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TAX FOUNDATION’S REPORT:
“TAX FREEDOM DAY 1997”

MONDAY, APRIL 14, 1897

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.
The hearing was convened, pursuant to notice, at 1:30 p.m,, in
Room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.
Also present: Senator Grassley.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE

The CHAIRMAN. The committee will please be in order. Let me
begin by welcomini everyone, particularly you, Dr. Foster, Execu-
tive Director and Chief Economist of the Tax Foundation.

As you well know, the annual report of the Tax Foundation has
come somewhat to be a milestone in the ongoing debate surround-
ing tax reform and the burden the current tax code places on the
American geople. I appreciate your work, Dr. Foster, as well as
your, Mr. Patrick Fleenor, who I understand plays a very key role
in the analysis formulation of this year’s report.

I think you know I am quite vocal when it comes to tax policy,
and frankly, I share the unhappiness; the frustration that too
many Americans feel when it comes to the current tax system. Our
code is too complex, it is expensive and it is counter productive to
economic growth and family security.

The annual report by the Tax Foundation points out just how
much of a burden it imposes on the family, and your measurement
shows how many days an average tax payer must work each year
just to p.? local, State and Federal taxes.

It has demonstrated over the past few years that the time Ameri-
cans spend working to pay the government hae been growing con-
sistently, and I will be interested, of course, in hearing what your
findings are for this year.

As you share your report with us, however, I would like those lis-
tening, as well as the media covering this hearing, to consider the
impact of taxes on individual families. Often the names, the faces,
get lost in the data when we discuss these most important issues.

Last week I was very interested to read an editorial in USA
Today that showed how an average family is affected by high taxes.
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Particularly how those high taxes eat away at the income and con-
tribution of a working spouse.

Now, according to USA Today, this working mother, after taxes
"and other work related expenses, was bringing home less than
31,000 a year, despite the fact that her income was $40,000. A

1,000 take home. And while the family presented in the news-
paper was a fictitious representative of what many families are
confronting, it reminded me of the Mertin family, a real family liv-
ing in Iowa.

Their story was first told in the New Yorker, and then it was
picked up by James Glassman, who examined the impact that
taxes have on the family.

Kenny Mertin, age 52, and his wife, Bonita, 50, have two chil-
dren. Kenny works as a laborer for a barricade company and
Bonita works for a nursing home, and together the Mertins earn
roughly $35,000 a year. And of that income, 25 percent goes to
taxes.

Frankly, this leaves the family in a horrible situation where they
are forced to buy powdered milk instead of real milk, beans instead
of meat, just to make ends meet. As if that was not enough, in ad-
dition to the money they had to pay the Federal, State and local
government, the complexities of the tax system forced them to pay
over $100 to H&R Block to get assistance in preparing their tax re-
turn.

Well, today, as we listen to the report from the Tax Foundation,™
I want us to consider the Mertins. I want us to think of the count-
less men and women—warm, living actual human beings just like
them—who are struggling to make ends meet; to do the best they
can after the government has taken a huge bite out of their re-
sources.

And we need to change the trends that the Tax Foundation has
shown us these last 4 years, four straight years of increasing the
tax burden of the American people.

The time has come to stop increasing taxes, to start increasing
jobs, opportunity and growth for Americans everywhere. The time
has come to reward hard work and risk taking, to restore fairness,
to create an environment where the economy can grow and bring
real security to all families.

America’s past has proven that the right kind of tax reform can
be a boom for economic growth. This is the mindset we need as we
work to build a bipartisan consensus on the very important issue
of tax reform.

It is now my pleasure to call upon our panelists.J.D. Foster, as
I said earlier, he is chief economist and executive director of the
Tax Foundation, and he has appeared many times before this com-
mittee. We look forward to your testimony. Please proceed.

STATEMENT OF J.D. FOSTER, PH.D., EXECUTIVE DIRECTOR
AND CHIEF ECONOMIST, THE TAX FOUNDATION, WASHING-
TON, DC

Dr. FosTER. Thank you very much, Mr. Chairman. It is indeed
a pleasure to be back before the finance committee. You clearly un-
derstand, as well as anyone, how difficult it is to explain to every
day tax payers how much in taxes they actually pay.



3

Some are so confused as to think that the fact that they might
get a refund in the coming weeks is somehow indicative of their
total tax burden, ignoring the thousands of dollars of taxes they
paid in order to reveive that refund. They do not know, perhaps,
the payroll taxes they pay, nor the payroll taxes their employer
pays on their behalf. They see the sales taxes they pay at the State
and local level, 15 cents here and a few dollars there, and they do
not know how much it adds up to in the course of a year. Certainly
it is hard for any one to make much sense out of the taxes that
their employers pay, business taxes and profit taxes and so forth.

That is the value of Tax Freedom Day. It is a summary statistic
measureing the total taxes paid at the Federal, State and local
level. It captures, in one statistic, what this total tax burden is rel-
ative to national income.

Tax Freedom Day for 1997 is estimated to fall on May 9th. This
is latest Tax Freedom Day has ever fallen. It is the fifth year in
a row that taxes have risen.

As you can see from the chart, there has been a very steady pat-
tern in recent years of rising Tax Freedom Days, translating into
ever higher total Federal, State and local tax burdens.

Just to be clear, the paradigm that Tax Freedom Day works on
is that all of one’s income goes to pay Federal, State and local
taxes, beginning January 1st. On Tax Freedom Day, the tax bill is
marked “Paid in full,” and the average taxpayer is allowed to keep
his income for the balance of the year.

At May 9th, Tax Freedom Day now falls one week later than it
did just 4 years ago. It fell on May 5th, 1981, the year of the Roth-
Kemp tax cuts.

The CHAIRMAN. Let me make sure I understand.

Dr. FOSTER. Yes.

The CHAIRMAN. What you are saying is that today the typical
American family, the average American family, has to work one ad-
ditional week to pay the taxes before he can begin to pocket his
earnings for his family?

Dr. FOSTER. Yes. That is essentially correct. We are not nec-
essarily referring to the average family because we are not break-
ing it up by family. But the average taxpayer, in the sense of total
taxes in the numerator, total income in the denominator has risen
by that amount.

The CHAIRMAN. Please proceed.

Dr. FosTER. Thank you.

One of the values of Tax Freedom Day is that it does provide a
guide over time of how the total tax burden changes. At the turn
of the century, Tax Freedom Day fell on January 31st, the end of
the very first month of the year.

At the end of the second World War, it fell two months later,
March 31st. Following the ramp up to the Vietnam War and a the
Great Society, it fell on or about the tax filing date, still well ear-
lier than it does today.

At May 9th, as I said, Tax Freedom Day is the latest it has ever
fallen. But this does not mean that are necessarily too high, nor
does it mean they are necessarily too low, nor does it mean that
they are just right. It is a datum that we have to interpret as citi-
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zens and as policy makers and determine for ourselves whether
taxes are too high, too low or just right.

These are matters for our political leaders, the chairman of this
committee, members of this committee and the public at large to
decide. But to make these decisions, you need information, and
that is where Tax Freedom Day comes in.

The good news about Tax Freedom Day is its growing recognition
by the public. For example, Americans deal with complicated
issues, difficult issues, through humor. A few years ago the cartoon
The Fusco Brothers used Tax Freedom Day in one of their car-
toons. Last year the comic Steiner did so. This year, the cartoon
Kathy used Tax Freedom Day to make a point about tax burdens.

This year we decided to further spread the word by coming up
»with bumper stickers, of which this is obviously a blow up and ob-
viously what we tried to do is put a little humor in it as well. The
point is that we use these devices to explain to the American peo-
ple what the tax burden is.

Clearly, as the first chart showed, the total tax burden is rising,
and it is rising steadily. There is no single cause for this increase
in the total tax burden. State and local taxes have been rising, Fed-
eral taxes have been rising.

Of course, part of the increase in the Federal tax burden is due
to the 1990 and 1993 tax increases. But a big portion of the rising
Federal tax burden is a combination of two factors. One is that,
overall, the Federal tax system is progressive, primarily due to the
graduated rate income tax. The second is the fact that we have
been blessed with economic growth ever since 1992. Not as strong
as some might like, but economic growth nonetheless.

The combination of a progressive tax system and economic
growth produces a rising average tax burden as people move from
one tax bracket into a higher tax bracket. If I am paying taxes at
a 15 percent rate, and I get a real wage increases that pushes me
to a 28 percent bracket, my average tax rate is going to rise.

This happens for towards millions of taxpayers every year. Over
time, the total tax burden going to the Federal Government goes
up. That, unfortunately, is one of the side effects of economic
growth and a progressive tax system.

There are a couple of issues in regard to Tax Freedom Day that
perhaps the committee should be aware of. First of all, the Tax
Freedom Day calculation is a simple one, and it is not the only con-
ceivable presentation of the issue.

For example, in the past we received an annual letter from Mil-
ton Friedman telling us we should look at government spending,
rather than total taxes, as a better measure of the total burden of
government on the economy. And, as usual, Milton Friedman was
right, and so now we include that in our report as well. But we do
not use that as our main presentation of Tax Freedom Day.

We could also include the total compliance costs in the calcula-
tion. We estimate that the compliance cost for the Federal tax code
is about $230 billion, which is in the mid-range of most estimates.
We use a very conservative estimate of total compliance costs for
State and local taxes.

The CHAIRMAN. That is $230 billion?



Dr. FOSTER. Yes, sir. Annually. We use a $10 billion figure for
State and local taxes, which we regard as being low by a factor of
perhaps 10 or 20. But since we have not had the opportunity yet
to generate a firmer number, we would rather be conservative.

But if we were to look at a more comprehensive measure of Tax
Freedom Day, it would be natural to include total spending and
compliance costs in that total burden. Similarly, we could look at
regulatory burdens, estimated at about $500 billion annually.

Like compliance costs, the cost of regulation is a bill that is paid
every year, paid by the citizens of the United States, imposed by
the government. It is equivalent to a tax. And if we are really rig-
orous about it, we would include the value of the lost output due
to the myriad powerful tax distortions in our tax system to which
the chairman referred.

These cost the economy jobs. They cost businesses not being
started; they cost wages and salary increases that do not happen;
they cost opportunities that are missed because the tax code elimi-
nates the incentive. These costs, the lost output due to our tax sys-
tem, are costs borne by our citizens, imposed by the government,
and are equivalent to a tax.

So we could have a much broader measure of the total tax bur-
den, of the total burden of government on the economy. We choose
to stick with a narrower measure for a number of reasons.

First, personally, it might be too depressing to calculate such a
figure. For example, if we were to add the compliance costs and
government spending, we would move Tax Freedom Day 19 days
further into the year. If we added the regulatory burden to the
total, Tax Freedom Day would fall another month later in the year.

Second, all of our figures that we use——

The CHAIRMAN. Let me ask you, that would bring you up to
what? The end of May.

Dr. FOSTER. The regulatory burden would push you into June.

The CHAIRMAN. Into June.

Dr. FOSTER. And the compliance costs and the others, if we to-
taled them all up, not counting the lost output, which I would not
hazard to guess on, we are talking probably the end of June.

The CHAIRMAN. Every year?

Dr. FOSTER. Every year. All of these figures though involve rough
estimations that we would have to perform or somebody else would
perform.

The data we use for calculating Tax Freedom Day is hard data
out of the National Income and Product Accounts. We do not ma-
nipulate the data. We take the ratio of two figures, comprehensive
figures, provided by the government, as hard a data as we have in
economics.

As a result, our Tax Freedom Day calculation is relatively im-
mune from disputes over methodological issues. This is a very
clean calculation.

Finally, the reason we do not go to the broader measure is that
the purpose of the exercise is to give Americans a clear sense—as
clear as we can—of their total tax burden. Most taxpayers do not
see government spending personally. Only those subject to regula-
tion can really grasp what those costs are like.
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We all have a certain sense of compliance costs, but lost output
is something that would be very difficult to measure or for any of
us to have a real sense of.

Taxation is the one area where we all have a direct involvement
with our government that we can all grasp. That is why we re-
leased Tax Freedom Day on the 15th. Frankly, that is when the
American people are most focused on their taxes.

Mr. Chairman, you may be happy to note that Delaware is
ranked as having the 10th lowest total tax burden in the State,
Tax Freedom Day falling on May 2nd. Unfortunately for the rank-
ing member, New York State, ranks number one in terms of total
tax burden. Interestingly, however, this is primarily due to high
State and local taxes. Their Federal tax burden is actually just
below the national average.

And I am sorry Senator Breaux is not here. He would be inter-
ested to learn that Louisiana has the lowest tax burden, as meas-
ured by Tax Freedom Day. The residents of the Pelican State enjoy
Tax Freedom Day on April 25th.

If we could, just for a moment, I would like to address some of
the critiques of Tax Freedom Day. One of the consequences of
greater notoriety is people start taking pot shots at you. I would
note, however, that on a technical basis, these criticisms are uni-
formly either baseless or pointless.

More fundamentally, however, the criticism of Tax Freedom Day,
of such a relatively clean calculation, by certain groups in society,
must indicate that they fear that when taxpayers understand the
burden of government, they might not like it, and so they are
afraid that so many taxpayers might be aware of it.

Tax Freedom Day is not intended as a measurement to be a rig-
orous guide to the formulation of public policy. It is a simple ba-
rometer of the total tax take. No one, to my knowledge, has yet
proposed that anything in the Federal tax code be indexed to Tax
Freedom Day.

Now, that is important because some of the criticisms of the Tax
Freedom Day calculation alincst imply that we are trying to make
a calculation on which some critical aspect of Federal policy would
be determined. This is simply a barometer of the total tax take.

One criticism, for example, is that we should use medium family
income, or some measure of medium income. The implication of
that is that it is somehow misleading to use a ratio of total taxes
to national output as an average. We do not object to using me-
dium family income. We just do not see much benefit to be gained
from that. :

In fact, if we use the definition of medium family, as defined by
the Census Department, Tax Freedom Day would be moved 12
days further back into the calendar year, to about May 21st of this
year.

A similar criticism, and one related to that of medium family in-
come, is that when we look at total tax payments, we are including
the tax payments of the very rich. Now, I always found this inter-
esting. They criticize that we include the tax payments of the ve
rich, the very people that they most often argue do not Jnaz enoug
in taxes, because suddenly the critics are very concerned about how
much taxes the rich are paying.
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And again, by releasing Tax Freedom Day on April 15th, we are
sometimes accused of misleading people into thinking that that is
the day when they are done with their Federal income taxes, when,
in fact, we try very hard to repeat, over and over again—probably
more than you would care to hear, Mr. Chairman—that this refers
to total taxes, Federal, State and local.

In conclusion, I will point out that the strength and usefulness
of Tax Freedom Day as an educational tool is its simplicity and
that it is based solely on hard data provided by the Census Depart-
ment that we do not play games with. We do not add things; we
do not subtract things.

In a city where spin has become such an olympic event, there are
very few statistics more susceptible to spin than Tax Freedom Day.
We find, however, that if we avoid games with spinning Tax Free-
dom Day, we do not degrade the message. The message is what the
total tax burden is and that it has been rising.

We would much rather let the facts speak for themselves, and
the fact is, as Tax Freedom Day indicates, the total tax burden is
rising steadily. Right now it promises to continue to rise, day by
day, year after year, as long as the economic expansion continues.

The only way to halt this or reverse it is to suffer a recession or
to legislate a tax cut. I suggest that if we are concerned that Tax
Freedom Day is moving too fast too late in the year, that a tax cut
would be far preferable. Thank you, sir.

[The prepared statement of Dr. Foster appears in the appendix.]

The CHAIRMAN. Thank you, Dr. Foster. And let me congratulate
you and your organization for making these calculations in a man-
ner that is easily understood by all of us who are not economists.

I have two or three questions I would like to ask you. Your re-
port indicates that payroll taxes use up about 38 days of a workers
year. And one proposal for a broad based tax relief—and I am a
strong believer in tax cuts—is directed at the payroll tax burden.
That proposal would permit a deduction for workers for their share
of Federal payroll taxes.

It is my understanding that joint tax scores that proposal at los-
ing something like $276 billion over 5 years. So the large revenue
loss tell us that this proposal is a broad based tax relief measure.

?Do you care to comment on this form of tax relief? Do you favor
it?

Dr. FosTER. Well, I would say if we start, which I do, with the
proposition that the payroll tax is, in fact, a tax and not a contribu-
tion into some sort of retirement system, then imposing an income
tax on a payroll tax violates tax neutrality.

That is, we have a tax on a tax, double taxation. That is bad.
And that is sort of a universal bad in tax policy.

So, on that basis alone, even if I was not looking to cut taxes,
I would have to say allowing that deduction is appropriate. It is a
non-neutral aspect of our tax system that we double tax labor in-
come, once at the payroll tax level, once at the income tax level.

Now, if we are going to go beyond revenue neutrality and look
for a tax cut, it strikes me that that is going to be a tax cut that
is going to benefit working people the most. It is obviously tied to
payroll taxes, which are tied to wages, and therefore, it is probably
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going to have the most progressive distribution of any single tax
provision. So that might, too, be to the good.

So I find that deduction for payroll taxes is good tax policy, in
and of itself, and, as a means of cutting taxes, is probagly going
to have as fair a distribution, if one is seeking a distribution that
gsomewhat mimics our current tax system, as any that we could
have, other than perhaps a sort of proportional reduction in rates.

The CHAIRMAN. Your report indicates a worker spends 128 days
a year working to pay Federal, State and local taxes. Now, one way
to provide relief would be through a across the board tax rate. Do
you favor this form of relief? .

Dr. FosTER. That, obviously, has many things in its favor. First
of all, you are avoiding the process of picking and choosing winners
by giving some folks tax cuts and others not, perhaps because they
have children or do not have children, or on whatever basis you
might have.

Further, it goes right at the heart of the non-neutralities, the dis-
tortions of our tax system. Whatever distortions arise by defining
the base improperly, are magnified by the tax rate and increase as
the tax rate goes up.

So if you have a tax cut that reduces the tax rate, it is obviously
going to reduce the non-neutralities, the distortion of our tax sys-
tem on the economy. That, in fact, gets to the heart of the matter.

A critical aspect, I think, of tax reform or any tax cuts that
might be made in the next few years is they ought to be targeted
towards improving economic performance. And both of the possibili-
ties you have mentioned, the payroll tax deduction or rate cuts,
would do that.

The CHAIRMAN. Dr. Foster, CBO estimates the fiscal dividend
from a balanced budget will yield a savings of $77 billion over 5
Kears. Considering your report’s conclusion, that the tax burden

as grown for yet another year, do you think taxpayers should get
the benefit of tKe fiscal dividend in the form of a tax cut?

Dr. FOSTER. Well, I think they probably should, and for an addi-
tional reason. As I mentioned, the combination of a progressive tax
system and economic growth means that Tax Freedom Day, if noth-
ing else changes, will move later and later in the year. That is,
again, if nothing else changes, no other changes to public policy
" occur and the economy grows, the combination of that growth and
our progressive tax system means Tax Freedom Day will fall later
and later in the year.

Consequently, the only way to prevent taxes from rising is to cut
taxes. They will rise automatically if we do not cut them because
we have a progressive system. The only alternative is to suffer a
recession.

So, for both of these reasons, that it would be a savings to the
economy to balance the budget, and because if we do not do so,
taxes will rise, I think a tax cut is probably appropriate.

We have estimated that for this year, for example, looking at the
growth in the Federal burden alone, we would have to have a $10
:‘roo $12 billion tax cut for fiscal 1997 to prevent Tax Freedom Day

m rising.

The CHAIRMAN. My final question deals with the flat tax. As you
know, under the flat tax, the deduction for State and local income
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and real property taxes is eliminated. According to your report, it
shows a number of States where these taxes are a very, very sub-
stantial burden.

Are you worried that a flat tax, with the loss of State and local
income and real property tax deduction, may further enhance the
burden of taxpayers in high tax States?

Dr. FOSTER. I think that is clearly one of the consequences of the
loss of that deduction in a flat tax system. It is obviously going to
hurt those States which have higher State and local taxes. More
than those which have lower State and local taxes.

Frankly, I have always thought that the non-deductibility of
State and local taxes in a flat tax system was a mistake. The whole
point of a flat tax is to have as neutral a tax system as one can
devise, and then we go ahead and suggest a system which has a
tax on a tax, which is, again, wrong.

So, as a matter of policy, that is a mistake. But it clearly would
have a harmful effect on higher tax States.

The CHAIRMAN. That is all the questions that I have.

Senator Grassley is here.

Senator GRASSLEY. I have to apologize that I did not get here in
time to hear your testimony. Thank you very much. I do not have
any questions. .

The CHAIRMAN. Thank you, Senator Grassley.

Let me thank each of you gentlemen for being here today. I think
your effort is indeed most elpful. I think it puts, in an under-
standable term, the burden that is today being borne by the Amer-
ican taxpayer. The fact that it _is simple and understandable I
think is particularly important. I just wanted to thank you again
for what you are doing.

Dr. FOSTER. Thank you, sir.

The CHAIRMAN. Gentlemen, thank you for being here today. The
committee is in recess.

(Whereupon, at 2:03 p.m., the hearing was concluded.]






APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF DR. J.D. FOSTER

My name is J.D. Foster, I am Executive Director and Chief Economist of the Tax
Foundation. I am very pleased to appear before the Committee to discuss this year’s
release of Tax Freedom Day. I am joined today by Patrick Fleenor, an economist
with the Tax Foundation and the person responsible for the number crunching and
analysis included in this year’s report.

The Tax Foundation is a non-profit, non-partisan research and education organi-
zation based in Washington, D.g. For 60 years the Tax Foundation has sought to
educate the public and policy makers about developments in national fiscal policy.
The Tax Foundation does not advocate particular policies or policy changes. Rather,
we assess fiscal policy by combining what we hope is sound economics and a strict
adherence to certain basic principles of public finance.

Tax Freedom Day 1997

Tax Freedom Day for 1997 is estimated to fall on May 9. This is the latest Tax
Freedom Day has ever fallen. This means that the total tax burden in America will
be higher in 1997 than at any time in the Nation’s history. It is one day later than
in 1996, and marks the fifth year in a row that Tax Freedom Day has fallen later
in the calendar year.

Tax Freedom Day is a simple barometer of the national tax burden. It is intended
to capture in a single statistic what can otherwise be a very complicated issue—the
total tax load borne by America’s taxpayers. The Tax Freedom Day paradigm is as
follows: Suppose every dollar of the average taxpayer's income went to pay taxes be-
ginning on January 1. By May 9th of this year, Tax Freedom Day, all Federal, state,
and local taxes will have been paid and the average taxpayer will be able to keep
all his or her income for the balance of the year.

Tax Freedom Day has a remarkable history. At May 9, it now falls one week later
than it did just four years ago. It fell on May 5 in 1981, the year of the Roth-Kemp
tax cuts. At the turn of the century, if fell on January 31. At the end of the Second
World War, it fell on March 31, over five weeks earlier than today. Before the ramp
up to the Vietnam War and the Great Society, Tax Freedom Day fell on or about
tax filing day, April 15.

Why Does Tax Freedom Day Keep Rising?

Clearly, the total tax burden is rising. It is rising steadily. And it is rising fairly
quickly. But there is no single cause for the increase in the tax burden. State and
local taxes have been rising, as has the Federal tax burden. And, of course, part
of the increase in the Federal tax burden is due to the 1990 and 1993 tax bills.

A large source of the increase at all levels of government is the combination of
two factors. One factor is the inherently progressive nature of the overall Federal
tax system. Of course, the Federal government collects many taxes, some of them
progressive, some not. On balance, however, the system is progressive thanks to the
graduated-rate income tax. The same can be true of the combined state and loczal
taxes.

The other factor is our sustained economic expansion coming out of 1992. Every
year, thanks to increases in their real wages and salaries, millions of taxpayers find
themselves pushed into ever higher tax brackets. Someone once paying at a top
marginal tax rate of 15 percent enjoys an inflation-adjusted raise and is rewarded
by being bumped into the 28 percent bracket. Consequently, their average tax rate
increases. As this happens for millions of taxpayers each year, moving from one
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bracket to a higher tax bracket, the share of income taken in taxes rises nationally.
And Tax Freedom Day falls even one day later in the year.

Alternatives To Tax Freedom Day

Before I turn to our Tax Freedom Dag analysis on a state-by-state basis, there
are a couple issues the Committee should be aware of with regard to Tax Freedom
Day. Above all, the Tax F.edom Day calculation is not the only conceivable presen-
tation of the burden of government. In the past we received an annual missive from
Milton Friedman suggesting that we consider the ratio of total government spending
to national income, because this is a much better representation of the total burden
of government on the economy. He was right, of course, and so we make this cal-
culation, which is reported in Figure 2 of our report.

In the same vein, we could fairly include an estimate of the total cost of the regu-
latory burden on the economy. One popular estimate of this cost is $500 billion an-
nually. This burden is a bill that is paid every year. It is paid by the citizens of
the United States. It is imposed by the government. It is equivalent to a tax.

We could also, quite fairly, include in the measure of total taxes the total compli-
ance costs to all taxpayers for the hundreds of taxes collected at all levels of govern-
ment. We conservatively estimate the cost of complying with the Federal tax code
to be about $230 billion each year. And we are currently using a very conservative
estimate of $10 billion as the costs of complying with state and local taxes. (We re-
gard this figure as being low by a factor of as much as 10 or 20. The Tax Foundation
is currently working to develop a more comprehensive analysis of total compliance
costs.) Figure 2 also includes the effect of adding compliance costs to the overall Tax
Freedom Day estimate.

If we were com(f!etely rigorous, we would also include the cost of the lost output
due to the myriad of powerful distortions our tax system imposes on the economy.
All the businesses that are not started. All the jobs that not created. All the oppor-
tunities missed because the tax code eliminates the incentive. These, too, are costs.
They are borne by all our citizens. They are imposed by the government. They are
also equivalent to a tax.

We could go in another direction entirely. For example, Tax Freedom Day rep-
resents an apportioned ratio of total taxes to national income. The basis for compari-
son, therefore, is the total income earned by Americans. An alternative approach
would be to calculate the average tax take by measuring the per capita inflation-
adjusted total tax burden. There is, in fact, real merit to this approach. As we often
say, businesses don’t pa{ taxes, people do. Well, income doesn’t pay taxes, income
earners do; that is, people do. It is appropriate then, to corsider how the per capita
tax burden changes each year.

With so many thoroughly defensible alternatives, why do we continue emphasiz-
ing the narrower measure of Tax Freedom Day? First, it could be too depressing to
look at the broader measures. Adding the conservative measure of compliance costs
and government spending would move Tax Freedom Day back 19 days, to May 28.
Adding the regulatory burden to the total tax bill would add about another month.

Second, other than government spending, these alternative measures all involve
rough estimations performed by us or by athers. Tax Freedom Day is derived en-
tirely from a simple manipulation of hard data drawn from the National Income and
Prmﬁxct Accounts. Thus it is difficult for the message to be lost in distracting meth-
odological disputes.

AnE: finally, the purpose of the exercise is to give Americans and policy makers
a better sense of the magnitude of their government. Most taxpayers see little gov-
ernment spending, personally. Only those subject to the regulations can comrrehend
the burden. The magnitude of the compliance costs can be grasped, but the lost out-
put, while certain, is too theoretical for many. Taxes, however, they understand.
Which is why we release Tax Freedom Day on April 15. Because that is when most
taxpayers are the most focused on their tax bills.

Tax Freedom Day by State

The variance in Tax Freedom Days by state is quite striking. Mr. Chairman, you
may be happy to learn that Delaware ranks as having the tenth lowest total tax
burden of any state in the union. Tax Freedom Day in Delaware falls on May 2.

Unfortunately, New York State ranks number one in terms of total tax burden,
with a Tax Freedom Day falling on May 23. Interestingly, however, this is largely
due to high state and local taxes. New York’s Federal tax burden is actually just
below the national average.

Senator Breaux would no doubt be interested to learn that Louisiana has the ear-
liest Tax Freedom Day in the nation. The lucky residents of the Pelican State are
done with their tax bills on April 26, nearly a full month earlier than the citizens
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of New York state. The Tax Foundation Special Report details the balance of the
states’ Tax Freedom Days.

Critiques of Tax Freedom Day

Finally, let me address some of the criticisms that have been leveled against Tax
Freedom Day and the methodology we use. On a technical basis, these criticisms
are either baseless or pointless. But on a more fundamental level, they demonstrate
how nervous certain ups in our society become when they fear the true size of
government is put in layman’s terms. Tax Freedom Day is not intended to be a rig-
tt)routs lguide to the formulation of public policy; it is a simple barometer of the total

ax take.

One criticism is that Tax Freedom Day should be calculated using median family
income, the implication being that it is somehow misleading to refer to the ratio of
total taxes to national output as an average. While we do not object to using median
family income, we see little gain to the enormous additional complexity in the cal-
culation and we see a real loss in the intuitive appeal of the concept. If we were
to use median family income, however, Tax Freedom Day would fall about 12 days
later, on May 21.

A similar criticism is that, by looking at total taxes paid, our analysis is mislead-
ing because we include the very large tax payments of the very rich. It is interesting
that the very people who most often argue that the rich don't pay enough in taxes
are concerned by how much tax they pay. Further, their criticism is in itself out-
rageous, as it suigests that somehow the rich do not really count as full citizens
by virtue of their higher incomes.

By releasing Tax Freedom Day on or about April 15, the Tax Foundation has been
accused of attemptinﬁ-to give the impression that it takes the average taxpayer
until Ma{ 9 to pay their Federal income taxes. The Tax Foundation, in fact, goes
te great lengths to be clear that the Tax Freedom Day calculation includes all tax
receipts by all levels of government.

Conclusion

The strength and usefulness of Tax Freedom Day as an educational tool is its sim-
licity, and that it is based solely on hard data provided by the Census Department.
n a city where “spin” has become an Olympic event, few statistics are more suscep-

tible to being spun. We eschew such tactics as much as humanly possible, because
spin would degrade the message. We would much rather present the facts, and then
let the facts speak for themselves.

The fact is, as Tax Freedom Day indicates, the total tax burden is rising steadily.
And right now it promises to continue to rise day by day, year after year, as long
as the economic expansion continues. The only way to halt this progress, or even
to move Tax Freedom Day back a day, is to suffer a recession or to cut taxes legisla-
tively. The latter, I submit, is far, far preferable.
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Tax Freedom Day® 1997 is May 9
Moderate Growth, Progressive Tax System Combine to Add a Day

By Pasrick Reenor
Economist
Tas Foundation

Tax Feeedom Day for the average American
will arrive on May 9 this year. As of this dzy
the average American will have earmned enough
moacy 1o pay the taxes levied by Uncle Sam
and his counterparts at the state and local fev-
cls. May 9 is the latem national Tax Freedom
Day cver and is the rosult of steady growth in
the economy coupled with the progressive lax
fyRem.

This uend is iftusurated In Fgure 7, whuch
shows changes in Tax Frcedom Day since
1980, and Table 1, which shows the trend over
most of the 20th century. Figure 7 shows that

aftes some volatility durihg the Eater half of
the lat decade, the avennge American's tax
burden remained relatively constant duclag
the first three years of the 19903 During both
1990 1nd 1991 the natiohal Tax Preedom Day
arrived 122 days into the yearon May 2. In
1992 the natjonal Tax Preedom Day arrived
onc day carlies, 121 days into the year, b
because of the Seap yearurrived on Apnd 30
Since 1992 the tax burden borme by the
average American has risen npidly. Ls 19393
the national Tax Freedom Day arrived 122
days into the ycar on May 2. Over the next

Figure ]
Tax Freedom Day, 1930-1997

B0* 81 B2 83 84° 83 88 87 88° 80 90 91 92° 93 ¥4 95 98° 9?7

“Leap Yeus makcs Tax Freedom Day sppese s Jay carly
Sovas: Tea Foundatioa.
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Flgure 2 Tabdle 1 N
Tax, Compllance Costs, muchMM-‘ Fresdom Days, 1997 Tax Freedom Day and Yotal Effecsive Tax
Rate, 1902-1997
Taxes st %
or Yeur Tax Preedom Day of NNP
1992 Jeuary 31 (313
i A o1 S 1
S 13
1928 Pedrunsy 6 109
19% Pebruary 13 1)
E 16 March 8 193
E] | 134) March 17 08
S ® 1742 Nuch 19 anl
1543 Apn € 60
g me March 30 43
1948 Apel 1 247
sof 1713 March 31 446
1947 Apei 3 152
194a° March 26 238
1949 March 24 215
1950 Apd 3 12
ol 1941 Apnt 10 1
[F 113 apnl 10 s
1333 Apni 10 P
1944 Apnl 6 %o
1953 s 260
° 1936° 1 e
1937 Apet i3 27y
Source Tax Poundation. 1958 Aped 10 a7
- 959 Apnd i3 202
960" Apett 16 r: 2
1961 Apad 17 1
three years the average American experienced :;:: :"" :; ;: :
3 macked increasc in his tax burden By 1996 (3% ‘;z“ H1
he had 1o work a week fonger than in 1592 to 1964 Y 288
PaY his tax bi. This year national Tax Freedom 1966 Aped 16 2931
Day is expocted to arrive 129 days into the year :"ﬁ :ﬁ:: :::
on May 9, one day tater than st yess. 196Gy Aprd) 30 1]
This steady rise Ia the proportion of Ameni- 1970 Apri2 26 »7?
€2ns" incomces thet gocs Lo pay txes is prims- i Apet 24 \“
rily srufbutablc 1o two factors. The firs is the R4 ::('::: i
ax increascs that were cnacted a3 past of the 974 May2 332
1993 tudget agreement passed by Congress 1978 Aped 27 ne
%0d signed into law by President Clintoa. The 1’7:' Aprit 2; ;;:
second factor is the continucd cconomic €x- e :;:;, HM
pansion which, because of the sucture of the o7y May § 319
current tax system, tends to fill govemment 1900° Moy | TR
colfers fastet than Americans’ pocketbooks. :;:; joiid : :: :
Analysis of various forccasts shows that 1988 Ao 3 a7
the sverage American's tax burden will con- 1984° Aprit 20 e
tinuc to rise through the ¢od of the decade. 1988 Apeil 30 ~:;
Possibie relicf could come from two sources. :;:: :'."‘"” {, :
The first and most obvious of these are federal, |00 May 2 s
state, and jocal legislators who can lightenthe 19y9 May 3§ we
ax burden dicectly by lowering taxes. Relief 1990 My 2 :: :
would also come if Americans’ incomes grew :;:; :"!"” M
more rpidly than taxes. This is unlikefy 1993 May 2 s
though, given the structure of the curtent tax 1934 May € Y
systemn. The current combdlnation of federal. 199¢ :"‘r :: ;
sute, and focal taxes is essentially progressive, :Z‘:‘,’ u:: H 3
meaning that a3 naGonal iacome rises. the (ax
burden rises more than proportsonally Asa *1esp year makes Tox Procdom Day appear 3 calendar day
cesule, cconomic contractions tend 1o reduce earber

Soune Tix Poundstion
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America’s tax burdea whilke coonomic cxpan-
slons tend to & R Th Y

rmnuﬂhemuxnnmum‘ru
Freedom Day tends to ercep forward durdng
ecosomic expanslons.

Tax Freedom Day by State

Tabie 2
Tax Freodom Day by State, 1996 & 1997

The tax burden boene by residents of dif-
ferent states varies coasidenably. This oocurs
not oaly becsuse residents of different satcs
pay different amounts of statc and focal taxcs,
dut also becsuse they pay dissimilar federal
taxes, based on their level of afBluence, Table
2 compares the 1996 and 1997 Saate Tax Pree-
dom Days while Yable 3 presents data 0o per
capits taxes and Income by sate. Table 4 di-
vides State Tax Freedom Days up by the nurs-
baeldmnhxaruumuolachsmcw
pay taxes for duly of go'

mmun«vm-mbwm
natoq's hesviest tax burden in 1997, This year
the fcdenl government will cotlect $7,188 In
tax revenue for cvery man, woman and child
in the state. An additional $4,671 will be <ol
lected by state and local governments for a to-
tal per capita tax bill of §11,859. Asa result,
all of the Income camed by (he typical tax-
payer ia the Empire State during the first 142
days of che year (und] May 23) will have to go
toward paying taxes. Income eamed during
the firsg 86 of these days will be uscd to pay
fedend taxes. Income carncd during the bat-
mdmpabdmlbewtopqmu
23045 local taxes.

Residenss of Connecticut will bear e
nation’s second hesviest ax burden in 1997.
During this year the fedenl government will
coBeet 9,091 in taxes for cach resident of the
Coastitution Stte while state and focal govern-
ments will coliect anceher $4,618. Tax collec-
uons will therefore total $13,709 per capita.
During 1997 the average resident of Conanectd
cut will bave to devoie all of the income
carned during the irst 141 days of the year
Cuntil May 22) 10 pay their tocal tax bill. In
come eamncd during 94 of these days wall be
used (o pay federal taxzs. Income earncd dur-
g the balance of this time will be used 10 pay
sate 1ad local axes.

At the other end of the tax burden spec-
trum are states With relatively early Tax Free-
dom Deys. Residents of Louisians will bear the
lowes average Lax burden in 1997. During
this year the federal goverament »lt coilect s
re.hmdy modcst 14,660 in 1axcs (rom the av-
enge mxpaycs in the statc whle state and lo-
al s will colkcet another $2.090
for 3 total tax-bill of $6,750 The typrcal resk
dent of the state will have to devote all of the

Pl 1991

Unked Scmes May? Mey 9
New Yok May 21 May 23
My I® Moy 22

District of Codumbia My 13 May 14
Woconsin Mey 12 May 14
Vubingtea May 13 MKy 14
Orcgon ey 12 My 13
Minncsota My 12 May13
Mread My 11 May I
Titinole Mey i1 May I3
Moouns May 9 ﬁ (1]
Wyomicg Moy 10 My 1)
New Jervey My Lo May 11
Kansas Moy § My )
Marylsad Mayy May 11
Nevada b J A} My L)
North Pakoca May B May 13
Michigan May 9 Moy 10
Rhode Idend Key 8 Wy 2
Penneyials Mr? May 9
(0] "y? May 9
Colorsde My 8 Mry 3
Muine say? May 9
Vieginta May 6 May s
ONe Ry 6 My B
Massachusctts May? Mz s
Plocids Msy May 7
Nchrska My 3 Moy 7
Vud May 6 May 6
Alnsks May 3 May 6
Crlfornia May 4 Mg‘
indiana May 4 My §
Missoort Mayp b Mar 6
Antons My 6 Mzy$
Xentucky May & May
Vermont May § May §
New Mexie May $ May §
isbe Map & May ¢
Musissippl May 2 May 4
Texas May 8 May ¥
New Hunpsharc Moy 2 May 3
Delsware May My 2
Nocth Carvlina May ) Marl
Ceongla May b May )
South Carollas Apt 30 May 2
West Virginds Ape 29 May 1
Oklaboma Ape 28 My b
Souh Dakes Ape 29 Ape 3
A nsns Apris Apr YO
Alabsma Apr 22 Ape N
Ternacsce Apt 2?7 Ape 27
Lowsiene aprad Ape 26

* Leap Yeur makes Tax Freedom Dey appear 3 day earber
Sourve Tax Foundation
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Tabie 3
Taxes Por Capica and as & Porcent of Incoms, 1997

Lovistans

Maine

Marytand

X

Michagan

Manncsots

Misstsalppl

Misoun

Montas

Nednuska 8316 .52 2.9 uen ue 23 122
Nowde 18.440 6373 3.463 27 332 259 [1X)
New Hampehire 2643 6944 2699 2803 339 at 24
New jersey 12,942 8 283 34660 83,341 338 s ie
New Mexice 2010 Kol [X3} EXT e [TX] [1X]
New Yorr 1889 7108 wn 30,461 uy 156 13
Nenih Caroling 1% 3,619 21y Uin Y 228 n
North Dstota 87 4908 4 0340 Y] any 129
Ohle - (1] s 301e 5231 Ate 231 ns
Oklahoms G35 % E¥ ) 20978 2y 273 [
Osegon 9062 3799 8263 14918 %4 13 ] 1Y}
Permvtania 229 ¢ sels 2,194 332 334 ns
Bhode Infand 2317 6.500 er 362 13 ny ne
Sowh Cursbna 7,067 4233 2188 21,407 310 226 X
Sewh Dakocs A% (I 1596 2181¢ 17 7 [0
Tennciace 1.57¢ 3480 2.11¢ 3n4e e o (1)
Terss aie 5.338 2380 18048 e 1y w0y
Uean 2343 [N ] 1642 21.2% LR ul e
Yarmand 2154 3,460 3,704 13878 2 s "y
Viepia ¥ (X753 19% T 16508 We B3 ne
Washington 2881 (X1 1309 27.006 “s ELEY [1¥1
Wen Ve 3 6413 4% Lug 19518 ay 221 0y
Wiensn, 9168 3828 3540 19.908 564 2 1y
Wyoming LT 0% ran 12458 iy %o "
Dustrus of Columda 15219 8,508 4613 ML L'11 s 128

Note Totals suy not 0dd up dus to rewnding
oundation.

Seunc Yis ¥,
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Ag-vs
UX Tax 8itw tn the Eight Hour Day, 1997

Souece:

income carned during the first 115 days of the
year 1o paying his or her tota) tax bill. The in
come eamcd duriag 80 of thesc days will go to
pay federal taxes. Income camed during the
remaining 33 days will be used (o pay stace
20d jocal taxes.

The state with the second carliest Tax
Freedon Day in 1997 will be Tennessee where
per capita taxes are expected to total $7,574
In ocdet to pay these levics the average resi-
deat of Tenncssee will have to devote af) of
the income carned during the first 116 days of
the yesq to pay his or der (otal tax bull. in-
come earncd during 84 of these days will go to
paying (cderal uxcs, Income carned during
the balance of the days will be used to pay
state and focal jevies

Amcricans kiving in states berween the
two cxtremes also face widely differing tax
burdens. The average taxpayer in Wyomiog.
the state with the 10h latest Tax Freedom Day
of May 11, will have (6 work 10 days loaget
than his counterparnt in Notth Carolina, the
state with the 10th earllest Tax Frcedom Day,
untl he Is Ainished working to pay taxes, Even
within the middle qvmuk of satesa dup:rln
exists. The  Malne,

{n the statc with lhe s latest Tax l'recdoﬂ
Day. will hare 10 work 3 days Jonger than his
counterpant vn Indian, the state with the 21t

carliest Tax Preedom Day, until he can begin
workiog for hiroself.

Tax Freedom Day Including
Compliance Costs and Dcﬂclt
Spending

The funds extracted from Amencans’ in-
comes cach year are pot the only costs of the
<urrenk tax system. The Tax Foundation estd
mates that in 1997 Americans will spend
$230.4 bulion complying with the fedent ax
code. Another $10 3 tullion wAilf be spent com-
plyiag with state and local uxes  In order to
give the reader some idea as to the magnitude
of these complisnce costa, they exceed the
value of all of the vehicles produced by the
Ford Motor Company last year. As Figure 2
itlustrates, if these costs had been included in
the 1997 Tax Frecdom Day calculatioa they
would have pushed the date forward |3 days

Tax Frecdom Day A * tax
burdeas during one penad of ime. Becsuse of
this, it does not capturce the costs of govern-
areat that have sssendally been traaslerred to
fuxure years through deficn spending. While
many sute and local governments are constitu-
tioaally required to balance their budgeus each
year, the fedesal government has engaged in
deficit spending during viktually every yeas of




SPECIAL
REPORT

19

Tabie 4
Average Number of Days Worked to Pay Taxes by S1are, 1997

o
Total

—
Satcocr
Raak Taves Taxcs Tumes
Unked feates May sy 128 [ 9
New Yok May 33 1 1} % t
Coanocakm May 22 H 14 * @
Wuconds Merté s 133 ) “
Wehingwoa May ¢ 4 133 - a“
Mey 13 L3 132 (3] a7
% May 13 N 132 ™ [
Mewnil May 13 7 132 9 49
Diooks May 13 . [ 3] 7t 1]
Mootans May 14 14 130 " 034
Wyemiag Mey 1) 19 19 1] 38
New Jeney May 11 1 1) ”° ©
Kaswns May ) 132 130 " 4
May 12 13 130 » 4
Neveda Mey 11 14 150 ” 1)
North Dateta May 11 1] 150 “ «
P May 19 14 129 7 L]
hode Latand Mayy L7 (2] L a
Pennaytrana May y . 1”7 » a
lova Mayy ”» 128 [1] “
Calorde Mey § 2 *% “
Maine May 9 2 (&) «
Virginia Mys n 1 * «
Mers 3 " o4 3
Mussachametis May 8 a mn [ o4 44
Plocids May? 23 126 » L)
Nebouka War7 K i 8 “
Uak Map 6 ” 173 ”0 [1]
Alaska Miys 2 128 ” bed
Cahfornie Msy G ) [33] (2] “
Indians Mey 6 80 123 7 8
e vart May & " 135 “ a
Adssns May s a 124 L “
Kenucky May s 133 124 L] 1"
Vewoat May d 3 124 n aQ
New Mexice May $ 33 124 32 41
tdahe My § 3 123 (3] [¥]
Missiselppt May § 3 (11 7 .“
Tezae May § .. (23] » 3
New Hampshire M2y 3 i 12 (2] 34
Dclawarx May 2 40 12 (1] M
Norh Carclina Moy 1 € 120 ) @
Ceorgta My @ 120 L »
Souh Carviion Map s “ 1o s fod
Ten Vieginis Mey 1 .“ 10 = ©
Oldahorma Moy | « 129 s 1)
$outh Gukon Apc o (3 1y 0 33
Arfagar apc v o [11] bid ot
Alabarms Apr 28 " " [} 34
Tenacmee Ape 27 (13 He “ n
Lovted Apr 26 0 us 0 L
Oletrict of Cohumbla s . 13 LY «“

Source Tiz Poundstion
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Pigure 4
Average Number of Days Worked to Pay Taxes by Type of Tax and Level of Government, 1997

Days Spent Laboring
to Pay Taxes in 1997

/ 128 Days* \
ndividusl Social Sales Propecty Corporate Other AR
Incoma insurance & Excles Taxes Income Business Other
Taxes Taxes Taxes Taxes Taxes Taxes
44 Days 38 Days 18 Days 12 Days 13 Days 1 Day 2 Days

2 \ A

Stane &
Loced
14 Oeye

* The everuge Auerhcan »ll have ta wock 128 days to PAY M8 of het tax b off  Mis o Ner Tax Frecdom Diy »ifl serive oa May §
“lesshan halfady

Neoe Dvc 10 rounding, componcnta may not slways sk up te totals

Source Tax Foundation esumstes bused on National [acome and Produt Acceunt Jefinviens

\

.e.

Sute d State &
Locad Local
108y 10ay
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the post-wraz peciod. I in 1997 the federal gor

ernment was probibited from engaging ia this

wwduﬂvkyladvmhmdwdouks
tax

The Tax Bite in the Eight-Hour
Wotk Day

The Tax Bie in the Bight-Hour Day is sa
mmnnmmo(dwmmﬁdu
the fracth

d‘h(-howdnvmum\mbcupcmwomto

pay foderal, Kate, and focal taxcs.

ngnji!mehz&mdnd-
dghthour day that e tyerage American will
spead working to finsnce the of vart-
ous goods and sexvices in 1997. It shows chat,
on sverige, Americans will spend 2 hours and
49 misutes of cach working day Laboring to
pay aaxes. Most of this time, 1| hour and 53
minuces, Wil be spent workiog to psy fedaal
taxes — onc minute longer thanin 1596. The
remaioder, $6 minutes, Wil be spent worldng
10 pay satc and jocal taxes

Table § prescats 3 similar breakdown for
cach mate. [n order to put the tota) tax bite
Lato perspective, note in figure 3 tat the av-
enge American will spend moce working to
pay their total tax bill than they will spend
working to provide for food, dothing, and
shelter combined.

[ncome and Payroll Taxes
Represcnt the Largest Com
nents of the Total Tax B

then have to work 3a addidonal 13 days to pay
his share of corporste [avome taxcs. These
axcs, white lavisibic to many Americans, arc

y borne by
and shacehold. rm* ther 3 days will
be spert working to pey miscellancous taxces,

Tax Freedom D4y Over the
Years
meu-meumuwm«mm,ma
Jow tax counuy. the fouoding of the Re-
pdklul"‘undlmeudypmollhu:m
tury, total government spending 2t the fedenl,

income, except during war
time. Txx Freedom Day (n 1913, foc cxample,
was January 20 (see Table 1)

This situation begaa Lo change in the aftes-
math of World War I, a0d by 1925, Tax Free-
dom Dy had moved to February 6. By the
dawn of the Great Depression la 1930, Tax
Freedom Day had increaded one week to Peb-
nmyls lzvmuedemmdsau«dbylhe
m P of g called for by

ident R “"lNevDal Jeed la Tax
Fucdom Day being pushied forward to March
8in 1940. America’s cany into Workd War I
caused Tax Freedom Day to move forward to
Apel ) in 1545,

In the years since World Was [1, the date at
which averige Americans can claim thcis tax
{reedom has gradually moved further into the
year. {n 1950, Tax Preedom Day was April 3
A decade later I 1960 it had moved almost
two weeks further Into the year to April 16.
thV‘mmvu.cprvxhdemnSO
oetyptomn:dthe , helped move Tax

Americans face a plethora of Siff
taxes In their day1o-day Lives  Figure € pre-
sents 2 breakdown of the time that the average
American must spend ladocing to pay each
type of tax. Arguably the most visible of these
taxes are the two levies that are directly sud-
tracted from Amesicans’ paychecks, namely
{ncome and payroll taxes [ncome taxcs repre-
sent the single largest component of the aver-
age Amecican’s tax bl 1n 1997 the avesage
tupayu will have to work roughly 44 days «o
pay their persoasl income taxes. Ancther 38
days will be spent working (o pay payroll
taxes, which fund social insurance programs
such a3 Social Security and Medicaid, In addl-
tion to these more visible taxcs, the prices of
ncardy all goods and scrvices arc rascd by sales
and exclse taxes. On average, Americans will
‘work 18 days to pay these types of uxes. Ane
other 12 days will be spent working Lo pay
property taxes, which arc primasily levied by
focal governments. The average American will

dom Day to Apcll 26 by |9vo Throughout
lh< 1970s, Tax Freedom Day gradually erepe
forward and by 1980 k had reuhd May 1.

Americans got some tax relief, aibelt temr
porary. during the mid-cighties  The Beunoruc
Recovery Tax Act of 1981, coupled with tax
relief cfiorts n the state 8ad focal tevels that
were sp donbythe p of P {
13 1y Caldornia, caused l’u Freadom Day w
recede back into April between 1983 and
1986 Such tax relief was shortived, how-
cver, and by 1597 Tax Precdom Day had
pushed back into May. By the end of the de-
cadc o had moved to May §

Tax Freedom Day Mcthodology

Tax Freedom Day 13 1 concept used by the
Tax Foundasion to Qlustrate 0w share of Amert-
cans’ incomcs that gocs o pay fedenl, siate,
and local laxcs. For Dlustratlve purposcs it as
<umes that incorme is eamed cvenly through-
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Table

5
Tax Bite (n the 81,
phralpisi )Mmmylyml”I

Total Podera)

Sacestocal

Taaes Taxes Taxcs
Unlted furtes x4 193 ose
Addama 234 149 (Xt}
Aaska 243 145 oss
Arsona E20] [K]] 038
Arksusys 37 143 L3}
Calfornia 243 131 osd
Coloaado X3 (R3] 039
Conperticw 306 208 103
Oclaware 10 130 LR1]
Podds 20 134 032
Geocgla 238 147 032
Hrwad N I 1.%0 T
1dahe 26 147 o6
Ulsnroig. T34 (53] s
tndlang 243 154 [3]]
lowa 249 147 101
Kansas z%2 [E1] 039
Kentuchy M 10 o33
Lowsiana 212 143 o4
Maine 24y . o3
Masytand 232 138 058
Massachuserts 247 153 os2
Michigna 2% 134 036
Minncsota 134 [B1) 103
Miastsdppt 242 144 o3y
Mussourd 243 19 0.4
Mootaas 1% 133 100
Nodaska 246 148 0.8
Nevada 293 135 °37
New Hempshice 40 156 o4s
New Jerscy 297 153 o33
New Mexno 243 t4s 114
New York 307 1.43 "
Noah Carchns 3 146 oy
North Dakots LR 1) 134 oyl
Chio 2148 1351 [R1J
Oklahoms 2118 147 oSt
Orcgon L R1] 142 193
Fennsylvanta 260 136 o8
Rhode Iataod 2% 135% 05s
South Carolins 238 140 030
Sourh Dekows 237 148 o
Tennessce 133 15 (X1
Texas 14 1% 9%
Uan 243 1466 100
Veemom 244 1% 0944
Virgiata 4 184 Qs
Washing® 193 136 ey
wens * 1\ 148 o2
Wisorsin o Y] ue
Wyoming 232 109 e 47
Dutrnt of Colurabds 138 134 el

Note Nuenbers muy not 144 up duc 1o rovading.
fcure Tax Foundadoa

Table 6

US Tax Blie tn the 8Hour Day, 1902-1997
(Hours:Minstes)

Yeur Yax Bice
1902 0.41
1913 0.49
1922 03
1929 o
1930 oS3
1540 128
1541 138
1542 141
1943 208
1964 1.57
1943 189
1946 (53]
1947 101
1) 1354
1949 148
1950 201
1951 210
1952 u
1933 210
1934 393
1938 209
1936 2
1937 214
1948 210
1939 213
1960 220
1961 120
1962 an
1963 R3]
1964 116
1968 216
1966 220
1967 112
1268 230
1969 L 524
1970 232
wh 329
1972 ER L]
1973 238
1974 1%
1973 23
1978 237
1977 23
1978 3
1979 138
1980 240
1990 244
1982 243
1983 T3
1984 236
1988 237
1986 238
1987 242
1588 140
1989 246
1990 13
1991 239
1932 ;:;
s 14
199 245
1996 148
1997 24

Soune Tat Foundation
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Fgure 3

Tax Freedom Day by State, 1997

Sounx Tax Poundatioa.

o the year and that Individuals initially devote
alf of thelr earnings to paying theis taxes. The
day that the sverage Amencan becomes “frec”

AN 10680306) to spend their income on other goods and ser-
""3;’: o botot 19 times vices Is Tax Freedom Day.
e 4. dop D ing the J Tax Freedom Day
301(3) organzanon avolves calculating an ovenal] effective tax rate
:mmnmm.y for the nation. This is dooe by dinding the per

nhrmbla €inie tax burden by per caprta income  The
-12pp follewing formula presents dus calculation fur
Annsal subscriprion: $2500  199):
Indbidnal tsrune §S

Fex capma

The Tax Foundation, &

, Scderal, sate
- m’"‘"“‘“ ool zes  $9.203 v

- - A8 In = . May 9
minrod hax and fixcal "

.:‘ﬂllﬂ"’ ut ol lrvwis t:‘:’" s16.187 wian

Rimrerm st rince 1937,
©1997 Tax Fuundotion

Edtror and Communicaitons
Owrator
Repden Cold

Tax Ponadecta
1259 N \dvect, N
\wite 750

Wasbtaginn, OC Juo0ns
t&vd) Inp-dr6a

“The average Amcrican wocks 1 28 days. or smit May 8, o
Pey off bhls or her taxes May 9. the next Cay, w her of her
Tex Arcedom Dy

The Income fAigure used in tNs formula s
Net Nauonal Product (NNP). a component of

the Natonal Product A (NTPA)
These accounts aze computed and compiled
gy by the C Deparument’s Bo

reay of Econoraik Amalyss The Tax Founda-

tion his used NNP for decades in its Tax Free
Jom Dy calkculations and belicves that K is the
003t sppropei. of i avallable,
In order 1o maintsin coasistency, fedenl, suate
and loaal tax colicction totals arc also bascd
on NIPA dcfinitions.

Tax Freedom Day (s calculated for the cuc-
rent year. Thus nccestitates focccasting both
the cwrent ycar's per capita iax burden and
incone. The 1997 peofections were bascd on
the most current NIPA data avatable and used
the i peio ined in the
Congressional Budger Office’s Januacy 1997
report on the cconomy and the federal budget

o the past corporaie income 3nd scver-
ance taxes coll d by saatc g K.
were included as put of 3 Rate’s total tax bue-
den. This presented 8 problem since itis
Lkcly that the Incidenoe of many of these
taxes fell outside the saates’ borders. In order
to correct this prodlem all state corporste in-
come and severunce taxes are silocated nation-
wide using 3 methodolbgy developed by the
Tax Foundation The Foundation fects that
this adpustment is appropaate since the goal of
wakculating Tax Freedom Day by sute s o -
lustrate the tax burden dorme by the residents
of different states rather than sumply measue
Ing per capita tax collcctions




