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' FEDERAL EXCISE TaXED:
COST TO AVERAGE AMERICAN HOUGEHOLD

some federal legislators are seeking to ralse $18
billion in new revenues to neelt the Gramm-Rudman fedsral
budget target for the next flscal year. One proposal to
meat this net revenue target would lmpoese additional
federal excise taxes on gazsoline, aleshol, tobacco products
and telephone use amounting to over 526 billion in calendar
yvaar 1988, and more in later yesrs. This incresase in
gxcise taxes--the stespest rise ever--would take about {285
from the average American househeld in calendar year 1988.

’ Subrent Tax Propoped Tax  U.S. Housshold, 1988
Gasoline g9¢ per gallon  19¢ per gallon $128
Clgareties - 188 a pack 32¢ a pack 43

| Baer l6g per six pack 635¢ per six pack 53
| Wine 3% per fifth 85 par Tifth 23
Spivits £2.50 per f£ifth  £3,00 per Fifth v
Telephone © (sunsest) 3 percent —t

Inoreane in
Excize Tax For Averags)

TOTAL 2234

The gross increase in excise taves is larger than the
net revenue target because a part of the excisse tax risee-
about $70 for the average American housshold--would be

offiset by a reduction in income taxes.

Thug, the net tax

cost to the average housshold would be about $218.  The
partial incoms tax offset iz no benafit to Amerizan
heuseholds, however, zince it would come about becausa the
new excise taw reduces household and business incomes (by
the magnitude of the gross excise tax increase), and not
because of 2 cut in income taw rates.
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These astimaves, as well as estimated hougshold costs
for the 50 states and sone zalected urban aveas--ghown in
accompanying tablese-wera prepaved by Quick, Finan &
Associates (QFA) of Washington, DO, on the basis of cne
variant of the tax proposals currently being discussed in
Congress. The proposal, shown in the third column of the
table above, was recently put forward by the Congrasgional
Budget Office and reported in The New York Times.

inder the current federal tay ilaw, The averaga
American housshold alveady payse 32370 annually {1988
dollarg) for Esderal excolse taxes on these apd othey
products and services.* In addition, svery stabe has
axcise taxes on some o all of these items, and others as
well. Total faderal, state and local excise taxes amounted
to 790 per household, or 2 percent of average household
personal income, in 1986.

Under the proposal cutlined here?, federal excise
taxes would rise hy more than 75 percent, with tax rates on
differsnt components rising as follows!:

@ on gasoline, would increass 111 percent.
3 on cigarettes, would double,
# On beer, would increaze 306 peycent.

o O table wine, would rise 1733 percent.’
] On distilled spirits, would inorease 20 percent.

® on telephone service, would continue at 3 percent
rather than expire as currently in the law.

lrederal excise taxes are also inposed on a variety of
obher ftems, lncliuding sir fares, wagering, Pivesrms, and

baw& and ayrows, {(se¢ Budget of ited st

rarnment ¥.1938, Subnlepent, Table 13}.

5 sontending altarnative proposal would substitute an
oll impert fee for the gasoline tawx component. This
alternative would impose a still larger burden on the
average American households, with thoge in the Northeast
and other oil-importing states bearing a disproportionate
burden. (Sz2e The New York Times, Thursday, May 7, 1587.)

e e
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The impact on average household incomes is only one
drawback af the proposed ewcise tay ineréases. Gthﬁr
problems include:

w Rearessivity--according to the Congressional Budget
Office, excise taxes in 1985 amounted o 4.9 percent
of total income fnr the sverags housshold with incomes
under $5,000, varsus only 0.4 percent for houssholds
with incomesg of $50,000 or more.

» gggm;gggggmwhltlﬁana for Taw Justice estimated that an
excise tax increase, propesed last year, that was
gmaller than the current proposal would lzed te net
job losses of almost 13,000 workers.

flation=-~In the short run, the proposed increase in
axai&@ taxaes would push up overall prices by pore than
1/2 percent, with consumer prices sven harvder hit:
ficw~through effects from sscalator contracts and
normal business mark-ups could result in additional
price increases,?

Morsover, an increase in federal axceise taxass would
sgueeze the states! ravenuawxalﬁinq capacity and could set
off an upward spiral in state bex ratss. That is, 1f the
boost In federal sxwise baxes cubs purchases of those ltems
the states alse tax, then state revenuss will fall. Many
shates, given the already severe fiscal pressures, would be
faroad o raige excise tay rates In oprder ko maintain their
reventes. Thas, the ultimate inorease in exclse tayx rates
is likely to be larger than those shown above.

3tea studies by the Congressional Budget Office,
Citizens for Tax Justice, and Policy Ecoromics Group cited
in References and Data Sources st the end of this report.
The effect on overall prices is esbipated as the gross
excise tax increage (asgumed to be pasged on Lo consumers)
divided by total GNP in 1988, as projected by the Office of
Management and Budget.

-

TCAL0336105



Alalana
Klagka
Arizoens
hrkansas
Lalifernis

Colorads
fannectiout
Delavare .
Dist. ef Coluw.
Florida

Georgla
Hawzil
Tdaho
Itlinois
Indiana

Iowa
Banoas
Kantuoky
Lotislana
Haina

Haryland
Hamnschusetis
Hichigan
¥innasata

" Milsslissippi

Hissouri
Hontana
Hebragka
Haevada

Hew Hampghiras

Haw Jersay
Hey Mexise
ey York
Hersh caralina
Hareh Dakota

Okin

ak 1 ahone
gragon
Pennsyivania
Bhoide fTsland

gouth Carsiina
Bouth Dakota
Tennesseg
Taxas

Utah

Tarment
Yirginia
Warhington
Wept Virginia
‘HWisconsin

Wy eming

135 Average

EXCISE TAX IMCREASES PER HIUSEHOLD
BY SYATE,

Sas

§1490
185
30
152
119

128
113
44

73
114

154
f 44
141
Il
14%

145
148
143
347
133

13
108
13
138
148

kX 3
130
147
iiy
114

idl
182

5
g
177

e
L3
128
107

18L

14
170
353
154
148

130
£33
118
118
184
&34

4126

Tigs

942
&1
38
44
av

42
£1
93
LY
kb

£5
iz
L3
46
38

43
L]
3]
44
4B

50

Table %

3%
G4
By
34
52

%3
A4
g6
bt 3
88

45
7L
¥4
54

1]

59
581

i%34

$i2
3%
25
7
45

26
3z
43
a4

23

15
29
i%
R
13

¥
9
i
13
an

2%
a4
3G
17

T

15
iy
12
45
25

38
1%
31
L

0

45

3
31
14
33

15
i
&
17
¥

30
i3
33

8
19
14

523

e

$
i

3

1 el wf TR G CERE R W ond 1 md &y e ok o &2 ~E A i

o - BB L R

M RS

i gF

A A AR R o~

E I R R s 2

d

Tals. Tatal
534 §264
4% 40
i1 290
2% am
14 L]
34 185
45 283
1% 120
41 P11
11 EE
32 25T
a3 7
% 255
k3 ]
30 ddz
34 AL
32 280
36 a80
28 &
% FiE
14 r3: el
k1 04
i3 idl
34 2%
24 2re
n WL
% 128
31 8%
33 e
kI 8%
43 9%
27 00
3% 39
ig S
e 218
an e
i) 38
i 273
32 754
X4 a7
&7 295
2B 19
2% 281
33 7
AR 254
i 186
16 %5
ie h£-3
24 19
1z 231
32 k311
534 GIES

TCAL0336106



Table 2

EXCIZE TAX THOREASE PER HOUSEHOLD
BY SELECTELD URBAN AREA, 19#8

Bear, Wine

Arga Gas Claarette f.8plrits Tatal
Atlanta, GA $174 §48 $113 $367
Hoston, MA 98 38 100 28 264
Chicago, IL 137 43 82 39 311
cincinnati, OH 120 43 63 31 258
cleveland, OH 130 45 88 33 297
Detroit, WI A 57 97 4 378
Houston, TX 18 &5 113 32 365
Enowville, TH 3153 43 &4 29 285
Hemphis, TH 156 43 62 29 | 280
Hilwaukes, WI 114 44 108 28 288
Mple-St. Paul, MH 147 55 164 30 334
New York, NY 97 43 ) 50 64
ritteburgh, PA 154 49 TR 32 £al
San Franciseo, O3 152 1% 143 i 359
Seattle, WA 120 45 4 34 290
St. Louls, MO . 143 49 &3 3L 287
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Methodolegy of the OFA Study

The astimates of the impacta on average households in
each state and in selected metropolitan aress were prepared
by Quick, Finan & Associates in five steps, in order to
properiy align the aggregate federal revenues for the
fiscal year with available data on household Income and
consunption patterns that are available only for calendar
VSRS .

i. Aguregate revenue flgures for fiscal 1888 {October
1987 to September 1388} wers converted to estimabes of
the 1988 calenday yveary total, as shown helovw.

Tax Rates §g§7kk‘“"“ég§§é"ﬁa1 '
Surrent Proposed Fiscal 88 calendar 88

Gasoline
per gallon G lag § B.6 Bn $11.6 Bn
Cigarettes
per pack igg 328 2.8 4.0
Beer
per aix 164 G5 4,7
. 8.1
Wine® m}
per fifth 34 554 2.1
Bpirits
per £ifth® $3.50  $3.00 0.t 9.6
Telephone
yercent? o 3% 1.3 K
Gross 2E.3
Income Tax Lossg . £6.5)
NET $18.3Bn  §19.46BEn

dNet of reductions in income taxes due to reduced
incomes; ineome tax offset allocated to each ltem.

Spycludaz sweet wines and spavkiing wines.

Spro rata by proof gallon.

7Currﬁnt1y schaditled to explire at the and of 1987.

.39
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Hote that the fiscal vear figures frop CBO are net of
the ilncome tay offset. The reduction in income taxes
would ooour bagause the excise tax increaza would
reduce household and business incomes by an amount
egual to the new excise tax. Following ths convantion
of the Treasury and the Congressional Budget Office,
the aggregate income tax offset iz estimated as the
gross incrense in excise taxes multiplied by the
average rate of employment and income taxes. Applving
this formula to the net fiscal yeay figures, the gross
calendar year figures, as well as the aggregate 56.5
Billion income tax offset, are estimated. The
aggregate income tax offset is then distributed to
states and urban aress on the basis of thalr sharas of
total income and employment taues paid. The average
income tax offset per household, $71 for all U.8.
households, would bhe:

Staten

AL % 40 KY 0§ 39 OH § 78
AK 88 LA 44 K 59
EY 47 ¥E 39 GR 49
AR 24 HD 103 PA 73
CA 76 ¥A 87 RI &7
oo 78 M1 44 Be 38
or 12% ¥N 973 sh 58
DE 120 MY 28 TH 52
DCo 108 Mo 81 T% e
L 52 WT 34 o 56
GA 58 NE 63 o 4%
HY 57 NV 60 VA 56
I 4% HH 54 WA 5
1L 20 HI 100 Wy 31
TH &6 M 40 WI 57
Th 47 NY 102 WY 43
S 58 N 46
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SkSAs

Atlanta 864 Memphis $ 60
Boston %0 Hilwaukes _ 7
Chicags 23 Mple-St. Pagl 86
Cincinnati 73 Hew York 101
Claveland 29 Pittsburgh 82
Detroit a1 Zan Franoiscoo 29
HoustTon &8 gaatitla 63
Enoxvilla L} g8, Louis g5

3.  Calendar year total liabilities Ffor each fax were
allocated to each state based upon data on Yax basss
by state for 1984 from the Advigory Commiassion on
Intergovernmental Relatiens (ACIR). As ne data are
avallable on excise taxes collected on telephone use
by state, personal income from the Comperce
Departwent's Buresu of Economic Analysis was used as
the base to allocate the telephons exeiss taw. The
inceme tax offset was allocated according o the sum
of 1%84 Federal incons and employment taxaa fr&m tha
.58, Q@ﬁﬁﬂ% State and Mebrowolitan A% :

1986.8

4. In each case, the tax per household by stake was
caloulated using projected numbers of houssholds for
calenddr year 1988. The projections ware bhased upon
reoant Census prodections fer the total United States
and allocated according to the most recent Censug data
{for 1984) on numbers of households by state. (The
Census reports that thers are just under 89 million
households in the United States and that the average
mumber of pecple per househeld is about 2.7.)

Eafter reviewlng the data, subiective corrections were
nade to data for New Hampshire (spirits, wine, beer, and
Sigarettes), the District of Colusbia {spirits and wine),
and Nevada ({spirits and wine}. The first two are excise
tax havens for Massachusetts and Virginia, respectively,
and the figures for Nevada are affected by the tourist
trade, The corrections~-details of which are available
from the authers of the study--are necessary to convert
ACIR dats based primﬁrily on sales in the state to flgures
cloger to consumption by state.

o £
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Estimates for selected urban aress were Lhen prepared
in four steps, This methodology exploits consumption
data that are available for regions and urban areas,
but not for stales.

The state data on excise inereasmes above wepe
aggregeted to construct regional avarages per
household for the four national regions
{northeast, midwest, south, and west) for which
consuner eypanditure data are available from the
Bureau of Labor Statistics' Congumer Expenditure
Burvey.

Regional expendituras per housshold for all
households in 1982-~83 for sach taxed item, as
well a3 for incoms, wepre estimasted by caloulating
the ratio of 1984 spending (and income} of "all
consunars" to "urban consumers® and applying this
ratin to spending data for urban consumers by
region in 1982-83.

The ratic of consumer expenditures per household
for esach taxed item {and income) in each of the
selected SMERg in 1982-83 to thosze in the region,
prepavaed in step ii, was calculated,

Finally, the tay per household in each SMSA (for
each taxed item) was caloulated by applying the
ratio of BMBA to reglonal spending caleulated in
step 1ii to the regional tax data prepared in
gtep 1.

fconsumption data were unavailable for Menphis and

§l
1.
ii.
iii.
iv.
¥noxville.

pattarns.

For this reason, the estimabes for these two

urban areas are based upon a different metbedology that
utilize local income data and state and reglonal spending

Detalls are available From the autbors.
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