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Wealthiest 400: Plummeting Taxes, Rocketing Incomes
Avi Feller and Chuck Marr, Center for Budget and Policy Priorities

The effective federal income tax
rate for the 400 taxpayers with the
very highest incomes — 3 out of
every 1 million filers — has declined
by nearly half over the past two dec-
ades, even as their pre-tax incomes
have grown five times larger, new
IRS data show.'

The top 400 households paid
16.6 percent of their income in fed-
eral individual income taxes in 2007,
down from 30 percent in 1995. This
decline works out to a tax cut of $46
million per filer in 2007, or a total of
$18 billion in tax cuts for these
households per year.

To make it into the top 400, a
household needed an adjusted
gross income of at least $35 million
in 1992 (in 2007 dollars) and $139
million in 2007.

The decline in effective tax rates
at the very top is due in large part to
the capital gains tax cuts enacted in
1997 and 2003. The top marginal tax
rate on capital gains is now 15 per-
cent, less than half the top tax rate
on wages and salaries. The top 400
taxpayers derived two-thirds of
their income from capital gains and
qualified dividends in 2007.

Over roughly the same period,
the top 400 filers enjoyed huge
gains in pre-tax incomes. The aver-
age pre-tax income of this group
rose by over 400 percent between
1992 and 2007, equivalent to a $275
million increase per person, after
adjusting for inflation. In 2007 alone,
average pre-tax incomes rose by 31
percent among these individuals.

In short, the top 400 filers now
pay much lower effective tax rates
on vastly larger incomes.

Recent Rapid Income Gains

Even as their effective tax rates
were declining sharply, high-income
filers benefited disproportionately
from economic growth, other IRS
data show. During the last economic
expansion (from the end of 2001 to
the end of 2007), two-thirds of the
nation’s total income gain flowed to
the highest-income 1 percent of
Americans.” And between 1992 and
2007, the average pre-tax income of
the top 1 percent of filers more than
doubled, after adjusting for infla-
tion, rising by 114 percent.?

The top 400 taxpayers enjoyed
even larger gains in pre-tax incomes.
Between 1992 and 2007, their aver-
age adjusted gross income in-
creased by over 400 percent, after
adjusting for inflation: from $68 mil-
lion to $345 million (in 2007 dollars).
Their incomes grew rapidly between
1995 and 2000, dropped during the
2001 recession, then rose rapidly
again from 2002 to 2007.

Because of the steep reduction
in effective tax rates for the top 400
households, their after-tax incomes

tively constant over the past dec-
ade. In the last recession, this figure
dropped from 64 percent in 2000 to
55 percent in 2002, before climbing
again amidst further capital gains
tax cuts and a strong stock market.
If the markets rebound and prefer-
ential capital gains tax rates are ex-
tended, the very highest-income
filers will continue to enjoy very low
effective tax rates into the future,
even as budget deficits become a

more serious problem. 24
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