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Stocks pushed through another volatile summer week as diverging
Q2 corporate reports and the Fed's rate decision whipsawed prices.

The Standard & Poor’s 500 Index rose 1.05 percent, while the
Nasdaq Composite Index advanced 1.59 percent. The Dow Jones
Industrial Average added 1.04 percent. The MSCI EAFE Index,
which tracks developed overseas stock markets, increased 2.13
percent. 2

Tech Stocks Steal Spotlight

Chip stocks were under pressure at the start of the week as investors
fretted over fresh competition from China and higher-than-expected
Al capital expenditures. But the Dow pushed higher as oil prices slid
and investors rotated out of technology.>*

On Wednesday, the Federal Reserve said it was holding interest rates
steady, a move that was initially well received by markets. But as the
day progressed, selling picked up as investors expressed concern that
the Fed was not doing enough to battle inflation.’

Markets rebounded on Thursday with semiconductors and big-tech
names leading the way. The Nasdaq rose nearly 3 percent, ending its
6-day losing streak.®’

Momentum from Thursday’s rally extended into Friday. Markets rose
at open despite diverging Q2 earnings results from two influential
tech companies. While it wasn’t a straight line, all three major
averages built on gains throughout the day to end the week higher.®
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Fed Watch

The Federal Open Market Committee voted 9-3 to hold rates
steady: 9 voted to hold, while 3 voted to increase. The decision
to hold rates was initially met with enthusiasm, but traders
became increasingly unsettled as the day progressed.

At the Fed’s press conference, Chair Kevin Warsh explained the
decision, but some were concerned that the Fed was
underestimating inflation. The next scheduled two-day Fed
meeting ends on September 16, so traders will have plenty of
economic reports to assess overall consumer prices.’

This Week: Key Economic Data

Monday: Purchasing Managers Index (PMI)—Manufacturing.
Construction Spending.

Tuesday: Trade. Job Openings & Labor Turnover. Factory
Orders.

Wednesday: ADP Employment Report. PMI-Services.

Thursday: Productivity & Costs. Weekly Jobless Claims.
Wholesale Trade.

Friday: U.S. Employment Report. Consumer Credit.




“I can eliminate the deficit in five minutes - you just pass a law
that says any time there’s a deficit of more than 3% of GDP, all
sitting members of Congress are ineligible for re-election.”

—Warren Buffet
Of Note G
% Y
: : e
i

U.S. taxes, including those levied by state and local
governments, are low compared with most other industrial
countries. Moreover, U.S. tax revenues fall well short of public
spending (which is also modest by international standards),
resulting in large fiscal deficits and growing government debt as
a share of GDP that is on track to surpass the record levels
reached in the aftermath of WW II. In spite of numerous reform
efforts, including over 30 packages at the federal level in the
post-war period, general government tax revenue has remained
largely unchanged as a share of GDP. Moreover, there remains
considerable dissatisfaction with U.S. taxes, which voters view
as too high, unfair, and overly complex. This memo provides
perspectives on these issues by comparing the U.S. tax system to
other OECD countries.

The U.S. tax system is relatively decentralized compared with
many other countries, reflecting the responsibilities allocated by
the U.S. Constitution. Only about two thirds of total tax
revenues in the United States are collected at the federal level, a
share that is about 10 percentage points lower on average than in
other industrial-country federations and almost 25 percentage
points lower than in other industrial countries with unitary tax
systems. Both the federal government and the states are



empowered to levy taxes on personal and corporate income, as
well as on the transfer of property upon death (“estate taxes™).
Taxes on imports are reserved for the federal government, and
property and sales taxes are the responsibility of the states. Both
levels of government levy excise taxes, which are imposed on
specific goods like tobacco, alcohol, or gasoline. In 2024,
federal tax receipts totaled the equivalent of 17 percent of GDP,
with the bulk derived from personal income taxes and social
security contributions. State and local government tax receipts
totaled the equivalent of 82 percent of GDP, with roughly three
quarters coming from property and sales taxes.

Despite popular perceptions to the contrary, U.S. taxes are very
low compared to other OECD countries. In 2024, general
government (federal plus state and local government) tax
revenues in the United States totaled only about 25%2 percent of
GDP, almost 10 percentage points lower than the OECD
average. This gap largely owes to the absence in the United
States of broad-based value added or sales taxes — U.S. taxes
on goods and services totaled only 4'4 percent of GDP in 2023
compared with an OECD average of 10%2 percent of GDP.
Social security taxes and corporate income tax revenues are also
below the OECD average, while revenues from personal income
taxes and property taxes are above the OECD average.

The U.S. personal income tax system is progressive, since tax
rates at both the federal and state levels rise with income.
However, while the combined rate can exceed 50 percent in
some high-tax states like California, the degree of progressivity,
including other OECD countries, depends on the type of
taxpayer. This can be illustrated using the OECD’s measure of
the combined tax rate on labor income (termed the “tax
wedge”’), which includes income taxes, social security
contributions, and regular cash benefits. This measure shows
that the average rate paid by a single person in the United States



rises from 26%4 percent for those earning half the average wage
to 36% percent for someone earning 250 percent of the average
wage, whereas the average rises from 27 percent to 41% percent
in the average OECD country, respectively. However, these
same data show that the U.S. tax system is much more
progressive than most other OECD countries for families with
children when account is made of the significant child and
similar tax credits that are available to low-income households
with children.

There remains considerable debate about the degree to which the
U.S. tax system should be seen as progressive, especially when
accounting for nonwage income. It is often argued that simply
focusing on labor income tax rates overstates progressivity since
very wealthy households earn a large proportion of income from
nonwage sources — such as capital gains, dividends, etc., that
bear a much lower tax rate. Indeed, one recent study estimated
that after accounting for income from other sources the effective
tax rate was only around 24 percent for those in the list of the
Forbes 400 richest people in America, compared to 45 percent
for the top labor income earners. Analysis like this led to an
unsuccessful legislative proposal in 2012 to impose a flat 30
percent tax (the so-called “Buffett Rule) on all types of income
that would be phased in for those earning over $1 million.

There is a greater consensus that the U.S. income tax system is
complex compared to other countries and imposes a significant
compliance burden. The system’s complexity results from
numerous factors: a relatively large number of tax brackets,
different tax rates for wage and nonwage income, and a vast
number of special tax breaks for both businesses and
households. Despite attempts to simplify the federal tax system
(e.g., the 2017 Tax Cuts and Jobs Act), compliance costs borne
by households and businesses are still estimated to be as high as
1.8 percent of GDP. International comparisons of these costs are



difficult but one study ranked the U.S. personal and business tax
system poorly against four other industrial countries in terms of
“ease of payment” and even worse in terms of “hours to
comply.”

There is also broad agreement among economists that more
could be done to improve the U.S. tax system’s support for
growth. The relatively low level of U.S. taxes is often argued to
have improved the dynamism of the U.S. economy by increasing
the returns to business and other economic activities. However,
many have suggested that low taxes have led to higher fiscal
deficits that have dampened investment by pushing up interest
rates, and that low levels of government revenue have also made
it difficult to fund growth-enhancing social and infrastructure
programs. It is also generally agreed that the structure of the
U.S. system — with its relatively high reliance on income-
versus consumption-based taxes — tends to disincentivize both
labor employment and capital investment. And in a cross-
country comparison, the U.S. system is ranked only 15th in
terms of tax competitiveness compared with other OECD
countries, based on an index that considers a range of factors
including a system’s ability to raise revenues with low marginal
rates, its complexity, its tilt toward consumption versus income
taxes, and its avoidance of special tax breaks. Several studies
have illustrated that revenue-neutral reforms aimed at
simplifying the existing U.S. tax system and broadening its base
could boost the economy.

Despite a long history of legislative efforts to reform the U.S.
tax system, there is wide agreement that there is much room for
improvement. There also is a clear need to raise U.S. tax
revenues considering the very large U.S. fiscal deficit and
projections that show that government debt — which is already
among the highest in the world as a share of GDP — remains on
an upward path.



Given the current low level of collections, there 1s considerable
scope to raise revenues without undermining the U.S. position as
a low-tax jurisdiction. Moreover, international experience
illustrates that reforms — e.g., cutting tax preferences and
loopholes, shifting from income- to consumption-based taxes,
improving enforcement, and reducing compliance costs — could
both help close the fiscal gap and improve the growth-
friendliness of the system. But domestic and international
experience also highlights the difficulty of building a broad-
based political consensus for such reforms and reassuring
taxpayers that the costs and benefits of reform will be shared
fairly.!!
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Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal value
of investments will fluctuate as market conditions change. When sold, investments may be worth more or less than their original cost.

The forecasts or forward-looking statements are based on assumptions, may not materialize, and are subject to revision without notice.

The market indexes discussed are unmanaged, and generally, considered representative of their respective markets. Index performance is not indicative of
the past performance of a particular investment. Indexes do not incur management fees, costs, and expenses. Individuals cannot directly invest in
unmanaged indexes. Past performance does not guarantee future results.

The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of large-capitalization companies on the U.S. stock
market. The Nasdaq Composite is an index of the common stocks and similar securities listed on the Nasdaq stock market and considered a broad indicator
of the performance of stocks of technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI)
and serves as a benchmark of the performance of major international equity markets, as represented by 21 major MSCI indexes from Europe, Australia, and
Southeast Asia. The S&P 500 Composite Index is an unmanaged group of securities that are considered to be representative of the stock market in general.

U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and interest. However, if you sell a Treasury Note
prior to maturity, it may be worth more or less than the original price paid. Fixed income investments are subject to various risks including changes in
interest rates, credit quality, inflation risk, market valuations, prepayments, corporate events, tax ramifications and other factors.

International investments carry additional risks, which include differences in financial reporting standards, currency exchange rates, political risks unique
to a specific country, foreign taxes and regulations, and the potential for illiquid markets. These factors may result in greater share price volatility.

Please consult your financial professional for additional information.
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