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American Taxation…A Walk Through History
Hopefully you are ready to file your 2018 
taxes by the time you receive this newslet-
ter. Some of you overachievers probably 
already have your refunds and are plan-
ning a summer vacation. In December 
2017, Congress passed the Tax Cuts and 
Jobs Act of 2017 making this the first year 
under the new tax rules. Changes in the 
tax code are nothing new, though many 
of you have shared that doing your taxes 
seems more complicated than ever. I’ve 
known for a long time that taxes are com-
plicated, but my curiosity got the best of 
me and I thought I’d do a little research on 
the history of taxation.

For most of American history, there was 
no income tax. In fact, the US Supreme 
Court ruled income tax unconstitutional in 
1895. Wow. I didn’t think I’d ever want 
to go back to the 19th century, but once 
I learned this fact, I might reconsider. Be-
fore the income tax was implemented, the 
bulk of our national revenue came from 
tariffs and more specialized taxes on 
“sin” items of liquor, tobacco, and a few 
other goods.

That all changed with the Revenue Act of 
1861 when the Civil War began to take 
its toll on the national treasury. The 1861 
Act provided for a temporary flat tax of 
3% of all income, rents, and dividends 
on every American making more than 
$800 per year. Depending on how you 
calculate inflation that comes to between 
$37,000 and $55,000 today. This was 
before Social Security (FICA), Medicare, 
and other payroll taxes.

The 1861 Act didn’t generate as much 
revenue as was hoped, so Congress—un-

usually quickly—passed the Revenue Acts 
of 1862 and 1864. Three tax acts in four 
years…sheesh. The 1862 Act expanded 
taxation to include “luxury items” like 
playing cards, pianos, yachts…and feath-
ers. I guess pillows were luxuries back 
then? (Now I know why I haven’t want-
ed to go back to the 19th century). Of 
particular interest in the 1862 Act was a 
provision that these taxes would terminate 
in 1866 when there would be no need for 
tax revenue to support the war.

The 1864 Act established “stamp taxes” (I 
think King George tried that in 1765) on 
things like photographs (a major luxury 
back in 1864) and matches. Congress—
perhaps realizing they were pressing their 
luck--stopped short of taxing tea this time 
around. I guess they remembered what 
happened in America the last time that 
was tried.

All three of these Acts would expire in 
1873 only to be resurrected again in 
1893 and the ultimate passing of the 
Wilson-Gorman Tariff Act of 1894. The 
Supreme Court ruled the income tax un-
constitutional in 1895 under the Pollock 
decision. Whew.

And then, like a hockey-mask-wearing-
creature-from-a-70s-camp-movie, the income 
tax took the form of the 16th Amendment 
to the Constitution. It was ratified by the 
requisite number of states in 1913 and 
then, feeling emboldened by the power 
of a constitutional amendment, Congress 
passed the Revenue Act of 1913, the 
great-great-great grandfather of what we 
have now.
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Market Commentary: Markets up, profit margins down
Written March 20, 2019

This has been a fascinating six months 
in the market and global economy to 
say the least.  We’ve seen investor 
greed turn to fear and then back into 
greed. The Federal Reserve has flip-
flopped from raising rates to halting 
those rate hikes due to a visibly slowing 
US economy, and the two-step that is 
the China-US trade talks.  The European 
Union is experiencing their own history 
in the making with the UK on course 
to leave at the end of this month with 
no extension and no plan.  According 
to the UK government’s assessment, 
such an outcome could result in the 
UK economic decline of 6.3% to 9% 
in fifteen years compared to what it 
would have been.  That would likely 
cause a ripple effect throughout Europe 
and the rest of the world at a time when 
the Eurozone’s GDP forecast has been 
reduced to 1.1% for 2019.

But you wouldn’t know that anything is 
amiss in the global economy by looking 
at the US stock market.  After being 
down nearly 20% from its high, the 
S&P 500 has regained considerable 
ground in 2019, up 13.5% year-to-
date.  At this rate, the S&P would be up 
over 50% by the end of 2019.

With deteriorating fundamentals, is 
now a good time to buy?  According to 
CNBC’s headlines, the answer is yes.  
After all, a slowing economy means 
lower interest rates, which is a positive.  
If President Trump can get a deal done 
with China, that will be good news.  
The European Central Bank will step 
in if things get too rough over in the 
Eurozone, right?  So let the good times 
roll.

Are headlines a good indicator of 
where the stock market is headed?  
Calendar year 2009 saw the S&P 500 
soar over 26% and kicked off a nine 
year stock market winning streak. For 
fun, look below to see what was being 
printed March 2009.

So during the absolute best month to 
buy in the last two decades, everyone 
said to sell.  And when everyone says 
to buy?  Well, I think that’s usually a 
good time to take a look around to 

see what’s really happening outside 
instead of letting other people tell us 
what to do.

And what we see are increasing risks of 
a slowing economy.  Earnings growth 
peaked in the 3rd quarter of 2018 and 
slowed in the 4th quarter of last year.  
Profit margins also fell sharply.  We 
haven’t seen an abrupt slowdown like 
this since 2007.
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American Taxation
(continued from page 1)

Market Commentary
(continued from page 2)

There were six tax brackets back in 
1913. By the end of Wilson’s second 
term in 1921 there were 56. See the 
table below, but talk about confusing. 
Look at how much tax rates changed 
in less than ten years. In 1913, if you 
made $20,000 you paid zero tax. In 
1921, you paid 21%. In 1913 if you 
earned $500,000 (you were probably 
a Rockefeller or a Vanderbilt) you paid 
6% (7% if you were subject to the “su-
per tax” in that year). In 1921 if you 
earned $500,000 you paid a stagger-
ing 76% tax rate.

I bring this history lesson to you to-
day for a couple reasons. Mostly it’s 
because I love history in general, and 
American history in particular. I’m fas-
cinated to learn how we got to where 
we are today. The Tax Act of 2017 
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Disclaimers and Notes
* Wayne L. McDaniel is not affiliated or registered with Cetera Advisor
Networks LLC. Any information provided by Wayne L. McDaniel is in no way 
related to Cetera Advisor Networks LLC or its registered representatives.

Registered Representatives offering securities and advisory services 
through Cetera Advisor Networks LLC, member FINRA/SIPC, a broker/
dealer and a Registered Investment Advisor. Advisory services also offered 
through McDaniel Knutson Financial Partners. Cetera is under separate 
ownership for any other named entity.

**The views are those of Victoria Bogner and should not be construed 
as investment advice. All information is believed to be from reliable 
sources, however, we make no representation as to its completeness or 
accuracy and is not a complete summary or statement of all available 
data necessary for making an investment decision. Any information 
provided is for informational purposes only and does not constitute a 
recommendation. Economic and performance information is historical and 
not indicative of future results.

Investors cannot invest directly in indexes. The performance of any index 
is not indicative of the performance of any investment and does not take 
in accounts the effects of inflation and the fees and expenses associated 
with investing.

Some IRAs have contribution limitations and tax consequences for early 
withdrawals. Distributions from traditional IRAs and employer sponsored 
retirement plans are taxed as ordinary income and, if taken prior to 
reaching age 59½, may be subject to an additional 10% IRS tax penalty. 
For complete details, consult your tax advisor or attorney. Converting from 
a traditional IRA to a Roth IRA is a taxable event. A Roth IRA offers tax 
free withdrawals on taxable contributions. To qualify for the tax-free and 
penalty-free withdrawal of earning, a Roth IRA must be in place for at 
least five tax years, and the distribution must take place after age 59½ or 
due to death, disability, or a first time home purchase (up to a $10,000 
lifetime maximum). Depending on state law, Roth IRA distributions may 
be subject to state taxes.

The S&P 500 Index is a capitalization-weighted index made up of 500 
widely held large-cap U.S. stocks in the Industrials, Transportation, Utilities 
and Financials sectors.

A diversified portfolio does not assure a profit or protect against loss in a 
declining market.

Additional risks are associated with international investing, such as 
currency fluctuations, political and economic stability, and differences in 
accounting standards.”

For a comprehensive review of your personal situation, always consult 
with a tax or legal advisor. Neither Cetera Advisor Networks LLC nor any of 
its representatives may give legal or tax advice.

Number of Brackets

Min. Tax Rate/Income

Tax Rate on 
$100,000 per year

Max. Tax Rate/Income

Tax Year 1913

6

0% up to $20,000 per year

4%

6% on income > $500,000

Tax Year 1921

56

4% up to $4,000 per year

60%

73% on income > $1,000,000

Does that mean a recession is eminent?  
It’s too early to tell, but even so, we 
think this rally is unsustainable in the 
current economic environment and 
have become more defensive in our 
clients’ managed accounts.  If 1st 
quarter earnings and other economic 
fundamentals continue to show signs 
of slowing, we may see a recession as 
early as 2020.  We’re keeping a close 
eye on these indicators and how they 
develop over the next few months.**

- Victoria Bogner, CFP®, CFA, AIF®

was a modest change when viewed 
through the lens of history. If you were 
alive in 1912, and earned $25,000 
per year, your annual tax rates from 
1912 through 1921 were as follows:  
0%, 1%, 2%, 2%, 3%, 12%, 23%, 
19% (from 1919 – 1921). Talk about 
confusing. And, again, this was all be-
fore FICA, Medicare, and other payroll 
taxes, to say nothing of state income 
and local property taxes.

Thanks for walking down Taxation 
Memory Lane. Spring brings flowers 
and baseball. Hope you are able to get 
outside and enjoy the warmer weather. 
We’ve certainly earned it this winter.

- Peter Knutson, CFP®, CLTC, AIF® 

Source:  www.taxfoundation.org

KU recently announced an early 
buyout program called the Voluntary 
Separation Incentive Program (VSIP). 
If you’ve decided to take the VSIP or 
know someone who has, we can help. 
There are significant time-sensitive 
planning opportunities we can employ 
to maximize your overall benefit from 
the VSIP.

ATTENTION:

KU

FACULTY
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ADDRESS SERVICE REQUESTED

Thank you to the 158 clients and friends who showed up at 
our 17th annual MK Night At Theatre Lawrence. We hope 
you had a great time and we are already planning our 2020 
sponsorship. Thanks also to Theatre Lawrence for taking such 
good care of us and for putting on such a great show…as 
always.

We’re scheduled to move April 12th, so please plan accord-
ingly. We’re excited to move into our new office and we look 
forward to seeing you there.

Our new address is 3705 Clinton Parkway. 

We’re moving!
To Clinton Pkwy or Bust!


