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Net Tax Increase in Obama’s Budget Over $1 Trillion
Curtis S. Dubay

P

resident Obama released his fiscal year 2014 budget almost two months after it was due by law.
With all that extra time, the President had plenty of
opportunity to clearly account for his tax increases.
But like his budgets from previous years, this year’s
1

For example, rather than put it with the other
major tax increases in his budget, the President
put the tax increase from changing the measure
used to adjust tax brackets for inflation in a footnote.2 Similarly, the President’s budget hides raising the federal tobacco tax from $1.00 per pack to
$1.95 per pack in a section titled “Early Childhood
Investments” because the revenue is supposed to
pay for expanded preschool programs.
Fortunately, the Treasury Department, through
its “Green Book,” groups the President’s tax increases in a consistent manner, which makes it easier to
discern exactly how much he wants to raise taxes.3
Obama Budget Increases Taxes by More
Than $1.1 Trillion. President Obama’s budget
includes tax increases that total $1.103 trillion over
the 10 years from 2014 to 2023. The Treasury groups
his various tax increases into seven categories with
vague headings.4
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“Upper-income tax provisions” ($593 billion). The
largest tax increase includes the President’s cap on
The cap would limit the amount taxpayers could
reduce their taxes by limiting their itemized deductions and certain exemptions to the tax reduction
they would receive if they paid the 28 percent marginal tax rate (this raises taxes $529 billion). The
cap would impose a tax penalty on giving to charity,
taking a mortgage to buy a home, saving for retirement, buying state and municipal bonds, and having
employer-sponsored health insurance, among others. Those penalties would apply to married taxpayers earning more than $223,050 ($183,250 for singles) in 2013.5
tive tax rate on taxpayers with adjusted gross income
(AGI) over $1 million ($500,000 for single filers),
after allowing them to take the charitable deduction. As data from the Tax Policy Center shows, the
all federal taxes in excess of 30 percent.6 This is why
revenue ($53 billion).
“Other revenue changes and loophole closers” ($197
billion). The second-largest tax increase comes mostly from raising the tobacco tax ($78 billion) and raising the federal unemployment insurance tax ($67
billion). This category also includes the President’s
ill-advised proposal to cap the total amount taxpayers can save in retirement savings plans.
The tobacco tax increase would hit poor smokers hardest. It would be the second time President
Obama has targeted low-income Americans with a
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CHART 1

Obama Budget: $1 Trillion in Net
Tax Hikes
FIGURES ARE FOR 2014–2023

Total Tax Increases:
$1.103 Trillion

Net Change
in Taxes:
$1.035 Trillion
Increase

Total Tax Decreases:
$68 Billion
Sources: U.S. Department of the Treasury, General Explanations
of the Administration’s Fiscal Year 2014 Revenue Proposals, April
2013, pp. 244–246, Table 3, http://www.treasury.gov/
resource-center/tax-policy/Documents/GeneralExplanations-FY2014.pdf (accessed May 2, 2013); and Heritage
Foundation calculations.
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tobacco tax hike. He signed a previous increase just
days after coming into office.
President Obama would raise the unemployment
insurance tax by raising the rate and expanding the
amount of each worker’s wages businesses had to pay
the tax on. This would slow wage growth for workers

since they ultimately bear most of the tax’s burden.
“Other initiatives” ($100 billion). The third-largest tax increase comes from changing how the tax
code would adjust tax brackets for inflation each
year. Currently the tax code uses the Consumer
Price Index for All Urban Customers (CPI-U), which
accounts for general changes in prices, to make
those adjustments. President Obama wants to use
chained CPI instead.
Chained CPI accounts for both changes in prices and how consumers change their behavior when
prices rise—for instance, by purchasing less expensive substitute items when the price of something
they bought previously rises. Because it accounts for
behavioral changes, chained CPI produces a smaller
measure of inflation than CPI-U.
Using chained CPI to adjust tax brackets for inflation would mean the brackets would increase less
each year than they do now. This would raise taxes
because it would push more income into higher
tax brackets sooner. Congress should only move to
chained CPI through tax reform. In tax reform it
can offset the revenue chained CPI raises with progrowth policies.
Death Tax Increase ($79 billion). The most surprising tax increase in Obama’s budget raises the death
tax rate from 40 percent to 45 percent, decreases
the amount of an estate exempt from the tax from
$5 million to $3.5 million, and makes other changes
that would make it more difficult for families to protect their businesses from the tax.
In the fiscal cliff deal in January, Obama signed
into law the death tax’s current parameters. That
deal raised the rate from 35 percent to the current

1.

Curtis S. Dubay, “Obama’s Budget Badly Undercounts Tax Hikes,” Heritage Foundation Issue Brief No. 3522, February 29, 2012, http://www.
heritage.org/research/reports/2012/02/obamas-budget-undercounts-tax-increases.

2.

U.S. Office of Management and Budget, Budget of the United States Government, Fiscal Year 2014 (Washington, DC: U.S. Government Printing
Office, 2011), pp. 217, Table S-9, http://www.whitehouse.gov/sites/default/files/omb/budget/fy2014/assets/budget.pdf (accessed May 2,
2013).

3.

U.S. Department of the Treasury, General Explanations of the Administration’s Fiscal Year 2014 Revenue Proposals, April 2013, pp. 244–246, Table
3, http://www.treasury.gov/resource-center/tax-policy/Documents/General-Explanations-FY2014.pdf (accessed May 2, 2013).

4.

There are several other revenue increases in President Obama’s budget that are from raising fees and implementing new ones. Those revenue
increases are not included in this calculation.

5.

Curtis S. Dubay, “Obama FY2013 Budget Violates Basic Principles of Tax Reform,” Heritage Foundation Backgrounder No. 2665, March 19, 2012,
http://www.heritage.org/research/reports/2012/03/obama-fy-2013-budget-violates-basic-principles-of-tax-reform, and Curtis Dubay, “The
President’s 2013 Budget: More Troubling Tax Increases in the Fine Print,” Heritage Foundation Backgrounder No. 2704, June 25, 2012, http://
www.heritage.org/research/reports/2012/06/the-presidents-2013-budget-more-troubling-tax-increases-in-the-fine-print.

6.

Tax Policy Center, “The American Taxpayer Relief Act of 2012 (ATRA) as Passed by the Senate; Baseline: Patched 2012 Law; Distribution of
Federal Tax Change by Cash Income Level, 2013,” Table T13-0011, January 7, 2013, http://www.taxpolicycenter.org/numbers/displayatab.
cfm?DocID=3767 (accessed May 16, 2013).
2

ISSUE BRIEF | NO. 3940
May 17, 2013

TaBLE 1

Obama Budget Raises Net Taxes by More Than $1 Trillion
Categories Used by Treasury Department
and President Obama

Change in Tax,
2014–2023
(in billions)

Description of Largest Tax Increase
or Cut in Category
TAX INCREASES

Upper–income tax provisions

Cap itemized deductions and certain exemptions and implement
“Buﬀett Rule”

$583

Other revenue changes and loophole closers

Raise tobacco tax and raise federal unemployment tax

$197

Other initiatives

Use chained CPI to calculate inflation adjustment for tax brackets

$100

Modify estate and gift tax provisions

Raise death tax by raising rate, lowering exemption, and making
other changes

$79

Reduce tax gap and make reforms

Increase IRS ability to collect unpaid taxes

$78

Reform treatment of financial industry
institutions and products

Bank tax

$63

User fee

Increase fee for inland waterways

$1

Other

Tax increases not included in Treasury Green Book but included
in President’s budget; includes increase tax on nuclear power
providers and other unemployment insurance tax increases

$2

Total gross tax increase

+$1,103
TAX CUTS

Tax relief to create jobs and jump start growth

Tax credit for businesses that hire or raise wages

–$33

Incentives for investment in infrastructure

Increase subsidy rate for Build America Bonds

–$17

Tax cuts for families and individuals

Automatic IRA enrollment

–$9

Simplify the tax system

Expand EITC for workers without children

–$9

Total tax cut

–$68

Net change in taxes

+$1,035

Sources: U.S. Department of the Treasury, General Explanations of the Administration’s Fiscal Year 2014 Revenue
Proposals, April 2013, pp. 244–246, Table 3, http://www.treasury.gov/resource-center/tax-policy/Documents/
General-Explanations-FY2014.pdf (accessed May 2, 2013); and Heritage Foundation calculations.

40 percent rate. Most thought the death tax was settled law for now. An even higher death tax would further hurt small, family-owned businesses and discourage families from saving and investing.
“Reduce the tax gap and make reforms” ($78 billion).
This increase comes from granting the IRS more
resources to collect unpaid taxes.
“Reform treatment of financial industry institutions and products” ($63 billion). This revenue is
7.
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almost entirely from the President’s “Bank Tax.”
Obama argues that the tax is necessary to recoup
money from banks loaned to them by the federal
government through the 2008 Troubled Asset Relief
Program (TARP). However, the tax is unnecessary
because banks have almost entirely repaid that
money.7
Other ($3 billion). An increase of user fees
for inland waterways ($1 billion) and other tax

James L. Gattuso, “Obama’s Bank Tax: Missing the Target,” The Heritage Foundation, The Foundry, January 29, 2010, http://blog.heritage.
org/2010/01/29/obamas-bank-tax-missing-the-target/.
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increases that the Green Book does not count but
that are included in the President’s budget ($2 billion) account for the rest of Obama’s tax hikes.
Obama’s Budget Cuts Taxes by $68 Billion.
Obama proposes new tax cuts totaling $68 billion over the next 10 years. That puts the ratio of
tax increases to tax cuts in his budget at more than
$16-to-$1.
“Tax relief to create jobs and jumpstart growth”
(–$33 billion). The biggest tax cut category comes
mostly from a proposed tax credit for businesses
that hire workers and increase wages. It is similar
to a tax credit previously tried in 2010 that failed to
create jobs.8 That credit failed because it did nothing
to lower the long-term cost to businesses of hiring
workers. The revived version would fail for the same
reason.
“Incentives for investment in infrastructure” (–$17
billion). The next biggest tax cut comes mostly
from an expansion of the federal subsidy for Build
American Bonds.
“Tax cuts for families and individuals” (–$9 billion).
This includes automatic enrollment in Individual
Retirement Accounts (IRAs). Although it reduces
revenue, it is not a tax cut because it encourages workers to use retirement savings plans already in law.9
Adopting it would be a positive step for retirement

policy.10 The tax cut in this category comes almost
exclusively from expanding the child and dependent
care credit.11
“Simplify the tax system” (–$9 billion). The last
tax cut grouping mostly consists of expanding the
Earned Income Tax Credit (EITC) to workers without children.
Net Tax Increase in Obama’s Budget: $1.035
Trillion. Subtracting President Obama’s relatively
miniscule tax cuts from his massive tax increases
shows he wants to raise taxes on net by $1.035 trillion over the next 10 years. This enormous increase
would slow the economy and job growth.
Fortunately, tax increases are unnecessary. As
the Congressional Budget Office (CBO) shows, tax
receipts will surpass their historical average as a
share of the economy by 2015 and remain above
that level through the decade.12 Washington created
its deficit and debt crisis because it is spending too
much; not because it is taxing too little.
Congress should ignore the President’s tax
increase proposals and focus on reducing spending
instead.
—Curtis S. Dubay is a Senior Analyst in Tax Policy
in the Thomas A. Roe Institute for Economic Policy
Studies at The Heritage Foundation.
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