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OVERVIEW

The United States needs to address growing inequality and raise more revenue to make public
investments. One way to accomplish both goals is to enact legislation that raises taxes for high-
income or high-wealth households.

This does not mean that all new taxes must only affect those at the top. It simply means that
progressive tax measures are a sensible place for lawmakers to start to address these problems.

The facts and figures that follow demonstrate four points.

1. The U.S. needs to address inequality.

2. The U.S. needs more revenue.

3. Our tax system is not solving these problems now.

4, The public supports using progressive taxes to solve these problems.

ABOUT THE INSTITUTE ON TAXATION AND ECONOMIC POLICY (ITEP)

The Institute on Taxation and Economic Policy (ITEP) is a non-profit, non-partisan tax policy organization. We conduct rigorous analyses of tax and
economic proposals and provide data-driven recommendations on how to shape equitable and sustainable tax systems. ITEP’s expertise and data
uniquely enhance federal, state, and local policy debates by revealing how taxes affect both public revenues and people of various levels of income
and wealth.
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The U.S. Needs to Address Inequality

Share of U.S. Income to the Bottom 50 Percent The Share of Income
and Top 1 Percent, 1979-2016 Going to the RiCh Has

Grown Substantially
mroore Over the Past 40 Years

20% Data from inequality researchers Piketty, Saez and
Zucman show that Americans in the bottom half
of the income distribution have seen their share of
total U.S. income fall from 17 percent in 1979 to 11
percent in 2016.

\\__ Meanwhile, the top 1 percent of the income

15%

10% distribution has seen their share of total U.S. income
rise from 12 percent to 21 percent over that same
period.
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Source: Distributional National Accounts (G. Zucman, T. Piketty and E. Saez)
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The U.S. Needs to Address Inequality

Projected Distribution of Pre-Tax Income The Distribution

in the United States in 2019 of Income Today iS
Highly Unequal

61.9% ITEP projects that the richest fifth of Americans
will receive about 62 percent of total income in
the U.S.in 2019.

The top 1 percent alone will receive nearly 21
percent of the total income. This is more than the
share of income expected to flow to the bottom
Next 4% 60 percent of earners combined.

15.5%

18.0%

Next 15%
25.5%

Poorest 20% Second 20% Middle 20% Fourth 20% Richest 20%
INCOME GROUP

Source: Institute on Taxation and Economic Policy, April 2019
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The U.S. Needs to Address Inequality

Share of Wealth to the Bottom 90 Percent : :
and Top 1 Percent from 1979-2016 Wealth Inequa | Ity In
the U.S. Is Even More
Ml Bottom 90% Severe than Income

B Top 1%

Inequality

The top 1 percent of Americans defined by net
worth have seen their share of total wealth in the
30% U.S. rise from about 23 percent in 1979 to about 39
percent in 2016.

50%

Meanwhile, the bottom 90 percent of Americans
20% defined by net worth have seen their share of total
U.S. wealth fall from about 34 percent in 1979 to 26
percent in 2016.

10% Wealth inequality is the compounded effect
of years of income inequality. Reforming our
income tax to eliminate special breaks for income
generated from wealth is an important step
toward lessening wealth inequality. Increasing the

0%

e NI AEE VAT ININLCEN RO ANENOERDO =M DO . .
93999595333899989%3%%§8§9§g§9§§8988888 estate tax and introducing a federal wealth tax
can also be part of the solution.
Source: Distributional National Accounts (G. Zucman, T. Piketty and E. Saez)
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The U.S. Needs More Revenue

Federal Receipts, Outlays, and Surpluses or Deficits, Federal Revenue Has
as Percentages of GDP, 1969-2029 Long Been Too Low

According to the Congressional Budget Office (CBO),
for the previous fifty years, from 1969 through 2018,
the federal government collected revenue equal to
17.4 percent of the U.S. economy on average.

30

I Total Deficits and Surpluses, % of GDP 20

I Revenues, % of GDP
Outlays, % of GDP
25 = == Average Revenues, 1969-2018

15

10 Today that amount has fallen below 17 percent of

GDP and CBO projects that we will not return to
our previous 50-year average until the scheduled
expiration of some provisions in the new tax law
—provisions that some members of Congress will
surely seek to extend.

20

15

But merely returning to historical average tax levels
will not be enough to fund the investments that
are needed to allow our economy to thrive. Federal
spending has consistently exceeded 17.4 percent

of GDP under both Republican and Democratic
administrations.
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To find lower levels of federal spending one must

PERCENTAGE OF GDP, REVENUES AND OUTLAYS
PERCENTAGE OF GDP, SURPLUSES OR DEFICITS
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~~~~~~~~~~~~~ & &8 &K Y enactment of Medicare and before Social Security
Note: Data for years 2019 through 2029 are projected. became a meaningful tool for improving the lives of
Source: Congressional Budget Office the elderly, survivors and people with disabilities.
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The U.S. Needs More Revenue

Total Tax Revenue, as a Percentage of GDP, 2016 The U.S. Is One of the
Non—U.S.OECDﬁ;\égll'aagg 34.1% LeaSt Taxed COU ntries

in the Developed

Sweden

World

Austria
Hungary
Greece
Norway

Netherlands We see this in data from the OECD, the club of

Luxembourg

Germany industrialized countries with which we do much of

Slovenia

Portugal our trade.
Czech Republic
OECD Average

Estonia According to the OECD, total federal, state and
Poland .
~ spain local revenue collected in the U.S. equals about 26
United Kingdorn percent of our GDP, while the average for other
Slovak Republic OECD countries is 34 percent of GDP.
New Zealand
Israel
ﬁ‘;j‘ig In this regard, the U.S. ranks 32nd out of the 36
Lithuania OECD nations.
Switzerland
Australia
Kores 25.99% That means only four OECD countries collect
|Tu|rke§ less revenue as a share of their economies. Those
e countries are Turkey, Ireland, Chile and Mexico.
Mexico
0.0% 10.0% 20.0% 30.0% 40.0% 50.0%
Source: OECD
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The U.S. Needs More Revenue

Trillions of Additional Dollars Will Be Needed to Maintain

Our Nation's Infrastructure
Investment funding gap, 2016 through 2025, billions of 2015 dollars

Inland waterways
and marine ports

$15

Airports
$15

Ele;:;c;l.;:lty Surface
transportation
$1,101
Waste/
Wastewater

$105

Notes: Values represent the estimated investment funding gap, measured as the difference between total needed
investments and funded investments, over the period 2016 through 2025 in billions of 2015 dollars.
Source: American Society of Civil Engineers
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America Needs
More Revenue to
Adequately Invest in
Public Goods

Failing to make public investments can make
our economy less efficient and our nation less
prosperous.

Our underfunding of public infrastructure is

just one example. The American Society of Civil
Engineers estimated that the U.S. needed to
increase its infrastructure spending by $1.4 trillion
from 2016 through 2025.

The ASCE estimated that leaving that funding gap
in place would ultimately hurt us by reducing our
GDP by $4 trillion over that period.
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Our Tax System Is Not Solving These Problems

Shares of Total Taxes Paid by Each Income Group America’s Tax System
Compared to Shares of Total Income in 2019 Is Doing Little to

Reduce Inequality

Despite faring extraordinarily well in today's
economy, the nation’s richest taxpayers are paying
a share of overall taxes that only slightly exceeds
their share of income.

|l Total Income
Il Total Taxes

ITEP projects that in 2019, the share of total federal,
state and local taxes paid by the top 1 percent

(241 percent) will be only slightly greater than the
share of total income received by this group (20.9
percent).

While certain parts of our tax system are
progressive, like the federal personal income tax,
the federal corporate income tax and the federal
estate tax, much tax revenue in the U.S. is raised
through taxes that are not progressive.

Poorest 20% Second 20% Middle 20% Fourth 20%  Next 15% Next 4% Top 1%

Source: Institute on Taxation and Economic Policy (ITEP) Tax Model, April 2019
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Our Tax System Is Not Solving These Problems

Total Effective Tax Rates by Income Group in 2019 Some Parts of Our Tax
(total effective rate is the sum of federal rate and state and local rate) .
Code Are Regressive
Il Federal Effective Rate- 33.7% The federal tax code is progressive overall despite
M State and Local Effective Rate including some revenue sources, like payroll taxes,

that are not progressive.

29.9%
27.5%

State and local taxes are particularly regressive,
meaning they capture a larger share of income
from low- and middle-income families than
high-income families.

25.2%

22.0%

The progressivity of our federal tax code is needed
to offset the regressive impact of state and local
taxes.

However, the progressivity of our federal tax code is
weakened by several special breaks and loopholes.

Poorest 20% Second 20% Middle 20%  Fourth 20% Next 15% Next 4% Top 1%
INCOME GROUP

Source: Institute on Taxation and Economic Policy
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Our Tax System Is Not Solving These Problems

Lower Rates for Capital Gains and Dividends: The Federal Personal
Most Benefits Go to the Top 1 Percent in 2019 Income Tax Is

Weakened By Special
Breaks for the Rich

78%

One problem with the federal personal income
tax is that it taxes income from wealth less than
income from work.

For example, capital gains and stock dividends,
which mostly go to well-off households, are taxed
at lower rates than other types of income (including
earned income).

As illustrated in this graph, nearly four-fifths (78
percent) of the benefits of the lower income tax
rates for capital gains and dividends will go to the

0% , 0% richest 1 percent in 2019.

Poorest 20% Second 20% Middle 20% Fourth 20%  Next 15% Next 4% Top 1%

INCOME GROUP

Source: Institute on Taxation and Economic Policy
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Our Tax System Is Not Solving These Problems

Pass-Through Business Tax Break: The Federal Personal
Most Benefits Go to the Top 1 Percent in 2019 Income Tax Is

Weakened By Special
64% Breaks for the Rich

(continued)

The Tax Cuts and Jobs Act (TCJA), signed into law
by President Trump in December of 2017, made
this problem worse.

TCJA created a tax break for another type of invest-
ment income, a deduction for profits from pass-
through businesses. These are businesses whose
profits are subject to the personal income tax but
not the corporate income tax.

As illustrated in this graph, the vast majority of the
benefits of the new pass-through deduction go to

0% 0% 1% the richest 1 percent.

Poorest 20% Second 20% Middle 20% Fourth 20%  Next 15% Next 4% Top 1%

INCOME GROUP

Source: Institute on Taxation and Economic Policy
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Average Tax Cut from the Tax Cuts and
Jobs Act, By Race
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White Households
$2,020

Latino Households
$970

Black Households

$840
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Our Tax System is Not Solving These Problems

The Tax Cuts and Jobs
Act Supercharges the
Racial Wealth Divide

The 2017 Tax Cuts and Jobs Act not only added fuel
to the challenge of growing income inequality, it also
exacerbated the racial wealth gap.

Of the $275 billion in tax cuts the TCJA provides to
individuals this year, $218 billion (80 percent ) goes
to White households. On average, White households
will receive $2,020 in cuts, while Latino households
will receive $970 and Black households receive $840.
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Our Tax System Is Not Solving These Problems

Federal Corporate Income Taxes The Federal Corporate
as a Share of U.S. Gross Domestic Product Income Tax Is

[ ]

Weakened By Special

Breaks

20% The federal corporate income tax has been
eroded by years of imprudent policy decisions
and lawmakers’ unwillingness to crack down on

2:5% corporate tax avoidance.

2.0% In 1969, the federal government collected corporate
tax revenue equal to 3.7 percent of our gross
domestic product (GDP). By 2018, that figure had

1.5% fallen to just 1 percent of our GDP.

1.0% While many historical dips in corporate tax revenue
were clearly the result of economic downturns, the

0.5 current dip is being driven by large corporate tax

= cuts in the Tax Cuts and Jobs Act (TCJA).

0.0%
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Source: Congressional Budget Office
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Our Tax System Is Not Solving These Problems

60 Companies Avoiding
All Federal Income Taxes in 2018

Activision Blizzard
AECOM Technology
Alaska Air Group
Amazon.com
Ameren
American Electric Power
Aramark
Arrow Electronics
Arthur Gallagher
Atmos Energy
Avis Budget Group
Celanese
Chevron
Cliffs Natural Resources
CMS Energy
Deere
Delta Air Lines
Devon Energy
Dominion Resources
DTE Energy
Duke Energy

Eli Lilly
EOG Resources
FirstEnergy
Gannett
General Motors
Goodyear Tire & Rubber
Halliburton
Honeywell International

International Business
Machines (IBM)

JetBlue Airways

Kinder Morgan

MDU Resources
MGCM Resorts International

Molson Coors
Netflix
Occidental Petroleum

Owens Corning
Penske Automotive Group
Performance Food Group
Pioneer Natural Resources
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Pitney Bowes
PPL
Principal Financial
Prudential Financial

Public Service Enterprise
Group

PulteGroup
Realogy
Rockwell Collins
Ryder System
Salesforce.com
SpartanNash
SPX
Tech Data
Trinity Industries
UGl
United States Steel
Whirlpool
Wisconsin Energy
Xcel Energy

The Federal Corporate
Income Tax Is
Weakened By Special
Breaks (continued)

TCJA reduced the federal statutory corporate
income tax rate from 35 percent to 21 percent.

But the law left in place most of the significant
special breaks and loopholes that allow
corporations to pay an effective rate that is much
lower than the statutory rate.

TCIJA even expanded some of those breaks, for
example by expanding accelerated depreciation,
which allows companies to write off the costs of
capital investments much more quickly than they
actually wear out.

The public disclosures that corporations have

made for 2018 already indicate that several of them
avoided paying federal income taxes altogether
during their first year under the new law.
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Our Tax System Is Not Solving These Problems

: The Tax Cuts and Jobs
Shares of Federal Tax Cuts Going to Each Income Group,
2001 Through 2018 Act Was Only the

Latest Big Tax Cut for
65% the Well-Off

The major tax laws enacted by Congress and several
presidents since 2000 have reduced revenue by
$5.1 trillion, with nearly two-thirds of that amount
flowing to the richest fifth of Americans. The
cumulative impact on the deficit during this period
Next 4% is $5.9 trillion, including interest payments.

16%
Assuming no further legislative changes, by the end
of 2025 the tally of tax cuts will grow to $10.6 trillion.
By then the total impact on the deficit will be $13.6
Next 15% trillion, including interest payments.

27%
Time and again, federal tax law changes have
worsened both the fairness and adequacy of our
federal tax system, thereby exacerbating income
Poorest 20% Second 20% Middle 20% Fourth 20% Richest 20% inequality and worsening our nation’s fiscal
standing.

INCOME GROUP

Excludes tax break “extenders” for businesses like bonus depreciation
Source: Institute on Taxation and Economic Policy analysis
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The Public Supports Progressive Taxes

The Public Supports Progressive Taxes Americans Want
Percentage of U.S. Adults Polled on the Federal Tax System Prog reSSive Ta Xes

More than They
Want Tax Cuts for
Themselves

Il A Lot [l Some Not Too Much Il Not At All

The feeling that corporations

don't pay their fair share 20 9

The feeling that some wealthy

people don't pay their fair share 10

39 4 1

The complexity

of the tax system

H There is a widespread understanding among the
More than four in five Americans say they are
bothered by corporations and wealthy people not

American public that our tax system is not asking
enough of those at the top.
n paying their fair share. A strong majority (60 percent
or more) say that this bothers them “a lot.”
The amount
you pay in taxes 27 29 24

The feeling that some poor people
don't pay their fair share 16 24 19

Source: Pew Research Center, Survey of U.S. adults conducted March 20-25, 2019

5
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The Public Supports Progressive Taxes

Share of Survey Respondents Telling Gallup Support for
that Upper-income People Pay Too Little .
p|‘r)| Federal Taxes Each \)(,ear PI"OQ ressive Taxes Is
Not New
68% g7y 66%
63% 3% 63% 60% 599% 62% Gl 61% 62% gl O 62% Americans have been telling pollsters for years
559 that they want higher taxes on high-income

households and on corporations.

To the extent that the national dialogue has shifted
in favor of more progressive taxes, this is not driven
by a change in public opinion, but rather by the
fact that there are now some lawmakers who are
responding to the long-held views of the public
with serious proposals.

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Gallup. https:./news.gallupcom/poll/1714/taxes.aspx
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CONCLUSION: LAWMAKERS HAVE A CHOICE

e Our tax code is raising insufficient revenue and doing too little to address widening gaps
in both income and wealth.

e These problems with our tax code are not inevitable. They are choices that our lawmakers
have made and that the public largely opposes.

e Congress has several options to address these problems by raising more revenue in
progressive ways.

e For more on this subject, see ITEP's report, Progressive Revenue-Raising Options.
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