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Tax increases would hit small businesses

n  The Administration inaccurately claims that the 
proposed Obama tax increases would only hit 3% of 
small businesses, but this number does not account for 
the number of small business owners who report small 
business income on their personal income tax returns. 
About 35% of all business taxes are paid in this manner. 

n  According to the Tax Foundation, 1.3 million small 
businesses in the top two income brackets report business 
income as personal income.  Their taxes would go up 
under President Obama’s plan. These small businesses 
are not subject to the 35% corporate income tax rate and 
report “flow-through” income from sole-proprietorships, 
partnerships, and S-corporations on individual tax returns. 
The total tax bill for small businesses as a result of these 
increases would be $30.1 billion.

n  Additionally, 25% of all taxpayers report small business 
income, and 67% of individuals who make $200,000 or 
more report small business income and would see higher 
taxes. According to the U.S. Department of the Treasury, 
taxpayers in the highest two tax brackets made up 8% of 
all taxpayers receiving small business income, but they 
received 72% of such income and paid 82% of the taxes 
on this income.

n  The Treasury Department also estimated that 75% of 
the taxpayers who benefitted from lowering the top rate 
from 39.6% to 35% in 2001 and 2003 are flow-through 
business owners, and that 84% of the tax reduction from 
the top rate reduction would go to flow-through business 
owners.

n  Among small businesses, 20.6 million are sole 
proprietorships, 3.5 million are S corporations, and 2.5 
million are partnerships for a total of 27 million small 
businesses. These “pass-through” businesses employ 43 
million Americans. 
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Tax Increases on Small Businesses

President Obama’s budget provides a blueprint for the 
new administration’s priorities with a large-scale transfor-
mation of the nation’s economy through economic stimu-
lus, health care reform, and a number of climate change 
issues. New levels of spending, amounting to $3.6 trillion 
in fiscal year 2010, would largely be funded by a number of 
tax increases on the wealthy and extensive deficit spending. 

The importance of small businesses

n  Small businesses jumpstarted the recovery in the 2001 
recession, generating 100% of all new jobs in that time. 
Over the past 10 years, small businesses created 60-80% 
of net new jobs. Additionally, they represent 99.7% of 
all employer firms, employ half of all private sector 
employees, and contribute more than half of nonfarm 
private gross domestic product (GDP).

n  Increasing tax rates for the nation’s top job makers during 
an economic slowdown could deepen the recession 
and limit the amount of innovation that occurs in such a 
critical sector of the economy. 

President Obama’s budget calls for tax increases

n  President Obama’s $3.6 trillion budget calls for tax hikes 
that would restore Clinton-era rates of 36% and 39.6% 
on individuals earning $200,000 and couples earning 
$250,000, respectively. The changes would be instituted 
at the end of 2010 when the 2001/2003 tax cuts are set to 
expire and currently stand at 35% for individuals in that 
bracket and 36% for couples.

n  The budget also specifies that the personal exemption 
phase-out and limitation of itemized deductions would 
be reinstated for those taxpayers earning over $250,000 
(married) and $200,000 (single).

n  The $3.6 trillion in federal spending contained in the 
budget will equal 28% of GDP, the highest level since 
World War II. The President’s budget projects a $1.7 
trillion deficit this year.  
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Terry Neese is a Distinguished Fellow with the National Center for Policy Analysis. On Thursday, 
March 19, 2009, Terry will participate in a Capitol Hill hearing on tax increases for small businesses.
To see Terry’s blog, visit http://terry-neese-blog.com/.
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Five Family Friendly Policies 
by Terry Neese and John Goodman

The most significant economic and sociological change 
of the past half-century has been the entry of women into 
the labor market.  Public policies that govern the workplace 
have not kept pace with this demographic shift, however.  
For the most part, tax law, labor law and employee benefits 
law were designed decades ago on the assumption that the 
typical household would have a full-time working husband 
and a homemaker wife. 

These anachronistic public policies are not only out of 
step with the way most Americans are living their lives, 
they are causing considerable harm. To remedy these 
problems we need to bring public policy institutions into 
the 21st century.  What follows are five ideas.

1.  Make Employee Benefits More Flexible.  Employee 
benefits law tends to be very rigid.  In general, employees 
are not allowed to choose between taxable wages and 
nontaxed benefits.  For example, an employee who is 
covered through a spouse’s health insurance at another 
place of work is not allowed to opt for higher wages in-
stead of duplicate benefits.  Also, part-time workers who 
need health insurance cannot choose to take less pay in 
exchange for inclusion in an employer’s health plan.  The 
same restrictions apply to pensions, day care services and 
other employee benefits.

The solution: federal law should allow employers the 
opportunity to give their employees options.  Ideally, em-
ployees should be able to trade taxable wages for nontaxed 
benefits — particularly for such socially desirable benefits 
as health insurance and retirement pensions.

2. Make Employee Benefits Portable.  Most non-
elderly Americans obtain health insurance through their 
employer or through a spouse’s employer.  As a result, 
a change of jobs invariably leads to a change of health 
plans.  Since the new health plan may not have the same 
benefits or the same network of providers, job switching 
often means there is no continuity of care.  A change of 
jobs also can mean a loss of pension benefits or a loss of 
employer-matching contributions to a 401(k) plan.  This 
particularly affects women, who are more likely to switch 
jobs or exit the workforce in order to care for family 
members.  Women ages 18 to 36 have held an average 

of 9.3 jobs and have spent 27 percent of their time out of 
the labor force.  

Individually-owned health insurance is portable and, 
in principle, it could travel with an employee from job to 
job.  But employers cannot pay premiums for individu-
ally-owned insurance for their employees with untaxed 
dollars.  If employees pay their own premiums, they must 
pay with after-tax dollars.  The result: portable insurance 
costs one-third to one-half more than employer-specific 
insurance on an after-tax basis.  [See Figure I.]  

The solution: At a minimum, the tax treatment of group 
and individual health policies should be equalized.  Also, 
ways should be explored to allow employers to pay premiums 
for individually owned insurance.  Additionally, other steps 
should be taken to make employer benefits personal and 
portable — especially health and pension benefits.

3. Make Wage and Hour Laws More Flexible.  In 
general, hourly workers have very little flexibility with 
respect to work hours.  For example, a working mother 
who takes off an afternoon to attend a child’s soccer game 
cannot make up the time by working additional hours in 



Note: Nothing written here should be construed as necessarily reflecting the views of the National Center for Policy Analysis 
or as an attempt to aid or hinder the passage of any legislation.  

The NCPA is a 501(c)(3) nonprofit public policy organization.  We depend entirely on the financial support of individuals, corporations and foundations that 
believe in private sector solutions to public policy problems.  You can contribute to our effort by mailing your donation to our Dallas headquarters or log-

ging on to our Web site at www.ncpa.org and clicking “An Invitation to Support Us.”

Family friendly policies 
Page 2

NCPA BRIEF ANALYSIS
No. 620  |  July 8, 2008

Replacement of 
Home Activities, 
Wardrobe, Trans-
portation, Restau-
rants, Child Care, 
etc.

Take-Home Pay
(for a woman married to a middle-income husband)

Figure II

32¢

35¢

33¢

Take-Home Pay

Taxes

Source: Authors’ Calculations

the next pay period.  Instead, federal law forces 
her to receive less pay and fewer benefits in the 
week of the game, and forces the employer to pay 
overtime in the week when she makes up the time.  
Women are particularly affected by these restric-
tions.  About 63 percent of women are hourly 
workers, totaling over 37 million women.

Interestingly, federal law allows employees of 
the federal and state governments to do what the 
private sector cannot do.  Government workers 
can choose between overtime pay and comp time.   
In 2001, 30 percent of state employees and 34 
percent of federal employees opted for comp time 
instead of overtime pay.  

The solution:  At a minimum, allow hourly 
employees in the private sector to have the same 
choices as employees in the public sector.  

4. Tax Fairness for Working Spouses.  In more than 
half of all working-age married couples, both spouses 
work.  Yet the current tax code severely penalizes the 
second earner when he or she enters the labor market.  
For example: 
n When a second earner enters the labor market, she is 

taxed at her spouse’s marginal tax rate — even if she 
earns only the minimum wage.

n When all taxes and costs are considered — including 
child care and other services the spouse previously 
provided — the second worker in a middle-income 
family typically keeps only 35 cents out of each dollar 
earned.  [See Figure II.]
Unmarried couples do not face this problem because 

they file separate tax returns as singles.  Married couples, 
however, do not have that option and must file taxes jointly 
or as married, filing separately — which is less desirable 
than completely separate returns.

The solution:  Married couples should be allowed to file 
jointly or as singles, so that workers with similar incomes 
pay comparable taxes. 

5. Tax Fairness for Stay-at-Home Parents.  In gen-
eral, federal tax law is far more generous to people at work 
than people at home — with respect to retirement savings 
and health insurance and even day care.  Employees can 
save for retirement through tax-advantaged 401(k) plans.  
Contributions to a pension plan as well as premiums for 
employer-sponsored health coverage are not counted as 

taxable income.  Self-employed workers receive some tax 
relief for their health insurance costs and have additional 
options for tax deferred savings.  By contrast, the amount of 
tax-preferred savings a couple can make toward the retire-
ment of a stay-at-home spouse is less than one-third the 
amount an employee can save in an employer-sponsored 
plan.  Furthermore, health insurance that is purchased 
individually receives virtually no tax relief.  Families who 
receive day care services through an employer or who 
purchase them pretax through a “cafeteria plan” receive 
much more tax relief than families who purchase services 
outside the place of work.  

As women move into and out of the labor market (say, to 
have and raise children), they are particularly disadvantaged 
by this arbitrary, two-tier tax and regulatory system.

The solution:  Allow stay-at-home spouses who save 
for retirement or purchase health insurance or day care 
services to receive just as much tax relief as people who 
obtain these benefits at work.

Conclusion.  Public policies and institutions have 
not kept pace with the changing role of women in the 
workforce.  As a result, women and their families are 
penalized when they enter the labor market.  The solu-
tion to these problems is not policies that favor women, 
but rather policies that increase the flexibility and fairness 
of the system — benefitting both men and women, and 
their families.

Terry Neese is a distinguished fellow and John Goodman is 
president of the National Center for Policy Analysis. 


