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RAHN: Obama’s tax falsehoods

President must know his quest to raise taxes willik
jobs

By Richard W. Rahn Monday, September 26,120

Mr. President, what is the maximum rate of tax ffaok any American should be forced
to pay? | asked those in ti¢hite Housepress office this question last week, and | have
yet to receive an answer. | am willing to bet tin@§ never give me or any other
American the number.

In last week’s column, | showed how many Americahall income levels are paying
effective tax rates of approximately 400 percentlair savings income because the
government is keeping short-term interest rateeuthgercent while generating inflation
of 3.8 percent at an annual rate. The inflationaig® causes many capital gains
recipients to have effective tax rates in exceskO6f percent.

The administration has proposed major tax incredmsesed both on a false statement of
the problem and false statements about the likébgts of the proposed solutions. The
administration and its advisers must know that nofolvhat they are saying is false
because they have been corrected so many times.

The first falsehood is that billionaires likgarren Buffettare paying a lower tax rate than
their secretariedvir. Buffett appears to prefer to take much of his compensatitime

form of capital gains rather than salary. His comes can deduct the cost of salaries
from their revenue, but capital gains only accriteraa company has paid its corporate
tax. To properly measure his tax rate, it wouldhbeessary to look at all of the taxes he
pays both directly and indirectly on his investmieitbme, including the inflation tax and
pro-rata share of the corporate income tax. Youbernit is far higher than his secretary’s
tax rate.

On Sept. 14, formdd.S. Treasureconomic officialStephen J. Entjrwho is now
president of thénstitute for Researcbn the Economics of Taxation, testified before
Congressand noted that “the top earners already pay alvigtyportion of the income
tax. The top 2 percent of the taxpayers had 2769&emt of AGI [adjusted gross income]
and paid 48.68 percent of the income tax. The bo&b percent of the tax filers had




12.26 of AGI and paid 2.89 percent of the income Itéalf of the filers now owe no
income tax or receive a refundable income tax tredi

Many on the political left are quick to recognibattax rates affect behavior when
applied to behaviors they do not like, such as sngpk hey want to have high taxes on
certain foods, such as candy, drinks containingsuand transfats, to discourage their
use. But when it comes to labor and capital, tluwsthe left often argue that those taxes
have little effect on the willingness of peopleatork or invest in productive enterprises,
despite both the empirical evidence and good ecantireory. To quotd/lr. Entin, who
has studied and modeled the effects of taxes foenman 30 years, “Higher marginal tax
rates on any group, especially those already pahadighest marginal rates, would
reduce GDP [gross domestic product] and incomesadite board, and not just on the
people paying the initial tax bill. Increasing heuble taxation on corporate income by
raising tax rates on capital gains and dividendsldvdramatically reduce capital
formation and wages, and would not raise the erpeevenue.”

President Obama, you assert that it is fair foritieto pay more, but you never define
“fairness” or how you derived this undefined coricdmain, | have asked thWhite
Houseto provide the answer but have received no regpai'e know from previous
experience and from good dynamic economic stutishigher capital gains taxes will
result in fewer new jobs and even less tax reveHow is that fair, Mr. President?

The fact is that many American businesspeople adigiduals already pay very high
taxes when multiple levels of tax and the effedtsfbation are properly factored in. It is
false to claim that increasing taxes on capitahgjanterest, dividends and the wages of
those making more than $200,000 per year is notggim make everyone worse off.

Making tax policy based on falsehoods will only mrprish people at all income levels
and thus is not only irresponsible, but mean-salrit



