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Saez and Zucman have spent years using dubious assumptions to push the cagé-féé;..;gé}zﬁscation.
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The Deceptive Statistics Behind California’s Wealth Tax

You’ve heard the claim that billionaires pay a lower tax rate thanjworkingclass Americans. It’s at the center of the case
for California’s “Billionaire Tax” initiative, which would impose a 5% levy.on the net worth of the ultra-wealthy.
Almost every version of this claim traces back to economists Emmanuel,Saez of UC Berkeley and Gabriel Zucman of
the Paris School of Economics. Ly

They teamed up with the SEIU United HealthcareWOrkers last yéar to place the measure on the California ballot. Mr.
Saez worked with lawyers to draft “several.:\réuﬁdis' of wea_lth;_—thx proposals,” and the original idea came from a 2021
policy brief he adapted from a co-authored book with Mt-Zucman. |

The pair have released a flurry of workmgpapers that aitn to lend scholarly heft to the ballot measure. They tout it as a
scientifically supported extensionsof'dispassionate economic research on inequality and a purported fiscal crisis caused
by insufficient taxation. N 4

But the numbers don’t add up.':;F"or years the pair have relied on selective accounting methods and questionable
assumptions to tilt.the’scales in favor of confiscatory wealth taxes.
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The first problem lies in how Messrs. Saez and Zucman measure taxable wealth. Under the U.S. system, taxes are
generally assessed on income earned over the course of a year. Since 1920, federal tax law has followed the realization
principle, meaning that income must actually be realized as earnings before it can be taxed. Messrs. Saez and Zucman

instead propose taxing estimated changes in a person’s net worth—including unrealized capital gains that exist only on
paper. If a billionaire’s stock portfolio rises in value, they want to tax the appreciation even if the assets are never sold.
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Unrealized gains are notoriously volatile and speculative. They can disappear overnight with a market downturn.
Federal courts have long viewed taxes on unrealized gains as constitutionally dubious, which is why Messrs. Saez and
Zucman have shifted their efforts to the state level. California’s proposal is an attempt to circumvent the constitutional
constraints that would doom a federal wealth tax.

Another problem is even more basic: The underlying wealth estimates are deeply unreliable. Because billionaire tax
returns are private,

Messrs. Saez and Zucman rely heavily on outside estimates of billionaire wealth. One of their favorite sources is the
Forbes 400 list.

What they rarely acknowledge, though, is that the Forbes rankings were never designed to function as a tax database.

The list has long suffered from what might be called the Donald Trump Problem. In the 1980s and *90s, Mr. Trump
repeatedly called Forbes reporters, at least once under a fake name, to lobby for higher estimates of his fortune.

But the problem extends far beyond Mr. Trump. The Forbes 400 carries enormous cachet, creating incentives for
wealthy Americans to exaggerate rather than minimize their fortunes.



There is strong evidence that these estimates are systematically inflated. An analysis by Internal Revenue Service
statisticians compared probate records for 376 deceased members of the Forbes 400 between 1982 and 2009 against the
wealth Forbes attributed to them. On average, the net worth reported for tax purposes was only: about half the amount
estimated by Forbes. AN \Q e

Yet another problem concerns Messrs. Saez and Zucman’s headhnegrabbmg claim that bllhonalres pay lower tax rates
than ordinary workers. As part of their wealth-tax advocacy, the pair has repeatedly asserted that the ultrarich pay a
combined federal, state, and local tax rate of only supposedly lower than the 24% ‘working-class Americans pay.
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Both figures are manipulated. In fact, Messrs. Saez and Zucman’s own earlier, research told a very different story. In a
2018 paper published in the Quarterly Journal of Economics, their own data: ﬁles showed that the top 0.001% pay an
average combined tax rate of roughly ¢1%/ So where did the new 23% ﬁgure come from?

The answer lies in an accounting gimmick involving the corporate income tax. For decades, mainstream economists

have recognized that the hurden of corporate taxation is shared among shareholders, employees and consumers.
Corporate taxes can reduce wages, depress intvestment returns‘and raise pnces —

ﬁdessrs Saez and Zucman previously acknowledged this long—estabhshed understandmg, including in theP 2018 paper.
When they shifted into wealth tax advocacy, however,'they changed their approach and assigned the full burden of the
corporate tax to shareholders alone. Because stock ownership is qoncentrated among the wealthy, and because the
corporate rate is lower than top individual 1ncome-tax tes, this maneuver dramatically lowers the apparent tax rate

Q)ald by billionaires.

By changing the accounting assumptions, they transformed 41% foectlve tax rate into a politically explosiv@
talking point. And as their latest academic-study indicates, they built this dubious approach to corporate tax inciderice
into their claims about the Cahforma tax proposition.

At the same time, they art:ﬁm’ally‘ 'mﬂate the tax burden borne by lower-income Americans. The fede 1 income tax is
intentionally progressive, and one of its most important antipoverty mechanisms is the Earned Incothe Tax Credit. The
EITC frequently reduces federal incometax liability for low-income workers to zero and in many cases provides net
refunds. b ) gql

Messts. Saez and Zucman sjmply omit the EITC from their calculations. That creates the if_l,_lnliS{Mﬁ that low-income
Americans pay far more in taxes than they actually do. Harvard economist Jason Furman s that the bottom 20% of
Americans face an overall combined tax burden of approximately 11%—less than half the figure Messrs. Saez and
Zucman claim.

The billionaire-tax movement depends heavily on stoking public outrage fueled by misleading statistics. Americans
should be skeptical anytime activist academics present enormously complicated tax calculations as simple moral
certainties.

Mpr. Magness holds a chair in political economy at the Independent Institute.
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