AI Summary - Our Tax System Should Make You Furious — NY Times

Why the U.S. tax system is fundamentally unfair
e Most Americans pay significant federal income and payroll taxes.
Payroll taxes hit lower- and middle-income workers hardest and start at the first dollar earned.
e The claim that “40% pay no income tax” ignores payroll taxes and is misleading.
e High-income professionals pay a lot; the ultra-rich often pay nothing.
How the ultra-rich avoid taxes entirely
Billionaires take tiny salaries to avoid taxable income.
Their wealth grows through stock appreciation, which is untaxed until sold.
They borrow against their stock to fund their lifestyles, creating tax-free cash.
e Loans are low-risk for lenders because the collateral is enormous.
What the ProPublica leak revealed
e Leaked IRS data showed ultra-rich Americans paying near-zero “true tax rates.”
o Buffett paid 0.1%, Bezos 0.98%, Bloomberg 1.3%.
e The leak proved these strategies are real, not theoretical.
Why selling stock is “for suckers”
e Selling stock triggers capital-gains taxes of roughly 23.8%.
e Borrowing against stock triggers no tax at all.
e Consumption needs are tiny relative to billionaire wealth, making borrowing easy.
e Borrowing preserves control of companies and future stock growth.
How the estate tax has been hollowed out
e The estate tax theoretically taxes transfers above $15 million at 40%.
e Loopholes make it largely ineffective; only 2,584 estates paid it in 2021.
e The richest 1% held $50 trillion in 2024, yet the estate tax raised only $30 billion.
e Wealthy families use trusts, discounts, and complex structures to avoid tax.
Step-up in basis: the “angel of death” loophole
e When someone dies holding appreciated assets, all gains are erased.
e Heirs inherit assets as if purchased at today’s value, owing zero tax if sold.
e This makes dying with appreciated assets far more tax-advantaged than selling while alive.
How stock buybacks replaced dividends
e Before 1982, profits were distributed through dividends taxed like wages.
e After rule changes, companies shifted to buybacks, which raise stock prices without creating taxable income.
e This reduced federal revenue from corporate profits and increased untaxed wealth growth.
Why wealth taxes are appealing but difficult
e State wealth taxes face mobility problems—rich people can leave.
e Valuing non-public assets (art, partnerships, private companies) is extremely difficult.
e Federal wealth taxes face constitutional challenges and political fragility.
e Enforcement would require intrusive annual reporting of all assets.
What reforms would actually work
e Tax investment gains at transfer (sale, gift, or death), as Canada does.
e Eliminate the distinction between capital gains and ordinary income.
e Adjust gains for inflation, then tax them at ordinary rates.
e Replace the estate tax with a direct inheritance tax.
o Close loopholes involving trusts, life insurance, and political 501(c)(4) vehicles.
The political and social stakes
e Extreme wealth concentration gives the ultra-rich disproportionate political power.
e High-income professionals feel like “suckers” when billionaires pay nothing.
Public trust erodes when the tax system appears rigged.
e The national debt makes broad tax participation essential.
Historical precedent for reform
e The 1986 Tax Reform Act eliminated tax shelters and broadened the base.
e It proved bipartisan reform is possible when political will exists.
e Similar base-broadening reforms could work today.



