarking has a sig-
nificant influence on CEO pay,”
Bizjak said. “Basically, you can’t
have every CEO paid above aver-
age without pay ratcheting up-
ward over time.”

‘All the other kids have one’
The gap between what workers

and top executives make helps ex-
plain why income inequality in the
United States is reaching levels un-
seen since the Great Depression.

Since the 1970s, median pay for
executives at the nation’s largest
companies has more than quadru-
pled, even after adjusting for infla-
tion, according to researchers. Over
the same period, pay for a typical
non-supervisory worker has
dropped more than 10 percent, ac-
cording to Bureau of Labor statis-
tics.

Critical toexecutivepay levels is
peer benchmarking.

Even before the extent of the
practice was known, it drew criti-
cism from prominent business fig-
ures. After the Enron scandals, a
blue-ribboncommittee ledbyPeter
G. Peterson, then chairman of the
Federal Reserve Bank of New York,
and John Snow, former chairman
of the Business Roundtable, called
for setting executive pay “uncon-
strained by median compensation
statistics.”LegendaryinvestorWar-
ren Buffett, in one of his famously
plain-spoken letters to investors,
likewise derided the method.

“Outlandish ‘goodies’ are show-
ered upon CEOs simply because of
a corporate version of the argu-
ment we all used when children:
‘But, Mom, all the other kids have
one,’” he wrote.

The practice has persisted be-
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cause corporate board members,
many of whom have personal or
business relationships with the
chief executive, have been unwill-
ing to abandon the practice.

At Amgen, for example, four of
the six members of the board com-
pensation committee had person-
alorbusinessconnectionstoShar-
erbefore joining theboard. In fact,
he nominated at least two of the
six to the board, according to a
company source and reports.

These kinds of ties — between
chief executives and the boards
that oversee them — permeate cor-
porateAmerica.Onatypicalboard,
thechief executiveconsidersabout
about 33 percent of the board of
directors as “friends” rather than
asmere“acquaintances,”according
to a survey of chief executives at
about 350 S&P 1500 corporations
conducted over 15 years by Univer-
sityofMichiganbusinessprofessor
James Westphal.

More tellingly, the chief execu-
tive is likely to find even more
friends on the compensation com-
mittees of corporate boards — al-
most 50 percent.

In an advisory vote by Amgen
shareholders in May, about 56 per-
cent of votes cast approved the
company’s executive compensa-
tion. Many shareholders, howev-
er, are frustrated.

“The members of the Amgen
board are basically just rubber-
stampers,” said Steve Silverman,
who owns one of the largest
chunks of Amgen stock held by an
individual investor. “Kevin put
most of them on the board him-
self. If he’s getting paid too much
— and he certainly is — they’re not
going to say so.”

Sharer declined interview re-
quests, andmembersof theboard’s
compensation committee did not
return phone calls seeking com-
mentforthisstory.Representatives
of the compensation consultant
Frederic W. Cook & Co., which pro-
vided the analysis that led to Shar-
er’s raise, also declined to com-
ment. A reporter who visited Am-
gen’sThousandOaksheadquarters
was prevented from meeting with
the company’s spokeswoman.

Amgen released this statement
via e-mail:

“Our executive compensation
programs are oriented toward re-
warding long-term performance
in support of stockholders’ inter-
ests and are designed to attract,
motivate and retain the highest
level of executive talent by paying
them competitively, consistent
with their roles and responsibili-
ties, our success and their contri-
butions to this success.”

Skewing the comparisons
To examine the process of peer

benchmarking for executives, The
Post chose to examine the case of
Amgen, but the practice is wide-
spreadandyieldscontroversial re-
sults at many companies:

l At Adobe Systems, the soft-
ware company, chief executive
Shantanu Narayen earned
$12.2 million in 2010 despite the
fact that shareholder returns have
been negative over one- and five-
year time frames. A key driver?
The compensation committee de-
cided that Narayen should be paid
at the 90th percentile of peers.

l At Discovery Communica-
tions, the pay for chief executive
David M. Zaslav has jumped from 
$7.9millionin2008to$11.7million
in 2009 to $42.6 million in 2010,
making him the highest-paid exec-
utive in the Washington region.

In part, this is because the com-
pany aims executive pay at be-
tween the median and 75th per-
centile of peers.

Moreover, Discovery chose
much larger companies for com-
parisons. Discovery’s revenue was
$3.8 billion last year, but it chose
as“peers”suchcompaniesasTime
Warner Cable, which had five
times as much revenue; CBS,
which is more than three times as
large; and DirecTV, which is six
times as large, according to data
from Equilar, the executive com-
pensation research firm.

l At Countrywide Financial,
then-chief executive Angelo Mozi-
lo earned more than $180 million
as he led the company to the brink
of ruin during the five years before
the housing bust. At times, his pay
had been set at the 90th percentile
of peers.

Mozilo blamed “the left-wing
anti-business press and the envi-
ous leaders of unions” for putting
pressure on corporate boards to
restrain executive pay. Cutting ex-
ecutive rewards, he said, would
discourage talented leaders.

“I stronglybelievethatadecade
from now there will be a recogni-
tion that entrepreneurship has
been driven out of the public sec-
tor,” he wrote in an October 2006
e-mail that was turned up by a
congressional investigation.

Performance questioned
Known for his ambition and a

blustery manner, Sharer, a 1970
graduate of the Naval Academy,
arrived at Amgen in 1992 as presi-
dent, chief operating officer and a
member of the board of directors.

Amgen had been a high-flying
firm. Founded in 1980, it had rap-
idly become one of the largest bio-
tech companies in the nation,
thanks to its success with two
drugs, Epogen, for people suffer-
ing kidney disease, and Neupogen,

a drug used in cancer treatment.
Sharer, whose executive career

included stints at MCI, General
Electric and the McKinsey con-
sulting firm, believed in the im-
portance of his position.

“Leadership has been the most
important force in the history of
theworld,andit isclearly themost
important quality in running
companies,” Sharer told Harvard
Business School students in 2001.

He would soon make what may
have been his most significant
moveatAmgen. InDecember2001,
he struck a deal to acquire Immun-
ex, a company with a blockbuster
rheumatoid arthritis drug called
Enbrel. The company had a price
tagofabout$17.8billion,according
toSECfilings,andsomeWallStreet
analystsatthetimethoughtitwasa
terrible mistake. Some said he’d
paid double what Immunex was
worth, though after Amgen’s stock
dropped, the price it paid did, too.

“Amgen acted desperate at a
time it did not need to be desper-
ate,” said stock analyst Douglas
Christopher. “It allowed them to
say, ‘Look, we have a third prod-
uct,’ but at a massive price.”

There was another bit of turbu-
lence, too. According to the Los
Angeles Times, at about the same
time, Sharer had a romantic rela-
tionship with a married Amgen
vicepresident. “Seniorexecutives”
tried to persuade him to end the
relationship, but he didn’t until
the employee left the company in
2001, according to the newspaper.

The company continued to
grow during Sharer’s early tenure,
and more recently, the company
has boasted greater earnings per
share. But by 2006, the growth
that once distinguished Amgen
had begun to taper off.

In 2008, Forbes magazine
named him among among the
country’s most overpaid bosses
because the company’s returns
had dipped 4 percent annually
over six years while he’d earned an
average of $12.3 million.

The lackofenthusiasmwaseven
more noticeable among the people
who know most about Amgen —
insiders. Companies are required
to report when their officials sell
stock. Since 2002, the ratio of share
sales to purchases has been 12 to 1,
according to Bloomberg data re-
viewed last fall by Christopher.

Under peer benchmarking,
however, even when shareholders
lose, executives can win.

Bias can creep into the process
in several ways. At Amgen, it be-
gan with the choosing of “peers.”

Amgen selected 11 companies
in the biotech/pharmaceutical
field, which seems natural
enough. But most of the compa-
nies on the list are far larger than
Amgen. Amgen’s revenue in 2010
was $15 billion; the median rev-
enue of its peer companies was
$40 billion, according to Equilar.

The practice of choosing peers
that boost pay is common. Studies
by Faulkender, Bizjak and ISS Cor-
porate Services have shown that
whenchoosing“peers” forpay-set-
ting purposes, companies tend to
choose larger firms or firms with
more highly paid chief executives.

Maybe even more significantly,

however, theAmgencompensation
committee also decided that Shar-
er, despite being at a smaller com-
pany, should earn stock compensa-
tion at the 75th percentile of peers.

This is critical because stock
compensation tends tobe the larg-
est component of executive pay.

The company has said that
stock compensation serves as a
good incentive; the more stock he
owns, the more reason he has to
try to boost the company’s value.

Moreover, the company says, to
receive the $21 million in reported
compensation, Sharer must reach
an array of goals with the compa-
ny, so much of his pay is “at risk.”

Buthowmuch ishispay really in
doubt? Most of the stock compen-
sationSharerisslatedtoreceiveasa
long-term incentive is contingent
not on the company’s financial per-
formance but simply on whether
Sharerremainsat thecompany, ISS
Proxy Advisory Services has point-
edout.Moreover,thereportedcom-
pensation figure of $21 million is
basedonthecompany’sprojections
of “probable” financial outcomes.

As a result, Sharer has earned
raises while shareholders have
lost money. In 2010, Amgen’s
shareholder return was minus 3
percent. In 2009, shareholder re-
turn was minus 2 percent.

In both years, Sharer received
significant pay increases, even
thoughAmgen’s “peer”companies
made gains for shareholders, ac-
cording to Equilar.

“He’s basically done nothing for
the company,” Silverman said.
“And he still gets raises.”

Sharer has tried to cut costs,
however, pushing out workers at
plants around the country: at its
headquarters in Thousand Oaks,
inWestGreenwich,R.I., andLong-
mont, Colo.

Outside the Longmont plant re-
cently, where more than 90 work-
ers were laid off in June, a pair of
contract workers said they’d been
hiredtoreplacedismissedworkers.

“We’re cheaper,” one explained.
“Honestly, I’m just glad to have a
job.”

Former employees were reluc-
tant to talk about Amgen because,
they said, their severance pay
could be affected. But some were
“furious” about what Sharer was
earning.

“Obviously,” said one woman
who used to work at the Thousand
Oaks facility, “only some people
matter.”

Sharer, meanwhile, has done
well. He owns at least three
homes, according to property rec-
ords: a $2 million home in Los
Angeles, a $6 million spread in
Vail, Colo., and a $5 million place
on Nantucket.

Moreover, the effects of his rais-
es are not limited to Amgen.

In fact, because of peer bench-
marking, raises at one company
have ripple effects across corpo-
rate America: Thirty-seven other
companies name Amgen as a
“peer,” including Wal-Mart, Mas-
terCard and Time-Warner, as well
as other drug companies, accord-
ing to Equilar.

Next year, at those companies
that use Amgen as a peer, Sharer’s
new compensation package will
be used as a benchmark, propel-
ling executive pay upward.

whoriskeyp@washpost.com

Staff researcher Lucy Shackelford
contributed to this report.

Friends in high places
As is the case atmany companies, the
chief executive at Amgen has personal
and business connections to
members of the board of directors
that is supposed to oversee him and
set his pay.
l Four of sixmembers of the board’s
compensation committee had ties to
chief executive KevinW. Sharer before
joining the board.
l Two boardmembers, former
NorthropGrumman chairmanRonald
D. Sugar and formerWellpoint
chairman LeonardD. Schaeffer, owe
their board seats to Sharer, who
proposed them for the positions,
according to a company source and
documents. Those seats pay about
$350,000 annually.
l Board compensation committee
member Frank C. Herringer, chair of
Transamerica, servedwith Sharer as a
director of Unocal for several years.
l Board compensation committee
member FrederickW. Gluck served at
McKinsey, the international
management consulting firm, when
Sharer also worked at the firm.
l A fifth board compensation
commtteemember, retired Adm. J.
Paul Reason, is, like Sharer, a
graduate of theNaval Academy and is
active in Navy charities. Reason has
been chairman of the board of
directors for the United States Navy
Memorial Foundation. Sharer has
been amember of the board of
directors of theNaval Academy’s
Alumni Association and Foundation.

About the series
Read the other parts of the
BreakawayWealth series at
washingtonpost.com/business.
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BREAKAWAY
WEALTH

Congress
looks less
like rest
of America
As income inequality
increases, so does
political polarization

BY PETER WHORISKEY

butler, pa. — One day after his
shift at the steel mill, Gary Myers
drovehome inhis 10-year-oldPon-
tiac and told his wife he was going
to run for Congress.

The odds were long. At 34,
Myers was the shift foreman at the
“hot mill” of the Armco plant here.
Hehadnopolitical experienceand
little or no money, and he was a
Republican in a district that tilted
Democratic.

But standing in the dining
room, still in his work clothes, he
said he felt voters deserved a bet-
ter choice.

Three years later, he won.
When Myers entered Congress,

in 1975, it wasn’t nearly so unusual
for a person with few assets be-
sides a home to win and serve in
Congress. Though lawmakers on
Capitol Hill have long been more
prosperous than other Americans,
others of that time included a
barber, a pipe fitter and a house
painter. A handful had even orga-
nized into what was called the
“Blue Collar Caucus.”

But the financial gap between
Americans and their representa-
tives in Congress has widened
considerably since then, accord-
ing to an analysis of financial dis-
closures by The Washington Post.

Between 1984 and 2009, the
median net worth of a member of
the House more than doubled,
according to the analysis of finan-
cial disclosures, from $280,000
to $725,000 in inflation-adjusted
2009 dollars, excluding home
equity.

Over the same period, the
wealth of an American family has
declined slightly, with the compa-
rable median figure sliding from
$20,600 to $20,500, according to
thePanelStudyof IncomeDynam-
ics from the University of Michi-
gan.

The comparisons exclude home
equity because it is not included in
congressional reporting, and 1984
was chosen because it is the earli-
est year for which consistent
wealth statistics are available.

The growing disparity between
the representatives and the repre-
sented means that there is a great-
er distance between the economic
experience of Americans and
those of lawmakers.

“My mother and I used to joke
we were like the Beverly Hillbillies
when we rolled into McLean, and
we really were,” said Michele
Myers, the congressman’s daugh-
ter, now 46. “My dad was driving
this awful lime-green Ford Maver-
ick, and I bought my clothes at
Kmart.”

Today, this area of Pennsylvania
just north of Pittsburgh is repre-
sented in Congress by another
Republican, Mike Kelly, a wealthy
car dealer elected for the first time

in 2010. Kelly, as it happens, grew
up just a few houses down the
street from the Myers family, in a
larger brick home.

Kelly’s dad owned the local
Chevrolet-Cadillac dealership in
Butler, andKelly, anaffable former
football recruit to Notre Dame,
had worked there since he was a
kid. Three years after graduating
from college, he married Victoria
Phillips, an heir to the Phillips oil
fortune. He eventually bought and
took control of the family car busi-
ness, and today, the net worth of
Kelly and his wife runs in the
millions of dollars, according to
financial disclosure forms.

Both men refer to their person-
al life experiences in explaining
their political outlook.

Myers, the son of a bricklayer,
had worked his way through col-
lege to a bachelor’s degree in me-
chanical engineering, and he
looked at issues of work and secu-

rity at least partly through the lens
of his own experience. For exam-
ple, he bucked other Republicans
to vote to raise the minimum wage
and favored expanding a program
to aid workers affected by foreign
imports. He said he understood
the need for what was then called
“the safety net.”

“It would be hard to argue that
the work in the steel mill didn’t
give me a different perspective,”
said Myers, now 74 and retired in
Florida. “I think everybody’s his-
tory has an impact on them.”

Kelly, on the other hand, focus-
es on the hard work he and his
family have done to build the deal-
ership. He thinks that the govern-
ment should be run more like a
business, and that laws must be
fair to people who strive and suc-
ceed. He opposes the estate tax,
the inheritance tax levied on the
wealthy, because, among other
things, he feels he has been over-

taxed already. He says unemploy-
ment checks make some less will-
ing to go back to work. And asked
about tax breaks for oil compa-
nies, he notes that when corpora-
tions profit, people with pensions
and portfolios do, too.

Moreover, he favors the budget
plan advanced by Rep. Paul Ryan
(R-Wis.), which seeks to eliminate
tax loopholes and lowers the in-
come tax on the highest earners
from 35 percent to 25 percent.

In explaining his outlook, Kelly
often refers to his father. One of
nine kids who started the car busi-
ness almost from scratch, his fa-
ther was skeptical of the ideas for
social programs and education
that his son brought home from
college in the late 1960s.

“He’d say, ‘Oh, I love your ideas,
I love your ideas,’ ” Kelly recalled.
“But he’d say, ‘You know why it’s a
great country, don’t you? We
worked our a---- off. That’s why it’s
a great country.’ ”

High cost of campaigning
The growing financial comfort

of Congress relative to most Amer-
icans is consistent with the gener-
al trends in the United States
toward inequality of wealth:
Members of Congress have long
been wealthier than average
Americans, and in recent decades
the wealth of the wealthiest Amer-
icans has outpaced that of the
average.

In 1984, the 90th percentile of
U.S. families had holdings worth
six times the median family’s; by
2009, the 90th percentile was
worth 12 times the median family,
according to the University of
Michigan study, a longitudinal
panel survey. These figures in-
clude home equity.

This growing inequality, not
surprisingly, is seen in Congress.
Not only has the median wealth
increased, but the proportion of
representatives who have little be-
sides a home has shrunk. In 1984,

SAMWOLFE FOR THE WASHINGTON POST

GaryMyers rides his bike in Sebastian, Fla. In the 1970s, he was a GOP congressman from Pennsylvania.



one in five House members had
zero or negative net worth exclud-
ing home equity, according to the
disclosures; by 2009, that number
had dropped to one in 12.

Another possible reason for the
growing wealth of Congress is that
running a campaign has become
much, much more expensive,
making it more likely that wealthy
people, who can donate substan-
tially to their own campaigns, gain
office.

Since 1976, the average amount
spent by winning House candi-
dates quadrupled in inflation-ad-
justed dollars, to $1.4 million, ac-
cording to the Federal Election
Commission.

For example, Myers’s first win-
ning campaign, in 1974, cost
$33,000, according to federal elec-
tion records. That’s about
$146,000 in current dollars, or
one-tenth the current average. To
make do, his wife held coffee
klatches and improvised bro-
chures with markers and index
cards.

“Each one had different colors
and designs my mom made — and
they’d hand them out at stores,”
recalled Myers’s son, Mark. “I
don’t want to disparage my par-
ents, but it was kind of like they
were running for student council.”

By contrast, when Kelly ran for
the first time in 2010, he spent
$1.2 million on his election, fi-
nancing $380,000 of it himself,
according to campaign records.

Finally, while congressional pay
is a frequent object of controversy,
it is unlikely to have been one of
the reasons for the growing dis-
parity between representatives
and their constituents. In infla-
tion-adjusted dollars, Myers
earned $215,000 in 1977; today, a
member of Congress earns

$174,000.

Political polarization
About a decade ago, academics

studying the effect of income in-
equality on politics noticed a strik-
ing fact: The growth of income
inequality has tracked very closely
with measures of political polar-
ization, which has been gauged
using the average difference
between the liberal/conservative
scores for Republican and Demo-
cratic members of the House. The
scores comefromadatabasewide-
ly used by academics.

“The proximity of these trends
is uncanny,” researchers Nolan
McCarty, Keith T. Poole and How-
ard Rosenthal wrote in a a 2003
paper. “Remarkably, the trends of
economic inequality and elite po-
litical polarization have moved al-
most in tandem for the past hal-
f-century.”

Exactly why this should be is a
matter of ongoing research.

But a person’s financial circum-
stances certainly affect a person’s
political outlook. For example,
people identified as lower or mid-
dle class have been more likely to
see income inequality as a prob-
lem and to favor redistribution of

income, according to figures from
the General Social Survey.

Moreover, there is at least some
research that shows that members
of Congress bring their life experi-
ences to bear when they vote.

A representative’s occupation
before being elected influences
how liberal or conservative he or
she is in voting, according to an
analysis of more than 50 years of
congressional votes by Duke Uni-
versity professor Nick Carnes.

In order from most conserva-
tive to most liberal: farm owners;
businesspeople such as bankers or
insurance executives; private-sec-
tor professionals such as doctors,
engineers and architects; lawyers;
service-based professionals such
as teachers and social workers;
politicians; and blue-collar work-
ers, according to the analysis,
which is being published in Legis-
lative Studies Quarterly.

Carnes said that while party
affiliation is the strongest deter-
minant of voting records, “the dif-
ferencesbetween legislatorsofdif-
ferent occupational backgrounds
are pretty striking. People tend to
bring the worldview that comes
with their occupation with them
into office,” he said.

Rep.Mike Kelly,
a Pennsylvania
Republican
elected in 2010,
is advised by staff
member Tricia
Cascio at a
meeting of the
House Committee
on Education and
theWorkforce.

MELINA MARA/THE
WASHINGTON POST

‘Kill more than you eat’
Kelly begins the story of the car

dealership with his father, who
started out in the auto business as
a “parts picker” in a warehouse.
Getting paid by the part, he
donned roller skates to bump up
his productivity.

Eventually his father saved
enough to buy a dealership here
and soon the family was building a
new showroom themselves on a
farmjustoutside town.MikeKelly,
as the oldest, was in charge of
feeding the animals.

“Each of the boys was in charge
of some area of the dealership,”
recalled Pat Collins, who worked
for a year at the dealership in the
’70s. She is now the director of the
Butler County Historical Society.
“That was Mike’s life — the cars.
The Kellys had the dealership, but
those kids were not put above
anybody else. They worked.”

“He used to sweep up the ga-
rage, wash cars for his dad,” said
Art Bernardi, Kelly’s old football
coach at Butler High School,
where Kelly excelled. “I’m sure he
had a lot more than the average
guy. But he doesn’t live a fancy life.
Heacts likesomeonewhoworksat
the mill or whatever.”

In 1973, Kelly married Victoria
Phillips, an heir to the oil fortune.
Kelly’s financial disclosure forms
show that among her holdings is
stock in Phillips Resources Inc.,
which is valued at between $5
million and $25 million and which
generated more than $100,000
annually in dividends.

Fouryearsoutof college in 1974,
MikeandVictoria wereable tobuy
a home for $50,000, roughly twice
the median value of homes in
Pennsylvania at the time, a large,
stately house close to downtown.

In 1997, Kelly bought his dad’s
business from him, taking out a
$1.6 million mortgage to pay for it.

When discussing his wealth
and how it came to him, Kelly, who
was called “Millionaire Mike” dur-
ing the 2010 campaign, grows ani-
mated.

“Thewaymydadtaughtmewas
pretty basic: You have to kill more
than you eat. You gotta wake up
every day before anyone else, you
better get to work, and you better
stay later than everybody else,” he
said. “I’m a rich guy because I’ve
worked hard. I gotta work every
fricking day. Listen, nobody gives
it to you. I compete. I’m not the

only guy selling hot dogs at the
ballpark, okay?”

His life at the car dealership
influences much of his political
outlook:

On unemployment. Asked
how long the government should
pay joblessbenefits,Kelly suggests
that checks from the government
keep some of the unemployed
from returning to work. He inter-
views some of the jobless for open-
ings at the dealership.

“They say, ‘When are you look-
ing to hire somebody?’ I say, ‘Right
now — that’s why we have an ad in
the paper.’ They say, ‘Well, I still
have about six weeks left on my
unemployment. Will you still be
looking for somebody then?’ ”

Kelly shrugs.
“I think that in a way we have

made it harder for people to make
a decision to move forward,” he
said.

On the estate tax, which he
would like to repeal. “The death
tax doesn’t make sense to me. I
would like to think that after I’ve
worked all my life I could pass
something on and not have to
worry about a government that
already overtaxed me my whole
life taking it one day.”

Kelly has been critical of the
bank bailouts, too. But he declined
to say whether he favored the
government’s $50 billion bailout
of General Motors, which ben-
efited his auto dealership. Had
GM gone out of business, it would
have deprived Kelly of cars to sell
at his Chevrolet-Cadillac dealer-
ship, reducing his inventory to
Hyundais, Kias and used cars. The
government’s “Cash for Clunkers”
program, which offered financial
incentives for consumers to trade
in old cars, also helped Kelly sell
$2.9 million worth of cars.

As the automaker neared the
brink of collapse in December
2008, didn’t he hope the govern-
ment would offer a lifeline?

“I thought about making my
payroll every two weeks,” he said.

From poverty to Congress
In the “hot mill” at the Armco

steel plant, Myers supervised
about 25 steelworkers, the mem-
bers of an independent union. The
operation transformed slabs of
steel in ovens heated to about
2,000 degrees Fahrenheit into
coils, for later processing. He con-
sidered himself neither a worker
nor a part of executive manage-
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ment. He was a shift foreman with
engineering responsibilities, and
each day he wore a work shirt,
jeans and work boots.

He had grown up poor. His
father, a bricklayer, had a drinking
problem, he said, and his mother,
a schoolteacher, largely raised My-
ers and his three siblings. At 9,
Myers recalls working at his
grandfather’s nine-table restau-
rant, washing dishes for 10 cents
an hour. As a teenager, he started a
business mowing lawns and even-
tually set his eyes on getting one of
the co-op jobs at the steel mill,
which allowed him to earn a bach-
elor’s degree in mechanical engi-
neering at the University of Cin-
cinnati.

He recognized that his run for
Congress might seem presumptu-
ous.

“When it startedgettingaround
and the fellas down at work heard
about it, I thought people might
say stuff — you know, down there
you stub your toe and they ridicule
you,” Myers said. “I suppose some
people probably thought, ‘What’s
that Myers think he’s doing?’ But
no one said anything. I was very
grateful.”

He didn’t know much about
running a campaign, and it was
largely improvised by his wife,
Elaine. She organized small gath-
erings and offered him tips on
public speaking — when she no-
ticed people’s feet started shuf-
fling, she flashed him a sign to
move on to another subject.

He lost his first election but was
encouraged by the narrow margin
of defeat. He ran again in 1974 and
won. On the day after his election,
a Pittsburgh television station
asked him to come be a guest on a
news show. Myers told them he
couldn’t come because he had
worn out both of the family cars
during the campaign. The station
agreed to send a car for him.

In Washington, Myers in most
ways hewed to the Republican
line: He voted at times to hold
down the government’s debt, for
example, and voted against rais-
ing Social Security taxes.

But like Kelly, he brought to
bear his life experiences.

As might be expected of an
engineer, Myers had a scientific

g , y
cast of mind, according to his
staffers at the time, demanding
research and numbers to inform
his views. But with the steel mills
in his district struggling, he was
also keenly aware of the problems
facing thousands of workers. On
issues relating directly to workers,
Myers sometimes broke with the
party majority.

He supported, for example, a
hike in the minimum wage, then
$2.30 an hour. He supported an
amendment expanding a program
that extends unemployment and
other benefits to workers adverse-
ly affected by trade. He voted for a
$4 billion boost to a public works
jobs program pushed by President
Jimmy Carter.

“I think he realized that good
people sometimes fall on hard
times,” said James Kunder, who as
a young Harvard graduate just out
of the Marines worked as an aide
to Myers in the ’70s. “He wouldn’t
have been elected from that dis-
trict at that time if he didn’t exude
some of that spirit.”

Today, amid the debates on tax
rates on the wealthy, he suggests
raising the marginal income tax
rate on the very highest incomes
to 45 percent.

Near the beginning of his sec-
ond term, Myers stunned his staff
and many in his district by an-
nouncing that he would not run
for a third term, which it appeared
he could have easily earned. He
said he wanted to spend more
time with his kids. He returned to
the mill, taking a pay cut from the
$57,500 that members of Congress
then earned. Back in Butler, he
coached his son’s baseball team
and helped start a soccer program
at the high school.

Today, when asked about the
effect of wealth on members of
Congress, Myers is characteristi-
cally detached.

“I guess I could see where some-
one who made a lot from personal
risk-taking and business initiative
could have a different outlook.
Even if people come with biases,
I’m not sure they’re evil biases. I
don’t have any problem with
someone who has a lot of money.
But I don’t have any doubt that my
perspective was different from
someone who had more money.”

whoriskeyp@washpost.com
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Tax policy
feeds gap
between
rich, poor
Both parties protect
capital gains rate that
has uneven benefits

BY STEVEN MUFSON
AND JIA LYNN YANG

The K Street office of Mark
Bloomfield, president of the
AmericanCouncil for Capital For-
mation, is full of knickknacks
collected in three decades of lob-
bying for cutting the capital gains
tax.

The coffee table has campaign
buttons that read “Capital Gains
=Better Jobs.” Onewall displays a
blown-up cartoon retracing the
steps that led President Jimmy
Carter to reluctantly sign a cut in
the capital gains tax rate. On a
shelf sits a framed, handwritten
note from President George W.
Bush inDecember 2003 that says:
“DearMark, I got your treatise on
taxes—many thanks. Iwill look it
over with keen interest. Merry
Christmas.”

For the very richest Americans,
low tax rates on capital gains are
better than any Christmas gift. As
a result of a pair of rate cuts, first
under President Bill Clinton and
then under Bush, most of the
richestAmericanspay lowerover-
all tax rates than middle-class
Americans do. And this is one
reason the gap between the
wealthy and the rest of the coun-
try is widening dramatically.

tax continued on A15

9/11/11: A somber 10th anniversary

Confident
Redskins
open season
with victory

FORONETOWN, ATOUCHSTONE

In N.J., strangers became precious

THETOLLOFWAR

For ex-detainee,
present is far

bleaker than past

BY STEPHANIE MCCRUMMEN

middletown, n.j. — As the
10th year after arrived in this
suburban commuter town Sun-
day morning, there was the
sound of cars swooshing along
Highway35,of the8:22whistling
into the station and, nearby, high
heelsclickingalongapavedpath.

Alone for a moment, Gail
Bechtoldt walked through her
town’s memorial garden, a trail
that winds past crape myrtles,

locust trees and a procession of
37 granite markers representing
the toll that the Sept. 11 attacks
took on Middletown, one of the
largest losses in any community
exceptNewYorkCity.

As President Obama began
speaking at Ground Zero, Bech-
toldt stopped at the marker for
GreggReidy, foldedherarmsand
cleared her throat in the quiet,
suburban morning. “St. Mary’s
church,” she said, explaining
their connection. As millions

watched the televised service in
Lower Manhattan, Bechtoldt
walked over to the marker of
Patrick Hoey — “a great Irish
guy” — whom she knew through
local charity work. Around a
curve, there was the smiling,
sandblasted image of LouisMin-
ervino, a frequent customer at
her flower shop. She cried, kissed
two fingers and pressed them to
the stone.

middletown continued on A9

BY ERNESTO LONDOÑO

kabul — Haji Shahzada never
leaves home without a neatly
folded scrap of paper that is the
closest thing to an apology the
United States offered after keep-
ing him locked up in Guanta-
namo Bay, Cuba, for more than
two years.

“This individual has been de-
termined to pose no threat to the
United States Armed Forces or
its interests in Afghanistan,”
reads the April 2005 release
document, which includes a
squiggle of a signature and the
initials of a sergeant first class.
“This certificate has no bearing
on any future misconduct.”

The document is of little con-
solation to Shahzada as he strug-
gles to rebuild a life he says is in
ruins, in a nation he views as
worse off than a decade ago,
when U.S. troops swooped in,
promising to secure, rebuild and
transform Afghanistan.

Shahzada, like several other
Guantanamo Bay detainees in-
terviewed, said he has come to
see the toll that the U.S. invasion
took on his country as a bigger
curse than the years he spent
locked up in the seaside military

afghanistan continued on A10

BY BARRY SVRLUGA

The Washington Redskins’
new quarterback looked more
than competent, throwing a pair
of touchdowns. Their shiny new
first-round draft pick not only
batted an opponent’s pass into
the air, but caught it himself and
stumbled in for a score. The
defense came up with four sacks.
The backup tight end caught
more than 100 yards in passes.
And a key division rival fell.

Draw up Mike Shanahan’s sec-
ond season opener as the Red-
skins’ coach, and it couldn’t have
looked much better than what
transpired Sunday at FedEx
Field. Washington beat the New
York Giants, 28-14, receiving con-
tributions from sources familiar
and not. They all seemed to bring
an element, to the crowdof 80,121
and the team itself, that has been
scarce here for much of the past
decade: confidence.

“As I told our team: I’ve got a
lot of belief in our football team,”
Shanahan said afterward. “But
that’s one win. . . . It’s a long
season, but you’ve got to believe
in yourself. I think our players
will believe in themselves.”

redskins continued on A18
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The nation marked a decade
since theworst terrorist attacks in
U.S. history with official ceremo-
nies and private tributes Sunday
to the thousands who perished
inside — or protecting — the sym-
bols of American power on Sept.
11, 2001.

The anniversary of the attacks
— the first since the killing inMay
of Osama bin Laden — unfolded
through tearful storytelling and
still-vividmemories.

Political and religious leaders
urged the nation to recall the spir-
it of common purpose that de-
fined that day and its immediate
aftermath but which has faded
amid the acrimoniousdebate over
America’s response to the attacks
and the effect that response has
had on the nation’s politics, fi-
nances and values.

Around the world, U.S. troops
marked the anniversary in small,
solemn ceremonies, while a num-
berof countries expressed solidar-
ity with the United States in the
enduring fight against terrorism.
Star-spangled ribbons were visi-
blenearly everywhere—fromsur-
vivors’ lapels to the jerseys of NFL
players on the season’s opening
weekend.

Remembrances ranged from
the gravely hopeful, delivered by a
political cross-section of elected
leaders, to the heartbreakingly in-
timate — a surviving son’s regret
for never having received his fa-
ther’s advice on how to ask a girl
on a date, a daughter’s teary mes-
sage to her father that she would
never forget him.
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Tax policy
feeds gap
between
rich, poor
Both parties protect
capital gains rate that
has uneven benefits

BY STEVEN MUFSON
AND JIA LYNN YANG

The K Street office of Mark
Bloomfield, president of the
AmericanCouncil for Capital For-
mation, is full of knickknacks
collected in three decades of lob-
bying for cutting the capital gains
tax.

The coffee table has campaign
buttons that read “Capital Gains
=Better Jobs.” Onewall displays a
blown-up cartoon retracing the
steps that led President Jimmy
Carter to reluctantly sign a cut in
the capital gains tax rate. On a
shelf sits a framed, handwritten
note from President George W.
Bush inDecember 2003 that says:
“DearMark, I got your treatise on
taxes—many thanks. Iwill look it
over with keen interest. Merry
Christmas.”

For the very richest Americans,
low tax rates on capital gains are
better than any Christmas gift. As
a result of a pair of rate cuts, first
under President Bill Clinton and
then under Bush, most of the
richestAmericanspay lowerover-
all tax rates than middle-class
Americans do. And this is one
reason the gap between the
wealthy and the rest of the coun-
try is widening dramatically.

tax continued on A15

9/11/11: A somber 10th anniversary

Confident
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with victory

FORONETOWN, ATOUCHSTONE

In N.J., strangers became precious

THETOLLOFWAR

For ex-detainee,
present is far

bleaker than past

BY STEPHANIE MCCRUMMEN

middletown, n.j. — As the
10th year after arrived in this
suburban commuter town Sun-
day morning, there was the
sound of cars swooshing along
Highway35,of the8:22whistling
into the station and, nearby, high
heelsclickingalongapavedpath.

Alone for a moment, Gail
Bechtoldt walked through her
town’s memorial garden, a trail
that winds past crape myrtles,

locust trees and a procession of
37 granite markers representing
the toll that the Sept. 11 attacks
took on Middletown, one of the
largest losses in any community
exceptNewYorkCity.

As President Obama began
speaking at Ground Zero, Bech-
toldt stopped at the marker for
GreggReidy, foldedherarmsand
cleared her throat in the quiet,
suburban morning. “St. Mary’s
church,” she said, explaining
their connection. As millions

watched the televised service in
Lower Manhattan, Bechtoldt
walked over to the marker of
Patrick Hoey — “a great Irish
guy” — whom she knew through
local charity work. Around a
curve, there was the smiling,
sandblasted image of LouisMin-
ervino, a frequent customer at
her flower shop. She cried, kissed
two fingers and pressed them to
the stone.

middletown continued on A9

BY ERNESTO LONDOÑO

kabul — Haji Shahzada never
leaves home without a neatly
folded scrap of paper that is the
closest thing to an apology the
United States offered after keep-
ing him locked up in Guanta-
namo Bay, Cuba, for more than
two years.

“This individual has been de-
termined to pose no threat to the
United States Armed Forces or
its interests in Afghanistan,”
reads the April 2005 release
document, which includes a
squiggle of a signature and the
initials of a sergeant first class.
“This certificate has no bearing
on any future misconduct.”

The document is of little con-
solation to Shahzada as he strug-
gles to rebuild a life he says is in
ruins, in a nation he views as
worse off than a decade ago,
when U.S. troops swooped in,
promising to secure, rebuild and
transform Afghanistan.

Shahzada, like several other
Guantanamo Bay detainees in-
terviewed, said he has come to
see the toll that the U.S. invasion
took on his country as a bigger
curse than the years he spent
locked up in the seaside military

afghanistan continued on A10

BY BARRY SVRLUGA

The Washington Redskins’
new quarterback looked more
than competent, throwing a pair
of touchdowns. Their shiny new
first-round draft pick not only
batted an opponent’s pass into
the air, but caught it himself and
stumbled in for a score. The
defense came up with four sacks.
The backup tight end caught
more than 100 yards in passes.
And a key division rival fell.

Draw up Mike Shanahan’s sec-
ond season opener as the Red-
skins’ coach, and it couldn’t have
looked much better than what
transpired Sunday at FedEx
Field. Washington beat the New
York Giants, 28-14, receiving con-
tributions from sources familiar
and not. They all seemed to bring
an element, to the crowdof 80,121
and the team itself, that has been
scarce here for much of the past
decade: confidence.

“As I told our team: I’ve got a
lot of belief in our football team,”
Shanahan said afterward. “But
that’s one win. . . . It’s a long
season, but you’ve got to believe
in yourself. I think our players
will believe in themselves.”

redskins continued on A18
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Around the world, U.S. troops
marked the anniversary in small,
solemn ceremonies, while a num-
berof countries expressed solidar-
ity with the United States in the
enduring fight against terrorism.
Star-spangled ribbons were visi-
blenearly everywhere—fromsur-
vivors’ lapels to the jerseys of NFL
players on the season’s opening
weekend.

Remembrances ranged from
the gravely hopeful, delivered by a
political cross-section of elected
leaders, to the heartbreakingly in-
timate — a surviving son’s regret
for never having received his fa-
ther’s advice on how to ask a girl
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sage to her father that she would
never forget him.
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GOP has led the push for low (or no) capital gains taxes
The rates on capital gains —

which include profits from the
sale of stocks, bonds and real
estate — should be a key point in
negotiations over how to shrink
the budget deficit, some lawmak-
ers say.

“This is something that should
be on the table,” said Rep. Chris
Van Hollen (D-Md.), one of 12
members on the congressional
“supercommittee” taskedwith re-
ducing the deficit. “There’s no
strong economic rationale for the
huge gap that exists now between
the rate for wages and the rate for
capital gains.”

Advocates for a low capital
gains rate say it spurs more in-
vestment in the U.S. economy,
benefiting all Americans. But
some tax experts say the evidence
for that theory is murky at best.
What is clear is that the capital
gains tax rate disproportionately
benefits the ultra-wealthy.

Most Americans depend on
wages and salaries for their in-
come, which is subject to a gradu-
ated tax so the big earners pay
higher percentages. The capital
gains tax turns that idea on its
head, capping the rate at 15 per-
cent for long-term investments.
As a result, anyone making more
than $34,500 a year in wages and
salary is taxed at a higher rate
than a billionaire is taxed on
untold millions in capital gains.

While it’s true that many mid-
dle-class Americans own stocks
or bonds, they tend to stash them
in tax-sheltered retirement ac-
counts, where the capital gains
rate does not apply. By contrast,
the richest Americans reap huge
benefits. Over the past 20 years,
more than 80 percent of the capi-
tal gains income realized in the
United States has gone to 5 per-
cent of the people; about half of
all the capital gains have gone to
the wealthiest 0.1 percent.

“The way you get rich in this
world is not by working hard,”
saidMarty Sullivan, an economist
and a contributing editor to Tax
Analysts. “It’s by owning large
amounts of assets and having
those things appreciate in value.”

Republicans have led the way
in pressing for low capital gains
tax rates, but they have been able
to rely on a significant bloc of
Democratic allies to prevent an
increase and toprotect theprefer-
ential treatment ofmoney earned
through investments over money
earned through labor.

President Obama and leading
Democrats want to allow the tax
cuts passed under Bush to expire.
Thatwould raise the capital gains
tax rate from 15 percent to 20 per-
cent. But that would still be lower
than the rate under President
Ronald Reagan — who raised the
tax in 1986.

“Capital gains . . . veers onto
theology for Republicans, but it
has always been a bipartisan is-
sue,” Bloomfield said.

A poll this spring by the non-
profit Public Religion Research
Institute showed that Americans,
by a 2-to-1 margin, think the
wealthy should pay more taxes
than the middle class and the
poor.

Billionaire Warren Buffett has
become one of the loudest and
most frequently cited proponents
of the wealthy paying more in
taxes.

“The truth is, I have never had
it so good in terms of taxes,”
Buffett said in an interview with

tax from A1

Charlie Rose. “I am paying the
lowest tax rate that I’ve ever paid
in my life. Now that’s crazy, you
know. And if you look at Forbes
400, they are paying a lower rate,
counting payroll taxes, than their
secretary or whomever around
their office, on average.”

How the wealthiest Americans
managed to get Congress to treat
money made from investments
differently from salaries or wages
involved a variety of lobbyists,
economists and lawmakers.

“Capital gains is economics,
theology and politics wrapped to-
gether,” Bloomfield said.

The Greenspan effect
The theory justifying low capi-

tal gains taxes has many philo-
sophical fathers butnoneas influ-
ential as Alan Greenspan, the
former Federal Reserve chairman
who was treated as an economic
seer for decades.

Greenspan said capital gains
taxes made people reluctant to
move out of one investment and
into other, more-promising ones.

In 1997 congressional testimo-
ny, Greenspan said the “major
impact” of the capital gains tax,
“as best I can judge, is to impede
entrepreneurial activity and capi-
tal formation.”

“The appropriate capital gains
tax rate was zero,” he added.

Greenspan’s thinking had been
around for decades. The same
approach was adopted in 1921,
just before a stock market boom,
when the U.S. government low-
ered the capital gains rate for the
first time. Over the decades, the
rate fluctuated but remained low-
er than the rate on wage income.

Then in 1986, under a far-
reaching tax bill, Democrats cut a
deal with Reagan to raise the tax
on investments and lower the one
for salaries. For the first time in65
years, both forms of income
would be taxed at the same rate:
28 percent.

But that moment was brief.
In 1990 and 1993, the top tax

rates on other forms of income
rose, while the tax on capital
gains stayed put, a disappoint-
ment to President George H.W.
Bush, who wanted even lower
capital gains rates.

After the Republicans took
control of Congress in 1994, they
again pressed for capital gains

rate cuts.
Greenspan was then near the

peakof his credibility inWashing-
ton. In 1993, he promised Clinton
that hewould lower interest rates
if Clinton backed a deal to narrow
the budget deficit. Both men de-
livered, building trust.

By 1997, the GOP leaders were
turning to Greenspan for eco-
nomic cover and inspiration.

“Now I agree with Steve Moore
and Alan Greenspan that the cor-
rect rate is zero if you want maxi-
mum economic growth,” House
Speaker Newt Gingrich (R-Ga.)
said at the Cato Institute on July
16, 1998. “If you really wanted the
mostwealth created over the next
20 years, you would have a zero
rate for the capital gains tax,
which is a tax on job creation.”

Other GOP lawmakers formed
the Zero Capital Gains Caucus,
with 92 House members and 15
senators. The group’s chairman,
Rep. David Dreier (R-Calif.), said
on his Web site: “Federal Reserve
Chairman Alan Greenspan has
said we should reduce it. So what
are we waiting for?”

The group included many
members of the powerful tax-
writing House Ways and Means
Committee. One was Rep. James
Otis “Jim” McCrery (R-La.). He
formed the Committee for the
Preservation of Capitalism, a po-
litical action committee that he
used to give money to candidates
favoring lower capital gains rates.

Treasury Secretary Robert Ru-
bin wasn’t enthusiastic, but Clin-
ton, seeking compromises with
Congress, agreed to cut the capi-
tal gains tax rate to 20 percent.

“The irony is that Reagan got
rid of the preferential rates for
capital gains and Clinton put
them back in,” Sullivan said.

Six years later, congressional
Republicans and President
George W. Bush teamed up to cut
the tax rate again, this time to a
historic low of 15 percent.

These changes drove down the
overall tax rate paid by the
wealthy. In 1996, before the capi-
tal gains cut under Clinton, mil-
lionaires paid an effective rate of
30.8 percent. By 2007, it was 22.1
percent.

Many tax experts contest the
benefits of a low capital gains
rate.

Jane Gravelle, a tax expert at

the Congressional Research Ser-
vice, says a rate cut couldgenerate
more government revenue for a
year or two as investors take ad-
vantage of lower rates or a rising
stock market, but she says that
initial bump in tax revenuewould
fade. And the government, over
time,would collectmore overall if
it kept the rate higher.

Greenspan would not com-
ment for this story. But while he
and others argue that thewealthy
would save and reinvest their
gains, thus spurring economic
growth, other analysts say that
result is not clear.

“Lower capital gains [taxes]
are amixed bag even if you’re just
looking at efficiency,” said Leon-
ard Burman, a professor at Syra-
cuse University and former head
of tax analysis at the Treasury
Department. “It might encourage
more risk-taking, but it also cre-
ates huge opportunities for tax
shelters aimed at converting ordi-
nary income to capital gains. Peo-
ple wouldmake investments only
because of the tax benefits.”

Moreover, he notes, given the
recent financial crisis, it’s not
clear that an absence of risk-tak-
ing is what’s ailing the economy.

Now, anewgenerationof presi-
dential hopefuls — including Re-
publicans Mitt Romney and Jon
Huntsman Jr. — have begun roll-
ing out their plans to lower or
eliminate the capital gains tax.

Backing from Democrats
While Democrats have decried

the GOP for protecting the
wealthy from tax hikes, they have
been champions of keeping taxes
on investors relatively low.

Last year, Obama proposed al-
lowing Bush’s tax cuts to expire,
whichwould have raised the capi-
tal gains rate from 15 percent to
20 percent for individuals mak-
ing more than $200,000 a year
and couples making $250,000 or
more.

Yet as Congress debated the
fate of the Bush tax cuts, a group
of 47 Democrats wrote a letter to
then-House SpeakerNancy Pelosi
(D-Calif.) opposing any hike in
the tax on capital gains or divi-
dends.

“Raising taxes on capital gains
and dividends could discourage
individuals and businesses from
saving and investing,” the letter

said, adding that the economy
was too “fragile.”

Congress ultimately voted to
extend the tax cuts through 2012.
(By then, roughly half the Demo-
crats who had signed the letter to
Pelosi had lost their re-election
campaigns.)

“If you can’t get a nickel out of
the most egregious people at the
top of the heap, then there’s no
political will [to raise the capital
gains tax] and nothing’s going to
happen,” said Rep. Jim McDer-
mott (D-Wash.), who has spoken
out repeatedly on income in-
equality.

This summer, Sen. Patty Mur-
ray (D-Wash.) bashed Republi-
cans for defending “themost gen-
erous tax rates wealthy Ameri-
canshaveenjoyed in60years.”Yet
last year she joined three other
Senate Democrats — Mark R.
Warner (Va.), Robert P. Casey (Pa.)
and Jeanne Shaheen (N.H.)—and
GOP Sen. Scott Brown (Mass.) in
fighting to exempt venture capi-
tal firms from any capital gains
tax increase, saying in a joint
letter that it would hurt “job cre-
ation and innovation.” The bill,
which would have spent the add-
ed revenue in part to extend un-
employment benefits, later failed.

Spokespeople for Murray, who
is a co-chair of the congressional
debt-reduction supercommittee,
declined to comment.

“You need some advantage of
capital gains to incentivize pa-
tient capital,” Warner said. “It
probably doesn’t need to be what
we’ve got right now, which is a
20-point differential.”

Leading Democrats have also
repeatedly defended a class of
investment managers who get
special benefits from the tax rate
on investment profits because
their income, known as “carried
interest,” is counted not as wages
but as capital gains. Instead of
paying a 35 percent rate, these
executives pay 15 percent. Pri-
vate-equity managers from firms
such as Apollo, Blackstone and
the Carlyle Group save billions of
dollars every year in this way —
and lobby fiercely to keep it that
way.

Some GOP lawmakers have
been even more aggressive. In
2007, Rep. Eric Cantor (R-Va.)
formed the Coalition for the Free-
dom of American Investors and

Retirees to block legislation that
would raised taxes on private-eq-
uity profits. Dozens of lobbyists
rushed to join up.

Now House majority leader,
Cantor is evenmore central in the
tax debate and is still courted by
the financial industry.

“Leader Cantor believes in low-
er taxes across the board for
workers, small-business people
and job creators,” said Cantor’s
spokeswoman, Laena Fallon.

Last year, his two fundraising
committees hauled in nearly
$2 million from securities and
investment firms and real estate
companies. Cantor has also re-
ceived substantial campaign con-
tributions from private equity
firms. KKR was his fifth-largest
contributor in the last election
cycle, giving $52,600.

“Wall Street loves the preferen-
tial capital gains rate. All ofAmer-
ica’s 20- or 30 million wealthy
small investors love capital gains
rates,” Sullivan said. “It’s just a
tremendously popular item with
political contributors. It’s some-
thing that directly impacts every
wealthy household in America.”

Some lawmakers who have
backed low tax rates on capital
gains have later been hired by the
financial industry.

After leaving Congress, McCr-
ery, for example, joined the lobby-
ing firm Capitol Counsel, where
one of his major clients in 2010
was the Alliance for Savings and
Investment, a coalition including
the Business Roundtable, the Fi-
nancial Services Forum and
AT&T.

McCrery said he hopes to rep-
resent them again. Preferential
treatment of capital gains “will
encourage risk-taking, capital
formation and therefore invest-
ment and job creation and . . . the
kinds of things we have valued in
this country in terms of people
starting their own businesses,” he
said.

But others said that regardless
of the economic arguments, the
steady cutting of the capital gains
tax rate reflects the political pow-
er of the rich, who are more likely
to contribute to politicians and
benefit from the work of lobby-
ists. In other words, inequality of
wealth can lead to inequality of
representation.

“Capital gains taxes is actually
pretty foreign to the experience of
most voters,” said Jacob Hacker,
political science professor at Yale
University and co-author of the
book “Winner-Take-All Politics.”
“These are things that are only a
concern for those who itemize
[their tax returns], which most
Americans don’t.”

The 400 richest taxpayers in
2008 counted 60 percent of their
income in the form of capital
gains and 8 percent from salary
andwages. The rest of the country
reported 5 percent in capital
gains and 72 percent in salary.

The result, Hacker says, is that
the lobbying winds up being lop-
sided, too.

“The amount of lobbying that
takes place on tax policy from the
deep-pocketed interests that have
the most at stake is enormous,”
Hacker said. “There’s very little
representation on the other side.”

“Don’t forget,” he added, “that
members ofCongress themselves,
particularly senators, are well off
and they’re more likely to be
sympathetic to the argument for
low capital gains.”

mufsons@washpost.com
yangjl@washpost.com

Capital gains
by the numbers
l More than 80 percent of the capital
gains income realized in the United
States in the past 20 years has gone to
5 percent of the people. About half of
all the capital gains have gone to the
wealthiest 0.1 percent.
l The 400 richest taxpayers in 2008
counted 60 percent of their income in
the form of capital gains and 8 percent
from salary and wages. The rest of the
country reported 5 percent in capital
gains and 72 percent in salary.
l For thosemaking between $1million
and $1.5million, the effective income
tax rate is around 24 percent. Those
with incomes above $10million, who
report a higher proportion of capital
gains, pay 19.4 percent.
l The richest 1 percent of households
hold roughly half of all outstanding
stock, financial securities, trust equity
and business equity. The richest
10 percent of families account for 85
to 95 percent of equity.
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Read the other parts of the
Breakaway Wealth series at
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GOP has led the push for low (or no) capital gains taxes
The rates on capital gains —

which include profits from the
sale of stocks, bonds and real
estate — should be a key point in
negotiations over how to shrink
the budget deficit, some lawmak-
ers say.

“This is something that should
be on the table,” said Rep. Chris
Van Hollen (D-Md.), one of 12
members on the congressional
“supercommittee” taskedwith re-
ducing the deficit. “There’s no
strong economic rationale for the
huge gap that exists now between
the rate for wages and the rate for
capital gains.”

Advocates for a low capital
gains rate say it spurs more in-
vestment in the U.S. economy,
benefiting all Americans. But
some tax experts say the evidence
for that theory is murky at best.
What is clear is that the capital
gains tax rate disproportionately
benefits the ultra-wealthy.

Most Americans depend on
wages and salaries for their in-
come, which is subject to a gradu-
ated tax so the big earners pay
higher percentages. The capital
gains tax turns that idea on its
head, capping the rate at 15 per-
cent for long-term investments.
As a result, anyone making more
than $34,500 a year in wages and
salary is taxed at a higher rate
than a billionaire is taxed on
untold millions in capital gains.

While it’s true that many mid-
dle-class Americans own stocks
or bonds, they tend to stash them
in tax-sheltered retirement ac-
counts, where the capital gains
rate does not apply. By contrast,
the richest Americans reap huge
benefits. Over the past 20 years,
more than 80 percent of the capi-
tal gains income realized in the
United States has gone to 5 per-
cent of the people; about half of
all the capital gains have gone to
the wealthiest 0.1 percent.

“The way you get rich in this
world is not by working hard,”
saidMarty Sullivan, an economist
and a contributing editor to Tax
Analysts. “It’s by owning large
amounts of assets and having
those things appreciate in value.”

Republicans have led the way
in pressing for low capital gains
tax rates, but they have been able
to rely on a significant bloc of
Democratic allies to prevent an
increase and toprotect theprefer-
ential treatment ofmoney earned
through investments over money
earned through labor.

President Obama and leading
Democrats want to allow the tax
cuts passed under Bush to expire.
Thatwould raise the capital gains
tax rate from 15 percent to 20 per-
cent. But that would still be lower
than the rate under President
Ronald Reagan — who raised the
tax in 1986.

“Capital gains . . . veers onto
theology for Republicans, but it
has always been a bipartisan is-
sue,” Bloomfield said.

A poll this spring by the non-
profit Public Religion Research
Institute showed that Americans,
by a 2-to-1 margin, think the
wealthy should pay more taxes
than the middle class and the
poor.

Billionaire Warren Buffett has
become one of the loudest and
most frequently cited proponents
of the wealthy paying more in
taxes.

“The truth is, I have never had
it so good in terms of taxes,”
Buffett said in an interview with
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Charlie Rose. “I am paying the
lowest tax rate that I’ve ever paid
in my life. Now that’s crazy, you
know. And if you look at Forbes
400, they are paying a lower rate,
counting payroll taxes, than their
secretary or whomever around
their office, on average.”

How the wealthiest Americans
managed to get Congress to treat
money made from investments
differently from salaries or wages
involved a variety of lobbyists,
economists and lawmakers.

“Capital gains is economics,
theology and politics wrapped to-
gether,” Bloomfield said.

The Greenspan effect
The theory justifying low capi-

tal gains taxes has many philo-
sophical fathers butnoneas influ-
ential as Alan Greenspan, the
former Federal Reserve chairman
who was treated as an economic
seer for decades.

Greenspan said capital gains
taxes made people reluctant to
move out of one investment and
into other, more-promising ones.

In 1997 congressional testimo-
ny, Greenspan said the “major
impact” of the capital gains tax,
“as best I can judge, is to impede
entrepreneurial activity and capi-
tal formation.”

“The appropriate capital gains
tax rate was zero,” he added.

Greenspan’s thinking had been
around for decades. The same
approach was adopted in 1921,
just before a stock market boom,
when the U.S. government low-
ered the capital gains rate for the
first time. Over the decades, the
rate fluctuated but remained low-
er than the rate on wage income.

Then in 1986, under a far-
reaching tax bill, Democrats cut a
deal with Reagan to raise the tax
on investments and lower the one
for salaries. For the first time in65
years, both forms of income
would be taxed at the same rate:
28 percent.

But that moment was brief.
In 1990 and 1993, the top tax

rates on other forms of income
rose, while the tax on capital
gains stayed put, a disappoint-
ment to President George H.W.
Bush, who wanted even lower
capital gains rates.

After the Republicans took
control of Congress in 1994, they
again pressed for capital gains

rate cuts.
Greenspan was then near the

peakof his credibility inWashing-
ton. In 1993, he promised Clinton
that hewould lower interest rates
if Clinton backed a deal to narrow
the budget deficit. Both men de-
livered, building trust.

By 1997, the GOP leaders were
turning to Greenspan for eco-
nomic cover and inspiration.

“Now I agree with Steve Moore
and Alan Greenspan that the cor-
rect rate is zero if you want maxi-
mum economic growth,” House
Speaker Newt Gingrich (R-Ga.)
said at the Cato Institute on July
16, 1998. “If you really wanted the
mostwealth created over the next
20 years, you would have a zero
rate for the capital gains tax,
which is a tax on job creation.”

Other GOP lawmakers formed
the Zero Capital Gains Caucus,
with 92 House members and 15
senators. The group’s chairman,
Rep. David Dreier (R-Calif.), said
on his Web site: “Federal Reserve
Chairman Alan Greenspan has
said we should reduce it. So what
are we waiting for?”

The group included many
members of the powerful tax-
writing House Ways and Means
Committee. One was Rep. James
Otis “Jim” McCrery (R-La.). He
formed the Committee for the
Preservation of Capitalism, a po-
litical action committee that he
used to give money to candidates
favoring lower capital gains rates.

Treasury Secretary Robert Ru-
bin wasn’t enthusiastic, but Clin-
ton, seeking compromises with
Congress, agreed to cut the capi-
tal gains tax rate to 20 percent.

“The irony is that Reagan got
rid of the preferential rates for
capital gains and Clinton put
them back in,” Sullivan said.

Six years later, congressional
Republicans and President
George W. Bush teamed up to cut
the tax rate again, this time to a
historic low of 15 percent.

These changes drove down the
overall tax rate paid by the
wealthy. In 1996, before the capi-
tal gains cut under Clinton, mil-
lionaires paid an effective rate of
30.8 percent. By 2007, it was 22.1
percent.

Many tax experts contest the
benefits of a low capital gains
rate.

Jane Gravelle, a tax expert at

the Congressional Research Ser-
vice, says a rate cut couldgenerate
more government revenue for a
year or two as investors take ad-
vantage of lower rates or a rising
stock market, but she says that
initial bump in tax revenuewould
fade. And the government, over
time,would collectmore overall if
it kept the rate higher.

Greenspan would not com-
ment for this story. But while he
and others argue that thewealthy
would save and reinvest their
gains, thus spurring economic
growth, other analysts say that
result is not clear.

“Lower capital gains [taxes]
are amixed bag even if you’re just
looking at efficiency,” said Leon-
ard Burman, a professor at Syra-
cuse University and former head
of tax analysis at the Treasury
Department. “It might encourage
more risk-taking, but it also cre-
ates huge opportunities for tax
shelters aimed at converting ordi-
nary income to capital gains. Peo-
ple wouldmake investments only
because of the tax benefits.”

Moreover, he notes, given the
recent financial crisis, it’s not
clear that an absence of risk-tak-
ing is what’s ailing the economy.

Now, anewgenerationof presi-
dential hopefuls — including Re-
publicans Mitt Romney and Jon
Huntsman Jr. — have begun roll-
ing out their plans to lower or
eliminate the capital gains tax.

Backing from Democrats
While Democrats have decried

the GOP for protecting the
wealthy from tax hikes, they have
been champions of keeping taxes
on investors relatively low.

Last year, Obama proposed al-
lowing Bush’s tax cuts to expire,
whichwould have raised the capi-
tal gains rate from 15 percent to
20 percent for individuals mak-
ing more than $200,000 a year
and couples making $250,000 or
more.

Yet as Congress debated the
fate of the Bush tax cuts, a group
of 47 Democrats wrote a letter to
then-House SpeakerNancy Pelosi
(D-Calif.) opposing any hike in
the tax on capital gains or divi-
dends.

“Raising taxes on capital gains
and dividends could discourage
individuals and businesses from
saving and investing,” the letter

said, adding that the economy
was too “fragile.”

Congress ultimately voted to
extend the tax cuts through 2012.
(By then, roughly half the Demo-
crats who had signed the letter to
Pelosi had lost their re-election
campaigns.)

“If you can’t get a nickel out of
the most egregious people at the
top of the heap, then there’s no
political will [to raise the capital
gains tax] and nothing’s going to
happen,” said Rep. Jim McDer-
mott (D-Wash.), who has spoken
out repeatedly on income in-
equality.

This summer, Sen. Patty Mur-
ray (D-Wash.) bashed Republi-
cans for defending “themost gen-
erous tax rates wealthy Ameri-
canshaveenjoyed in60years.”Yet
last year she joined three other
Senate Democrats — Mark R.
Warner (Va.), Robert P. Casey (Pa.)
and Jeanne Shaheen (N.H.)—and
GOP Sen. Scott Brown (Mass.) in
fighting to exempt venture capi-
tal firms from any capital gains
tax increase, saying in a joint
letter that it would hurt “job cre-
ation and innovation.” The bill,
which would have spent the add-
ed revenue in part to extend un-
employment benefits, later failed.

Spokespeople for Murray, who
is a co-chair of the congressional
debt-reduction supercommittee,
declined to comment.

“You need some advantage of
capital gains to incentivize pa-
tient capital,” Warner said. “It
probably doesn’t need to be what
we’ve got right now, which is a
20-point differential.”

Leading Democrats have also
repeatedly defended a class of
investment managers who get
special benefits from the tax rate
on investment profits because
their income, known as “carried
interest,” is counted not as wages
but as capital gains. Instead of
paying a 35 percent rate, these
executives pay 15 percent. Pri-
vate-equity managers from firms
such as Apollo, Blackstone and
the Carlyle Group save billions of
dollars every year in this way —
and lobby fiercely to keep it that
way.

Some GOP lawmakers have
been even more aggressive. In
2007, Rep. Eric Cantor (R-Va.)
formed the Coalition for the Free-
dom of American Investors and

Retirees to block legislation that
would raised taxes on private-eq-
uity profits. Dozens of lobbyists
rushed to join up.

Now House majority leader,
Cantor is evenmore central in the
tax debate and is still courted by
the financial industry.

“Leader Cantor believes in low-
er taxes across the board for
workers, small-business people
and job creators,” said Cantor’s
spokeswoman, Laena Fallon.

Last year, his two fundraising
committees hauled in nearly
$2 million from securities and
investment firms and real estate
companies. Cantor has also re-
ceived substantial campaign con-
tributions from private equity
firms. KKR was his fifth-largest
contributor in the last election
cycle, giving $52,600.

“Wall Street loves the preferen-
tial capital gains rate. All ofAmer-
ica’s 20- or 30 million wealthy
small investors love capital gains
rates,” Sullivan said. “It’s just a
tremendously popular item with
political contributors. It’s some-
thing that directly impacts every
wealthy household in America.”

Some lawmakers who have
backed low tax rates on capital
gains have later been hired by the
financial industry.

After leaving Congress, McCr-
ery, for example, joined the lobby-
ing firm Capitol Counsel, where
one of his major clients in 2010
was the Alliance for Savings and
Investment, a coalition including
the Business Roundtable, the Fi-
nancial Services Forum and
AT&T.

McCrery said he hopes to rep-
resent them again. Preferential
treatment of capital gains “will
encourage risk-taking, capital
formation and therefore invest-
ment and job creation and . . . the
kinds of things we have valued in
this country in terms of people
starting their own businesses,” he
said.

But others said that regardless
of the economic arguments, the
steady cutting of the capital gains
tax rate reflects the political pow-
er of the rich, who are more likely
to contribute to politicians and
benefit from the work of lobby-
ists. In other words, inequality of
wealth can lead to inequality of
representation.

“Capital gains taxes is actually
pretty foreign to the experience of
most voters,” said Jacob Hacker,
political science professor at Yale
University and co-author of the
book “Winner-Take-All Politics.”
“These are things that are only a
concern for those who itemize
[their tax returns], which most
Americans don’t.”

The 400 richest taxpayers in
2008 counted 60 percent of their
income in the form of capital
gains and 8 percent from salary
andwages. The rest of the country
reported 5 percent in capital
gains and 72 percent in salary.

The result, Hacker says, is that
the lobbying winds up being lop-
sided, too.

“The amount of lobbying that
takes place on tax policy from the
deep-pocketed interests that have
the most at stake is enormous,”
Hacker said. “There’s very little
representation on the other side.”

“Don’t forget,” he added, “that
members ofCongress themselves,
particularly senators, are well off
and they’re more likely to be
sympathetic to the argument for
low capital gains.”

mufsons@washpost.com
yangjl@washpost.com

Capital gains
by the numbers
l More than 80 percent of the capital
gains income realized in the United
States in the past 20 years has gone to
5 percent of the people. About half of
all the capital gains have gone to the
wealthiest 0.1 percent.
l The 400 richest taxpayers in 2008
counted 60 percent of their income in
the form of capital gains and 8 percent
from salary and wages. The rest of the
country reported 5 percent in capital
gains and 72 percent in salary.
l For thosemaking between $1million
and $1.5million, the effective income
tax rate is around 24 percent. Those
with incomes above $10million, who
report a higher proportion of capital
gains, pay 19.4 percent.
l The richest 1 percent of households
hold roughly half of all outstanding
stock, financial securities, trust equity
and business equity. The richest
10 percent of families account for 85
to 95 percent of equity.
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Tax policy
feeds gap
between
rich, poor
Both parties protect
capital gains rate that
has uneven benefits

BY STEVEN MUFSON
AND JIA LYNN YANG

The K Street office of Mark
Bloomfield, president of the
AmericanCouncil for Capital For-
mation, is full of knickknacks
collected in three decades of lob-
bying for cutting the capital gains
tax.

The coffee table has campaign
buttons that read “Capital Gains
=Better Jobs.” Onewall displays a
blown-up cartoon retracing the
steps that led President Jimmy
Carter to reluctantly sign a cut in
the capital gains tax rate. On a
shelf sits a framed, handwritten
note from President George W.
Bush inDecember 2003 that says:
“DearMark, I got your treatise on
taxes—many thanks. Iwill look it
over with keen interest. Merry
Christmas.”

For the very richest Americans,
low tax rates on capital gains are
better than any Christmas gift. As
a result of a pair of rate cuts, first
under President Bill Clinton and
then under Bush, most of the
richestAmericanspay lowerover-
all tax rates than middle-class
Americans do. And this is one
reason the gap between the
wealthy and the rest of the coun-
try is widening dramatically.

tax continued on A15

9/11/11: A somber 10th anniversary

Confident
Redskins
open season
with victory

FORONETOWN, ATOUCHSTONE

In N.J., strangers became precious

THETOLLOFWAR

For ex-detainee,
present is far

bleaker than past

BY STEPHANIE MCCRUMMEN

middletown, n.j. — As the
10th year after arrived in this
suburban commuter town Sun-
day morning, there was the
sound of cars swooshing along
Highway35,of the8:22whistling
into the station and, nearby, high
heelsclickingalongapavedpath.

Alone for a moment, Gail
Bechtoldt walked through her
town’s memorial garden, a trail
that winds past crape myrtles,

locust trees and a procession of
37 granite markers representing
the toll that the Sept. 11 attacks
took on Middletown, one of the
largest losses in any community
exceptNewYorkCity.

As President Obama began
speaking at Ground Zero, Bech-
toldt stopped at the marker for
GreggReidy, foldedherarmsand
cleared her throat in the quiet,
suburban morning. “St. Mary’s
church,” she said, explaining
their connection. As millions

watched the televised service in
Lower Manhattan, Bechtoldt
walked over to the marker of
Patrick Hoey — “a great Irish
guy” — whom she knew through
local charity work. Around a
curve, there was the smiling,
sandblasted image of LouisMin-
ervino, a frequent customer at
her flower shop. She cried, kissed
two fingers and pressed them to
the stone.

middletown continued on A9

BY ERNESTO LONDOÑO

kabul — Haji Shahzada never
leaves home without a neatly
folded scrap of paper that is the
closest thing to an apology the
United States offered after keep-
ing him locked up in Guanta-
namo Bay, Cuba, for more than
two years.

“This individual has been de-
termined to pose no threat to the
United States Armed Forces or
its interests in Afghanistan,”
reads the April 2005 release
document, which includes a
squiggle of a signature and the
initials of a sergeant first class.
“This certificate has no bearing
on any future misconduct.”

The document is of little con-
solation to Shahzada as he strug-
gles to rebuild a life he says is in
ruins, in a nation he views as
worse off than a decade ago,
when U.S. troops swooped in,
promising to secure, rebuild and
transform Afghanistan.

Shahzada, like several other
Guantanamo Bay detainees in-
terviewed, said he has come to
see the toll that the U.S. invasion
took on his country as a bigger
curse than the years he spent
locked up in the seaside military

afghanistan continued on A10

BY BARRY SVRLUGA

The Washington Redskins’
new quarterback looked more
than competent, throwing a pair
of touchdowns. Their shiny new
first-round draft pick not only
batted an opponent’s pass into
the air, but caught it himself and
stumbled in for a score. The
defense came up with four sacks.
The backup tight end caught
more than 100 yards in passes.
And a key division rival fell.

Draw up Mike Shanahan’s sec-
ond season opener as the Red-
skins’ coach, and it couldn’t have
looked much better than what
transpired Sunday at FedEx
Field. Washington beat the New
York Giants, 28-14, receiving con-
tributions from sources familiar
and not. They all seemed to bring
an element, to the crowdof 80,121
and the team itself, that has been
scarce here for much of the past
decade: confidence.

“As I told our team: I’ve got a
lot of belief in our football team,”
Shanahan said afterward. “But
that’s one win. . . . It’s a long
season, but you’ve got to believe
in yourself. I think our players
will believe in themselves.”

redskins continued on A18
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HOPE, HEARTBREAK
AT SITES OFHORROR

Obama: ‘Our character
. . . has not changed’

BY SCOTT WILSON
AND DAVID NAKAMURA

The nation marked a decade
since theworst terrorist attacks in
U.S. history with official ceremo-
nies and private tributes Sunday
to the thousands who perished
inside — or protecting — the sym-
bols of American power on Sept.
11, 2001.

The anniversary of the attacks
— the first since the killing inMay
of Osama bin Laden — unfolded
through tearful storytelling and
still-vividmemories.

Political and religious leaders
urged the nation to recall the spir-
it of common purpose that de-
fined that day and its immediate
aftermath but which has faded
amid the acrimoniousdebate over
America’s response to the attacks
and the effect that response has
had on the nation’s politics, fi-
nances and values.

Around the world, U.S. troops
marked the anniversary in small,
solemn ceremonies, while a num-
berof countries expressed solidar-
ity with the United States in the
enduring fight against terrorism.
Star-spangled ribbons were visi-
blenearly everywhere—fromsur-
vivors’ lapels to the jerseys of NFL
players on the season’s opening
weekend.

Remembrances ranged from
the gravely hopeful, delivered by a
political cross-section of elected
leaders, to the heartbreakingly in-
timate — a surviving son’s regret
for never having received his fa-
ther’s advice on how to ask a girl
on a date, a daughter’s teary mes-
sage to her father that she would
never forget him.

memorials continued on A6

Local remembrances
A common thread of recognizing
service to others wove through
commemorations in the area. A8

Attack in Afghanistan
A blast at a military base in Wardak
province kills two Afghans and
wounds about 80 NATO troops. A10

Flying on Sept. 11
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The anniversary in pictures and
video, and an interactive look

back at how things have changed.

NEWYORK:At the 9/11Memorial, Robert Peraza pauses by the name of son Robert David Peraza, who died in theWorld Trade Center.

PENTAGON: Teresa Fallon-Steinbach, Patricia Fallon and Tom Taylor attend Sunday’s ceremony to remember the loved ones they lost.
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SHANKSVILLE, PA.: President Obama and first ladyMichelle Obama attend a wreath-laying ceremony at the Flight 93Memorial.
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GOP has led the push for low (or no) capital gains taxes
The rates on capital gains —

which include profits from the
sale of stocks, bonds and real
estate — should be a key point in
negotiations over how to shrink
the budget deficit, some lawmak-
ers say.

“This is something that should
be on the table,” said Rep. Chris
Van Hollen (D-Md.), one of 12
members on the congressional
“supercommittee” taskedwith re-
ducing the deficit. “There’s no
strong economic rationale for the
huge gap that exists now between
the rate for wages and the rate for
capital gains.”

Advocates for a low capital
gains rate say it spurs more in-
vestment in the U.S. economy,
benefiting all Americans. But
some tax experts say the evidence
for that theory is murky at best.
What is clear is that the capital
gains tax rate disproportionately
benefits the ultra-wealthy.

Most Americans depend on
wages and salaries for their in-
come, which is subject to a gradu-
ated tax so the big earners pay
higher percentages. The capital
gains tax turns that idea on its
head, capping the rate at 15 per-
cent for long-term investments.
As a result, anyone making more
than $34,500 a year in wages and
salary is taxed at a higher rate
than a billionaire is taxed on
untold millions in capital gains.

While it’s true that many mid-
dle-class Americans own stocks
or bonds, they tend to stash them
in tax-sheltered retirement ac-
counts, where the capital gains
rate does not apply. By contrast,
the richest Americans reap huge
benefits. Over the past 20 years,
more than 80 percent of the capi-
tal gains income realized in the
United States has gone to 5 per-
cent of the people; about half of
all the capital gains have gone to
the wealthiest 0.1 percent.

“The way you get rich in this
world is not by working hard,”
saidMarty Sullivan, an economist
and a contributing editor to Tax
Analysts. “It’s by owning large
amounts of assets and having
those things appreciate in value.”

Republicans have led the way
in pressing for low capital gains
tax rates, but they have been able
to rely on a significant bloc of
Democratic allies to prevent an
increase and toprotect theprefer-
ential treatment ofmoney earned
through investments over money
earned through labor.

President Obama and leading
Democrats want to allow the tax
cuts passed under Bush to expire.
Thatwould raise the capital gains
tax rate from 15 percent to 20 per-
cent. But that would still be lower
than the rate under President
Ronald Reagan — who raised the
tax in 1986.

“Capital gains . . . veers onto
theology for Republicans, but it
has always been a bipartisan is-
sue,” Bloomfield said.

A poll this spring by the non-
profit Public Religion Research
Institute showed that Americans,
by a 2-to-1 margin, think the
wealthy should pay more taxes
than the middle class and the
poor.

Billionaire Warren Buffett has
become one of the loudest and
most frequently cited proponents
of the wealthy paying more in
taxes.

“The truth is, I have never had
it so good in terms of taxes,”
Buffett said in an interview with
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Charlie Rose. “I am paying the
lowest tax rate that I’ve ever paid
in my life. Now that’s crazy, you
know. And if you look at Forbes
400, they are paying a lower rate,
counting payroll taxes, than their
secretary or whomever around
their office, on average.”

How the wealthiest Americans
managed to get Congress to treat
money made from investments
differently from salaries or wages
involved a variety of lobbyists,
economists and lawmakers.

“Capital gains is economics,
theology and politics wrapped to-
gether,” Bloomfield said.

The Greenspan effect
The theory justifying low capi-

tal gains taxes has many philo-
sophical fathers butnoneas influ-
ential as Alan Greenspan, the
former Federal Reserve chairman
who was treated as an economic
seer for decades.

Greenspan said capital gains
taxes made people reluctant to
move out of one investment and
into other, more-promising ones.

In 1997 congressional testimo-
ny, Greenspan said the “major
impact” of the capital gains tax,
“as best I can judge, is to impede
entrepreneurial activity and capi-
tal formation.”

“The appropriate capital gains
tax rate was zero,” he added.

Greenspan’s thinking had been
around for decades. The same
approach was adopted in 1921,
just before a stock market boom,
when the U.S. government low-
ered the capital gains rate for the
first time. Over the decades, the
rate fluctuated but remained low-
er than the rate on wage income.

Then in 1986, under a far-
reaching tax bill, Democrats cut a
deal with Reagan to raise the tax
on investments and lower the one
for salaries. For the first time in65
years, both forms of income
would be taxed at the same rate:
28 percent.

But that moment was brief.
In 1990 and 1993, the top tax

rates on other forms of income
rose, while the tax on capital
gains stayed put, a disappoint-
ment to President George H.W.
Bush, who wanted even lower
capital gains rates.

After the Republicans took
control of Congress in 1994, they
again pressed for capital gains

rate cuts.
Greenspan was then near the

peakof his credibility inWashing-
ton. In 1993, he promised Clinton
that hewould lower interest rates
if Clinton backed a deal to narrow
the budget deficit. Both men de-
livered, building trust.

By 1997, the GOP leaders were
turning to Greenspan for eco-
nomic cover and inspiration.

“Now I agree with Steve Moore
and Alan Greenspan that the cor-
rect rate is zero if you want maxi-
mum economic growth,” House
Speaker Newt Gingrich (R-Ga.)
said at the Cato Institute on July
16, 1998. “If you really wanted the
mostwealth created over the next
20 years, you would have a zero
rate for the capital gains tax,
which is a tax on job creation.”

Other GOP lawmakers formed
the Zero Capital Gains Caucus,
with 92 House members and 15
senators. The group’s chairman,
Rep. David Dreier (R-Calif.), said
on his Web site: “Federal Reserve
Chairman Alan Greenspan has
said we should reduce it. So what
are we waiting for?”

The group included many
members of the powerful tax-
writing House Ways and Means
Committee. One was Rep. James
Otis “Jim” McCrery (R-La.). He
formed the Committee for the
Preservation of Capitalism, a po-
litical action committee that he
used to give money to candidates
favoring lower capital gains rates.

Treasury Secretary Robert Ru-
bin wasn’t enthusiastic, but Clin-
ton, seeking compromises with
Congress, agreed to cut the capi-
tal gains tax rate to 20 percent.

“The irony is that Reagan got
rid of the preferential rates for
capital gains and Clinton put
them back in,” Sullivan said.

Six years later, congressional
Republicans and President
George W. Bush teamed up to cut
the tax rate again, this time to a
historic low of 15 percent.

These changes drove down the
overall tax rate paid by the
wealthy. In 1996, before the capi-
tal gains cut under Clinton, mil-
lionaires paid an effective rate of
30.8 percent. By 2007, it was 22.1
percent.

Many tax experts contest the
benefits of a low capital gains
rate.

Jane Gravelle, a tax expert at

the Congressional Research Ser-
vice, says a rate cut couldgenerate
more government revenue for a
year or two as investors take ad-
vantage of lower rates or a rising
stock market, but she says that
initial bump in tax revenuewould
fade. And the government, over
time,would collectmore overall if
it kept the rate higher.

Greenspan would not com-
ment for this story. But while he
and others argue that thewealthy
would save and reinvest their
gains, thus spurring economic
growth, other analysts say that
result is not clear.

“Lower capital gains [taxes]
are amixed bag even if you’re just
looking at efficiency,” said Leon-
ard Burman, a professor at Syra-
cuse University and former head
of tax analysis at the Treasury
Department. “It might encourage
more risk-taking, but it also cre-
ates huge opportunities for tax
shelters aimed at converting ordi-
nary income to capital gains. Peo-
ple wouldmake investments only
because of the tax benefits.”

Moreover, he notes, given the
recent financial crisis, it’s not
clear that an absence of risk-tak-
ing is what’s ailing the economy.

Now, anewgenerationof presi-
dential hopefuls — including Re-
publicans Mitt Romney and Jon
Huntsman Jr. — have begun roll-
ing out their plans to lower or
eliminate the capital gains tax.

Backing from Democrats
While Democrats have decried

the GOP for protecting the
wealthy from tax hikes, they have
been champions of keeping taxes
on investors relatively low.

Last year, Obama proposed al-
lowing Bush’s tax cuts to expire,
whichwould have raised the capi-
tal gains rate from 15 percent to
20 percent for individuals mak-
ing more than $200,000 a year
and couples making $250,000 or
more.

Yet as Congress debated the
fate of the Bush tax cuts, a group
of 47 Democrats wrote a letter to
then-House SpeakerNancy Pelosi
(D-Calif.) opposing any hike in
the tax on capital gains or divi-
dends.

“Raising taxes on capital gains
and dividends could discourage
individuals and businesses from
saving and investing,” the letter

said, adding that the economy
was too “fragile.”

Congress ultimately voted to
extend the tax cuts through 2012.
(By then, roughly half the Demo-
crats who had signed the letter to
Pelosi had lost their re-election
campaigns.)

“If you can’t get a nickel out of
the most egregious people at the
top of the heap, then there’s no
political will [to raise the capital
gains tax] and nothing’s going to
happen,” said Rep. Jim McDer-
mott (D-Wash.), who has spoken
out repeatedly on income in-
equality.

This summer, Sen. Patty Mur-
ray (D-Wash.) bashed Republi-
cans for defending “themost gen-
erous tax rates wealthy Ameri-
canshaveenjoyed in60years.”Yet
last year she joined three other
Senate Democrats — Mark R.
Warner (Va.), Robert P. Casey (Pa.)
and Jeanne Shaheen (N.H.)—and
GOP Sen. Scott Brown (Mass.) in
fighting to exempt venture capi-
tal firms from any capital gains
tax increase, saying in a joint
letter that it would hurt “job cre-
ation and innovation.” The bill,
which would have spent the add-
ed revenue in part to extend un-
employment benefits, later failed.

Spokespeople for Murray, who
is a co-chair of the congressional
debt-reduction supercommittee,
declined to comment.

“You need some advantage of
capital gains to incentivize pa-
tient capital,” Warner said. “It
probably doesn’t need to be what
we’ve got right now, which is a
20-point differential.”

Leading Democrats have also
repeatedly defended a class of
investment managers who get
special benefits from the tax rate
on investment profits because
their income, known as “carried
interest,” is counted not as wages
but as capital gains. Instead of
paying a 35 percent rate, these
executives pay 15 percent. Pri-
vate-equity managers from firms
such as Apollo, Blackstone and
the Carlyle Group save billions of
dollars every year in this way —
and lobby fiercely to keep it that
way.

Some GOP lawmakers have
been even more aggressive. In
2007, Rep. Eric Cantor (R-Va.)
formed the Coalition for the Free-
dom of American Investors and

Retirees to block legislation that
would raised taxes on private-eq-
uity profits. Dozens of lobbyists
rushed to join up.

Now House majority leader,
Cantor is evenmore central in the
tax debate and is still courted by
the financial industry.

“Leader Cantor believes in low-
er taxes across the board for
workers, small-business people
and job creators,” said Cantor’s
spokeswoman, Laena Fallon.

Last year, his two fundraising
committees hauled in nearly
$2 million from securities and
investment firms and real estate
companies. Cantor has also re-
ceived substantial campaign con-
tributions from private equity
firms. KKR was his fifth-largest
contributor in the last election
cycle, giving $52,600.

“Wall Street loves the preferen-
tial capital gains rate. All ofAmer-
ica’s 20- or 30 million wealthy
small investors love capital gains
rates,” Sullivan said. “It’s just a
tremendously popular item with
political contributors. It’s some-
thing that directly impacts every
wealthy household in America.”

Some lawmakers who have
backed low tax rates on capital
gains have later been hired by the
financial industry.

After leaving Congress, McCr-
ery, for example, joined the lobby-
ing firm Capitol Counsel, where
one of his major clients in 2010
was the Alliance for Savings and
Investment, a coalition including
the Business Roundtable, the Fi-
nancial Services Forum and
AT&T.

McCrery said he hopes to rep-
resent them again. Preferential
treatment of capital gains “will
encourage risk-taking, capital
formation and therefore invest-
ment and job creation and . . . the
kinds of things we have valued in
this country in terms of people
starting their own businesses,” he
said.

But others said that regardless
of the economic arguments, the
steady cutting of the capital gains
tax rate reflects the political pow-
er of the rich, who are more likely
to contribute to politicians and
benefit from the work of lobby-
ists. In other words, inequality of
wealth can lead to inequality of
representation.

“Capital gains taxes is actually
pretty foreign to the experience of
most voters,” said Jacob Hacker,
political science professor at Yale
University and co-author of the
book “Winner-Take-All Politics.”
“These are things that are only a
concern for those who itemize
[their tax returns], which most
Americans don’t.”

The 400 richest taxpayers in
2008 counted 60 percent of their
income in the form of capital
gains and 8 percent from salary
andwages. The rest of the country
reported 5 percent in capital
gains and 72 percent in salary.

The result, Hacker says, is that
the lobbying winds up being lop-
sided, too.

“The amount of lobbying that
takes place on tax policy from the
deep-pocketed interests that have
the most at stake is enormous,”
Hacker said. “There’s very little
representation on the other side.”

“Don’t forget,” he added, “that
members ofCongress themselves,
particularly senators, are well off
and they’re more likely to be
sympathetic to the argument for
low capital gains.”

mufsons@washpost.com
yangjl@washpost.com

Capital gains
by the numbers
l More than 80 percent of the capital
gains income realized in the United
States in the past 20 years has gone to
5 percent of the people. About half of
all the capital gains have gone to the
wealthiest 0.1 percent.
l The 400 richest taxpayers in 2008
counted 60 percent of their income in
the form of capital gains and 8 percent
from salary and wages. The rest of the
country reported 5 percent in capital
gains and 72 percent in salary.
l For thosemaking between $1million
and $1.5million, the effective income
tax rate is around 24 percent. Those
with incomes above $10million, who
report a higher proportion of capital
gains, pay 19.4 percent.
l The richest 1 percent of households
hold roughly half of all outstanding
stock, financial securities, trust equity
and business equity. The richest
10 percent of families account for 85
to 95 percent of equity.
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GOP has led the push for low (or no) capital gains taxes
The rates on capital gains —

which include profits from the
sale of stocks, bonds and real
estate — should be a key point in
negotiations over how to shrink
the budget deficit, some lawmak-
ers say.

“This is something that should
be on the table,” said Rep. Chris
Van Hollen (D-Md.), one of 12
members on the congressional
“supercommittee” taskedwith re-
ducing the deficit. “There’s no
strong economic rationale for the
huge gap that exists now between
the rate for wages and the rate for
capital gains.”

Advocates for a low capital
gains rate say it spurs more in-
vestment in the U.S. economy,
benefiting all Americans. But
some tax experts say the evidence
for that theory is murky at best.
What is clear is that the capital
gains tax rate disproportionately
benefits the ultra-wealthy.

Most Americans depend on
wages and salaries for their in-
come, which is subject to a gradu-
ated tax so the big earners pay
higher percentages. The capital
gains tax turns that idea on its
head, capping the rate at 15 per-
cent for long-term investments.
As a result, anyone making more
than $34,500 a year in wages and
salary is taxed at a higher rate
than a billionaire is taxed on
untold millions in capital gains.

While it’s true that many mid-
dle-class Americans own stocks
or bonds, they tend to stash them
in tax-sheltered retirement ac-
counts, where the capital gains
rate does not apply. By contrast,
the richest Americans reap huge
benefits. Over the past 20 years,
more than 80 percent of the capi-
tal gains income realized in the
United States has gone to 5 per-
cent of the people; about half of
all the capital gains have gone to
the wealthiest 0.1 percent.

“The way you get rich in this
world is not by working hard,”
saidMarty Sullivan, an economist
and a contributing editor to Tax
Analysts. “It’s by owning large
amounts of assets and having
those things appreciate in value.”

Republicans have led the way
in pressing for low capital gains
tax rates, but they have been able
to rely on a significant bloc of
Democratic allies to prevent an
increase and toprotect theprefer-
ential treatment ofmoney earned
through investments over money
earned through labor.

President Obama and leading
Democrats want to allow the tax
cuts passed under Bush to expire.
Thatwould raise the capital gains
tax rate from 15 percent to 20 per-
cent. But that would still be lower
than the rate under President
Ronald Reagan — who raised the
tax in 1986.

“Capital gains . . . veers onto
theology for Republicans, but it
has always been a bipartisan is-
sue,” Bloomfield said.

A poll this spring by the non-
profit Public Religion Research
Institute showed that Americans,
by a 2-to-1 margin, think the
wealthy should pay more taxes
than the middle class and the
poor.

Billionaire Warren Buffett has
become one of the loudest and
most frequently cited proponents
of the wealthy paying more in
taxes.

“The truth is, I have never had
it so good in terms of taxes,”
Buffett said in an interview with

tax from A1

Charlie Rose. “I am paying the
lowest tax rate that I’ve ever paid
in my life. Now that’s crazy, you
know. And if you look at Forbes
400, they are paying a lower rate,
counting payroll taxes, than their
secretary or whomever around
their office, on average.”

How the wealthiest Americans
managed to get Congress to treat
money made from investments
differently from salaries or wages
involved a variety of lobbyists,
economists and lawmakers.

“Capital gains is economics,
theology and politics wrapped to-
gether,” Bloomfield said.

The Greenspan effect
The theory justifying low capi-

tal gains taxes has many philo-
sophical fathers butnoneas influ-
ential as Alan Greenspan, the
former Federal Reserve chairman
who was treated as an economic
seer for decades.

Greenspan said capital gains
taxes made people reluctant to
move out of one investment and
into other, more-promising ones.

In 1997 congressional testimo-
ny, Greenspan said the “major
impact” of the capital gains tax,
“as best I can judge, is to impede
entrepreneurial activity and capi-
tal formation.”

“The appropriate capital gains
tax rate was zero,” he added.

Greenspan’s thinking had been
around for decades. The same
approach was adopted in 1921,
just before a stock market boom,
when the U.S. government low-
ered the capital gains rate for the
first time. Over the decades, the
rate fluctuated but remained low-
er than the rate on wage income.

Then in 1986, under a far-
reaching tax bill, Democrats cut a
deal with Reagan to raise the tax
on investments and lower the one
for salaries. For the first time in65
years, both forms of income
would be taxed at the same rate:
28 percent.

But that moment was brief.
In 1990 and 1993, the top tax

rates on other forms of income
rose, while the tax on capital
gains stayed put, a disappoint-
ment to President George H.W.
Bush, who wanted even lower
capital gains rates.

After the Republicans took
control of Congress in 1994, they
again pressed for capital gains

rate cuts.
Greenspan was then near the

peakof his credibility inWashing-
ton. In 1993, he promised Clinton
that hewould lower interest rates
if Clinton backed a deal to narrow
the budget deficit. Both men de-
livered, building trust.

By 1997, the GOP leaders were
turning to Greenspan for eco-
nomic cover and inspiration.

“Now I agree with Steve Moore
and Alan Greenspan that the cor-
rect rate is zero if you want maxi-
mum economic growth,” House
Speaker Newt Gingrich (R-Ga.)
said at the Cato Institute on July
16, 1998. “If you really wanted the
mostwealth created over the next
20 years, you would have a zero
rate for the capital gains tax,
which is a tax on job creation.”

Other GOP lawmakers formed
the Zero Capital Gains Caucus,
with 92 House members and 15
senators. The group’s chairman,
Rep. David Dreier (R-Calif.), said
on his Web site: “Federal Reserve
Chairman Alan Greenspan has
said we should reduce it. So what
are we waiting for?”

The group included many
members of the powerful tax-
writing House Ways and Means
Committee. One was Rep. James
Otis “Jim” McCrery (R-La.). He
formed the Committee for the
Preservation of Capitalism, a po-
litical action committee that he
used to give money to candidates
favoring lower capital gains rates.

Treasury Secretary Robert Ru-
bin wasn’t enthusiastic, but Clin-
ton, seeking compromises with
Congress, agreed to cut the capi-
tal gains tax rate to 20 percent.

“The irony is that Reagan got
rid of the preferential rates for
capital gains and Clinton put
them back in,” Sullivan said.

Six years later, congressional
Republicans and President
George W. Bush teamed up to cut
the tax rate again, this time to a
historic low of 15 percent.

These changes drove down the
overall tax rate paid by the
wealthy. In 1996, before the capi-
tal gains cut under Clinton, mil-
lionaires paid an effective rate of
30.8 percent. By 2007, it was 22.1
percent.

Many tax experts contest the
benefits of a low capital gains
rate.

Jane Gravelle, a tax expert at

the Congressional Research Ser-
vice, says a rate cut couldgenerate
more government revenue for a
year or two as investors take ad-
vantage of lower rates or a rising
stock market, but she says that
initial bump in tax revenuewould
fade. And the government, over
time,would collectmore overall if
it kept the rate higher.

Greenspan would not com-
ment for this story. But while he
and others argue that thewealthy
would save and reinvest their
gains, thus spurring economic
growth, other analysts say that
result is not clear.

“Lower capital gains [taxes]
are amixed bag even if you’re just
looking at efficiency,” said Leon-
ard Burman, a professor at Syra-
cuse University and former head
of tax analysis at the Treasury
Department. “It might encourage
more risk-taking, but it also cre-
ates huge opportunities for tax
shelters aimed at converting ordi-
nary income to capital gains. Peo-
ple wouldmake investments only
because of the tax benefits.”

Moreover, he notes, given the
recent financial crisis, it’s not
clear that an absence of risk-tak-
ing is what’s ailing the economy.

Now, anewgenerationof presi-
dential hopefuls — including Re-
publicans Mitt Romney and Jon
Huntsman Jr. — have begun roll-
ing out their plans to lower or
eliminate the capital gains tax.

Backing from Democrats
While Democrats have decried

the GOP for protecting the
wealthy from tax hikes, they have
been champions of keeping taxes
on investors relatively low.

Last year, Obama proposed al-
lowing Bush’s tax cuts to expire,
whichwould have raised the capi-
tal gains rate from 15 percent to
20 percent for individuals mak-
ing more than $200,000 a year
and couples making $250,000 or
more.

Yet as Congress debated the
fate of the Bush tax cuts, a group
of 47 Democrats wrote a letter to
then-House SpeakerNancy Pelosi
(D-Calif.) opposing any hike in
the tax on capital gains or divi-
dends.

“Raising taxes on capital gains
and dividends could discourage
individuals and businesses from
saving and investing,” the letter

said, adding that the economy
was too “fragile.”

Congress ultimately voted to
extend the tax cuts through 2012.
(By then, roughly half the Demo-
crats who had signed the letter to
Pelosi had lost their re-election
campaigns.)

“If you can’t get a nickel out of
the most egregious people at the
top of the heap, then there’s no
political will [to raise the capital
gains tax] and nothing’s going to
happen,” said Rep. Jim McDer-
mott (D-Wash.), who has spoken
out repeatedly on income in-
equality.

This summer, Sen. Patty Mur-
ray (D-Wash.) bashed Republi-
cans for defending “themost gen-
erous tax rates wealthy Ameri-
canshaveenjoyed in60years.”Yet
last year she joined three other
Senate Democrats — Mark R.
Warner (Va.), Robert P. Casey (Pa.)
and Jeanne Shaheen (N.H.)—and
GOP Sen. Scott Brown (Mass.) in
fighting to exempt venture capi-
tal firms from any capital gains
tax increase, saying in a joint
letter that it would hurt “job cre-
ation and innovation.” The bill,
which would have spent the add-
ed revenue in part to extend un-
employment benefits, later failed.

Spokespeople for Murray, who
is a co-chair of the congressional
debt-reduction supercommittee,
declined to comment.

“You need some advantage of
capital gains to incentivize pa-
tient capital,” Warner said. “It
probably doesn’t need to be what
we’ve got right now, which is a
20-point differential.”

Leading Democrats have also
repeatedly defended a class of
investment managers who get
special benefits from the tax rate
on investment profits because
their income, known as “carried
interest,” is counted not as wages
but as capital gains. Instead of
paying a 35 percent rate, these
executives pay 15 percent. Pri-
vate-equity managers from firms
such as Apollo, Blackstone and
the Carlyle Group save billions of
dollars every year in this way —
and lobby fiercely to keep it that
way.

Some GOP lawmakers have
been even more aggressive. In
2007, Rep. Eric Cantor (R-Va.)
formed the Coalition for the Free-
dom of American Investors and

Retirees to block legislation that
would raised taxes on private-eq-
uity profits. Dozens of lobbyists
rushed to join up.

Now House majority leader,
Cantor is evenmore central in the
tax debate and is still courted by
the financial industry.

“Leader Cantor believes in low-
er taxes across the board for
workers, small-business people
and job creators,” said Cantor’s
spokeswoman, Laena Fallon.

Last year, his two fundraising
committees hauled in nearly
$2 million from securities and
investment firms and real estate
companies. Cantor has also re-
ceived substantial campaign con-
tributions from private equity
firms. KKR was his fifth-largest
contributor in the last election
cycle, giving $52,600.

“Wall Street loves the preferen-
tial capital gains rate. All ofAmer-
ica’s 20- or 30 million wealthy
small investors love capital gains
rates,” Sullivan said. “It’s just a
tremendously popular item with
political contributors. It’s some-
thing that directly impacts every
wealthy household in America.”

Some lawmakers who have
backed low tax rates on capital
gains have later been hired by the
financial industry.

After leaving Congress, McCr-
ery, for example, joined the lobby-
ing firm Capitol Counsel, where
one of his major clients in 2010
was the Alliance for Savings and
Investment, a coalition including
the Business Roundtable, the Fi-
nancial Services Forum and
AT&T.

McCrery said he hopes to rep-
resent them again. Preferential
treatment of capital gains “will
encourage risk-taking, capital
formation and therefore invest-
ment and job creation and . . . the
kinds of things we have valued in
this country in terms of people
starting their own businesses,” he
said.

But others said that regardless
of the economic arguments, the
steady cutting of the capital gains
tax rate reflects the political pow-
er of the rich, who are more likely
to contribute to politicians and
benefit from the work of lobby-
ists. In other words, inequality of
wealth can lead to inequality of
representation.

“Capital gains taxes is actually
pretty foreign to the experience of
most voters,” said Jacob Hacker,
political science professor at Yale
University and co-author of the
book “Winner-Take-All Politics.”
“These are things that are only a
concern for those who itemize
[their tax returns], which most
Americans don’t.”

The 400 richest taxpayers in
2008 counted 60 percent of their
income in the form of capital
gains and 8 percent from salary
andwages. The rest of the country
reported 5 percent in capital
gains and 72 percent in salary.

The result, Hacker says, is that
the lobbying winds up being lop-
sided, too.

“The amount of lobbying that
takes place on tax policy from the
deep-pocketed interests that have
the most at stake is enormous,”
Hacker said. “There’s very little
representation on the other side.”

“Don’t forget,” he added, “that
members ofCongress themselves,
particularly senators, are well off
and they’re more likely to be
sympathetic to the argument for
low capital gains.”

mufsons@washpost.com
yangjl@washpost.com

Capital gains
by the numbers
l More than 80 percent of the capital
gains income realized in the United
States in the past 20 years has gone to
5 percent of the people. About half of
all the capital gains have gone to the
wealthiest 0.1 percent.
l The 400 richest taxpayers in 2008
counted 60 percent of their income in
the form of capital gains and 8 percent
from salary and wages. The rest of the
country reported 5 percent in capital
gains and 72 percent in salary.
l For thosemaking between $1million
and $1.5million, the effective income
tax rate is around 24 percent. Those
with incomes above $10million, who
report a higher proportion of capital
gains, pay 19.4 percent.
l The richest 1 percent of households
hold roughly half of all outstanding
stock, financial securities, trust equity
and business equity. The richest
10 percent of families account for 85
to 95 percent of equity.
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GOP has led the push for low (or no) capital gains taxes
The rates on capital gains —

which include profits from the
sale of stocks, bonds and real
estate — should be a key point in
negotiations over how to shrink
the budget deficit, some lawmak-
ers say.

“This is something that should
be on the table,” said Rep. Chris
Van Hollen (D-Md.), one of 12
members on the congressional
“supercommittee” taskedwith re-
ducing the deficit. “There’s no
strong economic rationale for the
huge gap that exists now between
the rate for wages and the rate for
capital gains.”

Advocates for a low capital
gains rate say it spurs more in-
vestment in the U.S. economy,
benefiting all Americans. But
some tax experts say the evidence
for that theory is murky at best.
What is clear is that the capital
gains tax rate disproportionately
benefits the ultra-wealthy.

Most Americans depend on
wages and salaries for their in-
come, which is subject to a gradu-
ated tax so the big earners pay
higher percentages. The capital
gains tax turns that idea on its
head, capping the rate at 15 per-
cent for long-term investments.
As a result, anyone making more
than $34,500 a year in wages and
salary is taxed at a higher rate
than a billionaire is taxed on
untold millions in capital gains.

While it’s true that many mid-
dle-class Americans own stocks
or bonds, they tend to stash them
in tax-sheltered retirement ac-
counts, where the capital gains
rate does not apply. By contrast,
the richest Americans reap huge
benefits. Over the past 20 years,
more than 80 percent of the capi-
tal gains income realized in the
United States has gone to 5 per-
cent of the people; about half of
all the capital gains have gone to
the wealthiest 0.1 percent.

“The way you get rich in this
world is not by working hard,”
saidMarty Sullivan, an economist
and a contributing editor to Tax
Analysts. “It’s by owning large
amounts of assets and having
those things appreciate in value.”

Republicans have led the way
in pressing for low capital gains
tax rates, but they have been able
to rely on a significant bloc of
Democratic allies to prevent an
increase and toprotect theprefer-
ential treatment ofmoney earned
through investments over money
earned through labor.

President Obama and leading
Democrats want to allow the tax
cuts passed under Bush to expire.
Thatwould raise the capital gains
tax rate from 15 percent to 20 per-
cent. But that would still be lower
than the rate under President
Ronald Reagan — who raised the
tax in 1986.

“Capital gains . . . veers onto
theology for Republicans, but it
has always been a bipartisan is-
sue,” Bloomfield said.

A poll this spring by the non-
profit Public Religion Research
Institute showed that Americans,
by a 2-to-1 margin, think the
wealthy should pay more taxes
than the middle class and the
poor.

Billionaire Warren Buffett has
become one of the loudest and
most frequently cited proponents
of the wealthy paying more in
taxes.

“The truth is, I have never had
it so good in terms of taxes,”
Buffett said in an interview with
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Charlie Rose. “I am paying the
lowest tax rate that I’ve ever paid
in my life. Now that’s crazy, you
know. And if you look at Forbes
400, they are paying a lower rate,
counting payroll taxes, than their
secretary or whomever around
their office, on average.”

How the wealthiest Americans
managed to get Congress to treat
money made from investments
differently from salaries or wages
involved a variety of lobbyists,
economists and lawmakers.

“Capital gains is economics,
theology and politics wrapped to-
gether,” Bloomfield said.

The Greenspan effect
The theory justifying low capi-

tal gains taxes has many philo-
sophical fathers butnoneas influ-
ential as Alan Greenspan, the
former Federal Reserve chairman
who was treated as an economic
seer for decades.

Greenspan said capital gains
taxes made people reluctant to
move out of one investment and
into other, more-promising ones.

In 1997 congressional testimo-
ny, Greenspan said the “major
impact” of the capital gains tax,
“as best I can judge, is to impede
entrepreneurial activity and capi-
tal formation.”

“The appropriate capital gains
tax rate was zero,” he added.

Greenspan’s thinking had been
around for decades. The same
approach was adopted in 1921,
just before a stock market boom,
when the U.S. government low-
ered the capital gains rate for the
first time. Over the decades, the
rate fluctuated but remained low-
er than the rate on wage income.

Then in 1986, under a far-
reaching tax bill, Democrats cut a
deal with Reagan to raise the tax
on investments and lower the one
for salaries. For the first time in65
years, both forms of income
would be taxed at the same rate:
28 percent.

But that moment was brief.
In 1990 and 1993, the top tax

rates on other forms of income
rose, while the tax on capital
gains stayed put, a disappoint-
ment to President George H.W.
Bush, who wanted even lower
capital gains rates.

After the Republicans took
control of Congress in 1994, they
again pressed for capital gains

rate cuts.
Greenspan was then near the

peakof his credibility inWashing-
ton. In 1993, he promised Clinton
that hewould lower interest rates
if Clinton backed a deal to narrow
the budget deficit. Both men de-
livered, building trust.

By 1997, the GOP leaders were
turning to Greenspan for eco-
nomic cover and inspiration.

“Now I agree with Steve Moore
and Alan Greenspan that the cor-
rect rate is zero if you want maxi-
mum economic growth,” House
Speaker Newt Gingrich (R-Ga.)
said at the Cato Institute on July
16, 1998. “If you really wanted the
mostwealth created over the next
20 years, you would have a zero
rate for the capital gains tax,
which is a tax on job creation.”

Other GOP lawmakers formed
the Zero Capital Gains Caucus,
with 92 House members and 15
senators. The group’s chairman,
Rep. David Dreier (R-Calif.), said
on his Web site: “Federal Reserve
Chairman Alan Greenspan has
said we should reduce it. So what
are we waiting for?”

The group included many
members of the powerful tax-
writing House Ways and Means
Committee. One was Rep. James
Otis “Jim” McCrery (R-La.). He
formed the Committee for the
Preservation of Capitalism, a po-
litical action committee that he
used to give money to candidates
favoring lower capital gains rates.

Treasury Secretary Robert Ru-
bin wasn’t enthusiastic, but Clin-
ton, seeking compromises with
Congress, agreed to cut the capi-
tal gains tax rate to 20 percent.

“The irony is that Reagan got
rid of the preferential rates for
capital gains and Clinton put
them back in,” Sullivan said.

Six years later, congressional
Republicans and President
George W. Bush teamed up to cut
the tax rate again, this time to a
historic low of 15 percent.

These changes drove down the
overall tax rate paid by the
wealthy. In 1996, before the capi-
tal gains cut under Clinton, mil-
lionaires paid an effective rate of
30.8 percent. By 2007, it was 22.1
percent.

Many tax experts contest the
benefits of a low capital gains
rate.

Jane Gravelle, a tax expert at

the Congressional Research Ser-
vice, says a rate cut couldgenerate
more government revenue for a
year or two as investors take ad-
vantage of lower rates or a rising
stock market, but she says that
initial bump in tax revenuewould
fade. And the government, over
time,would collectmore overall if
it kept the rate higher.

Greenspan would not com-
ment for this story. But while he
and others argue that thewealthy
would save and reinvest their
gains, thus spurring economic
growth, other analysts say that
result is not clear.

“Lower capital gains [taxes]
are amixed bag even if you’re just
looking at efficiency,” said Leon-
ard Burman, a professor at Syra-
cuse University and former head
of tax analysis at the Treasury
Department. “It might encourage
more risk-taking, but it also cre-
ates huge opportunities for tax
shelters aimed at converting ordi-
nary income to capital gains. Peo-
ple wouldmake investments only
because of the tax benefits.”

Moreover, he notes, given the
recent financial crisis, it’s not
clear that an absence of risk-tak-
ing is what’s ailing the economy.

Now, anewgenerationof presi-
dential hopefuls — including Re-
publicans Mitt Romney and Jon
Huntsman Jr. — have begun roll-
ing out their plans to lower or
eliminate the capital gains tax.

Backing from Democrats
While Democrats have decried

the GOP for protecting the
wealthy from tax hikes, they have
been champions of keeping taxes
on investors relatively low.

Last year, Obama proposed al-
lowing Bush’s tax cuts to expire,
whichwould have raised the capi-
tal gains rate from 15 percent to
20 percent for individuals mak-
ing more than $200,000 a year
and couples making $250,000 or
more.

Yet as Congress debated the
fate of the Bush tax cuts, a group
of 47 Democrats wrote a letter to
then-House SpeakerNancy Pelosi
(D-Calif.) opposing any hike in
the tax on capital gains or divi-
dends.

“Raising taxes on capital gains
and dividends could discourage
individuals and businesses from
saving and investing,” the letter

said, adding that the economy
was too “fragile.”

Congress ultimately voted to
extend the tax cuts through 2012.
(By then, roughly half the Demo-
crats who had signed the letter to
Pelosi had lost their re-election
campaigns.)

“If you can’t get a nickel out of
the most egregious people at the
top of the heap, then there’s no
political will [to raise the capital
gains tax] and nothing’s going to
happen,” said Rep. Jim McDer-
mott (D-Wash.), who has spoken
out repeatedly on income in-
equality.

This summer, Sen. Patty Mur-
ray (D-Wash.) bashed Republi-
cans for defending “themost gen-
erous tax rates wealthy Ameri-
canshaveenjoyed in60years.”Yet
last year she joined three other
Senate Democrats — Mark R.
Warner (Va.), Robert P. Casey (Pa.)
and Jeanne Shaheen (N.H.)—and
GOP Sen. Scott Brown (Mass.) in
fighting to exempt venture capi-
tal firms from any capital gains
tax increase, saying in a joint
letter that it would hurt “job cre-
ation and innovation.” The bill,
which would have spent the add-
ed revenue in part to extend un-
employment benefits, later failed.

Spokespeople for Murray, who
is a co-chair of the congressional
debt-reduction supercommittee,
declined to comment.

“You need some advantage of
capital gains to incentivize pa-
tient capital,” Warner said. “It
probably doesn’t need to be what
we’ve got right now, which is a
20-point differential.”

Leading Democrats have also
repeatedly defended a class of
investment managers who get
special benefits from the tax rate
on investment profits because
their income, known as “carried
interest,” is counted not as wages
but as capital gains. Instead of
paying a 35 percent rate, these
executives pay 15 percent. Pri-
vate-equity managers from firms
such as Apollo, Blackstone and
the Carlyle Group save billions of
dollars every year in this way —
and lobby fiercely to keep it that
way.

Some GOP lawmakers have
been even more aggressive. In
2007, Rep. Eric Cantor (R-Va.)
formed the Coalition for the Free-
dom of American Investors and

Retirees to block legislation that
would raised taxes on private-eq-
uity profits. Dozens of lobbyists
rushed to join up.

Now House majority leader,
Cantor is evenmore central in the
tax debate and is still courted by
the financial industry.

“Leader Cantor believes in low-
er taxes across the board for
workers, small-business people
and job creators,” said Cantor’s
spokeswoman, Laena Fallon.

Last year, his two fundraising
committees hauled in nearly
$2 million from securities and
investment firms and real estate
companies. Cantor has also re-
ceived substantial campaign con-
tributions from private equity
firms. KKR was his fifth-largest
contributor in the last election
cycle, giving $52,600.

“Wall Street loves the preferen-
tial capital gains rate. All ofAmer-
ica’s 20- or 30 million wealthy
small investors love capital gains
rates,” Sullivan said. “It’s just a
tremendously popular item with
political contributors. It’s some-
thing that directly impacts every
wealthy household in America.”

Some lawmakers who have
backed low tax rates on capital
gains have later been hired by the
financial industry.

After leaving Congress, McCr-
ery, for example, joined the lobby-
ing firm Capitol Counsel, where
one of his major clients in 2010
was the Alliance for Savings and
Investment, a coalition including
the Business Roundtable, the Fi-
nancial Services Forum and
AT&T.

McCrery said he hopes to rep-
resent them again. Preferential
treatment of capital gains “will
encourage risk-taking, capital
formation and therefore invest-
ment and job creation and . . . the
kinds of things we have valued in
this country in terms of people
starting their own businesses,” he
said.

But others said that regardless
of the economic arguments, the
steady cutting of the capital gains
tax rate reflects the political pow-
er of the rich, who are more likely
to contribute to politicians and
benefit from the work of lobby-
ists. In other words, inequality of
wealth can lead to inequality of
representation.

“Capital gains taxes is actually
pretty foreign to the experience of
most voters,” said Jacob Hacker,
political science professor at Yale
University and co-author of the
book “Winner-Take-All Politics.”
“These are things that are only a
concern for those who itemize
[their tax returns], which most
Americans don’t.”

The 400 richest taxpayers in
2008 counted 60 percent of their
income in the form of capital
gains and 8 percent from salary
andwages. The rest of the country
reported 5 percent in capital
gains and 72 percent in salary.

The result, Hacker says, is that
the lobbying winds up being lop-
sided, too.

“The amount of lobbying that
takes place on tax policy from the
deep-pocketed interests that have
the most at stake is enormous,”
Hacker said. “There’s very little
representation on the other side.”

“Don’t forget,” he added, “that
members ofCongress themselves,
particularly senators, are well off
and they’re more likely to be
sympathetic to the argument for
low capital gains.”

mufsons@washpost.com
yangjl@washpost.com

Capital gains
by the numbers
l More than 80 percent of the capital
gains income realized in the United
States in the past 20 years has gone to
5 percent of the people. About half of
all the capital gains have gone to the
wealthiest 0.1 percent.
l The 400 richest taxpayers in 2008
counted 60 percent of their income in
the form of capital gains and 8 percent
from salary and wages. The rest of the
country reported 5 percent in capital
gains and 72 percent in salary.
l For thosemaking between $1million
and $1.5million, the effective income
tax rate is around 24 percent. Those
with incomes above $10million, who
report a higher proportion of capital
gains, pay 19.4 percent.
l The richest 1 percent of households
hold roughly half of all outstanding
stock, financial securities, trust equity
and business equity. The richest
10 percent of families account for 85
to 95 percent of equity.
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GOP has led the push for low (or no) capital gains taxes
The rates on capital gains —

which include profits from the
sale of stocks, bonds and real
estate — should be a key point in
negotiations over how to shrink
the budget deficit, some lawmak-
ers say.

“This is something that should
be on the table,” said Rep. Chris
Van Hollen (D-Md.), one of 12
members on the congressional
“supercommittee” taskedwith re-
ducing the deficit. “There’s no
strong economic rationale for the
huge gap that exists now between
the rate for wages and the rate for
capital gains.”

Advocates for a low capital
gains rate say it spurs more in-
vestment in the U.S. economy,
benefiting all Americans. But
some tax experts say the evidence
for that theory is murky at best.
What is clear is that the capital
gains tax rate disproportionately
benefits the ultra-wealthy.

Most Americans depend on
wages and salaries for their in-
come, which is subject to a gradu-
ated tax so the big earners pay
higher percentages. The capital
gains tax turns that idea on its
head, capping the rate at 15 per-
cent for long-term investments.
As a result, anyone making more
than $34,500 a year in wages and
salary is taxed at a higher rate
than a billionaire is taxed on
untold millions in capital gains.

While it’s true that many mid-
dle-class Americans own stocks
or bonds, they tend to stash them
in tax-sheltered retirement ac-
counts, where the capital gains
rate does not apply. By contrast,
the richest Americans reap huge
benefits. Over the past 20 years,
more than 80 percent of the capi-
tal gains income realized in the
United States has gone to 5 per-
cent of the people; about half of
all the capital gains have gone to
the wealthiest 0.1 percent.

“The way you get rich in this
world is not by working hard,”
saidMarty Sullivan, an economist
and a contributing editor to Tax
Analysts. “It’s by owning large
amounts of assets and having
those things appreciate in value.”

Republicans have led the way
in pressing for low capital gains
tax rates, but they have been able
to rely on a significant bloc of
Democratic allies to prevent an
increase and toprotect theprefer-
ential treatment ofmoney earned
through investments over money
earned through labor.

President Obama and leading
Democrats want to allow the tax
cuts passed under Bush to expire.
Thatwould raise the capital gains
tax rate from 15 percent to 20 per-
cent. But that would still be lower
than the rate under President
Ronald Reagan — who raised the
tax in 1986.

“Capital gains . . . veers onto
theology for Republicans, but it
has always been a bipartisan is-
sue,” Bloomfield said.

A poll this spring by the non-
profit Public Religion Research
Institute showed that Americans,
by a 2-to-1 margin, think the
wealthy should pay more taxes
than the middle class and the
poor.

Billionaire Warren Buffett has
become one of the loudest and
most frequently cited proponents
of the wealthy paying more in
taxes.

“The truth is, I have never had
it so good in terms of taxes,”
Buffett said in an interview with
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Charlie Rose. “I am paying the
lowest tax rate that I’ve ever paid
in my life. Now that’s crazy, you
know. And if you look at Forbes
400, they are paying a lower rate,
counting payroll taxes, than their
secretary or whomever around
their office, on average.”

How the wealthiest Americans
managed to get Congress to treat
money made from investments
differently from salaries or wages
involved a variety of lobbyists,
economists and lawmakers.

“Capital gains is economics,
theology and politics wrapped to-
gether,” Bloomfield said.

The Greenspan effect
The theory justifying low capi-

tal gains taxes has many philo-
sophical fathers butnoneas influ-
ential as Alan Greenspan, the
former Federal Reserve chairman
who was treated as an economic
seer for decades.

Greenspan said capital gains
taxes made people reluctant to
move out of one investment and
into other, more-promising ones.

In 1997 congressional testimo-
ny, Greenspan said the “major
impact” of the capital gains tax,
“as best I can judge, is to impede
entrepreneurial activity and capi-
tal formation.”

“The appropriate capital gains
tax rate was zero,” he added.

Greenspan’s thinking had been
around for decades. The same
approach was adopted in 1921,
just before a stock market boom,
when the U.S. government low-
ered the capital gains rate for the
first time. Over the decades, the
rate fluctuated but remained low-
er than the rate on wage income.

Then in 1986, under a far-
reaching tax bill, Democrats cut a
deal with Reagan to raise the tax
on investments and lower the one
for salaries. For the first time in65
years, both forms of income
would be taxed at the same rate:
28 percent.

But that moment was brief.
In 1990 and 1993, the top tax

rates on other forms of income
rose, while the tax on capital
gains stayed put, a disappoint-
ment to President George H.W.
Bush, who wanted even lower
capital gains rates.

After the Republicans took
control of Congress in 1994, they
again pressed for capital gains

rate cuts.
Greenspan was then near the

peakof his credibility inWashing-
ton. In 1993, he promised Clinton
that hewould lower interest rates
if Clinton backed a deal to narrow
the budget deficit. Both men de-
livered, building trust.

By 1997, the GOP leaders were
turning to Greenspan for eco-
nomic cover and inspiration.

“Now I agree with Steve Moore
and Alan Greenspan that the cor-
rect rate is zero if you want maxi-
mum economic growth,” House
Speaker Newt Gingrich (R-Ga.)
said at the Cato Institute on July
16, 1998. “If you really wanted the
mostwealth created over the next
20 years, you would have a zero
rate for the capital gains tax,
which is a tax on job creation.”

Other GOP lawmakers formed
the Zero Capital Gains Caucus,
with 92 House members and 15
senators. The group’s chairman,
Rep. David Dreier (R-Calif.), said
on his Web site: “Federal Reserve
Chairman Alan Greenspan has
said we should reduce it. So what
are we waiting for?”

The group included many
members of the powerful tax-
writing House Ways and Means
Committee. One was Rep. James
Otis “Jim” McCrery (R-La.). He
formed the Committee for the
Preservation of Capitalism, a po-
litical action committee that he
used to give money to candidates
favoring lower capital gains rates.

Treasury Secretary Robert Ru-
bin wasn’t enthusiastic, but Clin-
ton, seeking compromises with
Congress, agreed to cut the capi-
tal gains tax rate to 20 percent.

“The irony is that Reagan got
rid of the preferential rates for
capital gains and Clinton put
them back in,” Sullivan said.

Six years later, congressional
Republicans and President
George W. Bush teamed up to cut
the tax rate again, this time to a
historic low of 15 percent.

These changes drove down the
overall tax rate paid by the
wealthy. In 1996, before the capi-
tal gains cut under Clinton, mil-
lionaires paid an effective rate of
30.8 percent. By 2007, it was 22.1
percent.

Many tax experts contest the
benefits of a low capital gains
rate.

Jane Gravelle, a tax expert at

the Congressional Research Ser-
vice, says a rate cut couldgenerate
more government revenue for a
year or two as investors take ad-
vantage of lower rates or a rising
stock market, but she says that
initial bump in tax revenuewould
fade. And the government, over
time,would collectmore overall if
it kept the rate higher.

Greenspan would not com-
ment for this story. But while he
and others argue that thewealthy
would save and reinvest their
gains, thus spurring economic
growth, other analysts say that
result is not clear.

“Lower capital gains [taxes]
are amixed bag even if you’re just
looking at efficiency,” said Leon-
ard Burman, a professor at Syra-
cuse University and former head
of tax analysis at the Treasury
Department. “It might encourage
more risk-taking, but it also cre-
ates huge opportunities for tax
shelters aimed at converting ordi-
nary income to capital gains. Peo-
ple wouldmake investments only
because of the tax benefits.”

Moreover, he notes, given the
recent financial crisis, it’s not
clear that an absence of risk-tak-
ing is what’s ailing the economy.

Now, anewgenerationof presi-
dential hopefuls — including Re-
publicans Mitt Romney and Jon
Huntsman Jr. — have begun roll-
ing out their plans to lower or
eliminate the capital gains tax.

Backing from Democrats
While Democrats have decried

the GOP for protecting the
wealthy from tax hikes, they have
been champions of keeping taxes
on investors relatively low.

Last year, Obama proposed al-
lowing Bush’s tax cuts to expire,
whichwould have raised the capi-
tal gains rate from 15 percent to
20 percent for individuals mak-
ing more than $200,000 a year
and couples making $250,000 or
more.

Yet as Congress debated the
fate of the Bush tax cuts, a group
of 47 Democrats wrote a letter to
then-House SpeakerNancy Pelosi
(D-Calif.) opposing any hike in
the tax on capital gains or divi-
dends.

“Raising taxes on capital gains
and dividends could discourage
individuals and businesses from
saving and investing,” the letter

said, adding that the economy
was too “fragile.”

Congress ultimately voted to
extend the tax cuts through 2012.
(By then, roughly half the Demo-
crats who had signed the letter to
Pelosi had lost their re-election
campaigns.)

“If you can’t get a nickel out of
the most egregious people at the
top of the heap, then there’s no
political will [to raise the capital
gains tax] and nothing’s going to
happen,” said Rep. Jim McDer-
mott (D-Wash.), who has spoken
out repeatedly on income in-
equality.

This summer, Sen. Patty Mur-
ray (D-Wash.) bashed Republi-
cans for defending “themost gen-
erous tax rates wealthy Ameri-
canshaveenjoyed in60years.”Yet
last year she joined three other
Senate Democrats — Mark R.
Warner (Va.), Robert P. Casey (Pa.)
and Jeanne Shaheen (N.H.)—and
GOP Sen. Scott Brown (Mass.) in
fighting to exempt venture capi-
tal firms from any capital gains
tax increase, saying in a joint
letter that it would hurt “job cre-
ation and innovation.” The bill,
which would have spent the add-
ed revenue in part to extend un-
employment benefits, later failed.

Spokespeople for Murray, who
is a co-chair of the congressional
debt-reduction supercommittee,
declined to comment.

“You need some advantage of
capital gains to incentivize pa-
tient capital,” Warner said. “It
probably doesn’t need to be what
we’ve got right now, which is a
20-point differential.”

Leading Democrats have also
repeatedly defended a class of
investment managers who get
special benefits from the tax rate
on investment profits because
their income, known as “carried
interest,” is counted not as wages
but as capital gains. Instead of
paying a 35 percent rate, these
executives pay 15 percent. Pri-
vate-equity managers from firms
such as Apollo, Blackstone and
the Carlyle Group save billions of
dollars every year in this way —
and lobby fiercely to keep it that
way.

Some GOP lawmakers have
been even more aggressive. In
2007, Rep. Eric Cantor (R-Va.)
formed the Coalition for the Free-
dom of American Investors and

Retirees to block legislation that
would raised taxes on private-eq-
uity profits. Dozens of lobbyists
rushed to join up.

Now House majority leader,
Cantor is evenmore central in the
tax debate and is still courted by
the financial industry.

“Leader Cantor believes in low-
er taxes across the board for
workers, small-business people
and job creators,” said Cantor’s
spokeswoman, Laena Fallon.

Last year, his two fundraising
committees hauled in nearly
$2 million from securities and
investment firms and real estate
companies. Cantor has also re-
ceived substantial campaign con-
tributions from private equity
firms. KKR was his fifth-largest
contributor in the last election
cycle, giving $52,600.

“Wall Street loves the preferen-
tial capital gains rate. All ofAmer-
ica’s 20- or 30 million wealthy
small investors love capital gains
rates,” Sullivan said. “It’s just a
tremendously popular item with
political contributors. It’s some-
thing that directly impacts every
wealthy household in America.”

Some lawmakers who have
backed low tax rates on capital
gains have later been hired by the
financial industry.

After leaving Congress, McCr-
ery, for example, joined the lobby-
ing firm Capitol Counsel, where
one of his major clients in 2010
was the Alliance for Savings and
Investment, a coalition including
the Business Roundtable, the Fi-
nancial Services Forum and
AT&T.

McCrery said he hopes to rep-
resent them again. Preferential
treatment of capital gains “will
encourage risk-taking, capital
formation and therefore invest-
ment and job creation and . . . the
kinds of things we have valued in
this country in terms of people
starting their own businesses,” he
said.

But others said that regardless
of the economic arguments, the
steady cutting of the capital gains
tax rate reflects the political pow-
er of the rich, who are more likely
to contribute to politicians and
benefit from the work of lobby-
ists. In other words, inequality of
wealth can lead to inequality of
representation.

“Capital gains taxes is actually
pretty foreign to the experience of
most voters,” said Jacob Hacker,
political science professor at Yale
University and co-author of the
book “Winner-Take-All Politics.”
“These are things that are only a
concern for those who itemize
[their tax returns], which most
Americans don’t.”

The 400 richest taxpayers in
2008 counted 60 percent of their
income in the form of capital
gains and 8 percent from salary
andwages. The rest of the country
reported 5 percent in capital
gains and 72 percent in salary.

The result, Hacker says, is that
the lobbying winds up being lop-
sided, too.

“The amount of lobbying that
takes place on tax policy from the
deep-pocketed interests that have
the most at stake is enormous,”
Hacker said. “There’s very little
representation on the other side.”

“Don’t forget,” he added, “that
members ofCongress themselves,
particularly senators, are well off
and they’re more likely to be
sympathetic to the argument for
low capital gains.”

mufsons@washpost.com
yangjl@washpost.com

Capital gains
by the numbers
l More than 80 percent of the capital
gains income realized in the United
States in the past 20 years has gone to
5 percent of the people. About half of
all the capital gains have gone to the
wealthiest 0.1 percent.
l The 400 richest taxpayers in 2008
counted 60 percent of their income in
the form of capital gains and 8 percent
from salary and wages. The rest of the
country reported 5 percent in capital
gains and 72 percent in salary.
l For thosemaking between $1million
and $1.5million, the effective income
tax rate is around 24 percent. Those
with incomes above $10million, who
report a higher proportion of capital
gains, pay 19.4 percent.
l The richest 1 percent of households
hold roughly half of all outstanding
stock, financial securities, trust equity
and business equity. The richest
10 percent of families account for 85
to 95 percent of equity.
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GOP has led the push for low (or no) capital gains taxes
The rates on capital gains —

which include profits from the
sale of stocks, bonds and real
estate — should be a key point in
negotiations over how to shrink
the budget deficit, some lawmak-
ers say.

“This is something that should
be on the table,” said Rep. Chris
Van Hollen (D-Md.), one of 12
members on the congressional
“supercommittee” taskedwith re-
ducing the deficit. “There’s no
strong economic rationale for the
huge gap that exists now between
the rate for wages and the rate for
capital gains.”

Advocates for a low capital
gains rate say it spurs more in-
vestment in the U.S. economy,
benefiting all Americans. But
some tax experts say the evidence
for that theory is murky at best.
What is clear is that the capital
gains tax rate disproportionately
benefits the ultra-wealthy.

Most Americans depend on
wages and salaries for their in-
come, which is subject to a gradu-
ated tax so the big earners pay
higher percentages. The capital
gains tax turns that idea on its
head, capping the rate at 15 per-
cent for long-term investments.
As a result, anyone making more
than $34,500 a year in wages and
salary is taxed at a higher rate
than a billionaire is taxed on
untold millions in capital gains.

While it’s true that many mid-
dle-class Americans own stocks
or bonds, they tend to stash them
in tax-sheltered retirement ac-
counts, where the capital gains
rate does not apply. By contrast,
the richest Americans reap huge
benefits. Over the past 20 years,
more than 80 percent of the capi-
tal gains income realized in the
United States has gone to 5 per-
cent of the people; about half of
all the capital gains have gone to
the wealthiest 0.1 percent.

“The way you get rich in this
world is not by working hard,”
saidMarty Sullivan, an economist
and a contributing editor to Tax
Analysts. “It’s by owning large
amounts of assets and having
those things appreciate in value.”

Republicans have led the way
in pressing for low capital gains
tax rates, but they have been able
to rely on a significant bloc of
Democratic allies to prevent an
increase and toprotect theprefer-
ential treatment ofmoney earned
through investments over money
earned through labor.

President Obama and leading
Democrats want to allow the tax
cuts passed under Bush to expire.
Thatwould raise the capital gains
tax rate from 15 percent to 20 per-
cent. But that would still be lower
than the rate under President
Ronald Reagan — who raised the
tax in 1986.

“Capital gains . . . veers onto
theology for Republicans, but it
has always been a bipartisan is-
sue,” Bloomfield said.

A poll this spring by the non-
profit Public Religion Research
Institute showed that Americans,
by a 2-to-1 margin, think the
wealthy should pay more taxes
than the middle class and the
poor.

Billionaire Warren Buffett has
become one of the loudest and
most frequently cited proponents
of the wealthy paying more in
taxes.

“The truth is, I have never had
it so good in terms of taxes,”
Buffett said in an interview with
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Charlie Rose. “I am paying the
lowest tax rate that I’ve ever paid
in my life. Now that’s crazy, you
know. And if you look at Forbes
400, they are paying a lower rate,
counting payroll taxes, than their
secretary or whomever around
their office, on average.”

How the wealthiest Americans
managed to get Congress to treat
money made from investments
differently from salaries or wages
involved a variety of lobbyists,
economists and lawmakers.

“Capital gains is economics,
theology and politics wrapped to-
gether,” Bloomfield said.

The Greenspan effect
The theory justifying low capi-

tal gains taxes has many philo-
sophical fathers butnoneas influ-
ential as Alan Greenspan, the
former Federal Reserve chairman
who was treated as an economic
seer for decades.

Greenspan said capital gains
taxes made people reluctant to
move out of one investment and
into other, more-promising ones.

In 1997 congressional testimo-
ny, Greenspan said the “major
impact” of the capital gains tax,
“as best I can judge, is to impede
entrepreneurial activity and capi-
tal formation.”

“The appropriate capital gains
tax rate was zero,” he added.

Greenspan’s thinking had been
around for decades. The same
approach was adopted in 1921,
just before a stock market boom,
when the U.S. government low-
ered the capital gains rate for the
first time. Over the decades, the
rate fluctuated but remained low-
er than the rate on wage income.

Then in 1986, under a far-
reaching tax bill, Democrats cut a
deal with Reagan to raise the tax
on investments and lower the one
for salaries. For the first time in65
years, both forms of income
would be taxed at the same rate:
28 percent.

But that moment was brief.
In 1990 and 1993, the top tax

rates on other forms of income
rose, while the tax on capital
gains stayed put, a disappoint-
ment to President George H.W.
Bush, who wanted even lower
capital gains rates.

After the Republicans took
control of Congress in 1994, they
again pressed for capital gains

rate cuts.
Greenspan was then near the

peakof his credibility inWashing-
ton. In 1993, he promised Clinton
that hewould lower interest rates
if Clinton backed a deal to narrow
the budget deficit. Both men de-
livered, building trust.

By 1997, the GOP leaders were
turning to Greenspan for eco-
nomic cover and inspiration.

“Now I agree with Steve Moore
and Alan Greenspan that the cor-
rect rate is zero if you want maxi-
mum economic growth,” House
Speaker Newt Gingrich (R-Ga.)
said at the Cato Institute on July
16, 1998. “If you really wanted the
mostwealth created over the next
20 years, you would have a zero
rate for the capital gains tax,
which is a tax on job creation.”

Other GOP lawmakers formed
the Zero Capital Gains Caucus,
with 92 House members and 15
senators. The group’s chairman,
Rep. David Dreier (R-Calif.), said
on his Web site: “Federal Reserve
Chairman Alan Greenspan has
said we should reduce it. So what
are we waiting for?”

The group included many
members of the powerful tax-
writing House Ways and Means
Committee. One was Rep. James
Otis “Jim” McCrery (R-La.). He
formed the Committee for the
Preservation of Capitalism, a po-
litical action committee that he
used to give money to candidates
favoring lower capital gains rates.

Treasury Secretary Robert Ru-
bin wasn’t enthusiastic, but Clin-
ton, seeking compromises with
Congress, agreed to cut the capi-
tal gains tax rate to 20 percent.

“The irony is that Reagan got
rid of the preferential rates for
capital gains and Clinton put
them back in,” Sullivan said.

Six years later, congressional
Republicans and President
George W. Bush teamed up to cut
the tax rate again, this time to a
historic low of 15 percent.

These changes drove down the
overall tax rate paid by the
wealthy. In 1996, before the capi-
tal gains cut under Clinton, mil-
lionaires paid an effective rate of
30.8 percent. By 2007, it was 22.1
percent.

Many tax experts contest the
benefits of a low capital gains
rate.

Jane Gravelle, a tax expert at

the Congressional Research Ser-
vice, says a rate cut couldgenerate
more government revenue for a
year or two as investors take ad-
vantage of lower rates or a rising
stock market, but she says that
initial bump in tax revenuewould
fade. And the government, over
time,would collectmore overall if
it kept the rate higher.

Greenspan would not com-
ment for this story. But while he
and others argue that thewealthy
would save and reinvest their
gains, thus spurring economic
growth, other analysts say that
result is not clear.

“Lower capital gains [taxes]
are amixed bag even if you’re just
looking at efficiency,” said Leon-
ard Burman, a professor at Syra-
cuse University and former head
of tax analysis at the Treasury
Department. “It might encourage
more risk-taking, but it also cre-
ates huge opportunities for tax
shelters aimed at converting ordi-
nary income to capital gains. Peo-
ple wouldmake investments only
because of the tax benefits.”

Moreover, he notes, given the
recent financial crisis, it’s not
clear that an absence of risk-tak-
ing is what’s ailing the economy.

Now, anewgenerationof presi-
dential hopefuls — including Re-
publicans Mitt Romney and Jon
Huntsman Jr. — have begun roll-
ing out their plans to lower or
eliminate the capital gains tax.

Backing from Democrats
While Democrats have decried

the GOP for protecting the
wealthy from tax hikes, they have
been champions of keeping taxes
on investors relatively low.

Last year, Obama proposed al-
lowing Bush’s tax cuts to expire,
whichwould have raised the capi-
tal gains rate from 15 percent to
20 percent for individuals mak-
ing more than $200,000 a year
and couples making $250,000 or
more.

Yet as Congress debated the
fate of the Bush tax cuts, a group
of 47 Democrats wrote a letter to
then-House SpeakerNancy Pelosi
(D-Calif.) opposing any hike in
the tax on capital gains or divi-
dends.

“Raising taxes on capital gains
and dividends could discourage
individuals and businesses from
saving and investing,” the letter

said, adding that the economy
was too “fragile.”

Congress ultimately voted to
extend the tax cuts through 2012.
(By then, roughly half the Demo-
crats who had signed the letter to
Pelosi had lost their re-election
campaigns.)

“If you can’t get a nickel out of
the most egregious people at the
top of the heap, then there’s no
political will [to raise the capital
gains tax] and nothing’s going to
happen,” said Rep. Jim McDer-
mott (D-Wash.), who has spoken
out repeatedly on income in-
equality.

This summer, Sen. Patty Mur-
ray (D-Wash.) bashed Republi-
cans for defending “themost gen-
erous tax rates wealthy Ameri-
canshaveenjoyed in60years.”Yet
last year she joined three other
Senate Democrats — Mark R.
Warner (Va.), Robert P. Casey (Pa.)
and Jeanne Shaheen (N.H.)—and
GOP Sen. Scott Brown (Mass.) in
fighting to exempt venture capi-
tal firms from any capital gains
tax increase, saying in a joint
letter that it would hurt “job cre-
ation and innovation.” The bill,
which would have spent the add-
ed revenue in part to extend un-
employment benefits, later failed.

Spokespeople for Murray, who
is a co-chair of the congressional
debt-reduction supercommittee,
declined to comment.

“You need some advantage of
capital gains to incentivize pa-
tient capital,” Warner said. “It
probably doesn’t need to be what
we’ve got right now, which is a
20-point differential.”

Leading Democrats have also
repeatedly defended a class of
investment managers who get
special benefits from the tax rate
on investment profits because
their income, known as “carried
interest,” is counted not as wages
but as capital gains. Instead of
paying a 35 percent rate, these
executives pay 15 percent. Pri-
vate-equity managers from firms
such as Apollo, Blackstone and
the Carlyle Group save billions of
dollars every year in this way —
and lobby fiercely to keep it that
way.

Some GOP lawmakers have
been even more aggressive. In
2007, Rep. Eric Cantor (R-Va.)
formed the Coalition for the Free-
dom of American Investors and

Retirees to block legislation that
would raised taxes on private-eq-
uity profits. Dozens of lobbyists
rushed to join up.

Now House majority leader,
Cantor is evenmore central in the
tax debate and is still courted by
the financial industry.

“Leader Cantor believes in low-
er taxes across the board for
workers, small-business people
and job creators,” said Cantor’s
spokeswoman, Laena Fallon.

Last year, his two fundraising
committees hauled in nearly
$2 million from securities and
investment firms and real estate
companies. Cantor has also re-
ceived substantial campaign con-
tributions from private equity
firms. KKR was his fifth-largest
contributor in the last election
cycle, giving $52,600.

“Wall Street loves the preferen-
tial capital gains rate. All ofAmer-
ica’s 20- or 30 million wealthy
small investors love capital gains
rates,” Sullivan said. “It’s just a
tremendously popular item with
political contributors. It’s some-
thing that directly impacts every
wealthy household in America.”

Some lawmakers who have
backed low tax rates on capital
gains have later been hired by the
financial industry.

After leaving Congress, McCr-
ery, for example, joined the lobby-
ing firm Capitol Counsel, where
one of his major clients in 2010
was the Alliance for Savings and
Investment, a coalition including
the Business Roundtable, the Fi-
nancial Services Forum and
AT&T.

McCrery said he hopes to rep-
resent them again. Preferential
treatment of capital gains “will
encourage risk-taking, capital
formation and therefore invest-
ment and job creation and . . . the
kinds of things we have valued in
this country in terms of people
starting their own businesses,” he
said.

But others said that regardless
of the economic arguments, the
steady cutting of the capital gains
tax rate reflects the political pow-
er of the rich, who are more likely
to contribute to politicians and
benefit from the work of lobby-
ists. In other words, inequality of
wealth can lead to inequality of
representation.

“Capital gains taxes is actually
pretty foreign to the experience of
most voters,” said Jacob Hacker,
political science professor at Yale
University and co-author of the
book “Winner-Take-All Politics.”
“These are things that are only a
concern for those who itemize
[their tax returns], which most
Americans don’t.”

The 400 richest taxpayers in
2008 counted 60 percent of their
income in the form of capital
gains and 8 percent from salary
andwages. The rest of the country
reported 5 percent in capital
gains and 72 percent in salary.

The result, Hacker says, is that
the lobbying winds up being lop-
sided, too.

“The amount of lobbying that
takes place on tax policy from the
deep-pocketed interests that have
the most at stake is enormous,”
Hacker said. “There’s very little
representation on the other side.”

“Don’t forget,” he added, “that
members ofCongress themselves,
particularly senators, are well off
and they’re more likely to be
sympathetic to the argument for
low capital gains.”

mufsons@washpost.com
yangjl@washpost.com

Capital gains
by the numbers
l More than 80 percent of the capital
gains income realized in the United
States in the past 20 years has gone to
5 percent of the people. About half of
all the capital gains have gone to the
wealthiest 0.1 percent.
l The 400 richest taxpayers in 2008
counted 60 percent of their income in
the form of capital gains and 8 percent
from salary and wages. The rest of the
country reported 5 percent in capital
gains and 72 percent in salary.
l For thosemaking between $1million
and $1.5million, the effective income
tax rate is around 24 percent. Those
with incomes above $10million, who
report a higher proportion of capital
gains, pay 19.4 percent.
l The richest 1 percent of households
hold roughly half of all outstanding
stock, financial securities, trust equity
and business equity. The richest
10 percent of families account for 85
to 95 percent of equity.

About the series
Read the other parts of the
Breakaway Wealth series at
washingtonpost.com/business.
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