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Cost of Complying with Federal Income Ta x
Will Reach $140 Billion in 200 1

The complexity of the U .S . income tax is im-
posing continually higher costs on taxpayers ,
so high that a substantial "tax cut" could be
achieved just by simplifying the code, accord-
ing to testimony on July 17 by J . Scott Moody,
Senior Economist with the Tax Foundation ,
before the Oversight Subcommittee of the

If a simplification of the code could be achieve d
the resulting "tax cut" would be progressive i n
nature because the burden of complying with the
tax code falls more heavily on low- and middle-
income taxpayers.

House Ways and Means Committee .
Moody projects that in 2001, the natio n

will spend 4 .6 billion hours on just the paper-
work requirements that taxpayers must meet .
That is the equivalent of a work force of ove r
2,235,000 people, more than work in the aut o
industry, the computer manufacturing industry,
the airline manufacturing industry, and th e
steel industry combined .

Moody also finds that if a simplification o f
the code could be achieved, the resulting "tax
cut" would be progressive in nature because
the burden of complying with the tax code

falls more heavily on low- and middle-incom e
taxpayers . For taxpayers whose adjusted gross
income is less than $20,000, the cost of com-
pliance averages over 4 percent of AGI .

Moody emphasizes that the $140 billio n
figure for 2001 represents an extremely cau-
tious estimate of the compliance burden —
and that many substantial costs that are cer-
tainly part of the overall "compliance burden "
are nevertheless excluded from this estimate .
For example, the productive value that peopl e
may have added to the economy if they had
been working instead of filling out forms i s
excluded because estimating this "opportunit y
cost" is difficult and speculative .The costs of
the IRS, the Tax Court and all the litigation tha t
taxpayers pay for when in dispute with thes e
institutions are also excluded .

It is important for the public to have a n
estimate of compliance costs because the
performance of the economy is dramatically
affected by the state of tax law. When lawmak-
ers create an Internal Revenue Code that i s
terribly complex and changes rapidly, taxpay-
ers may not be able to obtain a reasonabl y
certain conclusion about how taxation will
affect a business plan or investment . When th e
tax consequences of a particular economi c
activity are unpredictable, then tax policy i s
handicapping the growth and dynamism of th e

U .S . economy. 0
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New Report on Property Taxes Charts Steady
Growth of Collections
According to estimates in a new Tax
Foundation study, property tax collec-
tions will hit an all-time high in 2001 .
Local government units including coun-
ties, cities, and school districts wil l
collect approximately $243 billion ,
while state governments collect $1 3
billion .

The study is Number 106 in the
Foundation's Special Report series, title d
"State and Local Property Taxes," by
Michael Fitzpatrick Lorelli (see Publica-
tion Summary) .

Adjusted for inflation, property tax
collections have risen steadily sinc e
1950 with one notable exception (see
Figure 1) . Collections dipped during a
series of tax revolts in the 1970s, espe-
cially California's Proposition 13 . The
decline bottomed out in 1980-1981, and
property tax collections have grown 6 9
percent since then .

Local vs . State Property Taxe s
In FY 1997, the latest data available ,

73 percent of all local tax collection s
were property taxes . New Jersey locali-
ties collected the most per capita
($1,591) .

State-level property taxes are smal l
compared to local collections, but they
have begun growing more rapidly .
Washington collected by far the most
per capita in FY 1997 ($347) .

Property Tax Administration
Lorelli provides a general discus-

sion of property tax administration that
includes commentary on the recen t
trend toward centralization of the prop-
erty tax collection process .Though this
trend is occurring largely in response to
a demand for "tax fairness," the results
of the trend are bittersweet because of
the elimination of tax competition be-
tween localities . Statewide control of

assessment and tax rates creates les s
pressure to keep taxes down and effi-
ciently use tax revenue .

Tax Assessment Ratios
An interesting feature of property

taxation is the decision by thousands of
localities to tax just a fraction of each
property's assessed value, as opposed t o
the full value of the property. In some
states a fixed or maximum percentage
is established at the state level, eithe r
by the state constitution or by statute .

To make the matter even more
confusing to taxpayers in states where
localities have a choice, most local tax
jurisdictions choose to assess at a lower
ratio than the state maximum allows .
Lorelli suggests that the taxpaying pub-
lic is not as sensitive to changes in as-
sessment ratios, and it would follow
that politicians encounter less resis-
tance to proposed increases in assess-

State and Local Property Tax Collections in Constant 2001 Dollar s

Fiscal Years 1950-2001
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ment ratios than to proposed increase s
in nominal property tax rates .

Assessing Property Value
Below-market assessment is one o f

the hallmarks of local property assess-
ment . But why would local govern-
ments routinely underassess their prop-
erty? In addition to the obvious fac t
that local property owners can petitio n
if they consider themselves overass-
essed, Lorelli considers another reason
plausible : Many state and federal pro -
grams allocate funds to local govern-
ments by wealth formulas that includ e
property value, creating incentives for
localities to make their populations
appear less wealthy.

Three Economic Views
Lorelli presents the three principa l

economic classifications of the property
tax : the "traditional" or orthodox view,
the "new view," and the "benefit" view .
He concludes that the property tax is
best explained by combining insights
from the "new view" and the benefi t
theories of property taxation, and infer s
that contrary to many popular notion s
about who bears the brunt of the prop-
erty tax, the levy is at least proportional
and probably quite progressive . G

Publication Summary

General : Tax Foundation Special Report
No . 106 ; ISSN 1068-0306; 12pp . ; $1 0
or $50/yr. for 6 issues on varied fiscal
topic s
Title : State and Local Property Taxe s
Author : Michael Fitzpatrick Lorell i
Date : August 200 1
Subject : Compilation of the latest dat a
on state and local property tax collec-
tions, accompanied by general discussio n
of property tax theory .
Tables : State and Local Property Tax
Collections in Constant 1999 Dollars, FY
1950-1999 ; State Property Tax Collec-
tions Per Capita and Per $1,000 of Per-
sonal Income and Corresponding Ranks ,
FY 1996 ; Local Property Tax Collection s
Per Capita and Per $1,000 of Persona l
Income and Corresponding Ranks, FY
1996 ; State and Local Property Tax
Collections Per Capita in Constant 199 9
Dollars and Average Annual Growth, F Y
1986 and 1996; Residential Property Tax
Rates in the Largest City in Each State .

State and Local Property Tax Collections Per Capita i n
Constant 2001 Dollars and Average Annual Growth

Fiscal Years 1987 and 199 7

State Loca l

State 1987 1997

Averag e
Annual Growth

1987-1997 1987 1997

Averag e
Annual Growth

1987-199 7

All States (a) $ 28 $42 4 .2% $ 685 $ 842 2 .1 %

Alabama $ 24 $ 33 3 .0% $ 155 $ 226 3 .8 %
Alaska 266 95 - 9 .8 1,352 1,124 - 1 . 8
Arizona 49 61 2 .3 633 653 0 . 3
Arkansas 3 4 0 .4 280 345 2 . 1
California 87 121 3 .4 604 658 0 . 9

Colorado $ 3 n .a . $ 840 $ 828 - 0 . 1
Connecticut $ 0 n .a . 1,200 1,613 3 . 0
Delaware - - n .a . 349 503 3 . 7
Florida 27 58 8 .0% 634 853 3 . 0
Georgia 4 6 3 .0 499 712 3 . 6

Hawaii n .a . $ 465 $ 550 1 .7 %
Idaho n .a . 475 638 3 . 0
Illinois $ 28 $ 18 - 4 .0% 773 1,140 4 . 0
Indiana 10 1 - 22 .9 589 934 4 . 7
Iowa - - n .a . 841 874 0 . 4

Kansas $ 18 $ 18 0 .2% $ 791 $ 843 0 .6%
Kentucky 96 115 1 .8 193 307 4 . 7
Louisiana 8 6 - 2 .5 287 349 2 . 0
Maine 10 37 14 .0 768 1,279 5 . 2
Maryland 40 50 2 .1 622 764 2. 1

Massachusetts - n .a . $ 898 $ 1,165 2.6 %
Michigan $ 43 $ 186 15 .7% 921 664 - 3. 2
Minnesota 2 2 0 .8 816 983 1 .9
Mississippi 0 9 50 .1 338 488 3. 7
Missouri 3 3 1 .1 391 557 3.6

Montana $ 73 $ 288 14 .7% $ 864 $ 723 - 1 .8 %
Nebraska 3 3 0 .0 898 1,034 1 . 4
Nevada 56 40 - 3.2 468 616 2. 8
New Hampshire 12 1 - 26 .5 1,239 1,672 3. 0
New Jersey 6 0 - 24 .3 1,201 1,710 3 . 6

New Mexico $3 $ 25 22.9% $ 216 $ 304 3 .5 %
New York - n.a. 1,129 1,429 2 . 4
North Carolina 18 - n.a. 400 555 3 . 3
North Dakota 4 4 - 1 .9 565 775 3 . 2
Ohio 2 2 - 2 .3 588 800 3 . 1

Oklahoma n.a. $ 349 $ 357 0 .2 %
Oregon n .a. 1,024 846 - 1 . 9
Pennsylvania $ 16 $ 18 1 .0% 574 787 3 . 2
Rhode Island 10 4 - 8 .0 922 1,325 3 . 7
South Carolina 4 4 0 .8 419 594 3 . 6

South Dakota n .a. $ 716 $ 784 0 .9 %
Tennessee n .a. 362 469 2 . 6
Texas n .a. 796 916 1 . 4
Utah - n .a . 566 577 0 . 2
Vermont $ 1 $ 19 31 .1 % 1,086 1,303 1 . 8

Virginia $ 6 $ 3 - 4 .9% $ 612 $ 839 3 .2 %
Washington 282 373 2 .8 421 635 4 . 2
West Virginia 1 2 5 .9 305 452 4 . 0
Wisconsin 30 16 - 6 .1 853 1,066 2 . 3
Wyoming 284 192 - 3 .8 1,247 847 - 3 . 8

District of Columbia - n .a . $ 1,209 $ 1,410 1 .5 %

(a) Does not include the District of Columbia .

Note : An entry of $0 refers to a positive but insignificant amount of revenue .

Source: Department of Commerce, Bureau of the Census .
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Capital Gains
Tax Reduction:
An Economic
Necessity

by U.S. Representative Paul Ryan (R-Wi)

The American economy is on the verg e
of recession, with GDP growth for the
second quarter only 0 .7 percent . Testify-
ing before the House Financial Service s
Committee, Fed Chairman Greenspa n
observed :

"We are experiencing only a pause in
the investment in a broad set of inno-
vations that has elevated the underly-
ing growth in productivity to a rat e
significantly above that of the two
decades preceding 1995 . . . . Once the
forces that are currently containing
investment initiatives dissipate, new
applications of innovative technolo-
gies should again strengthen demand
for capital equipment and restore
solid economic growth over time
that benefits us all ."

Chairman Greenspan clearly links
economic growth with innovation and
investment . I agree and believe that th e
most effective way to spur innovation is
through an immediate capital gains tax
reduction .

A possible upcoming small business
tax relief package, which will likely b e
paired with an increase in the minimum
wage, may be a chance to provide wide-
ranging capital gains tax relief. It is criti-
cal not to miss this opportunity .

Specifically, the 20 percent and 1 0
percent capital gains tax rates should b e
reduced to 15 and 8 percent respectively .
As for the tax rate on gains from the sal e
of depreciable real property, it should be
reduced from 25 percent to 20 percent .

Elected to the U.S. House of Representa-
tives in 1998, Paul Ryan is a new
member of the House Ways and Means
Committee.

With any tax relief legislation, how -
ever, come revenue considerations .
Though I respectfully disagree with how
capital gains tax reductions are currentl y
scored, I recognize the need to work
within these parameters in order to
move forward with much-needed tax
relief . Each of the initiatives outlined
above would have a significant impact on
economic growth, and it is my hope that
these initiatives can be included in thei r
entirety or in part to meet these fisca l
requirements .

A Capital Gains Tax Cut Can Pay
for Itself

A serious case can be made that a
cut in the capital gains tax rate can pay
for itself. More than any other tax reduc-
tion, a cut in the capital gains tax rate
deserves dynamic scoring because of it s
direct effect on financial markets . It
would increase saving, induce productive
investment and capital formation, raise
productivity growth, increase jobs, and
raise national output .

Historical "Real-World" Analysi s
When the capital gains tax rate has

been reduced in the past, it has resulted in
improved economic performance, highe r
income tax collections, and even higher
capital gains collections . These real-world
results have been clearly documented .

At the same time, the Joint Commit-
tee on Taxation OCT) has underestimate d
the real-world results . When the capita l
gains tax rate was reduced to 20 percen t

in 1983, revenues from the tax rose over
the next five years by 385 percent—from
$12.9 billion to $49.7 billion . Yet JCT
had predicted that the rate cut woul d
lead to a major loss in tax revenue . The
same was true in 1978, when the tax rate
on capital gains was reduced from 4 9
percent to 28 percent . According to
testimony before the Senate Financ e
Committee, JCT estimated that the 1978

FRONT & CENTE R

rate cut would lose $6 .2 billion over five
years . Actually, revenues rose by billion s
of dollars every year thereafter - until th e
tax rate was increased and revenues fell .

More recently, evidence from the

1997 tax reduction from 28 percent to
20 percent, shows that the Treasury did
not suffer. In fact, by contributing to th e
largest gain in productivity and capita l
investment in a decade, it increased tax
receipts to the Treasury by 66 percent i n
just three years. Projected revenue gain s
following the tax cut were $55 billion for
1997, $64 billion for 1998, and $75 bil-
lion for 1999 . Actual revenue gains were
tens of billions of dollars higher : $79
billion for 1997, $90 billion for 1998, an d
$110 billion in 1999 .

Taxpayer Response to a Lowe r
Capital Gains Tax Rate

Under current law, many investors
find it practical to postpone realizing
capital gains in order to avoid the tax .
Instead, investors hold on to the asset s
until death when they can bequeat h
them to heirs at a stepped-up basis ,
avoiding taxes on any capital gains . If
the capital gains rate were lowered, some
of these investors would find it advanta-
geous to realize gains . A reduction in th e
capital gains tax rate is therefore likely to
increase both capital gains realizations

and tax collections in the short term .
Following past capital gains tax reduc-
tions, this has proven to be the case .

At first glance, it would appear likely
that as a result of this "unlocking effect,"
reduction of the capital gains tax rat e
would move some realizations forward in
time, thus lowering long-term realization s
and consequently long-term capital gains
tax receipts . However, this effect would

The 20 percent and 10 percent capital gains tax rates
should be reduced to 15 and 8 percent, and the rat e
on gains from the sale of depreciable real property
should be reduced from 25 percent to 20 percent.
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be partially offset since lowering the
capital gains tax will likely increase in -
vestment in capital assets, working to
increase capital gains realizations ove r
the long-term .

Cost of Capital Lower As Capita l
Gains Tax Reduced

By reducing capital gains tax rates ,
we can create greater incentives for per-
sonal saving and investment . This trans-
lates into more capital investment, espe-
cially in equities, and a higher level o f
economic output. Additional economi c
growth would generate higher revenue s
from other sources of federal revenue, a t
least partially offsetting the static reve-
nue loss projected from capital gains tax
reduction in the out years .

Lower capital gains taxes reduce the
cost of capital (defined as the pre-tax
return required by investors). The tax on
capital gains can be thought of as a tax
on retained income, which funds a large
part of business investment. The higher
the capital gains tax, the more difficult i t
is for businesses to retain earnings (rath-
er than pay out dividends) for real invest-
ment in productive projects . A cut in the
capital gains tax would increase the val-
ue of capital assets and encourage invest-
ment in both established and new busi-
nesses .

Even if a capital gains tax cut results
in a lower cost of capital, Americans must
still be willing to invest and save in orde r
to have an effect on the economy. A
lower cost of capital, or a higher after-ta x
rate of return, should induce more pri-
vate saving.

In August 1998, Congressional Bud -
get Office (CBO) calculated that privat e
saving would rise by only 0 .3 percent
following a capital gains cut from 20 t o
15 percent, adding about 0 .06 percent to
the capital stock after 10 years . The re-
sulting increase in GDP would amount t o
about $2 billion to $3 billion in the 10t h
year, or about $10 billion to $15 billio n
over the decade . My understanding of
economic theory leads me to believe tha t
this is a conservative estimate .

A 1997 study by Allen Sinai assume s
an increase in personal savings by 0 .7 5
percent following a capital gains ta x
reduction. He justifies this assumption
because the marginal propensity to save
is higher for the high-income earners

who realize most capital gains . By this
analysis, annual GDP would grow by 0 . 1
percent . Although the magnitude of this
effect is small, given the immense annual
output of the U .S . economy, currently in
excess of $10 trillion, 0 .1 percent
amounts to an additional $10 billion i n
output in the first year.That is only $ 2
billion of additional revenue, but the
compounding effects of the highe r
growth rate eventually produce over $1 2
billion of additional revenue in the fift h
year, and $32 billion in the 10`h year. The
Joint Economic Committee supports thi s
conclusion .

Sinai believes that, in part, greate r
savings is generated by the increase d
income of a stronger economy in re-
sponse to the reductions in the capital
gains tax, but also is due to greater effi-
ciency in capital markets resulting i n
higher capital realizations, especially a t
the individual level . Some of these funds
return to the federal government at th e
new lower capital gains rate, but most
are now available for spending or savin g
by individuals and, for corporations, on
new investment . The higher savings rate
is generated by increased realizations ,
both in the short run because of unlock-
ing and over time because of a higher
stock market and, thus more economi c
activity.

Unfortunately, there is little empirica l
analysis on the innovation and entrepre-
neurial effects of a capital gains tax cut .
The 1998 CBO study presumes that the
innovative enterprise effect may be sig-
nificant because of the high productivity
of these firms, but cannot be included in
revenue calculations because of lack o f
empirical evidence .

In the meantime, innovation is hin-
dered as the stock market continues to
stall . Some attribute the current down-
ward trend in entrepreurship to a severe
drop in venture capital funding for young
companies, which are often the mos t
innovative . Venture capital money is
three times as productive as corporat e
research and development financing in
spurring successful innovation . Seed
money from family and friends is eve n
more important .

A lower capital gains tax rate would
help to reopen the financing window by
reducing the after-tax cost of capital, a s
well as increasing the after-tax rate of
return on Americans' investments . Such a
measure would immediately be capitalize d
into a higher stream of future earnings ,
which brings us full circle back to th e
argument that JCT does not adequatel y
account for economic effects when scor-
ing a capital gains tax reduction .

I believe that the explosion in start-
ups, technological innovations and pro-
ductivity, along with low inflation, that
our country experienced in recent year s
was related to the 1997 reduction in
capital gains taxes . An immediate reduc -
tion from 20 to 15 percent, along the
lines of what I am advocating in Con-
gress, would fuel continued innovation
and entrepreneurial progress . ilt

The Tax Foundation invites nationa l
leaders from all perspectives to
contribute columns in Tax Features,
generally alternating between th e
major parties . The opinions expressed
are not necessarily those of the Tax
Foundation.
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In 60th Year, Facts & Figures on Government
Finance Is Unrivaled One-Volume Overview of
Public Finances at All Levels of Government

"Facts and Figures on Government Finance is the m ost detailed and tfslyir l
statistical portrait of where the spending goes and how it isfinanced "

— Milton Friedma n

The 35th edition of Facts and Figures on Government Finance arrives at a
time when public finances are very much on the American public's mind .
President Bush is promoting a tax cut, and an important debate about th e
future of Social Security that has been simmering for almost two decade s
seems likely to start a rolling boil in the next year.

The public hears plenty of argument about taxes and spending, and it' s
loud but not clear .

Published regularly since 1941 and annually since 1990, Facts and
Figures on Government Finance is part of the Tax Foundation's effort to
infuse some facts into the fury . The book is a gold mine of public financ e
data at every level of government, with comparisons of taxing and spend -
ing levels spanning a century .

To students of the federal government, it will clarify the debate over the
Bush administration's new plans, answering such questions as :
♦ How much of the nation's earnings is collected in taxes ?
♦ How much do wealthy
Americans pay in income

	

Despite the turmoil over
taxes?

	

public finances today,
♦ How have income tax Facts and Figures has

rates changed since 1913

	

been through worse . On

when the Constitution

	

the back end of the Grea t
w Depression and the front
was amended?

	

end of WWII, the firs t

• The federal edition of the book -- titled

mettksabou educa-

	

tiff

	

/Oet° Tax Facts & Figures — was
published in 1941 . For the

Lion, but how much

	

first time, widely scattere d
does it spend'?

	

facts on tax collections ,
government spending, an d
public debt were assembled i n
one convenient and concis e
handbook .

Facts and Figures is equally useful to people hunting for
state-level information, who often ask which states hav e
the lowest taxes, especially for retirees . Or which state s
don't have an income tax, or an inheritance tax .

Most tax research groups have given up trying to track local government finance because the thousands o f
local taxing jurisdictions are overwhelming . Readers of Facts and Figures on Government Finance will find 30
tables of local data and 20 more that combine state and local figures .

More useful than several more specialized volumes, Facts and Figures on Government Finance combines
material from numerous sources — including out-of-print government documents and private sources . For state
and local finance, it fills the gap left by the discontinuation of the Census Bureau's Government Finance series .

35th Editio n

i Iii~ .tl In

	

. . un Hwn h

PubllnhoJ L~ Ibr I' :n I ,,,,Idau011

on

Facts and Figures on
Government Financ e
35th Edition, May 200 1
ISSN 0071-3678
300 pp., 7 x 1 0
Hardback : $65 .00
ISBN 1-884096-11-5
Paperback: $45.00
ISBN 1-884096-12-3
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Social Security Commission
Lays Out the Painful Fact s

President Bush's 16 member Commis-
sion to Strengthen Social Security has
issued a highly readable interim re -
port on the financial challenges facing
the system . Although it makes no
specific recommendations, the report
does make a strong case as to why
Social Security should be transforme d
from a pay-as-you-go system that
transfers wealth from current worker s
to today's retirees, into a system buil t
on saving and investing .

Critics have charged that the re -
port (available at http ://csss .gov)
paints too bleak of a picture of Social
Security's long-term financial condi-
tion . But to make such a charge is t o
in fact criticize the projections made
by Social Security's own actuaries ,
from which much of the Commissio n
report's findings are drawn .

According to the Commission ,
Social Security's financial problem s
stem directly from its flawed design :
it is a pay-as-you-go system that re-
quires a steady (or growing) pool o f
workers to pay taxes to fund the ben-
efits of current retirees . In many re-
spects, the system's financial prob-
lems have been brewing for nearly 60
years . In 1940, there were more than
40 workers for every retiree . By 1960 ,
there were five workers for every
retiree . Today, there are just 3 .4 work-
ers for every retiree . By 2050, actuar-
ies estimate, the ratio of workers to
retirees will fall to 2 to 1 .

Needless to say, the only way to
continue to finance such a system i s
by increasing the payroll tax burde n
on current workers . In the early
1980's, when the system last faced th e
threat of spending more on benefits
than it collected in taxes, lawmakers
chose this path as the solution. The
cash surpluses that Social Security is
currently enjoying today are the re-
sult of that payroll tax hike .

But as the Social Security Trustees

projected in
their most
recent Annua l
Report, thes e
current cash
surpluses will
turn to defi-
cits in 2016 . While small at first, these
deficits "will eventually grow very
large : $194 billion in 2025, $271 billio n
in 2030, and $318 billion in 2035 (in
2001 dollars)" In today's dollars, the
system's cumulative deficits total more
than $22 trillion through 2075 . In
present value terms, the system's un-
funded liability stands at $12 trillion .

Technically, admits the Commis-
sion report,"the program could re-
deem government bonds in its Trus t
Fund to pay full benefits until 2038 ."
But the existence of these bonds doe s
not solve the problem . Indeed, says
the report, once Social Security be-
gins redeeming those bonds in order
to cover its liabilities, "the nation wil l
face the same difficult choices as i f
there had been no Trust Fund at all ."
In other words, the only way to mee t
these shortfalls is to raise taxes (ei-
ther payroll or income), borrow fro m
the public, or cut other government
spending .

To be sure, most Americans —
and, unfortunately, most members of
Congress — believe that the Socia l
Security trust fund contains real as -
sets that can be drawn upon to pay
future benefits . But the Social Securi-
ty "trust fund" is like the federal high-
way trust fund and some 110 other
federal funds, merely an accountin g
device and not an actual financial
entity. The Clinton administration' s
FY 2000 budget put the issue very
clearly :

These [Trust Fund] balances are
available to finance future benefit
payments and other Trust Fund expen-
ditures — but only in a bookkeeping

sense . . . .They do not consist of real
economic assets that can be drawn
down in the future to fund benefits .
Instead, they are claims on the Trea-
sury that, when redeemed, will have
to be financed by raising taxes, bor-
rowing from the public, or reducing
benefits or other expenditures . The
existence of large Trust Fund balances ,
therefore, does not, by itself, have any
impact on the Government's ability t o
pay benefits . (FY 2000 Budget, Analyt-
ical Perspectives, p. 337) .

The ramifications of failing to
address the system's liabilities soo n
are significant says the Commission .
For example, to close the funding gap
by 2040 would either mean a payrol l
tax hike of 37 percent, a benefit cu t
of at least 26 percent, or $7 trillion in
new public debt .

While the system's massive liabili-
ties should be motivation enough to
spur Washington to reform Social
Security, the poor rate of return that
younger workers can expect from
their years of contributions should be
the final straw. Social Security actuar-
ies estimate that a single, 31-year-old
male with average earnings can ex-
pect a 1 .13 percent return on hi s
lifetime's contributions . A 30-ish, dual-
income couple with medium to low
wages can expect a 2 .24 percent re-
turn on their lifetime payments to th e
system. The rate of return for minori-
ty workers is even worse .

One of the guiding principles that
President Bush outlined for the com-
mission is that any plan to moderniz e
Social Security must include individu-
ally controlled, voluntary persona l
retirement accounts . If implemente d
properly, investment-based persona l
accounts would not only improve the
system's poor rate of return, but the y
would also reduce the system's un-
funded liabilities . While critics will
say that moving to such a syste m
would mean as much as $1 trillion i n
"transition costs," these costs must be
weighed against the cost of doin g
nothing . 0

Scott A. Hodge
Executive Directo r
Tax Foundation
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Tax Bite in the Eight-Hour' Day Puts the Cost o f
Government on the Clock: 2 Hours, 42 Minutes
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In a 9 to 5 day, America
works almost until lunch
before it's finished earning
enough to pay for govern-
ment . This is the startling
lesson of the Tax Bite i n
the Eight-Hour Day. ®

Similar to Tax Free-
dom Day but applied
to the 8-hour workday
instead of the calendar,
the Tax Bite measures
the amount of time in
hours and minutes that
must be spent working to
pay federal, state, and local tax -
es.

The pie chart at right illustrates the frac -

Conference title: Globalization and U .S . Tax Policy :
Is America Losing Its Competitive Edge ?
Conference schedule : Registration

	

11 :30 a .m .
Conference 12 :30 to 5 p .m .

Donors : $250 ; non-donors : $30 0

Reception/Silent Auction 6 :00 p .m .
7 :00 p .m .

10 :00 p .m .

Make checks for either the conference or dinner
payable to "Tax Foundation," or pay by Visa, Master -
Card or American Express .

The Tax Foundation must receive your confer-
ence and dinner reservations by
November 10, 2001 . Written cancellation for
refunds accepted through this date only .
Where and when : Thursday, November 15, 200 1

The Four Seasons Hote l
Corcoran Ballroom
2800 Pennsylvania Avenue, NW
Washington, DC 20007

All Othe r
:62

Clothing :20

Recreatio n
:28

Transportatio n
:36

Health &
Medica l
Care
:57

Conference fee:

Evening schedule:
Dinne r
After-dinner reception

Dinner Attire: Black Tie
Reception/Dinner fee:
$500 per person; $5,000 per silver table ;
$7,500 per gold table ; $10,000 per platinum table

Tax Bite in the 8-Hour Day,
2001

Hours:Minutes

tion of each eight-hour day
that Americans will spend
working to finance the pur-
chase of various goods an d
services in 2001 . Two hour s

Federal Taxes

	

and 42 minutes of each 8 -
1 :53

	

hour day will go to pay
taxes . Most of it—1 hour
and 53 minutes—pays fed-
eral taxes . Forty-nine min-
utes will cover state and
local taxes .

The cost of no other item
in the average American budget

comes close to taxes . In fact,
Americans will spend more hour s

working to pay taxes than they will to provid e
for food, clothing, and shelter combined . O

Register Now for the National Conference & Annual Dinner !

For hotel reservations, call the Four Seasons Hote l
directly: 1-800-332-344 2

For details on the conference and dinner, please call us at 202-783-2760.
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