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With climate change legislation moving
through Congress, a new Tax Foundation
study finds that American households
could pay a hefty annual bill for a
cap-and-trade system aimed at curbing
greenhouse gas emissions.
According to the study,
American households
could pay an average
of $1,218 per year in
higher costs for gasoline,
electricity and other
bills—roughly 2 percent
of the average household’s income. That
amounts to an annual
price tag of $144.8
billion per year for
the U.S. economy.
“A federal cap-and-trade
system works just like
a tax on fossil fuels,”
said Scott A. Hodge,
President of the Tax Foundation. “And
like all taxes, the cost will ultimately be
paid by American households.”

How Cap-and-Trade Raises Prices

Energy from fossil fuels is an ingredient
in almost every product. Factories use
electricity from coal-fired power plants,
office buildings are heated with natural
gas, and delivery trucks are fueled by
gasoline and motor oil. By boosting prices
for these inputs, cap-and-trade would

embed a secret tax into the price of every
good and service produced in the U.S.
The study explores which families would
be hit hardest by these price increases
caused by cap-and-trade.
“Our study found the
burden of climate policy
would be disproportionately borne by low-income
households, those under
age 25 and over 75 years,
those in southern states,
and single parents with
dependent children,”
said Tax Foundation
economist Andrew
Chamberlain, author
of the new study.
In dollar terms, upperincome households would
pay the most. But as a
percentage of income, the
heaviest burdens would
fall on families with modest incomes.
The bottom 20 percent of income earners
would bear an annual cap-and-trade
burden of 6.2 percent of income, or $617
per year. By contrast, the highest-earning
20 percent would pay just 1.4 percent of
income, or $2,091 per year.
“For the lowest-earning families, a $617
annual cost for cap-and-trade would be
equivalent to raising the federal payroll
continued on page 6
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As I write this, I can’t help re-reading a Washington Post
headline about General Motors’ bankruptcy and government takeover, “Obama Unveils Plan for Brief Bankruptcy,
Nationalization.”
“Nationalization?” Surely the U.S. government isn’t nationalizing one of the largest private companies in America.
Isn’t that something reserved for places like Venezuela and
other tin-pot dictatorships?
President Obama promises this will be a short-term fix. The
government will allegedly shed its 60 percent stake in the company, recouping its
initial $50 billion investment.
Unfortunately, we’ve been down this road before. In 1970, Congress enacted
the Railroad Passenger Service Act to create a private company—almost wholly
owned by the Department of Transportation—to consolidate the nation’s failing
private passenger rail services. Amtrak was guaranteed two years of government
funding, after which it was to be a self-supporting enterprise.
Today, Amtrak continues to receive $2 billion per year in taxpayer subsidies and
has never once been profitable. Although many of its routes are money losers,
Congress refuses to allow the company to close them, in much the same way
they refuse to allow the closure of the smallest rural post office or military base.
This sort of Congressional meddling is sure to happen at GM as well. And rest
assured that taxpayers will be on the hook for millions of dollars of fuel-efficient
vehicles lawmakers will force GM to produce. And when American consumers
refuse to buy them, rest assured that Congress will mandate that every level of
government fill their fleets with GM-produced “green” vehicles. Pity the local
police officer trying to catch speeders in a Chevrolet Volt.
Roughly 55 percent of Americans were born after the government nationalized
Amtrak. I wonder how many realize passenger rail service was once a private
enterprise? Thirty-nine years from today, I wonder how many Americans will
be aware that GM once stood for General Motors, not Government Motors?
Amtrak is just one among an endless list of short-term government efforts
to bolster industry that matured into permanent commitments for taxpayers.
Nearly 15 years ago I edited a book at the Heritage Foundation on closing
down obsolete and inefficient government programs. Not surprisingly, all
of my favorite deadwood programs survive today at taxpayer expense.
Ronald Reagan once said the closest thing to immortality is a government
program. So too are government programs designed to save private industry
from failure.
The irony in this story is that Alfred P. Sloan—the legendary CEO of General
Motors—was one of the Tax Foundation’s original founders in 1937. He believed
government was growing too fast and becoming too powerful. Mr. Sloan must be
turning in his grave today at what has happened to the company he helped build.
			

Sincerely,

			

Scott A. Hodge

Poll:
Americans
Say Taxes
Complex,
Need Reform

“Sixty-seven
percent of
Americans favor
elimination of
the estate tax.”

A new national survey commissioned
by the Tax Foundation shows a majority
of U.S. adults think federal income taxes
are “too high,” and four in five say the
federal tax code is too complex and needs
to be completely overhauled.
Despite recent political and economic
shakeups, the Tax Foundation’s 2009
Survey of U.S. Attitudes on Taxes,
Government Spending and Wealth
Distribution conducted by Harris
Interactive shows American opinion
on tax issues hasn’t changed much
since 2007, the last time
the survey was done.
Issues of tax complexity,
fairness and burdens
continue to concern
American families.
To test whether Americans
view their tax burdens as
too high or too low, the
poll asked what is the
maximum percentage of
a person’s income that
should go to all taxes—
federal, state and local.
The average response
was just 15.6 percent.
“This average is far below the Tax
Foundation’s actual estimates of the
nation’s average tax burden of 28.2
percent of income,” said Scott A. Hodge,
President of the Tax Foundation.

Estate Taxes Are Most Unfair

At the federal level, the estate tax is
considered the least fair tax, receiving
an unfairness ranking of 3.9 on a scale
of one to five. This is followed by the gas
tax (3.6), and federal income taxes (3.4).
Sixty-seven percent favor a complete
elimination of the estate tax.
At the state-local level, the gas tax is
considered least fair, with an unfairness
score of 3.7 out of five. This is followed
by local property taxes (3.6), and motor
vehicle taxes (3.5).

“A notable demographic difference on ‘sin
taxes’ comes in levels of education,” said
Matt Moon, Tax Foundation analyst and
author of the new report. “Those with a
high school diploma or less give cigarette,
beer and wine taxes an unfairness ranking of 3.2; those with graduate degrees
viewed them as more fair, giving them
an unfairness ranking of 2.3.”
A surprising number favor government
redistribution of wealth. Just over half
of Americans (52 percent) support
redistribution of wealth by a larger tax
on high-income earners, while only 31
percent oppose doing so. Only 10 percent
say they “neither support nor oppose,”
suggesting this issue is a polarizing one.
This year’s survey included two new
questions about “sin” taxes on unhealthy
food and drink, and government-run
gambling operations like lotteries and
Keno terminals.
The poll found widespread opposition
to sin taxes on food and drink, with
Americans most opposed to taxes on
salty foods (71 percent), followed by
opposition to taxes on sugary drinks
(59 percent) and junk food (55 percent).
Even though lotteries are an implicit
tax similar to other excise taxes, there
is widespread support for government-run
gambling. The majority of Americans
support lotteries (53 percent), and only
12 percent strongly oppose them.
“Lawmakers’ attention is focused on
healthcare and the economy, but issues
of tax complexity and burdens still weigh
heavily on the minds of the American
people,” said Hodge.
Read the full analysis, “How Do Americans
Feel About Taxes Today? Tax Foundation’s
2009 Survey of U.S. Attitudes on Taxes,
Government Spending and Wealth
Distribution” at www.taxfoundation.org/
publications/show/24581.html.

Tax Fact:
Highest percentage of a person’s income that should go to all taxes: 15.6 percent
Actual U.S. average: 28.2 percent

(see page 3)
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Video, Study
Warn Against
Obama Plan
on Tax
Deferral
“American
workers and
shareholders
bear the burden
of corporate
taxes, not
companies.”

President Obama’s plan to limit tax
deferral for U.S. companies could put
them at a global disadvantage according
to a new Tax Foundation video and study.
The Obama administration recently
proposed raising more than $100 billion
in tax revenue from companies by curbing their ability to defer paying taxes on
profits earned abroad. To help educate
the public about the issue, the Tax
Foundation released a two-minute video
on YouTube along with a study by Dr.
Robert Carroll, Senior Research Fellow
at the Tax Foundation.
The video, “What is Tax Deferral?”
was created by Craig Kirchoff of
Alexandria, Virginia, a winner in the
Tax Foundation’s CompeteUSA YouTube
contest held last October. It tells the story
of a U.S. business and a German business
competing and selling in a foreign country, and how deferral—the feature of the
U.S. corporate tax that’s under attack by
the Obama administration—helps place
U.S. companies on a more equal footing
with foreign competitors.

U.S. Taxes Falling Behind

The new study explains that the real corporate tax problem is that the U.S. system
is out of line internationally. The U.S.
currently has the second-highest statutory
corporate tax rate in the
world. Corporate rates
have been falling around
the world for decades,
while the U.S. tax code
has been standing still.
“Without tax deferral U.S.
companies would be less,
not more, competitive,”
said Carroll. “It would
penalize U.S. companies
operating abroad and
make it more difficult
for them to compete
with foreign companies
in the same markets.”

Tax Fact:
Percentage of Americans who favor complete
repeal of the estate tax: 67 percent (see page 3)
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The new study acknowledges the need
to target tax evasion, which the Obama
proposal does. But ending tax deferral
is unrelated to bank secrecy or tax
evasion, Carroll explains, and would
put U.S.-based companies at a competitive disadvantage against firms based
in our other major trading partners.
“The U.S. should clearly demand that
taxpayers follow the law and pay legally
owed taxes,” said Carroll. “But lawmakers
need to be careful not to confuse tax
evasion with global tax competition.”
The study recounts the 1996 launching
of the OECD’s Harmful Tax Practice
initiative. It targeted nations with preferential tax regimes for non-residents, zero
or very low tax rates, a lack of transparency, and poor information exchange
with other tax authorities. Some analysts
have erroneously applied this tax-haven
label to every nation with a low tax rate.
“By no means is enactment of a low
tax rate in itself a harmful tax practice,”
said Carroll.
The Obama proposal is based on the
idea that raising taxes on foreign profits
of U.S. companies will give them greater
incentive to locate operations within
the United States. But Tax Foundation
President Scott A. Hodge explains that
by raising the tax burden on American
companies, the proposal would ultimately hurt American workers and
shareholders through lower wages and
lower stock returns.
“Most people think corporate income
taxes are paid by wealthy, anonymous
companies,” said Hodge. “But as economists have been teaching for years,
people bear the burden of corporate
taxes, not companies.”
View the new video at www.youtube.com/
taxfoundation, and read the full report, “Bank
Secrecy, Tax Havens and International Tax
Competition” at www.taxfoundation.org/
publications/show/24696.html.

Cigarette
Smuggling
Prompts
Novel
Arkansas Law

smuggling due

High cigarette taxes have always caused
border shopping, smuggling and crime.
But lawmakers in Arkansas have enacted
a unique law that puts a new twist on the
old problem of cigarette tax evasion.
The new law dramatically increases the
state’s cigarette excise tax from $0.59 to
$1.15 per pack. But to prevent tax evasion,
it also cuts cigarette taxes in the state’s
border towns. The goal is to reduce the
difference between taxes in nearby towns,
preventing the usual revenue loss from
bootlegging and cross-border shopping.
The new law took effect
in March, and economists
and public policy experts
are watching its impact
closely. In a new Tax
Foundation analysis,
analyst Mark Robyn
explored the unique law.
“If two adjoining towns
are separated by the state
line, the cigarette tax on
the Arkansas side will
be equal to the cigarette
tax in the adjoining town
plus 3 cents,” said Robyn.
The law specifies that the resulting tax
rate cannot be greater than the state’s
standard tax rate. The law also specifies
that taxes on cigarettes sold in Arkansas
within 300 feet of the state line be taxed
at the bordering state’s rate plus 3 cents.

to high excise

Lawmakers Admit Smuggling is Problem

“Cigarette

taxes has
long been a
profitable
criminal
enterprise.”

The new study explains how Arkansan
legislators are shrewdly acknowledging
that cigarette bootlegging caused by high
taxes is a major problem for tax enforcement, and are attempting to preserve tax
revenue and stop tax evasion.
“It is well documented that various
tax evasion techniques are associated
with high excise taxes on cigarettes,”
said Robyn.

The study shows that as cigarette taxes
have increased around the country,
cigarette smuggling from low-tax to
high-tax states has become a profitable
criminal enterprise. Internet sales are
another source of excise tax evasion,
as are sales on Native American reservations and military bases, where cigarettes
are sold tax-free but often end up in the
civilian market.
Before the new legislation, Arkansas’s
tax rate was $0.59 per pack. However,
the state had three neighbors with lower
rates: Louisiana ($0.36), Mississippi
($0.18) and Missouri ($0.17). With the
tax increase to $1.15 per pack, Arkansas
has surpassed Tennessee ($0.62) and
Oklahoma ($1.03), leaving it with only
one neighbor with a higher cigarette tax:
Texas ($1.41). Five of the six neighboring
states now have a lower cigarette tax,
with Missouri’s and Mississippi’s taxes
each being nearly a dollar less per pack
than Arkansas’s.
“The new law effectively lets neighboring
states set Arkansas’s excise tax rate in
border zones,” said Robyn. “The state
now has six cigarette excise tax rates to
administer instead of just one, making
administering and complying with the
tax more burdensome for retailers and
tax officials.”
According to the study, the new law
will probably result in a net revenue
gain for Arkansas. Instead of giving
up all the revenue that would normally
be lost in border shopping, they will
only lose the portion represented by
the tax differential.
“All eyes are on Arkansas tax authorities,”
said Robyn. “If this policy is successful,
other state legislatures may follow suit.”
View the complete study, “Border Zone
Cigarette Taxation: Arkansas’s Novel
Solution to Border Shopping Problem”
at www.taxfoundation.org/publications/
show/24599.html.
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(continued from tax by roughly 94 percent for these
page 1) families,” said Chamberlain.

“Like all taxes,
the costs of
cap-and-trade
would be paid
by American
households.”

In terms of age groups, cap-and-trade
would hit hardest among the elderly and
youngest households. These households
tend to have low incomes and spend
a large fraction on basics like fuel and
electricity. According to the study, households over age 75 would pay 2.8 percent
of income, or $830 per year. Households
under age 25 would pay 2.4 percent of
income, $696 per year.
The study also found some geographic
regions would be hit harder than others.
In dollar amounts the residents in the
West—a region dominated by the
State of California—would bear the
largest burden at $1,318 per year. But as
a percentage of income, lower-income
households in the South would pay the
most at 2.06 percent of income.
“The bottom line is that the price
increases caused by cap-and-trade would
impose a significant and regressive annual

Hawaii Adopts “Millionaire’s Tax”
The Aloha State became one of the most taxing places in
America this spring, with the adoption of the nation’s highest
state income tax rate.
Despite a veto from Gov. Linda Lingle, the Hawaii Legislature
forced through a package of tax increases in May, including three
new personal income tax brackets. Hawaii’s new top income tax
rate is 11 percent on incomes over $200,000. That moves the
state from eighth to first among America’s top state income tax
rates, passing even high-tax California and New Jersey.
According to a new Tax Foundation analysis, Hawaii is the fifth
state to adopt a so-called “millionaires’ tax” joining California,
Maryland, New Jersey and New York. These taxes are unique,
as they impose a top rate near or above 10 percent on a small
number of high-income earners.
In New Jersey, a similar millionaires’ tax raised revenue and helped
avoid a budget shortfall, but the tax also cut the state’s economic
output and harmed its ability to withstand the current recession.
“States adopting new taxes on high-earners are ignoring longterm economic growth in favor of short-term budget fixes to avoid
spending cuts,” said the Tax Foundation’s Joseph Henchman and
Mark Robyn, authors of the new analysis.
Read the full analysis, “The Price of Paradise: Hawaii Becomes
Fifth State to Adopt New Income Tax Brackets on High-Earners”
at www.taxfoundation.org/publications/show/24693.html.
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burden on households,” said Chamberlain.
“For this reason, lawmakers are under
pressure to offer low-income rebates as
part of most cap-and-trade plans.”
The study estimates the effect on households of a cap-and-trade system designed
to cut carbon emissions by 15 percent—
a typical goal of many proposals. Under
such a system, the government issues
“allowances” that polluting companies
are required to purchase. The extra cost
to companies of buying these carbon
permits ultimately gets pushed forward
into higher prices for a wide range of
consumer goods.

Politics of Climate Policy

According to the study, political factors
mostly explain the Obama administration’s preference for cap-and-trade.
Economists teach that cap-and-trade
and carbon taxes impose the same cost
on households. But most lawmakers are
wary of publicly supporting new taxes,
and have shied away from carbon taxes.
Hoping to reach a compromise with
lawmakers, the Obama administration
has opted for the more politically
attractive option of cap-and-trade.
“Cap-and-trade allows lawmakers to
hide the costs of climate policy behind
regulations rather than taxes,” said
Chamberlain. “But basic economics
shows both policies impose identical
burdens on households. Lawmakers
prefer cap-and-trade as the costs are
less visible to taxpayers.”
To help households learn more about the
cost of cap-and-trade, the Tax Foundation
launched a free website calculator at
www.taxfoundation.org/capandtrade.
Users can input their family’s monthly
spending on gas, electricity and other
expenses, and calculate the impact on
their finances.
“Contrary to popular belief, cap-and-trade
is not a ‘tax free’ way to address climate
change,” said Hodge. “Lawmakers should
keep these costs to taxpayers in mind as
they debate climate policy.”
Read the full study, “Who Pays for Climate
Policy? New Estimates of the Household
Burden and Economic Impact of a U.S. Capand-Trade System” at www.taxfoundation.org/
publications/show/24472.html.

Media Impact Report
With new studies on cap-and-trade, Tax
Freedom Day and more, Tax Foundation
experts were cited throughout the popular
media this summer.

Television and Radio

Staff Economist Josh Barro appeared on
national outlets including CNN and Fox
News, as well as local stations like WMAR-2
in Baltimore, to talk about the latest Tax
Freedom Day study. Barro was also interviewed on more than thirty different radio
stations across the country. President Scott A.
Hodge appeared on Fox News multiple times
to discuss estate taxes and tax complexity,
while Director of Policy and Communications
William Ahern and Tax Counsel Joseph
Henchman appeared on CNN to discuss state
and local taxes. Finally, Manager of Media
Relations Matt Moon appeared on Fox News
to discuss the costs of cap-and-trade.

Newspapers

Chief Economist Patrick
Fleenor published a
well-received op-ed in the
Christian Science Monitor
on the folly of “sin” taxes.
The announcement
of Tax Freedom Day
was featured in several
newspapers including the
Washington Times, Chicago Sun-Times,
U.S. News and World Report, Forbes and even
the London Times. Editorial columnists in the
Atlanta Journal-Constitution, Indianapolis Star,
Wall Street Journal and the Arizona Republic
made use of Tax Foundation research as well.
Overall, the Tax Foundation has received
more than 400 newspaper and magazine hits
so far in 2009.
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 Arkansas,
California, Hawaii, New Jersey, New York, North
Carolina, Ohio and Rhode Island:
Arkansas: Analyst Mark Robyn authored a report
looking at the state’s unique attempt to stop cigarette
border shopping with multiple cigarette tax rates.
California: Director of State Projects Joseph Henchman
wrote a report on several tax-related ballot propositions
that were defeated in May.
Hawaii: With help from the Grassroots Institute of
Hawaii and the Tax Foundation of Hawaii, Henchman
and Robyn authored a report on the state’s new 11
percent income tax rate.
New Jersey: Joseph Henchman wrote a two-part
series analyzing tax proposals from the state’s
gubernatorial candidates.
New York: Patrick Fleenor testified before the Senate
Budget Committee on business tax reform. Henchman
and Law Clerk Travis Greaves authored a report
analyzing the use of tax-exempt bonds to build the
new Yankee Stadium.
North Carolina: Henchman and Tax Foundation
President Scott A. Hodge were guests at a luncheon
hosted by the John Locke Foundation in May. Scott

spoke about corporate tax reform, and Joe explained
ways the state can improve its tax code.
Ohio: The Tax Foundation co-authored a legal brief
with the Buckeye Institute challenging the constitutionality of Ohio’s Commercial Activities Tax (CAT).
Rhode Island: Henchman testified before the Senate
Finance Committee, which is considering an ambitious
tax reform, and met with Governor Don Carcieri and
the Ocean State Policy Research Institute.
Learn more about the Tax Foundation’s Center for State Fiscal
Policy at www.taxfoundation.org/research/topic/9.html.
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What Will Be
Your Legacy?

Recent economic events bring to mind a line from Pulitzer Prizewinning columnist Herb Caen, “A man begins cutting his wisdom teeth
the first time he bites off more than he can chew.” One wonders how
many wisdom teeth are being cut in Congress and state capitols these
days. Not since the Great Depression has the Tax Foundation been so
frequently called upon for analysis and clear thinking on tax issues.
The need for our economists and legal staff to take on new projects
is overwhelming. We are fortunate to have the expertise to do so—
but this work comes at a price. To remain a viable voice we must
also ask for your financial support.
Next month the Tax Foundation will be launching a unique outlet
for donor support. It’s called the Legacy Club, and donors joining in
the next twelve months are offered founding memberships. To join,
simply insert a codicil in your will leaving a financial gift to the Tax
Foundation. The amount may remain private—we only need to know
it was done. Depending on the gift, it may be possible to designate a
research fellowship or economic model in your name. It would be a
lasting gift to democracy.
A Legacy Club information packet will be arriving soon in your
mailbox. When it does, please take a moment to review it and
consider joining us as a founding Legacy Club member.
Tax Foundation—The gold standard for nonpartisan research and
analysis on sound tax policy...since 1937.

