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When the Tax Foundation launched a
new website in 2005, the mission was
simple: create as many new ways of reaching Americans with our message of sound
tax policy as possible. A new weblog and
podcast were added, along with reams of
tax data, free publications and a fresh new
look and feel.
Four years later, these
investments are paying
dividends. According
to the latest figures,
traffic to the Tax
Foundation’s website
has tripled in volume
since 2005, reaching
more Americans in
more creative ways
than ever with our
message of simple,
transparent and
pro-growth tax policy.

A New Approach

“Our booming web traffic is testimony
to our effort to become a more dynamic
and entrepreneurial organization,” said
Scott A. Hodge, President of the Tax
Foundation. “Through our website, we
are reaching new audiences, marketing
ideas in innovative ways, and are on the
cutting edge of efforts to move tax policy
in a pro-market direction.”

According to the web research firm
Compete, Inc., the Tax Foundation
enjoys more web traffic than any
of the leading tax policy groups in
Washington. In July alone, 85,300
people visited www.taxfoundation.org—
more than 3.5 times
the traffic to Americans
for Tax Reform, and
nearly double the
traffic to the National
Taxpayer’s Union and
the Urban-Brookings
Tax Policy Center.
This boom in web traffic
follows our expanded
marketing efforts,
including videos, free
online publications,
podcast interviews, free
web calculators and more.
“One of the most
popular attractions has been our online
videos,” said Hodge. “Not only are they
entertaining, but they educate Americans
about serious issues in tax policy.”
The videos began with a YouTube
contest in 2008 that invited contestants
to submit videos on the harmful effects
of corporate income taxes. Since then,
the Tax Foundation has commissioned
videos exploring so-called “nanny taxes”
on soda and fatty foods, international
continued on page 6
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This may come as a shock to many Tax Foundation
supporters, but not every tax cut is a good tax cut.
Before you tear up your next contribution check, let
me explain. For the past 72 years, the Tax Foundation’s
mission has been to advance economically sound tax
policy. Our view is that taxes should be simple, neutral,
and with broad bases and low rates.
We believe there is a right way to cut taxes and reform
the tax code and a wrong way. The wrong way leads to
greater government control over the economy and personal decision making
while the right way leads to greater individual freedom and prosperity.
Not everyone sees it this way. Some conservatives believe that any policy
that deprives the government of revenue is a good tax cut. No one wants to
“starve the beast” more than I, but there are big problems with such a simple
view of tax policy.
First, today’s politicians have learned that it is better to be seen as a “tax cutter”
rather than a big spender, so they have gamed the tax code to disguise all manner
of social and economic policy as “tax relief.” These pork barrel tax policies have
added enormous complexity to the tax code, knocked millions off the tax roles,
and have allowed government to micromanage new areas of the economy.
Today, 46 million tax filers have no income tax liability after taking advantage
of all of the credits and deductions in the tax code—one-third of all tax filers.
Obama’s tax polices, such as the “Making Work Pay” tax credit, will increase
the number of non-payers to more than 63 million.
Aside from creating a large class of people with no skin in the game, the most
politically popular tax cuts actually give the government more control over the
economy rather than less. Even the credits enacted with the best of intentions—
such as the $1,000 child credit, hybrid vehicle credit, or adoption credit—are
bad tax policy because they attempt to induce people to make choices politicians
think are right while rewarding select industries at the expense of others.
In our view, a good tax cut is one that promotes efficiency by liberating the
market from distortions caused by politically motivated tax policy. For income
taxes, this means eliminating credits and deductions—including popular ones
like the mortgage interest deduction—in order to cut tax rates for everyone.
Because we are not afraid to point out that some tax cuts are bad tax policy, we
are sometimes at odds with our friends in Congress, state legislatures, and other
policy groups here in Washington. We’ve ruffled a few feathers recently with our
criticisms of state sales tax holidays (a gimmick) and tax credits for filmmakers
(corporate welfare), just to mention two examples.
Our mission is to raise the tax IQ of lawmakers, the media, and taxpayers, and
that requires consistently sticking to our principles based on sound economics.
That’s something you can always depend on.
			

Sincerely,

			

Scott A. Hodge

Are State
Corporate
Taxes Hurting
Wages?

Tax Foundation Senior Fellow
Robert Carroll discusses his research
on PBS’s “NewHour” with Jim Lehrer.

“States with
high corporate
tax rates
have depressed
their workers’
wages.”

High corporate income taxes are often
justified by the claim that wealthy
companies should pay their “fair share.”
But according to a new Tax Foundation
study high corporate taxes may end up
hurting workers—not companies—
through lower wages.
The new study finds that states with
high corporate income tax rates have
likely depressed their workers’ wages in
recent decades, while states with low corporate taxes have boosted
worker productivity and
real wages.
“These findings are
consistent with a growing body of research on
international corporate
income taxes and wages,
and get to the heart of
a longstanding political
argument about business
taxation,” said Robert
Carroll, Senior Fellow at
the Tax Foundation and
author of the new study.

Workers Pay, Not Companies

Lawmakers often argue that raising
corporate income taxes is a good way
to shift tax burdens onto the highincome shareholders of large companies.
However, this assumes that shareholders
bear the burden of the tax. As the new
study explains, there is a growing body
of evidence that a large share of corporate
taxes is really borne by workers—most of
whom are not wealthy.
Using statistical methods, the new study
found that for every $1 rise in state and
local corporate tax collections, real wages
in that area fell by $2.50 five years later.
The reverse is also true: wages rose by
$2.50 for every $1 reduction in state and
local corporate income taxes.
“This study, along with other existing
research, draws into question the conventional wisdom that corporate taxes add to
the progressivity of the tax system,” said
Carroll. “If the corporate tax primarily
burdens labor rather than capital, as this
study finds, then the corporate income
tax does not add to the progressivity of
the tax system.”

The intuition behind the idea that wages
suffer from corporate taxes is simple.
Economics teaches that the least mobile
factor of production—either labor or
capital—will bear the burden of a tax.
In today’s global economy, labor is least
mobile because capital can flow freely
around the world. Since labor can’t
“run away” as easily, most corporate
tax burdens end up falling on workers.
“Countries with low corporate tax rates
tend to attract investment and generate
capital formation,” said Carroll. “When
workers have more capital to work with,
their labor productivity and wages will
rise. But when capital leaves, the opposite
occurs and wages fall.”
The study looked at the relationship
between corporate taxes and wages
within the 50 U.S. states. Using statelevel data from 1970 through 2007, the
study looked at which states increased
corporate taxes most, and examined how
the wages of workers in those states were
affected. The study controlled for various
factors such as unionization, right-to-work
laws and demographics.
The findings of the study are striking:
every 1 percent increase in corporate
taxes leads to a 0.014 percent decrease
in wages. According to the study, if the
average state corporate tax rate were
increased one percent, wages of U.S.
workers would fall by $715 million overall.
“International studies have found that
countries increasing their corporate
tax rates have experienced decreases
in workers’ wages,” said Carroll. “Our
research based on the 50 states reinforces
this view.”
Read the full study, “Corporate Taxes and
Wages: Evidence from the 50 States,” at
www.taxfoundation.org/publications/
show/24990.html.

Tax Fact:
Share of federal income tax paid
by top 1 percent: 40.4 percent
Share paid by bottom 95 percent:
39.4 percent
Fall 2009 •

3

Income Tax:
Top 1 Percent
Pay More than
Bottom 95

CNN news features the Tax Foundation’s
website on the costs of health care reform.

“The claim that
high-income
Americans pay
little or no taxes
is not supported
by the data.”

Lawmakers often argue the “rich”
don’t pay their fair share of taxes. But
according to a new Tax Foundation study
of IRS data, high-income taxpayers bear
the vast majority of the nation’s federal
income tax burden.
The study shows that in 2007, America’s
top 1 percent of tax filers paid 40.4
percent of all federal income taxes—
more than the bottom 95 percent of
tax filers combined—despite earning
about 22.8 percent of
the nation’s income.
The share of the nation’s
income tax burden borne
by top-earning families
reached a historic high
in 2007. However, the
study notes that this
record-setting trend
is likely to end when
2008 data are available,
given the recent severe
economic downturn.
“This pattern of surging
income tax burdens at the
top of the income spectrum is something
we see during nearly every recession and
recovery,” said Gerald Prante, Senior
Economist at the Tax Foundation and
author of the new analysis.
Unlike middle-income wage-earners
whose incomes and taxes are steady,
high-income earners tend to have
incomes and tax bills that fluctuate
wildly with the economy. The study
notes the sharp rise in federal tax
revenue from 2003 to 2007 is likely
to be followed by a substantial dip in
2008, 2009 and perhaps 2010 as the
economy struggles through the worst
recession since the early 1980s.

Soaking the Rich

While the Tax Foundation has released
similar studies for many years, the latest
analysis explores for the first time the

Tax Fact:
Average OECD top corporate tax rate: 26.29 percent
Average U.S. top rate: 39.1 percent
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income tax burden of Americans in the
top 0.1 percent of tax returns. While
this elite group amounts to just 141,000
high-income tax returns, they pay roughly
20 percent of the nation’s federal income
taxes while earning 12 percent of the
nation’s income.
“The average income tax paid for a tax
return in the top 0.1 percent of earners
is a staggering $1.6 million,” said Prante.
“That’s paid on an average income of $7.4
million, for an average effective income
tax rate of 21.5 percent.”
The study shows that average income
tax rates increased once again in 2007
as the U.S. economy continued to grow.
“Even though there were no significant
pieces of tax legislation enacted in 2006,
the average tax rate for returns with a
positive liability went from 12.60 percent
to 12.68 percent from 2006 to 2007,”
said Prante.
Thanks to the 2001 and 2003 Bush tax
cuts, federal tax rates have remained
stable in recent years. However, the
income tax remains highly progressive.
According to the study, average effective
income tax rates range from 3 percent
for the bottom half of tax returns to
22.45 percent for the top 1 percent.
Not all Americans feel the burden of
income taxes. In 2007, some 47 million
tax returns had zero federal income tax
liability. Not only did these households
get back every dollar the government
withheld from their paychecks, but some
even received more back from the IRS.
“As these data show, the often-repeated
claim that high-income Americans
pay little or no taxes is simply not true,”
said Scott A. Hodge, President of the
Tax Foundation.
Read the full analysis, “Latest Federal
Individual Income Tax Data,” at
www.taxfoundation.org/publications/
show/250.html.

Study: Tax
Increases
Cost Twice
the Revenue
Raised

Tax Foundation President Scott A. Hodge
discusses a proposal to tax health benefits
on Fox News with Neil Cavuto.

“With every
dollar of
revenue, the
proposed tax
hikes cost the
economy an
extra 86 cents.”

When most people think about taxes,
they think of the dollar amount they
pay to government. But the true cost is
much higher, and includes the broader
harm taxes cause to the economy as well.
According to a new Tax Foundation
study, the full economic costs of some
taxes are twice as burdensome as revenue
figures alone suggest.
“Taxes distort choices and steer resources
away from their best and highest use
based purely on economic merit,” said
Robert Carroll, Senior Fellow at the Tax
Foundation and author of the new study.
“When decisions are made
in part for tax reasons,
economic resources are
wasted. This is known
as the ‘deadweight loss’
from taxes.”
The new study estimates
the economic cost of
the proposed health care
surtax and the expiration
of the 2001 and 2003 tax
cuts. These higher tax
rates are estimated to raise
$88 billion in 2011. But
the economy will incur
an additional burden of $76 billion—the
“deadweight loss”—raising the economic
cost of the proposed tax hikes to a
staggering $164 billion, roughly double
the revenue lawmakers intend to raise.

Higher Rates, Higher Burdens

The study examines the deadweight
losses caused by the current income tax
system, as well as how the costs would
change if the Bush tax cuts were allowed
to expire—which would raise the top
income tax rate to 39.6 percent—and if
Congress enacted a high-income surtax
of between 1 percent and 5.4 percent to
pay for a national health care system.
Even before these proposed tax hikes,
the study estimates the current tax
code already imposes a heavy burden
on Americans.

“The excess burden of the current individual income tax is not inconsequential,
amounting to roughly 11 to 15 percent of
total income tax revenues,” said Carroll.
“This means that in the course of raising
roughly $1 trillion in revenue through
the individual income tax, an additional
burden of $110 to $150 billion is imposed
on taxpayers and the economy.”
All taxes impose costs on households.
But not all taxes are equally burdensome.
In particular, taxes that raise revenue
with high rates are especially harmful.
They affect how much people choose
to work by decreasing the financial
reward to labor. High tax rates also
may discourage savings, affect investment choices, and change the way
households spend their money. For
these reasons, economists recommend
low tax rates and broad tax bases.
Unfortunately, Congress has not heeded
economists’ advice in their proposals for
health care reform.
“The burden is particularly high for
the upper-income tax rates being
considered by Congress,” said Carroll.
“With every dollar in additional revenue,
these tax increases impose an extra
burden of 86 cents.”
For example, in 2011 a couple earning
$500,000 will pay $112,437 in income
taxes. But the excess burden to them
of that tax payment is $16,664—about
15 percent of their tax burden.
“Lawmakers should be wary of policies
that aim to make higher-income taxpayers ‘pay their fair share’ but impose very
substantial burdens on all taxpayers and
waste substantial economic resources,”
said Carroll.
Read the full study, “The Excess Burden
of Taxes and the Economic Cost of High
Tax Rates,” at www.taxfoundation.org/
publications/show/25003.html.
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(continued from tax competition, cap-and-trade, tax
page 1) deferral, and more. In total, the videos

“Our website
serves as a
beacon for
sound tax
policy on
the web.”

have received more than 100,000 views,
introducing younger and more dynamic
online audiences to the importance of
sound tax policy to their daily lives.
Publications have been a cornerstone
of the Tax Foundation’s work since
its founding in 1937. The new website
has allowed more free publications
to be shared with more Americans
than ever before, greatly expanding
the reach of our 70-year archive of
tax policy research.
“A major success this year has been
the number of downloads of our ‘Facts
& Figures’ booklet via the website,”
said Hodge.
The booklet compares the 50 states
on 40 different measures of taxing and
spending in a convenient pocket-sized
format. In previous years, the Tax
Foundation mailed hundreds of print
copies to lawmakers, journalists and
others. Today the booklet reaches tens
of thousands more Americans through
free electronic copies via the website.
“This summer alone, the latest update
of our ‘Facts & Figures’ booklet was
downloaded 58,000 times in two
months,” said Hodge.

By the Numbers…
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The new website has also boosted the
speed with which Tax Foundation
researchers can influence the nation’s
news cycle.
For example, a Tax Foundation blog post
showing that the nation’s top 1 percent
of earners pay more income tax than the
bottom 95 percent was posted at 8:00pm
on a Thursday this summer. The post had
already been linked to and discussed by a
variety of websites by the next morning,
including the weblog of influential
Harvard economist Greg Mankiw.

Podcasts, Calculators and More

Radio has long been an important way
of reaching Americans with tax policy
ideas. So it’s no surprise that audio
“podcasts” from the Tax Foundation
have been popular.
“Our podcasts have interviewed
some of the nation’s top tax experts,”
said Hodge. The “Tax Policy Podcast”
was launched in 2006, and has aired
70 interviews with experts such as R.
Glenn Hubbard, the Hon. Bill Archer,
Robert J. Barro, Congressman Paul
Ryan, Laurence J. Kotlikoff, Senator
Orrin G. Hatch and more.
A recent addition to the website has
been a free online calculator allowing
users to estimate the cost to their family
of a proposed U.S. cap-and-trade system,
illustrating the impact on the price of
gasoline, food, transportation and other
household items. Since the launch in
June, the calculator has been visited
over 42,000 times.
“Combined with our recent cap-andtrade study and media releases, the web
calculator has dramatically expanded
the Tax Foundation’s impact on the
climate policy debate,” said Hodge.
Through these online channels, the
Tax Foundation is reaching many more
Americans than would be possible
through academic studies alone.
“As more people turn to the Internet for
information, our website will continue to
serve as a beacon for sound tax policy on
the web,” said Hodge.
View our new online features and more at
www.taxfoundation.org.

Media Impact Report
With health care reform in the news,
Tax Foundation experts appeared
throughout the media this summer.

Television & Radio

President Scott A. Hodge
discusses a recent Tax
Foundation study on WTOP
radio in Washington, D.C.

Tax Foundation studies on health
care reform generated a flurry of media
coverage. President Scott Hodge was
interviewed on CNN’s “Lou Dobbs
Tonight,” Fox News, Fox Business
Network, NPR and others. Senior
Fellow Bob Carroll appeared on PBS’s
“NewsHour with Jim Lehrer,” and our
research was cited on ABC’s “World
News Now.” Radio stations interviewed
Director of State Projects Joseph
Henchman on state tax increases,
Staff Economist Mark Robyn on sales
tax holidays, and Staff Economist Kail
Padgitt on state budgets.

Newspapers & Magazines

Tax Foundation research appeared in
two Wall Street Journal editorials, a Los
Angeles Times column and a New York
Post cover story this summer. A Barron’s
cover story on California’s budget crises
cited Joseph Henchman, and a Reuters
article on state tax changes cited Mark
Robyn. Chief Economist Patrick Fleenor
published an op-ed on the perils of
debt forgiveness in the Christian Science
Monitor. And summer interns Kiran
Sheffrin and Micah Cohen penned an
op-ed for the San Diego Union-Tribune
on tax reform, as well as individually
authored pieces for the Boston Herald
on “jock taxes” and the Shreveport Times
on sales tax holidays.
Learn more about the Tax Foundation’s media
impact at www.taxfoundation.org/press/.

Bringing Sound Tax Policy to the States
Tax Foundation experts have been busy
in California, Illinois, Indiana, Maine,
Maryland, North Carolina, Oregon and
Pennsylvania:
California: The state Court of Appeals
invalidated a “fee” imposed on landlords,
agreeing with a Tax Foundation legal brief
that the “fee” was an unconstitutional tax.
Illinois: Director of State Projects Joseph
Henchman criticized wind energy tax
incentives in an op-ed in the Illinois
Business Journal.
Indiana: The state Supreme Court
rejected judge-mandated increases in
education spending, agreeing with a Tax
Foundation legal brief that legislatures
should decide spending priorities.
Maine: Staff Economist Kail Padgitt
reviewed the Pine Tree State’s successful
effort to switch to a lower, flatter tax
this year, criticizing their shift of the
tax burden to tourists.

Maryland: The Baltimore Sun called
for tax reform in an editorial, using our
state-local burdens report to compare
to its neighbors.
North Carolina: Tax Foundation reports
and appearances criticized proposals to
impose a “millionaire’s tax,” increase the
sales tax, and adopt a tax on out-of-state
Internet companies.
Oregon: Scholars Jack Mountjoy and
Joseph Henchman appeared in a series
of news articles and radio interviews
discussing the state’s new 11 percent top
income tax rate.
Pennsylvania: Tax Foundation reports
and appearances criticized proposals to
boost the state’s income tax or renew
its film tax credits.

Director of State Projects Joseph
Henchman discusses his state-level
research at a Tax Foundation
open house.

Learn more about the Tax Foundation’s
Center for State Fiscal Policy at
www.taxfoundation.org/research/topic/9.html.
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Estate Tax Repeal: Planned
Giving Opportunity?
Avoiding the “death tax” has long been a concern for families.
It has sparked a boom in tax-related planned giving in recent
years. Now that the estate tax is being repealed next year,
are charitable planned gifts becoming obsolete?
Not according to some estate planners. Estate tax repeal may cut
the need for tax planning—at least for calendar year 2010—but
it also cuts taxes dramatically, leaving families with far more assets
to allocate.
The extra wealth left untaxed by repeal can be used in a variety
of ways, including an enhanced charitable gift. After all, most gifts
aren’t just about tax planning. They reflect your deeply held beliefs
and values—something we would all do more of if taxed less.
Want to learn more about estate tax repeal and making a planned
gift to the Tax Foundation? Please contact Carter DeWitt today at
(202) 464-6200 or dewitt@taxfoundation.org for more information.
Tax Foundation—The gold standard for nonpartisan research
and analysis on sound tax policy...since 1937.

Save the Date:
Tax Foundation’s
72nd Annual Dinner
Please mark your calendars for our upcoming
Annual Dinner, held Thursday, November 19, 2009
at the Four Seasons hotel in Washington, D.C.
Please contact Courtney Albregts at (202) 464-5120
or albregts@taxfoundation.org to register today.

We hope you’ll join us!

