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Figure 1

The After-Tax Income of the Top 1 Percent Now Exceeds That of the
Bottom 50 Percent
Share of Total After-Tax Income
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Note: After-tax income is adjusted gross income minus income taxes paid.
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A strong economy produced gains for families at all
income levels in the 1990s, but the gains after 1995
were particularly pronounced for the top 1 percent of
thedistribution (tax returnswith adjusted grossincome
in excess of $313,000 in 2000). Asaresult, the share
of total aggregateincomereceived by therichest 1 per-
cent of taxfilers has risen since the mid 1990s. Be-
cause growth in pre-tax income was so strong for the
top 1 percent, their share of total income remaining
after paying income taxes rose as well. It now ex-

ceeds the share of after-tax income of the entire bot-
tom 50 percent of taxpayers (Figure 1).

With such strong growth inincome, itisnot surprising
that the share of total federal income taxes collected
from the richest 1 percent of taxpayers also increased
since 1995. While this growth in the share of taxes
paid might seem to imply that the tax burden on the
very rich had increased, nothing could be further from
the truth. Tax experts usualy measure tax burdens

. __________________________________]
JoINT Economic ComMITTEE © 804 HART SENATE OFFICE BUILDING ® WASHINGTON, D.C. 20510 « 202-224-0372
. _______________________________________________________________________]




THE TALE OF THE Top 1 PERCENT JAnuARY 2003

Figure 2
Much of the 1990-2000 Growth in Real Income Went to the Top 1 Percent
Share of Cumulative 1990-2000 Increase in Real Adjusted Gross Income and After-Tax Income
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not as the share of taxes paid but rather taxes paid as a
percentage of income. By that measure the income tax
burden on the top 1 percent has fallen, not risen, since
the mid-1990s.

Disproportionate |ncome Growth at the Top

In 1995, 15 percent of total adjusted grossincome (AGlI)
went to the top 1 percent of taxpayers. Because thein-
cometax isprogressive, their share of total incometaxes
paid was 30 percent. Nevertheless, thetop 1 percent of
taxpayers retained a hefty 12 percent of the aggregate
income remaining after paying income taxes.

By 2000, each of these shares had increased. The share
of pre-tax income had risen to 21 percent; the share of
income taxes paid had risen to 37 percent, and the share

of income remaining after income taxes had risen to 18
percent. These changes reflect the disproportionate
growth in the pre-tax income of the top 1 percent in the
1990s (especially inthe second half of the decade). As
illustrated in Figure 2, more than athird of the cumula-
tiveincreasein real (inflation-adjusted) AGI from 1990
through 2000 went to the top 1 percent. The bottom 50
percent of taxpayers also experienced gainsin real pre-
tax income, but their share of the cumulative gain was
less than 9 percent.

The picture is very similar for after-tax income (AGI
less income taxes paid). Almost 30 percent of the cu-
mulativeincreasein real after-tax income between 1990
and 2000 went to the top 1 percent. Only about 11 per-
cent went to the bottom 50 percent. Again, the growth
in incomes for the top 1 percent was especially strong



THE TALE OF THE Top 1 PERCENT JANUARY 2003

Figure 3
The Effective Tax Rate for the Top 1 Percent Has Fallen
Average Personal Income Tax Rates by Income Group
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over thelatter part of the decade. Beginningin 1998 the
top 1 percent of income tax filers had more aggregate
after-tax income than did the entire bottom 50 percent.

The Effective Tax Rate of the Top 1 Percent Is Not
Rising

When considering the “fairness’ of the distribution of
taxes, economists usually focus not on tax shares, but
on taxes measured relative to ability to pay. A “pro-
gressive” tax system ischaracterized by ahigher tax rate
for those with greater ability to pay.

A standard indicator of the degree of tax progressivity
is how steeply the “ effective tax rate,” or taxes paid di-
vided by income, rises with higher incomes. The IRS
data show that rather than rising astheir share of pre-tax

income increased, the effective individual income tax
ratefor thetop 1 percent hasactually gonedown slightly
since the mid-1990s (Figure 3).

Other TaxesReducetheProgressivity of theU.S. Tax
System

Looking only at federal individual incometaxesprovides
an incomplete picture of the distribution of taxes. A
more complete analysis would consider the full set of
federal taxes, including all taxes paid by both house-
holds and businesses, and should include state and local
taxesaswell.

At thefedera level, theindividual income tax accounts
for about half of all revenues. The next largest revenue
source is the payroll tax, which collects over athird of
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Figure 4

Effective Federal Individual Income and Social Insurance Tax Rates, by Income Group, 1997
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federal revenues. Because payroll taxesare proportional
and are collected only on labor income, with no exemp-
tion level, and are partly capped at a maximum income
level, they are much less progressive than income taxes
(Figure 4). The Congressional Budget Office’s most
recent analysis of federal tax rates shows that, taken al-
together, the overall federal tax system (including indi-
vidual income, corporate income, payroll, and excise
taxes) is much less progressive than is the individual
income tax alone.

Finally, while the federal government cut income taxes
in 2001, state and local governments are lessableto run
deficits because of balanced-budget requirements. The
recession has meant that many state and local govern-
ments have been forced to raise taxes. State-level taxes

are amost always less progressive than federal taxes,
because states generally rely much more on consump-
tion-based sal es taxes or income taxes with much flatter
rate structures. Thus, once state and local taxesaretaken
into account, the overall tax system is far less progres-
sivethantheindividual incometax and can becomeeven
less so in times of economic weakness.

Conclusion

Thetop 1 percent of taxpayers experienced a dispropor-
tionate rise in their income in the late 1990s. That in-
come growth led to an increase in their share of aggre-
gate income taxes paid. But their tax burden did not
increase, and they saw disproportionate gains in after-
tax income.

JoINT Economic CoMmMITTEE — DEMOCRATIC STAFF
SeNATOR JAck ReeD (D-RI) — Vice CHAIRMAN

804 HART SENATE OFFICE BUILDING
PHoONE: (202) 224-0372 Fax: (202) 224-5568
INTERNET: WWW.SENATE.GOV/~JEC/



