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April 2017:  Taxes, the Markets and You   
 
You have probably noticed that, despite doomsday predictions about an impending (and always 
possible) market collapse, the market has experienced a remarkable comeback from the depths of the 
Great Recession of 2008/09. 
 
It might surprise you, therefore, to learn that fewer investors today pay taxes on market gains than 
investors in the good old days. A paper underwritten for the non-partisan Tax Policy Center concludes 
that while more than 80% of investors in the 1960s paid annual taxes on their investments, the 
percentage is closer to 25% today. 
 
How can that be, with stock market investment’s growth in popularity over the past couple of decades?  
 
According to the report, the percentage shift is the result of two factors: 

1) The growth of tax deferred retirement savings accounts (such as 401k’s and more), substantially 
      delaying tax payments into the future and which now represents almost 40% of US stock 
      ownership. 
 
2) The influx of foreign investors (who don’t pay US capital gain taxes), and who now represent 
      about 25% of US stock ownership. 

 
Taxes on investment are an important revenue source. 

The immediate effect, of course, is that the percentage of tax revenue from stock ownership is down. 
That revenue has traditionally served to pay for a variety of government services.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Tax Policy Center from Board of Governors Federal Reserve Data 

Shrinking percentage taxable 
accounts 

Growth tax deferred 
accounts 

Foreign Investors 



Copyright ©2017 Willink Asset Management LLC  

 

So, we might wonder if this diminished source of revenue will either cause a reduction in benefits and 
services or higher taxes by other means, OR both. 
 
The answer may be that much of the percentage drop might be offset by the impressive global growth of 
US corporations and their increasing profits.  So, might tax on profits be relied upon?  
 
Thanks to the tax code and accounting magic many highly profitable companies paid no corporate 
income tax on US based earnings in 2015, even as their stock prices did well.  
 
A short but representative list from across economic sectors of companies who paid less than you? 
 
United Airlines, General Motors, Hewlett Packard, E* Trade, Loews. PG&E, and Weyerhauser. 
 
Other US firms have simply kept their overseas profits overseas; thus avoiding US taxation.  
 
Estimates from Forbes Magazine and Bloomberg News put the amount of untaxed profits by seven giant 
tech firms at over $2 trillion: 
 
Microsoft, Apple, Google, IBM, Cisco Systems, Oracle and Qualcomm. 
 
What tax changes might individual investors expect as a result? 
 
If you believe the current administration’s promises and intimations that taxes for all will be reduced, 
while key benefits and services remain, you needn’t read on. 
 
A dose of skepticism, however, might suggest the we can expect the following:  
 

1)  Higher capital gains tax on the sale of stocks and mutual funds not held in tax deferred 
retirement accounts. 
 

2) A higher personal income tax bite on withdrawals from tax deferred retirement accounts. (Yes, 
you might be in a lower tax bracket at retirement but that doesn’t mean your effective tax rate 
will necessarily be lower.  You may be paying more in taxes.) 

 
Both actions may be needed to help pay for increasing government costs and services, especially for the 
elderly and poor. 
 
 

                                         WHAT DO OUR TAXES PAY FOR? 
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What might an individual US investor do? 

If you hate to pay taxes and have spoken to someone about your dislike for the taxman you might have 
been advised to do one or more of the following: 
 
- Open a traditional IRA (and invest in stock mutual funds or stocks inside the IRA account)  

- Contribute to an employer offered retirement plan (that may also offer a contribution to your account 
  by your employer). 
- Invest in a Roth IRA (named after Senator Roth who sponsored the legislation to hold the investment 
  types above) 

- Invest in tax free municipal bonds or bond funds 

- Invest in index style mutual funds with low turnover or tax managed, features. 

- Re-allocate portfolio assets between taxable and tax deferred accounts for tax efficiency 

- Utilize tax and trading strategies that may offset or reduce tax on investments with long term 
  embedded gains 

- Buy an annuity (of one flavor or another; these can be pretty complicated once you venture beyond 
  plain vanilla offerings) with which to grow savings or receive income 

- Buy life insurance as a tax favored savings or investment vehicle (with a special benefit for loved ones 
  if your ambulance doesn’t get there in time) 

- Explore the use of Trusts to hold assets in order to provide for tax sheltered or tax favored income  
 

With some of the options above get you a tax deduction now, on 
before tax contributions, and pay taxes in the future, as the funds 
are withdrawn.(1) 

 

Others are funded with after tax dollars in exchange for tax 
favored treatment on withdrawals in the future.(2) 
 

Still others make use of less well-known tax strategies to reduce 
or offset tax liabilities. 
 

Which of these may be best for you can be surprisingly hard to determine, particularly if you are getting 
advice from someone who is tempted to put their own interests ahead of yours or who lacks the 
education and experience to provide competent advice. 
 
It’s beyond the scope of this short article to describe the workings and the pros/cons and potential traps 
of each. 
 
But choosing among any these savings and investment strategies requires you to make assumptions 
about the future tax treatment of each of the many taxes you may face:  
 
Ordinary income tax, Capital gains tax, Alternative minimum tax, Taxes related to Social 
Security, Taxes related to Medicare, Medicaid eligibility; Sales tax ; Use taxes, Estate tax; Taxes 
masquerading as fees, plus those yet to be dreamed up by your federal, state, or local 
governments. 
 

Certainly plenty of taxes and plenty of strategies to consider (many a double-edged 
sword), but should investors focus solely on taxes? 
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A silver lining for the individual investor?   
 

Taxes are certainly not all there is. Even as capital gains and ordinary 
income taxes take their toll on individual investors while others 
(institutional, pension and foreign investors) remain immune or less affected 
by taxes, there may be some good news.   
 

If corporations are able to grow their profits, and if the expected reduction in US corporate tax rates 
takes place, stock prices may well flourish.  
 
One accountant I know is fond of saying, “Make all you can in the markets and pay Caesar his share”. 
Another cautions, “Don’t let the tax tail wag the investment hound”. 
 

The future is always uncertain. It may be time to meet with us and reconsider which of the savings 
options mentioned earlier in this letter make the most sense for you. And prepare to harvest your 
share of market rewards. 
 

 

 

 

(1) Before tax Contributions: Earn a dollar and the whole dollar (or most of the dollar less a small bite for FICA tax) goes to 

    work for you 
 

(2) After tax Contributions: Earn a dollar; pay 25 cents or so income taxes now; 75 cents goes to work for you 

 

Fred R. Fadel, CFP® 

Information herein has been obtained from sources believed to be reliable, but its accuracy and completeness, and the opinions based 
thereon, are not guaranteed. No responsibility is assumed for errors and omissions or for updating information after transmission.  It 
should not be viewed as a solicitation or offer of services in any jurisdiction in which the advisor is not permitted to do business.  Willink 
Asset Management, LLC is not responsible for content on sites accessed through links to this transmission and makes no representations or 
warranties as to the accuracy, timeliness, suitability, completeness, or relevance of information prepared by any unaffiliated third party, 
whether linked or incorporated herein.  Nothing in this newsletter should be deemed as individual investment advice.  Always consult with 
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