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Tax Equity and the
Nonprofit Sector

by Chuck Collins

Over the last thirty years, ideas of“waste, fraud, and abuse”

have loomed large in the debate over taxes,

while lawmakers have made our tax system more regressive.

Is there hope for reform? The author identifies

seven tax policies that nonprofits should back.

YNTHIA CARRANZA IS THE DIRECTOR OF A FOOD

pantry in Niles, Illinois. For a decade

she has watched the growing number of

hungry people at her food pantry door,
even as government support for her program is
slashed. When she hears politicians talking about
how our nation is broke, she has a pithy response:
“Our country is not really broke, but our priorities
are twisted. We're an incredibly rich and prosper-
ous nation. But our wealth is skewed to a very
few fortunate at the top. We're not broken, just
twisted.”

CHuck CoLLINS is a senior scholar at the Institute for
Policy Studies, where he directs the Program on Inequal-
ity and the Common Good (see www.inequality.org). His
most recent book is 99 to 1: How Wealth Inequality Is
Wrecking the World and What We Can Do about It (Ber-
rett-Koehler Publishers, 2012).

We Are Not Broke, Just Twisted

You may have heard the news—our communities
are financially insolvent and the federal govern-
ment is so mired in debt that we must tighten our
belts. Politicians and governors are calling for
deep cuts in education, community services, and
other investments that cut close to the heart of
the nonprofit sector. Around the country, states
and localities are making decisions based on this
austerity framework, gutting their budgets and
undermining the quality of our lives.

There are two important points of engagement
for the nonprofit sector to connect to beyond
advocating for specific spending initiatives.

Tell our stories of effective government.
Underlying the debate over taxes are public
attitudes about government and the nonprofit
sector. There is an infrastructure of anti-gov-
ernment, tax-cut-advocacy organizations whose
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Many of our community
organizations are
engaged in state and
local spending and
budget matters....

We are shyer when it
comes to engaging in
tax and budget matters.
But as the pie appears
to be shrinking, we
cannot sit out debates

over taxes and revenue.
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primary agenda is to beat the drum about public
and community sector “waste, fraud, and
abuse.” Their goal is to undermine confidence
in the work that the third sector and govern-
ment do. To counter this, we need to broadcast
the success stories of effective government and
community organizations that transform lives or
provide lifeline services.

Advocate for new sources of tax revenue.
For decades, federal lawmakers have been cutting
taxes on high-income households and allowing
huge corporate loopholes to be established. We
need to raise our voices in support of specific
revenue proposals that will raise hundreds of bil-
lions of dollars a year and obviate the need for
extreme cuts.

Many of our community organizations are
engaged in state and local spending and budget
matters, concerned about specific budget line
items related to children, mental health, and com-
munity programs. We are shyer when it comes to
engaging in tax and budget matters. But as the pie
appears to be shrinking, we cannot sit out debates
over taxes and revenue.

How Our Federal Tax System Became More
Regressive

For three decades, lawmakers have gradually
been shifting the design of our tax and revenue
system. They have reduced “progressive taxes”—
those primarily paid by the wealthy. These include
taxes on higher incomes, dividends and capital
gains, and inherited wealth. More of our federal
and state revenue now comes from “regressive
taxes”—those paid disproportionately by lower-
income households. These include taxes on wage
income and sales taxes.

In 1915, Congress passed laws instituting
federal income taxes and inheritance taxes (estate
taxes). Over the subsequent decades, these helped
to reduce the concentration of income and wealth,
and even encouraged Gilded Age mansions to be
turned over to civic groups and charities.! Today,
the higher up the income ladder people are, the
lower the percentage of income they pay in taxes.
This is why Warren Buffett's disclosure about his
own low taxes was so important. Buffett revealed
thatin 2010 he paid only 14 percent of his income

in federal taxes—lower than the 25 or 30 percent
rate that more than twenty of his co-workers paid.
Buffett wrote:

While the poor and middle class fight for us in
Afghanistan, and while most Americans strug-
gle to make ends meet, we mega-rich continue
to get our extraordinary tax breaks. Some of
us are investment managers who earn billions
from our daily labors but are allowed to classify
our income as “carried interest,” thereby getting
a bargain 15 percent tax rate. Others own
stock index futures for ten minutes and have
60 percent of their gain taxed at 15 percent,
as if they’d been long-term investors. These
and other blessings are showered upon us by
legislators in Washington who feel compelled
to protect us, much as if we were spotted owls
or some other endangered species. It’s nice to

have friends in high places.?

The richest four hundred taxpayers saw their
effective tax rate decline to 19.9 percent in 2009.% In
2009, the most recent year for which data are avail-
able, fifteen hundred millionaires paid no income
taxes, largely because they dodged taxes through
offshore tax schemes, according to the IRS.*

The 2001 and 2003 tax cuts passed under Presi-
dent George W. Bush were highly targeted to the
top 1 and 2 percent of taxpayers. Between 2001
and 2010, the United States borrowed almost
$1 trillion to pay for the higher-income tax cuts.
These included reducing the top income tax rate,
cutting capital gains and dividend taxes, and
phasing out the estate tax, our nation’s only levy
on inherited wealth.

Toward a New Tax and Revenue Policy

In the next two years there may be actual reforms
of the federal tax system, motivated in part by
embarrassing corporate tax loopholes. Anti-
tax forces will continue to advocate for regres-
sive taxes and reduced or eliminated corporate
income taxes.

You may have heard the expression “sin taxes”
(or “tax the bads”), referring to taxes levied on
socially destructive activities such as cigarettes,
some of which allocate funds to healthcare and
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smoking-cessation education. Governors and
state legislatures are now looking to address the
obesity crisis by instituting taxes on candy and
soda. These taxes tend to be regressive, dispropor-
tionately falling on lower-income households. Are
there progressive “sin taxes?” What are the new
“bads,” those destructive forces that are under-
mining the health and well-being of our society?

There are four modern-day “bads” that should
be the focus of our taxes: concentrated wealth,
Jinancial speculation, short-term financial hori-
zons, and environmental destruction. Taxing
these bads will not only generate revenue but
also address several of our most pressing soci-
etal problems.

Concentrated wealth. A decade of research
in a variety of disciplines now shows how the
extreme inequalities of income and wealth are
destructive to almost every dimension of our
society. Too much concentrated wealth under-
mines our democratic system, thwarts social
mobility, reduces competition in the business
sector, threatens our physical and mental well-
being, and tears communities apart. Too much
inequality destabilizes the economy, as the affluent
shift more wealth into the speculative investments
and working families take on more precarious
debt to cover for stagnant or falling wages.’
These extreme wealth disparities have nothing
to do with individual deservedness; rather, they
are a cancer on an otherwise healthy society and
vibrant private sector. We have to directly reduce
wealth concentration through progressive income
taxes, estate or inheritance taxes, and taxes on
luxury consumption.

Financial speculation. The economic melt-
down of 2008 was fueled by extreme inequali-
ties of wealth and the corporate capture of our
regulatory system, leaving the Wall Street foxes
in charge of our economic henhouse. The healthy
“puilt to last” sectors of the economy that produce
real goods and services are being wrecked by the
parasitical “built to loot” antics of several thou-
sand transnational corporations whose business
model is to squeeze out short-term gains and
undermine long-term economic health.

Short-term financial horizons. The incentive
system in large global corporations encourages
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CEOs to adopt a destructive, short-term, “take
the money and run” outlook. An earlier genera-
tion of CEOs operated within different rules and
values—and they had a longer-term orienta-
tion.® There are a wide range of policies and rule
changes that would alter this warped incentive
system that results in reckless corporate behavior
and excessive executive pay.

Environmental destruction. We are con-
suming the earth’s bounty at a dizzying pace
and dumping carbon and other toxins into the
environment in ways that are unsustainable. To
slow global warming, we have to raise the cost
of burning fossil fuels. Progressive consumption
taxes and a tax on carbon would raise substantial
revenue and reorient investment toward green

energy and conservation.

Seven Tax Policies that Nonprofits Should Back

1. Restore income tax progressivity. Taxes
on the wealthy have steadily declined over the
last fifty years. If the 1 percent paid income
taxes at the same actual effective rate as they
did in 1961, the U.S. Treasury would receive an
additional $231 billion a year.” Taxes on higher
income and wealth reached their zenith in the
mid-1950s. At the time, the incomes of mil-
lionaires were taxed at rates over 91 percent.
Creating additional tax brackets for people
earning $1 million or more per year could gen-
erate at least $79 billion annually.®

2. Eliminate tax preference on income from
wealth. One simple proposal would be to tax
income from wealth the same as income from
work. Current law subjects most dividend
and capital gains income—the investment
income that flows overwhelmingly to wealth-
ier Americans—to a 20 percent tax rate, after
a decade at 15 percent. The tax on wage and
salary income, by contrast, can now run up to
39 percent. This yawning gap is what inspired
Warren Buffett to call on Congress to “stop
coddling the super-rich” and institute higher
rates on income from wealth.” With care-
fully structured rate reform, we can end this
preferential treatment and at the same time
encourage average families to engage in long-
term investing.

A decade of research in
avariety of disciplines
now shows how the
extreme inequalities

of income and wealth
are destructive to
almost every dimension

of our society.
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By current statute,
corporations are
supposed to pay a

35 percent tax on their
profits. According to
Citizens for Tax Justice,
between 2008 and 2010,
the top U.S. corporations
actually paid only

18.5 percent of their

profits to Uncle Sam.
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One distortion of the two-tier system is the

so-called “carried interest loophole,” which
permits gazillionaires to pay only a capital
gains tax rate (just raised from 15 to 20
percent) on the profit share (the carried inter-
est) that they get paid to manage hedge and
private equity funds. Ray Dalio of Bridgewater
Associates raked in $3 billion in 2011, making
him the highest-paid hedge fund manager in
2011. If his income were taxed like a doctor’s
wages, and not investment income, he would
have paid an extra $450 million in taxes.
Eliminate taxpayer subsidies for exces-
sive executive pay. One way to discourage
“short-termism” among leading corporations
would be to deny all firms tax deductions
on any executive pay that runs over twenty-
five times the pay of the firm’s lowest-paid
employee or $500,000—whichever is higher.
Companies can pay executives whatever
they want, but over a certain amount ordi-
nary taxpayers should not have to foot the
bill for what becomes excessive executive
compensation. Such deductibility caps were
applied to financial bailout recipient firms
and will be applied to health insurance com-
panies under the healthcare reform legisla-
tion. Eliminating perverse loopholes that
encourage short-term “take the money and
run” financial decision making adds up to
more than $20 billion per year in otherwise
lost revenue.!’
Institute a Wall Street financial trans-
action tax. A modest financial transaction
tax on the sale of stocks, bonds, and other
financial instruments such as derivatives
would generate substantial revenue, esti-
mated between $150 billion and $200 billion
a year.!! At least eleven European countries
are on track to adopt a financial transaction
tax that could soon raise a total of nearly $72
billion U.S. per year if enacted throughout the
European Union. '

A financial transaction tax would have the
positive economic impact of discouraging the
controversial high-speed trading that destabi-
lizes the investment markets. New technologies
and increased competition between brokers

have lowered the cost of trading, which has
benefited all investors. But lower trading costs
have also opened the door to widespread spec-
ulative activity that erodes confidence in the
stability of markets. High-frequency trading
now comprises about 55 percent of equity
trades in the United States.'® This is a threat to
the interests of responsible investors.

Levy a progressive estate tax on large
fortunes. Since 2001, Congress has weak-
ened the federal estate tax, our nation’s only
levy on inherited wealth transfers. A progres-
sive estate tax could include graduated rates
starting on estates over $5 million and getting
more steeply progressive on large estates.
One estate tax proposal includes a 10 percent
surtax on individual estates valued over $500
million—or $1 billion for a married couple.'
This would raise $35 billion a year and put a
significant brake on the buildup of concen-
trated wealth over generations, a virtual “plu-
tocracy prevention act.”

Close offshore tax haven loopholes for
transnational corporations and wealthy
individuals. In the mid-1950s, corporations
contributed a third of the nation’s revenue;
today, corporations contribute less than one-
tenth. By current statute, corporations are
supposed to pay a 35 percent tax on their
profits. According to Citizens for Tax Justice,
between 2008 and 2010, the top U.S. corpora-
tions actually paid only 18.5 percent of their
profits to Uncle Sam.*

One of the main ways that large corpo-
rations dodge their fair share of taxes is by
playing global shell games using subsidiaries
in countries with low or no taxation. The use
of offshore tax havens and “secrecy jurisdic-
tions” enables hundreds of multinational com-
panies like Apple, Verizon, Boeing, Pfizer, and
General Electric to shift their responsibility
for paying taxes onto responsible businesses
that operate within our borders. A common
gimmick of the corporate 1 percent is to shift
profits to subsidiaries in low-tax or no-tax
countries such as the Cayman Islands. They
pretend corporate profits pile up offshore
while their losses accrue in the United States,
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reducing or eliminating their company’s obli-
gation to Uncle Sam.

These same companies, however, use our
public infrastructure—they hire workers
trained in our schools, they depend on the
U.S. court system to protect their property,
and our military defends their assets around
the world—yet they're not paying their share
of the bill.

Corporate tax dodging also hurts Main
Street businesses that are forced to compete on
an unlevel playing field. “Small businesses are
the lifeblood of local economies,” said Frank
Knapp, Jr., president and CEO of the South
Carolina Small Business Chamber of Com-
merce. “We pay our fair share of taxes, shop
locally, support our schools, and actually gen-
erate most of the new jobs. So why do we have
to subsidize the U.S. multinationals that use
offshore tax havens to avoid paying taxes?”6

Several pieces of federal legislation, includ-
ing the Corporate Tax Dodging Prevention Act
(S. 250, introduced and referred to commit-
tee on February 7, 2013) and the CUT Loop-
holes Act (S. 2075, introduced and referred
to committee on February 7, 2012), would
close numerous loopholes that facilitate tax
dodging via tax havens. For example, they
would treat foreign subsidiaries of U.S. corpo-
rations whose management and control occur
primarily in the United States as U.S. domestic
corporations, for tax purposes.'” Both of these
acts would each generate an estimated $100
billion in revenues a year—or $1 trillion over
the next decade.

7. Tax carbon and pollution. In order to slow
the pace of climate change, we must raise the
cost of carbon. A number of proposals levy a
tax on carbon and increase it gradually each
year to encourage new investments in energy
efficiency. The revenue from a carbon tax
could be $90 to $150 billion a year, and could
be partially rebated back to consumers on a
per capita basis to offset its regressivity.

Conclusion

Taxing the wealthy and closing corporate tax loop-
holes won't entirely solve our nation’s short-term
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deficit problems nor dramatically reduce inequality
in the short run, but it will have a meaningful impact
on both problems over time. Thirty years of tax cuts
for transnational corporations and the wealthiest
1 percent has shifted taxes onto middle-income
taxpayers and added to the national debt. The non-
profit sector can play a critical role in educating our
communities and advocating for progressive tax
reforms. We're not broke by any means.
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