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Fort Lauderdale, Chicago, New York, and Raleigh

This weekend millions of Americans and/or their accountants are preparing to file income tax
returns. Tax day is an annual event as significant as the Fourth of July — though far less fun.

Photo: Getty Images

My friends outside the US — and I have many — observe our ordeal with a combination of
amusement and pity. They don’t like taxes either, and often pay far more than we do. But their
governments, for the most part, don’t put people through such torture every year. They appear to
have found better ways. Why can’t we?

Today we’re going to look at who wins and who loses under the new tax law. I think many of you
will be surprised.

Thoughts from the Frontline is a free weekly economics e-letter by best-selling author and renowned financial
expert John Mauldin. You can learn more and get your free subscription by visiting www.mauldineconomics.com

Page 1



Bearing the Burden

Each year the IRS releases aggregate data on individual income taxes, with a two-year delay. The
Tax Foundation helpfully organizes the reports, and in January they released their summary of the
data for 2015. We will look at estimates for this year in just a bit.

In 2015, 141.2 million taxpayers reported a total of $10.14 trillion in adjusted gross income (AGI).
On this amount, they paid $1.45 trillion in taxes, or 14.3%. That’s our collective average tax rate,
in other words. But we know averages can be deceiving, and this one certainly is. Most people
paid well below that rate, and a small number paid a great deal more.

We’ll start at the bottom. The lower half of those 141.2 million tax filers had total AGI of $1.145
trillion, or about 11.3% of all income. On this, they paid $41.1 billion in taxes. Their average tax
rate was 3.5%, and they paid 2.8% of all taxes.

Note, that’s the lower half of taxpayers — meaning they filed tax returns. There’s a large group
below them who didn’t have to file because they had no taxable income. So well over half the
population either paid no income tax at all or paid a very low percentage rate.

Jealous? You shouldn’t be. Do the math and you’ll see the average AGI for this bottom half of
taxpayers was only $16,211. These are not wealthy people. Literally, housing and food and other
basics are critical issues for them. Most were employed in some way for at least part of 2015, since
they have income, but they didn’t make much. The system is designed to give them a break on
taxes, and it worked.

At the same time, this income inequality has a frustrating consequence: the other half of taxpayers
bear almost the entire burden. Note that the top 10% pay 70% of income taxes. The top 50% pay
97%.
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Half of Taxpayers Pay 97.2 Percent of All Income Taxes
Share of Income and Share of Federal Income Taxes Paid, by Income Group (2015)
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Source: IRS, Statistics of Income, Individual Income Rates and Tax Shares (2017).
TAX FOUNDATION @TaxFoundation

The bottom 50% earn 11.3% of the adjusted gross income and pay 2.8% of the income taxes. The
top 50% have 88.7% of the AGI and pay 97.2% of the taxes. That’s why we call the system
“progressive.” By design, it gives those at the bottom a lower rate.

In fact, it favors more than just that bottom half. As the chart shows, everyone except the top 5%
pays a lower share of the total income taxes than their share of total income. That’s not necessarily
true of every taxpayer, since these are averages, but it’s certainly true for most. The top 1%, which
we are often told gets wildly favorable treatment, doesn’t look so lucky by this measure. It only
received 20.65% of the income but paid almost 40% of the taxes.

Let me point out again, this tax structure is not an accident. The tax system is designed to produce
this result. The public wants the wealthiest Americans to pay a higher percentage of their income,
and they do. Provisions that reduce taxes for the middle and lower classes mean those in the top
brackets pay more.

Some caveats on this data: It omits payroll taxes, which for those on the lower end are often higher
than the income tax. Wealthier people also have more ability to shift income into favorable
categories. But in the aggregate, they still pay higher rates on more income than majority of the
population does. We have a highly progressive income tax system by any fair definition. The share
of tax paid by the top 20% of Americans also changes when social-insurance levies are included. It
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drops to about 67% of total federal income taxes paid from roughly 87%. (WSJ)

The “Tax Cut Act” Increased Taxes for the Rich

Changes in the recent tax bill will make the system even more progressive starting this year. You
would never know that if you read the media, which seems to think that the tax bill was a panacea
for the rich. Wealthy people in high-tax states will certainly have to pay more. But that’s the
responsibility of those state governments, some of which seem intent on driving out their best
revenue sources.

Laura Saunders, writing for the Wall Street Journal, uses analysis from the nonpartisan Tax Policy
Center to demonstrate that the very top earners will now pay an even higher percentage of overall
taxes. The top 1% go from paying 38% of total income taxes to a little over 43%.

Top Earners
The top 1% and 0.1% of taxpayers will see their

share of income taxes risein 2018.
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According to Saunders,

The results show how steeply progressive the U.S. income tax remains. For 2018,
households in the top 20% will have income of about $150,000 or more and 52% of total
income, about the same as in 2017. But they will pay about 87% of income taxes, up from

about 84% last year.
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By contrast, the lower 60% of households, who have income up to about $86,000, receive
about 27% of income. As a group, this tier will pay no net federal income tax in 2018 vs.
2% of it last year.

After the income tax, the most important revenue raisers are for social insurance, such as
Social Security and Medicare. They will provide about 34% of the total tax take this

year, according to the Joint Committee on Taxation. Corporate taxes will account for 7% of
revenue, down from 9% in 2017. The rest of the total comes from excise taxes, estate and
gift taxes, and other sources such as customs duties.

Roughly one million households in the top 1% will pay for 43% of income tax, up from
38% in 2017. These filers earn above about $730,000.

According to Roberton Williams, an income-tax specialist with the Tax Policy Center, the
share of taxes paid by the top 5% will rise despite the fact that people in it were the largest
beneficiaries of the overhaul’s tax cut, both in dollars and percentages.

Why are income taxes negative for the 77 million households in the bottom two tiers,
which earn 13% of income? In recent decades Congress has chosen to funnel benefits for
lower earners through the income tax rather than other channels such as federal programs.
Some of these, such as the earned-income tax credit for the low-income workers, make
cash payments to filers who don’t owe income tax.

The tax overhaul further lowered the share of income tax for people in these tiers, in part
because it nearly doubled the standard deduction and expanded the tax credit for children
under the age of 17.

People in the lower tiers do owe other federal taxes, such as for Social Security and
Medicare. If these tax payments are included, their share of federal taxes paid turns
positive.

Losing Your Deductions

In order to pay for the tax cuts on corporations and the lower income tiers of the country, the
Republican Congress had to scramble to find additional sources of revenue in order for the new tax
plan not to increase the deficit more than it did. And they found some of that revenue by taking
away deductions. There are literally scores of smaller deductions that you were previously able to
itemize that will not be available in 2018, or 2019 at the latest. Let’s look at just some of the bigger
ones.

1. Everybody knows that state and local income taxes (SALT) will no longer be completely
deductible. You will be allowed to deduct only up to $10,000. That is especially painful for
people living in states with high income taxes and/or property taxes. And while Texas and
other low-tax states don’t have an income tax, local governments are financed by property
taxes that are typically higher than those of a lot of states. There are just six states that
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don’t have an income tax. The darker blue your state is in the following chart, the higher
your total state income taxes are and the more pain you will feel.

On the margins
Top marginal individual income tax rates. States in gray have no income tax.

» Source: Tax Foundation | Graphic by Nick Wells CINIBC

2. Starting in 2018, homeowners can take a mortgage interest deduction on a loan of up to

$750,000, down from the current limit of $1 million. When the median home in California
is $480,000, a lot of homeowners are going to have mortgages in excess of $750,000.

I am not certain what Congress was thinking, but they took away the deduction for personal
disaster losses. Now you can take deductions on personal losses if those losses amount to
more than 10% of your income. In the future, you can deduct those losses only if the
president declares their cause a national disaster. So you would more than likely be able to
deduct losses from a hurricane or earthquake, but if your home were destroyed in a flood
not associated with a larger disaster, you would not be able to take a deduction for your
loss. The same thing goes for a fire. Or for vandalism. This provision makes me wants to
throw the yellow flag for piling pain on top of more pain.

Today, if you move more than 50 miles for a new job, you can deduct reasonable moving
costs. Starting this year you can’t.

Divorces are never fun or easy. They tend to cost a lot of money, on top of the emotional
toll they take. Under current law, alimony is deductible by the former spouse making
payments and is included as income to the recipient. In the new bill, however, these
payments are no longer deductible by the payor. Nor are the payments included in the
recipient’s gross income. Instead, the person getting the alimony has to pay taxes at the rate
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paid by the person paying the alimony. And since it’s usually the man who makes more
money and pays the alimony, the woman will get taxed at the man’s tax rate. No matter
what her actual income is. Ouch. This provision is effective for divorce and separation
agreements signed after Dec. 31, 2018. (CNBC)

6. A Bloomberg article highlights the fact that business deductions for meals may be going
away. Yes, corporations get a reduced tax rate, but essentially, the new law says that

entertainment expenses are not deductible. Business lunches are entertainment and not
deductible.

Ah, I remember the days when you could deduct 100% of your meals and entertainment.
Yes, I know that during the Reagan years the top rate was 70%. But no one paid that. There
were so many loopholes and deductions that my effective rate was much lower than it is
today.

The problem is, there is a great deal of confusion over what might count as a deductible
expense. If an expense is considered entertainment, it is not deductible. If you think that
change is not going to make a difference in the revenues of high-end restaurants, you’re not
paying attention. I don’t think the change affects Chipotle or McDonald’s much — they’re
not exactly business-meal destinations. There are always consequences to tax rules, but I
think some of the unintended consequences are going to be more painful than people
currently think. Corporate accountants are going to strictly limit the ability of their
employees to take their clients out to dinner.

7. The Republican Congress has spent a great deal of its time patting itself on the back over
the 20% tax break on pass-through tax corporations. The thought was that they were
helping small businesses to keep even with the big players who got most of the corporate
tax cuts.

Well, not so much. It turns out that a lot of us with pass-through corporations don’t qualify,
and if you are a modern business with lots of contract labor instead of actual W-2
employees, you don’t qualify either. Why do doctors not get a tax break but architects do?
You would think a restaurant owner would qualify. Not necessarily. If you advertise the
best pie or steak in your area, you may lose your tax exemption. Seriously. Who writes
these rules? This cute infographic from Bloomberg illustrates part of the problem. No one
really knows who qualifies for what.
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8. Lots of “little” things (unless of course they are your deductions, and then they become
big) are no longer deductible. Companies have been able to subsidize commuting and
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parking expenses and deduct them. No more. And that $20 a month subsidy you got for
commuting to work on a bicycle goes away.

You can no longer deduct your cost for preparing taxes under the new tax plan, and if you
do your own taxes, you can’t deduct the cost for the software.

No more deductions for the commissions you pay your agent or your manager or even for
your union dues. Hollywood actors and professional athletes are not going to be happy
about that first part. If you’re an actor, you no longer get to deduct your audition travel
expenses or acting lessons, either.

And while the new tax law nearly doubles the standard deduction for married couples and
singles, up to $24,000 and $12,000 respectively, you do lose your personal exemptions.
Many families with multiple children will feel that loss of exemptions keenly. I can tell you
from personal experience that having more than two kids is expensive. But then again,
lower-income families get an enhanced child tax credit.

And my personal pet peeve: You can’t buy sporting tickets and give them to clients and
claim them as a business expense. I don’t imagine that Mark Cuban and Jerry Jones here in
Dallas or any other professional team owner will be happy. That change has got to leave a
nasty mark on their corporate sales. And it’s not just professional sports. I have a number
of friends who are college sports fanatics, and they had ways to make their ticket purchases
a charitable deduction or a business expense. And they loved to use the tickets as a business
perk. Now that’s gone, gone.

Some people were able to itemize their investment management and consulting fees, tax-
preparation fees, unreimbursed employee expenses, and certain hobby expenses. Gone as
well.

To be fair, there are a number of really good portions of this bill. As noted above, the increase in
the personal deductions will mean that fewer people on the lower income scale will pay any taxes
at all. Also, the lifetime state tax exemption doubled to $11.2 million for individuals and $22
million for married couples.

And with that I’'m going to stop talking about taxes, even though I could easily write at least three
or four times more than I have, and will probably get back to some of the other details later. There
are so many. But I have a personal issue that [ want to talk about. If you have high blood pressure,
you might want to skip this.

Immigration Fiasco

I am going to go in a different direction for a few paragraphs. Personal privilege. This kind of, sort
of comes under the heading of economics. Almost any real economist understands that in order to

grow an economy you have to increase productivity and/or increase the number of workers. There
is no other magic bullet. If your society is not producing enough children, then you need to be
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bringing in immigrants if you want to see GDP growth. And for a country built on immigration,
you would think we in the US would get that — which is why I don’t understand the whole anti-
immigration movement. Yes, we need to control the process, and we need to figure out how to
attract better-educated and higher-income workers (as Canada is doing), as well as the service
workers who make the world go ’round; but we are not dealing with the issues of immigration and
illegal immigrants in a rational manner. This fact was brought home to me in a very personal way
this afternoon.

Warning: This is going to upset nearly every reader — but you will be upset for different reasons.
Some of you will more or less agree with me, and some of you will think I’'m dead wrong. But
either way, we need to make some decisions in this country.

This is a personal story. Mary has been working for me for 16 years, cleaning my house, moving
me, and doing so many other things. She has become family (as she has with all of her other
clients). She’s been in the country for at least 20 years. She is one of the most honest people I
know, often bringing me money that I have somehow put in the wrong pocket or drawer. She came
to the US a long time ago on a visa, physically lost her visa and her passport, but stayed anyway
and began to work. She is married to a US citizen and has three children, the youngest of whom is
10. She pays her taxes like every good citizen. She has been trying to firm up her immigration
status for a very long time, and a lawyer finally arranged for her to go back to Juarez to deal with
the consulate there, taking along papers from officials here who told her she could simply apply,
ask for “forgiveness,” then come back into the US and get her US citizenship. It was supposed to
be easy.

She found out today that she was turned down. And now she is stuck in Juarez, not the safest of
cities. Some bureaucrat at the consulate in Juarez decided that her (US citizen) 10-year-old son
doesn’t need his mother, that her (US citizen) husband can live without his wife, and that this
sweet, honest taxpaying lady who has never been a problem to anybody in her life shouldn’t be
allowed back into the United States for at least a year. Maybe longer. And then she can ask again.
No guarantees.

This is America? The land of the free and the home of the brave? Is that the business we are in,
separating mothers from their young children? And keeping out the very people we need?

I know that a number of people are upset about illegal immigration. I totally agree that we need to
get a handle on our immigration rules. And our borders. But we need to recognize that there are
families in this country who have been here for decades, the Dreamers among them, who are
important contributors to our economy. If for some reason they all left, the GDP of this country
would simply collapse. I am talking a Great Depression here. They make that much of a difference.
And immigrants have made that much of a difference to the US for the last 250 years. Maybe I’'m a
little bit more sensitive to the situation here in Texas, but we are absolutely used to Hispanics and
immigrants of all flavors working, and we never ask if they are illegal or not.

There are darned few US citizens who don’t have immigrants in their family histories. But for
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whatever reason, each generation of immigrants wanted to keep the next group that came out. They
were literally trying to build a wall in California in the 1870s to keep the Chinese out.

I simply don’t get it. Trump rolled over on the DACA bill, giving the Democrats hundreds of
thousands more potential immigrants than they had actually asked for. In doing so he angered a
bunch of people in the Republican caucus. And you would have thought the Democrats would be
ecstatic. All Trump asked for was a lousy $25 billion to build his wall, a cost that would have been
spread out over a number of years. Seems like a reasonable horse trade to me.

Now, let me be clear. I think the wall is kind of silly. Will it inconvenience people who are trying
to enter the country illegally across our southern border? Absolutely. Do I think that someone who
really wants in will not figure out another way? Not a chance. Think Cuba in the *60s. But $25
billion to settle our most thorny immigration issues? Chump change.

A few years ago, in a small, intimate meeting, I really pushed Texas Senator Ted Cruz, who was
running for president and touting his anti-immigration line. He knew who I was because we had
met before, the first time at his request. We have had long conversations, and honestly, whatever
you may think of him, the guy is remarkably brilliant. We have had our disagreements. The host of
the dinner put me next to him at the dinner table, and Ted asked me to give him my best shots in
the Q&A that would follow the meal. I told him he didn’t want me to do that, but he said, “Bring it
on.” Well, I did.

After some of the difficult economic questions, which he did pretty well with, I specifically
brought up my maid. He gave me glib answers. I was not in the mood to let him go on this one.
Okay, I might be a little passionate about it. Every time he tried to dodge the question, I came back
and asked, “Senator, do you want to deport my maid?” This went on for some time as I kept
interrupting him with this very firm question.

When he finally realized I wasn’t going to stop asking in front of a group that he wanted to impress
(and get a lot of money from), he said that immigration policy should involve a three-step process.
First we should get a handle on who is coming in and control our borders. I totally agree. Second,
we should reform the immigration process so that we get more people who are beneficial to the
US. I absolutely agree. And then, he said, when those two things are done, “I believe the American
people will do the right thing about the illegal immigrants in this country.” Which was basically
his admitting that no, he really did not want to deport my maid or any of the other multiple
millions of people who are contributing to American society. It was the correct answer, but you
basically had to beat him up to get to it, because the issue is so contentious that many of Ted’s
constituents around the country just want to say, “Send them back!” By the way, that is not the
attitude of his Texas constituency. But you need more than Texas to be elected president.

What is it about the American political world today that we can’t have rational compromises? You
don’t get everything you want all the time. So work out something in the middle and move on
down the road. What we’ve done on immigration is to leave well over a million people (and maybe
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a lot more) in limbo.

America is supposed to be better than this. I am ashamed. It is just another very sad example of
how we are broken. Schumer? Pelosi? You should be ashamed. As should all the Republicans who
defeated the DACA bills last month in the Senate. Sometimes you have to do what is right for the
country. Being worried that you might give Trump a “W” if you compromise is not what I call
thinking about the country.

The anti-immigration people are simply economically ignorant. We need more immigrants, not
fewer.

Fort Lauderdale, Chicago, New York, and Raleigh

I travel in a few weeks to Fort Lauderdale, then Chicago, then New York and Raleigh for mostly
private speaking engagements. I’ve been putting off a trip to New York for too long, and I have
too many people I need to see.

And finally, just a brief note to those of you who have been asking about the changes that are
afoot. I promise that I will let you in on the details very soon. Some of you think I’'m building up to
a big announcement about the future of this letter; but let me address those questions in one fell
swoop: Thoughts from the Frontline is not being put out to pasture! I can promise you that the
coming changes are exciting and will benefit both you and me. But rest assured that you will
continue to get this letter for free for as long as I can write it.

And now it really is time to hit the send button. Have a great week!

Your wondering how we will balance the budget analyst,

John Mauldin
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way a testimony of, or associated with, Mauldin's other firms. John Mauldin is the Chairman of Mauldin Economics,
LLC. He also is the President of Millennium Wave Advisors, LLC (MWA) which is an investment advisory firm
registered with multiple states, President and registered representative of Millennium Wave Securities, LLC, (MWS)
member FINRA, SIPC. MWS is also a Commodity Pool Operator (CPO) and a Commodity Trading Advisor (CTA)
registered with the CFTC, as well as an Introducing Broker (IB) and NFA Member. Millennium Wave Investments is a
dba of MWA LLC and MWS LLC. This message may contain information that is confidential or privileged and is
intended only for the individual or entity named above and does not constitute an offer for or advice about any
alternative investment product. Such advice can only be made when accompanied by a prospectus or similar offering
document. Past performance is not indicative of future performance. Please make sure to review important
disclosures at the end of each article. Mauldin companies may have a marketing relationship with products and
services mentioned in this letter for a fee.

Note: Joining the Mauldin Circle is not an offering for any investment. It represents only the opinions of John Mauldin
and Millennium Wave Investments. It is intended solely for investors who have registered with Millennium Wave
Investments and its partners at www.MauldinCircle.com or directly related websites. The Mauldin Circle may send out
material that is provided on a confidential basis, and subscribers to the Mauldin Circle are not to send this letter to
anyone other than their professional investment counselors. Investors should discuss any investment with their
personal investment counsel. John Mauldin is the President of Millennium Wave Advisors, LLC (MWA), which is an
investment advisory firm registered with multiple states. John Mauldin is a registered representative of Millennium
Wave Securities, LLC, (MWS), an FINRA registered broker-dealer. MWS is also a Commodity Pool Operator (CPO)
and a Commodity Trading Advisor (CTA) registered with the CFTC, as well as an Introducing Broker (IB). Millennium
Wave Investments is a dba of MWA LLC and MWS LLC. Millennium Wave Investments cooperates in the consulting
on and marketing of private and non-private investment offerings with other independent firms such as Altegris
Investments; Capital Management Group; Absolute Return Partners, LLP; Fynn Capital; Nicola Wealth Management;
and Plexus Asset Management. Investment offerings recommended by Mauldin may pay a portion of their fees to
these independent firms, who will share 1/3 of those fees with MWS and thus with Mauldin. Any views expressed
herein are provided for information purposes only and should not be construed in any way as an offer, an
endorsement, or inducement to invest with any CTA, fund, or program mentioned here or elsewhere. Before seeking
any advisor's services or making an investment in a fund, investors must read and examine thoroughly the respective
disclosure document or offering memorandum. Since these firms and Mauldin receive fees from the funds they
recommend/market, they only recommend/market products with which they have been able to negotiate fee
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PAST RESULTS ARE NOT INDICATIVE OF FUTURE RESULTS. THERE IS RISK OF LOSS AS WELL AS THE
OPPORTUNITY FOR GAIN WHEN INVESTING IN MANAGED FUNDS. WHEN CONSIDERING ALTERNATIVE
INVESTMENTS, INCLUDING HEDGE FUNDS, YOU SHOULD CONSIDER VARIOUS RISKS INCLUDING THE
FACT THAT SOME PRODUCTS: OFTEN ENGAGE IN LEVERAGING AND OTHER SPECULATIVE INVESTMENT
PRACTICES THAT MAY INCREASE THE RISK OF INVESTMENT LOSS, CAN BE ILLIQUID, ARE NOT REQUIRED
TO PROVIDE PERIODIC PRICING OR VALUATION INFORMATION TO INVESTORS, MAY INVOLVE COMPLEX
TAX STRUCTURES AND DELAYS IN DISTRIBUTING IMPORTANT TAX INFORMATION, ARE NOT SUBJECT TO
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THE SAME REGULATORY REQUIREMENTS AS MUTUAL FUNDS, OFTEN CHARGE HIGH FEES, AND IN MANY
CASES THE UNDERLYING INVESTMENTS ARE NOT TRANSPARENT AND ARE KNOWN ONLY TO THE
INVESTMENT MANAGER. Alternative investment performance can be volatile. An investor could lose all or a
substantial amount of his or her investment. Often, alternative investment fund and account managers have total
trading authority over their funds or accounts; the use of a single advisor applying generally similar trading programs
could mean lack of diversification and, consequently, higher risk. There is often no secondary market for an investor's
interest in alternative investments, and none is expected to develop.

All material presented herein is believed to be reliable but we cannot attest to its accuracy. Opinions expressed in
these reports may change without prior notice. John Mauldin and/or the staffs may or may not have investments in
any funds cited above as well as economic interest. John Mauldin can be reached at 800-829-7273.
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