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Asking Wealthiest Households to Pay Fairer Amount in Tax  
Would Help Fund a More Equitable Recovery 

By Chuck Marr, Samantha Jacoby, Sam Washington, and George Fenton 

 
To fund the investments that would help build a more equitable recovery, President Biden is 

expected to ask the wealthiest households to pay a fairer amount in federal taxes. With the nation’s 
income and wealth more and more concentrated at the top over the last several decades — including 
during COVID-19 and its economic fall-out — and the nation facing significant investment needs, 
policymakers should reconsider how the tax code treats the most well-off. 

 
The health and economic crises of the last year exposed glaring weaknesses in our economy and 

public policies that leave millions of people unprotected in bad economic times and prevent them 
from fully benefiting from a strong economy in good times. The American Rescue Plan Act, which 
built on the relief measures of 2020, provided important temporary measures to reduce the poverty 
and hardship that those crises generated. 

 
Now, we have a historic opportunity to build on those temporary measures and help drive an 

equitable recovery in which all children can reach their full potential, workers in low-paid jobs and 
those with fewer job prospects have the supports to help them meet their needs and get ahead, and 
everyone has access to affordable health coverage. Achieving these goals requires attacking the 
nation’s long-standing economic and racial disparities, deeply rooted in racism and discrimination, 
that have led to starkly unequal opportunities and outcomes in education, employment, health, and 
housing. 

 
During his campaign, the President advanced a range of proposals to scale back the generous tax 

breaks that enable the wealthiest households to avoid tax on much of their income and pay 
discounted tax rates when they do pay tax. He proposed, for instance, to reduce the tax benefits for 
capital gains and dividends — that is, to tax wealth more like the federal government taxes ordinary 
income — and to strengthen the tax on wealthy estates. He also proposed to provide the funds to 
enable the IRS to better ensure that wealthy people pay the taxes they owe. Some lawmakers have 
advanced proposals that include, for instance, a wealth tax or taxing capital gains as they accrue 
(rather than waiting until the assets are sold, which sometimes enables asset holders to avoid income 
taxes forever). We recommend that policymakers also consider a surtax on the adjusted gross 
incomes of very high-income people as another way to raise revenues, finance investments, and help 
prevent wealthy filers who benefit from preferential rates and other tax avoidance strategies from 
largely escaping the top income tax rate.  
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When evaluating the Biden plan, or other plans to raise taxes on the wealthiest households, 
policymakers should keep the following four points in mind: 

 
• First, the incomes and wealth of people at the top have risen disproportionately in recent 

decades, and their fortunes surged even during the pandemic; 

• Second, unlike households with incomes mainly from wages and salaries, the nation’s 
wealthiest people do not pay taxes annually on a large share of their income; 

• Third, when wealthy people do pay tax it is often at special discounted rates. And, due to tax 
policy changes since the late 1990s — in particular, President George W. Bush’s tax cuts of 
2001 and 2003 and the 2017 tax law — these tax advantages for wealthy people have 
expanded; and 

• Fourth, deep cuts in IRS funding have caused audits of wealthy individuals to plummet and, 
new research finds, wealthy people engage in sophisticated tax evasion at far greater rates than 
previously estimated. 

 

Wealthiest Have Gained Disproportionately in Recent Decades, Including 

During the Pandemic 

Income and wealth have grown increasingly concentrated at the top. The highest-income 1 
percent of households received 13.5 percent of the nation’s total household income, after 
accounting for taxes and government transfers, in 2017, up from 7.4 percent in 1979, according to 
the Congressional Budget Office (CBO).1 The share going to the bottom 80 percent fell over that 
period, from 58.6 to 53.0 percent.2 In other words, most of the decline for the bottom 80 percent 
mirrored the increase for the top 1 percent. 

 
The average income of the top 0.01 percent rose by 601 percent in inflation-adjusted terms, from 

$4.7 million in 1979 to $33.3 million in 2017, CBO reported.3 By contrast, the average inflation-
adjusted income of people in the lowest 20 percent rose by just 86 percent, from $19,300 in 1979 to 
$35,900 in 2017.4 (See Figure 1.) 
  

 
1 Congressional Budget Office, “The Distribution of Household Income, 2017,” October 2, 2020, 
https://www.cbo.gov/publication/56575.  

2 Ibid. 

3 Ibid. 

4 Ibid. 

https://www.cbo.gov/publication/56575
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FIGURE 1 

 
 
Wealth inequality is even more pronounced than income inequality and also has grown in recent 

decades, according to the Federal Reserve’s Survey of Consumer Finances, the main source of data 
on the distribution of household wealth.5 The wealthiest 1 percent of households held 38.2 percent 
of all net worth in 2019, up from 33.8 percent in 1983 — an increase of trillions of dollars.6 Average 
net worth among the wealthiest 1 percent of tax units is $18 million.7 By contrast, the share of the 
bottom 80 percent fell from 18.7 percent in 1983 to 11.1 percent over that period. (See Figure 2.) 
  

 
5 The Board of Governors of the Federal Reserve, “Survey of Consumer Finances (SCF),” November 17, 2020, 
https://www.federalreserve.gov/econres/scfindex.htm.  

6 Edward Wolff, “Household Wealth Trends in the United States, 1962 to 2019: Median Wealth Rebounds... But Not 
Enough,” NBER Working Paper 28383, January 2021, https://www.nber.org/papers/w28383.   

7 Emmanuel Saez and Gabriel Zucman, “The Rise of Income and Wealth Inequality in America: Evidence from 
Distributional Macroeconomic Accounts,” Journal of Economic Perspectives, Vol. 34, No. 4, Fall 2020, 3-26,  
https://www.aeaweb.org/articles?id=10.1257/jep.34.4.3. 

 

https://www.federalreserve.gov/econres/scfindex.htm
https://www.nber.org/papers/w28383
https://www.aeaweb.org/articles?id=10.1257/jep.34.4.3
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FIGURE 2 

 
 
Income and wealth concentration has an important racial dimension, as historical racial barriers to 

economic opportunity and continuing discrimination have played a substantial role in determining 
today’s income and wealth distribution. As a result, households of color are overrepresented among 
low-income and low-wealth households while white households are overrepresented among high-
income and high-wealth households. For example, Latino and Black households represented 24 
percent of all households in 2019, but they represented 32 percent of the least wealthy 60 percent of 
households and less than 1 percent of the wealthiest 1 percent.8  

 
Furthermore, the economic fall-out from COVID-19 has proved harsh for many Americans, with 

millions — disproportionately Black, Latino, Indigenous, and immigrant households — continuing 
to report that they are not getting enough to eat or are behind on rent.9 Employers added 916,000 
jobs to their payrolls in March, which is very high by normal standards, but payroll employment 
remained 8.4 million jobs below its February 2020 level — and about 10 million jobs below what it 
would have been if the 2019 trend in job creation had continued, according to Jason Furman, the 
chairman of President Obama’s Council of Economic Advisers.10 

 
And while millions of lower-income families and individuals continue to face financial hardship, 

those at the top in large measure prospered during these hard times — a dichotomy that has become 

 
8 University of California at Berkeley, “Study: Survey of Consumer Finances (SCF) Combined Extract Data 1989-2019,” 
https://sda.berkeley.edu/sdaweb/analysis/?dataset=scfcomb2019.  

9 Center on Budget and Policy Priorities, “Tracking the COVID-19 Recession’s Effects on Food, Housing, and 
Employment Hardships,” updated April 5, 2021, https://www.cbpp.org/research/poverty-and-inequality/tracking-the-
covid-19-recessions-effects-on-food-housing-and.  

10 Jason Furman, April 2, 2021, https://twitter.com/jasonfurman/status/1377963328757174272.  

https://sda.berkeley.edu/sdaweb/analysis/?dataset=scfcomb2019
https://www.cbpp.org/research/poverty-and-inequality/tracking-the-covid-19-recessions-effects-on-food-housing-and
https://www.cbpp.org/research/poverty-and-inequality/tracking-the-covid-19-recessions-effects-on-food-housing-and
https://twitter.com/jasonfurman/status/1377963328757174272
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known as the “K-shaped” recovery.11 The wealthiest households have largely avoided the economic 
pain and, in fact, have seen their overall finances surge. 

 
Take, for example, the stock market, where the ownership of corporate shares is concentrated at 

the top. On February 14, 2020, shortly before the pandemic-induced economic downturn, the S&P 
500 Index stood at what was then its peak, 3,380.16. On April 1, 2021 (that is, a little over a year 
later), it had risen by 19 percent, to 4,019.87,12 while the jobs market remained depressed over the 
same period. (See Figure 3.)  

 
FIGURE 3 

 
 
The ownership of corporate shares is not only highly concentrated at the top,13 but it also has 

grown increasingly concentrated among the ultra-wealthy. “The wealthiest 0.1% and 1% of 
households now own about 17% and 50% of total household equities, respectively, up significantly 

 
11 Caterina Saraiva, “How a ‘K-Shaped’ Recovery Is Widening U.S. Inequality,” Bloomberg, December 10, 
2020, https://www.bloomberg.com/news/articles/2020-12-10/how-a-k-shaped-recovery-is-widening-u-s-inequality-
quicktake. 

12 Yahoo Finance, “S&P 500,” Accessed April 5, 2021, https://finance.yahoo.com/quote/%5EGSPC/history/.  

13 Wealthy households directly or indirectly own the vast majority of corporate stock. “The top 10 percent of 

households, on average, own $1.7 million of stock, directly and indirectly,” the Tax Policy Center’s Steve Rosenthal and 

Theo Burke concluded, “while the bottom 50 percent only own about $11,000.” See “Who’s Left to Tax? US Taxation 

of Corporations and Their Shareholders,” New York University School of Law, October 27, 2020, 

https://www.law.nyu.edu/sites/default/files/Who%E2%80%99s%20Left%20to%20Tax%3F%20US%20Taxation%20

of%20Corporations%20and%20Their%20Shareholders-%20Rosenthal%20and%20Burke.pdf. 

https://www.bloomberg.com/news/articles/2020-12-10/how-a-k-shaped-recovery-is-widening-u-s-inequality-quicktake
https://www.bloomberg.com/news/articles/2020-12-10/how-a-k-shaped-recovery-is-widening-u-s-inequality-quicktake
https://finance.yahoo.com/quote/%5EGSPC/history/
https://www.law.nyu.edu/sites/default/files/Who’s%20Left%20to%20Tax
https://www.law.nyu.edu/sites/default/files/Who’s%20Left%20to%20Tax


 
6 

from 13% and 39% in the late 1980’s,” according to Goldman Sachs senior economist Daan 
Struyven.14 

 

Substantial Income of Wealthy Households Escapes Annual Tax 

High-income and high-wealth households enjoy generous tax benefits that can dramatically lower 
their tax bills and are generally unavailable to the vast majority of Americans. 

 
That’s because the vast majority of Americans receive more than three-quarters of their income 

from wages, salaries, and other forms of labor income (i.e., income from work). Employers withhold 
income and payroll taxes from their paychecks and, if their tax liability for the year exceeds the 
withheld taxes, they must pay the balance by tax day.  

 
For the highest-income 1 percent of households, by contrast, capital income — most of which 

enjoys preferential tax rates (as discussed in more detail in the next section below) — constitutes 41 
percent of their taxable incomes, while labor income makes up just 33 percent, CBO reports.15 The 
overwhelming share of the remaining 26 percent is what’s known as “pass-through” business 
income,16 which also enjoys special tax preferences. This means that most of the taxable income of 
the top 1 percent is subject to favorable tax rates. (See Figure 4.) 
  

 
14 Quentin Fottrell, “One reason why the stock market’s wild fluctuations don’t faze most Americans,” MarketWatch, 
February 12, 2019, https://www.marketwatch.com/story/americas-super-wealthy-own-more-stocks-leaving-average-
people-in-the-dust-2019-01-28. 

15 Congressional Budget Office, op. cit.  

16 Pass-through income is the income that the owners of businesses such as partnerships, S corporations, and sole 
proprietorships report on their individual tax returns. Of the 26 percent, pass-through income makes up 23 percent 
while the remaining 3 percent is what CBO calls “other market income,” which consists of retirement income and other 
nongovernmental sources of income. 

https://www.marketwatch.com/story/americas-super-wealthy-own-more-stocks-leaving-average-people-in-the-dust-2019-01-28
https://www.marketwatch.com/story/americas-super-wealthy-own-more-stocks-leaving-average-people-in-the-dust-2019-01-28
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FIGURE 4 

 
 
Moreover, CBO does not measure a key component of income of the very well off. That is, a 

substantial share of the income of the wealthiest households won’t face income taxes for years, if 
ever, because of two important tax advantages — deferral of unrealized capital gains and stepped-up 
basis:   

 
Deferral of capital gains income. Unlike other types of income, like wages, a tax filer often can 

decide how much capital gain to claim on a tax return. That’s because a capital gain (that is, the 
increase in the value of an asset, such as corporate stock) is only taxed when it is “realized,” which is 
typically when the owner sells the asset. Only some capital gains are realized in any given year. The 
rest are deferred (because the asset isn’t sold), and the owner owes no immediate tax, even if the 
unrealized capital gain comprises a significant share of a household’s income, as reflected in the 
growth of its net worth. Deferring capital gains taxes gives three benefits to taxpayers who can do 
so: 

 
• Instead of paying taxes each year on their capital gains, they can continue earning returns on 

the money that they otherwise would have paid in tax, and these returns compound over time. 



 
8 

• They can wait to sell assets until they would benefit in doing so for other tax reasons. They 
may wait, for example, until a year in which they will have large capital losses to offset the 
gains, or they may hold assets in hopes of a future capital gains tax cut. 

• They can take advantage of other tax benefits for capital gains, such as stepped-up basis, 
which can eliminate their tax liability (as discussed below). 

 
Deferral overwhelmingly benefits wealthy households. The capital income that wealthy 

households report on their tax returns represents only a small share of their total capital income 
(including unrealized gains), research shows, and that share declines as one moves up the wealth 
scale.17 Consider Berkshire Hathaway Chairman Warren Buffett. His main asset, Berkshire Hathaway 
stock, rose in value by over 17 percent in 2010, from about $34.8 billion to $42 billion.18 But, on his 
2010 tax return (which he made public via a letter to then-U.S. House member Tim Huelskamp), 
Buffet’s adjusted gross income was $62.8 million, or less than 1 percent of that gain in value for 
Berkshire Hathaway stock.19  

 
Mr. Buffet provides one example of how deferral enables very wealthy people to escape annual 

taxation on their dramatic capital gains. But it’s hardly the only one. As the Washington Post noted in 
March of 2021, “the wealth of nine of the country’s top titans has increased by more than $360 
billion in the past year.”20 Without policy changes, much of this wealth increase likely will not appear 
on income tax returns this year or next, if ever. 

 
Stepped-up basis. One of the largest tax subsidies for capital gains is the so-called stepped-up 

basis tax break. If an investor holds an asset (such as stock) and passes it on to an heir, neither she 
nor her heir owes capital gains tax on its increase in value during her lifetime. (Technically, the 
asset’s basis — or the price paid for it — is “stepped up” to its fair market value at the time of 
inheritance.) Stepped-up basis encourages wealthy people to turn as much of their income into 
capital gains as possible and hold assets until their death, when a lifetime of gains become 
permanently exempt from income tax.  

 
Combined with deferral, stepped-up basis enables large corporate stockholders and other wealthy 

investors to pay no income tax on the increase in an asset’s value during their lifetimes and pass on 
the assets to heirs, who pay no income tax on those inheritances. Former Apple CEO Steve Jobs, 
for instance, received an annual salary of just $1, as Apple reported in its Securities and Exchange 
Commission filings.21 He also received Apple stock, however, that was worth $75 million in the early 

 
17 Jenny Bourne et al., “More Than They Realize: The Income of the Wealthy,” National Tax Journal, June 2018, 
https://www.ntanet.org/NTJ/71/2/A05_Bourne.pdf.  

18 CBPP calculations based on Berkshire Hathaway’s Form Def 14A filings with the Securities and Exchange 
Commission and public share price data from 2010. 

19 See “Buffett letter to Rep. Tim Huelskamp,” CNN Money, October 11, 2011, 
https://money.cnn.com/news/storysupplement/buffett-letter-to-huelskamp/?iid=EL. 

20 Nitasha Tiku and Jay Greene, “The billionaire boom,” Washington Post, March 12, 2021,  
https://www.washingtonpost.com/technology/2021/03/12/musk-bezos-zuckerberg-gates-pandemic-profits/.  

21 Form Def14A, Apple, Inc., January 7, 2011, 
https://www.sec.gov/Archives/edgar/data/320193/000119312511003231/ddef14a.htm. 

https://www.ntanet.org/NTJ/71/2/A05_Bourne.pdf
https://money.cnn.com/news/storysupplement/buffett-letter-to-huelskamp/?iid=EL
https://www.washingtonpost.com/technology/2021/03/12/musk-bezos-zuckerberg-gates-pandemic-profits/
https://www.sec.gov/Archives/edgar/data/320193/000119312511003231/ddef14a.htm
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2000s.22 He likely paid income tax on the value of those shares when he received them as income. 
But because he never sold the shares during his lifetime, he never paid capital gains taxes on the 
massive gain as Apple’s stock skyrocketed.23 At his death, his Apple stock was worth roughly $2 
billion, and that gain was entirely and permanently exempt from income tax. 

 
One way to address the tax avoidance problems of capital gains deferral would be with a “mark-

to-market” tax system, as Senate Finance Committee Chairman Ron Wyden has proposed.24 Under 
such a system of taxing capital gains, if a wealthy investor bought publicly traded stock on January 1 
for $1,000 a share and the stock’s trading price was $1,100 on December 31, the investor would pay 
capital gains tax on the $100 increase per share even if she didn’t sell the stock that year — 
effectively requiring those who hold capital investments to pay tax on the gains in those investments 
annually, just like those with wage income pay their taxes annually. Alternatively, policymakers could 
impose a wealth tax on a wealthy taxpayer’s overall stock of capital (without regard to actual gains or 
losses from wealth), which would similarly ensure that wealthy households pay taxes on their 
substantial assets each year.    

 
A far more modest approach, which President Biden adopted during his campaign, would be to 

repeal stepped-up basis. That would enable wealthy people to avoid tax on unrealized capital gains 
throughout their lives but require them to pay taxes on those deferred capital gains at death.   

 
Some will assert that such a tax, when combined with the estate tax, would amount to double 

taxation on the same income. This argument is flawed, however. 
 
First, there is no double taxation because there are (at least) two people involved: the decedent 

and heir(s). The decedent has income that has accrued tax-free over a lifetime (the deferred, 
unrealized capital gain), which itself confers a tremendous tax advantage, and, at death, the decedent 
would pay that deferred tax. The estate tax would then apply to the remaining inheritance that flows 
to the heir, who is a separate person for legal and tax purposes. Though technically levied on the 
estate, the estate tax effectively falls on heirs, research shows.25 Furthermore, heirs owe no income 
tax on their inheritances — even though other types of earned and unearned income, such as lottery 
or gambling winnings, face income taxes. All in all, the decedent pays tax on a lifetime of accrued 
gain, and the heir pays tax on her windfall inheritance — and, thus, there is no double taxation. 

 

 
22 Brett Arends, “Steve Jobs Was Robbed,” MarketWatch, May 18, 2010, https://www.marketwatch.com/story/apples-
steve-jobs-blunders-on-options-swap-2010-05-18. 

23 David S. Miller, “The Zuckerberg Tax,” New York Times, February 7, 2012, 
https://www.nytimes.com/2012/02/08/opinion/the-zuckerberg-tax.html. 

24 While serving as the Senate Finance Committee’s ranking Democrat in 2019, Wyden released a white paper in 2019 
calling for enacting a mark-to-market system for capital gains and raising the capital gains tax rate to the same rates as 
taxes on ordinary income. Senate Finance Committee, “Treat Wealth Like Wages,” 
https://www.finance.senate.gov/imo/media/doc/Treat%20Wealth%20Like%20Wages%20RM%20Wyden.pdf. Under 
Wyden’s proposal, large capital gains on corporate stock and other securities that wealthy households own would be 
taxed annually, while non-publicly traded assets would be subject to a deferral charge at the time of sale. 

25 Alternatively, policymakers could replace the estate tax with an inheritance tax, which is levied on the income that 
heirs receive rather than on the value of the estate itself. One advantage of this approach is that it would clarify the 
connection between the tax imposed and the economic burden on each party. 

https://www.marketwatch.com/story/apples-steve-jobs-blunders-on-options-swap-2010-05-18
https://www.marketwatch.com/story/apples-steve-jobs-blunders-on-options-swap-2010-05-18
https://www.nytimes.com/2012/02/08/opinion/the-zuckerberg-tax.html
https://www.finance.senate.gov/imo/media/doc/Treat%20Wealth%20Like%20Wages%20RM%20Wyden.pdf
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Further, what matters is the overall level of taxation on a given income stream, not the number of 
taxes that applies to it. Under the current system, the average tax rate on inheritances is only 2 
percent, or one-seventh of the average tax rate on income from work and savings.26 The flawed 
“double taxation” argument should not distract policymakers from ensuring that wealthy people and 
their heirs pay a fairer amount of tax on their income streams. 

 

Wealthy Households Enjoy Preferential Tax Rates, Which Policymakers Have 

Expanded in Recent Decades 

When the wealthy do pay taxes on their income, they often pay at a low rate because capital and 
certain business income — which make up most of wealthy households’ incomes — are taxed at a 
far lower rate than wage income. Moreover, the top income tax rate — which applies not only to 
wages and salaries but also to, for example, interest and stock options — is well below the post-
World War II average of 59 percent.27  

 
These preferential rates largely reflect the view that lower tax rates — particularly on capital 

income and inheritances — will spur capital investment that, in turn, will strengthen economic 
growth and “lift all boats.” This view is the product of a macroeconomic theory known as “supply-
side” economics — and, more pejoratively, it’s also been termed “trickle-down” economics.  

 
Supporters of supply-side economics have pressed for ever-lower tax rates on wealthy households 

for more than four decades, which helps to explain why the tax code includes so many provisions 
that provide far greater benefits to those at the top than to other taxpayers. Mounting evidence, 
however, demonstrates that such tax policies do little for the economy while doing a lot to expand 
income and wealth disparities.  

 
“Major reforms reducing taxes on the rich,” a recent study of such tax cuts around the world 

found, “lead to higher income inequality as measured by the top 1% share of pre-tax national 
income. The effect remains stable in the medium term. In contrast, such reforms do not have any 
significant effect on economic growth and unemployment.”28  

 
Early evidence from the 2017 tax cuts likewise indicates little or no boost in economic growth, 

investment, or wages. “On the whole,” the Congressional Research Service reported, “the growth 
effects tend to show a relatively small (if any) first-year effect on the economy.”29 In February of 
2020, Jason Furman, chairman of President Obama’s Council of Economic Advisers, told the House 

 
26 Lily Batchelder, “Leveling the Playing Field between Inherited Income and Income from Work through an 
Inheritance Tax,” The Hamilton Project, January 28, 2020, 
https://www.hamiltonproject.org/papers/leveling_the_playing_field_between_inherited_income_and_income_from_w
ork_through_an_inheritance_tax.  

27 Tax Policy Center, “Historical Highest Marginal Income Tax Rates,” January 18, 
2019, https://www.taxpolicycenter.org/statistics/historical-highest-marginal-income-tax-rates. 

28 David Hope and Julian Limberg, “The Economic Consequences of Major Tax Cuts for the Rich,” London School of 
Economics, December 2020, 
https://eprints.lse.ac.uk/107919/1/Hope_economic_consequences_of_major_tax_cuts_published.pdf. 

29 Jane G. Gravelle and Donald J. Marples, “The Economic Effects of the 2017 Tax Revision: Preliminary 
Observations,” Congressional Research Service, updated June 7, 2019, 
https://crsreports.congress.gov/product/pdf/R/R45736. 

https://www.hamiltonproject.org/papers/leveling_the_playing_field_between_inherited_income_and_income_from_work_through_an_inheritance_tax
https://www.hamiltonproject.org/papers/leveling_the_playing_field_between_inherited_income_and_income_from_work_through_an_inheritance_tax
https://www.taxpolicycenter.org/statistics/historical-highest-marginal-income-tax-rates
https://eprints.lse.ac.uk/107919/1/Hope_economic_consequences_of_major_tax_cuts_published.pdf
https://crsreports.congress.gov/product/pdf/R/R45736
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Ways and Means Committee, “The macroeconomic data to date appear to rule out the immediate 
and large effects on investment that were predicted by many cheerleaders of the 2017 tax law and 
provide no reason to update the ex ante projections of minimal longer-term growth effects made by 
a range of economic modelers.”30  

 
Nevertheless, U.S. policymakers have substantially reduced taxes for wealthy households in recent 

decades. From the mid-1990s through 2017, the average federal tax rate — that is, the share of a 
household’s income it actually pays in taxes — for the top 0.01 percent has fallen by almost a fifth.31 
(And these figures don’t capture the effect of the 2017 tax law, which delivered windfall tax cuts to 
wealthy households.32) Most prominently, the 2001 and 2003 Bush tax cuts reduced individual 
income tax rates, taxes on capital gains and dividends, and the tax on estates, all of which provided 
the largest tax benefits to the highest-income taxpayers. The 2017 tax cuts under President Trump 
dramatically cut the corporate tax rate, cut the top individual income tax rate, further weakened the 
estate tax, and created a big new tax deduction on “pass-through” business income (business income 
from partnerships, S corporations, and sole proprietorships). A disproportionate share of these tax 
benefits flowed to households at the top.33    

 
All of that tax cutting also significantly reduced federal revenues. Federal revenues as a share of 

the economy (gross domestic product, or GDP) stood at 20 percent in 2000. In 2019, at a similar 
peak in the business cycle, federal revenues had fallen to just 16.3 percent of GDP (representing a 
decline of roughly $785 billion in that year) — which is far too low to support the kinds of 
investments needed for a 21st century economy that broadens opportunity, supports workers and 
helps those out of work, and ensures health care for everyone. 

 
Here is a look at how significant tax advantages for wealthy people have expanded in recent 

decades: 
 
Capital gains rate. Capital gains income is extremely concentrated at the top. In fact, the top 1 

percent of households received 75 percent of the taxable long-term capital gains34 in 2019, according 
to the Tax Policy Center. (See Figure 5.) More than half went to the top 0.1 percent. And while 4 in 
5 households in the top 0.1 percent reported taxable capital gains income in 2019, fewer than 1 in 20 

 
30 See Jason Furman, “Prepared Testimony for the Hearing ‘The Disappearing Corporate Income Tax,’” February 11, 

2020, https://www.congress.gov/116/meeting/house/110494/witnesses/HHRG-116-WM00-Wstate-FurmanJ-

20200211.pdf. 

31 Congressional Budget Office, op. cit. Notably, these figures omit unrealized capital gains income, which would, if 
included, show an even lower average tax rate for the very wealthy. 

32 Chuck Marr, Brendan Duke, and Chye-Ching Huang, “New Tax Law Is Fundamentally Flawed and Will Require Basic 
Restructuring,” Center on Budget and Policy Priorities, August 14, 2018, https://www.cbpp.org/research/federal-
tax/new-tax-law-is-fundamentally-flawed-and-will-require-basic-restructuring. The Tax Policy Center estimated that the 
law would deliver an average tax cut of $252,300 to households in the top 0.1 percent in 2025. Tax Policy Center Table 
T17-0314, https://www.taxpolicycenter.org/model-estimates/conference-agreement-tax-cuts-and-jobs-act-dec-
2017/t17-0314-conference-agreement. 

33 Marr, Duke, and Huang, op. cit. 

34 Long-term capital gains are the gains on assets that the owner holds for more than one year and that receive special 
low rates. 

https://www.congress.gov/116/meeting/house/110494/witnesses/HHRG-116-WM00-Wstate-FurmanJ-20200211.pdf
https://www.congress.gov/116/meeting/house/110494/witnesses/HHRG-116-WM00-Wstate-FurmanJ-20200211.pdf
https://www.cbpp.org/research/federal-tax/new-tax-law-is-fundamentally-flawed-and-will-require-basic-restructuring
https://www.cbpp.org/research/federal-tax/new-tax-law-is-fundamentally-flawed-and-will-require-basic-restructuring
https://www.taxpolicycenter.org/model-estimates/conference-agreement-tax-cuts-and-jobs-act-dec-2017/t17-0314-conference-agreement
https://www.taxpolicycenter.org/model-estimates/conference-agreement-tax-cuts-and-jobs-act-dec-2017/t17-0314-conference-agreement
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households in the bottom 60 percent did so.35 (These figures do not include unrealized capital gains, 
as discussed earlier, which likely are even more concentrated at the top.) 

 
FIGURE 5 

 
  
In the mid-1970s, the top tax rate on capital gains was 35 percent. It fell to 28 percent a decade 

later, to 20 percent in 1997, and to 15 percent in 2003.36 The rate rose to 20 percent in 2013, and the 
Affordable Care Act of 2010 imposed an additional 3.8 percent Net Investment Income Tax (NIIT) 
on the capital gains of high-income people. Today, the combined top tax rate on capital gains is 23.8 
percent, which is more than ten percentage points below where it stood in the 1970s and below 
today’s top rate on labor income. 

 
Tax rate of dividends. Dividend income is also highly concentrated at the top, with 46 percent 

of it flowing to the top 1 percent of households and 28 percent to the top 0.1 percent.37 Nearly 89 
percent of the top 0.1 percent of households have dividend income, compared to just 7.9 percent of 
the bottom 60 percent of households.38 

 
Historically, policymakers taxed dividends at the same rates as wage and salary income. That 

changed in 2003, when they temporarily cut the top rate on qualified dividends39 from 38.6 percent 
to 15 percent; they later set a permanent rate of 20 percent. Like capital gains, dividends are subject 

 
35 Tax Policy Center (TPC) Table T20-0152. 

36 Gregg A. Esenwein, “Individual Capital Gains Income: Legislative History,” Congressional Research Service, April 11, 
2007, https://www.everycrsreport.com/files/20070411_98-473_5561ac21da8751b5fc5675c4bfcb14ea54a37cd7.pdf  

37 TPC Table T18-0231. 

38 Ibid. 

39 To qualify for the lower tax rate on dividends, the stock paying the dividend must be held for a certain period of time 
and be the stock of a U.S. company or a qualifying foreign company. 

https://www.everycrsreport.com/files/20070411_98-473_5561ac21da8751b5fc5675c4bfcb14ea54a37cd7.pdf
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to the 3.8 percent NIIT. Therefore, qualified dividends are taxed at the same special low rate as 
long-term capital gains. 

 
Proponents argue that a low tax rate on dividends promotes investment and job creation, but a 

landmark study by University of California at Berkeley Professor Danny Yagan (now chief 
economist at the Office of Management and Budget) found that the 2003 dividend tax cut “caused 
zero change in corporate investment and employee compensation”40 while providing a windfall to 
high-income people. 

 
Pass-through income. The 2017 tax law created a 20 percent deduction for certain pass-through 

income, which “passes through” the business and is taxed on the individual tax returns of the 
business owners at the same individual rates that they would pay if they earned the income directly.  

 
Proponents of this deduction often pinpoint small businesses as the intended beneficiaries, and 

most pass-through businesses are indeed small and typically make modest profits. Pass-
through income, however, is highly concentrated at the top. Take partnerships, a common pass-
through structure, for instance: 69 percent of partnership income flows to the top 1 percent of 
households.41 Many large, profitable businesses are structured as pass-through businesses — 
including financial firms such as hedge funds and private equity firms, real estate businesses, oil and 
gas companies, and large multinational law and accounting firms — and they generate most pass-
through income. 

 
Moreover, the deduction is worth much more to high-income business owners than to small 

business owners with modest incomes because the former are in higher tax brackets. And because 
high-income households receive the bulk of pass-through income, the deduction’s tax benefits are 
heavily tilted to the top as well: 61 percent of the tax benefits will go to the top 1 percent of 
households in 2024, the Joint Committee on Taxation estimates, while just 4 percent will go to the 
bottom two-thirds of households.42 

 
The 20 percent deduction gives qualifying filers a 7.4-percentage-point tax rate reduction on 

certain pass-through income. So, while the top income tax rate is currently 37 percent for wages and 
salaries, it’s just 29.6 percent for pass-through income that qualifies for the deduction.43 That lower 
rate encourages pass-through owners to recharacterize their labor compensation as pass-through 
profits (by, for example, forming an S corporation to receive income rather than a paycheck), which 
can enable them to avoid the top rate on even more of their labor income. 
  

 
40 Danny Yagan, “Capital Tax Reform and the Real Economy: The Effects of the 2003 Dividend Tax Cut,” American 
Economic Review, Vol. 105, No. 12, December 2015, 3531-3563, https://eml.berkeley.edu/~yagan/DividendTax.pdf.  

41 Michael Cooper et al., “Business in the United States: Who Owns It, and How Much Tax Do They Pay?,” Tax Policy 
and the Economy, Vol. 30, No. 1, 2016. 

42 Chuck Marr, “JCT Highlights Pass-Through Deduction’s Tilt Toward the Top,” Center on Budget and Policy 
Priorities, April 24, 2018, https://www.cbpp.org/blog/jct-highlights-pass-through-deductions-tilt-toward-the-top.  

43 Some pass-through income of high-earning taxpayers is subject to the 3.8 percent NIIT, but a large share is exempt 
from both the NIIT and Medicare taxes. 

https://eml.berkeley.edu/~yagan/DividendTax.pdf
https://www.cbpp.org/blog/jct-highlights-pass-through-deductions-tilt-toward-the-top
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Tax-free inheritances of wealthy heirs. The 
1997 budget law,44 the Bush tax cuts,45 and the 
2017 tax law all reflected the Republican priority 
to maximize the amount of money that wealthy 
people can pass on to their heirs tax-free. Most 
recently, the 2017 tax law doubled the amount that 
a wealthy couple can pass tax free to heirs, from 
$11 million to $22 million, and that amount was 
indexed to inflation. Consequently, the exemption 
is $23.4 million in 2021.  

 
As a result, fewer than 1 in 1,000 estates (i.e., 

only the very wealthiest) owe any estate tax — 
and, per the exemption explained above, the first 
$23.4 million is tax-free even for these estates. 
Moreover, the few estates that are large enough to 
potentially face the tax can use loopholes to 
reduce or eliminate their estate tax liability, such 
as by artificially valuing their estates at less than 
their true value. (For example, the “minority 
ownership discount” enables an estate that owns 
a minority share of a business to value — and 
therefore pay estate taxes on — the estate’s share 
of business below its fair market value.46) IRS researchers analyzing the estate tax returns of members 
of Forbes magazine’s annual list of the 400 wealthiest Americans who later died concluded that, on 
average, their wealth as reported for tax purposes was roughly half of Forbes’ estimate of their 
wealth.47 (See Figure 6.) Strengthening the estate tax would help offset inequality by taxing more of 
the windfalls that heirs receive. 

 

 
44 Michelle Cottle, “The Real Class War,” Washington Monthly, July 1997, 
https://washingtonmonthly.com/magazine/july-1997/the-real-class-war/.  

45 David E. Sanger, “Fulfilling Campaign Promise, Bush Signs Tax Cut Into Law,” New York Times, June 7, 2001, 
https://www.nytimes.com/2001/06/07/politics/fulfilling-campaign-promise-bush-signs-tax-cut-into-law.html; Suzy 
Khimm, “Five facts about the Biden-McConnell deal,” Washington Post, December 31, 2012, 
https://www.washingtonpost.com/news/wonk/wp/2012/12/31/five-facts-about-the-biden-mcconnell-deal/.  

46 For purposes of estate and gift taxes, taxpayers may value minority ownership interests in closely held businesses at 
below their fair market value, on the grounds that such ownership interests are presumably less valuable than a 
controlling interest. The Treasury Department under President Obama proposed a regulation that would have restricted 
this tactic for avoiding the estate tax, but the Treasury Department under President Trump withdrew it. See Richard 
Rubin, “U.S. Treasury to Withdraw Proposed Tax Rules on ‘Valuation Discounts,’” Wall Street Journal, October 4, 
2017, https://www.wsj.com/articles/u-s-treasury-to-withdraw-proposed-tax-rules-on-valuation-discounts-1507147280. 

47 Brian Raub, Barry Johnson, and Joseph Newcomb, “A Comparison of Wealth Estimates for America’s Wealthiest 
Decedents Using Tax Data and Data from the Forbes 400,” https://www.ntanet.org/wp-
content/uploads/proceedings/2010/020-raub-a-comparison-wealth-2010-nta-proceedings.pdf. The researchers noted 
that some of the variation between the Forbes estimates and the estate tax return data was the result of methodological 
differences, particularly with respect to assets held in trust and the joint wealth of spouses. 

FIGURE 6 

 

https://washingtonmonthly.com/magazine/july-1997/the-real-class-war/
https://www.nytimes.com/2001/06/07/politics/fulfilling-campaign-promise-bush-signs-tax-cut-into-law.html
https://www.washingtonpost.com/news/wonk/wp/2012/12/31/five-facts-about-the-biden-mcconnell-deal/
https://www.wsj.com/articles/u-s-treasury-to-withdraw-proposed-tax-rules-on-valuation-discounts-1507147280
https://www.ntanet.org/wp-content/uploads/proceedings/2010/020-raub-a-comparison-wealth-2010-nta-proceedings.pdf
https://www.ntanet.org/wp-content/uploads/proceedings/2010/020-raub-a-comparison-wealth-2010-nta-proceedings.pdf
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Audits of Wealthy People Plummeted, and The Wealthy Engage in More Tax 

Evasion Than Previously Estimated 

Policymakers have cut the IRS budget dramatically since 2010, particularly funding for 
enforcement. As a result, the IRS now has 30 percent fewer enforcement staff than in 2010. And the 
number of revenue agents — auditors uniquely qualified to process the complex returns of high-
income individuals and corporations — has shrunk by 39 percent. As the audit staff shrunk, audit 
rates fell sharply, particularly of wealthy individuals and large corporations. The audit rate for 
millionaires fell by 71 percent between 2010 and 2019, from 8.4 percent to just 2.4 percent. (See 
Figure 7.) 

 
The gutting of IRS enforcement is particularly 

troubling because hundreds of billions of dollars 
in legally owed taxes each year go uncollected. 
The IRS’ most recent estimates of the gross “tax 
gap” — between what taxpayers owe and what 
they voluntarily pay on time — suggest that 
taxpayers did not pay $441 billion per year from 
2011 to 2013.48 Even after accounting for 
subsequent enforcement measures, the IRS still 
failed to collect $381 billion in each of those 
years. Just last week, however, IRS 
Commissioner Charles Rettig told Congress that 
the annual tax gap could actually exceed $1 
trillion annually.49 

 
Meanwhile, new research from IRS 

researchers and outside economists suggests that 
existing IRS tax gap estimates vastly understate 
wealthy households’ share of the tax gap. That’s 
because the IRS estimates the tax gap using data 
collected from random audits, which are not 
well-suited for detecting sophisticated forms of 
evasion and therefore “do not capture most tax evasion through offshore accounts and pass-
through businesses, both of which are quantitatively important at the top.” By more fully accounting 
for these types of tax evasion, researchers estimate that the top 1 percent likely underreports around 
20 percent of their income, far higher than IRS tax gap estimates suggest.50  

 

 
48 Barry W. Johnson and Peter J. Rose, “Federal Tax Compliance Research: Tax Gap Estimates for Tax Years 2011–
2013,” IRS, September 2019, https://www.irs.gov/pub/irs-pdf/p1415.pdf.   

49 Laura Davison, “Tax Cheats Are Costing the U.S. $1 Trillion a Year, IRS Estimates,” Bloomberg Wealth, April 13, 2021, 
https://www.bloomberg.com/news/articles/2021-04-13/tax-cheats-are-costing-u-s-1-trillion-a-year-irs-estimates.  

50 John Guyton et al, “Tax Evasion at the Top of the Income Distribution: Theory and Evidence,” National Bureau of 
Economic Research Working Paper 28542, March 2021, https://www.nber.org/papers/w28542. The authors note, “We 
use the term evasion in this paper to refer to unintentional and intentional noncompliance with tax obligations. We do 
not attempt to distinguish between intentional evasion and unintentional noncompliance and acknowledge that the 
boundary between these is fuzzy.” 

FIGURE 7 

 

https://www.irs.gov/pub/irs-pdf/p1415.pdf
https://www.bloomberg.com/news/articles/2021-04-13/tax-cheats-are-costing-u-s-1-trillion-a-year-irs-estimates
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Moreover, though the tax gap is intended to capture unlawful tax evasion51 — which includes 
intentional steps to dodge taxes — it does not attempt to measure lawful tax avoidance, by taking 
advantage of tax breaks available under current law. But the most well-resourced filers can afford 
creative tax advisors, litigators, and lobbyists to aggressively push the boundary between the two, as 
recent reporting illustrates.52  

 
A rebuilt IRS could restore public trust in the tax system by responding in a timely, effective 

manner to taxpayer questions and enforcing the nation’s tax laws fully so that everyone pays the 
taxes they owe, just as the vast majority of taxpayers and businesses do voluntarily. That the wealthy, 
who can best afford the lawyers and accountants to structure their income to avoid taxation, can 
benefit from a weak IRS only compounds this unfairness. Moreover, a rebuilt and modernized IRS 
would help restore the nation’s depleted revenue base — collecting taxes that are legally owed — to 
fund national priorities, such as the priorities that will be included in upcoming recovery legislation.53 
 

 

 
51 In addition, the tax gap measures, for example, mistaken underreporting of income.  

52 See, for example: Paul Kiel, “The IRS Decided to Get Tough Against Microsoft. Microsoft Got Tougher.” 
ProPublica, January 22, 2020, https://www.propublica.org/article/the-irs-decided-to-get-tough-against-microsoft-
microsoft-got-tougher and Paul Kiel, “Who’s Afraid of the IRS? Not Facebook.” ProPublica, January 23, 
2020, https://www.propublica.org/article/whos-afraid-of-the-irs-not-facebook. 

53 We propose a roadmap for policymakers to rebuild the IRS through a multi-year mandatory funding stream as well as 
multi-year allocation adjustments within the appropriations process. See Chuck Marr, et al, “Rebuilding IRS Would 
Reduce Tax Gap, Help Replenish Depleted Revenue Base,” Center on Budget and Policy Priorities, April 13, 2021, 

https://www.cbpp.org/research/federal-tax/rebuilding-irs-would-reduce-tax-gap-help-replenish-depleted-revenue-base.  

 

https://www.propublica.org/article/the-irs-decided-to-get-tough-against-microsoft-microsoft-got-tougher
https://www.propublica.org/article/the-irs-decided-to-get-tough-against-microsoft-microsoft-got-tougher
https://www.propublica.org/article/whos-afraid-of-the-irs-not-facebook
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