
113

RESEARCH
REPORTS

Vol. LXII No. 20 October 16, 1995

Published by

AMERICAN INSTITUTE
for ECONOMIC RESEARCH
Great Barrington, Massachusetts 01230

Various proposals to make the income
tax law fairer, less complicated, less pu-
nitive, or otherwise reform it promise to
figure prominently in the upcoming presi-
dential campaign. Democrats already are
using the issue of fairness to attack the
House Republicans’ plan to curtail the
growth of tax revenue by $245 billion over
the next 7 years, painting it as a “tax cut
for the rich.” According to them, the pro-
posal is the latest in a long line of Repub-
lican tax breaks, dating back to the Reagan
administration, that have favored the
wealthy and enabled them to pay less than
their “fair share” of taxes.

There is ample evidence, however, that
the tax cuts of the 1980s served to shift
the burden of income taxes toward “the
rich.” This is indicated by data published
by the Internal Revenue Service on indi-
vidual income tax returns, showing the
amounts of tax collected from individuals
with differing levels of adjusted gross in-
come (AGI). For purposes of compari-
son, the data on total numbers of tax re-
turns filed and total income taxes collected
for 1980 through 1992 can be grouped
into broad categories of income, and the
share of total taxes paid by each income
group can be calculated. Table 1 shows
the share of income taxes paid by the top
1, 5, and 10 percent of all tax returns
ranked by AGI.*

Of the roughly 93 million tax returns
filed for 1980, the top 1 percent reported
AGIs of roughly $81,000 or more. These
returns generated 19.3 percent of the total

individual income taxes collected for that
year. By 1992, the total number of in-
come tax returns filed had increased to
roughly 113 million, and the AGIs of the
top 1 percent of all filers had increased to
$182,000 or more, reflecting variously the
“broadening” of the tax base effected by
tax revisions in 1981 and 1986, increas-
ing general affluence during the 12-year

period, and persistent monetary inflating
that fosters nominally higher income lev-
els. This income group generated 27.5
percent of total individual income tax rev-
enue in 1992� —� roughly 40 percent more
than the earlier share.

The taxes generated by the top 5 per-
cent of returns increased from 37.1 per-
cent of total income tax receipts in 1980
to 45.9 percent in 1992, an increase of
nearly 25 percent. The share of taxes paid
by the top 10 percent of filers increased
by 17 percent during this period.

Whether these income groups repre-
sent “the rich” is an open question� —� in

1992, AGI of roughly $64,000 was suffi-
cient to place one’s tax return in the top
10 percent of all returns, which many
people would consider to be “middle
class” rather than “rich.” In addition, the
uncertain effects of the business cycle and
other influences make year-to-year com-
parisons difficult. But it is clear that the
share of individual income taxes paid by
the highest-income taxpayers trended up-
ward in the 1980s. This evidence strongly
contradicts the claim that upper-income
taxpayers paid less taxes in the 1980s as a
result of tax law changes and other poli-
cies of the Reagan administration. Instead
it suggests that reducing tax rates had the
effect that supporters hoped: lower rates
encouraged people to save and invest
(property-related income predominates at
the higher income levels) in ways that pro-
duce more taxable income. One conse-
quence was that the income tax burden
shifted toward higher-income taxpayers
during the 1980s.

Moreover, with the top 5 percent of
filers paying more than 40 percent of all
such taxes in recent years, and the top 10
percent consistently paying more than half,
the notion that higher-income taxpayers
do not pay their “fair share” of taxes would
appear to be based more on envy than
evidence. If these shares of the tax burden
are not sufficiently large, one wonders
what would be.

Recently published data for tax year
1993 tell a similar story. Table 2 shows
the amount of income tax paid by broadly
defined income groups. Tax returns re-
porting AGI over $200,000 represented
roughly 1 percent of all returns, but gen-
erated about 27 percent of all individual
income taxes. Taxpayers in this group paid
nearly 29 percent of their AGI in taxes. In
contrast, tax returns with AGI under
$15,000 accounted for nearly 40 percent
of all returns but generated less than 3
percent of taxes due, and paid only about
5 percent of AGI in taxes.

These data measure only the income
tax burden of the different income groups.
They do not reflect the relatively greater
proportional burden imposed on lower in-
come groups by Social Security taxes, nor
do they capture total Government receipts
(including, say, the excise tax on gaso-

Making “the Rich” Pay their “Fair Share”
The widespread belief that “the rich” pay less than their “fair share”

of taxes as a result of the Reagan tax cuts is not supported by the

evidence. Tax data show that the share of individual income taxes paid

by upper-income groups increased during the 1980s. This trend ap-

pears to have reversed in the 1990s, after the top tax rate on high-

income groups increased from 28 to 39.6 percent, which suggests that

“soaking the rich” is not working.

*� The table is based on returns reporting posi-
tive AGI. It excludes a small number of re-
turns (less than 5,000 in 1992) showing nega-
tive AGI, some of which reported alternative
minimum tax. In 1992, these returns accounted
for $62.4 million, or 0.013 percent, of total
individual income tax receipts.

Table 1
Share of Total Individual Income Taxes

Paid by Highest-Income Returns

Tax Top 1% Top 5% Top 10%
Year of Returns of Returns of Returns
1980 19.3% 37.1% 49.5%
1981 17.9 35.4 48.2
1982 19.3 36.4 48.8
1983 20.7 37.7 50.1
1984 21.8 38.6 51.1
1985 22.3 39.3 51.9
1986 25.8 42.6 54.7
1987 24.8 43.3 55.6
1988 27.6 45.6 57.3
1989 25.2 43.9 55.8
1990 25.1 43.6 55.4
1991 24.8 43.4 55.8
1992 27.5 45.9 58.0

Source: SOI Bulletin, Summer 1995.
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Share of Individual Income Taxes Paid by “the Rich”

Note: Data are based on Treasury receipts other than withholding (net of refunds) as a percent of total net receipts over 12-month spans. Data
through June 1995.
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line) from each group. Nevertheless, the
contrast between the share of individual
income taxes paid by lower and higher
income groups is striking.

An interesting question is how the share
of taxes paid by “the rich” may have
changed in the 1990s in response to higher
marginal tax rates. President Bush in-
creased the marginal rate on the highest-
income taxpayers from 28 to 31 percent in
tax year 1991, and President Clinton raised
it to 39.6 percent effective in tax year 1993.
The data in Table 1 show that the propor-
tion of individual income taxes generated
by the top 1 and 5 percent of returns de-
creased in 1991, while the share paid by
the top 10 percent increased. The share of
taxes paid by all three income groups in-
creased substantially in 1992. It is diffi-
cult to make strong assertions on the basis
of this limited evidence, however, espe-
cially in light of the fact that 1990-92 was
a period of recession and exceptionally
slow growth, which could have dispropor-
tionately affected the taxes paid by differ-
ent income groups. Detailed IRS data for
individual income tax returns for 1993 and
1994 tax returns, which will reflect the
larger jump in the top marginal tax rate,
will not be available for some time.

However, there is a more immediate,
“rough and ready,” way to identify more
recent trends. The Treasury reports its re-
ceipts (mostly taxes) monthly. In so do-
ing, it breaks down individual income tax

receipts into three components: withhold-
ing, refunds, and “other.” These may pro-
vide some useful clues to the impact of
recent tax changes on the share of income
tax borne by “the rich.”

Withholding taxes are those paid by
employers. “Other” individual income tax
receipts include payments made when the
annual individual income tax returns are
filed, quarterly payments of estimated
taxes, and settlements and collections of
taxes due (interest and penalties collected
are reported elsewhere). For the purposes
of this analysis, the “other” category can
be taken as at least broadly representative
of taxes paid by “the rich,” and the “with-
holding” category, of taxes paid by all
others. The “other” category no doubt in-
cludes payments from some taxpayers of
modest means, and the “withholding” cat-
egory includes amounts withheld from
high-salaried individuals. Nevertheless,
there is little reason to doubt that most of
the “other” receipts represent taxes paid
by individuals with high amounts of in-
come from property.

“Refunds,” on the other hand, should
be applied as adjustments only to amounts
withheld, since only a tiny proportion of
such cash payments go to taxpayers who
make estimated tax payments and find
they have overpaid when their full-calen-
dar-year returns are completed. One rea-
son for this is that such taxpayers usually
owe another quarterly payment in April

and it is convenient to apply any prior
overpayment to the quarterly payment due.
Withholding tax schedules, moreover, are
specifically designed to produce an over-
payment in order to ensure full collection
and the filing of returns. Refunds, there-
fore, are overwhelmingly paid to those
whose full tax liabilities are covered by
withholding.

On the basis of the foregoing assump-
tions, then, “other” individual income tax
payments are shown as a percent of the
total reported Treasury receipts (net of re-
funds) in the chart above. The Treasury’s
monthly receipts necessarily are subject
to large seasonal and irregular influences.*
To minimize the effects of these, 12-month
totals are used in the chart, and data since
the beginning of 1970 are included to pro-
vide some historical perspective.

According to these data, the proportion
of individual income taxes paid by “the
rich” increased sharply to a 10-year high
in 1982 and 1983 as the effects of the Eco-
nomic Recovery Tax Act of 1981 (which
reduced the top marginal tax rate from 70
to 50 percent) took effect, reinforcing the
evidence provided by the IRS data already
discussed. Their share of income taxes
increased even more dramatically in April
1987 and subsequent months. This surge
probably was not related to the 1986 tax
reform (which cut the top marginal rate to
28 percent) per se. Rather, it largely re-
flected receipts resulting from taxes on
capital gains realized when taxpayers
“cashed in” appreciated assets that would
have been subject to the higher capital

Table 2
1993 Income Tax Returns

Adjusted Percent of All
Gross Income Range Average per Return Percent of AGI Returns Taxes

(Thousands) AGI Tax Due Due in Taxes Filed Due
Under $ 15 $ 5,869 $ 311 5.3 38.7 2.6
$ 15 – $ 30 21,716 1,814 8.4 24.9 9.8
$ 30 – $ 50 39,064 4,302 11.0 18.4 17.1
$ 50 – $ 75 60.382 7,819 13.0 10.7 18.0
$ 75 – $100 85,366 13,405 15.7 3.7 10.8
$100 – $200 131,070 25,350 19.3 2.7 14.8

Over $200 489,750 141,563 28.9 0.9 26.9

All 1993 Returns $ 32,336 $ 4,625 14.3 100.0 100.0

Source: SOI Bulletin, Summer 1995.

*� The Internal Revenue Service allocates
monthly the receipts from employers into with-
holding and Social Security taxes before the
employees’ annual returns are received, and
these reported data are not revised subsequently
for any discrepancies between the early allo-
cations and the later returns. Adjustments are
incorporated into subsequent months’ alloca-
tions. The months of especially large “other”
receipts are June, September, January, and
April (when most estimated returns are due).
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Statistical Indicators of Business-Cycle Changes

Change in Base Data Cyclical Status
Jun. Jul. Aug. Sept. Primary Leading Indicators Aug. Sept. Oct.

– – – M1 money supply – – –
+ + + M2 money supply ? ?+? +
– – – Change in sensitive materials prices ?–? – –

+ + + New orders for consumer goods ? ? ?
+ – + Contracts and orders for plant and equipment + + +
+ + + Index of new housing permits ?–? ? ?

+ – Ratio of manufacturing and trade sales to inventories ?–? ?–? ?–?
– – – + Vendor performance – – –
+ + + Index of common stock prices (constant purchasing power) + + +

+ – + + Average workweek in manufacturing ?–? ?–? ?
+ + + Initial claims for unemployment insurance (inverted) ? ? ?
– – – Change in consumer installment debt ? + ?+?

Percentage expanding cyclically 25 44 50

 Primary Roughly Coincident Indicators
+ + + + Nonagricultural employment + + +
– + + Index of industrial production ?+? ?+? +
+ r–r + Personal income in manufacturing ? ? ?

+ – Manufacturing and trade sales ? ? ?
+ + – + Civilian employment to population ratio ? ? ?
+ Gross domestic product (quarterly) + + +

Percentage expanding cyclically 100 100 100

 Primary Lagging Indicators
+ – + nc Average duration of unemployment (inverted) + + +
+ + Manufacturing and trade inventories + + +
+ + + Commercial and industrial loans + + +

+ + + Ratio of consumer installment debt to personal income + + +
+ + – Change in labor cost per unit of output, manufacturing ? ?+? ?+?
– – nc – Composite of short-term interest rates ?–? ?–? –

nc No change. r Revised. Percentage expanding cyclically 80 83 83

Under “Change in Base Data,” plus and minus signs indicate increases and decreases from the previous
month or quarter and blank spaces indicate data not yet available. Under “Cyclical Status,” plus and minus
signs indicate expansions or contractions of each series as currently appraised; question marks indicate
doubtful status when shown with another sign and indeterminate status when standing alone.

gains tax rates initiated by the 1986 tax
reform had they been held until the 1987
tax year or longer. The portion of the total
individual income tax burden borne by
“the rich” subsequently receded, although
it remained substantially higher in the late
1980s than it was in the 1970s.

By this measure, the share of taxes paid
by “the rich” has continued to shrink dur-
ing the 1990s. It briefly leveled off in 1991
when the Bush tax rate hike took effect,
then spiked briefly in late 1992 and the
first quarter of 1993. This increase appar-
ently reflected a surge in taxes on income
that taxpayers “moved up” from the 1993
to the 1992 tax year in the expectation

(correct, as it turned out) that newly
elected President Clinton would raise the
top tax rates. Although the evidence for
recent months must be regarded as pre-
liminary and highly tentative, the precipi-
tous drop in the portion of taxes paid by
“the rich” in the first quarter of 1995
(which includes payments of estimated
taxes on income realized in the fourth
quarter of 1994) may represent the reverse
effect. That is, following the Republican
landslide in November, individuals may
have postponed capital gains and other
income in tax-year 1994 in the hope that
tax rates would be lowered in 1995.

All of this suggests that “soaking the

rich” does not work. The tax data for the
Reagan era indicate that reducing the top
tax rates increased the share of the tax
burden borne by “the rich.” The evidence
on the subsequent raising of rates is less
conclusive, but the most extensive data
available appear to suggest that higher
rates have led to a decrease in this share.
In the debate over tax cuts and tax reform,
advocates of higher tax rates for higher-
income taxpayers would do well to keep
in mind the lesson of the past 15 years.
Incentives matter, and low rates give tax-
payers a stronger incentive to work and
invest in ways that generate more taxable
income and more taxes.��

Among the 12 primary leading indica-
tors, contracts and orders for plant and
equipment and the index of common stock
prices are the only two series to reach
new highs in this month� —� both are clear-
ly expanding. (These and all other dollar-
denominated series are reported in con-
stant dollars.) The M2 money supply in-
creased in August, for the fourth consecu-
tive month. This has removed doubt con-
cerning its expansion and it now is ap-
praised as clearly expanding.

The base data for the 3-month percent
change in consumer installment debt de-
creased in August for the third month in a
row. This caused its moving average to
decrease from the high for the cycle
reached last month, and the decrease was
sufficient to raise doubt concerning the
continued expansion of the series. It now
is appraised as probably expanding.

The 3-month moving average of the
ratio of manufacturing and trade sales to
inventories decreased slightly. The de-
crease, however, was not enough to
change the appraisal of the series, which
remains probably contracting.

The M1 money supply and the change
in sensitive materials prices decreased
during August and they both remain ap-
praised as clearly contracting. Vendor per-
formance (the percent of purchasing man-
agers reporting slower deliveries from
their suppliers) increased during Septem-
ber, but its moving average continued to
decrease for the ninth consecutive month.
It too remains appraised as clearly con-
tracting.

The cyclical statuses of the remaining
four leading indicators are indeterminate.

New orders for consumer goods has in-
creased for the past 4 months and its mov-
ing average has increased for the past 2
months; however, it remains below its high
for the cycle reached 7 months ago. The
moving average of the index of new hous-

BUSINESS-CYCLE CONDITIONS

The primary leading indicators continue to improve after their

rapid weakening earlier this year. The percent of leaders expanding

now is 50, suggesting that a recession is just as likely to occur as it is

not. But the cyclical score has remained well above 50, and it seems

the next recession is not likely to materialize soon.

ing permits has similarly increased from
recent lows, but it remains well below its
peak reached late in 1993. Initial claims
for state unemployment insurance (in-
verted) increased during June, July, and
August, but it remains below the high for
the cycle reached in June 1994. Neither
the recent increase, nor the preceding de-
crease in the claims series was sufficient
to establish a cyclical trend. The average
workweek in manufacturing, which has
been appraised as probably contracting,
increased during August and September
to 41.6 hours per week. The resulting 1-
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month increase in its moving average was
sufficient to render its cyclical status in-
determinate.

Overall, 50 percent (4 out of 8) of the
leading indicators with an apparent cycli-
cal trend are expanding. This is an im-
provement from last month when 44 per-
cent were appraised as expanding, and an
even greater improvement from the 25
percent we reported in July. The cyclical
score, AIER’s objective measure of the
leading indicators, also improved slightly
from last month. It now is 64� —� up from
last month’s reported score of 62. Since
our June report, when the percentage of
leaders expanding decreased to less than
50, we have refrained from concluding that
the next recession is imminent, because
the plummeting of the percent expanding
was not matched by the cyclical score.

The cyclical score was designed to
avoid the “false signals” that the percent
expanding often has given, and it seems
to have served this purpose during the cur-
rent episode. Now, because both series
are improving, we are slightly more con-
fident that the next recession is not immi-
nent. It remains possible, however, that
resumed weakness among the leaders dur-
ing the next few months could cause the
percent expanding and the cyclical score
to decrease below 50. At least another
month of continued improvement among
the leaders will be needed before an as-
sertion that we are “out of the woods”
will be warranted.

With the exception of manufacturing
and trade sales, all of the primary coinci-

dent indicators increased this
month. Nonagricultural employ-
ment and gross domestic product
(quarterly) are at all-time highs, and
both are clearly expanding. Accord-
ing to the final estimates, second
quarter gross domestic product rose
at a 1.3 percent annual rate� —� the
smallest increase since the first
quarter of 1993. The index of in-
dustrial production, which was ap-
praised as probably expanding last
month, also reached a new histori-
cal and cyclical high this month.
All three series are appraised as
clearly expanding.

There was little change among
the remaining three coinciders. Per-
sonal income in manufacturing in-
creased slightly this month, as did
the civilian employment to popula-
tion ratio, but, as the historical
charts indicate, both series remain
“flat” with no indication of a dis-
cernible trend. The 2-month mov-
ing average of manufacturing and
trade sales weakened slightly after
nearly returning to its peak of De-

cember 1994. The statuses of all three of
these series remain indeterminate. Over-
all, 100 percent (3 out of 3) of the coinci-
dent indicators with an apparent cyclical
trend are expanding.

Among the laggers, manufacturing and
trade inventories, commercial and indus-
trial loans, and the ratio of consumer in-
stallment debt to personal income again
reached new highs for the current cycle
and are appraised as clearly expanding.
The average duration of unemployment
(inverted), was unchanged in September,
but its moving average remains below its
high for the cycle reached in July. The
series remains appraised as clearly ex-
panding, nevertheless.

The most recent base data for the
change in labor cost per unit of output in
manufacturing decreased. However, its 2-
month moving average continued to in-
crease and it remains appraised as prob-
ably expanding.

The composite of short-term interest
rates decreased slightly during Septem-
ber. This decrease was sufficient to re-
move doubt concerning its contracting

Third Quarter Change in Payroll Employment
in Selected Industries
(seasonally adjusted, thousands)

Absolute Percent
Change Change

Total 411 0.35

Goods–Producing –95 –0.39
Mining –9 –1.55
Construction 17 0.33
Manufacturing –103 –0.56

Service-Producing 506 0.55
Transportation, public utilities 26 0.42
Wholesale trade 19 0.30
Retail trade 90 0.43
Finance, insurance, real estate 25 0.36
Services 306 0.93

Business services 154 2.34
Health services 67 0.72
Home health care 12 1.98
Legal services 4 0.43
Educational services 19 1.01
Social services 27 1.19
Other services 23 0.20

Government 40 0.21
Federal –12 –0.42
State –21 –0.46
Local 73 0.62

Source: Department of Labor, Bureau of Labor Statistics.

trend. Although short-term rates now are
clearly contracting, the percent of laggers
with an apparent cyclical trend that are
expanding is unchanged at 83 (5 out of 6).

Third Quarter Employment

According to the Department of La-
bor, total payroll employment increased
by 411,000 jobs, or 0.35 percent, during
the third quarter (all employment figures
are net� —� jobs created less jobs termi-
nated). This is encouraging, but the em-
ployment growth was not shared by all
sectors of the economy. The rising total
employment figures mask some weak-
nesses is key areas of the economy.

The table on this page shows the
change in payroll employment in selected
industries over the third quarter. As the
table indicates, there was a net decrease
of 95,000 jobs in the goods-producing sec-
tor, with the manufacturing sector shed-
ding the most jobs.

On the other hand, payroll employment
in the service-producing sector increased
by 506,000. The business services sector,
which includes the rapidly growing tem-
porary employment industry, added
154,000 new jobs alone. As a whole, the
service-producing industry grew 0.5 per-
cent. Historically, the service-producing
sector is not as cyclical as the goods-pro-
ducing sector, and the weakness in the
goods-producing sector, especially in
manufacturing, is reason for concern.

The average workweek in manufactur-
ing remained at an extremely high level
of 41.5 hours per week during the third
quarter. The average overtime hours in
manufacturing also remained high at 4.36
hours per week. With the workweek in-
creasing and employment decreasing, it
seems that manufacturers are trying to save
labor costs by working fewer employers
longer. This could lead to a weaker
economy in the fourth quarter; especially
if the demand for manufactured goods
continues to drop. However, despite the
weak manufacturing employment figures,
it appears that we may have temporarily
avoided the next recession.��
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