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Normally, a tax commentary in July is either way late or waaaay too early—but not in 2020, which 
has already been a year for the record books and the ages (and we are only a little past the 
halfway point. Yikes.). And while most news headlines have been negative this year, there was a 
little glimmer of relief from the U.S. Treasury Department in March when, in response to the 
COVID-19 pandemic, they pushed the deadline to file taxes back three months.  

So, whether you’ve already filed your taxes, or you plan to celebrate Bastille Day* (July 14) with 
your accountant, we’re celebrating Tax Day this year by outlining the impact of taxes on investing 
and examining the evolution of tax policy over time. Discussing taxes isn’t the most exciting 
topic,** but it’s certainly an important one.***  

If the asterisks didn’t give it away, we folks at Cetera 
Investment Management are not tax experts. It’s best to 
discuss tax matters with your financial professional and 
accountant. But as taxes do impact investing, we’ll look at 
them from that perspective. 

 

Taxes and Investing 

While everyone’s tax situation is unique, taxes do play an 
important role in nearly every investment strategy—and 
understanding how can be an important step in making 
the most of your investments. There are two basic types 
of investment accounts: taxable and tax-deferred. In a 
taxable investment account, tax policy can have a large 
impact on your total return and investment decision-
making, as there is a federal tax for dividend and interest payments as well as a capital gains tax 
when an investment is sold. Since 2003, the tax rate on dividends has been 15% for most 
individuals. For capital gains, the tax rate varies by income and the length of time the position was 
held before it was sold. If the position was held for less than one year, the tax rate is the same as 
your marginal ordinary income tax rate. If the position was held for longer than one year, the 
capital gains tax rate is either 0%, 15%, or 20% depending on your federal income tax bracket.  

 

*This is not necessarily a bad idea, as the French did support us in our fight for independence (merci!), which was also centered on 
taxes. 

**Unless maybe you are an accountant, in which case, please accept our apologies for our honesty—and our appreciation for what 
you do for the rest of us! 

***To the accountants we offended, we hope that made up for it a bit.  

 
  

 
  



 

In a tax-deferred account, taxes are not 
assessed on dividends, interest, or capital 
gains. Taxes are paid when money is 
withdrawn from these types of accounts, with 
exceptions including assets in a Roth IRA 
account (which has its own exceptions, 
including early withdrawal penalties.) Your 
financial professional can give you guidance 
on the best investment approach for your tax 
situation, helping you manage taxes to 
maximize your investments’ after-tax returns. 

The summary outlined above focuses on federal 
taxes, but as we live in the United States, we 
have to factor in state tax policy as well, and that 
can vary quite a bit. While the majority of states 
have a state-level income tax, there are 
exceptions. Seven do not have any state-level 
income tax, two states only tax dividend and 
interest income, and the other 41 levy state 
taxes on all income sources: that includes 
capital gains, dividends, and interest income 
from investments. California has the highest 
marginal tax rate in the country—sometimes 
called the “sun tax”—with a 13.3% rate for 
income over $1 million for single filers (but don’t 
expect a deduction for cloudy days). In a taxable 
account, the total return for an investment sold 
is net of both federal and state taxes, meaning 
they’ve already been subtracted from the total-
return value.  

 

Municipal Bonds 

You may be happy to know there are ways to 
earn dividends without paying some of these 
taxes. Bonds issued by states, cities, and other 
municipalities are often exempt from federal 
taxation, and sometimes even state and local 
taxation. These exemptions were put in place to 
promote the private financing of state and local 
community projects for the greater good, such 
as airports, toll roads, hospitals, school districts, 
and the like. Municipal bonds are often 
advantageous for investors in high tax brackets.  

Broadly speaking there are two types of 
municipal bonds: general obligation bonds 

 

 

Taxes Assessed 

Ben Franklin famously said taxes were a 
certainty, but for some states—and some 
people—it certainly depends. One thing is for 
sure: deficits and debt will likely keep them 
around for a while.  

 
Sweet 16: The Sixteenth Amendment of the U.S. 
Constitution was ratified in 1913, granting the 
federal government the power to collect federal 
income taxes.1 
 
Unbalanced Budget: From 1962 to 2019, the 
federal government had an annual budget deficit 
52 times and a surplus just five times.2 
 
How Much Debt? The total amount of federal 
debt was $23.2 trillion at the end of 2019, or 
roughly 107% of U.S. GDP.2 That already-high 
number is expected to climb further in the years 
ahead. Most of Europe’s developed economies 
are in a similar predicament, and Japan has a 
debt-to-GDP ratio of over 200%.   
 
Always Pay Your Taxes: What landed Al 
Capone at Alcatraz? Not racketeering, 
smuggling, murder, or extortion—tax evasion!3 
 
Legal Income Tax Shelters: Alaska, Florida, 
Nevada, South Dakota, Texas, Washington, and 
Wyoming don’t have a state income tax. New 
Hampshire and Tennessee don’t tax wage 
income, but they do levy taxes on dividend and 
interest income from investments.  

 
1 National Constitution Center. 
https://constitutioncenter.org/interactive-
constitution/amendment/amendment-xvi 
2 Federal Reserve Bank of St. Louis 
3 FBI. Famous Cases and Criminals: Al Capone. 
https://www.fbi.gov/history/famous-cases/al-capone 

https://constitutioncenter.org/interactive-constitution/amendment/amendment-xvi
https://constitutioncenter.org/interactive-constitution/amendment/amendment-xvi
https://www.fbi.gov/history/famous-cases/al-capone


 

and revenue bonds. General obligation bonds are backed by the full faith of the taxing authority 
or taxpayer money. Often considered the safer of the two bonds, this has changed recently with 
soaring pension deficits and waning political will to raise taxes or cut benefits. Revenue bonds 
are so called because they’re tied to revenue streams, paying dividends based on revenues 
generated from cash flows from projects such as toll roads and airports. Revenue bonds are 
unique to the project for which the bond was issued to finance. As every municipality and project 
is different, there are unique risks and opportunities to each type of municipal bond, but with a 
little research, investing in them can offer tax-free income. 

 

Mind the Gaps—They Tend to Change 

Federal income tax rates have evolved over time, with the gap between their highest and lowest 
levels being quite wide. At the upper end, the top marginal tax rate was as high as 94% in 1945 
and remained above 70% from 1936 through 1980. At its lowest, the top marginal tax rate from 
1913 to 1915 was only 7%. In more recent history, the top marginal tax rate reached a low of 28% 
from 1988 to 1990, and has settled in a range between 35% and 39.6% since 1993. It’s currently 
37%.  

 

 

Source: Cetera Investment Management, Federal Reserve Bank of St. Louis, U.S. Department of the Treasury. 

 

The lowest marginal tax bracket reached a high of 23% in 1945 and a low of 0.375% in 1929. 
Since 1965, the lowest income-tax bracket has been as high as 15% and as low as 10%, which 
is the level it’s at today. Going forward, tax policy is almost certain to continue its evolutionary 
path and change with the times, with tax rates likely trending higher if the federal debt-to-GDP 
ratio continues its current upward trajectory.  
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Conclusion  

Even though baseball has been postponed, 2020 is still full of curveballs—one of them being 
talking about taxes on the Fourth of July at midsummer socially distant barbeques. And while the 
long, warm days of summer might not normally be when taxes are top of mind, those filing now 
may be breathing a sigh of relief they had an extra three months to do so.  

Taxes are a key consideration when setting up a sound investing strategy, as the two go hand in 
hand. Since everyone’s situation is unique, having an investment professional at your side to 
guide you through important investment and tax-related issues can help reduce the stress 
involved with these matters—and a little extra relaxation is what the summer is all about.  

All of us at Cetera Investment Management wish you a wonderful Tax Day, a peaceful summer, 
and good health for you and your family.  
 

This report was created by Cetera Investment Management LLC. 
  



 

Disclosures 

About Cetera® Investment Management  
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial 
Group®. Cetera Investment Management provides market perspectives, portfolio guidance, model 
management, and other investment advice to its affiliated broker-dealers, dually registered broker-dealers 
and registered investment advisers. 

About Cetera Financial Group®  
Cetera Financial Group (Cetera) is a leading financial advice firm. It empowers the delivery of an Advice-
Centric Experience® to individuals, families and businesses across the country through independent 
financial professionals as well as trusted tax professionals and banks and credit unions. Located at 200 
N. Pacific Coast Highway, Suite 1200, El Segundo, CA 90245-5670.  

Comprehensive services include wealth management solutions, retirement plan solutions, advisory 
services, practice management support, innovative technology, marketing guidance, regulatory support, 
and market research.  

“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, 
Cetera Advisors LLC, Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as 
Cetera Financial Institutions or Cetera Investors), Cetera Financial Specialists LLC, and First Allied 
Securities, Inc. All firms are members FINRA/SIPC. 

Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage 
services and receive transaction-based compensation (commissions), Investment Adviser 
Representatives who offer only investment advisory services and receive fees based on assets, or both 
Registered Representatives and Investment Adviser Representatives, who can offer both types of 
services. 

Disclosures 
Individuals affiliated with Cetera firms are either Registered Representatives who offer only brokerage 
services and receive transaction-based compensation (commissions), Investment Adviser 
Representatives who offer only investment advisory services and receive fees based on assets, or both 
Registered Representatives and Investment Adviser Representatives, who can offer both types of 
services. 

The material contained in this document was authored by and is the property of Cetera Investment 
Management LLC. Cetera Investment Management provides investment management and advisory 
services to a number of programs sponsored by affiliated and non-affiliated registered investment 
advisers. Your registered representative or investment adviser representative is not registered with 
Cetera Investment Management and did not take part in the creation of this material. He or she may not 
be able to offer Cetera Investment Management portfolio management services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or 
legal advice to any individual without the benefit of direct and specific consultation with an investment 
adviser representative authorized to offer Cetera Investment Management services. Information 
contained herein shall not constitute an offer or a solicitation of any services. Past performance is not a 
guarantee of future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment 
Management LLC Form ADV disclosure brochure and the disclosure brochure for the registered 
investment adviser your adviser is registered with. Please consult with your adviser for his or her specific 
firm registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment 
advice. Investment decisions should not be based on this material since the information contained here is 



 

a singular update, and prudent investment decisions require the analysis of a much broader collection of 
facts and context. All information is believed to be from reliable sources; however, we make no 
representation as to its completeness or accuracy. The opinions expressed are as of the date published 
and may change without notice. Any forward-looking statements are based on assumptions, may not 
materialize, and are subject to revision. 

All economic and performance information is historical and not indicative of future results. The market 
indices discussed are not actively managed. Investors cannot directly invest in unmanaged indices. 
Please consult your financial advisor for more information. 

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

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

Investors should consider their investment objectives, risks, charges and expenses associated with 
municipal fund securities before investing. This information is found in the issuer’s official statement and 
should be read carefully before investing. 

 

 

 

 

 

 

 

 


