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Total Tax Collections to Top $2.46 T on in 1997
Governments Will Collect $24,357 for Eve US Household
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Total tax collections in the U .S . are ex-
pected to equal $2 .465 trillion in 1997, accord-
ing to an analysis by the Tax Foundation . That
represents a 5 .3 percent increase over 199 6
total tax collections and a 46 .4 percent rise

over the 1990 level, says Tax Foundation
Economist Patrick Fleenor .

To put this figure into perspective, federal ,
state, and local governments will collect an
average of $24,357 in taxes for every house -
hold in the country, or an average of $9,20 5
for every U .S . resident .

The analysis shows that the federal govern-
ment is expected to collect 67 percent of this
total, or $1,640 .5 billion. State and local gov-
ernments will collect another $824 .0 billion .

The accompanying charts, on this page
and page 3, illustrate that these funds ste m
from a variety of sources .

The two levies extracted from Americans '
paychecks, individual income taxes and social
insurance taxes, are the two largest sources o f
revenue. Individual income taxes at the fed -
eral, state, and local levels will represent 3 4
percent of all tax receipts in 1997, or $838 . 8
billion. Of this, 82 percent (roughly $689 bil-
lion) will be collected at the federal level . On
a per capita basis, this means that 1997 federal
income taxes will constitute over $2,500 of the
$9,205 total per capita tax load, with state in-
come taxes adding another $560 to the total
per capita load .

Social insurance taxes, which fund pro-
grams such as Social Security and Medicare ,
will provide governments with 29 .5 percent o f
total tax revenue, or $726 .6 billion. The vas t

Total Tax Collection continued on page 3

Chart 1 : Total U.S. Taxes by Source ($Billions), 199 7
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Source: Tax Foundation .
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A Surprise for any
in "Low ax" States
Without Federal Taxes,
They're High Tax States

A closer look at the Tax Foundation's latest
analysis of total tax burdens by state contains a
surprise : Many states with low overall tax burdens ,
relative to other states, actually rank fairly high
when judged by their state and local taxes alone .

As the accompanying table shows, New
York's average effective tax rate for federal, state ,
and local taxes (38 .9%) and for state/local taxe s
(15 .3%) are tops in the nation .

But remove federal taxes from the mix, and
Connecticut, the No . 2 state for total tax burde n
(38.8%), falls to No . 6 for state/local taxe s
(13 .1%) . Illinois, which with a total tax burden o f

36.2% ranks 8th this year among the states, rank s
only 27th when state and local taxes alone
(11 .4%) are considered . Without its federal tax
burden, New Jersey falls from 11th overall (with
an average rate of 35 .8%) to 33rd in the nation
with an average tax rate of 11 .0%. And remove
Wyoming's federal taxes from the calculations ,
and that state plummets in the rankings from 10t h
(with an average rate of 35.9%) to 45th in state/
local tax burden (with a rate of 9 .8%) .

On the other hand, Iowa, ranked No . 19 on
total tax load (35 .2%), comes in at No. 7 when it s
residents are measured solely by their state an d
local taxes as a percentage of income (12 .7%) .
Utah, ranked 27th for its federal, state, and local
tax burden, rises to No . 9 when state and local
taxes become the only yardstick . And Mississippi ,
with one of the lowest overall tax burdens
(33.8%) relative to other states, comes in at No . 1 2
when measured only by the level of state and lo -
cal taxes as a percentage of income .

The reason for the dramatic change in the for -
tunes of some states' residents : Federal incom e
taxes place such a proportionaly greater burden
on America's affluent that when these taxes ar e
removed from the calculation, less affluent state s
with relatively high state taxes, local taxes, or
combined state and local taxes soar toward th e
top of the list .

Some states, when compared with their fel-
low states, see little or no change in their rankin g
after federal taxes are removed from the mix . As
noted before, New York is tops in the nation
whether federal taxes are included or not . Wis-
consin and Oregon also remain near the top whe n
measured only on a state and local basis . And, at
the other end of the tax burden spectrum, Ten-
nessee ranks 49th in the nation, with or withou t
federal taxes in the calculation . •

Average Effective Total and Combined State/Loca l
Tax Rates by State, 199 7

State/Loca l
Taxes as

0/0 of Income

Tota l
State/Local

	

Taxes as
Rank

	

% of Income
Total
Ran k

United States 11 .75% 35.15%

New York 15.33% 1 38.93% 1
Hawaii 13 .35 2 36.25 7
Wisconsin 13 .30 3 36 .51 3
Minnesota 13.22 4 36.34 6
Oregon 13 .09 36.37 5
Connecticut 13 .07 38.79 2
Iowa 12 .74 7 35.13 1 9
Montana 12.42 8 35.87 9
Utah 12 .41 9 34.47 27
Kansas 12.39 10 35 .81 1 2
Maine 12.35 11 35 .11 2 1
Mississippi 12 .22 12 33.80 37
Washington 12.22 13 36.48 4
Nebraska 12 .15 14 34 .61 26
Arizona 12 .13 15 34.22 32
Kentucky 11 .99 16 34.20 33
North Dakota 11 .95 17 35.62 1 5
Ohio 11 .94 18 35.00 23
Nevada 11 .85 19 35 .71 1 4
Maryland 11 .71 20 35.75 1 3
Idaho 11 .61 21 33 .93 36
Michigan 11 .60 22 35.39 1 6
Colorado 11 .53 23 35.13 20
Pennsylvania 11 .50 24 35 .23 1 8
New Mexico 11 .47 25 34 .01 35
Rhode Islam 11 .45 26 35.34 1 7
Illinois 11 .37 27 36.18 8
Virginia 11 .36 28 35 .01 22
Vermont 11 .32 29 34.19 34
California 11 .19 30 34.37 29
Missouri 11 .19 31 34 .29 3 1
North Carolina 11 .11 32 33 .10 4 1
New Jersey 10 .98 33 35 .82 1 1
Florida 10 .92 34 34.69 25
Arkansas 10 .87 35 32 .65 47
West Virginia 10 .86 36 32 .92 44
Massachusetts 10 .84 37 34 .88 24
Georgia 10 .75 38 33.08 42
Texas 10 .68 39 33 .62 38
South Dakota 10 .64 40 32 .74 46
Oklahoma 10.62 41 32 .90 45
Delaware 10 .56 42 33.41 40
Indiana 10.52 43 34.34 30
South Carolina 10 .44 44 33.01 43
Wyoming 9 .82 45 35.86 1 0
Louisiana 9.80 46 31 .66 50
Alabama 9.48 47 32.13 48
New Hampshire 9 .37 48 33.48 39
Tennessee 8.90 49 31 .89 49
Alaska 8 .25 50 34 .38 28

District of Columbia 12.76 36.57

Source: Tax Foundation .
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Total Tax Collections
Near $15 T on

Chart 2: Total Taxes by Type of Tax and Level of Government ,
1997 ($Billions)

1997 Total Taxes

$2,464 . 5

Continued from page 1

majority of these dollars (about 90 per -
cent) will be collected at the federal
level, through withholding .

While income taxes and social in-
surance taxes combined represen t
close to two-thirds of the nation's tax
burden, 36 percent of the total 199 7
load will still stem from other assorte d
taxes .

Sales and excise taxes will accoun t
for an additional 13 .7 percent of tax
revenue, or $338 .1 billion. Over three-
fourths of these will be collected at th e
state and local levels — in fact, past
Tax Foundation research has show n
that state tax collectors rely more on
general sales taxes than on individual
income taxes to fill their coffers . Mr .
Fleenor projects that Americans on av-
erage will pay $1,263 each in 1997 for
these taxes, at all levels of government .

Property taxes, including those
paid by businesses, will generate 1 1
percent of total 1997 tax receipts, o r
$270.7 billion. Americans on averag e
are projected to pay about $884 each i n
this category of levies, virtually all o f
which will be collected at the state an d
local levels .

Corporate income taxes will ac -
count for 10.1 percent of the nation' s
total tax bill in 1997, or $247 .8 bil-
lion . While corporate accounts ini-
tially pay these taxes, they ultimately
must be borne by individuals in on e
form or another . While it's difficul t
to determine accurately who pays
corporate income taxes, economist s
are in general agreement that th e
costs probably get passed on to cor-
porate shareholders (in the form of
lower dividends), employees (in the
form of lower wages), or consumer s
(in the form of higher prices) . The
Tax Foundation projects that Ameri-
cans on average will each pay $926 in
these levies in 1997 .

Other business and personal taxe s
are projected to constitute $76 billion
in 1997, or an average of approximately
$285 for each American .

The $9,205 per capita tax bill rep -
resents 35 .2 percent of the projected
1997 per capita income of $26,187.•

Individual Social Sales Property Corporate Other Al l
Income Insurance & Excise Taxes Income Business Othe r
Taxes Taxes Taxes Taxes Taxes Taxe s

$838 .8 $726 .6 $338 .1 $236 .8 $247 .8 $33 .9 $42 . 6

* Less than $500 million .
Source: Tax Foundation .

Chart 3: Per Capita Taxes by Type of Tax and Level o f
Government, 1997

1997 Per Capita Taxes

$9,20 5

Individual Social Sales Property Corporate Other Al l
Income Insurance & Excise Taxes Income Business Othe r
Taxes Taxes Taxes Taxes Taxes Taxes
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4

result, the capital gains tax slows th e
flow of capital and has become a di-
rect tax on entrepreneurship that i s
essential for economic growth .

But a study by the Institute for
Policy Innovation found that if th e
current 28 percent rate were reduced
to 15 percent, the resulting stimulus
would increase domestic output by
$1 .3 trillion and create one millio n
new jobs over a seven year period . In
real terms, capital gains reform will
unlock the resources needed to fue l
economic growth, thereby increasing
manufacturing, productivity, employ-
ment, and real income . This would be
a major boon for all Americans .

While the very nature of any capi-
tal gains tax will always hinder eco-
nomic growth, a major shift in indi-
vidual savings habits now makes the
tax a direct penalty on the persona l
savings of the middle class . Over the
past 15 years, middle class American s
have favored mutual funds as thei r
preferred vehicle for savings . As a
result, investment in mutual funds
has increased by 25 percent over the
last two years and by 800 percen t
since 1980 . Today, over 63 million
Americans invest in mutual funds .
These are the middle class Americans
who are hit hardest by the capital
gains tax .

A capital gains cut will dramati-
cally increase the real income of
middle class Americans who are sav-
ing for a new home, their children' s
education, and their family's future .
Consider a mutual fund shareholde r
with a $25,000 investment who thi s
year earns a modest capital gain of
$2,000 . Under the current system ,
he would owe $ 560 in capital gain s
taxes . Under legislation I support to
halve the tax, he could keep an addi-
tional $280 to reinvest and accumu-
late over time. If this same perso n
used his savings for his daughter' s
college education and invested an ad-
ditional $1,500 every year for eigh-
teen years, his investment woul d
grow to more than $113,000 . How-
ever, the reformed capital gains tax
would allow this family to save ove r
$133,000 — an additional savings of
nearly $20,000 over the present sys-
tem .

Even more pernicious is th e
middle class tax on "phantom in -

Congress
Should Act
Now Cut the
Capital

	

s
Tax
By Rep. Peter Deutsch (D-FL)

When the dust settled around the
historic agreement to balance the
budget, negotiators accomplished a
feat which once seemed nearly im-
possible . - After years of bitter debat e
and class warfare rhetoric, Congress
is finally moving toward cutting th e
punitive tax on capital gains . This
new consensus stems from a growin g
acknowledgment that capital gain s
reform will expand the economy, in -
crease middle class income, and en-
courage more savings and invest-
ment . As Congress now begins work
on the details of the balanced budget
agreement, a reduction in the capita l
gains tax should remain an importan t
part of the package .

For too long the benefits of capi-
tal gains reform got lost in misleading
partisan rhetoric about the rich and
the poor . In reality, the facts show
that a capital gains cut will benefit all
Americans — especially the middle
class . First and foremost, capita l

For too long the benefits of
capital gains reform got lost in
misleading partisan rhetoric

about the rich and the poor. In
reality, the facts show that a

capital gains cut will benefit all
Americans — especially th e

middle class.

gains reform is a direct and fair way
to stimulate economic growth an d
protect against future downturns in
the economy .

Approximately $7 trillion is cur-
rently invested in taxable entities like
homes, factories, mutual funds an d
stocks . Yet the high rate on capita l
gains creates a powerful "lock-in" ef-
fect that discourages individuals ,
small businessmen, and companie s
from selling and reinvesting their re-
sources . The current tax system re-
duces the amount of capital availabl e
for other investments with greate r
potential, such as new start-ups an d
companies in emerging sectors . As a

FRONT &
CENTER
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Instead of discouraging saving
and investment, Congress

should create new incentives to
help families plan for their

future. Capital gains reform
will provide immediate relief

and will reward individuals for
taking investment risks.

sell shares in order to use their sav-
ings .

New savings habits now make th e
capital gains tax a burden on middl e
class savings . Instead of discouraging
saving and investment, Congres s
should create new incentives to help
families plan for their future . Capital
gains reform will provide immediate
relief and will reward individuals fo r
taking investment risks . By restoring
the opportunity for rewards, Congress
will create a powerful incentive fo r
more Americans to increase their sav-
ings .

The current capital gains tax pun-
ishes American families for preparin g
for the future. The tax forces them t o
pay more to the government, and
leaves less for savings and investment .
At the same time, the tax stymies eco-
nomic growth needed to sustain th e
real income of every American . Con-
gress owes it to hard working Ameri-
can families to find better ways to ex-
pand the economy, increase income ,
and balance the budget . The new
budget agreement broke the gridlock
over fundamental issues that divide d
decision makers for years . Rather
than getting bogged down in partisa n
bickering, Congress should seize the
historic opportunity to pass capita l
gains reform . •

The Tax Foundation invites a national
leader to provide a "Front and Center"
column each month in Tax Features . The
views expressed in these columns are no t
necessarily those of the Tax Foundation .

come." Each year, a mutual fun d
must distribute to its shareholders
the capital gains it received during
the course of the year, and the share -
holder must pay capital gains taxe s
even when the amounts are simply
reinvested into the fund . These in-
vestors are really taxed three time s
— once when they earn the incom e
in the first place, a second time o n
"phantom income" they never re-
ceive, and a third time when they

Source : Tax Foundation .

Income Groups' Shares of Total Taxable Capital Gains ,
1942-1992

Under $25 K
7 .2%
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New Foundation alyses 7xplore Role of Excise
T es in Sound Federal and State T' Polic y

Do excise taxes represent good o r
bad tax policy? The Tax Foundation
recently published the first two in a se-
ries of five Background Papers focusin g
on this and other questions relating to
the role excise taxes play in our
economy. The studies evolved out of a
two-day Tax Foundation conferenc e
earlier this year, titled "Tax Reform and
Excise Tax Policy Fundamentals . "

In "Excise Taxes and Sound Tax
Policy," Dr. John R. McGowan, Associ-
ate Professor of Accounting at Sain t
Louis University's School of Business ,
provides an overview of how and why
the federal excise system evolved .

Excise taxes have always played a
large role in the federal government' s
revenue collections, forming the bul k
of total revenues in the early years of
the republic .

While excise taxes constitute un-
der five percent of total revenues to-

$40,000
0

cry. $30,000

$20,000

$10,000

day, the federal government still im-
poses excises on a wide variety of
goods and services, including gasoline
and diesel fuel, tobacco and alcoho l
products, airline tickets, firearm sales
and firearm dealers, heavy trucks an d
trailers, large tires, coal, vaccines, fish -
ing equipment, and even bows and ar-
rows . Federal excise receipts recently
approached $60 billion .

Today, about 70 percent of excis e
revenues come from the taxes on alco-
hol, tobacco, and gasoline and diese l
fuel, says Dr . McGowan . The accom-
panying charts shows that federal ex-
cises on distilled spirits, beer, and
wine, raised about $7.2 billion in 1995 ,
while the tobacco excise raised about
$5.9 billion, and gasoline and diese l
fuel taxes raised over $22 .6 billion .

Dr. McGowan concludes tha t
while excise taxes are relatively easy
for governments to impose, they gen -

1970

	

1980

	

1990

	

1996e

erally do not represent sound ta x
policy . Excise taxes can introduce sig-
nificant amounts of inefficiencies int o
the economic marketplace and create a
net reduction of benefits for consum-
ers . Most significantly, excise taxes are
widely believed to be regressive an d
therefore contrary to long-held con-
cepts of fairness in the United State s
tax system .

In "The Use and Abuse of Excise
Taxes," Dr . Dwight R. Lee, of the Uni-
versity of Georgia, examined th e
ineffiencies of the excise tax . While he
acknowledged that inefficiencies are in-
herent in any taxation, because taxes
distort the economic choices that
people make, Dr. Lee observed that th e
most efficient tax system minimizes thi s
type of distortion .

Excise taxes, however, are con-
spicuously at odds with the goal of re-
ducing tax distortions, says Dr . Lee .
They are the most distorting of all taxe s
per dollar raised . Instead of spreadin g
the tax burden as neutrally as possible
over a broad tax base, excise taxes
single out a few products for a high and
discriminatory tax burden . This moti-
vates consumers to avoid that burde n
by shifting away from products that
provide them with the greatest value
per unit of production cost . Corre-
sponding to this consumption distor-
tion are production distortions as pro-
ductive resources are shifted out of
higher-valued employments and int o
lower-valued employments .

Only in a very few situations —
where the consumption of a produc t
is complementary to the use of som e
other good that cannot easily b e
priced directly — can earmarked ex-
cise taxes be efficient . But even her e
the efficiency of the excise tax de-
pends upon the revenues being un-
conditionally allocated to the comple-
mentary use to reduce the cost of
rent seeking . The greater the rent
seeking over the allocation of the rev-
enues from a potentially efficient ex-
cise tax, the less efficient it is and the
lower the efficient rate of taxatio n
(under reasonable assumptions about
the relevant elasticity of demand) . •
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Total and Select Federal Excise Tax Collections, 1940-199 6
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Source: Tax Foundation, Office of Management and Budget .
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At this time, all the parties to the
budget negotiations are negotiating furi-
ously to get a "deal" clone . Taking a step
back, it's really hard to know what to make
of it all .

A first reaction might be to wonder
why, and if, even the most basic budget
processes are so broken down that the
normal committee system and public de -
bate which should produce a budget hav e
been cast adrift . While it's easy to get
bogged down in process questions, it has
become too easy to ignore matters of pro -
cess altogether . This is unfortunate, an d
possibly dangerous, in a democratic society .

And how did we find ourselves at this
lucky crossroads? The economy just keeps
on going, throwing off unanticipatedfed-
eral revenues to the tune of some $22 5
billion over the next five years . To a large
extent, the deficit reduction elements o f
the budget deal merely codify what would
happen anyway — revenues go up whe n
the economy grows .

Medicare is in real trouble, so any
budget deal must cut Medicare spending
to save the program from bankruptcy .
Indeed, the deal calls for $115 billion i n
cuts, or so they say . Actually, over half this
amount represents a typical shell game as
some benefits are shifted from Part A ,
which is paid out of the Trust Fund, to Part
B, which is paid out of general revenues .

The dealers boast of $85 billion in ne t
tax relief over five years, contingent upo n
the tax committees coming up with $2 0
billion in supposed loophole closers . What
are we to make of this? On the one hand ,
this is probably the first deficit reduction
plan that doesn't increase taxes . There is
surely goodness in that .

Another $26 billion of "spending re-
duction" derives from the sale of spec-
trum. There's nothing wrong with such a
sale as it's another form of deregulation .
But to call this a spending reduction i s
absurd. If you sell an heirloom, would you
call the receipts a cut in your spending ?

Tax cutters have always argued tha t
any tax cut is better than no tax cut (hence
the remaining support for the family ta x
credit, I suppose), and $85 billion in tax
relief is nothing to sneeze at . But it's less

J.D. Foster
Executive Director
& Chief Economist

than 1 percent of the taxes the government
would otherwise collect over those sam e
years, a far cry from the amounts originally
envisioned by Republicans . And remem-
ber, these tax cuts are financed by tax
growth, not by spending cuts .

In fact, aside from Medicare, spendin g
increases over what would otherwise b e
the case by about $30 billion thanks to the
President's demands that he get something
out of the deal . Reminiscent of the roundly
blasted original Clinton budget, must of
what few cuts are made would occur in the
last two years of the deal . So much for
ending the reign of big government as we
know it . It might not be unfair to call this
budget "Clinton plus Capital Gains" .

Is there nothing good to be said about
the budget deal? It does slow the growth
of tax collections . Tax Freedom Day 1997
is May 9 . Thanks to the expected revenu e
growth and net tax cuts, by 2002 Tax
Freedom Day may only be May 12 instea d
of May 15 . At least we slow the climb .

And some of those tax cuts will help
the economy. Capital gains relief will help
the economy continue to generate a healthy
revenue flow . Estate tax relief and expan-
sions of Individual Retirement Accounts
are likewise highly worthwhile .

Probably the best that can be said
about this deal, assuming it gets enacted
pretty much as announced, is what it por-
tends for the debates in 1998 and beyond .
For the first time in many years, politicians
can debate the size and role of government
on their merits and without a river of red
ink clouding the issues . And Republican s
can get the full benefit of their proposed
spending cuts in terms of dollar-for-dolla r
tax cuts . Today, when a spending cut i s
proposed, the fiscal and political benefi t
gets bled away as the savings are applied to
deficit reduction . No more. Henceforth ,
taxpayers get the benefits, which shoul d
make spending cuts an easier sell . •

You Could Be A
Supply-Sider If:

Ever since the early 1980s, "sup-
ply-side economics" has been about
the most misunderstood and maligned
expression in tax policy . In fact, how
ever, a great many people who deride
supply-side economics are closet supply-
siders themselves, and don't even know
it . Are you a supply-sider? Take the fol-
lowing test :

•If you believe you're likely to buy
less beer over time if they double the
sales tax on beer, then you could be a
supply sider .

•If you believe you would save
more for retirement if the government
expanded the Individual Retiremen t
Account and similar savings incentives ,
then you could be a supply sider .

•If you believe you could lose your
job if the government raised the payrol l
tax, then you could be a supply sider .

•If you think rich people will try t o
leave the country to escape income o r
estate taxes, then you could be a sup -
ply sider .

•If you think your neighbor is
more likely to cheat on his taxes if ta x
rates were higher, then you could be a
supply sider .

•If you think you or your spouse
would be more likely to stay home with
the kids if income tax rates were high-
er, then you could be a supply sider .

• If you would give more to charity i f
tax rates were higher, or would give les s
if the charitable deduction were eliminat-
ed, then you could be a supply sider .

•If you think the loss of the mort-
gage interest deduction would hurt
housing values, then you could be a
supply sider .

•If you believe that you know bet -
ter what to do with your own money
than does the government, then you
could be a supply sider .

Supply-side economics in a nut-
shell simply says that the more you tax
something, the less of it you'll get . If
you answered in the affirmative to tw o
or more of the questions above, then
you, too, could be a supply side nut . •
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Events revolving around this
year's 25th anniversary of the original
Tax Freedom Day pronouncement
showed once again how far this sym-
bolic date has worked its way into
America's mainstream culture .

Two nationally syndicated comi c
strips, "Cathy" by Cathy Guisewite
and "The Born Loser" by Art Sansom ,
dedicated a strip to the concept o f
Tax Freedom Day this year . The
former strip appeared in newspapers
nationwide on April 9, prior to the
Tax Foundation's 1997 announce-
ment, while the latter was circulated for
publication May 9 — Tax Freedom Day .

In addition ,
aside from numerous
editorial pages and CATHY
radio programs spot-
lighting the date, th e
Senate Finance Com-
mittee focused con-
gressional attentio n
with a special "Ta x
Freedom Day" hear-
ing on April 14 . Ex-
ecutive Director J .D .
Foster and Econo-
mist Patrick Fleeno r
testified before the
Committee, telling
members that —
without change —
the progressive na-
ture of the current
tax system ensures
continually later Tax
Freedom Days . •

' THE AVERAGE AMERICA N
WORKS THE FIRST 10 7

DAYS Of THE YEAR 7U5T
TO PAY TAXES ,

51OH ; :

Foundation Executive Director J.D. Foster (right) an d
Economist Patrick Fleenor testify before the Senat e
Finance Committee on April 14 .
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