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Chairman Whitehouse, ranking member Grassley and members of the commiDee, thank you for 
the invitaEon to tesEfy today. My name is Amy Hanauer, and I am the ExecuEve Director of the 
InsEtute on TaxaEon and Economic Policy. My organizaEon monitors corporate tax avoidance 
and researches the economic distribuEon of tax policies. We have a microsimulaEon model that 
can determine, for most federal or state tax changes anywhere in the country, who will pay 
more and who will pay less by income, race, ethnicity, and state of residence.  
 
I will make three major points.  

• First: Our tax system raises far too liDle from those with the most.  
• Second: The Medicare and Social Security Fair Share Act would raise needed revenue for 

Social Security and is extremely well targeted to the very wealthy, raising taxes on just 2 
percent of taxpayers. 

• Finally: Social Security dramaEcally reduces poverty and enables older Americans to 
reEre with dignity. 

 
Our tax system raises too li/le from those with the most. 

 
The United States is a very wealthy country, but income and wealth are increasingly 
concentrated in the hands of a Eny few. Fully 62.9 percent of the naEon’s income went to the 
wealthiest 20 percent of households in 2022. The richest 1 percent alone took in 22 percent of 
the naEon’s income, more than one of every five dollars.1  And income inequality within that 
top 1 percent is even greater.  
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Wealth held by Americans is substanEally more unequal than income. Just one quarter of one 
percent (0.25%) of the populaEon owns a full 30 percent of our naEon’s wealth.2  Over half of 
the wealth of the ultra-rich is concentrated in just four states: New York, California, Florida and 
Texas, with the rest scaDered among the 46 states which nearly all members of this commiDee 
represent.3  
 
Despite the overall prosperity of our naEon, we fail to deliver many of the basics to keep our 
families and communiEes strong. Our tax system is one of the most important policy tools we 
have for reining in this growing inequality while also raising resources to address our shared 
needs. We can raise much more from corporaEons and the wealthy, and we can use that 
revenue to shore up Social Security, as well as for other prioriEes.  Our economy is possible 
because of what taxes pay for – from schools, to roads, to financial systems. It is only reasonable 
that we ask the wealthy people who benefit most from the economy to pay into the society that 
makes that economy possible.  
 
When Social Security was established, corporate taxes were much higher, estate taxes were 
much stronger, and the top income tax rate was over twice what it is today. Unfortunately, our 
tax system has grown much less progressive in the years since. 
 
Over recent decades, policymakers cut corporate taxes, estate taxes, and individual income 
taxes, all in ways that exacerbate inequality and reduce our ability to meet our obligaEons and 
stay solvent. We ran surpluses from 1998 to 2001 and the tax code was on course to fully keep 
pace with rising spending as Baby Boomers reEred. But the Bush tax cuts, their biparEsan 
extensions, and the Trump tax cuts reversed that trajectory and created deficits in every year 
since.4 These cuts overwhelmingly went to corporaEons and the wealthiest individuals.  
 
Policymakers cut the corporate tax rate from over 50 percent in the 1950s to 34 percent in the 
late 1980s to just 21 percent today, following passage of 2017’s Tax Cuts and Jobs Act. 
AddiEonally, legislaEve changes led to a growing share of businesses organizing as pass-through 
enEEes which allows them to completely avoid the corporate income tax.  
 
The top individual income tax rate was over 90 percent throughout the 1950s and early 1960s, 
then stayed at or above 70 percent unEl 1982 when policymakers cut it to 50 percent. Aeer 
further cuts, today the top individual income tax rate is 37 percent. Capital gains and stock 
dividends, which mostly flow to the richest Americans, are taxed at even lower rates.  
 
And policymakers have cut the estate tax dramaEcally so that today, an heir can inherit $24 
million from his parents completely tax free and can be lee sEll more tax-free through clever 
manipulaEon of trusts. 5 
 
We have esEmated that approximately two-thirds of the tax cuts passed between 2000 and 
2018 went to the richest 20 percent of Americans and 22 percent went to the richest 1 percent 
alone. And that is without considering the Edy share that went to foreign investors.6  
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The taxes lawmakers have slashed in recent years are the taxes that fall more heavily on 
wealthier people and higher earners. Meanwhile, the federal taxes that pay for our most 
important social insurance programs, Social Security and Medicare, are regressive, meaning 
they take a larger share of income from low- or middle-income families than they do from high-
income families.  
 
This is especially true of the Social Security tax because it only applies to earnings up to a cap 
and completely exempts the unearned investment income of the well-off. The taxes that finance 
Medicare are more progressive – they apply to all earnings, without a cap, and effecEvely have 
two rates, 2.9 percent for most people and 3.8 percent for high-earners. Well-off people also 
pay a Net Investment Income Tax (NIIT) of 3.8 percent. The NIIT is not technically directed to any 
parEcular program but can be thought of as a social insurance tax because it was intended to 
ensure that well-off people pay a tax on their investment income just as they pay on their 
earned income to support Medicare.   
 
But the more progressive elements of the social insurance taxes for Medicare are outweighed 
by the regressive elements of the much larger Social Security tax. In 2022 the poorest 20 
percent of Americans paid 8.4 percent of their income toward taxes for Social Security and 
Medicare taxes combined. The richest 1 percent paid just 2.3 percent of their income in 
earnings taxes for Social Security and Medicare, with that number rising to only 3.1 percent of 
their income in social insurance taxes if the NIIT is included.7   
 
 



4 

 
Social Security taxes have increased over Eme for middle-income workers. Tax rates for Social 
Security and Medicare combined rose steadily from 1937 to 1990 from 1 percent to 7.65 
percent each on employees and employers. So while policymakers have deeply cut corporate 
tax rates, personal income tax rates, and the estate tax – all of which fall more heavily on 
wealthier households - they’ve raised Social Security taxes, which fall more heavily on low- and 
middle-income families.  
 
Further, even Social Security taxes have become more regressive by exempEng more of the 
income of top earners. The last Eme Congress made major reforms to Social Security, in 1983, 
the cap covered 90 percent of all wage income, with only 10 percent above the cap. But 
because wage growth for top earners conEnues to outpace wage growth for everyone else, a 
growing share of total earnings is spilling over the cap and escaping taxaEon. This rising 
inequality has nearly doubled the share of wage income above the cap, to about 17 percent.8 
The Economic Policy InsEtute esEmates that income exceeding the cap due to rising inequality 
has cost Social Security over $1.4 trillion. In addiEon to high wage income escaping the tax, 
unearned investment, which is heavily concentrated with the well-off and has grown, is 
completely excluded.  
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Because of the cuts to progressive taxes and the increases in payroll tax rates, the payroll tax 
makes up a much larger share of federal revenue than it did in the 1950s, ‘60s and ‘70s, while 
corporate income taxes and estate taxes comprise a much smaller share. That means that an 
increasing porEon of our government is being funded by a regressive tax.9  
 
It is vital that this country starts to adequately tax its very wealthiest. America’s ability to meet 
our financial obligaEons and invest in our greatest resource, our people, has been significantly 
compromised by repeated tax cuts that have mostly benefited the naEon’s most privileged. It is 
Eme to undo the damage being done to our social and economic fabric from this extreme 
concentraEon of wealth.  
 
TaxaEon of the wealthy is a criEcal policy tool to address the unsustainable path of ever more of 
our collecEve wealth being hoarded by an ever-Enier elite, which pays a smaller and smaller 
share of taxes. 
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The Medicare and Social Security Fair Share Act would raise revenue in a progressive way. 
 
The Medicare and Social Security Fair Share Act introduced by Senator Sheldon Whitehouse 
would reform the taxes that Americans pay to finance these two important programs, by 
ensuring the richest Americans pay these taxes on most of their income the way that middle-
class taxpayers already do. In preparaEon for this hearing, the InsEtute on TaxaEon and 
Economic Policy completed a paper analyzing the distribuEonal implicaEons of the proposal, 
which can be found here.10 The following secEon is drawn from that analysis.  

The Medicare and Social Security Fair Share Act would address the mismatch between what 
middle- and low-income households pay in Medicare and Social Security taxes and what the 
wealthy pay in several ways.  

• The 12.4 percent tax that funds Social Security would expand to now cover most 
employment earnings of the rich – both the amount below the current cap and earnings 
exceeding $400,000.11 12 

• The “addiEonal Medicare tax,” which effecEvely creates a top rate of 3.8 percent on 
earnings to fund Medicare, would have a new bracket to effecEvely create a top rate of 5 
percent.  

• The 12.4 percent Social Security tax would also apply to self-employment income as 
would the increase in the “addiEonal Medicare tax” on earnings.  

• The Net Investment Income Tax (NIIT), which has a rate of 3.8 percent and is meant to 
ensure that well-off Americans pay taxes on their investment income to finance 
Medicare at the same rate as is paid on earned income, would be increased to 17.4 
percent for married couples with AGI exceeding $500,000 and other taxpayers with AGI 
exceeding $400,000.13 This would ensure that the richest Americans are paying a tax on 
their investment income to finance both programs at the same rate as is paid on their 
earned income. (For earned income, the 12.4 percent Social Security tax and the 5 
percent Medicare tax would come to 17.4 percent.)  

• Finally, the bill would close a loophole in the Medicare taxes that currently allows certain 
income to escape all Medicare taxes, popularly known as the Gingrich-Edwards loophole 
aeer former Speaker of the House Newt Gingrich and former Senator John Edwards, 
both of whom used this loophole to earn millions tax free. President Biden has included 
this proposal in his budget plans.14 

The distribuEonal effects of the changes are provided in the table below. The bill would raise 
taxes on just 2 percent of Americans. Virtually no one outside of the richest 5 percent of 
taxpayers would pay more under the proposal and 93 percent of the total tax increase would be 
paid by the richest 1 percent (households with average annual income of over $2.5 million a 
year).  
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All the Act’s provisions are extremely well-targeted to the wealthiest people in the country. 
Given the growth in inequality in the U.S., and the degree to which our tax system has asked 
less of those with the most, this approach makes sense.  
 

Social Security enables older Americans to reAre with dignity.  
 
Social Security has been a major triumph of American public policy. The program is the most 
important part of our social contract and represents a promise we’ve made to America’s 
working families – that you will pay in and in return you will be supported with dignity in 
reErement, that your family will be cared for if you die early, and that you will be supported if 
you become unable to work because of disability.  
 
Aeer policymakers established Social Security, elderly Americans, many of whom were desEtute 
at the Eme, went from being the most likely age group to be in poverty to the least likely. It lies 
more people above the poverty line than any other U.S. program,15 and without it 21.7 million 
more Americans would be below the poverty line. Fully 97 percent of older Americans receive 
Social Security at some point.16   
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Without Social Security, 38 percent of elderly Americans would be in poverty, instead of the 10 
percent who are. And for residents of certain states, including Alabama, Arkansas, Kentucky, 
Mississippi, and West Virginia, nearly half of elderly residents would be in poverty absent this 
program. In both Florida and California, Social Security lies more than 1.36 million people out of 
poverty 
 
Due in part to discriminaEon and other structural problems in our labor market and society, 
Social Security is parEcularly important for reducing poverty for reEred women and for Black 
and LaEno reErees. Women are paid less, are less likely to have pensions, have greater unpaid 
care responsibiliEes, and live longer, making Social Security income especially essenEal for 
them. The same goes for Black and LaEno workers who are paid less on average. Black and 
LaEno reErees would have poverty rates of 50 percent and 45 percent without Social Security.17 
Across all races, it is the largest source of income for the elderly, providing the majority of 
income for four in 10 reErees and 90 percent of income for one in seven reErees. 
 
Social Security benefits are quite progressive, making them a crucial tool to reduce inequality 
and prevent poverty. Low- and middle-income workers receive much higher annual Social 
Security benefits relaEve to what they paid in than do higher-income workers. Low earners 
(earning less than 45 percent of the average wage) receive a lower amount ($14,824) but a 
larger share (about half of their prior earnings), while high earners (earning 160 percent of the 
average wage) get a higher amount ($32,345) but a lower share (about 30 percent of prior 
earnings).18  
 
As important as the program is for providing dignity and security, Social Security is modest. The 
average benefit works out to just over $21,000 per year ($21,384). The U.S. ranks just above the 
boDom third among developed countries in share of average worker earnings replaced.19 All 
countries in western Europe except Ireland do beDer. Denmark, for example, replaces 80 
percent of prior earnings while the US replaces less than half that amount. Social Security has a 
higher reErement age20 than the public pension programs in the average OECD country even 
though people live many years longer in all Western European countries.21  
 
Social Security can conEnue to pay 77 percent of scheduled benefits with no revenue reforms, 
contrary to some claims that the program is on the verge of vanishing.22 But that is not 
acceptable.23 We’ve made a promise to workers that Social Security, modest already, will be at 
its promised level for them. Reasonable revenue restoraEon is the way to keep the program 
robust. This bill delivers that.   
 
Other proposals would weaken Social Security. A recent Republican Study CommiDee proposal 
would cut spending on some other social programs, cut taxes in ways that enrich the wealthy,  
slash enforcement by the IRS to invesEgate tax cheaEng by wealthy people and corporaEons, 
and raise the reErement age for claiming Social Security to 69 years old.24 This would make our 
reErement age higher than every peer country except the Netherlands where people live about 
five years longer and where reErees on average get 89 percent of their wages replaced, 
compared to 51 percent in the U.S.  
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These are the two compeEng visions. In one we do less and less to make America a good place 
to work and reEre, and more and more to increase inequality. In the other, exemplified by the 
legislaEon we’re here to discuss today, we make modest reforms to beDer tax those who are 
taking a larger share of our wealth and income, in order to reinforce a major pillar of our 
promise to Americans.  
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