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Happy Tax Freedom Day may never become a Hallmark 
card, but it is amazing how this simple way of 
measuring the ups and downs of American’s tax 

burden has become ingrained in our political culture over the 
past forty years. 

The Tax Foundation now gets the credit for Tax Freedom 
Day, but we owe it all to Florida businessman Dallas Hostetler, 
who invented the idea in 1948. He wanted a simple way to 
illustrate to his fellow Floridians that they actually do pay a 
lot of taxes, even though the state does not impose an income 
tax that people can see the direct cost of each year. When he 
retired in the early 1970s, he donated the concept and the 
copyright to the Tax Foundation.

It may seem quaint today, but when Dallas Hostetler 
developed Tax Freedom Day in 1948, it did actually approximate 
the true cost of government. Indeed, the government was 
actually running a budget surplus in 1948.

Times have certainly changed. The past five years have seen 
the biggest deficits since World War II and so the nation’s tax 
burden covers only about 60 percent of what the government 
is actually spending this year. To many Americans the cost of 
government seems much cheaper than it really is. 

In economics, we call this fiscal illusion. The concern is 
that when people perceive that government is cheaper than it 
really is, they will demand ever more of it. Meanwhile, poli-

ticians are more than happy to give people what they want at no apparent cost to 
themselves. Thus, they will continue to run huge deficits knowing that those borrow-
ing costs won’t come due for decades. 

Make no mistake: today’s deficits are really a tax burden that is being pushed for-
ward to future taxpayers. 

So while we will continue to calculate Tax Freedom Day as the official measure of 
the nation’s tax burden, the reality is that Washington’s massive deficits really push 
the true cost of government much further into the year. This is much like the spend-
thrift couple who has run up their credit cards many times over what their annual 
salaries are. 

Tax Freedom Day may fall on April 18 this year, but if taxes were increased enough 
to pay for all of the government services Americans are getting today, it would fall on 
May 9. If you add it all together, Americans would have to work 129 days into the year 
to pay off their tax bills and the deficit. 

Some politicians think that we should raise taxes again to help lower the deficit. 
But isn’t that like telling Mr. and Mrs. Spendthrift that they should work eight days a 
week to meet their expenses? At some point, you have to cut up the credit cards and 
live within your means.

Sincerely,

Scott A. Hodge
President

Message froM the President
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The Tax Foundation is an independent, nonpartisan and nonprofit research institution 
founded in 1937 to educate taxpayers, policymakers and the courts on sensible tax 
policy. Our economic and policy analysis is guided by fundamental tax principles that 
should serve as touchstones for sound tax policy everywhere.
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by William McBride, PhD, Kyle Pomerleau, &  
Elizabeth Malm 

What is Tax Freedom Day?
Tax Freedom Day is the day when the nation as a 
whole has earned enough money to pay its total tax 
bill for the year. A vivid, calendar-based illustration of 
the cost of government, Tax Freedom Day divides all 
federal, state, and local taxes by the nation’s income. 
In 2013, Americans will pay $2.76 trillion in federal 
taxes and $1.45 trillion in state taxes, for a total tax 
bill of $4.22 trillion, or 29.4 percent of income. April 
18 is 29.4 percent into the year.

Why is Tax Freedom Day later this year?
Tax Freedom Day is five days later than last year, due 
mainly to the fiscal cliff deal that raised federal taxes 
on individual income and payroll. Additionally, the 
Affordable Care Act’s investment tax and excise tax 
went into effect. Finally, despite these tax increases, 
the economy is expected to continue its slow recovery, 
boosting profits, incomes, and tax revenues.

When is Tax Freedom Day if you include 
federal borrowing?
Since 2002, federal expenses have exceeded federal 
revenues, with the budget deficit exceeding $1 trillion 
annually from 2009 to 2012.  In 2013, the deficit will 
come down slightly to $833 billion. If we include this 
annual federal borrowing, which represents future 
taxes owed, Tax Freedom Day would occur on May 
9, 21 days later. The latest ever deficit-inclusive Tax 
Freedom Day occurred during World War II, on May 
21, 1945.

When is my state’s Tax Freedom Day?
The total tax burden borne by residents of different 
states varies considerably, due to differing state tax 
policies and because of the steep progressivity of the 
federal tax system. This means higher-income states 
celebrate Tax Freedom Day later: Connecticut (May 
13), New York (May 6), and New Jersey (May 4). 
Residents of Mississippi will bear the lowest average 
tax burden in 2013, with Tax Freedom Day arriving 
for them on March 29. Also early are Louisiana 
(March 29) and Tennessee (April 2).

How has Tax Freedom Day changed over 
time? 
The latest ever Tax Freedom Day was May 1, 2000—
meaning Americans paid 33.0 percent of their total 
income in taxes. A century earlier, in 1900, Americans 
paid only 5.9 percent of their income in taxes, mean-
ing Tax Freedom Day came on January 22.

Who calculates Tax Freedom Day?
Tax Foundation economists calculate Tax Freedom 
Day using federal budget projections, data from the 
U.S. Census and the Bureau of Economic Analysis, 
and projections of state and local taxes. Tax Freedom 
Day was conceived in 1948 by Florida businessman 
Dallas Hostetler, who deeded the concept to the Tax 
Foundation when he retired in 1971. Tax Freedom 
Day by state has been calculated since 1990, when 
sufficient data became available. Learn more about 
Tax Freedom Day at www.TaxFoundation.org/
taxfreedomday.

tax Freedom Day
2013

April 18
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How many days into the year is Tax 
Freedom Day 2013?
108

How much will Americans pay in 
federal taxes in 2013? (dollars)
$2.764 trillion

How much will Americans pay in state 
and local taxes in 2013?  (dollars)
$1.459 trillion

How much is income in 2013?
$14.366 trillion

What percent of Americans’ income 
will they pay in taxes in 2013?
29.4%

Total days: federal taxes
71

Total days: state and local taxes
37

What day is deficit-inclusive Tax 
Freedom Day for 2013?
May 9th

How many days later than Tax Freedom 
Day is deficit-inclusive Tax Freedom 
Day in 2013?
21

Will Americans spend more on taxes 
than they do on food, housing, and 
clothing combined in 2013?
Yes

How many days will Americans spend 
working to pay federal income taxes?
32

How many days will Americans spend 
working to pay state and local income 
taxes?
8

Total days: federal and state income 
taxes
40

How many days will Americans spend 
working to pay federal payroll taxes?
24
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Americans will spend 14 days working to pay 
sales and excise taxes, 12 days to pay property 
taxes, and 7 days for other miscellaneous taxes 
(such as car taxes, severance taxes, and estate 
taxes).

Americans will spend more 
in taxes in 2013 than they 
will on food, clothing, and 
housing combined.

Americans will work 9 days to pay their share of corporate income taxes.  This 
figure peaked, along with corporate profits, in 2006 at 14 days, and dropped 
in half by 2009 to 7 days.  All taxes on businesses are ultimately passed on to 
individuals in the form of higher prices, lower wages or employment levels, or 
lower share value.

Tax Freedom Day has not always been this late in 
the year. World War I tax increases led to a jump in Tax 
Freedom Day from 1917’s January 24 to 1918’s February 
8 to 1921’s February 22. In the 1920s, when Justice Oliver 
Wendell Holmes described taxes as the price of civilized 
society, Tax Freedom Day was arriving in February. 

The Great Depression and the Hoover/Roosevelt tax 
increases led not only to a later Tax Freedom Day but a 
shift in who was collecting. In 1932, Americans spent 10 
days paying federal taxes and 46 days paying state and 
local taxes. By 1940, Americans worked 33 days to pay 
each. World War II brought increased federal spending 
and borrowing, with Tax Freedom Day arriving in April 
for the first time in 1943.

The federal tax burden never returned to pre-war 
levels. The 1950s and 1960s also saw a rise in state-local 
tax burdens and a boost in economic growth following 

the 1964 Kennedy/Johnson tax cut. Vietnam War-era 
tax increases and the “stagflation” of the 1970s pushed 
personal incomes into higher tax brackets, and by 1981, 
Tax Freedom Day arrived on April 24.

The Reagan tax cut signed into law that year ushered in 
an economic boom; federal revenues grew but the econ-
omy grew even faster. Despite pressure on state and local 
taxes following taxpayer revolts like Proposition 13 in 
California, the strong economic growth led to increased 
tax collections, and in 1989, Tax Freedom Day arrived on 
April 22. That year, federal income tax revenues as a share 
of the economy were higher than they had been in nearly 
all years prior, and higher than all but one year (1952) 
of the 1940s, 1950s, and early 1960s, when the top rate 
exceeded 90 percent. 

A string of record-setting federal tax burdens followed, 
and the latest ever Tax Freedom Day occurred on May 
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Methodology

we count in the denominator every dollar that is officially part of national income according to the department of commerce’s Bureau 
of economic analysis, and in the numerator every payment to the government that is officially considered a tax is counted. Taxes at all 
levels of government are included, whether levied by uncle sam or state and local governments. in calculating Tax Freedom day for each 
state, we look at taxes borne by residents of that state, whether paid to the federal government, their own state or local government, or 
governments of other states. where possible, we allocate tax burdens to the taxpayer’s state of residence. leap days are excluded to 
allow comparison across years, and any fraction of a day is rounded up to the next calendar day. 

For a more detailed description of Tax Freedom day’s methodology and some questions relating to the timing of tax burdens and 
income, please see Tax Freedom Day: How It’s Calculated and Addressing Some Methodological Issues.

Individual income taxes represent the largest 
component of Americans’ tax bills. All but seven 
states levy a state income tax on top of the federal 
income tax. Paying these taxes together takes 
Americans about 40 days of work.

Americans will work 25 days to pay their payroll, or social 
insurance, taxes—those taxes dedicated to funding social insurance 
programs such as Social Security and Medicare. 

1, 2000. With federal revenue routinely exceeding 
forecasts, there was strong popular pressure for a 
major tax cut.

The new president delivered on his tax cut 
promises, which, combined with a recession in 
2001, caused the tax burden to fall considerably. 
In 2003, Tax Freedom Day arrived on April 14, 
more than two weeks earlier than it had in 2000. 

Beginning in 2007, stimulus tax cuts and a 
weakening economy pushed Tax Freedom Day 
earlier still; in 2009, Tax Freedom Day was on April 
10, earlier than any year since Lyndon Johnson 
was in the White House. Federal tax increases and 
the economic recovery will push Tax Freedom Day 
this year to April 18, five days later than last year.



Cutting the Corporate tax rate Would pay 
for itself
by Michael Schuyler, PhD

The perennial argument against reducing the federal corporate income tax rate is that it would increase 
the deficit. This argument rests largely on the conventional, static scoring analysis used by the Joint 
Committee on Taxation and others, which assumes away how taxes affect the economy and how that in 

turn affects tax revenue. In reality, numerous empirical studies indicate that corporate rate reductions usually 
lead to higher government revenues. 

The Tax Foundation’s dynamic tax simulation model more realistically takes into account this economic 
feedback. We estimate that cutting the federal corporate income tax rate from its current 35 percent to 25 
percent would increase the private-business capital stock by 6.2 percent, boost wages and hours of work by 
1.9 percent and 0.3 percent, respectively, and raise GDP by 2.2 percent. Our model also shows that, due to a 
larger economy, lowering the corporate rate ten points would increase total federal revenues by 0.8 percent, 
meaning that this is one tax cut that would pay for itself.

To read more about how cutting the U.S. corporate tax rate would increase economic growth, boost wages and 
employment, and provide a net revenue bonus for the U.S. Treasury, visit http://taxfoundation.org/article/
cutting-corporate-tax-rate-would-pay-itself.

Don’t panic! it’s Just a sequester
by William McBride, PhD

The sequester saga demonstrated how political rhetoric can get detached from reality. First, the sequester 
is a relatively small (2 percent) cut to projected federal spending, which will still result in a federal 
budget that grows on average almost 5 percent a year over the next ten years. Second, most studies 

find cutting spending, rather than increasing taxes, is a better way to reduce debt and grow the economy. 
In particular, the empirical literature on the economic effects of taxes and growth point to the following 
conclusions regarding the sequester:

• The sequester will likely reduce economic growth in the short run, but much less than most are 
predicting, including the CBO. The best estimates indicate GDP will shrink somewhere around 0.3 
percent this year, but the economy will quickly recover and within two years will begin to show the 
positive effects of deficit reduction and a more efficient allocation of resources.

• However, even this modest short-run pain could be reduced or avoided by broadening the spending 
cuts to include mandatory spending, such as Social Security, Medicare, and Medicaid. These long-run 
drivers of spending and debt are simply unsustainable and without reform will continue to take over a 
larger and larger share of the budget.

•  The worst option of all, based on a preponderance of the evidence, is to replace the sequester spending 
cuts with higher income taxes.

To read more about the effects of the sequester, visit http://taxfoundation.org/article/
economic-effects-sequester-and-proposed-alternatives-what-evidence-spending-and-economic-growth.
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For decades, municipal bonds have been a popular 
way for investors to balance out a portfolio with 
a modest, but usually safe, return. Putting your 

money in “munis” also has another, more significant, 
feature—their uniquely favorable tax treatment at 
the federal level. Interest income on these bonds is 
not taxable, giving them a distinct advantage in the 
financial marketplace.

As a result of the tax 
preference for munis, the federal 
government not only forgoes the 
revenue that it would otherwise 
be collecting from the interest 
income but, more importantly, 
it effectively subsidizes greater 
spending and debt by state and 
local government agencies.

The income tax exclusion for 
muni bonds is supposed to help 
state and local governments to 
borrow at a much lower interest 
rate to finance large public 
investments. But the wisdom 
of that policy is based on the 
premise that state and local governments will make 
wise investments in vital infrastructure and public 
services. Statistical evidence suggests this is not always 
the case.

In recent years, local governments have taken on 
an enormous amount of new debt, which does not 
seem to be financing much new investment. Since 
2000, state and local debt has increased by 152 
percent in real terms, from roughly $1.2 trillion to 
nearly $3 trillion. Meanwhile, gross investment has 
grown hardly at all after adjusting for inflation. So we 
have to ask ourselves, where has all of that borrowed 
money gone?

As it turns out, a large chunk of state and local 
government spending is now going to interest 
payments. State and local governments now spend 

“in an era when many 
of our largest states are 
drowning in long-term 
debt...the last thing the 
federal government 
should be doing is 
encouraging even more 
borrowing at the state 
and local level.”

continued on next page

For the sake of tax reform, the 
muni Bond exclusion (and state 
tax Deduction) must Go
by Scott Hodge
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almost $120 billion just to pay interest on their debts. 
That’s more than they spend on police, more than 
twice what they spend on fire protection or parks and 
recreation, and more than basic services like water, 
sewer, and waste management put together.

In an era when many of our largest states are 
drowning in long-term debt incurred to finance 
spending on everything from lavish public employee 
pensions to privately-owned stadium construction, the 
last thing the federal government should be doing is 
encouraging even more borrowing at the state and local 
level.

But muni bonds aren’t the only culprit when it 
comes to taxes and state budgets. The federal tax code 
also allows taxpayers who itemize to deduct the cost of 
paying state and local income taxes.

The states with the largest amount of “taxes-paid” 
deductions currently spend nearly $2,800 more per 
person on average than states with lower amounts of 
deductions, and the gap between their relative spending 
levels has increased over the past decade.

The taxes-paid deduction tends to benefit higher-
income taxpayers over lower-income taxpayers 
and the governments of the overall wealthiest 
states. Those states—such as  New York,  New Jersey, 
Connecticut,  Massachusetts, and  Virginia—all claim 
the highest percentage of filers claiming the state tax 
deduction.

By contrast, the poorest states, such as Arkansas, 
Mississippi, New Mexico, and West Virginia, have 
among the lowest percentage of filers claiming the 
deduction.

Policymakers need to ask themselves whether it 
is fair to have a tax deduction that gives the biggest 
benefit to the wealthiest states. If we look at the 
distribution of taxpayers claiming the taxes-
paid deduction, 88 percent of the benefits go to 
taxpayers earning over $100,000. Does that seem 
fair?

The connection to the tax reform and budget 
debate in Washington is clear. Should Congress 
remove the exemptions and take in the extra 
revenue? Or should these provisions be eliminated 
as part of a wider package of tax reform?

The Tax Foundation has estimated the 
economic impact of taking on these provisions 
under two different scenarios. In the first, we 
eliminated the taxes-paid deduction and used all the 
increased revenues for deficit reduction. The model 

shows that this revenue-raising plan would actually lead 
to a slight reduction of both wages and total economic 
output over the long term.

In the second scenario, however, we modeled a 
revenue-neutral plan that eliminated the taxes-paid 
deduction and municipal bond exemption while 
lowering income tax rates across the board.

We found that the revenue-neutral plan produces 
much better economic results, increasing the future 
level of GDP by about $41 billion. Not a huge effect, 
but enough to boost private business investment, wages, 
and hours worked—enough, in fact, to create roughly 
240,000 new private sector jobs.

The results of these simulations make clear that 
given the choice between eliminating the state and local 
tax provisions solely for deficit reduction or doing so 
within the context of tax reform, the tax reform option 
produces the biggest bang for the economy, leading to 
more growth, higher wages, and better living standards 
for all Americans.
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Facts & Figures 2013: How Does 
Your state Compare?
by Donald Johnson

The 2013 edition of Facts 
& Figures: How Does 
Your State Compare? 

has been released and is now 
available online at http://

taxfoundation.org/statefacts. Copies may also be 
ordered by contacting me at johnson@taxfoundation.
org. 

One of the Tax Foundation’s longest running and 
most popular publications, Facts & Figures has worn 
many hats over the years. In 1941, we began the series 
as Tax Facts & Figures. “There is need for concise and 
accurate data,” we wrote. “Facts give a broader perspec-
tive, facts dissipate predilections and prejudices…[and] 
this collection of data is an important step to meet the 
challenge presented by the broad problems of public 
finance.”

One year later in 1942, Tax Facts & Figures was joined 
by Facts & Figures on War Finance, which lasted for the 
duration of World War II and served to encourage the 
citizenry to remember that every dollar wasted was a 
dollar that could not go toward defeating the Axis. 

In 1944, Tax Facts & Figures was retitled Facts & 
Figures on Government Finance and rapidly became 
an incomparable and highly sought after source of 
information on governing spending and finance. The 
information contained in Facts & Figures was cited many 
times by Congress and other policymakers and lauded by 
such notable economic minds as Milton Friedman, who 
said that the book was “the most detailed and useful 
statistical portrait of where the spending goes and how 
it is financed.” This popular iteration of Facts & Figures 
eventually expanded to include 250 tables of data over 
38 editions before it was discontinued in 2004. 

However, Facts & Figures was immediately resurrected 
in a new form, continuing to this day. Now known as 
Facts & Figures: How Does Your State Compare?, this 
latest manifestation of the series focuses on state taxes 
and serves as an indispensable pocket guide to state 
tax rates, collections, burdens, and more. It is cited 
regularly by state and federal legislators, governors, and 
other policymakers. Facts & Figures is once again one 
of our most highly sought-after publications, with over 
9,000 copies mailed out every spring and thousands of 
additional copies requested throughout the year.
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Public policies often have unintended consequences 
that outweigh their benefits. One consequence of 
high state cigarette tax rates has been increased 

smuggling, as criminals procure discounted packs from 
low-tax states to sell in high-tax states. Growing cigarette 
tax differentials have made cigarette bootlegging both a 
national problem and a lucrative criminal enterprise.

Every two years, scholars at the Mackinac Center for 
Public Policy, a Michigan think tank, use a statistical 
analysis of available data to estimate smuggling rates for 
each state. Their most recent report uses 2011 data and 
finds that smuggling rates generally rise in states after they 
adopt large cigarette tax increases. Smuggling rates have 
dropped in some states, however, often where neighboring 
states have higher cigarette tax rates. The table shows the 
data for each state, comparing 2011 and 2006 smuggling 
rates and tax changes.

New York is the highest net importer of smuggled 
cigarettes, totaling 60.9 percent of the total cigarette 
market in the state. New York also has the highest state 
cigarette tax ($4.35 per pack), not counting the local New 
York City cigarette tax (an additional $1.50 per pack). 
Smuggling in New York has risen sharply since 2006 
(+170 percent), as has the tax rate (+190 percent).

Smuggling takes many forms: counterfeit state tax 
stamps, counterfeit versions of legitimate brands, hijacked 
trucks, or officials turning a blind eye. The study’s 
authors, LaFaive and Nesbit, cite examples of a Maryland 
police officer running illicit cigarettes while on duty, 
a Virginia man hiring a contract killer over a cigarette 
smuggling dispute, and prison guards caught smuggling 
cigarettes into prisons. Policy responses have included 
banning common carrier delivery of cigarettes, greater 
law enforcement activity on interstate roads, differential 
tax rates near low-tax jurisdictions, and cracking down on 
tribal reservations that sell tax-free cigarettes. However, 
the underlying problem remains: high cigarette taxes that 
amount to a “price prohibition” of the product in many 
U.S. states.

Read the full study at http://taxfoundation.org/article/
cigarette-taxes-and-cigarette-smuggling-state.

Cigarette taxes & 
Cigarette smuggling 
by state
by Joseph Henchman & Scott Drenkard

“smuggling takes many 
forms: counterfeit state 
tax stamps, counterfeit 
versions of legitimate 
brands, hijacked trucks, 
or officials turning a blind 
eye.”
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on The 
table in 
2013
by Joseph Henchman, Scott 
Drenkard, & Elizabeth Malm 

Our state team is working 
hard to spread the word 
about simple, sensible tax 

policy. Below are some of the 
state tax proposals we’re tracking 
and testifying about. Learn 
more about your state at www.
TaxFoundation.org/state.

Comprehensive Reforms

Louisiana. Gov. Bobby Jindal 
(R) is pushing a major tax reform 
that would replace the state’s 
individual income and corporate 
taxes with a broadened and raised 
sales tax, and raise cigarette and 
severance taxes. 

nebraska. Legislators have 
begun setting up a commission to 
consider options. Among those 
considered will be suggestions 
by the Tax Foundation in 
cooperation with the state’s 
Platte Institute think tank.

north Carolina. North 
Carolina legislators are weighing 
proposals to eliminate or reduce 
the income tax by expanding 
the sales tax to services and 
exempting business-to-business 
transactions. Elimination of the 
state’s inheritance tax may also 
be on the table.

Ohio. Gov. John Kasich (R) 
proposes reducing the income 
tax by 20 percent, broadening 
the sales tax to services while 
reducing the rate, and increasing 
severance taxes.

Other Proposals

Alaska. Gov. Sean Parnell 
(R) seeks a restructuring of oil 
extraction and corporate taxes.

Arizona. The state may reform 
local sales tax administration.

delaware. Gov. Jack Markell 
(D) proposes a top income tax 
rate of 6.6 percent, preventing a 
scheduled drop from 6.75 percent 
to 5.95 percent in 2014. Markell 
proposes similar steps with the 
corporate and estate taxes.

Indiana. Gov. Mike Pence 
(R) proposes reducing the single-
rate income tax from 3.4 percent 
to 3.06 percent, which would 
make it the lowest rate of any 
state with an income tax.

Iowa. The Iowa House 
has passed a bill offering an 
“Alternative Maximum Tax” 
optional flat tax.

Kansas. Gov. Sam Brownback 
(R) in 2012 proposed a 
significant income tax reduction 
(top rate from 6.45 percent to 
4.9 percent), financed by base 
broadening. The Legislature 
rejected the base broadening but 
approved the tax cuts, creating 
a structural revenue hole. Gov. 
Brownback again proposes 
eliminating income tax credits 
while reducing the rate further.

Massachusetts. Gov. Deval 
Patrick (D) proposes raising the 
state’s income tax from 5.25 
percent to 6.25 percent while 
reducing the sales tax from 6.25 
percent to 4.5 percent. His plan 
would also index the gas tax for 
inflation and raise the cigarette 
tax from $2.51 to $3.51 per pack.

Minnesota. Gov. Mark 
Dayton (DFL) proposes raising 
the top income tax rate to 9.8 
percent and raising the cigarette 
tax.

Missouri. Legislators propose 
reducing the income and 
corporate taxes while raising the 
sales tax a half of a point. The 
bill also centralizes local sales tax 
administration and collection 
with the state.

new Mexico. Gov. Susana 
Martinez (R) has approved 
legislation reducing the corporate 
tax rate from 7.6 percent to 5.9 
percent.

Pennsylvania. Gov. Tom 
Corbett (R) proposes eliminating 
the state’s capital stock and 
franchise taxes, and reducing 
the corporate tax rate from 9.99 
percent to 6.99 percent.

Rhode Island. Gov. Lincoln 
Chafee (I) proposes reducing 
the state’s corporate tax from 9 
percent to 7 percent and cutting 
corporate tax credits. A separate 
proposal would repeal the state’s 
sales tax.

Virginia. Virginia’s new 
transportation bill raises the 
sales tax, eliminates the gasoline 
tax, imposes a new wholesale 
fuel tax, and raises an array of 
taxes on hotels, car purchases, 
and real estate transfers.

Wisconsin. Gov. Scott 
Walker (R) proposes dropping 
the bottom income tax rates. 
Legislators may eliminate the 
state’s Alternative Minimum Tax 
and some tax credits.

Wyoming. Wyoming has 
rejected a cigarette tax increase 
but passed a gasoline tax increase.
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Spring is the time when legislators and governors 
wrangle over state budgets. Most of these fights 
will be over state general revenues and the general 

fund—state taxes and the spending it funds.
Officials are often surprised to learn that much 

state spending is actually outside these general funds, 
funded by federal aid: $623 billion in fiscal year 2010. 
Altogether, federal aid represents 35.9 percent of states’ 
revenue, meaning that for every two dollars a state raises 
in taxes, Uncle Sam kicks in another dollar (see Table).

The trend in recent years has been increasing federal 
aid. A hundred years ago, essentially no state and 
local spending was financed by federal aid. As late as 
the Eisenhower administration, federal aid made up 
less than 10 percent of budgets. This role expanded 
as new programs came about that relied on state 
implementation but federal funding, such as emergency 

unemployment benefits, highway construction, and 
Medicaid. Today, state governors are weighing whether 
to accept a generous amount of federal funds to expand 
their Medicaid programs as part of the Affordable Care 
Act.

So why is this scary? Because while the federal 
government is continuing to step up aid to states, it 
is also debating fiercely about how best to shrink the 
record federal deficit over the long term. Opinions 
on some issues—Medicare, defense spending, the new 
health care bill—may be so strong that compromise is 
impossible. But with even key Democrats committing to 
shrinking federal obligations over the budget horizon, 
federal aid to states will be an attractive place to cut.

The Paul Ryan budget proposal includes this 
explicitly: turning several federal aid programs, 
including Medicaid, into block grants rather than the 

The scariest 
Chart for state 
officials in 
the World of 
sequestration 
and Federal 
Deficit Cutting
by Joseph Henchman & Elizabeth Malm

Federal Aid as a Percentage state General Revenue
Fiscal Year 2011

State

Federal Aid as
Percentage of

General
Revenue

Rank
U.S. 35.9% --
Ala. 38.2% 19
Alaska 24.0% 50
Ariz. 45.7% 3
Ark. 36.2% 26
Calif. 32.4% 37
Colo. 32.1% 38
Conn. 27.9% 45
Del. 25.9% 49
Fla. 36.9% 23
Ga. 41.1% 9
Hawaii 28.6% 43
Idaho 38.2% 19
Ill. 33.7% 34
Ind. 34.5% 30
Iowa 38.9% 15
Kans. 32.9% 35
Ky. 38.3% 17
La. 46.5% 2
Maine 39.3% 13
Md. 34.4% 32
Mass. 31.5% 40
Mich. 36.4% 25
Minn. 29.4% 42
Miss. 49.0% 1
Mo. 44.4% 5
Mont. 41.9% 8
Nebr. 36.2% 26
Nev. 27.1% 46
N.H. 34.5% 30
N.J. 28.6% 43
N.M. 42.6% 7
N.Y. 40.4% 10
N.C. 35.0% 29
N.D. 26.0% 48
Ohio 38.9% 15
Okla. 39.0% 14
Ore. 36.6% 24
Pa. 34.3% 33
R.I. 38.3% 17
S.C. 38.1% 21
S.D. 45.6% 4
Tenn. 44.0% 6
Tex. 40.0% 11
Utah 31.6% 39
Vt. 36.2% 26
Va. 26.8% 47
Wash. 31.3% 41
W.Va. 37.5% 22
Wis. 32.8% 36
Wyo. 39.6% 12
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current unlimited federal match. As state transportation 
woes mount, we may seriously question the wisdom 
of sending federal gas tax payments on a round trip to 
Washington, D.C. before divvying them up among the 
states. If federal funding begins drying up or becoming 
less generous, advocates of local control may reassert 
themselves.

It will be hard for some states to adjust; Mississippi, 
for instance, relies on federal aid for nearly half its 
budget. Even modest reductions amount to billions of 
dollars of reduced services or higher state taxes. But it is 
simply confronting reality to acknowledge that the federal 
government is too mired in red ink to be writing huge 
checks to state and local governments year after year. 
Planning for this eventuality will soon be a hallmark of 
proactive state leadership, and soon after, a necessity. 

Source: Tax Foundation, Sources of 
State and Local Revenues, Fiscal Year 
2010

Federal Aid
$623 billion
24.9%

Property Taxes
$442 billion
17.7%

Income Taxes
$260 billion
10.4%

Sales Taxes
$285 billion
11.4%

User Fees
$410 Billion
16.4%

Other 
$270 billion
10.8%

Other Excise 
Taxes
$108 billion
4.3%

Car and 
Gasoline Taxes
$60 billion
2.4%

Corporate Taxes
$43 billion
1.7%

sources of state Plus Local Revenues
Fiscal Year 2010
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Criticizing soda taxes in Vermont
by Scott Drenkard

On February 20, I testified to the Vermont House Health Care and Ways & Means committees regarding 
a $1.28 per gallon soda tax proposal. My testimony drew on our 2011 study, Overreaching on Obesity: 
Governments Consider New Taxes on Soda and Candy. I made several points to the committee, 

including:

Regressivity: A 2006 study found that a 10 percent excise tax on fatty foods would harm high-income 
individuals to the tune of $24.29, whereas low-income families had a burden almost double: $47.38. This 
effect would be amplified by the proposal in Vermont, which is a $1.28 per gallon tax, which equates to 
between 24 and 132 percent depending on the product it is levied on.

Ineffectiveness: While the law of demand states that increasing the price of a product will make 
people buy less of it, economic actors don’t behave in a vacuum. Several studies show that people just 
substitute calories from other sources when soda is taxed. A 2012 study showed that taxing soda leads 
many people to switch from soda to beer more often, and this behavior change results in an increase of 
1,930 calories consumed per month for those people. Bear in mind that Vermont currently only taxes beer 
at 27 cents per gallon, and the proposed soda tax would be almost five times as high at $1.28. The highest 
tax on beer is $1.17 in Tennessee.

The externality Argument is a Myth: Economists sometimes support taxes on products if their 
consumption creates side-effects (externalities) on the rest of society. Soda tax advocates make the case 
that since obese people have higher healthcare costs, taxpayers and anyone who shares an insurance pool 
with obese individuals are paying in part for their healthcare costs, which is an externality problem that 
needs to be addressed with tax policy. This argument is entirely unsatisfactory because the externality in 
question here is not sugar-sweetened beverages, it is actually healthcare costs. What’s more, this health-
care cost spillover is actually included by design in government programs like Medicare and Medicaid. By 
definition, those programs rely on general tax dollars to fund healthcare spending. It’s unreasonable to 
call for additional government intervention to solve problems primarily created by government programs. 
These externality problems could be better addressed through adjusting the structure of those programs.

nutrition has Many Inputs: Ultimately, soda is just one source of calories in an overall diet (the 
literature suggests just 7 percent). It is entirely possible to have the occasional (or even regular) soda 
and not become obese. But an excise tax on soda is a blanket policy that would affect all soda drinkers 
regardless of weight. Ultimately, the tax code is far too blunt an instrument to be used to address something 
as complex as nutrition choices.

While the bill survived the Health Care Committee, opposition from members of the Ways & Means 
Committee and Gov. Peter Shumlin (D) doomed the proposal for this legislative session. It was defeated 
in the Ways & Means Committee on March 22. A similar tax proposal in Hawaii was also rejected by a 
Senate committee.

Read the full testimony at http://taxfoundation.org/articlevermont-legislative-testimony-sugar-and-snack-
taxes.
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is it a tax or is it a Fee?

Our new guidebook to state law and cases 
will help taxpayers and policymakers tell the 
difference.
by Joseph Henchman

American antipathy to taxes is rooted 

deep in our nation’s history, from 

early colonial taxes to the Boston Tea 

Party to the Whiskey Rebellion to California’s 

Proposition 13 to today. Elected and 

appointed officials are increasingly turning 

to a strategy of hiding increased tax burdens 

by denying that even an obvious tax is a tax. 

They label them user fees, fines, surcharges, 

revenue enhancements, special assessments, 

and so forth.
This is not just a matter of semantics. Taxes that are 

not called taxes violate the principle of transparency 
by depriving taxpayers of information needed to make 
meaningful choices about public priorities. Further, many 
state constitutions contain additional procedural steps 
and limitations that apply only to tax increases. Sixteen 
states require legislative supermajorities for tax increases; 
nearly every state requires uniformity in taxation, which 
means equal treatment of similarly situated taxpayers; and 
many states have multiple reading requirements or caps 
on tax rates or revenue levels.

These taxpayer protections can be undermined if the 
legislature can circumvent them by merely relabeling what 
would otherwise be a tax, so a workable definition of “tax” 
is necessary to give them meaning. The Tax Foundation’s 
Center for Legal Reform, created in 2005 to advance 
sensible tax policy in judicial decisions, does just that 
through filing briefs and efforts to spotlight evasion of 
constitutional and legislative safeguards.
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taxes Are Imposed for Revenue Purposes, 
While Fees Cover the Cost of Providing a 
service

Taxes, fees, and penalties are all imposed by 
government, all raise revenue, and all impose economic 
costs. While some may equate a tax to any government 
action that results in costs of any kind, the general public 
and the courts have been careful to distinguish between 
different forms of government-collected exactions. The 
key difference between these different assessments, 
according to laws and interpretive rules used in nearly 
every state, is their purpose.

Therefore, to determine whether a charge is a tax, 
one must look at its primary purpose. A charge is not 
a tax if it is not imposed by the government, collected 
from those receiving particularized benefits to pay for 
those benefits, or collected for a primary purpose other 
than raising revenue. 

At present, all states except two (North Carolina and 
Oregon) focus on purpose in distinguishing taxes from 
other types of revenue. This purpose-based standard 
is also used internationally, as ratified by the Vienna 
Convention of 1961 (leading to disputes over diplomats 
not paying New York parking tickets or U.S. officials 
refusing to pay the London Congestion Zone charge).

An essential corollary of the purpose standard for 
defining tax is that the label used by the legislature in 
framing the tax is not dispositive. Most states have 
explicitly held that how the charge operates is more 
important than the label used, with many others silent 
on the point. Two states (Delaware and North Carolina) 
are unclear, with cases in both states relying heavily on 
the label given by the legislature.

tax statute Ambiguity should Be Resolved 
in Favor of the taxpayer

In situations where a tax case could be resolved either 
way, or where a tax statute could have two possible 
interpretations, all states except one (Oregon) have 
adopted a rule that such ambiguity is resolved in favor 
of the taxpayer. This rule is of particular importance 
when a local government or special district is imposing 
a tax but does not have proper state permission to do so.

Courts are generally reluctant to suspend the 
operation of a revenue-raising statute and in some cases 
are actively prevented from doing so on separation of 
powers grounds. However, judges will not allow the 
continued collection of a tax if its basis is improper or 
even ambiguous.

“Voluntariness” is Immaterial
Some argue that a tax is “compulsory” while a fee 

is “voluntary,” a test adopted partly by 13 states and 
rejected explicitly by 10 states and implicitly by many 
others. The attempt to use this notion to define taxes has 
proven problematic because it conflates the payment of 
the charge with the payment of the underlying service.

One may purchase a product “voluntarily,” but this 
does not make the sales tax paid on the transaction 
“voluntary.” Use of a toll road is a result of a voluntary 
decision, but this fact is irrelevant to the question of 
whether the toll collected is a tax or a fee; it is a fee only 
if the revenue is used to defray the costs of providing a 
service to the payer and is not levied to generate revenue 
for general spending. Taken to its logical extent, the 
voluntariness rule would mean that all charges collected 

• tAxes are imposed for the primary 
purpose of raising revenue, with 
the resultant funds spent on general 
government services.

• Fees are imposed for the primary 
purpose of covering the cost of 
providing a service, with the funds 
raised directly from those benefitting 
from a particular provided service. 

• PenALtIes are imposed for the 
primary purpose of penalizing or 
regulating behavior, generally imposed 
as part of judicial proceedings, 
with resultant revenue a secondary 
consideration.

• some taxes, known as pigouvian taxes, 
are justified on grounds that they will 
discourage behavior, but their primary 
purpose remains revenue raising.

• revenues from some taxes, known as 
user taxes, are deposited in a special 
dedicated fund and not the general 
fund. if their purpose is revenue 
generation for general government 
functions, these are still taxes although 
they can be mischaracterized as fees.
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for government general revenue, 
other than perhaps a head tax, are 
in fact not taxes.

some Words about the 
“Obamacare” decision

In June 2012, the U.S. Supreme 
Court upheld the Patient Protection 
and Affordable Care Act, popularly 
known as Obamacare, on a 5-4 
vote. The Court explained that the 
individual mandate—a requirement 
to buy health insurance—was a valid 
exercise of the federal government’s 
power to tax.

That explanation came as a 
surprise, with most observers 
focused on whether the Act was 
valid under the Constitution’s 
Commerce Clause. The Tax 
Foundation was one of the few 
organizations that filed a brief on the 
taxing power argument (with our 
arguments used by the dissenters). 

On the Court, four justices rejected 
the Court’s conclusion and four 
others stated their preference for 
upholding the mandate under 
the Commerce Clause, with only 
Chief Justice John Roberts focused 
squarely on the taxing power as the 
basis for upholding the statute.

Roberts’s rationale regarding 
the charge owed by a taxpayer who 
refuses to buy health insurance 
is as follows. Asserting that this 
charge is either a penalty or a tax, 
Roberts concluded it was not a 
penalty because (1) the amount 

due is not “prohibitory,” with the 
cost of insurance always larger than 
the charge owed; (2) no criminal 
finding of guilt is required; and (3) 
the IRS is not permitted to use its 
normal prosecution and penalty 
methods to collect the charge. 
Since it was not a penalty, Roberts 
explained, it was a valid exercise of 
the taxing power.

Roberts focused much of his 
argument on that first point, 
writing that a financially onerous 
charge (relative to income) is 
not permissible under the taxing 
power, while a large charge relative 
to income is not. The obvious 
response is that small and large are 
subjective, a point the Court punted 
with the statement that they “need 
not decide here the precise point 
at which an exaction becomes so 
punitive that the taxing power does 
not authorize it.”

Despite popular reference to 
the Court’s decision as concluding 
that the mandate “is a tax,” 
Roberts’s opinion for the Court 
carefully avoids such a firm 
statement. Instead, it states that 
the mandate “looks like a tax,”  
“may for constitutional purposes 
be considered a tax,”  “ m a y 
be viewed as a tax,”  
“may reasonably be 
characterized as a tax,” 
and that “Congress had 
the power to impose [it] 
under the taxing power.” 

This consistent use of cautious 
terminology suggests that the 
Court’s purpose is not to overturn 
its past precedents defining “tax” 
but rather to determine a narrow 
space by which the individual 
mandate could survive 
as constitutional. The 
sheer chaos that could 
emerge from taking the 
Court’s definition as a 
definition of “tax”—small charges 
are taxes and thus must comply with 
supermajority and voter threshold 
requirements, while large charges 
are penalties and may therefore 

be levied by local governments 
without restraint—advises against 
other courts and judges assuming 
too much about what the NFIB 
v. Sebelius ruling means for other 
contexts.

next steps
Our new book, How Is the 

Money Used? Federal and State Cases 
Distinguishing Taxes and Fees reviews 
the state of tax-fee definitional 
standards in the states. We hope 
it helps taxpayers identify further 
opportunities for legal cases and 
public education efforts. Download 
the book for free at our website at 
www.TaxFoundation.org.

Learn more about the Tax 
Foundation’s Center for Legal 
Reform at http://taxfoundation.org/
tax-topics/center-legal-reform.

tAxes

“The key difference 
between [taxes, fees, 
and penalties] is their 
purpose. Therefore, 
to determine whether 
a charge is a tax, one 
must look at its primary 
purpose.”

Fees
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states Begin racing for the exits at the 
multistate tax Commission (mtC)
by Joseph Henchman

On February 28, South Dakota Gov. Dennis 
Daugaard (R) signed legislation withdrawing his 
state from the Multistate Tax Commission (MTC). 

South Dakota’s move follows similar legislation signed 
by California Gov. Jerry Brown (D) on June 28 (S.B. 
1015), and precedes a bill (S.B. 247) rapidly advancing 
through the Utah Legislature to do the same.

What is the MTC and why are some of their state 
members starting to race for the exits?

The MTC was founded in 1967 as part of the 
Multistate Tax Compact. It was created after Congress 
became irritated at the utter mess of conflicting and 
complex rules for interstate business taxation, and 
threatened to impose a modest basic framework: one 
standard apportionment formula that all states had to 
use in divvying up corporate profits for taxation. Fearful 
that this was the camel’s nose into the tent, states set 
up the MTC to hammer out a self-enforcing rule on 
their own without Congress’s interference.

But not for long: today, as the MTC itself admits, 
“39 of the 47 states with a corporate income tax” 
have abandoned this original uniform formula. States, 
pressured by in-state businesses, have modified their tax 
rules to measure taxes owed by sales in a state rather 
than property or employees, as had been done in the 
past. Despite eager MTC efforts to draft model legislation 
and set up working committees on important state tax 
issues—controversial, as the MTC’s voting membership 
consists only of state tax officials—state tax systems 
have continued to move further and further away from 
tax base and regulatory uniformity.

That may mean the MTC isn’t effective at its mission, 
but that isn’t usually enough reason for states to start 
leaving. That came about after one company dusted off 

its copy of the MTC compact and found that it gives 
taxpayers in MTC member states the option to use 
the old uniform apportionment formula rather than 
whatever formula might be in state law. California is 
an MTC member state, and the Gillette Company says 
it wants to use that old uniform formula even though 
it’s not authorized by state law. The courts agreed with 
Gillette, and to prevent other companies from invoking 
the provision, California left.

MTC’s brief in the case did a disservice to its 
important mission, contorting itself to downplay the 
importance of uniformity and the relevance of language 
in its own founding document. The brief dangerously 
argued that compacts need not be adhered to by states 
in full, provoking other multistate compacts to warn 
that states do not have the power to unilaterally change 
the terms of a compact. The MTC has also gotten into 
a war of letters with the National Conference of State 
Legislatures (NCSL), which is critical of the insular 
nature of MTC decision making.

Whether the MTC changes itself to survive or dies 
out, some effort to bring about simplification and 
uniformity is essential. State tax officials are unlikely 
to lead such an effort, because despite any lip service 
to the concept, they shirk from it whenever it means 
actual changes to how a state does things. With state tax 
officials clamoring for more authority to tax interstate 
business income and sales, Congressionally-mandated 
simplification efforts (and not just vague state-enforced 
promises of uniformity) need to be a part of the mix.
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Sales Tax Map 
Each Monday, we post a tax map on our Tax Policy 
Blog at www.TaxFoundation.org/blog. This map 
shows each state’s sales tax, including state rate 
and average of all local rates. For more informa-
tion, including maximum and minimum rates 
by state, see our study State and Local Sales Tax 
Rates in 2013 at http://taxfoundation.org/article/
state-and-local-sales-tax-rates-2013.
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Kyle Pomerleau recently joined us as an 
Economist for the Tax Foundation’s Center for 
Federal Tax Policy.

Previously, he was a Koch Summer Fellow 
at the Americans for Tax Reform Foundation. 
He also interned at the Cato Institute’s Center 
for Educational Freedom. Before coming to 
Washington, D.C., he was a research associate 
at the Maine Heritage Policy Center in Portland, 
Maine, where his research and writing on welfare 
policy became instrumental in the state’s recent 
welfare reforms.

He has written on a variety of topics such as 
state and federal taxation, government spending, 
employment, welfare policy, and education policy.

He is currently pursuing his MPP at 
Georgetown Public Policy Institute and holds a BA 
in Political Science and History from the University 
of Southern Maine.

Tax Foundation 76th Annual Dinner

November 21, 2013

Contact liz Dunlap • 202-464-5108 • dunlap@taxfoundation.org
http://taxfoundation.org/event/tax-foundation-76th-annual-dinner

Richard Borean is a Communications 
Associate at the Tax Foundation. He joined us as 
part of the Spring Internship Program in 2012, 
staying for a second term before recently joining 
the staff. His analysis of taxes and spending 
has been featured in the Wall Street Journal and 
the Idaho Reporter. He is a student at George 
Mason University where he pursuing a B.A. in 
English with a focus in Linguistics. During the 
past few years, he has done research on a range 
of topics from internet-based linguistics to the 
causes of recidivism. After graduation, he hopes 
to spend a year teaching English in China before 
returning home and pursuing a law degree with 
the goal of working in international trade law.

mayflower renaissance Hotel
1127 Connecticut Ave., nW    Washington, DC 20036
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From the Archives:
A Beastly Burden

by Donald Johnson

This graphic appeared in 
the December 1960 issue 
of the Tax Foundation’s 
Monthly Tax Features. One of 
the Tax Foundation’s policy 
newsletters, Monthly Tax 
Features was issued every 
two months between 1957 
and 2004. They contained 

in-depth, semi-technical articles on topical issues of 
tax policy and were the original vehicles for our ever-
popular work on state business tax climates, state tax 
collections and rates, Tax Freedom Day, and more.

For fun, I ran some quick, back-of-the-envelope 
numbers to determine how I could update this graphic 
to demonstrate the tax burden on American citizens 
today. The current federal tax burden per capita is 
approximately $7,004, while the state and local tax 
burden per capita is approximately $4,000, for a total 
per capita burden of $11,004 (current dollars; all dollars 
in the graphic are not inflation adjusted). If we figure 
a fully mature beef steer, as shown in 1960, weighs 
about 4,000 pounds, we get something like 5.6 pounds 
per dollar in animal weight. Thus, the animal that best 
represents the current per capita tax burden is…

…a humpback whale! 
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tax Foundation in the news

march 17

“Organizations such as the Tax 
Foundation have made the case that 
lower taxes will encourage companies 
to add workers, expand and make 
more purchases of plants and other 
equipment.”

 
march 12

The top 10 percent of taxpayers 
paid over 70% of the total amount 
collected in federal income taxes 
in 2010, the latest year figures are 
available, according to the Tax 
Foundation, a think tank that 
advocates for lower taxes. That’s up 
from 55% in 1986.

“There’s been a huge myth created 
that the rich aren’t paying anything,” 
said William McBride, the Tax 
Foundation’s chief economist. “The 
rich pay a much higher rate than the 
poor.”

February 24

“Change Maryland, by contrast, 
has positioned itself as an antagonist 
of O’Malley’s administration, saying 
businesses and residents are fleeing 
the state because of his tax policies.

Speakers at the Change Maryland 
summit bemoaned the fact that 
the state ranks 41st on the Tax 
Foundation’s business tax climate 
index.”

 
march 15

“How big is Jindal’s full court press 
for lower tax burdens? Big enough 
to make the Tax Foundation rescore 
Louisiana’s tax code ranking from 
32nd to the top four across America 
if passed. If Jindal slam-dunks this 
tax reform to advance his state’s tax 
policy past recent legislative votes 
in Kansas, Missouri, and Oklahoma, 
his economic team could become 
the top seed in the fast-break run for 
jobs.”

February 11
“How does your locale compare 

with others when it comes to sales 
taxes this year? A new report  [State 
and Local Sales Tax Rates in 2013] 
from the Tax Foundation, a research 
group, sheds light on a confusing 
area.”

march 7
“Economists said New York’s 

recovery has come despite a business-
tax climate ranked last in the nation 
by the Tax Foundation, a nonpartisan 
research group in Washington, D.C.”

 
January 9

“State tax incentives generally 
don’t add jobs to the U.S. economy, 
said Joseph Henchman, who follows 
state policy for the Tax Foundation, a 
nonpartisan tax research group based 
in Washington.”

 
January 24

“Scott Drenkard, an economist 
with the nonpartisan Tax Foundation 
in Washington, D.C., said he and 
many other economists and public 
finance professionals support 
expanding state sales taxes across 
the board to all consumer services, 
but say business-to-business services 
should be exempt to avoid double 
taxation—first at the wholesale level 
and again at the consumer level.”

January 15
“Most U.S. states tax both 

individual and corporate income, 
according to the Tax Foundation, 
a nonprofit and nonpartisan 
organization that measures federal 
and state taxes.”

 
January 10

“He pointed out that the 
Washington, D.C.-based Tax 
Foundation, a non-partisan tax 
research group, has said that 
eliminating the state’s business 
margins tax would bump Texas from 
the 9th-best business tax climate to 
the 5th-best.”

 
February 26

“In other words, the reason 
President Obama piled up budget 
deficits of $1 trillion or more each of 
his first four years in the Oval Office 
is not because his administration 
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spent too much, but because “the 
wealthy” were taxed too little.

But that’s just fiction, as borne 
out by a report by the nonpartisan 
Tax Foundation culled from the 
most recent Internal Revenue 
Service data on individual income 
taxes.”

 
January 7

“With federal employees in 
the Washington area earning an 
average of $120,000 and lawyers 
averaging nearly $190,000, 
according to Commerce 
Department data crunched by 
Bloomberg News, many area 
families will soon see their taxes 
rise. ‘It’s a hidden tax increase 
buried in there,’ Nick Kasprak, an 
analyst with the nonpartisan Tax 
Foundation, told The Washington 
Examiner.”

march 26
“Stephen Entin, a senior 

fellow at the Tax Foundation, a 
Washington research concern, 
also encourages Congress to 
lower corporate tax rates, and he 
recommends taxing American 
companies on domestic profits 
only.”

march 20
“New York munis have 

benefitted as residents look to 
avoid the nation’s highest state 
and local levies, as tracked by the 
Tax Foundation, a Washington-
based research group.”

April 1
“The Tax Foundation 

announces 2013’s Tax Freedom 
Day on April 2. What does it 
mean? ‘Tax Freedom Day is the 
day when the nation as a whole 
has earned enough money to 
pay off its total tax bill for the 
year.’ The Foundation computes 
the number in late March, then 
announces it in April, but not on 
April Fool’s Day because, as chief 
economist Will McBride told me, 
‘It’s no joke.’”

April 3
“An analysis performed by the 

nonpartisan research group The 
Tax Foundation concluded that 
the economic growth stimulated 
by Romney’s tax proposal would 
have had a tremendous offsetting 
effect on the static revenue lost 
to the tax cuts. In fact, the study 
determined that 60 percent of the 
$360 billion in lost tax revenue 
would have been recovered 
simply through the growth to 
the economy, because the cuts 
would yield higher wages and 
employment and, in turn, higher 
tax collection.”
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irs Funding Critical for taxpayer 
services
by nina Olson, national taxpayer Advocate of the united states

On March 4, we sat 
down with Nina 
Olson, the National 

Taxpayer Advocate, to discuss 
her most recent report to 
Congress and its findings 
and recommendations. The 

National Taxpayer Advocate is required by statute to 
submit an annual report to Congress discussing the top 
twenty problems that taxpayers face in their dealings 
with the IRS. The report also makes administrative and 
legislative recommendations for protecting taxpayer 
rights and mitigating taxpayer problems. Although 
many topics were discussed in the podcast, one 
particular topic of keen interest to 
many of our readers is the issue of 
IRS funding. The following is an 
excerpt from Ms. Olson’s podcast, 
providing unique insight on this 
subject.

Richard Morrison: Your report to 
Congress characterizes [IRS fund-
ing] as insufficient to discharge its mission. There are 
certainly some taxpayers who will decline to shed a tear 
at the thought of the IRS budget not being big enough, 
but of course the agency’s budget doesn’t just pay for 
enforcement, but for customer service as well. How are 
taxpayers being affected by these budget limitations?

nina Olson: There are a couple of levels, and you 
made the point that people focus on the enforcement 
side of the IRS, saying, “Well I don’t care if the IRS can’t 
do another audit or can’t do another collection action.” 
But what folks don’t think about, or easily gloss over, is 
that taxpayers call us—we received 125 million calls last 
year, and this ties directly to the complexity of the code. 
Taxpayers do call us with issues that they have with us, 
whether it’s because they want some pre-filing advice, 
or they need to resolve an issue with us. Many of our 
issues are automated or computer-generated—there’s 
not a human being there who generates the issues. But 
there is a human being that’s needed to resolve that 
issue that was generated by a computer. 

And that’s my concern, actually, about the funding 
cuts for the IRS and the restrictions on spending. The 
IRS will be able to turn to automation: automated 
levies, automated mass error notices that go out to 

taxpayers and say “you’ve done something wrong on 
your return.” But they can’t do automated taxpayer 
service, answering the phones, listening to the taxpayer, 
and giving answers. So they can continue to do these 
automated enforcement-type actions, but there will be 
no one on the phones, or you will have to wait thirty 
minutes on the phone to get through to a live human 
being, as opposed to seventeen minutes last year. That’s 
how long the wait was, to get through to a live assister 
in fiscal year 2012. And only two-thirds of the callers 
who tried to get through to a live assister actually made 
it through.

It’s going to be much worse this year. And if it isn’t 
much worse, it’s going to be because the IRS has moved 

people from other key functions in 
order to keep some level of service 
on the phones. And if people don’t 
get through and get their questions 
answered, or if they’re calling up 
and they’ve gotten a letter from 
the IRS, which has been issued by 
a computer, which will continue 

to be issued by a computer in these budget-restricted 
times, but they can’t get through to a live human being, 
then bad things happen to those taxpayers. That’s when 
the automated levy happens next, or you get the notice 
about going to the Tax Court, and suddenly you’re in a 
much more expensive venue having to hire a lawyer, or 
you represent yourself at your own risk. 

So I think that people need to take a deep breath 
about the IRS needing more funding, and think through 
what the consequences to themselves are going to be. 
Do you really want an underfunded IRS? Because the 
consequences are not good.

Make sure to keep up with the good work that 
Nina and her staff are doing on the web at www.
taxpayeradvocate.irs.gov. You can also follow them 
on Twitter at @YourVoiceAtIRS.

The full podcast with Nina can be found at http://
taxfoundation.org/podcast/taxpayer-advocate-nina-
olson-fixing-irs.

The Tax Foundation invites national figures from all 
perspectives to contribute columns to Tax Watch. The 
opinions expressed are those of the authors and not neces-
sarily those of the Tax Foundation. 

...people need to take a 
deep breath about the 
irs needing funding...
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