
- | -3\c\  r l l i 'cr  n, ' r  unl)  lhu\(  $ hlr  f , r)  rhcrn, bul  thcir  inpacl on bchavior has rcpcrcussions throughour the cconomy. l  hc cap
I iLJl  !J in5 tJ\  is ru cxect l ion. fhc..rni l r l  gains tax pcnal izcs the cldcr ly ior saving prudcnt ly.  st i f les invcslrncnt in ncw busi

ncsscs rnd dampcns cconornic growlh. Ijliminating ths crpital Sains lax nrst bc prrl ofany broad lax rclbrm cllort. ,rn cfiolt kl
br in{ back lhc Anrer icaD Miraclc l i r r  worknr| ]  Amcdcans.

THE BIG SAUEEZE
Real federal state & local tax burden on

median dual income famjly (1995 dollars)
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Why do American households feel squeezed?
'Ihc linltcd Sl|lcs is dccp iDlo r rccolcry lionr lhc

rni l ( l  rcccsr ion 01 thc caf ly I990s, yct ln ny. mrny f i rmi-
l ics sccm to bc stmggl ing to rn.rkc cnds nrcct.  A rcvicw ol '
ccononric i rrdior lors oonl j rns lhr l  wrgc grorv{h. rnvcst
nrcrrl lll).1 ovcrrll cconolllic oulpul in thc l1)90s hrs bccn
bclou par ' .  l las Anrcr ica losl  i ls nbi l i ty l ( l  impft)vc lhc
sl.rndard ol livins lilr cllch \uccccdinS Ecncr.rtio :,

No, but. . .
In tcnns ol  ni l lcr i  l  wcl l l th.  Arncf iorn's lo. l . ry, Ic l : r f

bcl lcr  ol l  rhIn thcir  glc.rGgrlnr l  pnrcDls. ln l l  tx)n adtusG
cd pcf crpi t  l  incon)c h.s grown l ioDr i l i3.(X)0 iD I900 1(r
nx)rc lh n $20.(XX) l(nhr'. In 195{) thcrc wcrc :10 nLrl('
nxrbi l0s pcr 10{) Anrcf ic ns. I ix l  }  thcrr rrc 75 |

No. lhc Anicrcln ccononric cn8inc r)ol  duld, bu( i t  is
pcr l i , rnrug wcl l  bclow i ls potcnl inl .  Sinlc thc rcccss()D
ol 199091. ( ;R)ss I)onicst ic Pfoducl hrs advanccd only

Iboul 2.5'% r yc.rr This conrtarcs lo lhc rvefugc gr1)wlh rtllc
i rr  thc hsl  f i !c cxp. iDsi(nrs o14.4'%, rnr l  rvcragc ccorom-
ic gr ' l )wlh ol  l491'  bclwccn l9d) xnd l98i l  And lhc ycal
1996 was lhc l l l lh ycrr ol  oLr l  thc la\ l  srx whcrc rhc ccon-
omy 8rcw less th.rn I'X,

Whi lc i  l ' In chrngc in cconorl ic growth may sccnr
insigDi l icI lnt .  ovcr bng pcr iods. sn l l  changcs rn a coun,
Iry's Srowlh rrle can hrvc hugc irrplic lions for iis popu
lrcc. lor cxaniplc.  i l ' thc Amcrican cconorny hrd grown
only l% slowcr l ioDr 187010 1990, Arncr ica would havc
r pcr capitr  ( iDP sini lar to rhat ofMcxico. l

Thc sub-par pcrlbrmancc ofihc I990s, along with thc
slow growth ofthe 1970s, has had ils own advcrsc afTects
on Am€rican wage carncrs. From 1974 to 1991 irflation
adjusted wages rosc only 26'%. This compares to an 84%
incrcasc f iom 1950 to 1970.r No wondcr American fam-
ilies arc frusrratcd wilh their financial progrcss.

Heavier taxes, more taxpayers
Whcn the federal incomc lax was implemented in

1913, only 2% ofAmcricans had to f i le.  Today virrual ly
all\lage camcrs filc tax returns to the federal govcmmcnt.
Payroll taxes paid by the employcc and cmployer account

OPPORTUNITY LOST
Sub par grcMh since the 1980s will cost the U S economy

$2 5 rdl l ion annual lv bv 2010

=

s12 000

$11,000

$10.000

$9.000

s8,000

s7,000

$6.000

$5,000

$4,000

$12,000

$r 1.000

$ 1 0 ,

$9000

$8 000

$7,000

$6,000

s5,000

Source: nstilure to. Policy Inno\alion. E c a n a n tc

H sloric GOP throlgh 198S.
3 3% growlh 1990 - 2010

Histor c GDP lhrolgh 1996,
2.3% groM,1h lhrough 2010



t-

MORE TO BEAR
Government spending per capita (1994 dollars)
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lor onc and onc half times the income tax bill of
the typical two-incomc t'amily.a Statc, fcdcral and
local laxcs arc now a signiiicdnt part ofthe lamily
budgcl. Thc median two-income family now
spends more on taxcs at all lcvcls than on food.
clotbing. and nredical  carc combined.5 This high
cr tax burdcn rncans lhc avcragc lamily p,tid
\1x., , I r)  In rJ\ i .  In  ) l1Jrr. ,n JJjU. l(J dulhr.  rr l
1994 vs. $6.97() rn 1950."

ThJr)t '  'u .  . ,$ \ lg( gru$rh .rnJ rr thl l )  r is-
ing trxcs. thc squecze Arnerican wagc carncrs lccl

Invcstmcnt is kcy to wage growth
I lctwccn 197-l  l tnd 1991. gross DonrcsidcDtir l

invcslnrcnl  s a pcfccnl of( ; l ) l 'was lowcr i r  lho
tJni lcd Slr lcs lhan in (  nud.r. . l . rprn. I rr . rncc. Wcsl
( icmrrny rnd thc Uni lcd Kingdonr r  This rr)dcr
in!cslnrcnt ul t in tc ly hur ls Arrrcr ican workcrs.
l h : r t  ,  h . r , r r r r  l : r h " r  r ,  r u r . l  . r L j , r r l r ' r !  r "  q h . r  r l
cnn t |1xlucc. rnd crt i l r l  invcslnrcDl improvcs
hbor pfoduct iv i ty t l  d oul l l r r l .  As r  rcsult .  whcn
Anrcr ic.n businuss iDcrcrs, js sPcnding oD tLrDl
!D(l  cqurpnrcnt.  iDlhr ioD rdiLrslcd $lgcs f isc rs

In l i rct .  I  gr\)winB crt i l r l  stock is / /k,  ,k, ! /
rrrlrrrl.rrl (iclcn)rinrnt ol rcol wrgcs. Ovcr lhLj
prs( :17 ]curs. thc chrngc in thc capi lnl-1o-hbor
mlio hIs cxpLrincd rrnnc than 95r% ol lhc ehrngcs
in fcr l  wrBcs. whcr)  pi1. ' l  . rvr ihblc k) ct lch
workcr ft,sc rr r 2.41.{, prcc bct$ccl 19.18 an(l
1970. hoLuly conrpcrrsr l ioD rosc l i rs lcr th n 2'%  
ycrr.  Sincc lhl l t  pcr l()d.  lhc cat i la l- lo-hbor r  t ro
hLrs 8ft)wn only 1.5' l i ,  r  ycrr .  As r  rcsult .  col l rpcn
sl ' l ion hrs inefcascd lcss rhl 'n l ' l ,  rnnual ly. i

li)r wngcs k) oncc rgain incrcasc .rt r nrc.rn-
ir1 ' t rr l  r r t r .  r I r  r i r lu| ly nIr .r  nrr t i {  n L l , r \ rr  r ' r  rr \
potcnl i . r l .  I ) is inccnl i !cs tr)  in!cstmcnt.  includi | lg
thc crpi l r lgaiDs t l lx.  re key to rciurning Arncf lcr
lo ils hisloricrl growlh pfih.

A vibrrnl  srnr l l  busincsscs scctor is ulso cnr
cir l  i l  thc Anrcr ican cconomy is going io prov c
jobs in an cnvironmcnr ofwcl larc rctorD. Snral l
busincsses crcatc ll our of l0 Amcric.rnjobs tod.ry.
I l r rnd ncw busincsscs havc hircd l2 ni l l ion \ ' { )rk
cl \  s incc l9l t5.  almosl 4 t imcs lhc nunrbcr 01
cnrployccs laid offby lafgc coDolations.

T:rx policy shoukl cncouragc invcstment rn
r h i .  i m n o f l i n r  { . c r o r .  H o \ r \ c r .  h i r h , r p r | ] l  g , r i n .
taxcs discouragc invcstmcnt in ncw busincss vcD-
tures and business cxpansions.

for cxaniplc. liom 1969 to 1976. a pcrrcd
whcn thc crpital gains tax rosc liorn 27.5% 10
49r%. commitmcnls to vcnturc capilalisls itl1 trom
$506 mil l ion to $91 mil l ion. The number ofconF
panies fundcd by lcnlurc capital firms fcll lioni

SMALL TIME RECOVERY
Current recovery long, but lean

Increase in real GDP for longesl postwar recoveries
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FLATTENING WORKERS
Wages have stal led since 1970
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CAPITAL GROWTH SLOWS
Annualgrowlh in slock of rcproduc bte U S. capital
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1.512 in 1986 to 800 in l99l  d c to rhe capitr l  gains tax
hike of 1986. Simi lar ly,  in i t ia lpubt ic stocft  ofer ings tul
f rom 951 in I986 to 371 in 1989. ' )

Providing an atlractive cnvjronment lbr new bus;
ness  rvestmcnl is the kcy lo retuming America 10 its his-

Other reasons to cut capital gains faxes
7h. &pitul gai s tt1j. i\ Nt ... d  s4i "trut\ ol

to$utU t.j\!iu! ot l nrcuns l.r. tlQt "ktit::]., ol loi g M\.
thittg rl.\t 1t ( .ansttiktit. tlatu!.

Fcdcftr l  Rcscr!c Chairnr,rn Ahn (;rccnsp.rn

It is unfair to tax phantom gains from inllation
t indcf thc currcnt tax codc. a crpir  l  gain is sinUty

lhc di i -crcDco bctwccn thc purchlsc arrd scIrng pr icc of
n rssct.  I lorvcvcr.  p n ol  lhc r isc in thc picc ot-rn lssct

is dtrc () .r  r isc iD thc 8cncft l  pf iec lcvct yct.  rarprycrs
p.t ]  crpr l  lg lrns I  xcs on this iDlhtcd gain Lr l(nrg \r t th
thc Scnuin! incrc sc in |sscl  \ , . r luc.

Iirr cxrrDplc. I g in ol li:10.000 ovcr l5 ycxrs on a
$10.0(10 invcstnrcnl rcsLrl ls in  n inl ] r l l ior)-r( t t rsuo grrn
ol lcss lhrn S2(1,(XX) whcn rhc inl l l r i (nr tulc !s: l  Jt . i  .
ycrr .  Ycl .  lhc invcsl(n $1)uld p.y l  xcs on lhc cnr irc
S,r{).00{) Srin

$i)rsc. i l  rn nssct ( iocs nol incrcirsc t i rs lcr lh ln lhc
gcncrul  pr icc lc\cl ,  husincssrncn. in\ ,csrors nnd rcl i rccs
retur l ly t l |y t  xcs on inl l r r ion  diUslc( l  c p l r  k)sscs.
l in cxlnrplc,    

 

iDvcslnrc r  iD rhc S&P ( in posi lc Indc\
l ronr 1972 to l9t) :  \ rould hlvc pnxlLrccd  

 

t  x lbtc gl in
clcn thorgh inl l  t i (nr s ipcd o r  thc rcl t  gr in o!cr lhc
tcf iod. Ycl .  thc invcsk)f  would h vc bcc 

 

t iabrc ror cap
rlx l  g|rns t |xcs on lhc l l l l  i rcrcrsc in vl luc As a rusutt .
l l r i j  l i rx r l lc oD thc inl l r t ion- diuslcd gl in woLrtd h Vc

bccn l0l ' r i '  Th t  is.  lhc invcsrorwouldhrvctost hisunt irc inUu
tr)n rdi slcd grin an.l mofc k) hrcs. 1r ts lh.u l x lirinrcss:)

Not only the rich pay capital gains taxes
opponents ol  c l inr indi | lg rhc crpi l r t  gr ins tax ot icn.rrguc

thal such rctx)n would bcncf i t  only lhc r ich. Asidc l iorn lhc l i rct
thrl bcnclits oftax culs arc nor limircd ro thc taxpaycrs  llcctcd.
lhc i rc l  i \ .  thc incomcs ofthosc who pry capi lat  gains taxcs arc
rvidcly varicd. Whcn thc c.rpirrl grin ilsclf is nol inchrdcd .rs
inloDrc. hal l  oi  r l l  rc lunrs showrig capitat  gains in 1995 wcrc
prodtccd by houscholds carning lc\s lban g,11,000.
Furthcnnorc. Anicricans rnrting $68.500 or tcss accounlcd for
40'1, ofal lcapit  lgains fcal izcd.

I hc popularity ol Druiual funds means middle chss America
is morc likely than ever ro rcpon a capilal gain. As ofthc first
quarier oi  1997. ful ly 63 nr i l l ion Americans owncd shares in
mutua1 lirnds.

Why penalize the elderly for prudence?
Amenca s clderly arc lwo and onc-half tincs as likcly lo

declarc a capitalgain as othcr hxpaycrs.Lr Furthcrmore. retiring
scnrors are olten forccd to sell business which can crcaLc an
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INTERNATIONAL COMPARISON OF
CAPITAL GAINS TAX RATES

Countrv Maximum Individual Rate
Short Term Long Term

24.0% 31 .0%"lrnited Stales
Japan

Australia
Belgium
Canada
France
Germany
Hong Kong
Italy
Netherlands
Sweden

l% of sale pr ice 1% oI sale pnce
ot 21ah ot 20ak

44.3% 48.3%*
o%

23.8%
14 .1%
53.O%
0%

25.0%

0v"
23.4./o
1 8 . 1 8 %
0%
0"/"
25.OV"

o% 0%
25.00/o 25.00/o

40.0%*United Kingdom 40.0%*

'lhc ut slltulorl- n(! rs l3t. bur dre rcxr.tron nl. grv.n redtrrcd rcN
izcd d.ducrions.nd phringour ot l)Jr$nt.rcnrornm\ rs l l,i Jnr lini.

Sour.e Amer.an counc tor Cap ratFormalon



RATE VS. RESULIS
Venture capital investment
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RATE VS. RESULTS
Initial Public Offerings
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ovcrwhclming tax liabiliiy. Rather lhan punish older
Amcricans for lhcir succcsscs. wc should encolrage sav-
ing and invcsting.

Capital gains rates are higher in the U.S,
Thc U.S. taxcs capilal gains more scverly lhan lhc

rcst oflhc lvorld. Rcsidcnls ol Ccrmany pay no iaxes on
long term gains on sccurities. Japancsc invcstors pay lhc
lowcr of 201i, on ihe gain or l% of the price ol asset.
Anlcrican compclilors including Taiwan and llong Kong
imposc no capital gains tax. Evcn I'ranoc, Italy and
Swcdcn tix capital gains at slightly bwcr ratc..

Thc tJ.K. and Auslral ia indcx capitalSains for inf la-
lion. r lac1or niorc inlorlant thanlhc aclual ralc ovcr thc
long tc|m.

Focus on spcnding, not capital gains revenue
(api tal  g.r iDs taxcs rrc an unprcdiclablc sourcc of

rcvcnucs lir thu Trcasury. Thc rnnurl t.rkc liom crpit,rl
gains laxcs in fcccDl yc.rrs is cqu l  k).rbout hal l  ol  thc
incrc.rsc ur ladcr.rl non-dcltnsc spcndinS tion 1994 k)
l ' r )< l3c..rr . (  ' l | (  (rnr l . r l  g.rrnr t . rr  i .  r r  rrJ|hir ' l i , , r )  Lr\ .
s imply k)$cr ing lhc mlc woLrld unlcrsh ol  l l (xxl  ol  c.rpr
tr l  Sr ins fcr l izI t i (nrs.  pfoviding r  wiDdl i r l l  l i ) r  lh i j  t i .S.
Trc.rsury

The status quo: Not acceptabl€
thc ccoDoDry todry is growing al a lirclur ol lhc

p cc ol tlc lypicrl ccon(nrric rceovcry. Morc disloncui
ing. cconornists cxpcct this ancmic growlh to conl inuc.
Acco irg !  l l rnk^mcricr s rvcy, thc conscnsus lofccrsl
l i ) r1997is( i l )Pgrowtho1 2.5'1, .  I  his rncnric growth is
duc t{) . rn accumuhtidr ofcconornic disiDccnl ivos which
havc lnadc invcsttncnl rn Arncr icr lcss attraclr !c.  ( , ross

irvcsttncnl in phDl and equipnrcr l  l t l l  to a 3{)-yerr low
of 9..1 ' l "  oi( ; l ) l ' in l9q2.rtThis undof i rvcsrneni con
slrains wrgc growlh ard l imits opportuni l ics lal
Amcncan workcls.

MORE CAPITAL = HIGHER WAGES
Capital to labor ratio explains changes in wage rates
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