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Abstract: The top tax rates on qualified dividends are
scheduled to jump from 15 percent to nearly 40 percent on
January 1, 2011—just one of many reasons the Bush tax
relief should be extended. Without an extension, dividend
payments will be taxed at a far higher rate than capital
gains, distorting how companies return value to their share-
holders—penalizing companies that pay out dividends.
Dividend-paying stocks are owned disproportionately by
seniors, which means that many retirees will have to live
on smaller incomes. American companies also suffer under
an antiquated U.S. tax code—which taxes companies that
earn profits overseas and have already paid taxes in their
country of domicile. The Heritage Foundation explains
why a dividend tax hike simply has no benefit for Ameri-
cans on any level—and will likely cause much harm.

With President Obama’s tax hikes scheduled to
start at the end of this year, the top tax rates on qual-
ified dividends will almost triple from 15 percent to
39.6 percent on January 1, 2011. Dividend pay-
ments will be taxed at a much higher rate than cap-
ital gains, which will create distortions of how
companies return value to shareholders. This tax
policy favors capital gains distributions and penal-
izes companies that return value to shareholders
through dividends.

Evidence from the 2003 tax cut and the 1993 tax
hikes shows that companies are responsive to changes
in tax rates. In 2003, companies increased dividend
payments when the tax on dividends declined. In
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• With President Obama raising taxes at the
end of this year, the top tax rates on qualified
dividends will almost triple from 15 percent to
39.6 percent on January 1, 2011.

• Dividend payments will be taxed at a much
higher rate than capital gains, distorting how
companies return value to shareholders and
penalizing companies that pay dividends.

• A higher tax rate on dividend income will also
affect senior citizens, who disproportionately
hold dividend-paying stocks.

• Higher taxes on dividends will also harm
American companies competing in the global
marketplace. If America wants to solidify its
position as leader of the world economy, its
tax policies must support growth, not under-
mine firms’ ability to compete.

• Congress should extend the tax relief to main-
tain a low tax rate on dividends in order to
maximize economic growth, prevent inequities
in the tax code, and not penalize seniors.
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1993, however, the top marginal tax rates increased
and the long-term trend of declining dividend pay-
ments continued.1  

A higher tax rate on dividend income will affect
more than just decisions of companies.  Senior cit-
izens disproportionately hold dividend-paying
stocks, with almost half of all tax filers ages 65 or
older reporting dividend income. These seniors
will have lower incomes and consume less due to
lower payouts.  

Congress should extend the tax relief to maintain
a low tax rate on dividends in order to maximize
economic growth, prevent inequities in the tax
code, and not penalize seniors.

Horizontal Equity and Dividends
The principle of horizontal equity is central to

U.S. tax policy and assures that individuals with the
same or equal incomes should pay equal taxes.
Applying the principle in this case means that inves-
tors should pay the same tax rate on any investment
income. After the 2003 tax cuts, investors do,
indeed, pay the exact same federal tax rate on
income from long-term capital gains and qualified
dividends. However, the impending tax hikes will
favor investors who receive capital gains income
over dividends, thus violating this key tax principle. 

The Internal Revenue Service defines dividends
as transfers of property from a corporation to its
stockholders. The transfer of property can be in the
form of money, its own or another corporation’s
stock, or other property. Corporations sometimes
pay regular quarterly dividends. In addition or
instead, a corporation might make a one-time pay-
ment called a special dividend of cash, stock, or
other property to its stockholders.

Ordinary dividends are paid out of the earnings
and profits of a corporation and are cash payments
to stockholders. Ordinary dividends are taxable at a
recipient’s ordinary income tax rate unless they are
qualified dividends. In order to count as a qualified

dividend, the dividend paying corporation stock
must be owned for 61 days or more during the 121-
day period that starts 60 days before the ex-divi-
dend date. The ex-dividend date is the first date that
a person who buys a stock is not entitled to an
upcoming dividend.

With the tax hikes, the tax rate on capital gains
taxes increases from 15 percent to 20 percent in
2011 and then to 23.8 percent in 2013. The impact
on dividends is much greater: The rate jumps from
15 percent to a top rate of 39.6 percent in 2011 and
then to 43.4 percent in 2013, because qualified div-
idends will no longer be taxed like capital gains.
Capital gains will be taxed at 55 percent of the tax
rate of dividends.  

Capital gains will be “advantaged” by the tax
code after these tax rate changes, and businesses are
more likely to focus on stock appreciation as the
best way to return shareholder value instead of pay-
ing dividends. This is bad news for stockholders.
Like capital gains, dividend payments can provide
stockholders valuable information on how the com-
pany underlying their investment is performing.
When a firm fails to pay a dividend or provides key
information in the course of paying dividends,
investors learn better how the company is perform-
ing than by just reading company press releases. 

One of the reasons that the dividend tax cut was
so popular in 2003 was that fewer firms retained
their earnings, which often allows a company to
hide its true financial condition. Indeed, the 2003
tax rate reduction occurred just after a number of
major companies had dramatically misled investors
in order to boost their stock values. Investors
wanted more transparency about companies. Divi-
dends are a signal of sustainable income and thus
seen as a signal of the firm’s quality.2 The announce-
ments of dividend increases usually have the added
benefit of generating a higher stock price for firms,
which spurs future investment and production in
that company.3  While equal tax treatment will not

1. Stephen Moore and Phil Kerpen, “Show Me the Money! Dividend Payouts after the Bush Tax Cut,” Cato Institute Briefing 
Paper No. 88, October 11, 2004, p. 5, Figure 1, at http://www.cato.org/pubs/briefs/bp88.pdf (September 1, 2010).

2. Franklin Allen, Antonio Bernardo, and Ivo Welch, “A Theory of Dividends Based on Tax Clienteles,” The Wharton School 
of the University of Pennsylvania, May 1998, p. 8, at http://finance.wharton.upenn.edu/~rlwctr/papers/9815.pdf (September 
1, 2010).
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fix corruption, it will allow investors to choose firms
that offer steady payouts instead of the volatility of
stock price changes.  

The Revenue Reconciliation Act of 
1993 and the Tax Hike on Dividends

The Revenue Reconciliation Act of 1993 raised
the top tax rate on dividends to 39.6 percent (from
31 percent) by changing the income tax rates. Divi-
dend payments were worth less to affected taxpay-
ers after the tax increase. However, the top rate on
capital gains remained at 28 percent and increased
in value compared to dividend payouts. 

The tax increase lowered the value of firms and
raised the cost of capital for dividend-paying firms.
In addition, the disparity between tax rates created
inefficiency in the stock market, causing it to pro-
vide misleading information to savers and investors.

Economic studies have shown that a rise in divi-
dend tax rates lowers the share prices of dividend-
yielding stocks. Several studies suggest that “divi-
dend taxes are largely capitalized into share
prices.”4 A dividend becomes less valuable when
more of it is taxed, so tax-paying investors only buy
the stocks at lower prices, since they are getting less
of a yield in dividends from the investment. A rise in
the dividend tax rates above capital gains tax rates
injects a preference for stock holdings that only
carry capital gains rather than yielding dividends.
This causes high-dividend-yielding stocks to appear

less worthy of investors’ money than identical
stocks of companies that plow the would-be divi-
dend yields back into share repurchases, or invest-
ments in the company. Research has shown that
when the Revenue Reconciliation Act raised the tax
rate on dividends, higher-dividend-yielding stocks
performed worse as a result than lower-dividend-
yielding stocks.5 Thus, the valuation of the compa-
nies changed purely for tax reasons.

This drop in the relative share price of high-div-
idend-yielding stocks gave an advantage to tax-
exempt institutions, such as pension funds, that
could then scoop up the high-dividend-yielding
stocks at lower prices and earn a higher tax-free div-
idend yield.6 

Another consequence of dividend tax rates that
are higher than capital gains tax rates is that more
people sell stocks leading up to the ex-dividend
date, the date when a stock generally drops due to a
dividend payout. Investors sell before the drop to
avoid paying taxes that they would have to pay if
they collected the dividend. This form of trading for
tax purposes was found to increase due to the Rev-
enue Reconciliation Act.7 The tax-induced trading
around ex-dividend dates adds noise and confusion
into the markets. It is preferable for the markets to
behave more fluidly and orderly than to have per-
fectly good companies shrink in size due to tax-
related stock selling, not because of any fundamen-
tal flaw in the companies.

3. Raj Chetty, Joseph Rosenberg, and Emmanuel Saez, “The Effects of Taxes on Market Responses to Dividend 
Announcements and Payments: What Can We Learn From the 2003 Dividend Tax Cut?” National Bureau of Economic 
Research Working Paper Series, June 2005, p. 3, at http://www.nber.org/papers/w11452 (September 1, 2010).

4. Julie H. Collins and Deen Kemsley, “Capital Gains and Dividend Taxes in Firm Valuation: Evidence of Triple Taxation,” 
The Accounting Review, Vol. 75, No. 4 (October 2000), p. 425, at http://www.jstor.org/stable/2491410 (September 1, 2010); 
Trevor S. Harris and Deen Kemsley, “Dividend Taxation in Firm Valuation: New Evidence,” Journal of Accounting Research, 
Vol. 37, No. 2 (Autumn 1999), p. 290, at http://www.jstor.org/stable/pdfplus/2491410.pdf (September 1, 2010); and William 
M. Gentry, Deen Kemsley, and Christopher J. Mayer, “Dividend Taxes and Share Prices: Evidence from Real Estate 
Investment Trusts,” The Journal of Finance, Vol. 58, No. 1 (February 2003), p. 261, at http://www.jstor.org/stable/pdfplus/
3094487.pdf (September 1, 2010). 

5. Benjamin C. Ayers, C. Bryan Cloyd, and John Robinson, “The Effect of Shareholder-Level Dividend Taxes on Stock Prices: 
Evidence from the Revenue Reconciliation Act of 1993,” The Accounting Review, Vol. 77, No. 4 (October 2002), p. 945, at 
http://www.jstor.org/stable/pdfplus/3068877.pdf (September 1, 2010).

6. Ibid., p. 946.

7. Sandra Renfro Callaghan and Christopher B. Barry, “Tax-Induced Trading of Equity Securities: Evidence from the ADR 
Market,” The Journal of Finance, Vol. 58, No. 4 (August 2003), p. 1607, at http://www.jstor.org/stable/pdfplus/3648222.pdf 
(September 1, 2010).
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One way the Revenue Reconciliation Act
stopped some companies from achieving growth is
that it compelled companies to increase the value of
their dividends. This increase in dividends occurred
when a dividend-paying corporation needed to
ensure that investors would continue to receive the
same total income net of taxes. The pressure to pay
part or all of the increase in dividend taxes for the
stockholder was greater for companies that are
attractive as investments mostly for their high-divi-
dend yield. These are generally slow growth, fully
mature companies that employ many people. Pay-
ing higher dividends than they would normally pay
takes money from the older established corpora-
tions that they could otherwise invest in capital
assets and labor, both of which provide jobs and
contribute to economic growth.

The 19.6 percentage point disparity between the
tax rate on dividends and that on capital gains that
will occur when the Bush tax cuts expire will dwarf
the disparity caused by the Revenue Reconciliation
Act—which resulted in an 11.6 percentage point
disparity. Thus, the adverse consequences for any-
one who owns stocks or mutual funds, and for com-
panies with stocks listed on exchanges, will be
amplified. The lessons from the long history of div-
idend tax rate changes, including those from the
Revenue Reconciliation Act, go unheeded at the
peril of the U.S. economy. 

Effects of the 2003 Dividend Tax Cuts
The Jobs and Growth Tax Relief Reconciliation

Act of 2003 (JGTRRA) temporarily cut the top per-
sonal tax rate on dividends from 39.6 percent to 15
percent.8 Firms responded both by initiating and
increasing dividend payouts. Not only did dividend

payments increase because of a lower tax rate, the
bill also had the added effect of promoting a more
efficient distribution of investment across firms.
However, the potential benefits of this legislation
were not fully realized because the tax relief was
only temporary.

In the six months following the passage of this
legislation, businesses responded aggressively by
increasing dividend payouts by $3.8 billion.9 More-
over, aggregate dividend payouts increased by 30
percent over the following two years.10 Along with
total payouts, the number of firms that initiated reg-
ular and special dividends after the tax cut increased
as well. Microsoft paid out more than $32 billion in
special dividends to its shareholders in the second
half of 2004 alone, and then instituted regular divi-
dend payments after years of relying on stock
appreciation to return shareholder value. In the two
quarters following enactment of JGTRRA, there was
an 8 percent increase in dividend initiations from
the two quarters before.11 In fact, the number of
dividend initiations in the three quarters immedi-
ately following enactment of JGTRRA was the high-
est of the previous 80 quarters.12 This is evidence
that dividend and capital gains tax rates have a
strong effect on the payout policy a firm chooses.

Economists believe that permanent tax cuts gener-
ate more economic growth than temporary tax cuts.
Both Milton Friedman’s permanent-income theory
and Franco Modigliani’s life-cycle theory argue that
temporary increases in income due to temporary tax
cuts fail to increase consumption because the cuts are
not permanent.13 The same holds true for dividend
payouts. Firms are less likely to initiate dividend pay-
outs if there is a chance that they will have to decrease

8. Jennifer L. Blouin, Jana Smith Raedy, and Douglas A. Shackelford, “Did Dividends Increase Immediately After the 2003 
Reduction in Tax Rates?” National Bureau of Economic Research Working Paper No. 10301, February 2004, p. 1, at 
http://www.nber.org/papers/w10301 (September 16 2010).

9. Ibid., p. 25.

10. Raj Chetty and Emmanuel Saez, “The Effects of the 2003 Dividend Tax Cut on Corporate Behavior: Interpreting the 
Evidence,” Quarterly Journal of Economics, Vol. 96, No. 2 (2005), p. 123, at http://elsa.berkeley.edu/~saez/chetty-
saezAEA06.pdf (September 1, 2010).

11. Blouin, Raedy, and Shackelford, “Did Dividends Increase Immediately After the 2003 Reduction in Tax Rates?” p. 12.

12. Chetty and Saez, “The Effects of the 2003 Dividend Tax Cut on Corporate Behavior,” p. 125.

13. John B. Taylor, “Why Permanent Tax Cuts Are the Best Stimulus,” The Wall Street Journal, November 25, 2008, p. A15, 
at http://online.wsj.com/article/SB122757149157954723.html (September 1, 2010).
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or terminate them in the future due to
higher taxes. This is because markets,
and therefore the share price of a com-
pany, are known to respond negatively
to dividend cuts.14

Not only were the JGTRRA tax rate
reductions slated to last just until
2011, but Senator John Kerry prom-
ised to immediately rescind them for
the top two tax brackets if he won the
presidency in 2004.15 This of course
introduced even greater uncertainty
into the market, which dampened the
potential benefits of the dividend tax
cut. For instance, companies could
institute one-time payouts of divi-
dends instead of annual dividend
payments. 

Impact on Seniors
All holders of dividend-paying

stocks will be affected if Congress
increases the top marginal tax divi-
dend tax rate to 39.6 percent. Just as
in 1993, companies will reduce their
dividend payouts. Retirees who rely
on dividend income from stocks will
see their annual income decline. Con-
versely, other investors will not be
affected as much, as companies will
prefer to return value through stock
appreciation or a greater appetite for
corporate debt-financing.

Seniors are far more likely to own
stocks that pay dividends than other
demographic groups.16 (See Table 1.) 
For tax year 2010, seniors are almost

14. Chetty, Rosenberg, and Saez, “The Effects 
of Taxes on Market Responses to Dividend 
Announcements and Payments,” p. 3, 
and Blouin, Raedy, and Shackelford, “Did 
Dividends Increase Immediately After the 
2003 Reduction in Tax Rates?” p. 9.

15. Blouin, Raedy, and Shackelford, “Did 
Dividends Increase Immediately After the 
2003 Reduction in Tax Rates?” p. 9.

Senior Taxpayers and Dividends, by State

* Tax fi lers who are top-coded to protect confi dentiality.

Source: Calculations by the Center for Data Analysis, The Heritage Foundation, based on 
2005 IRS Statistcs of Income Public Use File.

Table 1 • B 2460Table 1 • B 2460 heritage.orgheritage.org

 Tax Filers
Without Dividends 

Tax Filers
With Dividends 

Total Senior
Taxpayers

No state given* 14.1% 85.9%  598,744 
Alabama 63.6% 36.4%  247,711 
Alaska 65.4% 34.6%  18,877 
Arizona 51.8% 48.2%  312,712 
Arkansas 56.8% 43.2%  137,655 
California 45.9% 54.1%  1,505,946 
Colorado 52.9% 47.1%  211,243 
Connecticut 34.3% 65.7%  195,655 
Delaware 28.0% 72.0%  60,818 
District of Columbia 42.8% 57.2%  28,719 
Florida 43.0% 57.0%  1,156,126 
Georgia 51.8% 48.2%  323,554 
Hawaii 40.2% 59.8%  66,397 
Idahao 78.0% 22.0%  55,727 
Illinois 44.0% 56.0%  591,246 
Indiana 56.5% 43.5%  313,895 
Iowa 38.0% 62.0%  197,993 
Kansas 58.7% 41.3%  144,696 
Kentucky 53.6% 46.4%  215,478 
Louisiana 47.9% 52.1%  193,372 
Maine 49.5% 50.5%  76,233 
Maryland 57.7% 42.3%  274,214 
Massachusetts 47.2% 52.8%  332,823 
Michigan 47.7% 52.3%  570,019 
Minnesota 43.5% 56.5%  247,294 
Mississippi 61.4% 38.6%  85,092 
Missouri 46.6% 53.4%  333,688 
Montana 53.3% 46.7%  94,881 
Nebraska 43.7% 56.3%  105,985 
Nevada 63.1% 36.9%  112,582 
New Hampshire 44.2% 55.8%  60,131 
New Jersey 35.5% 64.5%  501,381 
New Mexico 49.0% 51.0%  97,762 
New York 38.8% 61.2%  963,405 
North Carolina 52.0% 48.0%  381,930 
North Dakota 26.9% 73.1%  32,669 
Ohio 48.9% 51.1%  598,469 
Oklahoma 56.9% 43.1%  172,889 
Oregon 48.0% 52.0%  208,046 
Pennsylvania 41.8% 58.2%  714,005 
Rhode Island 41.7% 58.3%  71,053 
South Carolina 50.6% 49.4%  263,019 
South Dakota 46.1% 53.9%  40,136 
Tennessee 54.9% 45.1%  272,096 
Texas 51.2% 48.8%  828,007 
Utah 50.8% 49.2%  105,601 
Vermont 31.9% 68.1%  42,980 
Virginia 40.9% 59.1%  394,367 
Washington 50.2% 49.8%  338,483 
West Virginia 60.4% 39.6%  78,945 
Wisconsin 42.6% 57.4%  296,964 
Wyoming 59.1% 40.9%  27,915 
Total 45.8% 54.2%  15,336,388 
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twice as likely to report dividend income on their
tax returns.17 Low-income households are also
more likely to own dividend-paying stocks than
high-income households. Both these groups want
cash income because they have a shorter investment
time horizon than other households and need divi-
dend income for immediate consumption. These
groups will also have smaller marginal tax rates and
are less concerned about the impact of taxes.18

These are the groups that will be most penalized by
increases in the dividend tax rate.

State Taxes in Addition to Federal Taxes
The tax rate on U.S.-based dividend payouts will

be among the highest in the world when the federal
and state tax rates on dividend income are com-
bined. Individuals will see their potential income
gains taxed once at the corporate level, a second
time at the federal level, and, finally, at the state
level.19 State taxes increase the marginal tax rate by
up to 10 percent, putting the individual marginal
top tax rate above 53 percent. An estimate from the
Tax Foundation finds that the top effective dividend
tax rate will be 68 percent—compared to a world
average of 44 percent.20

Table 2 shows the distribution of dividends at
the state level—over one quarter of all qualified div-
idends will be taxed above 50 percent in 2013.21  

16. John Graham and Alok Kumar, “Do Dividend Clienteles 
Exist? Evidence of Dividend Preferences on Retail Inves-
tors,” Journal of Finance, Vol. 61, No 3 (June 2006).

17. Calculations from the Heritage Foundation Individual 
Income Tax Model.

18. Ibid.

19. All but seven states tax dividend income. Tax Foundation, 
“State Individual Income Tax Rates, 2000–2010,” Tax Data, 
March 25, 2010. States that do not will likely be even more 
attractive domicile states for taxpayers with significant div-
idend income. Table 3 displays dividends for each state.

20. Robert Carroll, “The Economic Effects of the Lower Tax 
Rate on Dividends,” Tax Foundation Special Report No. 181, 
June 2010, p. 3, at http://www.taxfoundation.org/files/sr181.pdf 
(September 1, 2010).

21. Author estimates using “IRS Statistics of Income 2005 
Public Use File” and “IRS Statistics of Income Division, 
Individual Master Tax File System, May 2010, at 
http://www.irs.gov/taxstats/article/0,,id=171535,00.html 
(September 7, 2010).

Top Federal and State Tax Rates on Dividends

Note: This excludes the phase out of personal exemptions and 
deductions as part of the tax rate.

Source: Tax Foundation, State Individual Income Tax Rates, 
2000–2010, at http://www.taxfoundation.org/publications/show/228.html 
(September 2, 2010).

Table 2 • B 2460Table 2 • B 2460 heritage.orgheritage.org

Before Health 
Care Bill Surtax

After Health 
Care Bill Surtax

Alabama 44.600% 48.400%
Alaska 39.600% 43.400%
Arizona 44.140% 47.940%
Arkansas 46.600% 50.400%
California 50.150% 53.950%
Colorado 44.230% 48.030%
Connecticut 46.100% 49.900%
Delaware 46.550% 50.350%
District of Columbia 48.100% 51.900%
Florida 39.600% 43.400%
Georgia 45.600% 49.400%
Hawaii 50.600% 54.400%
Idaho 47.400% 51.200%
Illinois 42.600% 46.400%
Indiana 43.000% 46.800%
Iowa 48.580% 52.380%
Kansas 46.050% 49.850%
Kentucky 45.600% 49.400%
Louisiana 45.600% 49.400%
Maine 46.450% 50.250%
Maryland 45.850% 49.650%
Massachusetts 44.900% 48.700%
Michigan 43.950% 47.750%
Minnesota 47.450% 51.250%
Mississippi 44.600% 48.400%
Missouri 45.600% 49.400%
Montana 46.500% 50.300%
Nebraska 46.440% 50.240%
Nevada 39.600% 43.400%
New Hampshire 44.600% 48.400%
New Jersey 48.570% 52.370%
New Mexico 44.500% 48.300%
New York 48.570% 52.370%
North Carolina 47.350% 51.150%
North Dakota 44.460% 48.260%
Ohio 45.525% 49.325%
Oklahoma 45.100% 48.900%
Oregon 50.600% 54.400%
Pennsylvania 42.670% 46.470%
Rhode Island 49.500% 53.300%
South Carolina 46.600% 50.400%
South Dakota 39.600% 43.400%
Tennessee 45.600% 49.400%
Texas 39.600% 43.400%
Utah 44.600% 48.400%
Vermont 48.550% 52.350%
Virginia 45.350% 49.150%
Washington 39.600% 43.400%
West Virginia 46.100% 49.900%
Wisconsin 47.350% 51.150%
Wyoming 39.600% 43.400%
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Worldwide Taxation and 
Its Impact on U.S. Firms

Dividend taxes are also affected by
the United States’ antiquated system
of taxing business income world-
wide. The United States currently
taxes all U.S. firms on profits earned
both inside the country and outside
the country. This means that Ameri-
can firms often face double taxation:
once by the country in which they
are operating, and the second by the
U.S. Most other countries only tax
corporations on profits earned
within their borders. In addition to
double taxation, the United States
has the second-highest corporate tax
rate in the developed world.22 

The territorial system of taxation,
where a company only has to pay
taxes on profits earned inside the
country in which the company is
domiciled, is simpler than America’s
“inefficient, complicated, and expen-
sive” international tax code; and
because it is simpler, compliance is
cheaper.23 A survey of Fortune 500
companies found that the costs
incurred to comply with international
tax laws represented nearly 44 per-
cent of their overall tax compliance
costs, while “only 27.8 percent of its
assets, 30.1 percent of its sales, and

22. Jesse Edgerton, “Effects of the 2003 
Dividend Tax Cut: Evidence from Real 
Estate Investment Trusts,” Federal 
Reserve Board Finance and Economics 
Discussion Series, April 23, 2010, p. 16, 
at http://www.federalreserve.gov/pubs/feds/
2010/201034/201034pap.pdf (June 24, 
2010).

23. Tax Foundation, “The Economics of 
International Taxation,” January 2, 2002, 
at http://www.taxfoundation.org/research/
show/153.html (September 1, 2010).

Qualifi ed Dividends for Taxpayers
Figures Are in Thousands of Dollars

Source: Calculations by the Center for Data Analysis, The Heritage Foundation, based on 
2005 IRS Statistcs of Income Public Use File.

Table 3 • B 2460Table 3 • B 2460 heritage.orgheritage.org

Earning Less 
Than $200,000

Earning $200,000 
or More Total

U.S. $57,921,438 $92,605,725 $150,527,164
Alabama 620,781 785,585 1,406,366
Alaska 151,540 141,435 292,975
Arizona 1,045,120 1,229,647 2,274,766
Arkansas 281,474 1,191,583 1,473,057
California 6,615,914 12,680,308 19,296,222
Colorado 1,156,526 1,457,062 2,613,588
Connecticut 925,167 2,406,703 3,331,870
Delaware 198,443 287,876 486,319
District of Columbia 198,015 438,589 636,604
Florida 4,827,182 8,982,152 13,809,334
Georgia 1,581,256 1,909,098 3,490,354
Hawaii 309,501 250,360 559,861
Idaho 318,641 237,316 555,957
Illinois 2,730,926 4,481,224 7,212,151
Indiana 830,219 852,952 1,683,171
Iowa 504,678 457,743 962,421
Kansas 472,316 1,131,310 1,603,626
Kentucky 601,975 655,128 1,257,103
Louisiana 401,254 1,129,582 1,530,835
Maine 374,106 214,815 588,920
Maryland 1,289,526 1,596,404 2,885,930
Massachusetts 1,799,820 2,792,467 4,592,287
Michigan 1,683,464 2,442,000 4,125,464
Minnesota 978,251 1,353,710 2,331,962
Mississippi 165,208 281,618 446,826
Missouri 1,231,783 1,441,246 2,673,029
Montana 125,113 174,817 299,930
Nebraska 323,273 454,161 777,435
Nevada 452,061 1,019,282 1,471,343
New Hampshire 387,955 368,622 756,578
New Jersey 2,102,975 3,009,189 5,112,163
New Mexico 384,267 316,075 700,342
New York 4,411,068 9,532,056 13,943,124
North Carolina 1,850,083 1,748,424 3,598,507
North Dakota 131,589 114,822 246,411
Ohio 2,359,502 2,203,436 4,562,938
Oklahoma 290,672 627,229 917,901
Oregon 708,123 790,580 1,498,702
Pennsylvania 2,847,466 3,243,250 6,090,716
Rhode Island 239,559 232,107 471,666
South Carolina 845,423 785,418 1,630,841
South Dakota 125,115 146,388 271,502
Tennessee 622,312 1,044,244 1,666,556
Texas 2,984,978 8,707,206 11,692,183
Utah 214,595 457,348 671,942
Vermont 190,782 170,295 361,077
Virginia 2,041,580 2,170,683 4,212,263
Washington 1,459,305 2,617,951 4,077,256
West Virginia 261,220 162,925 424,145
Wisconsin 1,141,845 1,091,177 2,233,022
Wyoming 127,494 590,127 717,621
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26.2 percent of its employment were generated
abroad.”24 If the tax code is such a hassle for even
large corporations operating overseas, one can only
imagine the headache that small and mid-size com-
panies face when dealing with international taxes. A
tax system that treats all companies equally no mat-
ter where they are located has many benefits, and
will place a smaller burden on U.S. firms. In fact,
research shows that approximately one-fifth of
U.S. capital abroad would be in a different loca-
tion if the U.S. had a more neutral tax policy.25

These distortions caused by tax policy weaken com-
panies and make them less efficient. 

International corporate tax policy is important
not only because of its impact on firm competitive-
ness and capital allocation, but also because of its
effect on dividend-payout policies. The corporate
tax rate influences dividend-payout rates by foreign
subsidiaries to their U.S. parent companies.
Research shows that “a one percent decrease in the
repatriation tax is associated with a four percent
increase in dividend payout rates.”26 

Conclusion
With the dividend taxes scheduled to rise in

2011, a major distortion in the federal tax code will
return. The top marginal rate on dividends will
again be almost twice the tax rate of capital gains.
The tax code will encourage companies to prefer
capital gains distributions over dividends. This will
be especially harmful to taxpayers, like seniors, that
rely on dividend payments. 

 Higher taxes on dividends will also harm Amer-
ican companies that are competing in the global
marketplace. If America wants to solidify its posi-
tion as the leader of the world economy, it must
strive for tax policies that support growth, not those
that undermine a firm’s ability to compete. Congress
should extend the tax relief so that dividends and
capital gains can be taxed at the same rate.
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