Taxes: Where Does Our Money Go?

What Are Taxes?

· Through the Constitution we tell government to tax us. (Amendment 16)

· Gives government money to operate.

· IRS collects

· You have till April 15th to file tax return

Taxes and the Constitution

· Responsibility for collecting tax spread among 3 branches.

· Congress has the power to “lay and collect taxes … but must be uniform throughout United States”.

· Taxes must be used for the common good and defense.  

Tax Bases and Structures

· Tax base-what is taxed.  Property, income,  good or service, profits.

· Proportional taxes-the percentage of income is constant no matter the income. (You are charged 6%whether you earn $10,000 or $100,000.)

· Progressive tax-As income rises, the % of tax you pay rises. (Current federal income tax is best example)

· Regressive tax-a tax that causes a higher percentage of income go to the tax the lower the person’s income is.

Economic Impact of Taxes

· Affect resource allocation (Effect of the Luxury Tax)

· Behavior Adjustment (Tax deductions on interest/sin taxes)

· Productivity and Growth (Why work more to get taxed more?)

Characteristics of a Good Tax

· Simplicity-simple and easy to understand.

· Efficiency-can the taxes be collected without excessive expense or time to the payer or payee?

· Certainty-must be clear when tax is due, how much money is due and how tax should be paid.

· Equity-tax system should be fair with burden evenly distributed.

· What benefits are received for the tax?

· Ability-to-pay-people should only be required to pay what they can pay.

Who Bears the Burden?

· Putting a tax on something (like gasoline) affects its supply and demand curves.

· The more you tax something, the more it costs to produce. The more it costs to produce, the lower the supply will go.

· Inelastic demand-cost is passed on to consumer.

· Elastic demand-cost is absorbed by producer.

How the Government Gets Our Money

· Individual Income Taxes-collected in a pay-as-you-earn  system.

· At end of year, you get a W-2 detailing your earnings and what you have paid.

· On your tax return,you take what you have already paid, compare it to what you should have paid, subtract deductions, then pay the difference or get the refund.

· Sample: Income=$38,400. 

· Taxes=$3,910.00+(.25)($10,000)=$6410 owed. 

· Must know your tax bracket or index

Reducing Your Taxable Income

· Standard deductions

· Itemized deductions

· Personal exemptions

· Professional deductions

Other Kinds of Taxes

· Corporate taxes

· Social Security and Medicare (FICA)

· Excise taxes (gasoline, cigarettes, alcohol, telephone service, cable,cell phone)

· Gift taxes

· Tax incentives-discourage or encourage certain behavior.

What the Government Spends Our $$ On

· Mandatory and Discretionary spending

· Mandatory spending is growing. Partially because of entitlements.

· Federal aid to states is actually shrinking.

State and Local Taxes

· Federal govt. has one budget.  State and local governments have operating budgets and capital budgets.

· Operating budget-pays day-to-day expenses. Salaries, supplies,maintenance. States require these to be balanced.

· Capital budget-investments in improving the state’s future. New bridges, roads, museums, parks. 

Where are State Taxes Spent

· Education (Natl. average is $7,316 per student per year)

· Public safety (FHP, state Dept. of Health)

· Highways and state roads

· Public welfare (hospitals, clinics, water management)

· Arts and recreation

· Administration

· Average Floridian pays 5.28% of income in sales tax

State Tax Revenue

· In FL there is no income tax. Most other states have an income tax.

· Property taxes

· Excise taxes

· Corporate Income tax

· Licensing fees, rental car fees, doc fees,etc.

· 5 states have no sales tax-AK, DE, MT, NH,OR

Tax Reform

· 1981-Pres. Reagan reduces the number of tax brackets in order to simplify the tax code and relieve the tax burden.  The wealthy benefited most.  Also created concepts that reduced the tax paid by businesses.

· Change came in 1986 when tax brackets became two-15% and 28%. Then 5% surcharge added.  Two more tax brackets added in 1993.

More Reform

· Taxpayer Relief Act of 1997-due to added tax brackets and closure of loopholes, govt. collected too much money. Capital gains and “death tax” rates reduced.

· Bush’s Tax Reform-Govt. had surplus. Use surplus to pay down debt, fund more spending, save it or give it back.  Bush gave it back. There were also increased deductions, new deductions.

· To reverse recession Pres. Accelerated many of the 2001 tax cuts.

Other Reforms

· Value Added Tax (VAT) -a tax on each stage of production

· Think of it as a federal  sales tax

· Benefit-the burden of the tax is distributed over a wider variety, rather than being paid only by consumer.

Flat Tax

· Total income is taxed at a proportional rate once a limit is reached.

· Advantages-its simple, closing loopholes, eliminates need for tax preparers

· Disadvantages-removes many of the positive behaviors, hurts low income earners more than higher earners.

Local Taxes and Revenue

· Local can be city, town, county, school district, library, etc.

· Collect money through property taxes mostly.

· Can also impose excise, sales, income taxes.

· Get $$ from intergovernmental revenue-tax dollars collected at state and federal levels that are handed down.

