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The American tax system is supposed to be pro-
gressive. Yet, for the very rich, nothing could be
further from the truth.

You know the expression that the rich are different.
Well, we found out that President and Mrs. Obama made
more than $5 million last year, and after examining their
tax returns, I can say that they are different — but not in
the way you might think. They are different because, for
their income group, they paid too much in taxes.

The first couple earned more than $5 million and paid
32 percent in federal income taxes.! When compared with
their peers, they paid too much. According to the most
recent IRS statistics, most households with adjusted gross
incomes of at least $5 million paid only 23 percent in
federal income taxes.? Were the Obamas trying to single-
handedly reduce the deficit by paying extra taxes they
did not owe? No. Their taxes were high because of how
they earned their money.

The typical taxpayer with $5 million of income re-
ceived almost half of it from capital gains and qualified
dividends, which are taxed at the lower 15 percent rate.?
That is why their tax rate is 23 percent. The Obamas,
however, had a negligible amount (less than $2,500) of
income subject to the 15 percent rate, with the rest of their
income subject to the maximum 35 percent rate.* That is
why their tax rate was 32 percent. The president is not the
only taxpayer paying too much in taxes. Every taxpayer

'A copy of President and Mrs. Obama’s tax returns are
available at http:/ /www.taxanalysts.com/thp/presreturns.nsf/
Returns/CBBA4FOCDB3C35198525742F005A334 A / $file/B_
Obama_2009.pdf. The tax rate was calculated by dividing
adjusted gross income of $5,505,409 by total tax of $1,792,414.

*Martin A. Sullivan, “Is the Income Tax Really Progressive?”’
Tax Notes, Dec. 14,2009, p. 1135, Doc 2009-27036, 2009 TNT 237-4.

°Id. at 1136.

“Michael D. Shear and David S. Hilzenrath, “Obamas Report
$5.5 Million in Income on 2009 Tax Return,” The Washington
Post, Apr. 16, 2010, at A4. The Obamas did have a capital loss
last year from selling bank stock that the president inherited
from his grandmother after she passed away in 2008. Because
the president reported a capital loss greater than his capital
gains, he was able to use $3,000 of the loss to offset ordinary
income.
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without income subject to the 15 percent rate is paying
too much in taxes when she compares herself with
someone who has income that is taxed at the 15 percent
rate.

Taxpayers in households between $50,000 and
$100,000 have no more than 3 percent of their income
from capital gains and corporate dividends.> Most of
their income will be subject to tax at up to 35 percent.
Taxpayers with between $100,000 and $200,000 of income
pay the 15 percent rate on only 6 percent of their income.¢
For households with income between $200,000 and
$500,000, almost 13 percent of their income is subject to
the 15 percent rate.” However, the percentages steadily
increase until finally we see 60 percent of income subject
to the 15 percent rate for households with at least $10
million of income.8 Most of us do not benefit greatly from
the 15 percent rate.

Obama’s solution to this problem is to let the Bush tax
cuts expire for households with incomes greater than
$250,000, which will increase their tax rate on capital
gains to 20 percent and increase their tax rate on all other
income to 39.6 percent.” This misses the point. The
differential between 39.6 percent and 20 percent will be
virtually the same as we have now (35 minus 15). The real
beneficiaries of Obama’s reform will be high-income
taxpayers with significant percentages of capital gains.

What you often hear from those who support lower
taxes on corporate dividends is that income has already
been taxed once at the corporate level and that the lower
tax rate reflects that fact. What they fail to tell you is that
in some instances that income has never been taxed at the
corporate level.'> Those who support lower taxes on
capital gains argue that it generates additional govern-
ment revenue. In the short term it does, especially when
the lower rate is only temporary, as it was in 2003. In the
long term, the government loses lots of money from
capital gains rate cuts.!!

In the final analysis, the question is clear. Should
someone who receives $5 million in royalties from a book

SSullivan, supra note 2, at 1136.
°Id.
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“Martin A. Vaughan, “Tax Cuts to Expire for Top Earners,”
The Wall Street Journal, Feb. 2, 2010, at A5.

1%Government Accountability Office, “Comparison of the
Reported Tax Liabilities of Foreign- and U.S.-Controlled Corpo-
rations, 1998-2005,” GAO-08-957, July 2008, Doc 2008-17519,
2008 TNT 157-15.

"Center on Budget and Policy Priorities, “Experts Agree
That Capital Gains Tax Cuts Lose Revenue,” May 7, 2008, Doc
2008-8800, 2008 TNT 77-70, available at http:/ /www.cbpp.org/
files/policy-points4-18-08.pdf (“The non-partisan Congres-
sional Budget Office and the Joint Committee on Taxation have

(Footnote continued on next page.)
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he worked long and hard to write and get published pay
taxes at a higher rate than someone who receives $5
million from taking her stockbroker’s advice in deciding
when to buy and sell stock? Put another way, should
someone who works a 40-hour week and is busy trying
to raise a family pay more in taxes than someone who
never gets out of bed but earns the same money from
going to the mailbox and getting a dividend check (or
just going to the computer and checking their account
online)? Of course not — because all income should be
taxed the same. No type of income should get preferen-
tial treatment.

We profess to be the land of opportunity for all, yet
when it comes to our tax system, we become the land of
opportunity for some. To quote Warren Buffett: “There’s
class warfare, all right, but it’s my class, the rich class,
that’s making war, and we’re winning.”'? The time for
change is now. We need to have a progressive tax system
that applies to all taxpayers. Even the president should
have a dog in this fight.

estimated that extending the capital gains tax cut enacted in 2003
would cost $100 billion over the next decade”) (emphasis in origi-
nal).

12Ben Stein, “In Class Warfare, Guess Which Class Is Win-
ning,” The New York Times, Nov. 26, 2006, at C3.

806



