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Presenter
Presentation Notes
I want to thank Andre Williams for inviting me to talk with you this evening.  I look forward to an interesting discussion



Overview 

• Brief frame of reference:  Federal and State tax and 
expenditure composition 

• Trends we see in taxes and expenditures 
• “Problem areas” 
• What are policy makers discussing in terms of reform options? 
 

 

Presenter
Presentation Notes
My time with you is to be focused on putting public finances—taxes and spending—into some sort of perspective.  I’ve also been asked to focus attention on federal tax policy—what Washington seems to be talking about and where things might be headed.  To do this, I’ve structured my remarks as follows--
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Presentation Notes
Lets first tax a look at what states are doing—which provides a helpful backdrop for discussing fiscal issues.  The first set of charts that I have here show the make up of all state’s major revenue sources—this is state level.  As we know too well there are sales and property taxes and more at the local level.  One thing to point out is that over the last decade, while the economy has been up and down, we see little change in the composition of revenue for the state.  The only movement to note is that the income tax has become a bit more important as a share of revenue at the expense of general sales taxes.  Both of these revenues have grown but the growth has been larger for the income tax.  In Georgia, we are a little more skewed toward the individual income tax—which brings in about 50% of the states revenue. The total level of revenue is $17.5 billion;  income tax alone is $8.9 billion; sales tax $5.1.Selective sales includes alcohol, tobacco, etc.;  Gross receipts are taxes on receipts of business; other taxes include smaller taxes on various things



 
Total State Expenditures by Category 
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Presentation Notes
Here we have state expenditures across the country.  You’ll notice few changes in the composition again-education is the largest expenditure and is about steady at 30% of state budgets with public welfare coming in next.  Public welfare includes TANF, other local welfare programs; Insurance trust expenditures include pension payments



Total Federal Receipts by Category 

Individual Income 
Taxes 44.5% 

Corporate Income 
Taxes 7.4% 

Social Insurance 
and Retirement 
Receipts 40.0% 

Excise Taxes 3.8% 

Other 4.3% 

2003 Federal Receipts by Category 

Individual Income 
Taxes 47.4% 

Corporate Income 
Taxes 9.9% 

Social Insurance 
and Retirement 
Receipts 34.2% 

Excise Taxes 3.0% 

Other 5.5% 

2013 Federal Receipts by Category 

Source: Office of Management and Budget, Historical Table 2.1 
http://www.whitehouse.gov/omb/budget/Historicals 
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Presentation Notes
On to the feds!  Here you will notice some small changes—income taxes have increased in part due to the decrease in payroll taxes as a policy measure in 2010-12 (fiscal year overlap).  



 
Total Federal Expenditures by Category 
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Presentation Notes
On the expenditure side for the feds, Medicare is the largest growing share of federal budget.  Health expenditures have been growing faster than other parts of the budget:  growth in the number of elderly, expansion due to the Affordable Care Act, 



 
Composition of Mandatory Expenditures: Feds 
Non-discretionary revenues will continue to grow as a share of the budget 
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Presentation Notes
Mandatory expenditures—those required by law are a LARGE share of the federal budget!  Mandatory spending is projected to be almost 70% of the budget by 2019.  This chart shows the composition of discretionary spending—where SS is the largest share then Medicaid and then Medicare—but health related has been growing faster.  The story is not all about taxes!  Much to do about expenditures…



Expected Future Trends:  Revenues 

• Individual income tax will continue to be very important 
•  Corporate tax revenues are a question 
•  State-Federal mix probably stable 
•  Problem areas—more on this in a few minutes 

 
 
 

Presenter
Presentation Notes
There are lots of competing interests out there—the deficit issues loom large and are critically important.  Let me take just a minute to make a point about the deficit and debt.  The deficit is the annual difference between expenditures and revenues.  Current deficit is about $500 billion—or (.5/3.5) 15% of expenditures.  DEBT—the amount outstanding that is financed through different means is large and grows each time the deficit grows.  Current level of debt is about 73% of GDP or $12 trillion (GDP is about $16.9 trillion). If current laws do not change, the period of shrinking deficits will soon come to an end. Between 2015 and 2024, annual budget shortfalls are projected to rise substantially—from a low of $469 billion in 2015 to about $1 trillion from 2022 through 2024—mainly because of the aging population, rising health care costs, an expansion of federal subsidies for health insurance, and growing interest payments on federal debt



Focus:  Individual Income Tax 

• Base:   
– Wages 
– Capital income: interest, dividends, capital gains 
– Business income 

• Standard/Itemized deductions 
• Personal Exemptions 
• Tax liability 

– Minus credits 
• Net tax liability 
• SIMPLE?! 

Presenter
Presentation Notes
VERY brief review of what goes into the income tax!  The base is largely wages and capital income;  we have standard and itemized deductions (the biggies are home mortgage interest and state and local taxes); we get personal exemptions for ourselves and family members, some credits and you end up with final tax liability after applying some rates.



Married Filing Jointly Single 

Taxable Income 
Bracket 

Tax is: Taxable Income 
Bracket 

Tax is: 

Not over $17,850 10% of the income over zero Not over $8,925 10% of the income over zero 

$17,851 - $72,500 $1,785  plus  
15% of the income over $17,850 

$8,926 - $36,250 $892.50  plus  
15% of the income over $8,925 

$72,501 - $146,400 $9,982.50 plus  
25% of the income over $72,500 

$36,251 - $87,850 $4991.25 plus  
25% of the income over $36,250 

$146,401 - $223,050 $28,457.50 plus  
28% of the income over $146,400 

$87,851 - $183,250 $17,891.25 plus  
28% of the income over $87,850 

$223,051 - $398,350 $49,919.50 plus  
33% of the income over $223,050 

$183,251 - $398,350 $44,603.25 plus  
33% of the income over $183,250 

$398,351 - $450,000 $107,768.50 plus  
35% of the income over $398,350 

$398,351 - $400,000 $115,586.25 plus  
35% of the income over $398,350 

Over $450,000 $125,846 plus  
39.6% of the income over $450,000 

Over $400,000 $116,163.75 plus  
39.6% of the income over $400,000 

Federal Income Tax Schedules 2013 

Source: www.irs.gov 

Presenter
Presentation Notes
I don’t want to bore you with details, but take a look at the structure of the income tax.  You’ll see there are 7 brackets—the top rate of 39.6% was part of last year’s fiscal cliff deal.  There are some other details in here that we will not spend much time on--



Georgia Income Tax Schedules 2013 

Married Filing Jointly Single 

Taxable Income 
Bracket 

Tax is: Taxable Income 
Bracket 

Tax is: 

Not over $ 1,000 1% of the income over zero Not over $ 750 1% of the income over zero 

$1,001 - $3,000 $10 plus  
2% of the income over $1,000 

$751 - $2,250 $7.50 plus  
2% of the income over $750 

$3,001 - $5,000 $50 plus  
3% of the income over $3,000 

$2,251 - $3,750 $37.50 plus  
3% of the income over $2,250 

$5,001 - $7,000 $110 plus  
4% of the income over $5,000 

$3,751 - $5,250 $82.50 plus  
4% of the income over $3,750 

$7,001 - $10,000 $190 plus  
5% of the income over $7,000 

$5,251 - $7,000 $142.50 plus  
5% of the income over $5,250 

Over $10,000 $340 plus  
6% of the income over $10,000 

Over $7,000 $230 plus  
6% of the income over $7,000 

Source: http://www.tax-brackets.org/georgiataxtable, taxfoundation.org 

http://www.tax-brackets.org/georgiataxtable
http://www.tax-brackets.org/georgiataxtable
http://www.tax-brackets.org/georgiataxtable


• Long way between income and taxable income: 
– Deductions and exemptions reduce your taxable income 
– Tax liability/income less than your “tax rate” 
– Example: 

• Wages plus other income = $435,000 
• Taxable income (after exemptions and deductions) = $325,000 
• For MFJ, you are in the fifth tax bracket: tax = $49,919.5 + 0.33*(325,000-

223,050) OR tax = $83,563 
• Tax/income = 19.2% 
• Tax/taxable income = 25.7% 

Presenter
Presentation Notes
Just to think about it—there is a BIG difference between your income and the income that is taxed.  What we saw on the previous page is your TAXABLE income—this is your income minus all sorts of exemptions, deductions and more.  For example—take a look at this slide.  If you have wages of $435,000….  These differences can muddy the waters when you think about your taxes and when the country thinks about tax policy.  Does anyone remember the Buffet tax?  Warren Buffet supposedly said he paid less tax as a share of his income than his secretary—that is what this slide is about.



Recent changes in phaseouts of deductions/ 
exemptions 

 Phaseouts ↓ exemptions / deductions for high-income taxpayers → ↑ Federal Income tax liability 

 Itemized deduction phaseout 
 Pease (enacted in 1991) limits itemized deductions on AGI above a certain threshold. 

 Pease was reinstated on January 1, 2013 and American Taxpayer Relief Act of 2012 (ATRA) 
increased the AGI threshold for Pease. 

 Personal exemption phaseout (PEP) 
 Each personal exemption ($3,900 in 2013) is reduced under PEP for AGI above a certain 

threshold. 

 ATRA reinstated PEP and the reinstated thresholds are higher than those in previous years. 

 Filing Status Pease AGI thresholds 2013 PEP AGI thresholds 2013 

Phaseout Begins Phaseout Ends 

Single  $250,000 $250,000 $372,500 

Married filing jointly $300,000 $300,000 $422,500 

Presenter
Presentation Notes
MORE DETAIL!!Its just not that simple.  Those deductions and exemptions that we subtract from income are actually limited if your income is high enough.  The personal exemptions can be totally phased out for high income; the PEASE (named for Congressman Don Pease of Ohio) reduces itemized deductions up to 80% ; these push up total taxes paid.



What is on the Horizon for Policy? 

• Problem areas in tax policy 
– Diminished base for income and sales taxes 
– Competition within the U.S. as well as from “outside” 
– Complexities in tax administration and compliance: AMT among 

others 

• We can’t ignore expenditure pressures: 
– Health Care Reform: very brief reminder 
– Demographics of U.S. population 

 

Presenter
Presentation Notes
So—where is policy headed?  Deficits are large, our taxable base is shrinking due to population aging (we don’t tax retirement income, medical expenditures, etc.);  Competition for capital across the world invites us to reduce tax burdens; out tax code is complicated but no one wants to be the first to “give in”  :  Republicans want to reduce mandatory expenditures; Dems want more taxes!



What are we hearing from D.C.? 

• Pressures: 
– Budget deficit and rise of mandatory expenditures 
– Competition 
– Income distribution 
– Complexity of the current system 

• Possible solutions? 
– Administration 
– Congress 
– All in-between 

Presenter
Presentation Notes
Same set of issues being discussed in DC—worries about the deficit, the growth in mandatory expenditures, aging of the U.S. population.  There are some discussions for reform—but these are all very preliminary , lets talk about some of them



What is out there? What does it mean? 

• House Ways and Means:  “Camp” Plan 
– “Flatten” the tax brackets 
– Simplify by reducing itemized deductions, pushing more toward the 

standard deduction 
– Eliminate the Alternative Minimum Tax (AMT) 

• Administration’s plan 
– Reduce deductions 
– Keep surtax/higher rates for upper income 
– Little change in brackets 

Presenter
Presentation Notes
House Ways and Means Committee Chair Dave Camp—released his plan in early May—has a TRA86 “feel” to it--



• Also out there….  
– “Real tax reform” 

• Remember 1986? 
• Bipartisan discussion—is it possible? 

– Consumption tax discussion 
– Reduction in corporate income tax 
– “Flat tax” 
– “Fair tax” 

Presenter
Presentation Notes
The likelihood of reform is not great—many things to get over.  These plans give us some other room for thought—Fair tax—flat sales tax of 23% on just about everything;  Flat tax—a one rate income tax;  Can/should we reduce corporate income taxes?/ Consumption taxes in general—maybe?



Conclusions 

• What should we expect? 
– Continued pressure from non-discretionary expenditures 
– Debate over income versus consumption tax 
– Reduction in itemized deductions 
– Bi-partisan “equity” discussion 

• Any real way to reform? 
– Not looking likely in the near-term, but perhaps with a change in 

Administration 



 
 

Thank you 
swallace@gsu.edu 
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