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Abstract
Excise taxes have been a staple of the

Federal tax structure since the beginning

days of the Republic . The growing tax

reform debate offers a useful occasion to

reconsider the use of excise taxes at th e

Federal level and possibly to conside r

including excise tax reform as part of a

general overhaul of the Federal tax system .

The first section of this paper presents the

role and history of excise taxes in the U .S .

tax system . The economic efficiency o f

excises is examined in the second section .

The next section discusses the use o f

excises as means of capturing social costs .

The fourth section provides a brief look at

the administration, compliance costs, and

implementation of excise taxation . The

last section focuses on excise taxation and

tax fairness, specifically, the relationship s

between excise taxes and regressivity,

lifetime vs . annual income incidence, an d

the effects of excise taxes on low-incom e

and rural taxpayers.

Historically, the primary reason fo r
introducing excise taxes has been the

need for revenue to finance government

activities . As the Federal government

instituted additional tax sources, such as

the payroll tax and the income tax, th e

role of the excise shifted as a tax polic y

tool. Increasingly, excise taxes were

treated as user fees, dedicated to fund

specific services or programs provided by

the Federal government . More recently,

excise taxes have been employed as polic y

tools intended to capture costs thought to

be borne by society at large but create d

through individual actions .
When excises are levied simply a s

revenue sources, or to offset perceive d

societal costs without an accurate assess-

ment of those costs, then the tax can have

highly distortionary effects on economic

activity, thereby lowering the value o f

national output and society's welfare .

Whether an excise has been well-targete d

or not, however, by conventional mea-
sures of income most excise taxes fal l

disproportionately on lower-incom e

taxpayers . To the extent a goal of ta x

policy is to levy a tax on a proportional

basis, or even disproportionately on

upper-income taxpayers, most excise

taxes fail to achieve this objective .
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Introduction
Tax proposals are judged in terms o f

efficiency, equity, and administrability. A

tax policy is considered relatively eco-

nomically efficient if it allows the greates t

benefit to be produced from a given

amount of resources . Equity involves a n

assessment of the fairness of a tax .

Administrability refers to the expense to

the government and the taxpayer of

imposing and collecting the tax. These

issues are now being considered in rela-
tion to Federal excise taxes . For example ,

Chairman Bill Archer (R-TX) of the Hous e

Committee on Ways and Means has ap-

pointed a bipartisan task force to examin e

transportation excise tax issues .The task

force will focus on the current structure o f

Federal excise taxes imposed on all trans-

portation sectors — aviation, highway,

water, and rail — and the reasons for that

structure . Other proposals have identifie d

numerous excise tax increases as possible

revenue options . '

On a broader scale, dissatisfaction wit h
the income tax has led to an extensive

discussion of tax reform . This dissatisfac-

tion is due to the income tax's complexity,

its intrusiveness into individuals' lives, and

the distortions it imposes on economic

decision-making . Most tax reform propos-
als have called for the replacement of th e

income tax with some form of tax o n

consumption . While it expands the scop e

of the debate, it is reasonable to include

Federal excises in this debate and, indeed,

certain consumption tax reform proposals

have called for the complete elimination o f

Federal excise taxes . '

This paper focuses on whether or not

excise taxes as implemented under cur -

rent law are sound tax policy. The firs t

section examines the role and history o f

excise taxes in the U .S. tax system. The

second section reviews the issue of excise

taxes and economic efficiency. The next

section reviews the issue of excises as

offsets to externalities and social costs .

The fourth section considers the adminis-

tration, compliance cost, and ease o f

implementation of excise taxes . And the

final section considers the concepts of tax

fairness in relation to excise taxation .

Excise Taxes in the U .S.
Tax System

The Federal government currently

imposes excise taxes on a wide variety of

goods and services . For example, excise

taxes are imposed on gasoline and diese l

fuel, tobacco products, beer, wine, dis-
tilled spirits, airline tickets, non-gasoline

fuels, firearm sales and firearm dealers ,

heavy trucks and trailers, large tires ,

automobiles selling for more than $32,000

or with low gasoline-mileage ratings ,

certain manufacturers to pay for environ-

mental cleanup, coal, vaccines, fishing

equipment, and even bows and arrows .

Contrary to popular conceptions, most

excises are not collected at the retail leve l

(Joint Committee 1996a, 185) . In some

cases, Federal excises are levied on manu-

facturers, such as with the alcohol and

tobacco excise taxes . Alternatively, they

may be imposed at an intermediate (pre-

retail) stage of a product's distribution, a s

in the case of the highway motor fuels tax .

Or excise taxes may be imposed at th e

retail level, as in the case of the telephone

tax .

As displayed in Table 1, Federal excise

' A recent Congressional Budget Office (CBO, 1996) report on spending and revenue options fo r
deficit reduction included numerous proposals which would raise excise taxes .
2 The national sales tax proposed by Congressmen Schaefer (R-CO) and Tauzin (D-LA) calls for
the elimination of excise taxes along with elimination of the personal and corporate income tax .
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tax collections have recently approache d

$60 billion, though collection levels

declined somewhat in 1996 and 1997 du e

to the temporary expiration of the airline

ticket tax . As Table 2 indicates, without

the aviation ticket tax, Federal excise s

account for about 3 .6 percent of al l

Federal tax receipts, and for about 4 . 4

percent if the aviation ticket tax is rein-

stated for an entire fiscal year. Excise
taxes as a percent of total receipts have

been fairly stable since at least 1980 . As

Table 2 shows, however, excise taxe s

represented a much larger share of total

receipts in earlier years, representing 12 . 9

percent and 8 .4 percent of total collec-

tions in 1960 and 1970, respectively.

While the Federal government impose s

a wide range of excises, about 70 percent

of excise revenues come from the taxes on

alcohol, tobacco, and gasoline and diese l

fuel . Table 3 shows that Federal excises on
distilled spirits, beer, and wine, raised

about $7.2 billion in 1995, while th e

tobacco excise raised about $5 .9 billion ,

and gasoline and diesel fuel taxes raised

over $22 .6 billion .

Revenues from certain Federal excise

taxes are dedicated to Trust Funds (e .g . ,

the Highway Trust Fund and the Airport

and Airway Trust Fund) for designate d

expenditure programs. Unless there i s
such a specific earmarking of the taxes ,

revenues from an excise tax (e .g., that on

alcoholic beverages) go to the Genera l

Fund for general purpose expenditures .

The main sources of General Fund excis e
receipts are levies on alcohol and tobacco .

The major source of growth in excise ta x

receipts in recent years has been among

those earmarked for a Trust Fund, particu-

larly the gasoline and diesel fuel excises .

Due to the changing nature of excise

taxation in recent years, their rapi d

growth, and the degree to which new

forms of excises have been invented,

excises have become a significant element

in a succession of debates about Federal

tax policy (Chamber of Commerce 1990) .

For a variety of reasons, including tota l

population, average per capita income ,

and geography, total excise tax collection s
can vary widely from state to state . Fed-

eral excise tax collections for 1996 by type

of tax and by state are presented in Table 4 .

History of Excise Taxatio n

Excise taxes, or levies on specific
commodities, have existed since the

beginning of the American Republic .

Indeed, in the early clays of the Republi c

excises and customs duties were the

bulwarks of the Federal tax system . The

American Revolution, after all, was trig-

gered by a protest over an excise tax ,

namely, the stamp tax on tea . This pattern

continued even through the early years of
the Federal income tax prior to World Wa r

II .

As noted by the Chamber of Com-
merce (1990), as late as 1940 excise taxes

amounted to $1 .98 billion out of tota l

Federal receipts of $6 .5 billion . In real
terms (allowing for inflation), excise

revenues have more than doubled fro m

1940 to 1989, with much of the increas e

coming in the 1980's . However, with th e

increasing reliance on income and payrol l

taxes, excise taxes have become steadily

less important as a revenue source at the

Federal level. Table 5 presents Federal

excise tax collections by major excise

from 1940 through 1996. The three major

excises — alcohol, tobacco, and gas an d

diesel, along with the totals for all excis e

receipts and all Trust Fund receipts are

presented in Figure I . Table 6 present s

Federal excise tax rates for the major excise s

for selected years from 1944 to 1994 .

While the focus of this paper is on

Federal excise tax policy, it is important i n

this context to remember that state and
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Figure 1
Total and Select Federal Excise Tax Collections, 1940 to 1996e
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Source : Tax Foundation ; Office of Management and Budget .

local governments also continue to rely o n

commodity-specific excises along with

general sales taxes as sources of revenue .

Table 7 shows how state excise tax rev-

enues have grown since 1902 for the four

major types of state excises — moto r

fuels, tobacco, alcohol sales and licenses ,

and motor vehicles and operator's li-

censes .

Excise Taxes and
Economic Efficiency

In general, economic output an d

individual well-being are each maximize d

when economic decisions, guided by

prices, are free from distorting influences .

National resources generally produce th e

greatest good when the market is able to

signal the true cost of resources to thei r

potential users and the true return to their

suppliers. Likewise, consumers are able t o

gain the greatest benefit from their pur-

chasing power if the price signals that

guide their choices are undistorted .

Both market imperfections and govern-

ment policies can distort the price signal s

guiding producers and consumers . A

monopolist, for example, can temporarily

extract a higher price from the marke t

than is warranted by its cost structure o r

would be the case in a competitive mar-

ket. Government policies can distort

market price signals through tax policy

and by restricting the use or availability of

private property. For example, when

governments impose labor mandates on

employers, these mandates often increase
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Figure 2
Need title

Source : Tax Foundation .

the cost of labor to the employer. Simi-

larly, taxes raise the prices of the taxe d

good or service relative to all other good s

and services . These tax-induced price

distortions cause producers and consum-

ers to misallocate resources, thereby
reducing the value to society of economi c

output .

A neutral tax is one that does not

disturb relative prices . This situation i s

depicted as point A in Figure 2, at whic h

the price paid by consumers and receive d

by producers is Po and the amount ex -

changed is Qo . Unfortunately, virtually all

taxes are non-neutral in at least one

respect . The simplest example of a tax-

induced price distortion, or non-neutrality ,
arises with the imposition of an excise tax .

When an excise tax is levied on a good or

service traded in a competitive market, a

"wedge" is created between the price paid

by the buyer and the price received by the

seller (P1 and P2 in Figure 2, respectively) .

This wedge, which is the gap between

points A and B in Figure 2, exists whether
one assumes the tax is ultimately borne b y

the buyer in the form of a higher price, o r

by the seller in terms of a lower return, or

some combination of the two, which i s

the case presented in Figure 2 . As a resul t

of the tax, there is a reduction in the

exchange amount of the taxed good to Q1 .

Virtually all forms of taxation create

some distortion, or wedge, in the relative

prices of goods or services . A genera l

import duty distorts the relative prices o f

imported goods versus, for example ,

domestically produced goods . An income
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tax distorts an array of decisions individu-

als must make, including the extents t o

which he or she will save rather tha n

consume, and work rather than tak e

leisure . Income taxes also typically reduce

the market's natural incentives to invest in

new plant and equipment by raising th e

cost of capital to the investor. An estate

tax reduces the individual's incentive t o

save and bequest . Even a broad-based

consumption tax — the basis for mos t

modern tax reform discussions — while

neutral as between saving and consuming ,

maintains distortions between labor an d

leisure and between physical capital an d

human capital.

Faced with an array of options an d

prices, consumers will allocate thei r

purchasing power so as to maximize thei r

own notions of well-being . When an

excise tax is levied, assuming it is passe d

forward in the form of a higher price o f

the taxed good or service, consumers wil l

generally reduce their purchases of th e

taxed good and increase their rate of

saving and/or increase their purchases o f

similar, yet more lightly taxed products .

This process is known as the substitutio n

effect . While this new consumption

pattern will produce the most satisfactio n

possible given the amount of purchasin g

power available, the new basket of good s

and services will produce less well-being

than that which would have been pur-

chased in the absence of the tax . Thus ,

the first loss in economic efficiency fro m

the levying of an excise tax is the loss in

consumer well-being, as discussed by th e

Chamber of Commerce Report (1990) :

Research shows that sumptuary taxes

neither reduce unpopular activity ,

such as smoking, nor do they rais e

revenue in the predicted amounts.The

revenue shortfall comes about becaus e

government estimators steadfastly

refuse to examine the "downstream "

effect of higher taxes. Also, we know

that higher taxes on commodities ,

such as alcohol and tobacco, only

reduce the consumption of other

products — thus cutting into profit s

and employment across a broad rang e

of economic activity. One researcher

has found that the welfare loss associ-

ated with increased excise taxatio n

can equal up to one-half the revenu e

gain to government from such tax .

Thus an excise tax that raises $ 1

billion in revenues may actually lose

$500 million elsewhere .

The substitution effect is also referre d

to by the Joint Committee on Taxatio n

OCT) (1996b, 1993) . The JCT noted that

the tax burdens imposed by certain

transportation excise taxes may caus e
consumers to choose one mode of trans-

portation over another. Thus, if an excis e

tax is imposed on one sector of the trans-

portation industry (e.g., trucking) at a

higher rate than on another sector wit h

which that sector competes (e .g ., rail or

aviation), consumers may find it more cos t

effective to ship by rail than by truck, or t o

travel by airplane rather than by automo-

bile, bus, or rail .

The story does not end there, how-

ever. Prior to the imposition of the tax ,

the factors of production such as capital ,

labor, land, and energy were allocated t o

produce the highest value of output . As

s See Badi H . Baltagi and Dan Levin,"Estimating Dynamic Demand for Cigarettes Using Pane l
Data :The Effects of Bootlegging,Taxation and Advertising Reconsidered," Review of Economic s
and Statistics, February 1986, and Barry J . Seldon and Khosrow Doroodian, "A Simultaneou s
Model of Cigarette Advertising : Effects on Demand and Industry Response to Public Policy,"

Review of Economics and Statistics, November, 1989 .
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consumers alter their purchasing patterns ,

the demand for the taxed good declines as

that for substitute goods increases . Thi s

causes a shift in the utilization of the

factors of production away from the taxe d

good. This shift itself is costly to society

and, when all adjustments have been mad e

the value of national output and the well -

being of consumers will be lower tha n

they otherwise would have been absent

the tax .

As noted by Ekelund and Long (1993) ,

excise taxes are, therefore, objectionabl e

because they :

a) distort consumers' choices between

goods and services ; and

b) distort the allocation of resources ,

rendering production decisions less

efficient .

While all excises are distortionary, the

extent of the distortion will be greater o r

lesser depending on the extent to which

consumer demand is sensitive to changes

in relative prices . For example, if demand

for the taxed good were completely

insensitive to price changes, (demand fo r

the good is perfectly "inelastic" with

respect to price) then imposing an excise

would have no effect on consumption and

production patterns . However, a good

that is highly price sensitive (a good that i s

price "elastic") would see demand, an d

therefore production, drop dramatically if

even a small excise were levied .

Proponents of excise taxes sometimes

argue that many goods subject to excise

taxes are relatively price inelastic, s o

taxing the good does not decrease demand

appreciably. However, recent studie s

relating to the Federal cigarette excise i n

the United States (Chamber of Commerce

1990) 3 , for example, indicates that a 1 0

percent increase in cigarette prices re-

duces the quantity of cigarettes demanded

by about 4 percent .

Excise Taxes and Benefits Received

Another principle underlying the U.S .

tax system is that their payment of taxe s

individuals pay for the benefits they

receive from government services . Fed-

eral taxes are sometimes justified, fo r

example, on the basis that the taxpayer is

receiving certain services from the Federa l

government — judicial, national defense ,

and so forth — for which the taxpayer

should be charged, just as though the

government were a private entity. The

benefits-received concept is the original

basis for the gasoline and diesel fuel s

excises as these revenues were "ear-

marked" and deposited in the Highway

Trust Fund to be used to develop th e

national highway system. Similarly, th e

airline ticket tax was levied to underwrite

the development and maintenance of the

national airport and traffic control system .

As a rule, economic efficiency in -

creases when consumers are presente d

with prices accurately reflecting a

product's costs of production . This is true

whether the goods and services are

provided through the private sector o r

through government programs . In theory,

then, levying excise taxes or charging use r

fees for government services is soun d

policy.
Unfortunately, these policies ar e

subject to great abuse . Once the tax is

enacted, for example, it can be increased

and directed away from its intended

programs . The Federal excises on gasolin e

and diesel fuel were originally intended t o

finance the development and maintenance

of the national highway system . Users o f

the system were to pay for the service s

provided through the excise . As part o f

the 1990 budget deal, however, only half

of the increase in the excise was directed

into the Highway Trust Fund and half wa s

8



directed into the General Fund to pay fo r

other Federal programs .

Another abuse is that the definition of

the programs for which the dedicated tax

was enacted can be expanded . Returning

to the Highway program, some of the tax

directed to the Highway Trust Fund is now

spent on highway beautification projects ,

bicycle paths, and bicycle racks .

A third potential abuse of earmarke d

excises for dedicated Trust Funds is that

the amounts collected may not be spent a t

all, but rather allowed to accumulate i n

the Trust Fund. If the Trust Fund is in-

cluded in the consolidated Federal budget ,

then growing Trust Fund balances may b e

used to mask the true nature of othe r

Federal spending, either by allowing th e

size of the Federal deficit to be under-

reported or by indirectly underwritin g

other Federal spending . Unfortunately,

both the Highway Trust Fund and the

Aviation Trust Fund has suffered from thi s

abuse .

Excise Taxes as
Corrective Policy

Excise tax proponents sometime s

argue that these taxes can have positive

effects for society if they are designed to

discourage behavior that may create cost s

not captured by the product's price absen t

a tax. Certain economic activities produc e

adverse effects on the environment or o n

the well-being of the population at large .

The creation of pollution, for example ,

represents a cost to society, or a diminu-

tion in the welfare of society. When thi s

cost is not directly borne by the polluter, i t

is called a negative "externality ."

Externalities

The real cost to society of activities

yielding negative externalities includes the

value of the externality as well as the

producer's internal costs for labor, raw

materials, etc . For example, motor ve-

hicles emit pollutants that make the ai r

less healthy for motorists and non-motor-

ists alike . Similarly, an additional automo-
bile on a packed highway imposes costs

and delays on other motorists . Aircraft

noise reduces the quality of life for people

who live and/or work below the fligh t

paths near major airports . Consumers and

producers alike often ignore such externa l

costs as pollution and noise and take into

account only their own, private costs

because there is no market mechanism t o

privatize these societal costs . Wherever

possible, the argument goes, the societa l

cost should be borne by the polluter

through a tax or some other mechanism .

As noted by Cordato (1992), socia l

costs or externalities theory is being use d

increasingly to support government

intervention in the marketplace in the

form of excise taxes and regulations .

However, several problems exist with

capturing externalities through excis e

taxes :

1) There is usually no way to measur e

social or externality producing costs

accurately ;

2) It is difficult to measure the effec-

tiveness of these public policy actions

in deterring negative externalities ; and

3) Fully efficient taxes that endeavor t o

recover external social costs ("negativ e

externalities") may vary by locale . For

example, highway congestion usually

occurs in metropolitan areas rathe r

than in rural ones . Similarly, conges-

tion and overcrowding of air traffic i s

worse at some airports than at others .

To calculate a theoretically correct tax

would require that different externality

costs be computed for different

regions .

9



An externality arises when one indi-

vidual or group imposes some cost on

"society" through some activity. In few

cases, however, is society at large affected .

Rather, the offending behavior most often

only affects a few individuals or groups o f

individuals . While an excise can, in

theory, be used to capture the cost of the

externality, it is also supposed to compen-

sate those bearing the externality. If only a

few members of society bear these costs ,

then they should receive the compensa-

tion. This is a common failing of external-

ity based excise tax policies . They localize

the source of the externality and tax i t

accordingly, while socializing the compen-

sation .

Suppose, for example, a manufacturin g

facility returned heated water to a local

waterway, which caused an increase in the

temperature of the water downstream ,

thereby changing its ecology and encour-

aging the growth of a certain bacteria .

Suppose the waterway is a source of

irrigation water for farms downstream ,

and that the bacteria is harmful to crops ,

thus forcing the farmers to invest in

expensive water purification equipment .

In such a case, an excise tax imposed o n

the manufacturer could be devised t o

capture the externality -- in this case, th e

cost of the water purification equipment .

However, the receipts from the excis e

would not normally be used to compen-

sate the farmers for the costs of the

equipment, but would, rather, be used for

some other governmental purpose . The

validity of the externality rationale for th e

imposition of an excise tax is greatly

weakened when the receipts from the tax

are not remitted to those who actually

bore the costs .

In his study of environmental taxes ,

Fullerton (1995) raised another importan t

issue in the proper design of certain excis e

taxes . According to Fullerton, a tax can be

used to increase economic efficiency b y

encouraging a movement toward activities

or practices that cause less harm to the

environment. In other words, while

excise taxes intended to address externali-

ties may be levied on the offending activit y

to encourage a change in behavior, it may

be more efficient in some instances to

encourage a change in behavior directly. It

may be more efficient to use a carrot tha n

a stick. For example, a tax on emission s

can make the firm recognize the full social

cost of its actions . However, a more

important objective than making th e

polluter pay for the cost of emissions may

be a policy whereby incentives are pro-

vided to reduce the generation of waste .

An example is the U .S. tax on chemical

feedstocks (intermediate inputs) . This tax

is devoted to the cleanup of abandone d

contaminated sites under the Superfund

program. While this tax may indeed b e

collected from the firms responsible for a

pollution, it may provide little incentive to

change the use of certain pollution -

creating chemicals, to reduce the genera-

tion of waste, or to dispose of that waste

safely.

As an alternative to the standard

economic analysis of social costs, these

problems may be viewed as the by-prod-
ucts of conflicts over the use of property.

Social costs, after all, are generally not

borne by society at large, but by specifi c

individuals through the loss in value o f

their property. According to Cordato ,

externalities are problems only because

property rights are ill-defined or inad-

equately implemented or protected .

According to Coase (1960), the solution s

to such problems may be found in the

enhanced definition and enforcement o f

property rights . If an individual or a grou p

suffer a loss at the hands of anothe r

individual or group, then their property

rights have been infringed . If the injure d
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parties had proper recourse to enforc e

their property rights, then such redress

would offer a direct remedy for the loss .

From the perspective of property
rights, social welfare is determined b y

peoples' ability to make decisions wit h

respect to the proper use of their prop-

erty. The implication of this argument i s

that governments should, wherever

possible, strive to help resolve property

disputes by clarifying and enforcin g

private property rights and pursing fre e

market policies, instead of intruding into

markets with regulations and excise-tax

engineering.

Personal Costs versus Fiscal
Burdens

A line of reasoning related to th e

externality argument is often used to

justify imposing excise taxes on certai n

consumption goods, such as beer an d

wine, distilled spirits, and tobacco. The

argument is sometimes made that the

consumption of some products impose s

additional costs on society not incorpo-
rated in the product's price . For example ,

if the consumption of a product increase d

an individual's discounted lifetime medica l

expenses and if some of these additiona l

expenses would inevitably be borne b y

taxpayers generally through governmen t

programs such as Medicare and Medicaid ,

then it might be reasonable to impose a

tax on the product to shift this extra cos t

back to the product's consumer. Similarly,

if the consumption of a product someho w

raised an individual's expected lifetime

and therefore increased their expecte d

lifetime earnings from Social Security, then

it would be reasonable to impose an

excise, or a payroll tax surcharge, on th e

individual to capture this expense .

As with externalities generally, how-

ever, before an excise could properly b e

imposed on such grounds, the full nature

of the perceived costs to society from the

use of these products must be described

and quantified. The imposition of an

excise, in these cases, is a financial deci-

sion that ought not be based on cultura l

appeals . The consumption of a good

should not be penalized through tax

policy simply because it is deemed inap-

propriate by a segment of society.

As the calculation of such social costs

is a financial exercise, it follows that a n

excise tax policy cannot be driven by

humanist considerations. While the use of

a product may impose certain health car e

costs on society, for example, it may

alleviate other expenses facing the Federal

government . The totality of the costs and

cost savings, if any, should be considered

and accurately measured in the design o f

an excise tax policy driven by externali-

ties .
A greater problem with the decision t o

use excises to capture the costs to societ y

of consuming certain products is that so

many products can impose such costs . I t

is obviously unfair and inconsistent to tax

some such goods and yet not tax other s

that also create extra societal costs . Eggs ,

for example, raise cholesterol levels ,

which has been linked to heart disease ,

some of which is reflected in the govern-

ment outlays for mandated programs so-

cializing health care . Despite the enor-

mous expense taxpayers incur due to

heart disease, no excise is levied . The Old

Testament and the Koran both contain in-

junctions against eating pork, implying a

clear cultural attitude ; no special excise i s

levied on pork products . Even computer s

have been linked to a variety of ailment s

such as carpal tunnel syndrome and accel-

erated failure of eyesight . And yet no one

has yet suggested imposing an excise on per-

sonal computers to capture these costs .

Conversely, a great many activitie s

have been shown to increase longevity .
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Proper exercise, for example, can ad d

years to one's life, as can vitamins and

proper diet. Regular doctor's visits can

lead to the early detection of disease .

Increasing longevity, however, raises

expected lifetime Social Security benefits .

If excises are to be levied on some prod-

ucts because they increase costs to th e

government, and therefore to all othe r

taxpayers, then consistency demands that

an excise should be levied on exercise

equipment, vitamins, and doctor's visits .

The selective use of excises either to

capture certain external societal costs or

to achieve certain societal goals is clearly

capricious. Whether one approves of a

certain behavior or not, a policy of penal-

izing one harmful behavior and leaving

another unmolested by taxation is obvi-

ously unfair and an abuse of governmen t

power.

Administration and
Implementation

While excise taxes do not in aggregate

represent a major source of Federal rev-

enue, they contribute significantly to the

difficulty in administering the overall U .S .

tax system . The Federal government

imposes 39 different excise taxes . In

addition to the better known excises o n

gasoline, tobacco, and alchohol, there ar e

taxes on such items as fishing equipment ,

general telephone service, air freight ,
wagers, jewelry, and fur. A full listing of

the excise and their rates for selecte d

years is presented in Table 6 .

Each of these different excises requires

separate bureaucracies to administer. Each

requires separate sets of regulations an d

requirements the taxpayer must decipher.

Each creates another need for government

to ensure compliance with the law. Some

excises are earmarked for special Trus t

Funds while others are deposited into the

General Fund of the Federal government .
Therefore, each separate tax adds signifi-

cantly to the overall cost of tax administra-

tion. And each tax adds to the complianc e

costs and complexity taxpayers face .

Given the relatively modest amounts of

revenue raised by most of the excises ,

either individually or in the aggregate, an d

given the administration and compliance

costs they impose on society, the resulting

revenue-to- cost ratio is such that th e

economic efficiency of excise taxes mus t

be questioned .

Ease of Implementatio n

In view of the numerous excise tax

increases recently discussed by CB O

(1996), do excise tax opponents hav e

cause for concern? How likely is it that

future excise tax increases will be en-

acted? Recent history (with two increase s

in the gasoline excise and the creation o f

various luxury taxes as part of the 199 0

budget accord) have shown that excise

taxes remain popular among politicians

seeking revenue . According to the United

States Chamber of Commerce (1990), part

of the reason for this is that excise taxes

allow politicians to exploit the principle of

"rational ignorance" more than alternativ e

possibilities. Put simply, the political

damage per dollar of tax may be perceive d

as being less for excise taxes than fo r

either income or payroll taxes . A proposal

to raise one of the major taxes, such as the

individual income tax, would receive

enormous press coverage, while a pro-
posal to increase an excise tax woul d

receive far less coverage . As discussed

below, however, the regressive nature o f

many excises creates a natural barrier t o

excise tax increases, as do argument s

regarding their economic inefficiency.

Therefore, the apparent ease with whic h

some individuals suggest an increase in a

federal excise may well mask the political

12



difficulty inherent in legislating such an

increase .

Tax Fairness
Volumes have been written on the

concept of fairness in taxation . The

popular press regularly discusses how

citizens should pay their "fair share" of tax .

The fairness or equity of a tax is most

often discussed in the context of who

actually pays the tax. Two guides to ta x

fairness are the principles of horizontal

and vertical equity. Horizontal equity

argues that people of similar economic

circumstances should pay similar levels o f

tax . Vertical equity involves the extent to

which individuals in different economi c

circumstances are taxed differently (Join t

Committee 1996b, 209) .

The idea behind horizontal equity i s

that taxes are a burden that ought to b e

shared equally among taxpayers of lik e

means. Few instances can erode publi c

support for a tax system faster than th e

perception that certain individuals are able

to reduce their tax burden by availing

themselves of special circumstances or tax

provisions unavailable to most taxpayers .

Vertical equity refers to differences in

the tax burden at different levels of eco-
nomic well-being, typically measured i n

terms of annual income or the level o f

wealth . Three terms are typically used t o

describe the quality of a tax's vertica l

equity: progressive, proportional, an d

regressive . An income tax, for example, i s

proportional if the amount of tax rise s

correspondingly with the taxpayer' s

income ; it is progressive if the tax in -

creases more than proportionally with

income and it is regressive if the tax

burden rises less than proportionally wit h

income .

Excises and Regressivity

Most excise taxes, and certainly th e

major revenue-raising excises are regres-

sive — their tax burden as a share o f

income falls most heavily on lower- and

middle-income taxpayers (Shapiro 1996 ,

86) . An excise tax's regressivity can make

introducing or increasing the tax a difficul t

political proposition . The gas tax increas e

introduced in 1993, for example, in

addition to being criticized for being spli t

between the Highway Trust Fund and the

General Fund, was widely criticized a s

falling most heavily on those in the lowes t

income levels (Tax Notes Today 1996) and

those in living in rural settings .

Another regressive tax is the cigarett e

excise . Viscusi (1994), for example, found

that cigarette consumption is a decreasin g

function of income . This means that, no t

only is the effective tax rate higher o n

lower-income taxpayers than on upper-

income taxpayers, but the total amount o f

cigarette taxes paid by lower-income

groups was greater than that paid by

upper income groups. Cigarette taxes ar e

consequently regressive in absolute terms ,

not simply in relation to income .

Some analysts have noted that not al l

excise taxes are regressive . According t o

Shapiro (1996), for example, the excise

tax on airplane tickets raises nearly as

much revenue as the tobacco tax and i s

not especially regressive . However, it

remains true that, as a group, the three

In his paper, "Regressivity of Excise Taxes in a Life-Cycle Model of Consumption", Lyons noted a
moderate decline in measures of regressivity in the context of the Life-Cycle Consumptio n
Model .
'The current federal excise tax on cigarettes is 24 cents per pack . Raising it to 48 cents a pac k
would increase net revenue by about $22 billion between 1997 and 2002 . Raising it to 99 cent s
a pack, as included in President Clifton's 1993 Health Security Act, would increase net revenues
by about $59 billion between 1997 and 2002 (CBO 1996) .
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most important excise taxes in terms o f

Federal revenues, tobacco, alcohol, an d

gasoline, burden lower income American s

far more than upper income taxpayer s

when measured as a share of taxpayer

income. This has been demonstrated by

studies of the Consumer Expenditur e

Survey of the U.S. Department of Labor, a

household survey measuring the spending

habits of Americans (CBO, 1990) .

Lifetime vs. Annual Income
Incidence

The distributional incidence of excis e

taxes has also been examined usin g

lifetime income as opposed to annua l

income . The motivation for using lifetime

income is that an individual's annua l

income is likely to vary considerably ove r

his or her working life. 'Typically, individu-

als entering the workforce do so at fairly

low annual income levels reflective o f

their relatively undeveloped job skills . As

a worker develops additional skills an d

expertise, the market rewards him or he r

with increases in annual income. Consid-

ering the amount of an excise paid over a

person's lifetime relative to his or her

lifetime income, therefore, presents a n

alternate and possibly illuminating picture

of the income distribution of the excis e

tax burden. Gentry and Glenn (1996, 86) ,

for example, argue that the focus o f

distributional analysis of tax systems

should be based on net worth and lifetim e

income rather than on annual income .

They maintain that a focus on annua l
income complicates consideration o f

intergenerational or horizontal equit y

issues .

The results of distributional studies

using lifetime income generally uphold the

argument that many excises are regressive .

Poterba (1989) and Davies, St . Hilaire, and

Whalley (1984), for example, find tha t
sales and excise taxes are regressive,

though less so, in a lifetime income setting

than measured using annual income .

However, Fullerton and Rogers (1993 )

conclude that, in practice, the lifetime and

annual income incidence of the U.S . tax

system are not markedly different. Simi-

larly, Lyon and Schwab (1995) examine d

the incidence of cigarette and alcoho l

taxes based on a lifetime (rather than an

annual) time frame.They found little

change in the measured regressivity o f

cigarette taxes when a time period that

exceeds one year is used ; for alcohol, the

tax is slightly less regressive . Finally, a

study by Lyon (1997), provided recent

evidence for the existence and persistence

of regressivity when excise taxes are

examined in the context of a Life-Cycle

Model of Consumption . '

Excise Taxes and Low Income
Taxpayers

A Congressional Budget Office (CBO ,

1990) study analyzed the potential effects

on low-income families of increasing th e

Federal excises on tobacco, alcoholi c

beverages, and motor fuels . The CBO

study focused on how the increases would

affect family income, and, to a lesser

degree, on whether they would serve

other policy goals .The options in the CB O

study were : doubling the Federal cigarett e

tax from 16 cents to 32 cents per pack; 5

equalizing the tax on all alcoholic bever-

ages at $16 per proof-gallon ($ .025 per

ounce of pure alcohol) ; and raising the

gasoline tax from 9 cents to 21 cents per

gallon and the tax on highway diesel fuel

from 15 cents to 27 cents per gallon . The

report also analyzed measures that would

reduce the tax burden on lower-incom e

families since excise taxes are thought t o

place a disproportionate burden on these

taxpayers .

The CBO study concluded that the tax

increases would burden lower-income
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families relatively more than other familie s

when the increases are measured relative

to family incomes. Moreover, by taking

into account the effects of the tax in -

creases on the price level and, as a result ,

on income taxes and transfer payments ,

the excessive burden on lower-incom e
families is only slightly reduced . Likewise ,

if the effects of the excise tax increases are

measured relative to total annual family

expenditures, which some analysts view a s

a better reflection of a family's economic

circumstances, then the net tax increases

for lower-income families remain regres-

sive, though less so than if annual income

is used .

Excise Taxes and Rural Taxpayer s

In 1989 the American Agricultur e

Movement (AAM) released a study show-
ing that the major consumer excise taxe s

forced a disproportionately large tax

burden on rural consumers. The study

based its calculations on excise tax rate s

and expenditure patterns of American

families in 1984 . The results showed that

the effective rate was 33 percent higher
for rural than for urban households for
excise taxes on alcoholic beverages ,

tobacco products, gasoline, and utilities .

Ekelund and Long (1993) updated th e

AAM study and added new tax categories

to the overall mix . Overall, the study

added evidence to support the case that

rural Americans carried a disproportionate

burden of state and Federal consume r

excise taxes compared to urban house -

holds . They also concluded that th e

burden became more onerous throughout

the 1980s .

These results are easily understood ,

particularly as they relate to the excise o n

gasoline . The distances traveled in rura l

states like Idaho are far greater than in th e

more urbanized states like Connecticut .

Whereas driving tens of thousands of mile s

a year in rural states is not uncommon,

driving hundreds of miles a year is no t
uncommon in urbanized states . Thi s

obviously means gasoline consumptio n

per capita is much higher in rural states ,

and the gasoline excise is much more

burdensome in rural states .

A More Complete Picture of Tax
Fairness

Excise taxes, as discussed above, can

be highly distortionary to economi c

activity. Except when an excise is levie d

as a user fee as part of a well-designed

program, or in the proper amount on th e

correct product, service, or activity ,

reflecting an accurate measurement of an

externality, the imposition of an excise

reduces national output below what th e

economy could produce but for the taxes .

There is, therefore, an additional burde n
on society measurable in terms of jobs the

economy was unable to produce and

higher wages employers were unable t o

pay.

A full analysis of the fairness of any tax

should, therefore, consider not only the

distribution of the tax collected, but th e

resulting loss in wages and employment ,

as well . While such a calculation is be-

yond the scope of this paper, it is impor-

tant to realize that even an accurate

measurement of an excise tax's regressive

burden may well understate the true

extent of its regressivity by omitting thi s

wage and job effect .

Summary
While excise taxes are relatively easy

for governments to impose, they generall y

do not represent sound tax policy. Excise

taxes can introduce significant amounts of

inefficiencies into the economic market-

place and create a net reduction of ben-

efits for consumers . Most significantly ,

excise taxes are widely believed to b e

regressive and therefore contrary to long -
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held concepts of fairness in the United

States tax system .

Excise taxes are often used to raise the

price of socially undesirable behavior i n
the hope and expectation that such

behavior will decline. They are often use d

to raise revenue because policymakers

believe that consumption patterns will no t

change materially in the face of the tax —

consumption is inelastic . The inherent

inconsistency between these two posi-

tions is plain. To levy a tax to discourage

consumption of a product the consump-

tion of which is believed to price inelastic

is contradictory.

Costs borne by society from the use o f

a product offer one plausible rationale fo r

excise taxes . Even here, however, excises

are a very crude policy instrument, be -

cause the external costs must be measure d

with some reasonable provision for eac h

case in which the externality arises .

Without such measurements, the tax may

be set too high, in which case the tax may

create inefficiencies in the economy a s

great as the externality it is intended to

offset .

Even as a user fee, excise taxes can be

problematic . The fee must stand in som e

relation to the costs incurred by th e

government in the provision of the goo d

or service, and it should be used for tha t

purpose and for that purpose alone . On

each of these scores, federal excise ta x

policy has frequently fallen short .
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Table 1
Distribution of Tax Receipts by Type of Tax ($Billions )

1960-1997e

Tax 1960 1970 1980 1990 1991 1992 1993 1994 1995 1996 1997e

Excise' $11 .7 $15 .7 $24.3 $35.3 $42.4 $45 .6 $48.1 $55 .2 $57.6 $54.0 $54 . 0

Individual Income 40.7 90 .4 244.1 466 .9 467.8 475.6 509.7 543 .1 588.5 656.4 674 . 3

Corporate Income 21 .5 32 .8 64.6 93 .5 98 .1 100 .3 117.5 140.4 150 .9 171 .8 176 . 2

Social Security 11 .2 39 .1 138 .7 353 .9 370.5 385.5 396.9 428.8 451 .8 509.4 535 . 8

Other 5 .4 9 .7 29.2 50 .0 48.2 52 .3 58 .1 63 .5 64.6 61 .4 63 . 5

Total 90.5 187.7 500.9 999 .6 1,027 .0 1,059 .3 1,130 .3 1,231 .0 1,313,4 1,453 .0 1,503 .8

Decline in excise tax collections in 1996 and 1997 due to expiration of aviation ticket tax .

Source : Office Management of Budget .



Table 2
Distribution of Tax Receipts by Type of Tax (Percentage)

1960-1997e

Tax 1960 1970 1980 1990 1991 1992 1993 1994 1995

	

1996

	

1997e

Excise' 12 .9% 8.4% 4.9% 3.5% 4.1% 4 .3% 4 .3% 4 .5% 4 .4% 3.7% 3.6 %

Individual Income 45.0 48 .2 48 .7 46 .7 45 .6 44 .9 45 .1 44 .1 44 .8 45 .2 44 . 8
Corporate Income 23.8 17 .5 12 .9 9 .4 9 .6 9 .5 10 .4 11 .4 11 .5 11 .8 11 . 7
Social Security 12 .4 20 .8 27 .7 35 .4 36 .1 36 .4 35 .1 34 .8 34 .4 35 .1 35 . 6
Other 6 .0 5 .2 5 .8 5 .0 4 .7 4 .9 5 .1 5 .2 4 .9 4 .2 4 . 2

Total 100 .0 100 .0 100 .0 100 .0 100 .0 100 .0 100 .0 100 .0 100 .0 100 .0 100 .0

' Decline in excise tax collections in 1996 and 1997 due to expiration of aviation ticket tax .
Source: Office Management of Budget .



Table 3
U.S. Excise Taxes ($Millions)

1980-1995

General Fund 1980 1985 1990 1991 1992 1993 1994 199 5

Alcohol' $5,601 $5,562 $5,695 $7,364 $8,011 $7,583 $7,539 $7,21 6

Tobacco 2 2,443 4,779 4,081 4,706 5,049 5,875 5,691 5,878

Crude oil windfall 6,934 6,348 - - -
Telephone 2,147 2,995 3,094 3,146 3,320 3,526 3,794

Ozone depleting

chemicals .'
360 562 637 854 761 61 6

Transportation fuels`' 2,780 3,512 3,340 9,402 8,49 1

Other s 585 261 2,460 (231) 1,481 3,550 4,307 946

Total General Fun d

Trust Funds

15,563 19,097 15,591 18,275 21,836 24,522 31,226 26,94 1

Highway6 6,620 13,015 13,867 16,979 16,733 18,039 16,668 22,61 1
Airport'
Black Lung

1,874 2,851 3,700 4,910 4,645 3,262 5,189 5,534

Disability' 272 581 665 652 626 634 567 608

Inland Waterway' 41 63 60 70 79 88 10 3

Hazardous substanc e
superfund 10

- 273 818 810 818 826 807 867

Post-closure liability
(hazardous waste)

- 7 (1) -

Oil spill liability" - 143 254 295 229 48 21 1

Aquatic resources 12 127 218 260 271 276 301 306

Leaking underground
storage tank 13

122 122 157 152 152 16 5

Vaccine injury
compensation' s

- 159 80 118 38 179 138

Total Trust Funds 8,766 16,895 19,754 24,127 23,733 23,535 23,999 30,543

Total Excise Taxes 24,329 35,992 35,345 42,402 45,569 48,057 55,225 57,484

' Alcoholic beverages . Distilled spirits, wine, and beer are subject to taxes imposed upon removal of the beverages from the productio n

premises .The distilled spirits tax rate is $13 .50 per proof gallon, wine is taxed at effective rates ranging from $0 .17 per gallon to $3 .40

per gallon depending on alcohol content and type of wine (e .g ., sparkling or table), and beer is taxed at $18 per barrel ($7 per barrel fo r

beer produced by "small" breweries) .
2 Tobacco products . Most tobacco tax revenues are derived from a 24-cents-per-pack tax on cigarettes .Taxes also are imposed on cigars ,

cigarette papers, snuff, chewing tobacco, and pipe tobacco .These taxes are collected on removal of the product from the premises

where manufactured .

'Tax on ozone-depleting chemicals . Chemicals subject to regulation under the Montreal Protocol because they deplete the ozone laye r

are taxed generally at a rate determined by multiplying their "ozone-depleting factor" by an annually increasing dollar amount ($ 5 .80 i n

1996) .
4 Transportation motor fuels . Gasoline, diesel fuel, and special motor fuels used in most transportation modes (highway, rail, inlan d

waterway motorboat, and aviation) are subject to a 4 .3- cents-per-gallon excise tax . Rail diesel fuel is subject to an additional 1 .25-cents-

per-gallon rate, revenues from which also are retained in the General Fund .This tax is collected along with the relevant trust fund taxes
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Table 3 Footnotes continued

(described above) that are imposed on the fuels .The tax on rail transportation generally is imposed at the retail level .

' Luxury tax on passenger vehicles and gas guzzler excise tax . For the luxury tax on passenger vehicles, a 10-percent retail excise tax i s
imposed on passenger vehicles having a price in excess of $ 32,000 (indexed for inflation) .This tax is scheduled to expire after Decem-
ber 31, 1999. For the gas guzzler excise tax, a tax ranging from $1,000 to $7,700 per vehicle is imposed on the sale by a manufacturer o f
automobiles that fail to meet specified fuel economy ratings .Automobiles having a fuel economy rating of 22 .5 miles per gallon or more
are exempt from the tax .

"Highway Trust Fund taxes .The Federal Highway Trust Fund is financed in part with revenues from excise taxes imposed on gasoline ,
diesel fuel, and special motor fuels used on highway vehicles and by taxes on the imposed sale of heavy trucks and trailers and tires fo r
those vehicles .The taxes on gasoline and diesel fuel are collected upon removal of those fuels from pipeline storage terminals ; the tire
tax is imposed on the sale by a tire manufacturer (or importer), and the special motor fuels and truck taxes are imposed on the retai l
sale .

'Airport and Airway Trust Fund taxes .The Airport and Airway Trust Fund is financed in part by revenues from taxes on gasoline and je t
fuel used in noncommercial aviation . All but 14 cents per gallon of the tax on aviation gasoline expired (along with ticket taxes o n
commercial aviation) after December 31, 1995 . The 14-cents-per-gallon remaining aviation gasoline tax is collected upon removal of th e
product from pipeline storage terminals .

" Black Lung Trust Fund tax . The Black Lung Trust Fund finances benefit payments to coal miners who have contracted so-called "blac k
lung" disease . The tax is $1 .10 per ton on coal from underground mines and 55 cents per ton on coal from surface mines (but no more
than 4 .4 percent of the coal's selling price) .The tax is imposed on the sale of coal by the producer.

Inland Waterways Trust Fund tax .The Inland Waterways Trust Fund finances maintenance of 27 specified inland waterway systems .
These activities are financed by a 20-cents-per-gallon excise tax on fuel used in commercial vessels operating on the specified water -
ways .

10 Hazardous Substance Superfund taxes . Before their expiration after December 31, 1995, three excise taxes were imposed to fund th e
cleanup of sites polluted with certain hazardous wastes where there was no identifiable private party that could be held liable for th e
cleanup costs .These taxes were a 9 .7-cents-per-barrel tax on crude oil received at a U .S . refinery, a tax ranging from $0 .22 to $4 .87 pe r
ton on sale by the manufacturer or importer of certain listed hazardous chemicals, and a tax imported products produced with chemical s
subject to the domestic tax .

" Oil Spill Liability Trust Fund tax . Before January 1, 1995, a 5-cents-per-barrel excise tax was imposed on crude oil received at U .S .

refineries (and on imported refined products) to finance cleanup activities related to waterborne oil spills .

'Z Aquatic Resources Trust Fund taxes . The Aquatic Resources Trust Fund finances Federal boat safety, wetlands preservation, and fis h
restoration programs.These activities are financed with revenues from excise taxes on motorboat and off-highway small engine gasolin e
and on specified items of fishing-related equipment such as rods and reels and sonar fish finders .'1'he gasoline tax is imposed upon

removal of the fuel from pipeline storage terminals . The tax on fishing-related equipment is imposed on sale of the equipment b y
manufacturers or importers .

'' Leaking Underground Storage Tank Trust Fund tax . Before January 1, 1996, a 0 .1-cent-per-gallon excise tax was imposed on gasoline ,
diesel fuel, and special motor fuels used in all transportation modes . Revenues from this tax were used to finance cleanup activitie s

related to leaking underground fuel storage tanks .

14 Vaccine Injury Compensation Trust Fund taxes . Individuals injured by the administration of four vaccines (DPT, DT, MMR, and polio)

are eligible for compensation payments from the Vaccine Injury Compensation Trust Fund .The Trust Fund is financed with revenues fro m

an excise tax imposed on the sale of the four vaccines by the manufacturer or importer thereof.

Source : Office of Management and Budget .
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Table 4
Selected Federal Excise Tax Collections by Type and State, FY 1996

Alcoholi c
State

	

Beverages
Tobacco
Excises

Other
Excises

Highway
Trust Fund

Other
Trust Fun d

Excise s

United States

	

$7,189 $5,872 $31,813 $24,564 $3,91 0

Alabama

	

107 95 436 518 5 4
Alaska

	

19 13 82 77 1 0
Arizona

	

118 89 444 429 5 5
Arkansas

	

59 55 237 335 2 9
California

	

866 704 3,968 2,542 488
Colorado

	

109 82 449 321 5 5
Connecticut

	

94 75 515 259 6 3
Delaware

	

23 16 89 69 1 1
Florida

	

444 329 1,721 1,234 21 1
Georgia

	

196 156 802 922 9 9
Hawaii

	

34 27 158 63 1 9
Idaho

	

29 24 120 134 1 5
Illinois

	

337 264 1,558 977 19 1
Indiana

	

150 130 658 682 8 1
Iowa

	

71 64 322 299 40
Kansas

	

62 57 299 282 3 7
Kentucky

	

96 87 382 490 4 7
Louisiana

	

124 94 439 419 5 4
Maine

	

35 28 140 128 1 7
Maryland

	

139 114 683 423 8 4
Massachusetts

	

180 138 848 437 10 4
Michigan

	

258 212 1,186 873 146
Minnesota

	

132 102 556 422 6 8
Mississippi

	

71 58 248 315 3 0

Missouri

	

143 118 618 632 7 6
Montana

	

24 19 87 113 1 1
Nebraska

	

43 36 195 190 2 4
Nevada

	

62 33 196 161 24
New Hampshire

	

49 26 155 94 1 9
New Jersey

	

229 181 1,210 589 149
New Mexico

	

44 35 164 201 20
New York

	

477 414 2,559 1,103 31 5
North Carolina

	

185 163 777 728 96
North Dakota

	

19 14 69 86 9
Ohio

	

290 252 1,310 999 16 1
Oklahoma

	

80 73 326 397 4 0
Oregon

	

85 70 348 320 4 3

Pennsylvania

	

312 279 1,513 1,055 18 6

Rhode Island

	

29 23 124 68 1 5
South Carolina

	

105 83 373 418 4 6

South Dakota

	

20 16 83 91 1 0

Tennessee

	

133 119 582 593 7 2

Texas

	

490 399 2,092 1,854 257
Utah

	

37 38 184 181 2 3

Vermont

	

17 13 67 68 8

Virginia

	

171 151 826 671 102

Washington

	

148 121 690 466 8 5
West Virginia

	

44 42 182 194 2 2

Wisconsin

	

159 115 591 492 7 3

Wyoming

	

14 10 56 116 7

District of Columbia

	

24 14 95 33 1 2

Source: Tax Foundation .
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Table 5
Federal Excise Tax Collections, FY 1940-199 6

($Millions)

1940 1950 1960 1970 1980 1990 1991 1992 1993 1994 1995 1996e

Total excise taxes

	

$1,977 $7,550 $11,676 $15,705 $24,329 $35,345 $42,402 $45,569 $48,057 $55,225 $57,484 $53,886

Federal Funds :
Alcohol

	

623 2,180 3,127 4,646 5,601 5,695 7,364 8,011 7,583 7,539 7,216 7,189
Tobacco

	

606 1,326 1,927 2,093 2,443 4,081 4,706 5,049 5,875 5,691 5,878 5,872
Telephone 2,995 3,094 3,146 3,320 3,526 3,794 4,010
Ozone Depleting Chemicals - - - - 360 562 637 854 761 616 20 5
Other federal funds

	

748 4,044 4,084 3,613 7,519 2,460 2,549 4,993 6,890 13,709 9,437 8,136

Total federal funds

	

1,977 7,550 9,137 10,352 15,563 15,591 18,275 21,836 24,522 31,226 26,941 25,412

Trust Funds :
Highway - 2,539 5,354 6,620 13,867 16,979 16,733 18,039 16,668 22,611 24,554
Airport - 1,874 3,700 4,910 4,645 3,262 5,189 5,534 2,28 1
Black lung

	

- - - 272 665 652 626 634 567 608 620
Inland Waterway

	

- - - - 63 60 70 79 88 103 12 5
Hazardous substance - - - 818 810 818 826 807 867 36 3
Oil spill

	

- - - - 143 254 295 229 48 211 3 4
Aquatic resources - - - 218 260 271 276 301 306 32 0
Leaking underground storage 122 123 157 153 152 165 5 4
Vaccine injury - - - 159 81 118 38 179 138 12 3

Total trust funds - 2,539 5,354 8,766 19,754 24,127 23,733 23,535 23,999 30,543 28,474

Source : Office of Management and Budget .



Table 6
Federal Excise Tax Rates, Selected Years 1944-199 4

1944 1954 1964 1990 1991 1992 1993 1994

Liquor taxes
Distilled spirits (per proof gallon) $9 $10 .50 $10 .50 $12 .50 $13 .50 $13 .50 $13 .50 $13 .5 0
Still wines (per wine gallon)

Not over 14% alcohol 155 174 174 174 $1 .07 $1 .07 $1 .07 $1 .0 7

14 to 21% alcohol 604 674 674 674 $1 .57 $1 .57 $1 .57 $1 .5 7
21 to 24% alcohol $2 $2 .25 $2 .25 $2 .25 $3 $2 .25 $2 .25 $3 .1 5

Beer (per 31-gallon barrel) $8 $9 $9 $9 $18 $18 $18 $1 8

Tobacco taxe s

Small cigars, not over 3 lbs ., per thousand 754 754 754 754 93 .754 93 .75 4 93 .75 4 $1 .12 5
Large cigars, over 3 lbs . per thousand $2 .50- $2.50- $2 .50- 8 .5%- 10 .625% - $25 $25 $3 0

$20 $20 $20 $ 20(a) $25(a )

Cigarettes (per thousand) $3 .50 $4 $4 $8 $10 $10 $10 $1 2

Pipe tobacco (per pound) 104 104 104 56 .254 56.254 56 .25 4

Manufacturers' excise taxe s
Gasoline (per gallon) 1 .54 24 24 9 .14 14 .14 14 .14 18 .44 18 .4 4
Highway tires (per pound respectively) 54 54 104 154- 154- 154- 154- 154 -

504 504 504 504 50 4
Trucks (sale price) 7% 10% 10% 12% 12% 12% 12% 12%
Firearms, shells, cartridges (sale price) 11% 11% 11% 11% 11% 11% 11% 11 %
Pistols and revolvers (sale price) 11% 11% 10% 10% 10% 10% 10% 10%
Bows and arrows (sale price) 11% 11% 11% 11% 11 %

Fishing equipment (sale price) - 10% 10% 10% 10% 10% 10% 10%

Gas guzzler tax ($1,000 to $7,700 for fuel inefficient cars) -

Miscellaneous excise taxes

General telephone service (amount paid) 15% 10% 10% 3% 3% 3% 3% 3 %

"Poll telephone service (amount paid) 25% 10% 10% 3% 3% 3% 3% 3 %

Transportation of persons by air (amount paid) 15% 10% 5% 8% 10% 8% 10% 10%

International departure ticket $6 $6 $6 $6 $ 6

Air freight (domestic waybills) 5% 6.25% 6 .25% 6 .25% 6.25%

Wagers (amount wagered except parimutuel) 10% 10% 10% 2% 2% 0 .25% 0 .25% 0 .25 %

Occupation of accepting wagers (per year) $50 $50 $50 $50 $50 $50 $50
Foreign insurance policies (premium paid)
Life insurance 1% 1% 1% 1% 1% 1% 1% 1 %
Other insurance 4% 4% 4% 4% 4% 4% 4% 4%

Coal sales, underground and surface mines (per ton ,
respectively) - - $1 .10, $1 .10, $1 .10, $1 .10, $1 .10 ,

554 554 554 554 55 4

Environmental ("superfund") excise taxe s
Crude oil (per barrel, domestic and imported, respectively) - - 9 .7 4 9 .74 9 .7 4 9 .7 4 9 .7 4
Chemicals (per ton) - - - 224- 224- 224- 224- 224 -

$4 .87 $4 .87 $10 .13 $10.13 $10 .1 3

Retailers' excise taxe s
jewelry (sale price) 20% 10% 10% 10% 10% 10%
Furs (sale price) 20% 20% 10% 10% 10% 10%

Diesel fuel for highway vehicles (per gallon) 15 .14 20 .14 20.14 20 .14 24 .4 4
Gasoline substitute fuels for highway vehicles and motor boats - - 9 .14 14 .14 14.14 14 .11 14 .1 4

Gasoline used in noncommercial aviation (per gallon) - - - 12 .14 15 .14 15 .11 15 .14 19 .44

Aviation fuel other than gasoline (per gallon) - - - 14 .14 17 .61 17 .64 17 .64 21 .9 1

Inland waterways users' fuel (per gallon) - 11 .14 13 .14 15 .11 15 .14 23 .4 4

Gasohol (per gallon) - - - 3 .14 54 54 51 12 .4 -18.44

(a) Percent of wholesale price up to the set dollar limit.
Source : Commerce Clearing House .
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Table 7
Selected State Excise Tax Collections by Source, FY 1902-199 4

($Millions)

Year
Moto r
Fuels Tobacco

Alcohol
Sales an d
Licenses

Motor
Vehicle an d
Operators '
Licenses

1902 - - - -
1913 $2 . $5 .
1922 $13 . - 15 2
1927 259 - 30 1
1932 527 $19 . 1 33 5
1934 565 25 81 30 5
1936 687 44 166 360
1938 777 55 227 35 9
1940 839 97 255 387
1941 913 106 272 434
1942 940 130 313 43 1
1943 776 141 335 41 4
1944 684 159 324 394
1945 696 145 368 41 4
1946 886 198 469 43 9
1947 1,110 245 480 51 7
1948 1,259 337 499 59 3
1949 1,361 388 502 66 5
1950 1,544 414 497 75 5
1951 1,710 430 546 840
1952 1,870 449 519 924
1953 2,019 469 544 1,01 2
1954 2,218 464 542 1,098
1955 2,353 459 550 1,184
1956 2,687 515 625 1,29 5
1957 2,828 556 650 1,36 8
1958 2,919 616 647 1,41 5
1959 3,058 675 684 1,49 2
1960 3,335 923 734 1,57 3
1961 3,431 1,001 774 1,64 1
1962 3,665 1,075 740 1,66 7
1963 3,851 1,124 883 1,78 0
1964 4,059 1,196 989 1,91 7
1965 4,300 1,284 1,050 2,02 1
1966 4,627 1,541 1,120 2,23 6
1967 4,837 1,615 1,182 2,31 1
1968 5,178 1,886 1,281 2,48 5
1969 5,644 2,056 1,379 2,68 5
1970 6,283 2,308 1,540 2,72 8
1971 6,628 2,536 1,650 2,95 3
1972 7,216 2,831 1,820 3,34 0
1973 8,058 3,112 1,957 3,63 6
1974 8,207 3,250 2,051 3,75 5
1975 8,255 3,286 2,110 3,94 1
1976 8,660 3,462 2,211 4,35 6
1977 9,088 3,500 2,297 4,587
1978 9,501 3,653 2,454 4,83 5
1979 9,980 3,640 2,580 5,15 5
1980 9,722 3,738 2,657 5,32 5
1981 9,734 3,893 2,826 5,69 5
1982 10,473 3,958 2,937 6,03 6
1983 10,793 4,001 2,967 6,29 2
1984 12,406 3,949 3,161 6,93 3
1985 13,344 4,534 3,266 7,780
1986 14,087 4,449 3,302 8,374
1987 15,661 4,606 3,343 9,03 7
1988 17,196 4,801 3,433 9,644
1989 18,029 5,039 3,375 10,14 5
1990 19,379 5,541 3,455 10,67 5
1991 20,638 5,980 3,660 10,99 7
1992 22,197 6,103 3,769 11,77 1
1993 23,568 6,229 3,858 12,51 7
1994 24,520 6,605 3,914 13,000

Source : Department of Commerce, Bureau of Census .
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