
Dear FrienDs,

November’s presidential election is sure to have a lasting effect—for good or ill—on 

our nation. And not just for the next four years, but for generations to come. In this 

challenging moment, we must keep the debate focused on what’s most important: 

charting a path back to growth and prosperity. To achieve this goal in a complex and 

rapidly changing environment, the Manhattan Institute has launched a new program 

that we are calling Issues 2012. 

issues 2012

Election years provide an opportunity to introduce significant policy ideas, whether 

new or previously overlooked, into the public discussion. Those of us whose 

mandate is the continued education of the public must also intervene when myths 

and fallacies are paraded as facts. Issues 2012 provides the context and analysis to 

improve understanding of key public policies. It will include coverage, response, 

and anticipatory work expressed in the form of short white papers, a public debate 

series, and, of course, our traditional Manhattan Institute formats. 

For examples of how this new series is already moving the debate, please visit our 

website to read a pair of editorials from Investor’s Business Daily which highlight two 

Issues 2012 reports released in March: “Why Obamacare will End Health Insurance 

as We Know It,” by MI visiting scholar Richard Epstein and former Federal Trade 

Commission special counsel David Hyman; and “The Myth of Increasing Income In-

equality” by senior fellow Diana Furchtgott-Roth. Please also take the time to see MI 
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senior fellow Avik Roy’s most recent work. Roy, of our 

Center for Medical Progress, has lately emerged as one 

of the freshest voices in the national debate over health 

care reform. In a March 28 USA Today op-ed, he offered 

a strikingly original analysis of the problems with the “in-

dividual mandate,” the Obamacare provision requiring 

most Americans to purchase health insurance by 2014 

or pay a penalty. “The mandate’s proponents call it an 

‘individual responsibility’ requirement. But its real aim 

is to force young people to cover up for irresponsible 

government policies: laws that force hospitals to care for 

people who don’t pay, and laws, like Obamacare, that 

make insurance too expensive.” The op-ed landed just 

as the Supreme Court was hearing oral arguments on the 

constitutionality of the mandate. It is this sort of timely 

analysis that will be a hallmark of our Issues 2012 briefs.

Roy was also the first MI fellow to take part in our new 

series of Issues 2012 public debates; he and Princeton 

University professor Paul Starr debated whether the 

Obamacare law should be amended or repealed. In his 

remarks, Roy emphasized that access to health insurance 

does not guarantee access to good health care—citing 

the significantly worse health outcomes for Medicaid pa-

tients, whose ranks would be greatly expanded by the 

new law. Such analysis is firmly in the Manhattan Insti-

tute tradition—moving the debate by making clear how 

poorly conceived policies fail on their own terms. 
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W
hen it comes to energy, the Obama administration 
consistently promotes subsidies for “clean” energy 
technologies while accusing the oil-and-gas industry 
of benefitting from excessive taxpayer support. But in 

setting its policy priorities, the administration overlooks some impor-
tant facts: subsidies for the oil and gas sector aren’t all that big when 
compared to the amount of energy being produced; the vaunted “green” 
economy is not creating large numbers of jobs; and tens of thousands 
of jobs are being created by the oil-and-gas industry.

Indeed, recent advances in the technologies used for oil and gas explo-
ration are saving the U.S. economy hundreds of millions of dollars per 
day, creating lots of high-paying jobs, decreasing the need for foreign 
oil, and spurring manufacturing growth, which is leading to billions of 
dollars of new investment (and even more jobs). Yet, the Obama ad-
ministration is using its fiscal year 2013 budget to bash the oil and gas 
sector. Worse, the administration continues to insist that “clean energy” 
will drive America’s future competitiveness.

The Obama administration is ignoring the essentiality of domestic 
oil and gas production, and they are doing so at a time when gasoline 
prices are spiking because of the specter of a military strike against Iran 
— some analysts are predicting a national average gasoline price of $4 
or more by April.1 Despite these realities, the budget extols the benefits 
of “energy independence” and the administration wants to eliminate a 
relatively minor set of tax preferences for the oil-and-gas sector that are 
helping the U.S. attain record production levels.

To be clear, all energy sources should be forced to compete, fair field, 
no favor. Let’s eliminate all energy subsidies. But if that were to occur, 
the wind and solar industries would immediately go into cardiac arrest 
while oil, gas, and coal would continue to dominate our energy mix. 
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OBAMA’S ENERGY BUDGET:  
Misplaced Subsidies, Overlooked Benefits
Robert Bryce, Senior Fellow

M I
M A N H A T T A N  I N S T I T U T E  F O R  P O L I C Y  R E S E A R C H

Is
su

es
 2

01
2

I s
su

es
 2

01
2

INTRODUCTION AND SUMMARY
 

P
resident Obama’s new fiscal year 2013 budget, with its proposed 
tax-rate hikes, reflects the misguided assumption that income 
inequality in the U.S. has increased in recent years. Populist 
cries for redistribution as a means to remedy this purported 

inequality have gained currency in both the press and in the public 
imagination.1 This paper, based on an original analysis of U.S. Labor 
Department data, concludes that inequality as measured by per capita 
spending is no greater today than in it was in the 1980s.

Below, I examine in more detail the following topics:
•    Problems with current measures of inequality
•    Accounting for changes in demographic patterns over time
•    Using spending to measure inequality

I conclude that the increase in income has been exaggerated. Published 
government spending data by income quintile show that the ratio of 
spending between the top and bottom 20 percent has essentially not 
changed between 1985 and 2010. In terms of total spending, inequality 
has diminished slightly, rather than increased.

Why do other measures show increasing inequality? First, many studies 
use measures of income before taxes are paid and before transfers, such 
as food stamps, Medicaid, and housing allowances. Including these 
transfers reduces inequality.

Second, many studies do not take into account demographic changes 
in the composition of households over the past 30 years. These changes 
include more two-earner households at the top of the income scale and 

THE MYTH OF INCREASING 
INCOME INEQUALITY
Diana Furchtgott-Roth
Senior Fellow
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P
resident Obama’s corporate tax reform plan starts with a few, 
broad principles—the corporate tax should have a lower rate 
and a broader base, and should cause fewer distortions between 
different kinds of economic activities. These are good principles; 

for the most part, the plan sticks to them.

In some components, though, the plan goes astray, creating or expanding 
tax preferences and introducing new distortions. Particularly, it prefers 
manufacturing over other sectors, renewable energy over other energy 
sources, and certain multinational structures over others. These are 
all deviations from the goal of tax neutrality, and they are all negative 
features of the plan.

The plan has good ideas at its core and its problems can and should be 
fixed. Some of the ill-advised proposals, like expanded manufacturing 
deductions and tax credits for in-sourcing jobs, would cost revenue. Oth-
ers, like new efforts to tax the foreign operations of U.S. firms, would 
raise it. As such, it may even be possible to eliminate the undesirable 
features of this corporate tax reform plan without significantly affecting 
the amount of revenue to be collected.

What needs to be fixed:

•	 Eliminate tax preferences for energy—uniformly. Energy production 
activities tend to be heavily tax-favored. As the President notes, income 
from investments in oil and gas structures is taxed at just 9 percent, 
a far lower rate than for most categories of business investment. Tax 
reform should raise the effective tax rate on such investments. But 
as Deputy Assistant Secretary of the Treasury for Environment and 
Energy Gilbert Metcalf reported in 2009, while oil and gas produc-
tion gets tax subsidies at a rate of $63 per billion BTUs, renewable 
energy is subsidized to the tune of $584 per billion BTUs. Instead of 
also eliminating tax subsidies for renewable energy, President Obama 
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THE INCONSISTENCIES OF 
THE OBAMA CORPORATE TAX PLAN
Josh Barro, Senior Fellow
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A
s Americans are discovering, when crude oil prices jump, 
gasoline prices can leap even more, pulling their payroll tax 
cuts out of their wallets and into their gas tanks. Oil prices 
are over $100 per barrel, and prices for a gallon of gasoline 

in Hawaii, California and Arkansas are well past $4.00. Other states are 
not far behind. 

But though Iran, in a tussle with Europe over economic sanctions aimed 
at its suspected drive for atomic weapons, is a convenient scapegoat, the 
heart of the problem lies closer to home, with our own energy policy. 

The Obama administration claims to want to make the United States less 
dependent on imported foreign oil, and we have moved a little in that 
direction. Domestic crude oil production averaged 8,184 thousand bar-
rels per day for the month of November 2011, up from 6,895 thousand 
barrels per day average in 2005. But we could do better.

On January 20, 2009, when Mr. Obama was inaugurated, the average 
price of gasoline was $1.84 per gallon and the price of oil was about $39 
for a 42-gallon barrel. Now, at press time, refiners must pay about $107 
for a barrel of crude oil and the average price of gasoline is $3.28 per gal-
lon. Some are predicting gasoline prices above $5 per gallon.
 
Gasoline prices are directly related to the price of oil. The White House, 
preoccupied with keeping environmentalists happy before the November 
elections, is failing to secure an adequate supply of oil that our refiners 
can make into gasoline. 

Some say that oil prices are rising only because the dollar is weakening 
and the price of oil is denominated in dollars. But the recent jumps in the 
price of oil are clearly related more to political turmoil in the Middle East 
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HOW TO LOWER GASOLINE PRICES
Diana Furchtgott-Roth
Senior Fellow
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Senior fellow Avik Roy (left) and Paul Starr (right) 
at our first Issues 2012 debate moderated 
by Howard Husock (center).

Wall Street Journal editorial board member Mary Kissel 
interviews senior fellow Robert Bryce.



taking on Public sector inc. 

The heavy hand of government—whether in health 

care or other sectors—increases the cost of doing just 

about everything in America. Equally dangerous is the 

heavy hand of public-sector labor unions, which very 

specifically increase the cost of American government 

by putting union-member interests above the public in-

terest. In city halls and statehouses around the country 

this year, policymakers and politicians will have to deal 

with the cost issue and make decisions about whether 

to reform runaway public pension systems or to con-

tinue to postpone a day of reckoning. 

Among those who have opted to face reality is Rhode 

Island general treasurer Gina Raimondo, whom we were 

proud to recognize in January with the 2011 Manhattan 

Institute Urban Innovator Award. We recognized this 

reform Democrat for proposing and securing passage 

of the Rhode Island Retirement Security Act, which 

Raimondo persuaded her state’s legislative leaders to 

adopt in November—reforms that MI scholars such as 

Steven Malanga, E. J. McMahon, and Nicole Gelinas 

have been promoting for years. 

Raimondo’s reforms have cut the Ocean State’s pension 

system’s projected unfunded pension liability by about 

$3 billion. Similar savings are showing up in other states, 

such as Wisconsin, where Governor Scott Walker’s pro-

posal to limit collective bargaining for public workers 
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The question of whether—and how—to evaluate public school teachers has drawn attention in New York 
and across the nation. Through his new book, Teachers Matter, MI senior fellow Marcus Winters has taken 
center stage in this debate by making clear the empirical research that shows that good teachers make a 
big difference and that the evaluation of classroom performance—not a review of credentials—is the only 
way to know which teachers are best. To help garner attention for the book’s January release, MI organized 
a conference in support of the empirically grounded argument that improving teacher quality is the key to 
improving student achievement. A panel of experts on the frontlines of education reform discussed how best to 
put Winters’s ideas into practice. The panel included New Jersey’s education commissioner, Christopher Cerf; 
Seth Andrews, Democracy Prep charter school network founder; and Evan Stone, cofounder of the Educators 
4 Excellence, a new organization that is giving voice to reform-minded teachers.

New Book: Teachers MaTTer

Spring 2012  3

Gina raimondo

Former New York City schools chancellor Joel Klein 
wrote the foreword to Teachers Matter

“A system that doesn’t distinguish 

between skilled teachers and 

those who just get by is not a 

system that values teachers.”

—Marcus Winters in the March 19, 2012 

edition of the Weekly Standard 



angered unions and led protesters to storm the state-

house in Madison. Yet, as Christian Schneider of the Wis-

consin Policy Research Institute pointed out in his winter 

2012 City Journal article, excerpted in the New York Post, 

Walker’s reforms are working, especially for the state’s 

financially strapped school districts, which are poised to 

save millions of dollars in health-care costs. 

Raimondo was able to enact groundbreaking reform 

of public-sector pensions by articulating how pensions 

are crowding out spending on vital services, includ-

ing schools, libraries, roads, buses, colleges, and other 

programs. We have been arguing much the same; over 

the next few months, we will bring our work to bear 

in Wisconsin specifically—given the particular signifi-

cance of the fight. Mindful that the citizens of Wiscon-

sin will have the opportunity to validate or nullify the 

recent reforms on June 5th, the Manhattan Institute will 

continually provide public education on the issues in 

the state throughout the spring and early summer. 

The difficulty of achieving prudent pension reform 

reflects the power of public-employee unions—as 

exercised both at the bargaining table and, crucially, at the 

ballot box. At a time when public discussion has focused 

on the novelty of campaign contributions made by so-

called super PACs and other institutions, MI senior fellow 

Daniel DiSalvo, a City University of New York political 

scientist, has made clear that public-employee unions 

are the single largest source of campaign funds. In Dues 

and Deep Pockets: Public-Sector Unions’ Money Machine, 

DiSalvo describes how public-sector unions build huge 

4  Manhattan Institute President’s Update

Public-sector unions are, of course, publicly active by nature; but less un-
derstood are their behind-the-scene activities—particularly how they flex their 
muscles in the private sector. In a December editorial, “Shutting Up Business,” 
the Wall Street Journal highlighted the work of the Center for Legal Policy’s 
Proxy Monitor project, which sheds light on shareholder activism motivated by 
special interests. As CLP director James Copland has pointed out, 98 percent 
of all outside shareholder propos-
als are sponsored by labor funds, 
social-investing funds, religious 
or public-policy groups, and four 
activist families. “For unions and 
their allies,” the Journal’s editorial-
ists wrote, “the goal is to limit cor-

porate spending on political causes while unions endure no such re-
straint…. [T]he proxy movement to curtail corporate giving is an abuse 
of corporate governance to shut up political opponents.”

shuTTiNG up BusiNess

March  2012

PROXY MONITOR 2012
Shareholder Activism: What to Watch for in the 2012 Proxy Season

By James R. Copland

Proxy M onitor
Published by the Manhattan Institute 
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DUES AND DEEP POCKETS:
Public-Sector Unions’ 

Money Machine

Daniel DiSalvo
Senior Fellow, Manhattan Institute

L

Governor scott walker 



war chests for political activity from dues checkoff and 

agency-shop legal provisions that automatically fund 

unions’ political activities out of members’ paychecks. 

Because part of the Walker reform was to end the 

mandatory collection of union dues, DiSalvo highlights 

the ramifications of this change in Wisconsin versus the 

results of mandatory dues in other states. 

Also, with Wisconsin in mind, this summer MI fellow 

Steven Malanga will elucidate the benefits of collective 

bargaining reform in Wisconsin by comparing the state’s 

economic and fiscal trajectories with those of Illinois. 

If you missed it, head over to PublicSectorInc.org to 

read Malanga’s devastating response to Paul Krugman’s 

comparison of government hiring and spending during 

the recovery of Ronald Reagan’s first term: “Krugman 

says that if local government were growing at the rate 

of the Reagan recovery we’d have some 1.3 million 

more ‘schoolteachers, firefighters, police officers, etc.’ 

To Krugman it seems inconsequential whether we need 

those additional 1.3 million government workers.”

In the Institute’s home state, the public sector continues 

to fight important reform. Empire Center senior fellow 
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E. J. McMahon has fought back, exposing the unsustain-

able cost of New York’s public pension obligations. This 

has prompted officials, including Governor Cuomo, to 

propose changes in the state’s pension law—specifi-

cally, to permit new employees to choose a defined-

contribution plan like those offered in the private sector. 

When the proposal drew union fire, the Institute was 

ready with a groundbreaking new report showing that 

a group of New York State employees has already been 

availing itself of and benefiting from just such a plan. 

The report compares the defined-contribution plan 

managed by TIAA-CREF—which has been voluntarily 

chosen by SUNY and CUNY employees for decades—

with the traditional defined-benefit plans enjoyed 

by New York’s public workers. Though Cuomo’s 

proposal was ultimately scaled back, it demonstrates 

that meaningful shifts are occurring in elected officials’ 

policy narratives. Lawmakers are waking up to the 

reality that—as a result of our work—fewer New 

Yorkers are in the dark about the massive, unfunded 

public-sector benefits that taxpayers finance, while 

public services they deem essential are landing on the 

chopping block.



c
en

te
r 

fo
r 

st
at

e 
a

n
d
 l

o
c

a
l l

ea
d

er
sh

IP

a Positive Vision for Cities 

The Manhattan Institute, since its inception, has fo-

cused on forging a positive urban governing agenda. 

In the spirit of good news, just last month, we released 

The End of the Segregated Century: Racial Separation 

in America’s Neighborhoods, 1890–2010, coauthored 

by Harvard economist and MI senior fellow Edward 

Glaeser; and Duke University economist and adjunct 

fellow Jacob Vigdor. The report, which made headlines 

across the country, reveals the pervasive decline in seg-

regation that occurred during the first decade of the 

twenty-first century, and it was featured on the front 

page of USA Today and reported on by the New York 

Times, the Wall Street Journal, NPR’s Morning Edition 

and Talk of the Nation programs, and dozens of other 

national and local media outlets. In his Bloomberg col-

umn announcing the study’s release, Glaeser observed 

that “the lessening of segregation reminds us that our 

nation continues to have a great ability to fight even its 

worst problems.” 

More good news: New Jersey governor Chris Christie 

recently announced that the Garden State is restructuring 

its criminal-justice operations based, in part, on a report 

that the Manhattan Institute wrote for his office last year. 

The report outlines our experience working with the 

administration of Newark mayor Cory Booker to create 

a pilot prisoner-reentry program that values “work first” 

principles. With markedly reduced recidivism and a 

focus on crime prevention, mayors and governors from 

across the United States are showing interest in our 

proposed reforms. In one example, just a few months 

ago, the Institute was pleased to bring a delegation of 

experts to Detroit to discuss prisoner reentry and other 

6  Manhattan Institute President’s Update
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THE END OF 
THE SEGREGATED CENTURY:

Racial Separation in 
America’s Neighborhoods, 

1890–2010

Edward Glaeser
Senior Fellow, Manhattan Institute

Jacob Vigdor
Adjunct Fellow, Manhattan Institute 

L

crime-reduction strategies with Detroit mayor Dave 

Bing and police chief Ralph Godbee. At the request 

of the mayor and police chief, and as a result of that 

meeting, the Institute is currently providing senior 

fellow George Kelling as a “loaned executive” to the 

City of Detroit. 

In the 1990s, Kelling, the father of broken-windows 

policing, famously helped Commissioner William 

Bratton tame crime in the New York subways and then 

aboveground as well. Over the past decade, Kelling has 

helped police chiefs replicate the New York miracle in 

cities as diverse as Los Angeles and Milwaukee. Kelling 

is now traveling to Detroit twice a month to consult 

with Chief Godbee and his team; soon, we hope to 

have MI’s “loaned executive” to the City of Newark, 

Ingrid Johnson, offering some of her expertise to the 

Motor City as well. It is our hope that with success 

in Newark and Detroit, and with the opportunities 

for statewide reform in New Jersey, we can bring 

continued public attention to policies that can help 

bring safety and economic opportunity to other cities 

around the nation. 

senior fellow George kelling and Detroit police chief 
ralph Godbee discuss crime reduction in the Motor city.  a
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“health-care system” ought somehow to deliver. 

Much of the battle will be fought at the FDA, which 

is able to see things both ways, because it now has 

two separate brains humming away under its hat. 

What health care most needs is less of the old brain 

and more of the new. That policy alone will improve 

the quality of medicine and lower its cost more than 

any development since germs were exposed and 

immunology became a science almost a century and 

a half ago.

We are very happy to bring Dr. von Eschenbach aboard. 

His expertise and experience represent a crucial addi-

tion to our Project FDA team. 

This synopsis covers just a few of the projects that MI 

has focused on for the past few months. There is, as you 

can imagine, much more good work being done. We 

are grateful for your continued support and hope that 

this update provides you with continued confidence in 

our efforts during this year of decision. 

an agenda for the Future

There is little question that on the 

state and national levels, challenges 

abound. Those challenges are im-

mediate and certainly require our 

attention. However, we must also 

keep an eye toward the big ideas 

that can make for a better not-so-

distant future—if we want to ensure that someday those 

big ideas will be part of our reality. 

While the current administration has focused on broad-

ening access to health care, it has done so to the detri-

ment of a central driver of health-care quality: medical 

innovation. Looking to the future that science promises 

us, in February the Manhattan Institute was pleased to 

bring on Dr. Andrew C. von Eschenbach, former com-

missioner of the U.S. Food and Drug Administration, as 

chairman of our Project FDA initiative. Over the years, 

the agency (pulled by Congress, trial lawyers, consumer 

groups, and other interests in a slew of different direc-

tions) has become an unpredictable labyrinth that often 

prevents rather than enables the kind of innovation in 

medicine that, while very real, is still so far away, given 

the barriers to entry. In a February op-ed in the Wall 

Street Journal, von Eschenbach described the mission 

of Project FDA and noted that the FDA could serve as 

a bridge—not a barrier—to cutting-edge technologies. 

MI senior fellow Peter Huber, in “Curing Diversity” (a 

must-read City Journal article, Autumn 2008), noted: 

[T]he stage is set for a long battle between radically 

new medical science and a senescent, unscientific 

vision of how diseases are cured and what the 
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in memoriam: James Q. Wilson (1931-2012)
The Manhattan Institute was saddened by the death this spring of James Q. Wilson, 
one of most influential social scientists of the twentieth century and a longtime friend 
of the Institute and City Journal. A faculty member at Harvard, Pepperdine and, most 
recently, Boston College, his pioneering thinking on human nature, urban policy, 
bureaucracy, marriage, and many other topics brought him well-deserved recognition 
and the nation’s highest civilian award, the Presidential Medal of Freedom. We New 
Yorkers are particularly grateful to him for his work developing the Broken Windows 
theory of policing, which laid the foundation for the historic reductions in crime that 
New York has seen over the last two decades. The Institute was proud to host an 
annual lecture by Professor Wilson from 1997 to 2011. It was always a highlight of 
our year. We will miss his warmth and insights. 

Lawrence J. Mone  
President

Sincerely,

Spring 2012  7
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