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As taxpayers have begun to file after the one-year anniversary of the
passage of the Tax Cuts and Jobs Act, it’s an opportune time to reflect on
the tax relief it brought. Lower tax rates across-the-board increased take
home pay for workers. And thanks to the increased standard deduction,
an estimated 31 million filers will no longer need to itemize their taxes,
reducing the compliance burden by 248 million hours. With a reduced
corporate tax rate that has made the U.S. more competitive, the TCJA

also helped spur a booming economy that is generating record levels of
tax receipts.

Despite the achievement of the TCJA, many politicians remain opposed
to the tax cuts. And they employ worn out class warfare rhetoric to in-
accurately disparage the law or even any attempt to reduce income taxes.

Nancy Pelosi, and several others in her party, have slammed the tax cuts
as a giveaway to the rich and complain that the wealthy are not paying
their “fair share.”


https://www.ntu.org/foundation/detail/taxpayers-will-soon-have-fewer-headaches-from-complex-tax-codes-300-billion-compliance-burden
https://www.cnsnews.com/news/article/terence-p-jeffrey/feds-collect-record-individual-income-taxes-through-august-still-run
https://www.cnsnews.com/news/article/terence-p-jeffrey/feds-collect-record-individual-income-taxes-through-august-still-run
https://www.cnbc.com/2018/07/23/sen-elizabeth-warren-wants-to-roll-back-the-gop-tax-cuts.html
https://www.washingtonpost.com/news/powerpost/wp/2017/12/29/bernie-sanders-to-republicans-stop-saying-i-support-your-tax-bill/?amp;utm_term=.919b0eed7348&noredirect=on&utm_term=.c6e79f9437fd
https://www.usatoday.com/story/news/politics/2018/05/08/pelosi-says-democrats-would-like-reopen-tax-cut-law-if-they-gain-majority/590201002/

First of all, reducing taxes allows people to keep more of what
they created and earned -

— that’s not a giveaway. Second, Pelosi and her colleagues neglect to take into account the fact
that under the progressive tax code, the top income earners pay an outsized share of income
taxes. And the biggest unreported fact about TCJA is that it will increase the progressivity of
the tax system.

The IRS has recently released an analysis of the distribution of the income tax burden for Tax
Year 2016. The new data shows that the top one percent of income earners bear the burden
of 37 percent of all income taxes. This is nearly twice as much as their share of income (19.7
percent). The top 25 percent of earners shoulder nearly 86 percent of the income tax load.
Combined, the top 50 percent of earners are responsible for 97 percent income taxes collect-
ed. The other half of filers pay just 3 percent of all income taxes.

NTUF has compiled historical data tracking the distribution of the federal income tax bur-
den back to 1980. In that year, the top one percent of filers’ income tax share was 19 percent
— that’s nearly half of what it is now. On the other side of the spectrum, the bottom fifty
percent’s share has been cut from 7 percent to 3 percent over the past 38 years. And this
happened despite the top marginal income tax rate falling from 70 percent in 1980 to 39.6
percent by 2016.

The trends are clear: the code has become increasingly progressive, and when people are allowed to keep
more of their own money, they prosper, move up the economic ladder, and pay a bigger part of the income
tax bill for those who aren't.

The tax code provides net assistance to many filers working their way up the economic ladder.
A Congressional Budget Office report on shows that households in the lowest income quin-
tiles actually have negative tax liabilities. This means that they are recipients of refundable
tax credits which can be claimed above and beyond any net income taxes owed. For example,
almost 26 million households received the Earned Income Tax Credit in 2016. Beyond reduc-
ing many filers tax obligation, this refundable credit resulted in outlays totaling $61 billion.

Tax Year 2016

Percentage of Federal Personal

Percentages Ranked by AGI AGI Threshold Adjusted Gross Income Share Income Tax Paid
Top 1% $480,804 19.72% 37.32%
Top 5% $197,651 35.2% 58.23%
Top 10% $139,713 46.56% 69.47%
Top 25% $80,921 68.43% 85.97%
Top 50% $40,078 88.41% 96.96%

Bottom 50% <$40,078 11.59% 3.04%


https://www.ntu.org/foundation/tax-page/who-pays-income-taxes
https://www.ntu.org/foundation/tax-page/who-pays-income-taxes
https://www.ntu.org/foundation/tax-page/how-have-the-top-and-bottom-income-tax-brackets-changed-over-time
https://www.ntu.org/foundation/tax-page/how-have-the-top-and-bottom-income-tax-brackets-changed-over-time
https://www.cbo.gov/sites/default/files/114th-congress-2015-2016/reports/51361-householdincomefedtaxesonecol.pdf
https://www.cbpp.org/research/federal-tax/policy-basics-the-earned-income-tax-credit
https://www.govinfo.gov/content/pkg/BUDGET-2018-APP/pdf/BUDGET-2018-APP-1-19.pdf
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After accounting for low-income levels
and various tax credits, 33.4 percent of
returns in Tax Year 2016 paid no income
tax, up significantly from 21.3 percentin
1980.

While it’s true that the benefits of the tax cuts
enacted in the TCJA went to the top income
earners who pay most income taxes, it is also
expected that the TCJA will increase the pro-
gressivity of the code. The combination of the
near-doubling of the standard deduction and
the expanded child credit will increase the
number of filers with zero income tax liabil-
ity. The Tax Policy Center estimated that an
additional 2.4 percent of “tax units” will owe
nothing. David Splinter of the Joint Commit-
tee on Taxation simultaneously projected that
the TCJA will increase the figure by 2.5 per-
cent.

Splinter also finds that most of the increase in
the number of filers with no liability over the
past decades has occurred because of changes
in tax policy, more so than the health of the
economy. Using an econometric index, he cal-
culates that the code has become much more
progressive since 1985 — due to exclusions and
increases in refundable credits — and that the
TCJA will further increase its progressivity.

The lopsided income tax burden carried by
the top income earners raises the question:
just what is a “fair” level of taxation? Until
recently, those who complained most loudly
that the rich are not paying their fair share
generally refrained from specifying what
would be an appropriate amount. In July 2018,
Senator Elizabeth Warren agreed that a 90
percent rate “sounds pretty shockingly high,”
but was unwilling to state just what tax rate
she would support. This year the new left has
ratcheted up calls for higher taxes with some
specifics. Newly-elected Representative Alex-
andria Ocasio-Cortez led the charge with a 70
percent marginal rate on incomes above $10
million. Warren responded with a proposal for
a 2 percent wealth tax on households with a
net worth of $50 million, and a 3 percent rate
on households with over $1 billion in wealth.
It’s worth noting that while these proposals
would further increase the progressivity of the
tax system — and the wealth tax in particular
would impose significant additional adminis-
trative complexities and compliance burdens,


https://www.ntu.org/foundation/tax-page/who-doesnt-pay-income-taxes
https://www.ntu.org/foundation/tax-page/who-doesnt-pay-income-taxes
https://www.wsj.com/articles/top-20-of-americans-will-pay-87-of-income-tax-1523007001
http://www.davidsplinter.com/Splinter_WhoPaysNoTax_2018.pdf
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additional administrative complexities
and compliance burdens, and may not be
constitutional — they would also only pay
for a fraction of new spending programs,
including Medicare for All, also being
pitched by the high tax advocates.

And just who are the “rich” that are al-
legedly not paying their “fair share”? The
minimum threshold to be counted among
the wealthiest tenth of taxpayers is just un-
der $140,000, and the top quarter’s thresh-
old starts at just under $81,000. The latter
is comparable to the median income that
yvear in several large metropolitan areas.
Many homeowners who think of them-
selves as middle-class, may be surprised
to learn that the tax code classifies them
among the rich.
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As pundits and politicians complain about
“tax fairness” taxpayers should press them
to specify what would be fair. They should
also be reminded that with lower taxes,
people keep more of what they earned and
spend or save their dollars more produc-
tively than Washington, DC. The lesson of
tax reform efforts from the Kennedy-John-
son tax cuts through the Reagan and Bush
era, is that tax cuts stimulate productivity
and job growth. Increasing the tax rates
could reverse the economic expansion.
That wouldn'’t just be unfair, it would be
unwise.


https://www.census.gov/content/dam/Census/library/publications/2017/acs/acsbr16-02.pdf
https://www.census.gov/content/dam/Census/library/publications/2017/acs/acsbr16-02.pdf
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