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Understanding Progressive Tax Rates

Progressive tax rates are common in the United 
States. The major progressive tax rate is the 
individual income tax. It is based on the prem-

ise that high income individuals should pay tax on a 
higher percentage of their incomes than low income 
individuals. This is not to be confused with the 
simple fact that high income individuals pay more 
tax because their taxable incomes are higher. For 
example, if everyone has the same tax rate (e.g., flat 
tax), then high income individuals will pay more tax 
than low income individuals simply because their 
incomes are higher. Conversely, progressive tax rates 
mean that high income individuals pay at a higher 
tax rate than low income individuals. High income 
individuals not only pay more tax because their 
incomes are higher but they also pay a larger portion 
of their incomes in taxes than low income individu-
als because their tax rates are higher.

There is another confusing aspect of progressive tax 
rates. Although higher levels of taxable income are 
taxed at a higher tax rate, it does not mean that all 
of the income is taxed at the higher tax rate. For ex-
ample, you often hear someone state that he or she is 
in a certain tax bracket or tax rate (e.g., 35 percent). 
This does not mean that all of their taxable income 
is taxed at the 35 percent rate. Rather, it means that 
only the last portion of their income is taxed at the 
35 percent rate. The other portions of their income 
are taxed at lower tax rates. 

Figure 1. Example Progressive Tax Rates
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For example, if we apply a taxable income of 
$32,000 to the progressive tax rates in Figure 1, vari-
ous portions of the taxable income will be taxed at 
the 0 percent, 15 percent, 25 percent, and 35 percent 
tax rates. The computation of the tax is shown in 
Table 1. The first $10,000 of taxable income will 
not be taxed. The second $10,000 will be taxed at 
the 15 percent rate for a tax of $1,500. The third 
$10,000 will be taxed at the 25 percent rate for a tax 
of $2,500. The last $2,000 will be taxed at the rate 
of 35 percent for a tax of $700. The total tax on the 
$32,000 is $4,700 (0 + $1,500 + $2,500 + $700).

Table 1. Tax on $32,000 of Money Based on 
Figure 1 Tax Rates
Taxable Amount Tax Rate Tax
$10,000 (0 to $10,000) X 0% = $0
$10,000 ($10,000 to $20,000) X 15% = $1,500
$10,000 ($20,000 to $30,000) X 25% = $2,500
$2,000 ($30,000 to $35,000) X 35% = $700
Total = $4,700

Marginal and Average Tax Rates
The marginal tax rate refers to the tax on the last dol-
lar of taxable income. In the example in Table 1, the 
marginal tax rate on the last dollar of the $32,000 of 
taxable income is 35 percent. So, if another dollar is 
added to taxable income, it will be taxed at 35 per-
cent, and 35 cents more tax will be owed. Converse-
ly, if taxable income is reduced by a dollar (e.g., 
a dollar of tax deduction), the tax will be reduced 
by 35 cents. So the marginal tax rate is important 
in computing the impact of more or less taxable 
income. The marginal tax rate stays the same until 
taxable income increases to the point the next tax 
bracket is entered. In this case, the next tax bracket 
percentage becomes the marginal tax rate. 

The average tax rate refers to the percentage of the 
entire amount of taxable income that is paid in tax. 
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It takes into account all of the tax rates. The average 
tax rate is computed by dividing the total tax by the 
total taxable income. In the example, $4,700 of tax 
is paid on $32,000 of taxable income, so the average 
tax rate is 14.7 percent ($4,700 / $32,000 = 14.7%). 
So, 14.7 percent of the $32,000 of taxable income is 
paid in tax ($4,700). 

A comparison of marginal and average tax rates 
is shown in Table 2. While the marginal tax rates 
increase in a stairstep fashion, the average tax rates 
increase gradually over time and are lower than the 
marginal tax rates. 

Using the marginal and average tax rates is impor-
tant when budgeting after tax returns for a taxable 
entity. If a budget is created for an entire entity, the 
average tax rate should be used for computing the 
amount of tax. Conversely, if a budget is created 
for only a portion of an entity such as an expansion, 
then the marginal tax rate should be used for com-
puting the amount of tax. 

Table 2. Comparison of Marginal and Average Tax 
Rates

Taxable
Amount

Marginal
Tax Rate

Average
Tax Rate

$0 0% 0.0%
$1,000 0% 0.0%
$2,000 0% 0.0%
$3,000 0% 0.0%
$4,000 0% 0.0%
$5,000 0% 0.0%
$6,000 0% 0.0%
$7,000 0% 0.0%
$8,000 0% 0.0%
$9,000 0% 0.0%

$10,000 0% 0.0%
$11,000 15% 1.4%
$12,000 15% 2.5%
$13,000 15% 3.5%
$14,000 15% 4.3%
$15,000 15% 5.0%
$16,000 15% 5.6%
$17,000 15% 6.2%
$18,000 15% 6.7%
$19,000 15% 7.1%
$20,000 15% 7.5%
$21,000 25% 8.3%
$22,000 25% 9.1%
$23,000 25% 9.8%
$24,000 25% 10.4%
$25,000 25% 11.0%
$26,000 25% 11.5%
$27,000 25% 12.0%
$28,000 25% 12.5%
$29,000 25% 12.9%
$30,000 25% 13.3%
$31,000 35% 14.0%
$32,000 35% 14.7%

. . . and justice for all
The U.S. Department of Agriculture (USDA) prohibits discrimination in all its programs and ac-
tivities on the basis of race, color, national origin, gender, religion, age, disability, political beliefs, 
sexual orientation, and marital or family status. (Not all prohibited bases apply to all programs.) 
Many materials can be made available in alternative formats for ADA clients. To file a complaint 
of discrimination, write USDA, Office of Civil Rights, Room 326-W, Whitten Building, 14th and 
Independence Avenue, SW, Washington, DC 20250-9410 or call 202-720-5964. 

Issued in furtherance of Cooperative Extension work, Acts of May 8 and November 30, 1914, 
in cooperation with the U.S. Department of Agriculture. Cathann A. Kress, director, Cooperative 
Extension Service, Iowa State University of Science and Technology, Ames, Iowa. 


