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ITEP Report “Who Pays?” Finds State & Local Taxes Hit Poor &
Middle Class Far Harder than the Wealthy 

Our nation is marked in its diversity, a diversity that is mirrored in the states that comprise it.  From New
York’s bustling city streets to Alaska’s vast open spaces, from the resorts and beaches of Florida to the

rolling fields of Iowa, from Maine’s tranquil shores to Colorado’s soaring peaks, each state seems unique in
its own way.

Still, our nation’s states almost universally share one troubling attribute.  From Massachusetts to Oregon and
from Texas to North Dakota, the manner in which states — and their constituent cities and towns — levy the
taxes needed to fund vital
p u b l i c  s e r v i c e s  i s
fundamentally inequitable.
Taken together, the tax
systems of the fifty states
and the District of Columbia
require poorer residents to
pay far more in state and
local taxes, relative to their
incomes, than they demand
of wealthier residents.  

ITEP’s latest report — the
3rd edition of its flagship
publication, Who Pays? A
Distributional Analysis of the
Tax Systems in All 50 States
— makes these inequities
abundantly clear.  Using
ITEP’s Microsimulation Tax Model, Who Pays? examines the tax systems of all 50 states and the District of
Columbia, detailing the state and local taxes paid by non-elderly families and individuals relative to their

incomes. The report includes in its examination all
of the major taxes states and localities levy:
personal and corporate income taxes, property
taxes, and sales and excise taxes.

Continued on page 2 
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STATE & LOCAL TAXES IN 2007, ALL STATES
State and local taxes imposed on own residents, as shares of income
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The report finds that, nationwide, the poorest twenty percent of non-elderly state taxpayers paid, on
average, 10.9 percent of their incomes to state and local tax collectors in 2007.  Taxpayers in the middle of
the income distribution — whose average income amounted to approximately $42,900 in 2007 — faced an
effective tax rate of 9.4 percent on average, after accounting for the interaction between state and federal tax

systems.  In sharp contrast, the
richest one percent of taxpayers —
individuals and families with incomes
in excess of $437,000 per year —
paid an average of just 5.2 percent of
their incomes toward such levies.  In
other words, those individuals and
families with the least ability to pay
are asked to pay twice as much,
relative to their incomes, as those
with the greatest capacity.
  
Of course, viewed individually, some
states pursue even more regressive
approaches to generating revenue. 
Among those states with the least fair
tax systems are Washington, Florida,
and South Dakota; each maintains a
tax system in which the effective tax

rate for the most affluent is one-third of that for the middle class — and one-fifth of the effective rate for the
very poorest state residents.

Not surprisingly, the ten states with the most regressive tax systems have a lot in common:

• Six of these ten states — Washington, Florida, South Dakota, Tennessee, Texas, and Nevada — do not
levy a broad-based personal income tax.  (Tennessee’s income tax is limited to interest and dividend
income.)

• The remaining four states do levy income taxes, but have structured them in a way that makes them much
less progressive than in other states. Two — Illinois and Pennsylvania — have flat-rate income taxes,
which tax the income of the wealthiest family at the same marginal rate as the poorest wage-earner, and
two — Arizona and Alabama — have graduated tax rates that are among the lowest in the nation. 
(Alabama compounds its problems by offering a deduction for federal income taxes paid, which effectively
inverts the progressivity of the federal income tax, handing enormous state tax breaks to those who pay
the most in federal taxes.)

• Four of the ten most regressive tax systems — those of Washington, South Dakota, Tennessee, and
Nevada — rely very heavily on regressive sales and excise taxes. These states derive between half and
two-thirds of their tax revenue from these taxes, compared to the national average of 35 percent.

ITEP Releases Latest Edition of Who Pays?
 Continued from page 1

THE "TERRIBLE TEN"
Ten Most Regressive State and Local Tax Systems, 2007
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Almost as disturbing as the degree of regressivity found in some states is the absence of any state that, in
combination with its local municipalities, uses a truly progressive tax system to produce the revenue it
needs.  Delaware, the District of Columbia, New York, and Vermont all come close, but even they generally
fail to meet minimal standards of tax fairness.  In each of these four states, at least some lower- or middle
income groups pay more of their incomes in state and local taxes than the wealthy few must pay.

This group has some commonalities as well.  New York, Vermont, and the District all have highly progressive
income taxes that feature refundable credits.  In particular, each of these three tax systems is marked by a
state-level Earned Income Tax Credit (EITC) that amounts to no less than 30 percent of the corresponding
federal credit.  (While twenty other states do offer their own EITCs, in some instances they are as small as 3.5
percent of the federal credit.)  The states that come closest to achieving some modicum of tax fairness also
tend to rely less on sales and excise taxes — indeed, Delaware is one of only five states that does not impose
a statewide general sales tax.

The findings contained in Who Pays? also help to dispel
one of the more enduring myths in state and local tax
policy:  the myth of the “low-tax” state.  That is, many of
the most regressive states highlighted in the report are
frequently portrayed in the media — or touted by
elected officials — as “low tax” states, often with an
emphasis on their lack of an income tax.  Such depictions
naturally raise the question:  “low tax” for whom?

States like Florida and Texas, both of which lack an
income tax, do tend to have low to average tax levels in
the aggregate, but they can hardly be considered “low-
tax” states for poor families. In fact, these states’
disproportionate reliance on sales and excise taxes make
the taxes paid by low-income families living within their
borders among the highest in the nation.

As the accompanying graphic illustrates, Washington,
which does not levy an income tax, is the highest-tax
state in the country for low-income taxpayers. In fact,
when all sales, excise, and property taxes are tallied,
Washington’s poor pay 17.3 percent of their total
incomes in state and local taxes. Compare that to
neighboring Idaho and Oregon, where the poor pay 8.6 percent and 8.7 percent, respectively, of their incomes
in state and local taxes. Florida, also a no-income-tax state, taxes its poor families at an effective rate of 13.5
percent, ranking second in this category.  Illinois, which relies heavily on consumption taxes, ranks third in its
taxes on the poor, at 13.0 percent.

The bottom line is that many so-called “low-tax” states are high-tax states for the poor. Only the wealthy in
such states pay relatively little. 

ITEP Releases Latest Edition of Who Pays?
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While inequitable state and local tax systems may have been years in the making, it makes little sense to keep
them that way, now or in the future.  At present, with jobs in scarce supply and wages in decline, working
families all across the country are struggling mightily.  Regressive
tax systems simply make it harder for them to make ends meet and,
at the extreme, can push those currently living below the poverty
line even further away from that standard.  Likewise, states
themselves are grappling with enormous budget deficits, unable to
adequately finance basic services like schools or roads.  Regressive
tax systems, because they generally fail to grow along with the
economy and to reflect the heightened concentration of income in
the United States, make the task of bringing revenues into line with
expenditures all the more difficult as well.

Accordingly, as state policymakers begin to prepare for legislative sessions in the coming year, they should
pursue tax policies that not only raise additional revenue but that do so in as fair a fashion as possible.  They
could, as their colleagues in Rhode Island, Vermont, and Wisconsin did earlier this year, repeal or reform costly
and ineffective tax breaks for capital gains income.  They could, as their counterparts in Connecticut, New Jersey,
Delaware, and Hawaii have all recently done, impose higher tax rates on those taxpayers with the greatest ability
to pay.  They could broaden their sales tax bases to include an array of personal services, as New Mexico has
done for some time, and use a portion of the revenue arising from that change to ease the fiscal responsibilities
they now place on the poor.

In short, the options for improving state tax systems are as diverse as the states themselves.  It will be up to
state policymakers in the months ahead to act upon those options and to try to bring an end to the
inequities in which almost all states now share. — 

On Wednesday, October 21, Citizens for Tax Justice was joined by lawmakers, progressive advocates, policy
experts and labor leaders in celebrating its thirty years of fighting for tax fairness. The speakers included four
current and former members of Congress and two journalists who have
covered tax issues extensively for several years.

The first to speak, Senator Carl Levin of Michigan, told the crowd:

“CTJ is a voice for real fairness, for justice, in our tax system, a voice for
those who believe in closing special-interest loopholes and enforcing
compliance with the tax code. CTJ is there every day and every week, with
detailed analysis of tax proposals, alternative ideas, and good suggestions.
Bob McIntyre, CTJ’s longtime and tireless leader, is one of its driving forces
and a terrific public servant who has dedicated his life to tax justice. Washington would be a much poorer place
and even more skewed to the powerful interests without Citizens for Tax Justice...”

ITEP Releases Latest Edition of Who Pays?
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The complete text of Who Pays? A Distributional 
Analysis of the Tax Systems in All 50 States, as 
well as separate fact sheets for each state and 
the District of Columbia, are available at 
www.itepnet.org/whopays. Individual printed 
copies of Who Pays? may be obtained by 
contacting ITEP’s Development Director, Bonnie 
Rubenstein, at (202) 299-1066 x25. 

Members of Congress & Press Congratulate CTJ on 30 Years
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Senator Levin went on to discuss the debate over financing health care reform. He called on his colleagues to
consider the measure he and Rep. Lloyd Doggett of Texas have introduced (to crack down on tax havens) as a
way to help pay for health care reform, and he also argued in favor of a surtax on high-income taxpayers.

“As we contemplate health-care reform, Congress needs to decide whether to put ourselves in a
straight-jacket when it comes to revenues — and risk that health coverage remains unaffordable for many
middle-class Americans. Or, will we do the right thing when it comes to taxes and healthcare, close some of
these loopholes that allow people, for instance, to stash assets overseas or avoid taxes on massive
investment earnings, and use the revenue to provide long overdue and badly needed health-care reform? Will
we leave middle-class families locked out of affordable coverage while we refuse to consider a ‘millionaire’s
tax’ on our wealthiest citizens?”

Senator Ron Wyden of Oregon discussed how roughly 10,000 tax
breaks have been added to the tax code since the 1986 tax reform
that swept away most loopholes. He spoke of the book Showdown at
Gucci Gulch, which chronicles the battle over the 1986 tax reform,
and said that CTJ director Bob McIntyre was the “sheriff” of that
story.

“Twenty years ago,” Wyden said, “after Bob got in there and cleaned
up Dodge, Bill Bradley and Ronald Reagan came together and got all
the credit.” But for the next round of tax reform, Wyden predicted

that CTJ would once again lead the charge against the special interest lobbyists who will attempt to protect
their loopholes.

“We have the good fortune of knowing that Bob McIntyre and Citizens for Tax Justice are going to be on the
side of the typical working person, the person without the lobbyist, and even though the odds-makers say it
can’t be done, we are going to get tax reform next Congress. We are going to start it now, we’re going as far
as we can, and with Bob in the lead, we are going to prosecute it until we go back to what we know makes
sense, a fairer tax system, one that isn’t rigged against the typical working person, and you’re going to be
leading the charge, Bob.”

Representative Lloyd Doggett of Texas noted that his colleagues need to get serious about tax reform. 

“Electing Barack Obama and a Democratic Congress, to be sure, does not assure us tax justice, it only assures
us an opportunity to seek tax justice and to overcome the many entrenched interests who, each year, make
our tax code more complex and more unjust. I have not perceived, in 33 months of Democratic control of
Congress, much greater appetite on the part of my colleagues to go in and take on the major corporate tax
breaks that are in the code than I did in Republican years. But I think we’re not going backwards anymore,
and if we have a concerted effort led through Citizens for Tax Justice, we have the chance to get after some
of the most abusive practices in the code.”

Rep. Doggett criticized tax cuts that are promoted as ways to help the economy even though they are
obvious give-aways to corporate interests and have no hope of helping the economy as a whole. The example

Members of Congress & Press Congratulate CTJ on 30 Years
 Continued from page 4
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he cited is the net operating loss (NOL) carryback provisions which are in the America Recovery and 
Reinvestment Act, and which were recently extended. He explained that “corporations that paid so little in
the past now not only want to pay nothing, but to get a check back as if they were entitled to the Earned
Income Tax Credit.”

Former House Democratic Leader Dick Gephardt told the crowd that
during every debate over taxes, “the only ally we had was this guy and
this organization,” meaning Bob McIntyre and Citizens for Tax Justice.

“And the commitment was always to a simple idea: fairness. What’s fair
for everyone and what’s fair for ordinary Americans who don’t have
much of a voice in our country and in our capitol, certainly on tax
matters, which are usually esoteric, complicated issues that nobody
quite understands.”

Pulitzer Prize-winning journalist and author David Cay Johnston explained that, “with this little, tiny budget
and a great entrepreneurial approach, Bob has found ways again and again to make issues come to life, to get
people to understand fundamental unfairness and policies that are hurting the economy instead of helping,
but are sold under a different guise... There are a whole host of people... who want to loot our pockets with
the tax system or... rig the system. And on the other side, there’s a handful of people led by Bob.”

Finally, Jonathan Chait, senior editor of The New Republic, spoke of an episode that he believes shows how
much influence CTJ actually has and how much fear it inspires in its opponents.

In 1999, the presidential campaign of George W. Bush told the Washington Post it could write an exclusive
story about candidate Bush’s tax plan only on the condition that the paper not show the plan to any outside
experts before writing and publishing their story. Amazingly, the Post agreed to these terms, and wrote a
story about the tax plan that seemed to reinforce the image of Bush as the “compassionate conservative” that
the campaign was trying so hard to project. 

Of course, CTJ did an analysis in the days following the publication of that article and showed that the Bush
tax plan was very regressive and that there was nothing compassionate about it.

Chait said the incident is remarkable because the Bush campaign “crafted an entire media strategy around
Citizens for Tax Justice. It was, ‘Don’t show this to Citizens for Tax Justice before we put it out or we’re sunk.’
And I think they were right.” He went on to say, “In my mind that is the strongest testament I have ever seen
to any public interest group and its power.”—

Citizens for Tax Justice thanks the forty members of Congress, several heads of national organizations,
and friends of CTJ who served as honorary chairpersons for our 30th anniversary event, along with the
many organizations and individuals who sponsored, attended and supported the event.

Members of Congress & Press Congratulate CTJ on 30 Years
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It’s time for the federal government to finally follow through on its long-unfulfilled promise to evaluate the
usefulness of special tax breaks.

Does the research and experimentation tax credit, for example, actually encourage research?  Or does it
simply enrich high-tech firms?  Does the mortgage interest deduction increase homeownership, or does it
only reward people who would have purchased homes anyway?

Shockingly, these types of fundamental policy questions have not been addressed in any type of systematic
fashion by our government.  A new report from Citizens for Tax Justice, titled Judging Tax Expenditures, makes
the case for a “performance review system” designed to get to the bottom of these exact questions.

In total, the federal government forgoes collecting over $1 trillion in revenue each year because of programs
it administers via the tax code.  These programs, or “tax expenditures,” as they are frequently called, are
aimed at encouraging investment, manufacturing, oil extraction, saving, education, health care, and countless
other ends.  The over $1 trillion the government spends each year via these provisions actually exceeds the
amount spent through the discretionary spending budget (that is, the portion of federal spending that
Congress must approve on an annual basis).

But despite the enormity of tax expenditures, these provisions receive only a small fraction of the attention
directed toward ordinary, discretionary spending programs.  In many cases, tax expenditures are allowed to
continue indefinitely, tucked away into the tax code, without any formal review or even any limitation on
their total cost.  Moreover, lawmakers are too often more than willing to avoid giving these programs a
second look, largely because of their infatuation with anything that can possibly be labeled as “tax relief.”

A “performance review system,” designed to impartially judge whether the programs buried within our
nation’s tax code are fulfilling their stated objectives, could help counteract the unwarranted proliferation of
these provisions.  Such systems are already in place for the evaluation of ordinary spending programs.  And
as CTJ’s new report details, the Executive Branch has in the past made real strides toward implementing a
system for reviewing tax expenditures, though those efforts have since been largely abandoned.

An End to the Delays?
Fortunately, during a mid-November hearing before the House Budget Committee, the OMB’s Chief
Performance Officer, Jeffrey Zients, expressed “100% agreement” with the basic proposal laid out in CTJ’s new
report just days earlier — namely, that tax expenditures should be reviewed alongside regular spending
programs.  He went on to promise that tax expenditure review will be a priority moving forward.

This revelation, a stark departure from past delays, came after the questioning of Mr. Zients by
Representative Lloyd Doggett (D-TX).  As Mr. Doggett explained, “I don’t see how you can evaluate [for
example] … Pell grants, Perkins loans, and work study, without evaluating and comparing them with a rather
substantial tax reduction … the higher education tax credit that I authored.”  The same could be said for any
of the nation’s programs aimed at promoting housing, commerce, investment, research, health care, etc.

Mr. Doggett went on to point out that “the last 14 budgets … that have come out of the Executive Branch
have bemoaned the fact that evaluating tax expenditures was a ‘significant challenge.’  To date, no one has
accepted that challenge. … This needs attention, and needs attention yesterday.”—

CTJ Calls for Review of Special Breaks Throughout the Tax Code



 

Citizens for Tax Justice
Institute on Taxation & Economic Policy
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Help Us Continue the Fight for Tax Fairness!

After 30 years of fighting for tax fairness, you might think we’d be able to sit back, take a deep breath and relax.

But if you’ve been paying attention to what Congress and the state legislatures are up to, you know this is no time for tax
fairness advocates to relax. Lawmakers at the federal, state and local levels are all trying to figure out how to pay for health
care, transportation, education and other vital services
without pushing victims of our economic downturn even
further into poverty.

At our 30th anniversary celebration, it was nice to hear
The New Republic’s Jonathan Chait describe how much
the enemies of tax justice fear the “power” of our
analyses. But our shoe-string budget has never come
close to the giant sums spent by the loophole lobbyists
and the tribunes for the rich that we do battle with every
day.

That’s why we depend on you, and why we hope you’ll
think of us when you make your year-end donations.

The staff of CTJ & ITEP wish you a great holiday season and a happy, healthy 2010!
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