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The Truth-O-Meter Says:

On taxes, President Barack Obama wants to raise
"the top rate to 44.8 percent."

Paul Ryan on Monday, May 16th, 2011 in a speech in Chicago

Paul Ryan says Barack Obama wants a top tax rate
of 44.8 percent

Rep. Paul Ryan, R-Wis. -- the author of a
budget plan that won approval from the
Republican-held House but which was
assailed by Democrats because it
proposes significant changes in how
Medicare works -- gave a speech to the
Economic Club of Chicago on May 16,
2011. In it, he criticized President Barack Obama on tax policy.
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Ryan said that his own budget plan makes "the tax code simpler, flatter, fairer, more
globally competitive and less burdensome for working families and small businesses. By
contrast, the president says he wants to eliminate deductions, but he also wants to raise
rates. That includes raising the top rate to 44.8 percent. That would amount to a $1.5
trillion tax increase on families and job creators."

A reader e-mailed us to ask whether the president really wants to raise rates to 44.8
percent, since the most widely discussed Obama tax proposal is to reinstate marginal
income tax rates that were in effect for the wealthiest taxpayers before approval of the
2001 and 2003 tax cuts proposed by President George W. Bush. As the reader pointed
out, Obama’s proposal to let Bush’s tax cuts lapse would raise the top marginal income
tax rate from 35 percent to 39.6 percent -- not to the 44.8 percent that Ryan cited.

We began by asking Ryan’s staff what he had meant by using that figure. Spokesman
Conor Sweeney forwarded us a document that provided the reasoning that Ryan used to
get to the 44.8 percent.

Here’s the relevant portion of that document:

Top statutory rate, 2010: 35 percent

Expiration of 2001/2003 lower rates, 2011: 39.6 percent
PEP /Pease provisions reinstated, 2011: 41.6 percent

Net 2.3 percent Medicare tax on wages/salary: 43.9 percent
0.9 percent nondeductible Medicare tax, 2013: 44.8 percent

We've already discussed the references to the 35 percent and 39.6 percent figures.
Here’s a rundown of the rest:

e PEP/Pease. These are two caps on how much income is subject to taxation for wealthy
Americans. (Most Americans do not earn enough to trigger them.) The first, the "personal
exemption phase-out," limits the benefit of the personal exemption for taxpayers
earning above a set amount of income. The second sets a similar cap for itemized
deductions. The two taxes were steadily reduced under the Bush tax cuts, disappearing
entirely for 2010. The two caps are set to be revived in 2012, like the rest of the Bush tax
cuts, unless Congress and the president agree to intervene.

Ryan’s staff and tax experts we consulted with disagreed somewhat over how big a hit the
PEP and Pease revivals would be, but their estimates ranged from about 1 to 2 added
percentage points. So on the low end of that scale, Ryan’s estimate is slightly high, but
the difference is modest.

e Medicare taxes. Currently, the Medicare tax is 2.9 percent, split evenly between the
employee and the employer. The new health care law would add a 0.9 percent,
nondeductible tax to the employee’s side, so the new total is 3.8 percent, of which 2.35
percent is borne by the employee and 1.45 percent by the employer. To that employee
share, Ryan added almost a percentage point to account for what he sees as lower
employee salaries due to the employer’s share of the payroll tax. On balance, Ryan
estimates the combined net increase from Medicare taxes to be 3.2 percent.
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So for Medicare taxes as well, Ryan’s staff made some assumptions that would be open
to critique. But once again, the range of possible rate increases is fairly small -- about
one percentage point.

So even if you don’t buy Ryan’s assumptions, the most he’d be off in his final numberis
about 2 percentage points.

Now, how about the way Ryan described his number?

Usually, we've seen politicians use the term "the top rate" to refer to the marginal income
tax rate for the highest tax bracket, not that tax rate plus several other taxes. So, one
could say that using the 44.8 percent figure is a subtle way of adding an extra 5.2
percentage points to Obama’s tax proposal, making it look more draconian.

But when we asked both liberal and conservative economists what they thought about
Ryan’s phrasing, most were largely untroubled.

"For non-tax people, I suppose he could have specified that 44.8 would be the combined
marginal tax rate, though it's not clear that would have helped the average person
understand," said Dan Mitchell, an economist with the libertarian Cato Institute. "Short of
engaging in lengthy digressions, I'm not sure what Ryan could have done differently."

If Ryan had used a specific definition of the tax rates in his speech, such as "the
effective marginal income tax rate," then "that would be misleading," added J.D. Foster,
an economist with the conservative Heritage Foundation. But he didn’t, Foster said, and
that gives him some space to define what he means.

Dean Baker, a liberal economist, said he’d "give Ryan a pass on this." Ryan left out that
most of the rates listed in the document would be reverting to prior levels, rather than
being imposed for the first time by Obama, Baker said. However, on balance, Baker said
he feels that Ryan’s statement "is largely true."

So where does this leave us? On Ryan’s number, it’s possible to argue that the actual
rate is as low as 42.8 percent rather than 44.8 percent, but that's open to debate. On his
description of what the number means, Ryan -- particularly given that he was working
from a prepared speech -- could have been clearer by saying something like, "The
various parts of Obama’s tax agenda would together push the highest marginal tax rate
up to 44.8 percent."”

Still, the figure Ryan used is close to what the tax rate would be if Obama’s agenda is
followed, and a cross-section of economists we asked thought that Ryan’s presentation of
that number was reasonable. On balance, we rate it Mostly True.
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