Teaching Supplement: Who paid for the economic crisis?

Causes of the Crisis:

- Banks used deceptive tactics to push predatory and fraudulent loans on
homebuyers (targeting people of color in particular.)

- These loans were then re-packaged, disguised as good investments, and sold
off to pension and investment funds, robbing retirees and homebuyers of
billions.

- Millions of Americans lost their homes, their jobs, and their pensions.
California was hit especially hard.

The Response:

Federal Level: The Bush Administration and later Obama bailed out the banks

and thelfinancial sector, which had caused the crash, spending a total of about $2.4

trillion.

- Officials said the bailout would protect middle class and workers’ jobs and
income because it would ensure that the people and small businesses of
“Mainstreet” could still get credit and take out home loans, which would
speed recovery in the housing market, and prevent layoffs.

- BUT bailout recipients are making fewer loans, laying off more workers, and
making huge profits.? (Ex: Bank of America--$25 billion bailout--plans to layoff
40,000 employees>--paid no taxes and got a $1 billion refund.*)

Results of the Bailouts: Where your money went.

- In 2007, bailout CEOs were paid a total of $1.6 billion.’

- Top executives at the 20 banks that accepted the most federal bailout
dollars averaged $32 million each in personal compensation from 2006 to
2008.

- More than 160,000 employees have been laid off since 2008 by the 20
financial industry firms who received the most bailout aid have together.

- CEOs at these firms were paid an average of $13.8 million each in 2008.°

The Aftermath: Suffering for the many, profits for the few.
The 99 Percent:
Foreclosures continue:
o California has the second-highest foreclosure rate in the country, behind
Florida. More than 1/3 of houses sold in California in October were in
foreclosure.’
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o California has about 20% of all U.S. foreclosures since 2008 and 30% of
all underwater homes in the U.S.2

o 1 in 88 housing units in CA received a foreclosure filing this summer
(JulyN Sept. 2011.)°

Unemployment remains high:

o CA unemployment rate: 12%; US rate for 16-26 year olds: 21%"°

o Only 50% of students graduating in 2006-2010 found full-time jobs.!

o The number of Californians unable to pay their mortgages rose 26% in
the last 3 months.*

Inequality on the rise:

o California has a Gini coefficient of .47, the sixth-highest Gini in the US,
and 11 points higher than it was in 1970."

o Inequality in the US is approaching 1928 levels, the highest it’s been in
80 years.

o The U.S. is one of the most unequal countries in the world, with a Gini
coefficient of .45, higher than India and China. (Most of Western Europe
ranks around 25-30.)*

o 85% of privately-held wealth is owned by the top 20%; The bottom 80%
own only 15% of wealth in the U.S.*®

o The top 1% reaped two-thirds of the total economic gains made during
the economic expansion from 2002-2007. Over these 5 years, the annual
income of most Americans rose. By 2007, cumulative increases in income,
adjusted for inflation, were as follows:*®

o The bottom 90%, who earned less than $110,000/year, saw their income
rise by 4%, or about $1,206.

o The next 9%, who earned $110—400,000/year, saw and increase of 13%,
or $19,476.

o The top 1%, who earned more than $400,000, got a 62% raise, or an
average of $521,127.

o The top 0.1%, who earned more than $2 million, almost doubled their
income, an average 94% raise, or $3,455,384.
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o The property tax reforms passed in the late 1970s have had several
regressive effects:

o A 50% decline in state property tax revenues has coincided with cuts to
services like public education that disproportionately benefit middle and
working-class residents."’

o The new tax laws have lowered the tax burden on commercial property
owners and shifted it to homeowners.

o Moreover, the disparities in tax rates created by the law decrease the
competitiveness of new business and discourage new investment.®

Recovery for the Rich:
2010 was a good year for the wealthy:*®

o Average profits for U.S. companies rose 29.2%

o Average CEO pay rose 23%, to $11.4 million.

o The average ratio of CEO-to-worker pay rose to 375 to 1—up from 42 to
1in 1980.*

o In 2009, the top 25 hedge fund managers took home a total of $25.3
billion. Most of this income will be taxed at just 15%. Hedge funds
contributed greatly to the financial crisis.?

o Several measures of social mobilityN the movement of people up or down
the economic ladderN show that the United States lags behind most
developed democracies opportunities for people to move up.?®

o Finally, while people at all income levels suffered as an effect of the 2008
economic crash, the top 1% appears to have suffered least. While median
housezr:old wealth dropped 36%, wealth for the top 1% dropped only
11.1%

Who paid for the economic crisis?
- Itis so far clear that the top 10% benefitted most from the economic
expansion of 2002—2007.
- New figures show that the income of the wealthy continues to rise, while the
middle class and the poor suffer from layoffs and stagnation or cuts to
wages, education, and other government services.
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- As budget deficits at federal and state levels loom, the question of who pays or
should pay the most taxes has become central to political debate.

Taxing the Rich: The income tax rate for the highest earners is 35%. This is the
lowest rate for the top tax bracket since 1928, when the rate was 25%.?° But
individuals in that bracket rarely pay that much because income from investments
is taxed at 15%. Moreover, breaks and loopholes mean some millionaires pay
no income tax at all.

o Since 1995, the effective tax rate for the US’s 400 richest taxpayers has
dropped from 30-32% to 16-22%--a total tax cut of $18 billion as of 2007.
At the same time, their incomes grew by 400% (that!s 5x) D from an average
of $68 million to $345 million.*®

o BUT 1,470 households with incomes of $1 million or more paid no taxes
in 2009.%” Another 22,000 paid less than 15%.%

o Overall, the top 10% pay about 50% of all federal income taxes. However,
they hold about 35—50% of all wealth in the US.

Taxing the Rest: After credits and deductions, middleclass workers pay 15-28%
of their incomes in federal taxes.

- Low-income households pay 16-20% of their income in taxes when state
and local taxes are factored in. Low-income and middle-class workers pay
the most in payroll taxes (8-10% vs. 1-6% for the top fifth.)*

- In an average year, 82% of adults pay income and/or payroll taxes. Most of
those who do not pay taxes are elderly living on social security or low-income
breadwinners earning less than $20,000/year.*

- The bottom 90% of households pay 50% of federal taxes plus state and
local taxes, which studies show are on average regressive, (meaning the
poor pay a larger portion of their income to states than do the rich.)**

Taxing Corporations: Numbers differ on how much U.S. corporations pay in taxes,
but the consensus is it!s far less than those in other countries:
- A 2008 report by the Congressional Budget Office found that at least 55% of
U.S. corporations paid no taxes in at least one of the previous 7 years.*
- Many of the most profitable pay almost nothing. (Boeing-4.6%; Amazon-
4.33%; Carnival-1.12%; many tech and energy companies.)*®
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Conclusions:

- Though Americans in the top 1-10% contribute a considerable amount to the federal
budget, the rich and corporations have benefitted disproportionately from both
the economic boom and the government’s response to the crisis.>

- Both economic inequality and tax rates for the wealthy are have reached levels not
seen since 1928. High levels of inequality are correlated with economic
stagnation and social instability.

- As awhole, U.S. society and Californians are not broke. The Obudget crisisO
affecting Washington and Sacramento is not a problem of scarcity, but a problem
of priorities.
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