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Soma fsrderal legisl.atnrs sra: meking to raise. $Y8 
bl1l ian  i n  new revenues t o  meet the Grarurn-Rudman federal. 
budget t a r g a t  for  the next fiscal year. One proposal to 
meat this ne t  revenue target waul4 L ~ ( P O S ~  additi.anal 
federal excise taxes on gasoline, alcahnl,  tobacco producte; 
and telephone use amounting t n  aver $26 b212j.on i n  Galenbar 
year 1988, and nare in later years. %is increase in 
excise taxes--tkm steepest, rise ever--vn*~ld t a b  ak~nut: $285 
fro= t h e  averago American Etousehcld in calendar year 1988. 
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The gross iuxcrease irr axciscl! taxes i s  Parget. Cl~avl  tha 
n r t  rovetrue targot: because a part o f  Cha excise tax rise-- 
about $70 f o r  t h e  average A~@riixn hausehold--would be 
offset by a reduction in income tares. Thus, tbe net  t a x  
cost t o  the  average household would be ahout $219. Tho 
p a r t i a l  ineame tax a f fca t  is no benefi t  ta American 
households, however, ~ i n c e  it would coao about because the 
new excise t ax  reduces household and buelneas incomes (by 
the magnitude of the grass excise tax incream), and not  
because o f  a cut in incoma tan rates* 



Thcsa ~ s t i m t l t e s ,  a s  w a l l  as elistimated household costs 
f o r  the $0 s t a t e d  and same se len tnd  urban areas--sl-lawn In 
accompariyir~y tables--ruere prepared by Quick, Fiaan & 
 associate^ [QFA) of Washington, DC, an the basis  of sncl 
variant of tho  t a x  proposals  eu r ron t l y  being discussed i n  
cangress.  The propaacrl, shatm in t h e  third column of the 
t a b l e  above, was recent ly pat Earward by t h e  Cnngressional. 
Budqet QPtSce andl repor ted in Xh~.II~'(%_.YY~Y~?6-?6~-m~.~. 

Under t h e  cu r r en t  terlerar t a r  law, the average 
m e r i c a n  haucehald a l ready  peys $370 anl%ilnlly (1986 
r loflara)  f o r  f ede r a l  exc i s e  taxes on t he se  and other 
products and  service^.^ I n  addLt..ion, evexy s t a t e  has 
excise t a x e s  on same o r  al l .  of t ha se  items, and others a5 
wall, TcrtaL f a&ara l ,  s t a t e  and laoal. exc i s e  t axe s  amounted 
t o  $790 p a r  ImuaeIiol6, o r  2 percent  o f  average houaahold 
personal  income, I n  1986. 

Under t h e  proposal  o u t l h e d  here2,  f ede r a l  exc i s e  
t a x e s  would rise by mare than 75 percen t ,  wi th  tax  r a t e s  an 
di f ferant ,  cnmpcments r i s i n g  as follows: 

r On gaso l ine ,  would increase I Z J  parcent. 

r On c i g a r e t t e s ,  wauld double, 

* On Leer, would increase 306 parcen t ,  

n On table wine, would pies 1733 percent, 

n On d i s t i l l e d ,  s p i r i t s ,  wn~nld increase 20  percent, 

* on tolaphanr: momice, wn-rxld continua at 3 percent  
r a t h e r  than  axp i re  as c u r r e n t l y  m t h e  law.  

l ~ e d e t a l  exc i s e  taxes are also intpased on a variety oF 
a t h e r  I.tlems, Incl mdtng a i r  f a r e s ,  wagarj.ng, f iraams,  and 
boors and arrows, (src &&get e$ t h e  Urkitad States 

I TabXe 1.3 ] . 
2~ cantending a1 t r rna t i va  yropoc;aI. would a & s t i t u t e  an 

o i l  faport: fee far t h e  gasol ine  t a x  coraponent. This 
a l t e r n a t i v e  would impost; a still Larger burden an tho 
average Ame.rlcan households, with thase i n  t h e  Northenst 
and o t h e r  oi l- importing states bear ing a d i sp r apv r t i ona t e  
bureon. (See Thg...Y-q-y_Xp.~ T i m e s ,  Thursday, May 7, 198'7. ) 



The f m p ~ c t  on average household i a como~  i s  only one 
drawback o f  t h e  proposed exc i se  t a x  increases, ather 
problents include: 

cr --According t o  t h e  Gangressionsl Budgat 
o f f i c e ,  exc i se  taxas I n  lee5 amounted 'en 4 - 9  percent  
of total income?. f a r  t h e  average household wit11 incainnes 
under $5 ,000 ,  versus only 0 . 6  percent  f o r  households 
with incomas of  $50,000 wr more. 

cr ~~-citizlrns far Trax J u s t i c e  estirnatad that: an 
axeise tax increase, p r a p ~ a ~ d  l a s t  year, t h a t  was 
s ~ a l l e r  khan Cfie curlent proposal would load t o  n e t  
job l o s s e s  of almost 1 2 , 0 0 0  workers, 

@ --Zn tha sho r t  m, Ute proposed increase  i n  
excise taxas would push up owerail  prices by more than 
1/2 percent ,  w i t h  consumer prioas etren hat-der h i t :  
flow-through effects Croa escalatar con t r ac t s  arid 
normal businass mark-ups could r e s u l t  i n  a ad l t i ona l  
price inc reases ,  

Moreover, rm inc rease  i n  fadcral excisat t axes  would 
~ ~ U ~ B Z P ,  tha s t a t e s '  r ev~n~ie -ca i s inc j  capac i ty  and could s e t  
off  an upward s p i r a l  i n  a t a t e  t a x  r a t e&,  That is, i f  t h e  
boost, i n  f ede r a l  exa i se  taxes cut6 pur~basns o f  those items 
the states also tax,  then #tat13 kevenu~ls w i l t  f ~ l i l . ~  ihng  
states, given t b a  a l ready severe fiscal pressures ,  would be 
farced to r a i s e  exc i se  tax rats* i n  amlet t o  maintain their 
revenues. Thus, tho ultimata increase  i n  sxcieo tax rates 
i s  l i k e l y  to be larger than those shown above. 

36ae s t u d i e s  by t h e  Cangrassiuniil Budget Office,  
Citizens for  Tax J u s t i c e ,  and Policy Economics Group citad 
i n  RCzfemnces and Data Sourems a t  t h e  crrd aE this regnr t .  
The a f f e c t  an ove ra l l  p r i c e s  i s  e s t i r n a t ~ d  a s  the gross 
axcisa tax i n c r ea s s  (assumed t o  be passed on t o  consumers) 
divided by t o t a l  GNP i n  1988, a s  projected by t he  Off ice  of 
Management and Budget. 



Z X ~ S ~ :  T ~ X  ?~cREASCB PER HOUSEBOLD 
AX STATE, 1988 

Alabama 
Alaska 
Arizona 
Arkanma 
cal i fomla 

Coloc'adb 
Connecticut: 
otalrvarra 
D i & t .  G I  CO1UIu. 
PLor ida 

~ e o r g l a  
Hawaii 
Xdaho 
I?; ino ie  
Ifdial18 

1 4 6  11 52 V 4 
I4F: 4 1  4 3  9 il 
l l i  b% 4 1 B 5 
I 4 7  30 5 4  18 7 
132 dl) 67 2 0 3 

New JBT~IO)'  
Maw K @ x ~ S G ,  
N%V York 
Vorrh Carelina 
Rnrlh Dakota 

Ohio 
Clklahalz~ 
Oregon 
Psnnsy:wania 
Rhnde :slnnd 

South Carolina 
wucn uakota 
'fennaaises 
T e x a s  
Utah 

Vnrmonr. 
Vlrq ln ia  
Wsehinqton 
wrat Virginia 
Wisconsin 
wycning 



AxBa 

.Rtlanta, GA 

Bnstan, Mpl 

Chicago, IL 

Cincinnati, Oll 

ClewelartlJ, OH 

Dotrait, MX 

Houston, TX 

K a c s l r v i l X l e ,  TH 

M&~:n?phis, TH 

Mi lwaukecs , W 1  

~ p l s - s t .  Paul, MN 

Mew York, BY 

Pitt~h~rgh, PA 

San Franciscu, Cia 

Seatt le ,  WA 

St. Louis, Ma 

BXCI;CfSE TAX INCREASE PEE NOUSENOW) 
BY SEmCa"ED m M  AREA, 1988 



Tha oatintates of tEta fapact@ on average househaldrz in 
eaca state and i n  sel.ected m&rnpalitan areas were prepared 
by ~ u i c k ,  Finail & Assuciates in f ive  ateps, i n  o r d e r  ta 
prcqarly align t he  aggregate federal revenues far tha 
fiscal year with available data on houce.hald incoma and 

" consumptian patterns that arm available only fa r  oalendar 
yaatw. 

1, Aggregate revenue Eiqurorn f o r  f iscai 1988 (Octokre~ 
3.987 to September 119138) were convetted to astimatas 41f 
ma 1988 calendar pear total, ae shown belav. 
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NET 

4 ~ e t  wf rcduct i~ntl  in incme taxes due to reduced 
i.ncamen; income taw. of f se t  a l locaked ta each itern* 

S~xcludes sweet wiaee and sparkling vines, 

"ra orta by proof gallon. 

' ~ u r r e n t i y  achadulea to expire nt  tbc end of 1987, 

-6- 



2. Note that tbs fiscal year figures from CBCl are net of 
the incame t a x  offset, The reduction in income taxes 
waulci, occur because tbe excise tax increase w u l d  
mdtxra krausakrold and buainer~ incomas by an amaunt 
equal Cu the new excise tax. PaLit-iwiag canvantion 
al tho Treasury and the Congrraaianal Budget Ofiicc, 
the aggregatr incase tax offset i .~;  nstimatecl as the 
gross incrsnsa in excise taxes multiplied by the 
average rate of emplaqrment and income taxes. Applying 
this fosmuZil to the net fiscal year figures, the gross 
calendar year figures, as well as the aggregate $ 5 . 5  
br l lxon  incama t a x  o f f s e t ,  are estimated, The 
aggregate income tax offrat is than distributed to 
states and urban aroar on the baais of their shares o f  
total income an& smplopent taxas paid, The average 
ixlcnatn tax offast psr household, $72 f o r  a11 WAS,  
houaehalda, would be: 



Atlanta 
Boston 
Chicago 
Cincinnati 
Cleveland 
Detroit  
Ruustaur 
Stnaxville 

$64 Hemphi s $ 60 
95 Nilwaukee 77 
83 HpXs-St- Paul 8 6 
73 He'd !ark 201 
8 9 Pi t t t iburyh  82 
9 1 San Francisco 9 0 
68 Sea t t l e  6 3 
52  st. Louis 85 

3 .  Calendar yanr t o t a l  l i a b i l f t i w  f o r  each eax wrrt 
al located t a  each state based upan data on t a x  bases 
by s t a t e  f a r  I984 from the Advisory C m i e s i o l l  an 
Intergovernsentul nesatians (ACIX] .  A s  na data a r c  
available can excise taxes collected on telaphone use 
Isy rstate, prsrsu~rzll incane irum the C m e r ~ e  
Dtr;partnent's Bureau of Kconontic: Analysis r~as used as 
the base to  a l loca te  the  telephone excise tax.  Tb~kle 
income tax of f se t  was al laeatad according t o  the sum 
of 1984 federal income and empl r lp~~"~? t  taxan from the 
tr . 3 . Census g&&a--&aa~. 
xE?s-B 

4 .  m @a& case, the tax ps r  bou~ehold by s t a t e  was 
~ a l ~ u l a t e d  w i n g  projected nmbers of horraohulds Par 
calendar year 1968. Tho projections usre baaed upcan 
rscent  Can~us  prwjsctione fo r  t h e  t o t a l  Unitad Staras  
an4 slleclated according t o  the  mat recent Cemus da ta  
(for 1Y86J on numbers of houaeltald~~ hy s t a t e .  (Tha 
Census reports t h a t  there are jus t  under 89 million 
households i.n the r.nite;?d Statas and t h a t  average 
number of people per  household is about 2.7.) 

Ii~ftsr revlawing the data, subjectrive c o r v a c t i ~ n a  were 
~ a d e  t o  data far Haw Hampshire ( n p i r i t s ,  wine, krer, and 
cigar@ttesj, t h e  District uf  Culurnhla f s p l r i t s  and wine), 
and ~avtrda (spirits and wine). The first two are ~xciae 
,tax havens for Massa~husetta and V i r g i n i a ,  respectively, 
and t b ~  ffgxras f a r  Nevada are  affected hy t h e  torrzist 
trade, The coxrections--details oP which arc available 
f r r l m  tlra autlaurs o f  the study--are necessary ta convert 
ACIR data  based prinariby on sales i n  the s t a t e  to figures 
closer  to consumption by s t a t e .  



5. Eat%matces f a r  selected urban areas verbs tlmn prapared 
i n  four steps.  This 'atetbodaLog)r expXoits consumptian 
data t h a t  a r e  avvailbhle for  regions and urban areas ,  
but  not  for stakes,9 

1., The akat-s data aa excise increases &uvu were 
aygreyatad to construct regional avemges par 
hausehold for the four national regions 
(no&heset, midwest, south, and w e s t )  f o r  which 
ccn@uacr exp6ndituxe data are avaikahle from tht". 
Bureau of Labor S t a t r s t i e s l  Cansumas Expenflitrrre 
suzvey. 

ii. Regional expenditures per ho~tsehnLd Cor all 
huusehalds i n  1982-83 f a r  each taxed itam, as 
we21 as for incane, ware estimated by calculat ing 
Ckre r a t i o  uf 1984 spc~jding (an6 incarno) of "alk 
C O I ~ P U ~ ~ T E ~  to l%rrbarr c ~ n a u r n r r & ~  and applying t h i s  
r a t i o  t o  specding data Ear urban consumers by 
region i n  1982-83. 

L i i .  The r a t i o  o f  canstmiex aqenditures per hausehold 
for each taxed item (and rncomhx) i n  each of: tha 
selected 6M5P-s i n  1982-83 ta those i n  the  region, 
prepared i n  s t ep  ii., was calculated. 

i v .  Finally, rho tax per housoboLd i n  *a& S E A  ( f o r  
each taxed i t e a )  was ca2cuLated by applying the  
ratio af SWA t o  regional. sg~nd inq  calculatnd lo 
s t e p  i i i  t o  t h e  regional  t a x  data  prepared i n  
step i. 

g~ansumptiwn data  were wnavailabllra f a r  Hemphie and 
Xnoxville. For t h i s  reason, the estimates t o r  these twa 
urban areas a r e  based upon a d i f f e ren t  nethadology t h a t  
utfLize lacal income data and state and sci.glcna1. spendi.ng 
pat terns,  Detai ls  arc available from t h e  authorrrr. 
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364 351 181 
144 J b l  110 
406 -162 2.96 
4 6 8  170 704 
P P P  16) )Ed 

'F~EsoL 1986 mrunues, l m  U.23. Cavirua Bureau. Iro prulcctiim 
avaiinhln lor 2'1118. 

) f l i ~ o * %  I W h  mvanuea, from en*, 0lLu~ziZed by QPA. 
Qisoal 298.4 ptrilmtna by OR@ tu be l.3 percunt h l g b e r .  

'mtallr nay l l o l  add Lo Lorala dvc to rountllnq 


