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Using government to redistribute
income has long been controversial.
But according to a new study from the
Tax Foundation, billions of dollars are
routinely redistributed by federal taxes
and spending each year—a figure that
may skyrocket if Obama administration
proposals become law.
“Just as some
Americans pay
more taxes than
others, some
also benefit
disproportionately
from federal
spending,” said
Scott A. Hodge,
President of the
Tax Foundation.
“When a family’s
taxes paid and
spending received
are analyzed together, it shows whether
they are taxpayers or net tax ‘receivers’.”
According to the new study, a surprising
sixty percent of Americans are currently
net “receivers” of federal government
benefits. And that figure is slated to
grow under Obama’s budget proposals.
“Most families earning up to roughly
$86,000 receive more in federal spending
than they pay in federal taxes,” said
Hodge. “But if President Obama’s
proposals on taxes, health care and

climate change become law, even more
families will profit from federal programs,
including those earning up to $109,000.”

Taxpayers vs. Tax Consumers

Many people are surprised to learn how
much income the federal government
already redistributes. Economists at the
Tax Foundation
estimate that taxes
and spending will
transfer a staggering
$826 billion from
the top-earning 40
percent of families
to the bottomearning 60 percent
in 2012 under
current law.
If Obama’s budget
proposals become
law, income
redistribution will surge, redistributing
nearly $1 trillion from the top-earning
30 percent of families to the bottomearning 70 percent. In effect, 30 percent
of American families would be left paying
the bill for all federal programs that
benefit the remaining 70 percent.
“Federal tax and spending policies are
already very heavily tilted toward the
poor and middle-class, even before we
consider the Obama administration’s
budget proposals,” said Hodge.
continued on page 6
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In more than 25 years in public policy, I’ve never
experienced anything like 2009. I now know what
Davey Crockett felt like at that Alamo. No matter
where we looked in Washington or in state capitals there
were enemies at the gate lobbing all manner of tax bombs
at us: health care surtaxes, “millionaire’s” taxes, “war”
taxes, soda taxes, hotel taxes, and even plastic bag taxes.
I’m proud to say that the Tax Foundation team has
never been more productive or effective. Our economists
published a record number of studies this year (more
than 60), posted hundreds of blog posts and new data tables on our website,
and appeared on TV a record number of times.
And while the dust has hardly settled from 2009, we know that 2010 may be the
wildest year in tax policy ever. All of the Bush tax cuts expire at the end of the
year and it is still uncertain which elements will survive and which will revert to
Clinton-era tax law. Of course, there is still the unsettled matter of health care
reform (and the taxes needed to pay for it) as well as cap-and-trade legislation.
At the state level, we are expecting large budget shortfalls in nearly every
state. There will be immense pressure for significant tax and fee increases
as federal stimulus aid runs out and state rainy day funds are drawn down.
To meet these challenges, we are adding a number of exciting projects to our
core programs (such as Tax Freedom Day) that we believe will fundamentally
change the terms of the tax debate in the coming years.
• Fiscal Incidence and Redistribution Project: “Fiscal incidence” is a fancy
economic term for measuring who bears the nation’s tax burden and who
benefits from government spending. The initial results of this project were
stunning, showing billions in redistribution. This year, we’ll produce a steady
stream of “fiscal incidence” analyses of the major tax and spending bills
developed by Congress.
• Re-Energizing the Tax Reform Debate: This spring our economists will
produce a series of Special Reports describing the major problems with the
existing federal income tax, how to reform it for the better, and how a typical
American family—“the Jones”—would fare under various tax reform proposals.
• “A Policymaker’s Guide to Sound Tax Policy”: At the state level, we’ve
launched a project to provide legislators a soup-to-nuts handbook on “how
to apply sound tax principles to policymaking.” The handbook will provide easyto-understand policy advice, including specific tax reform recommendations
and short backgrounders on today’s major tax and budget issues.
• Migration and Fiscal Policy Project: Using a unique data set from the IRS,
we can measure how much taxes encourage people and companies to migrate
between states. We will conduct a detailed study to show state lawmakers how
citizens “vote with their feet” toward states with low and simple taxes.
I look forward to keeping you abreast of these exciting projects as the year unfolds.
			

Sincerely,

			

Scott A. Hodge

Closing the
Deficit Could
Require
95.2 Percent
Tax Rate

William Ahern discusses punitive
‘jock taxes’ on FoxBusiness.com.

With surging federal spending pushing
the deficit to new heights, a new Tax
Foundation study finds federal income
tax rates would have to roughly triple
to close the nation’s staggering budget
deficit in 2010.
“Federal government spending levels
are so high that even if policymakers
were willing to stop debt-financing
government services, the federal tax
system in its current form wouldn’t be
able to raise that much,” said William
Ahern, Tax Foundation Director
of Policy and Communications and
author of the new study.
To close the deficit,
federal income tax rates
for joint filers which today
range from 10 percent to
35 percent would have to
be increased to between
27.2 percent and 95.2
percent—a tax hike
of unprecedented size.
“If high-income people
had to pay a federal tax
rate over 90 percent, plus
state and local income
taxes and other taxes, total
tax rates would be well over 100 percent
for many households,” said Ahern.

A Widening Chasm

“The federal
government
will spend
$3.8 trillion
in 2010,
the largest
expenditure
ever.”

According to the study, if Congress
closed the 2010 deficit through higher
income tax rates across the income
spectrum, the average tax payment
of someone making between $75,000
and $100,000 would jump from the
current $7,055 per year to a staggering
$20,515 per year.
For upper-income taxpayers, the tax hike
would be enormous. Families earning
more than $1 million per year would
see their federal tax bills climb from
$800,000 per year to nearly $2 million.
“Even in 2012 when the President’s
Budget projects a lower deficit, tax rates
would still need to be prohibitively high
in order to balance the budget,” said
Ahern. “Tax rates would need to nearly
double, with rates ranging from 18.7
percent to 74.1 percent.”

Economists debate the extent to which
modest tax rate increases encourage
workers to work less and entrepreneurs
to risk less, according to the study. But
the confiscatory tax rates that would
be necessary to balance the budget in
the next several years would almost
certainly dampen prospects for a U.S.
economic recovery.
In 2010, the federal government plans
to spend $3.8 trillion, the largest annual
expenditure ever. On the revenue side,
taxes will bring in about $2.3 trillion,
leading to a federal shortfall of $1.5
trillion. That translates into a federal
budget that will spend $33,000 per
American household, but raise only
$19,000 in taxes.
“Although President Obama and the
Congress do plan to raise taxes, they
also have new spending plans,” said
Ahern. “That leaves the budget with
historically huge deficits throughout
the next decade.”
The new study uses the Tax Foundation’s
“microsimulation model” to project how
much revenue a broad-based increase in
federal income tax rates would generate.
As the study shows, today’s chasm-like
deficits simply cannot be closed with
higher federal income taxes alone.
“Even when the deficit is projected to
be as ‘low’ as it is in 2012 and 2013,
it is probably not possible to close the
deficit with income tax hikes,” said
Ahern. “The spending side will have
to be addressed as well.”
Read the full study, “Can Income Tax Hikes
Close the Deficit?” at www.taxfoundation.org/
publications/show/25415.html.

Tax Fact:
Highest average state and local sales
tax rate: Tennessee, 9.41 percent
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High Property
Taxes Pummel
New York,
New Jersey

Scott A. Hodge discusses the cost of
health care reform on Fox News.

“Areas with
high public
school spending
usually pay
heavy property
tax bills.”

Tax Fact:

Home prices may be lagging, but property
tax bills continue to pummel families in
the Northeast according to a new Tax
Foundation study.
Using newly released Census Bureau
data, the study analyzed property tax
burdens in more than 1,800 counties
in the nation over a three-year period
from 2006 to 2008, comparing the results
to home values and household income.
The findings: families in New York and
New Jersey bear the heaviest property
tax burden in America.
“Of the top ten highest-tax
counties in America, all
fall in New York or New
Jersey,” said Gerald Prante,
Tax Foundation Senior
Economist and author of
the new study.
Westchester County
in New York tops the
list, featuring a sky-high
average property tax bill
of $8,404 per year. It’s
followed closely by New
Jersey’s Hunterdon County
($8,347), New York’s Nassau County
($8,306), and New Jersey’s Bergen
County ($7,997).
By contrast, the national median
tax bill is just $1,854 per year—less
than one-fourth the burden paid in
Westchester County.

The Price of Big Spending

According to the study, areas with
the highest incomes, highest real
estate prices, and highest government
spending usually bear the heaviest
property tax burdens.
“High-income areas tend to have high
home prices,” said Prante. “So the largest
property tax bills are usually found in the
nation’s most affluent areas.” New York
and New Jersey have famously high per
capita incomes, so it’s no surprise they
bear heavy burdens.

Highest top state income tax rate: Oregon, 11 percent.
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Public school spending also affects
property tax burdens. According to
the study, about half of all property
taxes go to fund public schools. That
makes differences in school spending
an important factor driving burdens.
Among low-tax counties, all ten of the
nation’s lowest property taxes are found
in the State of Louisiana. Franklin Parish
boasted the nation’s lowest property tax
burden of $117 per year—less than the
cost of a postage stamp per day. Four
other Louisiana counties follow it: Allen
Parish ($119); Vernon Parish ($120);
Avoyelles Parish ($120) and Richland
Parish ($122).
While home prices have fallen recently,
property taxes are based on assessed
values, which can lag far behind.
According to the S&P/Case-Shiller
Home Price Index, home prices in 20
largest cities have fallen an average of
29 percent from their peak in July 2006.
When property assessments catch up,
some analysts predict budget crises for
local governments.
“When local governments start feeling
the effect of falling home prices, they
have few options available to them,”
said Prante. Municipalities may raise
tax rates to replace the revenue, cut
spending programs, or simply request
more financial assistance from state or
federal governments.
Public opinion polls consistently find
property taxes are among the least popular type of tax. A 2006 Tax Foundation
opinion poll found 39 percent of U.S.
adults said property taxes were the “least
fair” state and local tax, compared to
just 20 percent who said income taxes
and 18 percent who said sales taxes.
“Falling home prices will ease tax
bills eventually,” said Prante. “But
the unpopularity of property taxes
is probably here to stay.”
Read the full study, “New Jersey and
New York Counties Rank Highest in
Property Tax, Louisiana Parishes Lowest,”
at www.taxfoundation.org/publications/
show/25434.html.

Study: Where
Are the Best
Business
Taxes?

Kail Padgitt discusses the 2010 State
Business Tax Climate Index at a
Washington, D.C. forum.

“The quality
of state tax
systems matters
for business
growth and
investment.”

Where a company locates can have a
big impact on its tax bite. So where are
America’s best business taxes? According
the new edition of the Tax Foundation’s
State Business Tax Climate Index, South
Dakota has the most “business-friendly”
tax system, while New Jersey suffers from
the worst tax climate in America.
“When policymakers are considering
tax changes in their states, they should
remember two rules,” said Kail Padgitt,
Ph.D., economist at the Tax Foundation
and author of the new
study. “Taxes matter to
business, and states do
not enact tax increases
or tax cuts in a vacuum.”
The new study measures
the competitiveness of
the 50 states’ tax systems,
and ranks them based on
the taxes that matter most
to businesses—personal
and corporate income
taxes, sales taxes, property
taxes, and unemployment
insurance taxes.
The nation’s most “business friendly”
tax climate of South Dakota is followed
closely by the high-quality tax systems of
Wyoming, Alaska, Nevada and Florida.
By contrast, the nation’s worst tax
systems behind New Jersey are New
York, California, Ohio and Iowa.
“Keeping a state competitive in today’s
global marketplace can be difficult,”
said Padgitt. “But there is one factor
lawmakers have direct control over:
the quality of state tax systems.”
Examples of companies choosing between
states for tax reasons are plentiful. For
example, in 2005 Intel built a multibillion dollar chip making facility in
Arizona due to its favorable corporate
income tax system. And California has
long struggled to retain businesses within
its borders because Nevada provides a
low-tax alternative.
According to the study, these anecdotes
reinforce what we know from economic
theory: taxes matter to businesses, and

states with the most competitive tax
systems will enjoy an advantage over
neighboring states when courting jobs
and investment.
“The goal of the Index is to focus
lawmakers on good tax fundamentals
rather than short-term tax gimmicks
designed to temporarily lure high-profile
companies, baseball teams, and auto
plants,” said Padgitt.

Shifting Fortunes

Several states have changed their
ranking in the past year. Oklahoma
saw the biggest drop from the previous
edition of the Index—from 19th best in
2009 to 31st place in 2010. The largest
improvement was in Kentucky—up 14
spots—due to many other states enacting
economically harmful tax changes while
Kentucky remained stable.
“One factor affecting this year’s rankings
is that several states have turned to
so-called ‘millionaires’ taxes’ on
high-income earners,” said Padgitt.
Most notably, Hawaii, New Jersey and
Oregon each enacted a new punitive
high-income tax, lowering their rankings.
Ten states also hiked cigarette taxes:
Arkansas, Florida, Hawaii, Kentucky,
Mississippi, New Jersey, New Hampshire,
Rhode Island, Vermont and Wisconsin.
The Index has been published annually
by the Tax Foundation since 2003. The
study has received wide acclaim from
state lawmakers and the media, providing
a pro-market roadmap for improving the
quality of state business taxes. The full
study includes detailed analysis of state
tax codes, and historical data showing
how states have changed over time.
“As more lawmakers become aware of
the Index, our hope is that Americans
will enjoy better state tax policy as a
result,” said Padgitt.
Read the full study, “2010 State
Business Tax Climate Index,” online at
www.taxfoundation.org/publications/
show/22658.html.
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(continued from For example, for every dollar in federal
page 1) taxes paid by the nation’s lowest-income

“Obama’s
proposals will,
as promised,
increase the
load on wealthy
families.”

families in 2010, they will receive an
average of $10.44 back in federal spending
benefits—a ten-fold return. Even
middle-income families receive $1.15
in government spending benefits for
every dollar they pay in federal taxes.
Using new data from the President’s
Budget and the IRS, the new study
explores how Obama’s proposals on
health care, taxes, and climate change
will further expand the federal government’s role in shifting income between
families through taxes and spending.
“Obama’s budget proposals will, as
promised, increase the load on the
nation’s wealthiest families,” said Hodge.
Under current law, taxes and spending
redistribute an average of $378,000 per
year away from the nation’s top-earning
one percent of families. Under Obama’s
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policies, that figure would surge to
more than a half-million dollars per
family—$505,000 per year.
“Under Obama’s policies, most families
up to the 70th percentile—those earning
up to $109,000—will on average get more
back from government than they pay in
taxes,” said Hodge.
The study found that Obama’s proposals
targeted at the “middle class” would make
families in the 60th to 70th percentile
of income net “receivers” of government
spending, whereas today they are net
contributors. If the proposals become
law, the number of American families
that earn above the nation’s median
but also receive net federal benefits
will expand dramatically.

Getting the Facts

The new study is part of the Tax
Foundation’s “fiscal incidence” project.
Launched in 2007, the project is a
long-term research effort to study how
federal spending—as well as taxes—
affect taxpayers and the economy.
The study compares the federal taxes
families pay (such as income taxes, excise
taxes and payroll taxes) to the amount of
government spending they receive (such
as Medicare, Social Security and income
support). By comparing the two, we can
determine if a family is a net taxpayer or
tax “receiver.”
Most groups in Washington only examine
the tax side of federal policy, ignoring
the way government spending also
redistributes income. The new study
is designed to fill this void.
“Redistribution is at the heart of all tax
and spending debates in Washington,”
said Hodge. “But lawmakers are doing the
public a disservice if they fail to talk in
honest terms about who currently pays for
government programs, who benefits from
them, and how new policies will change
that balance.”
Read the full study, “Basic Facts on
Redistribution and the Impact of Obama’s
Policies,” at www.taxfoundation.org/
publications/show/25196.html.

Media Impact Report
With new studies on
health-care reform,
property taxes and state
business tax climates,
our experts appeared
throughout the media
this fall:

Television and Radio

Scott A. Hodge discusses
income redistribution
under Obama with
Fox News’ Neil Cavuto.

Staff Economist Kail
Padgitt was interviewed
by NPR (New York),
KYW (Philadelphia),
WDRC (Hartford), and WHYY
(Wilmington) on the 2010 State Business
Tax Climate Index. Manager of Media
Relations Natasha Altamirano was
interviewed by WGY (Albany) on
property taxes, while President Scott
Hodge appeared on Fox News to discuss
health-care reform and growing income
redistribution. Director of Policy and
Communications William Ahern was
interviewed by Fox News on “jock taxes.”

Newspapers

Our recent studies on property taxes
and state business tax climates were
mentioned by Bloomberg, New York
Times, New York Post, Wall Street Journal,
Chicago Tribune, Orange County Register,
Philadelphia Inquirer, and many local
newspapers around the country. Natasha
Altamirano published an op-ed in
New Jersey’s Record on the state’s poor
business tax climate. Staff Economist
Mark Robyn was quoted by Bloomberg
on sales tax holidays and Barron’s on
state-local tax burdens. Chief Economist
Patrick Fleenor published an op-ed
on cap-and-trade in the Detroit News
and an op-ed on housing tax credits in
the Christian Science Monitor. William
Ahern published an op-ed in the Detroit
News comparing the House and Senate
health-care reform plans.
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
Idaho, Illinois, Louisiana, New Hampshire,
New Jersey, New York, Pennsylvania and
Vermont this fall:
Idaho: Director of State Projects Joseph
Henchman met with presidents of taxpayers
associations in Boise in September. The
Tax Foundation will be hosting a national
meeting in Washington, D.C. in 2010.
Illinois: Henchman was a guest speaker
on jock taxes and interstate taxation at
the John Marshall Law School in Chicago.
Louisiana: Staff Economist Kail Padgitt
met with state officials to discuss tax and
fiscal reform in the state.
New Hampshire: President Scott
Hodge testified about the state’s tax
competitiveness in a hearing on enacting
an income or sales tax in the state.
New Jersey: The Tax Foundation
organized a roundtable discussion with

experts on tax issues in the New Jersey
election and possible next steps for the
new Christie Administration.
New York: The Tax Foundation filed
an amicus brief arguing that the state’s
“Amazon” tax on out-of-state Internetbased companies is unconstitutional.
Pennsylvania: Henchman spoke on
a tax and spending panel in Pittsburgh
in November.
Vermont: Experts William Ahern and
Alicia Hansen testified to the House
Ways & Means Committee about
gambling and other tax proposals.
Nationally: Joseph Henchman
appeared on a series of panels on state
budget issues; one four-person panel
was televised on C-SPAN.

Joseph Henchman discusses state
fiscal policy at a Tax Analysts panel
in Washington, D.C.

Learn more about the Tax Foundation’s state
policy work at www.taxfoundation.org/research/
topic/9.html.
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Matching Gifts: Double Your
Gift to the Tax Foundation

Scott A. Hodge addresses the audience at the
Tax Foundation’s 72nd annual dinner at the
Four Seasons Hotel in Washington, D.C.

One of the smartest ways to make a charitable gift is through your
employer’s matching gift program.
It’s simple: you make a gift to the Tax Foundation, and your employer
matches it. You may be able to double or even triple the amount of
your contribution by taking advantage of your company’s program.
According to the Conference Board, U.S. companies give roughly
$8.6 billion to charity each year. About 10 percent of that total comes
from corporate matching-gift programs—a powerful way to maximize
the impact of your own charitable gifts.
Please ask if your employer offers a gift-matching program today.
Simply request a matching gift form and mail it completed and
signed with your next gift to the Tax Foundation. We’ll do the rest.
Tax Foundation—The gold standard for nonpartisan research
and analysis on sound tax policy...since 1937.

