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The U.S. economy is surging ahead, but
income and employment aren’t the only
numbers setting records. State and local
taxes are also reaching historic highs,
according to a new report by the Tax
Foundation.
Taken together, state and local taxes will
consume eleven cents of every dollar
earned by Americans in 2007—an
all-time record-high. To put that
in context, since 1986 the
state-local tax burden has
never fallen below 10 percent
or risen above 10.9 percent,
which was the previous
record high reached in 2005.
“One downside of a booming
economy is that it means
more of Americans’ paychecks
are taken in taxes—especially
those in states with graduated
income tax rates,” said the author
of the new study, staff economist
Curtis Dubay. “Another factor is booming
local property tax bills. As America’s home
values rise, so do property tax collections.”

Rising Tide Lifts All Taxes

These new Tax Foundation estimates of
state-local tax burdens come at a time
when personal and corporate incomes
have risen for almost four consecutive years, sometimes at a remarkable
pace. Along with low unemployment,
America’s rising incomes have boosted

tax collections substantially, flushing state
coffers with cash far in excess of official
revenue expectations.
While the nation’s average state-local
tax bill was 11 percent of income, some
states pay far more. At 14.1 percent of
income going to pay all state and local
taxes, Vermont ekes out
Maine (14.0) and New
York (13.8) to take the top
spot in 2007.
Falling significantly behind
the leaders were Rhode
Island and Ohio. The
Rainbow State of Hawaii
rounded out the top six.
Not much has changed
at the bottom of the tax
burden rankings, where
Alaska has retained the
lowest tax burden every
year this decade. New
Hampshire, Tennessee,
Delaware and Alabama
complete the list of the five lowest tax
burdens, which is unchanged from 2006.
Taxes are rising overall, but some lucky
states have enjoyed tax cuts as well.
“Since 2000, five states have experienced
double-digit drops in their tax burden
rankings,” said Dubay. “New Mexico has
dropped 29 places, Idaho 23 places, and
Utah 19 places. And Georgia and North
continued on page 6
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On April 26, the House Ways and Means Subcommittee
on Income Security and Family Support held a hearing to
discuss ways of reducing poverty. A recent report from the
Census Bureau shows the poverty level remained stable
between 2006 and 2007, but there has been a slight increase
in the poverty rate since 2000.
Before the committee can answer the question, “How do we
reduce poverty?” lawmakers first must have some basic facts
on the amount of taxes paid by low-income Americans and
the amount of spending they currently get from government.
A new Tax Foundation study, “Who Pays America’s Tax Burden, and Who Gets
the Most Government Spending?” shows that the typical low-income household
pays $1,684 in total federal taxes, yet receives $17,724 in federal transfer payments
alone, not to mention other federal programs such as education and public transportation. In other words, the typical low-income household receives $10.53 in
transfer payments for every dollar it pays in federal taxes.
Not much more can be done through the tax system to help these households
because the vast majority of low-income households pay little or no income taxes
and only a modest amount of other federal taxes such as payroll and excise taxes.
Indeed, some 44 million Americans file a tax return but have no income tax liability
after taking advantage of their credits and deductions.
Many of those who pay no income taxes still get generous subsidies from the IRS
through the Earned Income Tax Credit. Indeed, the IRS sends out some $36 billion
each year in “refundable” checks to low-income households. In many cases, these
subsidies more than offset the amount these workers pay in payroll and excise taxes.
On the spending side, the federal government uses a vast array of programs to provide
direct transfer payments as its primary vehicles for poverty reduction. In 2004, transfer programs such as Social Security, Temporary Assistance for Needy Families, Food
Stamps, Medicare, and disability payments amounted to more than $1.25 trillion.
The lowest-income Americans are not the only recipients of such transfer payments. Indeed, the typical household in the top 20 percent receives more than
$6,600 in transfer payments. However, $538 billion, or 43 percent, of all transfer
spending flows to the bottom income group. Net of taxes, the typical low-income
household receives $16,040 annually in federal transfer payments.
These figures should raise a number of questions for lawmakers. If the poverty
rate remains in double digits with massive government spending, will more
money solve the problem? Why is some of this spending not counted as income
in the official poverty measure? Is the tax system and the IRS the proper agent
for delivering social welfare benefits?
To be sure, most Americans support efforts to reduce poverty. But any additional
measures to “solve” the problem must begin with an accurate assessment of what
the government is already doing for low-income households through both spending and tax programs.
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Scott A. Hodge

Which Cities
Pay the
Lowest–and
Highest–
Taxes?

“Counting out
Manhattan’s
federal tax
bill by hand
would require
41 pennies to
be stacked on
each and every
square inch of
Manhattan.”

When the federal government spends
money on national defense and the
environment, it’s designed to benefit
everyone. But some cities and counties
pay a much higher bill for that spending
than others.
According to a new study by the Tax
Foundation just three counties—two of
which feature elite ski resorts—pay eight
percent of the nation’s $2 trillion federal
tax bill. Six of the top 10 highest-tax cities lie within 50 miles of New York City.
And residents of House Speaker Nancy
Pelosi’s congressional district in San
Francisco pay nearly two and a half times
the federal taxes of residents in Minority
Leader John Boehner’s
district near Dayton, Ohio.
The study represents the
Tax Foundation’s most
detailed analysis of federal
taxes in its 70-year history.
The report provides estimates of all federal taxes
paid by major city areas,
counties, congressional
districts and states.
“With this data, taxpayers
can compare their federal
tax burdens in a way that
we have never been able to do before,”
said staff economist Gerald Prante, who
co-authored the study with economist
Andrew Chamberlain.
When comparing U.S. cities, the study
found the area with the highest federal
tax burden was Stamford-Norwalk,
Connecticut. It pays more than the
combined average federal tax burdens
of the next two highest cities, which are
San Francisco and San Jose, California.
At the bottom of the list, the lowest federal tax bills were paid by the
McAllen-Edinburg-Mission, Texas area.
Americans in that area pay less than
one-tenth the federal tax burden of
Stamford-Norwalk.
“Household income is the key factor in
the difference in federal tax burdens,”
said Prante. “The progressivivity of the
federal tax code always drives up the
tax burden in high-income areas in
California and the Northeast.”

In addition to income, other factors that
affect tax burdens are sources of income,
sizes of households, state and local tax
burdens, and even habits and lifestyles.
For example, areas with large numbers of
smokers and drinkers face heavier federal
excise tax burdens than non-smoking and
non-drinking areas.

Some Congressional Districts Pay More

Six of the top ten congressional districts
with the highest federal tax burdens
are represented by Democrats, though
an analysis of all the districts shows no
significant differences between the average federal tax burdens of the two major
parties.
The congressional voting district with
the highest federal taxes is Connecticut’s
4th district, represented by Christopher
Shays (R). The second highest is New
York’s 14th district, represented by
Carolyn Maloney (D). The lowest federal
taxes are in New York’s 16th district,
represented by Jose Serrano (D).
An analysis comparing members on the
Senate Finance Committee with senators
not serving on the committee shows the
states represented by committee members
pay on average $722 less in taxes. The
state of Montana, represented by Finance
Committee Chairman Max Baucus, is
near the bottom at 46th highest.
Overall, 40 percent of federal taxes
are paid by counties that make up
only one percent of the nation’s land
area. California alone pays roughly 14
percent of federal taxes. Counting out
Manhattan’s federal tax bill by hand
would require 41 pennies to be stacked
on each and every square inch of
Manhattan.
View the full report, “Putting Taxes on the
Map: Federal Tax Burdens by City, County,
Congressional District and State,” online at
www.taxfoundation.org.

Tax Fact:

Number of states where courts
have mandated tax increases to
finance public schools: 27.
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Toasting Tax
Freedom Day in
the U.S. Capitol

Rep. John Campbell of California
(above) toasts Tax Freedom Day, while
Sen. Trent Lott of Mississippi (below
left) congratulates Tax Foundation
President Scott A. Hodge on the
Foundation’s 70th anniversary.

What better place to celebrate Tax
Freedom Day than inside the halls of the
United States Congress? To help ring in
its 70th anniversary the Tax Foundation
hosted a special Tax Freedom Day reception in the U.S. Capitol in April.
The reception was held in the Lyndon
B. Johnson room, and was attended by
members of Congress, top legislative staff,
tax policy experts and Tax Foundation
donors. Senator Trent Lott (R-MS) and
Congressman John Campbell (R-CA)
spoke at the event, offering toasts to Tax
Freedom Day and lauding the important
work of the Tax Foundation.
Tax Freedom Day®—the day when
Americans are done paying taxes and
start working for themselves each year—
fell on April 30 in 2007, according to the
Tax Foundation’s annual calculation.
“Tax freedom will come two days later
in 2007 than it did in 2006,” said Tax
Foundation President Scott A. Hodge,
“and fully 12 days later than in 2003,
when tax cuts caused Tax Freedom Day
to arrive comparatively early, on April
18.”
However, 2007’s Tax
Freedom Day was still
slightly earlier than it
was in 2000, when the
economic boom, the tech
bubble and higher tax
rates pushed tax burdens
to a record high, and Tax
Freedom Day was postponed until May 5.
“The economy has been
growing at a good clip
since mid-2003,” said
Hodge, “and those growing
incomes are pushing people into higher
tax brackets. When that happens, tax
collections grow faster than incomes.”
The report compares the number of days
Americans work to pay taxes to the number
of days they work to support themselves.

“Americans worked longer to pay for
government (120 days) than they did for
food, clothing and housing combined
(105 days),” said Hodge. “Since 1986
taxes have cost more than these basic
necessities. In fact, Americans worked
longer to afford federal taxes alone (79
days) than to afford housing (62 days).”
In 2007 Americans worked another 41
days to afford their state and local taxes.
That makes taxation a bigger financial
burden than housing and household
operation (62 days), health and medical
care (52 days), food (30 days), transportation (30 days), recreation (22 days), or
clothing and accessories (13 days).
Six out of the ten states with the heaviest tax burdens and the latest Tax
Freedom Days were in the Northeast:
Connecticut (May 20), New York (May
16), New Jersey (May 10), Vermont
(May 09), Rhode Island (May 09), and
Massachusetts (May 06). The other
four were Nevada (May 08), California
(May 07), Washington (May 06), and
Minnesota (May 04).
Many of these states are taxed the heaviest and celebrate Tax Freedom Day later
because of the progressive federal income
tax. States with large metropolitan areas
offer higher-paying jobs, and as a result,
many of the citizens earn enough to pay
income tax at the highest rates. As a
result, they must work longer to pay their
disproportionate share of the tax burden.
Learn more about Tax Freedom Day online at
taxfoundation.org/taxfreedomday/.

“Americans worked
longer to pay for
government than
they did for food,
clothing and housing combined.”
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Battling Hidden
Lottery Taxes
in the Courts

“Lawmakers
should never
raise lottery
revenue and
simultaneously
claim they
‘haven’t raised
taxes.’”

The North Carolina Court of Appeals
heard arguments in May to decide whether
the state’s education lottery was actually a
tax. On cue, the Tax Foundation weighed
in with an amicus brief arguing that staterun lotteries should be counted as taxes
just like any other.
In North Carolina, the state imposes a
35-percent assessment on the sale of each
lottery ticket. If that revenue is found to be
a tax under North Carolina law, the 2005
enactment of the lottery will be declared
illegal for not meeting the legislative
requirements for passing a new tax.
“A ruling that the lottery is in part a tax
will uphold the meaning
of the North Carolina
Constitution by ensuring
transparency in the state
tax system,” said Tax
Foundation Senior Tax
Counsel Chris Atkins.
According to the Tax
Foundation brief, the
lottery revenue meets
all three tests for defining a tax. Current U.S.
Supreme Court Justice
Stephen Breyer laid out
the criteria when he decided the San
Juan Cellular case for the First Circuit
Court of Appeals in 1992. Breyer argued
that a judge should consider who imposes
the assessment, who pays the assessment,
and what the revenue is spent on.
In this case, the lottery tax was imposed
by the North Carolina state general
assembly, not a narrowly focused regulatory body. The assessment is paid by
a broad swath of the public, not by a
narrow group that benefits from a special
government service. And the revenue is
spent on public education for all school
children, not on a single industry or other
narrow group.
All these facts add up to the Tax
Foundation’s conclusion: state-run lotteries that earn a profit for governments
are tax revenues, plain and simple—not
“voluntary fees” as some have argued.

Why Lotteries Are Taxes

Reporting from the courthouse, Tax
Foundation Counsel Joseph Henchman
said that Judge James Wynn posed a
hypothetical similar to one in the Tax
Foundation brief: If the state took over
all the gasoline stations in the state
and operated them, would that convert
the existing excise tax on gasoline into
something else, “not a tax”?
“Judge Wynn seemed to be looking for
the least disruptive way to find the lottery
unconstitutional, which he felt could
cause ‘chaos,’” said Henchman. “But he
didn’t seem to be finding one from the
state counsel.”
The Tax Foundation has long asserted
that lottery revenue should be called tax
revenue and that state lawmakers should
never raise lottery revenue and simultaneously claim they “haven’t raised taxes.”
“Governor Easley did exactly that before
the lottery’s enactment, saying the
state needed ‘a tax or a lottery,’” said
Tax Foundation analyst Alicia Hansen,
author of “Lotteries and State Fiscal
Policy,” which lays out the Foundation’s
general principles for defining a tax in
this area.
The 35 percent assessment collected
from the sale of each lottery ticket is a
tax, because it’s a mandatory payment
imposed by the General Assembly to
raise revenue for the education of all
schoolchildren in North Carolina.
“Because the Wake County Superior
Court improperly focused on the issue of
voluntariness and neglected to consider
the primary purpose of the assessment—
which is to raise revenue—it didn’t
conduct a proper balancing analysis,” said
Atkins.
Read the full brief in Support of Petitioners in
Heatherly v. State of North Carolina online at
www.taxfoundation.org.

Tax Fact:

Percentage of all government
spending in 2004 for transfer
payments: 42 percent.
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Tax Boom Dakota have dropped 15 and 10 places,
(continued from respectively.”
page 1) New Jersey has seen the biggest jump in

“Different regions
of the country
often get a
reputation as
high-tax or
low-tax, and
sometimes that
reputation is
deserved, sometimes not.”

its tax ranking since 2000, jumping from
twenty-fourth to tenth. Arkansas and
Indiana have both risen ten places.
States with the most steeply graduated
income tax rates always experience big
revenue surges in good economic times.
However, even as the economy has
thrived and progressive income taxes have
expanded the tax burden, some states have
accelerated the trend by enacting new or
higher state-level tax rates.

Different Strokes for Different States

Of course, every state has a different mix
of taxes and a different fiscal picture.
Some states operate large government
programs with state-level taxes that are
funded by local taxes elsewhere. As a
result, states’ tax burdens can only be
compared by combining the different
levels of government, counting every tax
and comparing those totals to a proper
measure of income, as do the burdens
presented in the Tax Foundation’s study.
“Different regions of the country often
get a reputation as high-tax or low-tax,”
said Dubay. “Sometimes that reputation is
deserved, but sometimes it’s not.”
Overall, the Mideast states have the
highest tax burden, followed by the
Great Lakes, New England, the Far West,
the Plains, the Rocky Mountains, the
Southeast and Southwest.

How the Study Works

The Tax Foundation’s state-local burden
series, published annually since 1990 and
using historical data to calculate back to
1970, is one of the most widely cited measures of taxation in the United States.
The calculations use the latest and most
authoritative government data, and they
include all state and local taxes.
The series always calculates burdens as a
percentage of income. That’s because it
can be deceptive to make interstate comparisons in dollar amounts. For example,
a $4,000 tax burden in Connecticut,
where per-capita income is $55,536,
would be one of the lowest tax burdens.
However, in Mississippi where per-capita
income is just over half as high, $29,582,
that same $4,000 tax burden would be
one of the nation’s highest.
“Some people cite high tax burden
estimates to prove that their states need
to cut taxes, but sometimes a state is
most in need of lower tax rates when the
economy is in the doldrums, not when it’s
prospering,” said Dubay.
But in the long run, says Dubay, the
lesson of the study is that federal taxes
aren’t the only thing that matters. State
and local burdens matter too.
“Economic studies routinely show that modest tax burdens are correlated with healthy
economic development,” said Dubay. “That’s
reason enough to keep burdens modest.”
Read the full study, “State and Local Tax Burdens
Hit 25-Year High,” online at www.taxfoundation.org.

Tax Foundation’s Media Impact
The April tax-filing season is always the
Tax Foundation’s busiest media period,
and 2007 was no exception. So far this
year we’ve been cited hundreds of times
in the nation’s most influential newspapers, as well as by television, radio and
internet sources. Here’s a brief sampling
of our most recent hits:

Television

Fox News, CNBC, C-SPAN, CNN, and
several local networks.



•  TaxWatch

Radio

WLIM Delaware, KFKA Pittsburg,
WTIC Hartford, KDKA Pennsylvania,
WJR Detroit, WBOB Jacksonville and
others.

Print Media

Wall Street Journal, Los Angeles Times,
New York Post, Denver Post, Boston Globe,
Detroit Free Press, San Francisco Chronicle,
San Jose Mercury News, Philadelphia
Inquirer, New York Sun, Washington
Times, Seattle Post-Intelligencer and others.

Getting the Policy Right:
Tax Foundation Government Affairs
The Tax Foundation has launched an
ambitious government affairs program to
help connect federal and state lawmakers
with our tax policy research. Headed by
Government Relations Manager Megan
Carpentier, the Tax Foundation has met
with a variety of Congressional offices in
2007, introducing our economists’ marketbased policy ideas to lawmakers and staff.
To assist the effort, we’ve also launched a
series of “lawmaker-friendly” analyses that
more carefully target our research toward
items on the nation’s political agenda.
This new effort is helping promote sound
fiscal policy where it’s needed most: the
halls of the U.S. Congress.
Here’s a brief summary of our recent
government relations efforts:
• Hosted a Washington, D.C. panel
discussion “The Tax Gap: Pot of
Gold, or Mountain of Paperwork?” for

Congressional staff, featuring National
Taxpayer Advocate Nina Olsen and
members of the business community.
• Briefed the Congressional Budget Office,
the GAO, and congressional staffers on
the Tax Foundation’s popular study, “Who
Pays America’s Taxes, and Who Receives
the Most Government Spending?”
• Responded to more than 20 direct
requests from federal and state legislators for more information on a variety
of tax and spending topics.
• Sent every governor, lieutenant governor and state legislator a copy of the
2007 State Business Tax Climate Index
and the handbook Facts and Figures:
How Does Your State Compare?, resulting in thirty letters of appreciation
and requests for additional copies.
Learn more about our government relations
efforts at taxfoundation.org/legislation/.

Bringing Sound Tax Policy to the States
In addition to producing a steady stream of publications, the Tax
Foundation’s state policy team has been working at the ground level
in Illinois, Georgia, Kansas and Michigan, impacting tax policy in the
states. Here’s a brief summary:
• Illinois: As the first Washington policy group to publicly expose
the flaws of gross receipts taxes, the Tax Foundation was instrumental in derailing a plan by Illinois’ Governor to impose a $6
billion gross receipts tax on state businesses.
• Georgia: To restore competitiveness to the Georgia tax structure and to
ensure that tax reform is pro-growth, Tax Foundation economist Jonathan
Williams and Director of State Fiscal Projects Chris Atkins were invited
to Atlanta to discuss the potential for tax overhaul in the state.
• Kansas: In response to a Tax Foundation report, Williams and Atkins
traveled to Kansas where they actively engaged with lawmakers,
taxpayers, and the media. During their visit, they offered expertise on
corporate tax competition and sound tax reform.
• Michigan: Atkins and Williams were invited to Lansing to offer their
expertise on replacing the flawed Single Business Tax. During their
visit, they met with Senate President Pro Tempore Randy Richardville,
Senator Jim Barcia, Representative Fulton Sheen, and several tax staff.
During these meetings, Atkins and Williams advised lawmakers and
their constituents not to be content with piecemeal reform and stressed
that the 2008 phase-out of the Single Business Tax creates an important opportunity for a fundamental tax overhaul.
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Support the
Tax Foundation

By making a
tax-deductible
investment in the
Tax Foundation,
you become a
valuable partner
in helping to
assure that our
research and
publications
continue to shape
sound tax policy
in America.
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Since 1937, the Tax Foundation has
monitored America’s tax policies, and
our research and educational efforts on
the economic impact of government
policy have stood the
test of time. Our annual
calculation of Tax
Freedom Day® remains
one of the most widely
used tools for illustrating
America’s tax burden
to media professionals,
legislators, and—most
importantly—taxpayers.
None of this work would
be possible without the
generosity of our sup-

porters. By making a tax-deductible
investment in the Tax Foundation, you
become a valuable partner in helping to
assure that our research and publications
continue to shape sound tax policy in
America—for the good of future generations of taxpayers, as well as our own.
Please use the enclosed envelope to send
your contribution today, or visit our website at www.taxfoundation.org to make an
online contribution.
For more information about supporting the
Tax Foundation, contact Lisa Hazlett at
(202) 464-5110 or hazlett@taxfoundation.org.

From the Archives: 1970
In 1970 Americans
will need nine minutes
more of their eighthour workday to meet
their taxes than they
did last year, says Tax
Foundation, Inc. Two
hours and 43 minutes
will be required as
against two hours, 34
minutes in 1969. In
1968, time needed
was estimated by the
Foundation at 2 hours,
26 minutes, while in
1966, time required
was determined to be 2
hours, 19 minutes.

