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Who Pays Taxes in Americain 2017?

All Americans pay taxes. Most of us pay federal and state
income taxes. Everyone who works pays federal payroll
taxes. Everyone who buys gasoline pays federal and state
gas taxes. Everyone who owns or rents a home directly or
indirectly pays property taxes. Anyone who shops pays

sales taxes in most states.

The federal income tax by itself is progressive. But when
all taxes we pay are taken into account, most of that
progressivity disappears. Those who advocate for tax cuts
for the highest earners and erroneously claim that the
wealthy are overtaxed focus solely on the federal personal
income tax, while ignoring all of the other taxes that
Americans pay. As the table on this page illustrates, the
total share of taxes (federal, state, and local) that will be
paid by Americans across the economic spectrum in 2017

is roughly equal to their total share of income.

Many of the taxes we pay are regressive, meaning they take
alarger share of income from poor and middle-income
families than they do from the rich. To oftset the
regressive impact of payroll taxes, sales taxes, and even
some state and local income taxes, we need federal
income tax policies that are more progressive than they

are now.

Incomes and Federal, State & Local Taxesin 2017

Shares of TAXES AS A % OF INCOME
Average Total Total Federal State& Total
cashincome  income taxes taxes local taxes taxes
Lowest20% $15,700 3.3% 2.0% 6.9% 121%  19.1%
Second20% 31,900 6.9%  51% 1.6%  11.5% 23.1%
Middle20% 50,500 11.1%  9.8% 16.4%  11.0% 27.5%
Fourth20% 84,200 18.6%  18.4% 19.9%  10.9% 30.8%
Next10% 129,000 142%  14.8% 21.5%  10.8%  32.3%
Next 5% 183,000 10.1%  10.7% 22.5%  10.6%  33.0%
Next 4% 322,000 14.2%  15.3% 232%  10.2% 33.4%
Top 1% 1,827,000 21.7%  23.8% 25.3% 8.8% 34.1%
ALL $89,700  100.0% 100.0%  20.7% 10.4% 31.1%
Bottom 99%  $ 69,300 783%  76.1% 19.4% 10.8% 30.2%
Notes:

a. Includes all federal, state & local taxes (personal and corp. income, payroll, property, sales, excise,
estate).

b. For calculations of income shares and taxes as a % of income, income includes employer-paid FICA
taxes and corporate profits net of taxable dividends, neither of which isincluded in the average cash
income figures.

Source: Institute on Taxation and Economic Policy (ITEP) Tax Model , April 2017

Some features of the federal income tax mitigate the regressivity of other taxes, at least to a degree. For example, the federal personal
income tax provides refundable tax credits such as the Earned Income Tax Credit (EITC) and the Child Tax Credit, which can reduce

or eliminate federal personal income tax liability for low-income working families and can even result in negative personal income taxes,

meaning families receive a check from the IRS.

These tax credits are only available to taxpayers who work and therefore pay federal payroll taxes. These progressive provisions do make

the income tax more progressive, but overall they do little more than offset the regressivity of other taxes that poor and middle-income

families pay.

Estimates from the Institute on Taxation and Economic Policy Tax Model, which are illustrated in these charts and tables, include the

following key findings:

e  Therichest one percent of Americans have 21.7 percent of total income and pay 23.8 percent of total taxes.

®  The poorest one-fifth of Americans have 3.3 percent of total income and pay 2.0 percent of total taxes.
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Each income group’s share of taxes is quite similar to each group’s share of total income.
Contrary to popular belief, when all taxes are considered, the rich do not pay a disproportionately high share of taxes.

Although each income quintile pays combined federal, state and local taxes that are roughly equivalent to their share of the
nation’s income, this by no means indicates our tax system is fine as is. In a truly progressive tax system, millionaires and

billionaires wouldn't be paying roughly the same tax rates as working families earning $100,000 per year.

Total Federal, State & Local Effective Tax Ratesin 2017

Effective Total Tax Rate
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Source: Institute on Taxation and Economic Policy (ITEP) Tax Model, April 2017

Shares of Total Taxes Paid by Each Income Group Comparedto
Shares of Total Incomein 2017
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Source: Institute on Taxation and Economic Policy (ITEP) Tax Model, April 2017



Impact of the “Better Way “ Tax Plan on Who Pays Taxes

The most prominent current proposals to restructure the federal tax system would make the system substantially less fair. ITEP’s analysis
shows that the so-called “Better Way” tax plan, proposed in 2016 by House Speaker Paul Ryan, would result in a tax system that

redistributes income away from the poorest 99 percent of Americans and toward the best-oft 1 percent.

AJune 2016 Citizens for Tax Justice (CTJ) report using the ITEP Microsimulation Model found that the Ryan plan would reduce
effective tax rates on the best-oft Americans by 8 percent, four times bigger than the effective rate reduction on any other income group.
(CTJ's Ryan analysis, like ITEP’s analysis in this report, excludes the effect of a proposed “border adjustment tax” (BAT) that would
likely violate World Trade Organization rules. Including the BAT would likely result in an even more unfair tax system, since much of the
taxincrease under the BAT would likely fall on middle- and low-income consumers in the form of higher retail prices.) The chart on this
page shows how the Ryan plan’s provisions would, if fully implemented in 2017, change the overall tax incidence picture described in this

report.

Under current law, effective tax rates for the best-off 1 percent are at least slightly higher than the tax rates on all other income groups. But
under the Ryan plan, the best-oft Americans would pay a smaller share of their income in federal, state, and local taxes than the four
income groups immediately below them. In particular, the 28.1 percent effective tax rate on the top 1 percent would be lower than the

rate paid by the rest of the top 40 percent of the income distribution.

This means that under the Ryan plan, our federal tax system would redistribute income away from the poorest 99 percent of Americans
as a group, and shift income toward the top 1 percent: while the best-oft Americans would enjoy 21.7 percent of all income, they would
pay only 21.0 percent of all federal, state, and local taxes. Put another way, our tax system would no longer be even slightly progressive

where it matters most—at the very top of the income distribution.

Total Federal, State & Local Effective Tax Ratesin 2017: Current
Law and "Better Way" Tax Plan
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