How the Wealth is Spread:
The Distribution of Gover nment Benefits, Services
and Taxes by Income Quintilein the United States

Fall 2008 Conference of
The Association for Public Policy Analysis and Mgament (APPAM)

November 7, 2008

Robert Rector
Christine Kim

The Heritage Foundation
214 Massachusetts Avenue, NE
Washington, DC 20007
202 546 4400



Abstract

This paper examines the distribution of governmieanefits, services and taxes by income class.
The analysis estimates the distribution of a widayaof government benefits and services
including cash and near cash benefits, means-tagtedducation services and general social
services. It also estimates the distribution oéctiand indirect taxes to finance government
expenditure. The distribution of benefits, servicew taxes is examined among conventional
Census income quintiles of households for the 288r. Of particular concern is the fiscal
balance within each quintile.

The analysis finds the lowest three income quisitiiee in fiscal deficit (benefits received exceed
taxes paid) while the two highest income quintdes in fiscal surplus (taxes paid exceed
benefits received). The average household in dtteim quintile received $29,015 in benefits
and paid $4,251 in taxes, generating an averaga! fieficit of $24,764 per household. In the
top quintile, the average household paid $69,704xas and received $21,515 in benefits and
services, yielding an average fiscal surplus of, $88 per household. The bottom quintile of
households received $6.82 in benefits and serfiresach $1.00 in taxes paid. By contrast the
top quintile received 31 cents in benefits andises/for every $1.00 in taxes paid. Overall,
there was a transfer of roughly one trillion dalar economic resources from the most affluent
40 percent of households to the bottom 60 percent.



I ntroduction

Each year, families and individuals pay taxes eéogbvernment and receive back a wide variety
of services and benefits. A fiscal deficit occwtsen the benefits and services received by one
group exceed the taxes paid. When such a deficiirs, other groups must pay, through taxes,
for the services and benefits of the group in defithus, government functions as the
redistributional mechanism in the transfer of reses between groups in society.

This paper examines the fiscal balance in the by$ncome class. It estimates the distribution
of a wide array of government benefits and senvicelsiding cash and near cash benefits,
means-tested aid, education services and geneial services. It also estimates the
distribution of direct and indirect taxes to finergovernment expenditure.

The distribution of benefits, services, and taxesxamined among conventional Census income
quintiles of households for the year 2004. Ofipatar concern is the fiscal balance within each
quintile. A quintile is in fiscal deficit if the su of benefits and services received by households
within the quintile exceed the sum of taxes padquintile is in fiscal surplus if the taxes paid
exceed the cost of benefits and services received.

The analysis finds the lowest three income quisitiiee in fiscal deficit while the two highest
income quintiles are in surplus. Overall, thereswaransfer of roughly one trillion dollars in
economic resources from the top 40 percent of Hmlds to the bottom 60 percent.

The organization of this paper is as follows. #ect begins with a literature review of U.S.
fiscal incidence or distribution studi&sSection Il describes the general methodologydaid
sources of the present study. Section Il dessribe procedures for calculating total
expenditures and revenues for federal, state arad mvernments which are used in the
analysis. Section IV describes types of governmegpenditures. Section V describes
adjustments to the conventional count of househoB#sction VI describes the procedures used
to allocate estimated spending and tax collecteoneng the household quintiles. Section VII
reports the results of the analysis and providesed discussion. Specific calculations are
detailed in the Appendices.

Section |I: TheFiscal Incidence Literature

Fiscal incidence combines tax incidence and be(@fiéxpenditure) incidence. It addresses, in
one analysis, the twin questions @ftib bears the tax burden antio benefits from government
activities?” and how much in taxes paid and benefits received?”.

! There is a broad and vigorous international fismeidence literature. The U.K., for example, kagyed a long
and continuous stream of fiscal incidence analysesiy produced by the government, since Tibor Barna
Redistribution of Incomes through Public Finance in 1945. The Central Statistical Office, for insta, regularly
produces updated fiscal incidence reports. Foafimcidence studies of other countries, seeexample, Harding
et al. (2004), Dyck (2003), and Devarajan and Hoss&995%).

3



Economist Irwin Gillespie, a pioneer of modern-diggal incidence studies, once defined fiscal
incidence as the change in an individual's (oraugrof individuals’) “economic position” after
the “introduction of the public sector,” whose ftina “is to divert resources from the private
sector of the economy so as to provide goods wéatisfy social wants> In other words, fiscal
incidence compares tlpee-tax-and-benefito thepost-tax-and-benefit world, or the
redistributional effect of paying taxes and reaajvgovernment benefits.

Analysts on both sides of the Atlantic had beerdoeting research income redistribution since
the 19308. Much of the earlier work on fiscal incidence Hmekn motivated by an interest in
the redistributive nature and outcomes of tax awib$ welfare policies. Though limited in their
scope and methodology, these pioneer studies nelasthsought a more coherent theoretical
and empirical approach to subject. ChamberlainRuadte (2007), in their review of the
literature, concluded that “a general pattern dliings emerged [from studies conducted
between the 1930s and 1950s], most notably thatdhdined distribution of government
spendi‘?g and taxes is much more redistributive thapparent from the tax distributions
alone.’

Gillespie (1965) noted a serious limitation in dalier literature. He criticized its less
theoretically and empirically developed benefitidence compared to the tax incidence half of
the analysis, a critique that still applies to therent literature. To address that imbalance, he
focused on the allocation of expenditures in himisal 1965 comprehensive fiscal incidence
study. Overall, Gillespie (1965) found that inaide pattern at the federal level “generally
favor[ed] low incomes, burden[ed] incomes, and [waainly neutral over a wide middle
income range,” and at the state and local level;pattern also favor[ed] low income, but [was]
essentially neutral over both the middle and uppasme ranges” in the 1960 data that he
analyzed® Furthermore, state and local benefits to theilmeme groups appeared to exceed
federal benefits, a finding that was contrary ® ¢bnventional view at the time. In sum, “the
middle income brackets pay[ed] the cost of provgdimlemselves with government services,”
and “redistribution occurs from the upper incomadgets to the lower income brackets, but not
in the middle income bracket8.”

The first to use a single data source to alloaated and benefits, Bishop (1967) found that,
using the 1960-61 Survey of Consumer Expenditiresefit incidence generally favored low-
income families and that there was significantsedution of income. In his “standard case”
(Bishop had estimated incidence based on seveéeahative assumptions), the amount of
benefits received by families in the lowest incogneup in his analysis (less $2,000 in 1960)
was four times amount they paid in taxes. By @stirfamilies in top income group in his
analysis ($15,000 or more in 1960) bore a tax butHat exceeded their benefit receipt by about

2 Gillespie (1965), p. 124.

3 For a list of earlier fiscal incidence studies &illespie (1965), p. 123.
* Chamberlain and Prante (2007), p.7

®|bid., p. 165.

®Ibid., p. 166.



160 percent. The break-even point was slighthhertght of the center of the income
distribution (at about $6,000 in 1960).

After the 1960s, literature advanced on both thpigoal and the theoretical fronts. On the
empirical front, analysts examined the combineefal] state, and local fiscal system as well as
more limited fiscal systems such as the federal municipal budgef. While these studies
yielded varying patterns at the disaggregated $\keé net distributional effect found at the
aggregate level generally and substantially favdinedooor.

Another significant study in the literature, Ruggind O’Higgins (1981) analyzed micro-data
from the 1970 Census and IRS tax files. They foledéral tax burdens to be proportional to
incomes cross the income distribution but localldardens to be slightly regressive.
Government expenditures as a share of income,eoathier hand, increased as income
decreased; although, in the middle of the incors&itiution, average expenditures received
were comparable. Overall, resources were redigatbaway from the top three or four income
deciles to the bottom half of the income distribnfl Ruggles and O’Higgins observed:

Although income level is highly correlated with ésxpaid, income alone
does not go very far towards explaining the distitn of public
expenditure benefits. Instead, these tend to brelated with a number of
different household characteristics, which varyrdahe particular public
expenditure categories under consideration. Owuvralsingle variable
which appears to be most important in determiniegdistribution of
benefits is household size, although the analygeade and sex of
household show, within particular population ancbime groups other
characteristics are also very import&ht.

In more recent years Smith and Edmonston (1997¢mmok a fiscal incidence analysis with
concrete policy implications in tHeéhe New Americans volume for the National Academy of
Sciences, measuring the long-term fiscal impashmigrants at different skill levels. Similar
analysis was performed by Rector and Kim (200ar@berlain and Prante (2007) provided a
new analysis of the distribution of government gs@nd taxes by income quintile.

While most fiscal incidence studies have a singlaryaccounting period, two studies in the
literature analyzed trends in the distributiongbaut of government taxes and spending over
time. Reynolds and Smolensky (1977) analyzed Ifisca&dence in 1950, 1961 and 1970, and
found that though the distributional impact wagéaduring any given year, the distributional
effect did not change between 1950 and 1970. Chdaib and Prante (2007) found that,
between 1991 and 2004, “the overall fiscal systegalme somewhat more favorable toward

" Bishop (1967). p. 190.

® The literature tends to be concentrated in thé¥4%ind 1980s; although, in recent years, therbdéas a renewed
interest in fiscal incidence. For comprehensivalyses, see Reynolds and Smolensky (1977), Ruggks
O’Higgins (1981), Wolff and Zacharias (2004), anda@berlain and Prante (2007). For limited-scopdyara, see
Menchik (1991), Goldbergt al. (1974), Greenet al. (1976), and Martinez-Vazquez (1982).

° Ruggles and O’Higgins (1981), p. 141.

10p.163.



households in the four lowest quintiles...and somewdss favorable toward household in the
top quintile.™*

Section |1: General Methodology and Data

The analysis presented in this paper goes beygncklyneasures of income distribution; it
assesses the distribution not merely of cash anecash benefits but of a wider range of
government services. This paper seeks to anglyzernment expenditures and all taxes and
revenue sources for federal, state, and local gowent. It is hoped that comprehensiveness will
help to ensure balance in the analysis and avaiskkiin the conclusions. To the extent that
certain types of expenditure are not included preeskin the quintile distributional analysis,

both the magnitude of the omitted spending andehson for the exclusion are specified.

A second guiding principle in the analysis is budggaccuracy. The estimating methods ensure
the sum of expenditures on each specific progratharanalysis matches the actual expenditure
total for that program according to budgetary sesircThe analysis also provides budgetary
accuracy with respect to revenues collected thrapgitific taxes and revenues sources. For a
given tax, the sum of taxes paid will match totalaections from that tax according to budgetary
sources.

Government expenditures can be analyzed in termpsogiram inputs and outputs. Program
outputs represent the social purposes of progidaengaal for which the expenditure is
undertaken. Program inputs represent the meandiay the policy purpose is to be
accomplished. For example, a teacher’s salaaypi®gram input which contributes to the
program output of educational services for childr&vhile it is possible to analyze the
distribution of government spending by program tspthis paper follows the approach of most
fiscal distribution studies by analyzing the distiion of spending according to program
outputs.

The present paper follows the “cost of servicegirapch to valuing government benefits and
services. The value of government benefits and@as is measured solely by their full cost to
the taxpayer. We make no attempt to assess ftitg afibenefits received. Obviously, the
negative fiscal impact of a government spendingm for taxpayers is the same, irrespective
of whether the program has a high or low utilityoeneficiaries.

Most government programs have administrative casssciated with the delivery of benefits

and services. For example, the Food Stamp prodedivers benefits with specific dollar values
to recipients but also has separate administrabgés associated with program operation. For
purposes of this paper, program administrativescast counted as part of the transfer of
resources to the beneficiary. This is consistetit the concept of valuing government benefits
and services at their full cost to the taxpayd@me(taxpayer faces the same income loss whether
paying for administrative costs or more tangibénsfers.) The key assumption is that the most
administrative costs would not exist independenheftransfer of benefits, hence the
administrative costs are an inherent componertiofransfer costs. Since one goal of the

™ Chamberlain and Prante (2007), p. 35



analysis is to estimate the overall magnitude eegomental economic redistribution, the
administrative cost of redistributional activitisie a necessary part of that measure.

The framework of analysis in the present papenesatrray household income quintiles from the
March 2005 Currrent Population Survey (coveringytbar 2004.) Census quintiles are used
because they are the most common form of preseatiogomic equality data for the U.S. The
framework ranks households from lowest to highgs€ensus money income. The total
government benefits and services received and faaidsy each quintile are then estimated.
The estimated allocation of benefits, servicestards is estimated for each quintile as a group
rather than at the micro or household level.

Data

The two primary sources of data used in the alionaif government expenditures and taxes
were the March 2005 Current Population Survey (CR$)plement and the 2004 Consumer
Expenditure Survey. Data on federal expenditureewaken fronHistorical Tables, Budget of
the United States Government, Fiscal Year 2004. Data on federal taxes and revenues were taken
from Analytical Perspectives, Budget of the United States Government, Fiscal Year 2006. State
and local aggregate expenditure and revenue datataken from the U.S. Bureau of Census
survey of government finances and employment. Aaltid information on state and local
spending categories was taken from U.S. CensusaBifederal and Local Governments: 1992
Government Finance and Employment Classification Manual. Detailed information on means-
tested spending was taken from Congressional Rés&arviceCash and Non-cash Benefits

for Personswith Limited Income: Eligibility Rules, Recipient and Expenditure Data, FY 2002-FY
2004. This report provides important information oatstand local means-tested expenditures
from states’ and localities’ own financial resowg@es distinct from expenditures funded by
federal grants in aid. Data on Medicaid expendguor different recipient categories were
taken from the Medicaid Statistical Information ®ys (MSIS) as published Medicare &
Medical Satistical Supplement, 2006. Other data sources included the October 2004 CPS
Supplement, the 2001 National Household Travel 8yrand the 2004 National Nursing Home
Survey.

Section |11 Calculating Aggregate Federal, State, and L ocal Spending and
Revenues

This paper seeks to cover all government expereditand all taxes and revenue sources for
federal, state, and local government. The firgt 8tea comprehensive analysis of the distribution
of benefits and taxes is to count accurately tist oball benefits and services provided by the
government. Aggregate federal expenditures asuabefunction level were taken from

Historical Tables, Budget of the United States Government, FY 2007. These data are presented

in Appendix Table 1. State and local aggregateedjpures were based on data from the U.S.
Census Bureau survey of government.

Two adjustments were necessary to yield an estiofdatee overall combined spending for
federal, state, and local governments. Firss fteécessary to eliminate double counting between
federal, state and local expenditures. Some $408rin state and local spending is financed by



grants in aid from the federal governments. Sthese funds are counted as federal
expenditures, federal grants in aid were deductad the appropriate categories of state and
local spending.

A second modification involves the treatment of ketulike user fees and charges at the state
and local levels. These transactions involve tlipagment of a fee in exchange for a
government service: for example, payment of anydet at a park. User fees are described in
the federal budget in the following manner:

[lln addition to collecting taxes...the Federal Goweent collects income
from the public from market-oriented activities ahe financing of regulatory
expenses. These collections are classified asalseges, and they include
the sale of postage stamps and electricity, chaayeadmittance to national
parks, premiums for deposit insurance, and procéeds the sale of assets
such as rents and royalties for the right to extr@it from the Outer
Continental Shelt?

In the federal budget, user fees are not counteevanue, and the government services financed
by user fees are not included in the count of gowent expenditures. As the Office of
Management and Budget states:

[User charges] are subtracted from gross outlayerahan added to taxes on
the receipts side of the budget. The purpose isfttkatment is to produce
budget totals for receipts, outlays, and budgétaity in terms of the amount
of resources allocated governmentally, throughectie political choice,
rather than through the markét.

In contrast, Census tabulations of state and gaatrnment finances include user fees as
revenue and also include the cost of the servigeigeed for the fee as an expendittitdhe

most common user fees treated in this manner i€#resus state and local government financial
data are household payments to public utilitiesifater, power, and sanitation services.
Market-like, user fee payments of this type doingblve a transfer of resources from one group
to another or from one household to another. thtexh, government user fee transactions do
not alter the net fiscal deficit or surplus of drgusehold (defined as the cost of total government
benefits and services received minus total taxdgewenues paid) because each dollar in
services received will be matched by one dolldees paid. Finally, determining who has paid

a user fee and received the corresponding sewwizery difficult.

For these reasons, this paper has applied thealeml®rounting principle of excluding most user
fees from revenue tallies and excluding the sesvioaded by the fees from the count of
expenditures to state and local government finanéssnoted, the inclusion or exclusion of
these user fees has no effect on the net fiscalidef surplus of any group.

12 OMB (2006b), p. 301.
13 bid.
14 Census Bureau (2000), sections 3.31 and 7.24.



These adjustments yield the following spending i@@venue totals. In fiscal year (FY) 2004, the
expenditures of the federal government were $21®1tr. In the same year, expenditures of state
and local governments were $1.4 trillion (afterlaging federal grants and spending based on
user fees). The combined value of federal, statte,local expenditures in FY2004 was $3.75
trillion. With the exclusion of user fees, totakes and revenues for federal, state, and local
governments amounted to $3.43 trillion in FY 20@4detailed breakdown of federal, state, and
local spending and taxes is provided in the Appendi

Section 1V Types of Government Expenditures

After the full cost of government benefits and ses has been determined, the next step in the
analysis of the fiscal distribution is to determthe beneficiaries of specific government
programs. Some programs, such as Social Secoe#gly parcel out benefits to specific
individuals. For those programs, both the benaiiesaand the cost of the benefit provided are
relatively easy to determine. At the oppositeexie, other government programs (for example,
medical research at the National Institute of Hgalb not neatly parcel out benefits to
individuals. Determining the proper allocationtleé benefits of that type of program is more
difficult.

To ascertain most accurately the distribution ofegament benefits and services, this study
begins by dividing government expenditures intocsitegories: (1) direct benefits, (2) means-
tested benefits, (3) educational services, (4) latimn-based services, (5) interest and other
financial obligations resulting from prior governmectivity, and (6) pure public goods.

Direct Benefits

Direct benefit programs involve either cash trarste the purchase of specific services for an
individual. By far the largest direct benefit prams are Social Security and Medicare. Other
substantial direct benefit programs are Unemploytriresurance and Workmen’s Compensation.
Direct benefit programs involve a fairly transpdreansfer of economic resources. The benefits
are parceled out discretely to individuals in tiepydation; both the recipient and the cost of the
benefit are relatively easy to determine. In tagecof Social Security, the cost of the benefits
would equal the value of the Social Security chglcls the administrative costs involved in
delivering the benefit.

Calculating the cost of Medicare services is mam@ex. Ordinarily, the government does not
seek to compute to the particular medical servieesived by an individual instead government
counts the cost of Medicare for an individual asado the average per capita cost of Medicare
services. (The number equals the total cost ofidéed services divided by the total number of

recipients.)® Overall, government spent $840 billion on direenefits in FY 2004.

5 The Census Bureau, for example, assigns Medicmts i this manner in the Current Population Surve
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M eans-Tested Benefits

Means-tested programs are available only to houdele@low specific income thresholds. The
federal government operates over 60 means-tesoegagms:® The largest of these are

Medicaid; the Earned Income Tax Credit (EITC); faamps; Supplemental Security Income
(SSI); Section 8 housing, public housing, Temporsgistance to Needy Families (TANF); the
school lunch and breakfast programs; the WIC (Wartrdant, and Children) nutrition program;
and the Social Services Block Grant (SSBG). Mamamns-tested programs, such as SSI and the
EITC, provide cash to recipients. Others suchudip housing or SSBG, pay for services that
are provided to recipients.

The value of Medicaid benefits is usually counted imanner similar to Medicare benefits.
Government does not attempt to itemize the spetiédical services given to an individual;
instead, it computes an average per capita casdraices to individuals in different beneficiary
categories such as children, elderly persons, aabléd adults. (The average per capita cost for
a particular group is determined by dividing taapenditures on the group by the total number
of begeficiaries in the group.) Overall, the UsBent $564 billion on means-tested aid in FY
2004.

Public Education

Government provides primary, secondary, post-searyndnd vocational education to
individuals. In most cases, the government panecty for the cost of educational services
provided. In other cases, such as the Pell Gragfram, the government in effect provides
money to an eligible individual who then spendntemlucation. Education is the single largest
component of state and local government spendbspraing roughly a third of all state and
local expenditures. The average per pupil copublic primary and secondary education is now
about $9,600 per year. Overall, federal, statd,lacal governments spend $590 billion on
education in FY 2004.

Population-Based Services

Whereas direct benefits, means-tested benefitsedunchtion services provide discrete benefit
and services to particular individuals, populati@sed programs generally provide services to a
whole group or community. Population-based expenes include police and fire protection,
courts, parks, sanitation, and food safety andth@aspections. Another important population-
based expenditure is transportation, especiallgg@ad highways.

A key feature of population-based expenditurebas such programs generally need to expand
as the population of a community expands. (Thalitjuseparates them from pure public goods,
described below). For example, as the populati@aammmunity increases, the number of
police and firemen will generally need to expangtoportion.

6 See CRS (2006).
 This spending figure excludes means-tested vesgrengrams and most means-tested education programs
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In its study of the fiscal costs of immigratiofhe New Americans, the National Academy of
Sciences argued that if service remains fixed wthigepopulation increases, a program will be
“congested,” and the quality of service for useils deteriorate. Thus, the NAS uses the term
“congestible goods” to describe population-basedices® Highways are an obvious example
of this point. In general, the cost of populatlmased services can be allocated according to an
individual's estimated utilization of the serviceai a flat per capita cost across the relevant
population.

A sub-category of population-based services is gowent administrative support functions
such as tax collections and legislative activitiegw taxpayers view tax collection as a
government benefit; therefore, assigning the cbgtis “benefit” appears problematic. The
solution to this dilemma is to conceptualize goweent activities into two categories: primary
functions and secondary functions. Primary fumdiprovide benefits directly to the public;
they include direct and means-tested benefits,aaut; ordinary population-based services
(such as police and parks), and public goods. dyrast, secondary or support functions do not
provide direct benefits to the public but do pravitecessary support services that enable the
government to perform primary functions. For exmpo one can receive food stamp benefits
unless the government first collects taxes to filmedprogram. Secondary functions can thus be
considered as inherent part of the “cost of pradattof primary functions, and the benefits of
secondary support functions can be allocated artt@ngopulation in proportion to the
allocation of benefits from government primary ftiogs.

Government spent $622 billion on population-basstises in FY 2004. Of this amount, some
$546 billion went for ordinary services such asgmlparks, and highways, and $116 billion
went for administrative support functions.

Interest and Other Financial Obligations Relating to Past Government Activities

Interest payments for government debt are in fadigd payments for past government benefits
and services that were not fully paid for at timeetiof delivery. Similarly, government
employees deliver services to the public. Pathefcost of service is paid for immediately
through the employee’s salary, but government eygele are also compensated by future
retirement benefits. Expenditures of public secdtirement are thus, to a considerable degree,
present payments in compensation for servicesetelvin the past. The expenditure category
“interest and other financial obligations relatiogpast government’s activities” thus includes
interest and principal payments on government defitoutlays for government employee
retirement. Total government spending on thesesitequaled $468 billion in FY 2002.

Pure Public Goods
Economic theory distinguishes between “private aomsion goods” and pure public goods.

Economist Paul Samuelson is credited with first imgukhis distinction. In his seminal 1954
paper, Samuelson defined a pure public good (ot aalled in the paper a “collective

18 Smith and Edmonston, eds. (1997), p. 303.
19 Of this total, an estimated $67 billion represghescosts of financial obligations resulting frgast public goods
expenditures. These costs are entered in theqpuidids category.
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consumption good”) as a good “which all enjoy immeoon in the sense that each individual’s
consumption of such a good leads to no subtractrons any other individual’s consumption of
that good.” By contrast, a “private consumption @gjbis a good that “can be parceled out among
different individuals.?® Its use by one person precludes or diminisisessié by another.

A classic example of a pure public good is a ligiide. The fact that one ship perceives the
warning beacon does not diminish the usefulnesiseolighthouse to other ships. Another clear
example of a governmental pure public good wouléubgre cure for cancer produced by
government-funded research. The fact that nonaygeqs would benefit from this discovery
would neither diminish its benefits nor add extoats to taxpayers. By contrast, an obvious
example of a private consumption good is hambunrgken one person eats it, it cannot be eaten
by others.

Formally, all pure public goods will meet two crige®*

* Non-rivalrous Consumption. Everyone in a given community can use the gdasdjse
by one person will not diminish its utility to ottse

* Zero-cost Extension to Additional Users. Once a pure public good has been initially
produced, it requires no extra cost for additiondividuals to benefit from the good.
Expansion of the number of beneficiaries does edtice its utility to any initial user and
does not add new costs of production. As Econodaistes Buchanan explains, with a
pure public good, “additional consumers may be dddeero marginal cost®

The second criterion is a direct corollary of thstf If consumption of a good is truly non-
rivalrous, then adding extra new consumers willneduce utility or add costs for the initial
consumers.

Direct and means-tested benefits and educationcssrare private consumption goods in the
sense that use of a benefit or service by one pgnsxliudes or limits the use of that same
benefit by another. (Two people cannot cash theesaatial Security check.) Population-based
services such as parks and highways are often omexatias “public good,” but they are not pure
goods in the sense described above. EconomistedhdaCurdy and Thomas Nechyba state
that “relatively few of the goods produced by [tkelernment sector are pure public goods, in
the sense that the cost of providing the same levible good is invariant to the size of the
population.®® In other words, many government services refeiwezbnventionally as “public
goods” need to be increased at added expense taxijbayer as the population increases, thereby
violating the criterion of zero-cost extension tw#ional users.

In most cases, as the number of persons usingdgimm-based service (such as highways and
parks) increases, either the service much expdrati(ied costs to taxpayers) or the service will
become “congested” and its quality will be reduc€hnsequently, the use of population-based

2 samuelson (1954), p. 378-389.

2L A third criterion is nonexclusion from benefitjst difficult to deny members of a community ancamatic benefit
from the good. This aspect of public goods is mitical to the fiscal allocation issues addressethis paper.

22 James M. Buchanan (1968), p. 5.4.3.

% Thomas MaCurdy, Thomas Nechyba, and Jay Bhattgal{2898), p.16,
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services such as police and fire departments hyithdhls who pay little in taxes does impose
significant extra costs on other taxpayers.

Government pure public goods are rare. They inchailentific research, defense, spending on
veterans, international affairs, and some envirartaigrotection activities such as the
preservation of endangered species. Each of thastgons generally meets the criterion that
the benefits received by non-taxpayers do not r@sal lost of utility for taxpayers.
Government pure public good expenditures on thasetibns equaled $628 billion in FY 2004.
Interest payments on government debt and relateid cesulting from public good spending in
previous years added an estimated additional ¢&8©billion, bringing the total public goods
cost in FY 2004 to $695 billion.

Table 1: Summary of Total Federal, State, and Local Expenditures, FY2004

Federal Stati::ac: Total
Expenditures . Expenditures
(in millions) Expenditures (in millions)
(in millions)
Direct Benefits $783,350 $57,607 $804,957
Means-Tested
Benefits $406,512 $158,240 $564,752
Educational Benefits $530,801 $590422
2°p”.'ati°"'Based $180,122 $481,696 $661,818
ervices
Interest and Related
Costs $182,000 $219,260 $401,260
Pure Public Goods
Expenditures $694,153 $1,050 $695,203
Total Expenditures $2,305,758 $1,448,654 $3,754,412

Total Expenditures
Less Pure Public Good $1,611,605 $1,447,604 $3,059,209
Expenditures

Section V The Framework of Analysis: Money Income Quintiles

The framework of the present analysis is houseimzlome quintiles as conventionally reported
in the Census Current Population Survey (CPS)lowoig the normal Census procedures,
households in the March 2005 CPS were ranked foswincome to high income according to
money income and then divided into five groupsuntiles with an equal number of households
in each group. These conventional CPS quintile® ween adjusted by the inclusion of nursing
home or long-term care residents. Nursing homideass are important recipients of
government services but are excluded from the Gipalption. In the average month in 2004,
1.65 million persons resided in nursing homes ahdrdong-term care facilities.

For purposes of the present analysis, nursing Hongeterm care residents have been added to

the conventional CPS data on households. Eactier#ishas been counted as a separate
household and the total of 1.65 million new housghbave been added to the lowest income
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quintile. After the addition of the 1.65 million iiseholds, the income boundaries of each
quintile were adjusted to ensure that each quintilginued to represent one fifth of the new
sum of households.

Table 2 shows the income boundaries of the adjupiadiles and the number of households and
persons in each. It is important to note thatpdabe case with conventional CPS quintiles, there
are substantially more persons in the top incometiégithan in the bottom. This has a
significant impact of the measurement of the disition of government spending, taxes and
income.

Table 2: Quintiles of Households Based on Money Income

First Quintile Second Third Fourth Top Total
Quintile Quintile Quintile Quintile
Quintile Income Boundaries Less than $17,600 to $33,801 to $55,001 to Over
$17,599 $33,800 $55,000 $87,490 $87,491
Number of Households (in 23.01 23.01 23.11 22.88 22.99 114.99
millions)
Number of persons (in millions) 40.84 51.31 60.10 66.62 73.77 292.65

Section VI Estimation Proceduresfor the Allocation of Spending and Revenue

To calculate the distribution of overall governmerpenditures, separate estimates were made
of the allocation of over 40 specific governmergrsging programs and categories. The findings
for each category are shown in Appendix table Be fExt below describes the allocation
methods for most of the larger spending categories.

Estimating the Allocation of Direct Benefits

In most cases, the dollar cost of direct beneéit®ived by income quintiles were estimated by
the dollar cost of benefits received as reportetiéenCPS. The value of Medicare benefits was
estimated using the insurance value of benefite@asrted in the CPS.

One problem with this technique is that the CPSeurgborts receipt of most government
benefits. This means that the aggregate dollarafdsenefits for a particular program as
reported in the CPS is generally less than theahptogram expenditures according to
government budgetary data. To be consistent,iaoglfanalysis must adjust for benefit
underreporting. Smith and Edmonston (1997), anah@jerlain and Prante (2007), for example,
adjusted for such underreportifiy.

This paper adjusts for underreporting of directdfigs in the CPS with a simple two step
procedure.

« First, the quintile shares of all expenditures aivan program as reported in the CPS
was determined.

% n. 308.
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e Second, the quintile shares of program expendiasagported in the CPS were
multiplied by the total of actual expenditures battprogram from budgetary sources to
estimate a total expenditure for the program faheguintile.

This procedure rests on the assumption that wiiteesreporting of government benefits occurs
in the CPS, this under-reporting is roughly projordl across quintiles. Thus, the analysis
assumes that the ratio of unreported (or underrtegpbenefits to reported benefits is roughly
the same in each quintile. In the absence of ecel#mat under-reporting of benefits is biased by
income class, the present procedure appears \wéd astimating technique.

Estimating the Allocation of M eans-tested Benefits

The distribution of means-tested benefits was ¢aled in the same manner as direct benefits
with two exceptions. First, in 2004, there was s@i6 billion in Medicaid expenditures on
individuals residing in nursing homes or other ldagn care facilities. Since these individuals
do not appear in the CPS, Medicaid expendituresussing home residents were calculated
separately. All Medicaid recipients residing imdpterm care or nursing home facilities were
assumed to belong to the lowest income quintilethadorresponding Medicaid expenditures
were allocated accordingly.

Second, the CPS provides data on benefits recéioedthirteen major means-tested programs.
These thirteen programs comprise 93 percent ohadins-tested expenditures. (Data on these
programs is shown in the Appendix tables.) Tlaeeea large number of smaller means-tested
programs that are not reported in the CPS; exparediton these residual programs amounted to
$43 billion in 2004. The estimating procedures kygd in this paper assumed the quintile
distribution of unreported means-tested prograns similar to the overall quintile distribution

of means-tested programs reported in the CPS.cif®jadly, the procedures assumed that the
quintile share of spending on these residual méssted programs was proportional to the
quintile share of the spending sums on the thirteeans-tested programs reported in the CPS.

Estimating the Allocation of Education Expenditures

The average cost of public education services whksilated in somewhat a different manner
since the CPS reports whether an individual is ledon school but does not report the cost of
education services provided. Consequently, data the Census survey of governments were
usedzgo calculate the average per pupil cost dippbimary and secondary education in each
state’

The distribution of educational spending by quentilas calculated with the following steps.
1. Children in the CPS aged 4 to 15 were assumeddondapublic schools.

2. Individuals in the CPS aged 16 to 24 who reportedlement in secondary school were
assumed to attend public secondary school.

% Census (2006). Costs included both current expers and capital outlays.
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3. Each individual assumed to attend public primargexfondary school was assigned the
average per pupil cost of primary and secondaryigpeducation in their state of
residence.

4. After assigning per pupil costs, the quintile shafraggregate calculated primary and
secondary education expenditures was determined.

5. The quintile share of primary and secondary exgares was multiplied by the actual
national sum of primary and secondary school exipemed according to budgetary
sources to estimate the primary and secondary selpenditures for each quintile.

Similar procedures were followed to estimate giergixpenditures on persons enrolled in public
post-secondary education. (In future analyses, phocedure should be refined to account for
differences in per pupil spending within statesibgome class and to account for potential
quintile differences in enrollment in private sclop

Estimating the Allocation of Population-Based Services

Wherever possible, this paper has allocated thieafgepulation-based services for households
in proportion to their estimated utilization of Heservices. For example, the use of public
transit was assumed to be proportionate to houdgitodate expenditures on public transit. The
quintile allocation of public transit subsidies amgdiouseholds was estimated to be
proportionate to the quintile shares of public siaepending by households reported in the
Consumer Expenditure Survey (CEX). When no speddita on utilization of services was
available, the quintile share of a population-basguenditure was assumed to be proportionate
to the quintile share of the population.

Government spending on roads and highways is aartamt component of population-based
expenditures. Half of government highway spendsngssumed to benefit businesses and is
allocated according to highway taxes on businesscftbed below). The other half of highway
spending is assumed to benefit households as oferstor vehicles. The quintile share of
household use of highways and highway spendingssraed to be proportional to the quintile
shares of household expenditures on gasoline asteepin the CEX.

Estimating the Allocation of the Costs of General Government and Administrative Support
Services

Allocation of the costs of general government sggsisuch as tax collections and legislative
functions presents difficulties since there are@pparent direct beneficiaries. Most taxpayers
would regard IRS collection activities as a burdwest,a benefit; however, while government
administrative functioper se do not benefit the public, they do provide necgsgaundation

that makes all other government benefit and seitiograms possible. They are an essential
secondary government that makes primary functi@ssiple. It seems reasonable to integrate
proportionally the cost of government support segsiinto the cost of other government
functions that depend on those services. Followhmgyreasoning, the expenditures for general
government and administrative support have beeeatkd among families in the same
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proportions that total direct benefits, means-tébienefits, education, and population-based
services are distributed among famiftés.

Estimating the Allocation of Financial Obligations Relating to Past Gover nment Activities

When government revenues do not cover the full gbgbvernment benefits and services, a
portion of annual costs is passed on to be padidture years, through two mechanisms. First,
when government expenditures exceed revenuesptiergment runs a deficit and borrows
funds. The cost of borrowing is passed to futwgary in the form of interest payments and
repayments of principal on public debt. Secondenva government employee provides a
service to the public, part of the cost of thavseris paid for immediately through the
employee’s salary, but the employee may also reagovernment retirement benefits in the
future in compensation for services provided inghesent. Expenditures on public-sector
retirement systems are thus, to a considerableedegresent payments in compensation for
services delivered in the past.

The allocation procedure for these costs assocwitbdpast services among the present-day
population is uncertain. Consequently, such dost® been excluded from the analysis in this
paper; the costs do not appear in any of the taislégures provided.

Estimating the Allocation of Pure Public Goods

Government pure public goods include expenditurededense, veterans, international affairs,
scientific research, and part of spending on therenment, as well as debt obligations relating
to past public good spending. Because one persge’ ®f these services does not diminish the
use by others, pure public goods expenditures@raaluded in the analysis in this paper: no
attempt is made to allocate such expenditures arhouageholds or quintiles.

Estimating the Distribution of Taxes and Revenues

To calculate the distribution of overall governmtaxes and revenues, separate estimates were
made of the allocation of over 35 specific governtiax and revenue categories. The findings
for each category are shown in Appendix table Be fext below describes the allocation
methods for most of the larger tax and revenugyoaies.

Estimating the Allocation of Direct Taxes

Federal and state income taxes and FICA taxedlacaed among the quintiles according to tax
data provided in the CPS. The estimating procexiwexe the same as those used for direct and
means-tested benefits.

Estimating Federal and State Consumption and Excise Taxes

% Approximately 27 percent of total federal expeuditis devoted to pure public good function; tH2&percent of
federal support service expenditure was assumassist public good functions.

17



Sales and excise taxes were assumed to fall crotieimers; tax payments were estimated
based on the share of total consumption of relesammodity or commodities in the Consumer
Expenditure Survey (CEX). The quintile share given excise tax was assumed to be
proportionate to the quintile share of spendingh@nrelevant item in the CEX. For example, the
quintile shares of the tobacco excise tax paym&ate assumed to be proportionate to the
quintile share of tobacco purchases in the CEXhe quintile shares of general sales taxes were
assumed to be proportionate to the quintile shafrestal consumption in the CEX minus
consumption of items typically exempt from salesetasuch as food consumed in the home and
health care expenses.

Estimating Federal and State Cor porate Profit Taxes

Half of corporate profit taxes were assumed todid py workers and half by business owners
and investors. The worker share of tax was alextatcording to the distribution of earned
income in the CPS. The investor share was alldcateording to the distribution of property
income (interest, rent, and dividends) in the CPS.

Estimating Property Taxes on Owner-occupied and Rented Domiciles

Half of overall property taxes were assumed todad py home owners and renters. The
quintile share of taxes paid was assumed to beoptiopate to the quintile share of spending on
shelter costs in the CEX. Renting households \asseimed to pay the full property tax on the
property where they reside.

Estimating Taxes Paid on Business Property

Half of all property taxes were assumed represeds on business properties such as stores,
offices and factories. Half of these taxes wesra®ed to be passed on to consumers through
higher prices. The allocation of these taxes arsamers was assumed to be proportionate to
the distribution of total consumption in the CEMalf of these taxes were assumed to be paid by
the owners of businesses and was allocated in gropdo the distribution of property income

in the CPS.

Estimating Highway Trust Fund Taxes

Half of these taxes are assumed to fall on busiaedsalf on the private owners of motor
vehicles. The business share of the tax is asstwrfadl, in turn, half on consumers and half on
property owners. The consumer share of tax paadtisnated to be proportionate to the
distribution of total consumption in the CEX. Tinesiness share of tax paid is estimated to be
proportionate to the distribution of property ino®im the CPS. The quintile distribution of tax
paid by owners of motor vehicles is assumed torbpgstionate to the quintile share of
expenditures on gasoline in the CEX.

Estimating Estate and Gift Taxes

The analysis assumes all these taxes are paicelgphncome quintile.

18



Section VII: Results

Using the methods described above, our analysima&tstd the distribution of government
benefits, services, taxes and other revenues.piihepal objective was to determine the
aggregate fiscal balance for each quintile: theeggte value of taxes and revenues paid by the
quintile minus the cost of all benefits and sersioeceived. A quintile would be in fiscal deficit

if the cost of benefits and services received exeddhe taxes and revenues paid. Conversely, a
quintile would be in fiscal surplus if taxes angi@rues paid exceed the cost of benefits and
services received.

It should be noted that all figures produced by tmalysis apply to each quintile as a whole and
not to specific households within the quintile.r Egample, while the first and second quintiles,
in aggregate, generate large fiscal deficits, fassible that many individual households within
these quintiles generate individual fiscal surptuse

Insert tables 3 and 4 (before Appendix)

The findings (presented in detail in tables 3 andré in agreement with previous research on
fiscal distribution. The allocation of present govment goods and services (including direct
benefits, means-tested benefits, education senacesgeneral population-based services)
among the income quintiles was found to be reltieggen, although slightly greater at lower
incomes than at higher. For example, in 2004ptiteom quintile was found to receive 25.3
percent of present benefits and services at ao@&d67 billion. The top quintile was found to
receivel8.7 percent of government benefits anda@Enat a cost of $494 billion.

The apparent evenness of the distribution of benafid services between the household
quintiles is, however, to a considerable degreartaifact driven by differences in the number of
persons residing in each quintile. In particute top income quintile of households has nearly
80 percent more persons than the bottom incomdilguitwhen benefits and services received
are converted to a per person basis, the apparenness in distribution disappears. The bottom
guintile of households was found have substanttatiper receipt of benefits (at $16,345 per
person) than top income quintile (at $6,704 pesqey.

In contrast to distribution of benefits, the distriion of total taxes and revenues was found to be
highly unequal. Overall the distribution in taxaasd revenues was found to be roughly
proportional to the distribution of income. Asl@ld shows, the bottom income quintile paid 2.9
percent of all taxes and revenues while the toprme quintile paid 47.3 percent. Tax and
revenue payments from the top quintile amountelLté trillion. This sum was more than
sixteen times greater than the $97 billion in paytaenade by the bottom quintile.

The rough equality in benefits and services receo@mbined with the asymmetry in taxes paid
generates a substantial redistribution of econagsources from higher to lower income
households. The aggregate fiscal deficits or sisgd of each quintile are shown in Figure 2.
The lowest income quintile received $569 billionrmo benefits and services than it paid in
taxes. By contrast, the top quintile paid $1.lidri more in taxes than it received in benefits
and services.
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Overall, as Figures 1 and 2 show, there was afeaotroughly $1 trillion in economic
resources from the top two quintiles to the botthree. The lowest three quintiles received
some $1.7 trillion in benefits and services whidgipg only around $700 billion in taxes. The
resource gap of one trillion dollars was financgdlgher income groups or by deficit financing.

The fourth and fifth income quintiles received sod828 billion in government benefits and
services while paying $2.25 billion in taxes, thwrgenerating a fiscal surplus of around $1.3
trillion. This surplus was used to fund benefitslfaver income households, pay debt
obligations and fund public goods expenditures.

Figures 3 and 4 show the benefits and service$vetand taxes and revenues paid by the
average household within each quintile. In th#édmo quintile, the average household received
$29,015 in benefits and paid $4,251 in taxes, gaimgr an average fiscal deficit of $24,764 per
household. In the top quintile, the average hooisigpaid $69,704 in taxes and received
$21,515 in benefits and services, yielding an ayefescal surplus of $48,189 per household.

Figure 5 shows the benefits and services receinddaxes paid per person within each quintile.
The average individual in the bottom quintile reeei government benefits and services costing
$16,345 in 2004 while paying $2,345 in taxes angmees to the government. By contrast the
average individual in the top income quintile, iged $6,704 in government benefits and
services while paying $21,721 in taxes in revenues.

Figure 6 expresses the benefits to tax balancenagidich quintile as a ratio of benefits and
services received per $1.00 in taxes paid. Thivotuintile of households received $6.82 in
benefits and services for each $1.00 in taxes gdid.second quintile received $2.59 in benefits
and services for each $1.00 in taxes paid. Byrashthe top quintile received 31 cents in
benefits and services for every $1.00 in taxes.paid
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Tax Surplus

Tax Deficit

Figure 1: Aggregated Benefits and Services Received and Taxes Paid by Quintile (in billions)
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Figure 2: Aggregate Tax Surplus or Deficit by Quintile (in billions)
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Figure 3: Average Benefits Received and Taxes Paid per Household
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Figure 4: Net Fiscal Surplus or Deficit per Average Household (in dollars)
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Dollars

Figure 5: Average Benefits Received and Taxes Paid per Person

Average Benefits Received and Taxes Paid per Person

$25,000 1
$21,721
$20,000 -
$16,345
$15,000 -
172
3
a8 $11,079
$9,865
$10,000 -
$5,000 -
$_ I
First Quintile Second Quintile Third Quintile Fourth Quintile Top Quintile
B Present Government Benefits and Services Received (less public goods) M Taxes and Revenues Paid
Figure 6: Benefits and Services Received per One Dollar in Taxes Paid
Benefits and Services Received Per One Dollar in Taxes Paid
$8.00 +
$7.00 - $6.82
$6.00 +
$5.00 +
$4.00
$3.00 +
$2.00 +
$1.25
EINOORELE 4 EaEaEakaiai 40 PhnEaaaaal 0
$0.31
s [
First Quintile Second Quintile Third Quintile Fourth Quintile Top Quintile



Discussion

The overall transfer of a trillion dollars betweguintiles is similar to that estimate of
Chamberlain and Prante although details differ betwthe studies. One suspects that the
estimated net transfer of a trillion dollars betw@some classes is somewhat larger than the
sum imagined by liberals and smaller than that imedjby conservatives.

The current analysis suggests certain caveatsiegatidns for future research. First, the
ranking of households into quintiles based on manegme is not a true pre-transfer ranking
since money income includes Social Security andrggovernment cash benefits. An analysis
which employed pre-transfer definition of income tloe initial ranking of households might
show a greater magnitude of redistribution fromttheto the bottom.

Second, a portion of the redistribution reflectedhese numbers represents transfers from
working age adults to retired adults. Redistributbetween individuals over a lifetime may be
less than redistribution over a single year.

Third, sensitivity analysis should be employedest the role of various assumptions on the
estimation results, (although the Chamberlain dadtP study showed stable results across a
range of assumptions).

Fourth, micro-level analysis at the household nathan the quintile level would provide
superior results but would be far more complexedgrm.

Conclusion

A major function of modern government is the rethsition of economic resources. Economic
redistribution can occur as a result of the ditesnisfer of benefits as well as the provision of
services funded by other taxpayers. The preseaiysia suggests that one trillion dollars in
resources is transferred from the two highest iretiousehold quintiles to the rest of the
population. Roughly speaking, this sum would repne about 15 percent of income the higher
income households. Further, public good experekt@such as national defense and scientific
research) and interest payments on the debt aredad solely by the two highest income
quintiles. Lower income households benefit fromsth expenditures but do pay sufficient taxes
to support them.
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Table 3

Government Expenditures on Present Benefits and Services

Aggregate Government Expenditures
Quintile of Cash Money Income

Quintile Income Boundaries

|Direct Benefits

Education Benefits

Means-tested Benefit Total

Transportation

Justice, Police and Public Safety

Resources Recreation and Enviroment

Other Health Related

Miscellaneous

General Government Administrative Support

Total Present Benefits and Services

Quintile Share of Present Benefits and Services

Government Expenditures Per Household

First Qunitile Second Quintile
Less than $17,600 to
$17,599 $33,800
Expenditures Expenditures
(in millions) (in millions)
| 189,901.16 243,942.85
75,097.87 82,449.71
305,480.87 130,862.64
12,676.21 20,424.84
30,704.20 40,205.67
8,954.82 12,096.77
5,809.16 7,606.81
9,375.46 5,813.47
29,503.71 25,129.16
667,503.45 568,531.92
25.3% 21.5%

First Qunitile Second Quintile

[Direct Benefits

Education Benefits

Means-tested Benefits

Transportation

Justice, Police and Public Safety

Resources Recreation and Enviroment

Other Health Related

Miscellaneous

Government Administrative Support

|Total Present Benefits and Services Per Household

Table 3 Continued

Government Expenditures Per Person

|Direct Benefits Total

Education Benefits Total

Means-tested Benefit Total

Transportation Sub-total

Justice, Police and Public Safety

Resources Recreation and Enviroment

Other Health Related

Miscellaneous

General Government Administrative Support

Total Present Government Benefits and Services per Person

(in dollars) (in dollars)

8,255 10,602

3,264 3,583

13,279 5,687

551 888

1,335 1,747

389 526

253 331

408 253

1,282 1,092

29,015 24,709

First Qunitile Second Quintile

(in dollars) (in dollars)

$4,650 $4,754

$1,839 $1,607

$7,480 $2,550

$310 $398

$752 $784

$219 $236

$142 $148

$230 $113

$722 $490

$16,345 $11,079

Third Quintile
$33,801 to
$55,000

Expenditures
(in millions)

173,317.82
107,764.96
70,019.21
27,579.44
47,090.74
14,554.04
8,909.45
4,856.13
20,999.06
475,090.85
18.0%

Third Quintile
(in dollars)
7,500
4,663
3,030
1,193
2,038
630
386
210
909

20,558

Third Quintile
(in dollars)
$2,884
$1,793
$1,165
$459
$784
$242
$148
$81
$349

$7,905

Fourth Quintile
$55,001 to
$87,490

Expenditures
(in millions)

126,216.55
130,334.55
38,145.65
37,013.95
52,199.09
16,751.43
9,875.94
4,469.36
19,191.60
434,198.11
16.4%

Fourth Quintile
(in dollars)
5,517
5,696
1,667
1,618
2,281
732
432
195
839

18,977

Fourth Quintile
(in dollars)
$1,895
$1,956
$573
$556
$784
$251
$148
$67
$288

$6,517

Top Quintile
Over $87,491

Expenditures
(in millions)

108,442.73
194,445.37
20,400.76
56,204.26
57,802.42
20,064.69
10,936.07
4,446.09
21,861.54
494,603.94
18.7%

Top Quintile
(in dollars)
4,717
8,458
887
2,445
2,514
873
476
193
951

21,515

Top Quintile
(in dollars)
$1,470
$2,636
$277
$762
$784
$272
$148
$60
$296

$6,704

Total

Expenditures
(in millions)

841,821.10
590,092.46
564,909.12
153,898.70
228,002.12
72,421.76
43,137.42
28,960.51
116,685.07
2,639,928.26
100.0%

All Households
(in dollars)
7,321
5,132
4,913
1,338
1,983
630
375
252
1,015

22,957

All Households
(in dollars)
$2,877
$2,016
$1,930
$526
$779
$247
$147
$99
$399

$9,021



Table 4

Federal, State and Local Government Taxes and

Revenues

Aggregate Government Taxes and Revenues

Quintile Boundaries

Federal Revenues

Federal Income Tax

FICA

Federal Corporate Income Tax
Federal Highway Trust Fund
Federal Excise Taxes

Federal Estate and Gift Taxes
Federal Unemployment Insurance Tax
Federal Retirement

Other Federal Taxes

Total Federal Revenues

State Revenues

State Income Tax

State Corporate Profit Tax

Property Taxes

General Sales and Consumption Taxes

Lottery

State Workmen's Compensation and Unemployment Insurance
Other State and Local

Earnings on Trust Fund and Other Assets

Other General Revenue (Unallocable

Total State Revenues

Combined Federal and State Taxes and Revenues
Quintile Share of Combined Taxes and Revenues

Total Revenues Minus Total Expenditures
Ratio: Benefits Received to Taxes Paid
Average Fiscal Surplus or Deficit Per Household

First Qunitile
Less than
$17,599

Revenues
(in millions)

1,152.66
10,385.45
2,919.21
1,175.05
4,569.22
0.00
428.66
40.31
279.91
20,950.46

563.51
519.74
23,209.24
27,840.30
12990.23
5,399.62
6,321.30

76,843.93

97,794.39
2.9%

-569,709.05
682.6%
-$24,763.91

Second Quintile
$17,600 to
$33,800

Revenues
(in millions)

19,280.89
49,906.37
10,754.16
2,391.65
6,707.41
0.00
950.11
203.54
783.47
90,977.61

7,475.33
1,914.68
35,514.03
49,182.42
12990.23
8,715.75
12,363.57

128,156.01

219,133.61
6.5%

-349,398.31
259.4%
-$15,185.11

Third Quintile
$33,801 to
$55,000

Revenues
(in millions)

59,938.41
106,314.63
21,413.70
3,701.79
8,701.38
0.00
1,433.64
654.41
1,352.66
203,510.62

21,729.40

3,812.51
47,468.30
66,142.96

6495.11
11,802.17
18,684.30

176,134.76

379,645.38
11.2%

-95,445.47
125.1%
-$4,130.14

Fourth Quintile
$55,001 to
$87,490

Revenues
(in millions)

143,558.79
180,998.47
39,776.03
6,758.42
11,240.21
0.00
1,794.38
1,272.47
2,129.44
387,528.20

46,161.99
7,081.76
70,131.89
97,307.45
6495.11
15,427.73
27,120.67

269,726.59

657,254.79
19.4%

223,056.68
66.1%
$9,749.08

Top Quintile
Over $87,491

Revenues
(in millions)

584,713.89
337,395.20
114,308.25
20,629.20
15,834.78
24,831.00
2,111.21
2,397.65
4,620.48
1,106,841.66

139,317.71
20,351.55
141,751.24
138,864.74
6495.11
18,774.12
30,039.94

495,594.41

1,602,436.08
47.3%

1,107,832.14
30.9%
$48,189.46

Total

Revenues
(in millions)

808,644.64
685,000.12
189,171.34
34,656.11
47,053.00
24,831.00
6,718.00
4,539.20
9,165.96
1,809,779.37

215,247.94
33,680.25
318,074.70
379,337.88
45465.80
60,119.38
94,529.78
372,667.31
58,066.00

1,577,189.02

3,386,968.39
100.0%

747,040.13
77.9%
$2,750.66



Table 4 Continued

Government Taxes and Revenues Per Household

Federal Revenues

Federal Income Tax

FICA

Federal Corporate Income Tax
Federal Highway Trust Fund
Federal Excise Taxes

Federal Estate and Gift Taxes
Federal Unemployment Insurance Tax
Federal Retirement

Other Federal Taxes

Total Federal

State Revenues

State Income Tax

State Corporate Profit Tax

Property Taxes

General Sales and Consumption Taxes

Lottery

State Workmen's Compensation and Unemployment Insurance
Other State and Local

Total State and Local

Combined Federal and State Tax Revenues Per Household

Government Taxes and Revenues Per Person

Federal Revenues

Federal Income Tax

FICA

Federal Corporate Income Tax
Federal Highway Trust Fund
Federal Excise Taxes

Federal Estate and Gift Taxes
Federal Unemployment Insurance Tax
Federal Retirement

Other Federal Taxes

Total Federal

check

State Revenues

State Income Tax

State Corporate Profit Tax

Property Taxes

General Sales and Consumption Taxes

Lottery

State Workmen's Compensation and Unemployment Insurance
Other State and Local

Total State and Local

Combined Federal and State Tax Revenues Per Person

First Qunitile Second Quintile  Third Quintile Fourth Quintile  Top Quintile All Households
(in dollars) (in dollars) (in dollars) (in dollars) (in dollars) (in dollars)
$50 $838 $2,594 $6,274 $25,434 $7,032
$451 $2,169 $4,600 $7,911 $14,676 $5,957
$127 $467 $927 $1,738 $4,972 $1,645
$51 $104 $160 $295 $897 $301
$199 $292 $377 $491 $689 $409
$0 $0 $0 $0 $1,080 $216
$19 $41 $62 $78 $92 $58
$2 $9 $28 $56 $104 $39
$12 $34 $59 $93 $201 $80
$911 $3,954 $8,806 $16,938 $48,146 $15,738
$24 $325 $940 $2,018 $6,060 $1,872
$23 $83 $165 $310 $885 $293
$1,009 $1,543 $2,054 $3,065 $6,166 $2,766
$1,210 $2,138 $2,862 $4,253 $6,040 $3,299
$565 $565 $281 $284 $283 $395
$235 $379 $511 $674 $817 $523
$275 $537 $809 $1,185 $1,307 $822
$3,340 $5,570 $7,622 $11,789 $21,558 $9,970
$4,251 $9,524 $16,428 $28,726 $69,704 $25,708
First Qunitile Second Quintile  Third Quintile Fourth Quintile  Top Quintile All Households
(in dollars) (in dollars) (in dollars) (in dollars) (in dollars) (in dollars)
$28.23 $375.74 $997.28 $2,154.83 $7,925.81 $2,763.18
$254.31 $972.56 $1,768.90 $2,716.80 $4,573.40 $2,340.68
$71.48 $209.57 $356.29 $597.04 $1,549.45 $646.41
$28.77 $46.61 $61.59 $101.44 $279.63 $118.42
$111.89 $130.71 $144.78 $168.72 $214.64 $160.78
$0.00 $0.00 $0.00 $0.00 $336.58 $84.85
$10.50 $18.52 $23.85 $26.93 $28.62 $22.96
$0.99 $3.97 $10.89 $19.10 $32.50 $15.51
$6.85 $15.27 $22.51 $31.96 $62.63 $31.32
$513.02 $1,772.94 $3,386.08 $5,816.83 $15,003.26 $6,184.11
$513.02 $1,772.94 $3,386.08 $5,816.83 $15,003.26 $6,184.11
$13.80 $145.68 $361.54 $692.90 $1,888.45 $735.51
$12.73 $37.31 $63.43 $106.30 $275.87 $115.09
$568.33 $692.08 $789.80 $1,052.69 $1,921.44 $1,086.88
$681.73 $958.45 $1,100.51 $1,460.59 $1,882.31 $1,296.22
$318.09 $253.15 $108.07 $97.49 $88.04 $155.36
$132.22 $169.85 $196.37 $231.57 $254.48 $205.43
$154.79 $240.94 $310.88 $407.08 $407.19 $323.01
$1,881.68 $2,497.46 $2,930.59 $4,048.62 $6,717.79 $3,917.50
$2,394.70 $4,270.39 $6,316.68 $9,865.45 $21,721.06 $11,573.45
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Appendix Table 1: Federal Outlays - FY2004

Function and Subfunction

Federal Outlays, FY 2004

Total Outlays

(in millions of

Program Type

dollars)
050 National defense:
051 Department of Defense—Military:
Military personnel $113,576 Public good
Operation and Maintenance $174,045 Public good
Procurement $76,216 Public good
Research, Development, Test, and Evaluation $60,759 Public good
Military construction $6,312 Public good
Family housing $3,905 Public good
Other $1,708 Public good
051 Subtotal, Department of Defense—Military $436,521 Public good
053 Atomic energy defense activities $16,625 Public good
054 Defense-related activities $2,762 Public good
Total, National defense $455,908 Public good
150 International affairs:
151 International development and humanitarian assistance $13,825 Public good
152 International security assistance $8,369 Public good
153 Conduct of foreign affairs $7,897 Public good
154 Foreign information and exchange activities $1,141 Public good
155 International financial programs -$4,341 Public good
Total, International affairs $26,891 Public good
250 General science, space and technology:
251 General science and basic research $8,416 Public good
252 Space flight, research, and supporting activities $14,637 Public good
Total, General science, space and technology $23,053 Public good
270 energy:
271 Energy supply -$1,555
272 Energy conservation $926
274 Emergency energy preparedness $158
276 Energy information, policy, and regulation $305
Total, energy -$166 Population-based Services
300 Natural resources and environment:
301 Water resources $5,571 Public good
302 Conservation and land management $9,758 Public good
303 Recreational resources $2,963 Population-based Services
304 Pollution control and abatement $8,485 Population-based Services
306 Other natural resources $3,948 Public good
Total, Natural resources and environment $30,725
350 agriculture:
351 Farm income stabilization $11,186 Direct benefit
352 Agricultural research and services $4,254 Public good
Total, agriculture $15,440
370 Commerce and housing credit:
371 Mortgage credit $2,659 Direct benefit
372 postal service -$4,070 Population-based Services
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373 Deposit insurance -$1,976 Direct benefit
376 Other advancement of commerce $8,660 Population-based Services
Total, Commerce and housing credit $5,273

400 transportation:

401 Ground transportation $40,743 Population-based Services
Highways and Roads $32,336 Population-based Services
Other ground transportation $8,407 Population-based Services
402 Air transportation $16,743 Population-based Services
403 Water transportation $6,898 Population-based Services
407 Other transportation $242 Population-based Services
Total, transportation $64,626

450 Community and regional development:

451 Community development $6,167 Not applicable
452 Area and regional development $2,329 Not applicable
453 Disaster relief and insurance $7,301 Not applicable
Total, Community and regional development $15,797 Duplicates below

450 Community and regional development: Duplicate Accounts

Community and regional development proportional $13,754 Population-based Services
Community and regional development: public good (homeland security) $2,043 Public good
Total $15,797

500 Education, training, employment, and social services:

501 Elementary, secondary, and vocational education $34,357 Educational benefits
502 Higher education $25,264 Educational benefits
503 Research and general education aids $3,005 Public good

504 Training and employment $7,912 Means-tested

505 Other labor services $1,552 Population-based Services
506 Social services (Including Head Start) $15,855 Means-tested
Total, Education, training, employment, and social services $87,945

550 Health:

551 Health care services, public health, metal health, substance abuse $19,888 Population-based Services
551 Health care services, means-tested $190,204 Means-tested

552 Health research and training $27,099 Public good

554 Consumer and occupational health and safety $2,943 Population-based Services
Total, health $240,134

570 Medicare:
571 Medicare $269,360 Direct benefit

600 Income security:

601 General retirement and disability insurance (excluding social
security)(pension benefit guarantee, black lung and disable miners, railroad $6,573 Direct benefit
retirement)

602 Federal employee retirement and disability: total $88,729 Interest Sgﬂggtt:‘;::ma"c'a'
602 Federal employee retirement and disability due to past public good $23,868 public good
functions + subtotal ' 9

Interest and Other Financial

602 Federal employee retirement and disability, all other: sub-total $64,861 Obligations
603 Unemployment compensation (counted as state expenditure) Not applicable
604 Housing assistance $36,568 Means-tested
605 Food and nutrition assistance $46,012 Means-tested
609 Other income security (Supplemental Security Income, Refundable
Earned Income Credit, Temporary Assistance to Needy Families, Low Income ~
Energy Assistance, Foster Care, Child Care and Child Development Block $109,961 Means-tested
Grant)
Total, Income security $332,837

29



650 Social security:
651 Social security $495,548 Direct benefit

700 Veterans benefits and services:

701 Income security for veterans $31,654 Public good
702 Veterans education, training, and rehabilitation $2,751 Public good
703 Hospital and medical care for veterans $26,783 Public good
704 Veterans housing -$1,980 Public good
705 Other veterans benefits and services $571 Public good
Total, Veterans benefits and services $59,779 Public good

750 Administration of justice:

751 Federal law enforcement activities $19,090 Population-based Services
752 Federal litigative and judicial activities $9,685 Population-based Services
753 Federal correctional activities $5,509 Population-based Services
754 Criminal justice assistance $11,251 Population-based Services
Total, Administration of justice $45,535 Population-based Services

800 General government:

801 Legislative functions $3,187 Population-based Services
802 Executive direction and management $510 Population-based Services
803 Central fiscal operations $9,339 Population-based Services
804 General property and records management $228 Population-based Services
805 Central personnel management $217 Population-based Services
806 General purpose fiscal assistance $7,675 Population-based Services
808 Other general government $2,345 Population-based Services
809 Deductions for offsetting receipts -$1,679 Population-based Services
Total, General government $21,822 Population-based Services
General government in support of public good functions $5,870 Public good

General government, all other $15,952 Population-based Services

900 Net interest:

901 Interest on Treasury debt securities (gross) $321,679 Not applicable
902 Interest received by on-budget trust funds -$67,761 Not applicable
903 Interest received by off-budget trust funds -$86,228 Not applicable
908 Other interest -$4,473 Not applicable
909 Other investment income -$2,972 Not applicable
Total, Net interest $160,245
Net Interest Due to Past Public Good Functions $43,106 Public good
. Interest and Other Financial
Net interest, all other $117,139 Obligations
Total Outlays with offsetting receipts $2,305,758

(Excludes unemployment insurance)

Source Budget Historical Tables For FY2006; Budget Codes 401 Details Taken from FY2006 Budget Appendix, pp. 792-824.
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Appendix Table 2: State and Local Outlays Minus Federal Grants in Aid and User
Fees and Charges

State and Local Outlays Net Federal Grants in Aid and Net

fees and Charges Final Net Expenditures Type of Program

(in millions)
Total income security, health, and social services
Means tested Aid and services 158,239.53 Means tested
Other income, health and services 8,808.39 Population-based
Total transportation
Highways 78,498.76 Population-based
Air transportation (airports) 1,727.56 Population-based
Parking facilities -203.93 Population-based
Sea and inland port facilities 939.84 Population-based
Transit subsidies 346.66 Population-based
Total education and training
Higher education 100,823.83 Educational benefits
Elementary & secondary 425,206.94 Educational benefits
Other education 9,095.47 Direct benefits
Training -4,325.00 Educational benefits
Libraries 9,064.51 Population-based
Total resources and environment
Natural resources 12,611.90 Population-based
Parks and recreation 22,246.96 Population-based
Sewerage 5,742.49 Population-based
Solid waste management 8,289.80 Population-based
Justice and public safety 182,467.12 Population-based
Veterans 1,049.74 Interest and other costs due to past services
General government 58,733.37 Population-based
Protective inspection and regulation 11,498.04 Population-based
Administration and unallocated expenditure 38,734.62 Population-based
Employment security administration 2,029.16 Direct benefits
Interest on general debt 81,723.06 Interest and other costs due to past services
Insurance trust expenditure
Unemployment compensation 43,277.64 Direct benefits
Employee retirement 137,537.44 Interest and other costs due to past services
Workers' compensation 12,299.80 Direct benefits
Other insurance trust 4,289.89 Population-based
Utility expenditure
Water supply 8,719.05 Population-based
Electric power 3,318.36 Population-based
Gas supply 211.20 Population-based
Transit 26,676.34 Population-based
Liquor store expenditure -1,024.71 Population-based
TOTAL STATE AND LOCAL EXPENDITURES 1,448,653.82
Summary
Direct Benefit Total 57,606.60
Means-tested Total 158,239.53
Educational Benefits Total 530,801.24
Population-Based Services 481,696.22
Interest and Other Financial Obligation Due to Past Activities 219,260.50
Pure Public Good Expenditures 1,049.74
TOTAL STATE AND LOCAL EXPENDITURES 1,448,653.82
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Appendix Table 3: Government Taxes and Revenues

Federal Revenue Receipts FY 2004

Aggregate Revenue

Revenue Sub-Totals

From Taxes and Related Sources (in_ millions) (in_ millions)
Individual income taxes 808,959
Corporate income taxes 189,371
Federal insurance contributions act (FICA) 685,334
Old Age and Survivors Insurance 457,120
Disability insurance 77,625
Hospital insurance 150,589
Unemployment insurance - federal receipts 6,718
Other retirement receipts 8,620
Railroad retirement 2,297
Railroad social security equivalent account 1,729
Federal employees retirement employee share 4,543
Non-federal Employees Retirement 51
Excise taxes 69,855
Alcohol excise tax 8,105
Tobacco excise tax 7,926
Telephone excise tax 5,997
Transportation fuels excise tax 1,381
Other taxes 1,157
Trust fund excise taxes
Highway 34,711
Airport 9,174
Other 1,404
Estate and Gift Tax 24,831
Customs duties and fees 21,083
Other miscellaneous receipts 12,913
Miscellaneous: fees for permits and regulatory and judicial services 8,675
Miscellaneous: fines, penalties and forfeitures 3,902
Other miscellaneous federal receipts 336
TOTAL FEDERAL RECIEPTS* 1,827,684
*Excludes $32.6 billion in unemployment insurance receipts from state
governments
and $19.6 billion in earnings of the federal reserve system
State and Local Revenue Aggregate Revenue Revenue Sub-totals
From Taxes and Related Sources (in millions) (in millions)
Taxes
Property 318,242
General sales 244,891
Selective sales 115,738
Motor fuel 34,944
Alcoholic beverage 4,986
Tobacco products 12,626
Public utilities 21,427
Other selective sales 41,756
Individual income 215,215
Corporate income 33,716
Motor vehicle license 18,709
Other taxes 63,766
Miscellaneous general revenue 165,139
Interest earnings 53,194
Special assessments 6,453
Sale of property 1,960



Lottery receipts 45,466

Other general revenue 58,066
Insurance trust revenue 66,024

Unemployment compensation 38,362

Workers' compensation 21,758

Other insurance trust revenue 5,904
Employee retirement trust revenue* 365,318

Employee contribution 30,786

Earnings on investments 315,554

Other 18,974
TOTAL STATE AND LOCAL REVENUE 1,606,758
TOTAL FEDERAL, STATE, AND LOCAL REVENUE 3,434,442

From Taxes and Related Sources

*Excludes intra-governmental transfers to retirement trust funds.

Sources: Federal Source: Analytic Perspectives, Budget of the United States Government, Fiscal Year 2006; State and Local Source:U.S.
Census, Survey of Governments, http://www.census.gov/govs/estimate/0400uss|_1.html.



Appendix Table 4

Aggregate Government Expenditures

Aggregate
Aggregate State and Combined
Allocation Algorithms Federal Local Aggregate First Second Third Fourth Top
for Expenditures by Spending (in  Spending (in  Spending (in  Qunitile  Quintile  Quintile  Quintile  Quintile
Quintile millions) millions) millions) (share) (share) (share) (share) (share)
Direct Benefits
Quintile Share of Total
Program Expenditures in
Social Security Benefits the CPS $  495,548.00 $ 495,548.00f 0.219 0.304 0.208 0.149 0.122
Quintile Share of Total
Program Expenditures in
Medicare Benefits the CPS $  269,360.00 $ 269,360.00f 0.282 0.298 0.190 0.128 0.102
Other Cash Transfers and
Benefits $  76,048.60
Quintile Share of Total
Program Expenditures in
Unemployment Compensation |the CPS $ 45306.81| $ 45,306.81] 0.092 0.187 0.249 0.255 0.217
Quintile Share of Total
Program Expenditures in
Workman's Compensation the CPS $ 12,299.80| $ 12,299.80] 0.063 0.196 0.264 0.235 0.246
Other Federal Retirement Quintile Share of Total
(Railroad and Black Lung Program Expenditures in
Disability) the CPS $ 6,573.00 $ 6,573.00 0.043 0.237 0.485 0.175 0.060
Quintile Share of Total
Program Expenditures in
Agricultural Subsidies the CPS $ 11,186.00 $ 11,186.00 0.000 0.059 0.121 0.205 0.622
Mortgage Credit and Deposit |Quintile Share of Interest
Insurance Income in the CPS $ 683.00 $ 683.00] 0.023 0.059 0.088 0.177 0.650
Direct Benefits Total $ 783,350.00| $ 57,606.60| $ 840,956.60
Education Benefits
Higher education See Text $ 25,264.001 $ 100,823.83| $ 126,087.83 0.126 0.159 0.200 0.235 0.279
Elementary & secondary See Text $ 34,357.00| $ 425,206.94| $ 459,563.94| 0.128 0.134 0.177 0.216 0.344
Quintile Share of the Non-
Training and Other Education _|elderly Adult Population $ 4,770.50| $ 4,770.50| 0.110 0.155 0.209 0.245 0.281
Education Benefits Total $ 59,621.00) $ 530,801.27| $ 590,422.27
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Appendix Table 4 Continued

Aggregate
Aggregate State and Combined
Federal Local Aggregate First Second Third Fourth Top
Allocation Algorithms ~ Spending (in  Spending (in  Spending (in  Qunitile  Quintile  Quintile  Quintile  Quintile

Means-tested Benefits for Expenditures millions) millions) millions) (share) (share) (share) (share) (share)
Quintile Share of Total
Program Expenditures in

Public Aid the CPS $ 6,485.00 $ 10,082.00| $ 16,567.00( 0.573 0.262 0.116 0.037 0.013
Quintile Share of Total
Program Expenditures in

SSI the CPS $ 34,693.00{ $ 5,146.00] $ 39,839.00( 0.453 0.255 0.153 0.085 0.056
Quintile Share of Total
Program Expenditures in

EITC the CPS $ 34,012.00 $  34,012.00| 0.307 0.456 0.151 0.061 0.025
Quintile Share of Total

Additional Child Credit Program Expenditures in

(Refundable Portion) the CPS $ 9,113.00 $ 9,113.00| 0.072 0.450 0.340 0.108 0.029
Quintile Share of Total
Program Expenditures in

Food Stamps the CPS $ 28,431.00{ $ 2,562.00] $ 30,993.00( 0.671 0.241 0.067 0.017 0.004
Quintile Share of Total
Program Expenditures in

School Lunch and Breakfast _|the CPS $ 8,531.00 $ 8,531.00| 0.282 0.302 0.209 0.120 0.088
Quintile Share of

WIC Beneficiaries in the CPS | $ 4,899.00 $ 4,899.00( 0.370 0.334 0.207 0.064 0.025
Quintile Share of Total
Program Expenditures in

Housing the CPS $ 38,881.00( $ 0.80 $ 38,881.80| 0.791 0.148 0.047 0.011 0.003
Quintile Share of Total
Program Expenditures in

Energy the CPS $ 2,118.00{ $ 141.00| $ 2,259.00| 0.665 0.252 0.081 0.002 0.000
Quintile Share of Total
Program Expenditures in

Daycare the CPS $ 13,158.00{ $ 4,946.00| $ 18,104.00| 0.372 0.311 0.181 0.088 0.048
Quintile Share of

Indian Health Beneficiaries in the CPS | $ 3,706.00 $ 3,706.00( 0.285 0.203 0.168 0.195 0.149
Quintile Share of

Training Beneficiaries in the CPS | $ 6,131.00{ $ 876.00| $ 7,007.00| 0.336 0.277 0.188 0.119 0.080




Appendix Table 4 Continued

Aggregate
Aggregate State and Combined
Federal Local Aggregate First Second Third Fourth Top

Means-tested Benefits Allocation Algorithms ~ Spending (in  Spending (in  Spending (in  Qunitile  Quintile  Quintile  Quintile  Quintile
(continued) for Expenditures millions) millions) millions) (share) (share) (share) (share) (share)

Quintile Share of Total
Medicaid: Elderly in General Program Expenditures in
Population the CPS $ 28,017.99| 0.524 0.219 0.111 0.084 0.061
Medicaid: Non-elderly Disabled |Quintile Share of Total
Adults in the General Program Expenditures in
Population the CPS $ 105,978.67| 0.486 0.237 0.139 0.094 0.045
Medicaid: Non-elderly Able- Quintile Share of Total
bodied Adults in the General |Program Expenditures in
Population the CPS $ 35,828.59| 0.359 0.284 0.189 0.110 0.059
Medicaid: Children in the Quintile Share of Total
General Population Including |Program Expenditures in
Children on SCHIP the CPS $ 59,966.28| 0.325 0.315 0.193 0.108 0.060
Medicaid: Elderly in Nursing
Facilities See text $  45,014.97 1.0 0.000 0.000 0.000 0.000
Medicaid: Non-elderly Disabled
Adults in Nursing Facilities See text $  14,654.64 1.0 0.000 0.000 0.000 0.000
Medicaid: Non-elderly Able-
bodied Adults in Nursing
Facilities See text $ 90.09 1.0 0.000 0.000 0.000 0.000
Meidcaid: Children in Nursing
Facilities See text $ 60.06 1.0 0.000 0.000 0.000 0.000
Medicaid: Elderly in ICF MR
(Mentally Retarded) See text $ 1,081.08 1.0 0.000 0.000 0.000 0.000
Medicald: Non-elderly Disabled
Adults in ICF MR (Mentally
Retarded) See text $ 16,156.14 1.0 0.000 0.000 0.000 0.000
Medicaid: Non-elderly Able-
bodied Adults in ICF MR
(Mentally Retarded) See text $ 30.03 1.0 0.000 0.000 0.000 0.000
Medicald: Children in ICF MR
(Mentally Retarded) See text $ 60.06 1.0 0.000 0.000 0.000 0.000
Medicaid/SCHIP Total $ 179,712.00| $ 127,221.00| $ 306,933.20

Allocated in Proportion to

the Sum of Total Means-
Other Means-tested Aid tested Expenditures
(Foster Care, Social Services, |Reported Individually in
medical care) the CPS $ 36,642.00( $ 7,264.73| $  43,901.12 0.54 0.232 0.124 0.068 0.036
Means-tested Benefit Total $ 406,512.00] $ 158,239.53| $ 564,751.53




Appendix Table 4 Continued

Aggregate
Aggregate State and Combined
Federal Local Aggregate First Second Third Fourth Top
General Government Allocation Algorithms ~ Spending (in  Spending (in  Spending (in  Qunitile  Quintile  Quintile  Quintile  Quintile
Services for Expenditures millions) millions) millions) (share) (share) (share) (share) (share)
Transportation
Highways, Roads, and Parking |Quintile Share of Gasoline|
Facilities Tax (See Revenue Table)| $ 32,336.001 $ 78,294.86] $ 110,630.86 0.09 0.14 0.20 0.26 0.31
Air Transportation (airports) N/A $ 16,743.00] $ 1,72756| $  18,470.56
Quintile Share of Total
Sea and Inland Port Facilities |Consumption in the CEX | $ 6,898.00| $ 939.84| $ 7,837.84 0.08 0.13 0.17 0.24 0.38
Quintile Share of Public
Other Federal Ground Transit Consumption in
Transportation the CEX $ 8,407.00 $ 8,407.00 0.06 0.10 0.13 0.19 0.53
Quintile Share of Public
Transit Consumption in
Transit Subsidies the CEX $  27,023.00 27,023.00 0.06 0.10 0.13 0.19 0.53
Other Unallocated $ 242.00 242.00
Transportation Total $ 64,626.00] $ 107,985.26 172,611.26
Justice, Police and Public Quintile Share of Total
Safety Population $ 45535.00| $ 182,467.12| $ 228,002.12 0.135 0.176 0.207 0.229 0.254
Resources Recreation and Enviroment
Quintile Share of the Total
Natural Resources Population $ 1261190 $ 12,611.90| 0.135 0.176 0.207 0.229 0.254
Quintile Share of the Total
Parks and Recreation Population $ 2,963.00| $ 22,246.96| $  25,209.96| 0.135 0.176 0.207 0.229 0.254
Quintile Share of the Total
Sewage Population $ 5,742.49| $ 5,742.49| 0.135 0.176 0.207 0.229 0.254
Quintile Share of the Total
Solid Waste Management Population $ 8,289.80| $ 8,289.80| 0.135 0.176 0.207 0.229 0.254
Public Utility Spending: Expenditures Exceeding User Charges
Quintile Share of Water
Water Supply Consumption in the CEX $ 8,719.05| $ 8,719.05 0.10 0.15 0.20 0.24 0.31
QuintileShare of
Electricity Consumption in
Electric Power the CEX $ 3,318.36| $ 3,318.36 0.13 0.17 0.20 0.23 0.28
Quintile Share of Natural
Gas Consumption in the
Gas Supply CEX $ 211.20| $ 211.20 0.11 0.16 0.20 0.23 0.30
Pollution Control and Quintile Share of Total
Abatement Consumption in the CEX | $ 8,485.00 $ 8,485.00 0.08 0.13 0.17 0.24 0.38
Quintile Share of the Total
Energy Population $ (166.00) $ (166.00)] 0.135 0.176 0.207 0.229 0.254
Resources Recreation and Enviroment: Sub-total $ 11,282.00| $  61,139.76| $  72,421.76
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Appendix Table 4 Continued

Aggregate
Aggregate State and Combined
Federal Local Aggregate First Second Third Fourth Top
Allocation Algorithms ~ Spending (in ~ Spending (in  Spending (in  Qunitile  Quintile  Quintile  Quintile  Quintile
for Expenditures millions) millions) millions) (share) (share) (share) (share) (share)
Other Health Related
General Health (Mental Health,
Substance Abuse, Public Quintile Share of the Total
Health) Population $ 19,888.00{ $ 8,808.39| $  28,696.39] 0.135 0.176 0.207 0.229 0.254
Consumer and Occupational |Quintile Share of the Total
Health Population $ 2,943.00 $ 2,943.00 0.135 0.176 0.207 0.229 0.254
Protective Inspection and Quintile Share of the Total
Regulation Population $ 11,498.04| $ 11,498.04| 0.135 0.176 0.207 0.229 0.254
Other Health Related: Sub-total $ 22,831.00| $ 20,306.42| $  43,137.42
Miscellaneous
Other Labor Services Quintile Share of Earners | $ 1,552.00 $ 1,552.00| 0.064 0.141 0.213 0.267 0.314
Other Advancement of Quintile Share of the Total
Commerce Population $ 8,660.00 $ 8,660.00 0.135 0.176 0.207 0.229 0.254
Quintile Share of the Total
Postal Service Population $ (4,070.00) $  (4,070.00)] 0.135 0.176 0.207 0.229 0.254
Quintile Share of Means-
Community Development tested Aid $ 13,754.00 $ 13,754.00| 0.541 0.232 0.124 0.068 0.036
Quintile Share of the Total
Libraries Population $ 9,064.51| $ 9,064.51 0.135 0.176 0.207 0.229 0.254
Miscellaneous: Sub-Total $ 19,896.00{ $ 9,06451| $  28,960.51
General
Government/Administrative
Support
General Government $ 21,822.00| $ 58,733.37| $  80,555.37
General Government Activities
in Support of Public Good This amount subtracted
Functions (Deduction) from total. $ 5,870.12
Quintile Share of Total
Direct, Means-tested and
General Government Less Education Benefits and
Activities in Support of Public |other Population-based
Good Functions Benefits $ 15,951.88] $ 58,733.37| $  74,685.25| 0.253 0.215 0.180 0.164 0.187
Appendix Table 4 Continued
Aggregate
Aggregate State and Combined
Federal Local Aggregate First Second Third Fourth Top
Allocation Algorithms ~ Spending (in  Spending (in  Spending (in  Qunitile  Quintile  Quintile  Quintile  Quintile
for Expenditures millions) millions) millions) (share) (share) (share) (share) (share)
Quintile Share of Total
Direct, Means-tested and
Education Benefits and
other Population-based
Unallocated Expenditures Benefits $ 37,709.92| $ 37,709.92| 0.253 0.215 0.180 0.164 0.187
Quintile Share of Total
Direct, Means-tested and
Education Benefits and
other Population-based
Other insurance trust Benefits $ 4,289.89| $ 4,289.89 0.253 0.215 0.180 0.164 0.187
General
Government/Administrative
Support: Sub-Total $ 15,951.88| $ 100,733.18| $ 116,685.07
Total General Government Social Services and
Administrative Costs (Transportation, Justice,
Recreation and Enviroment, Health-related,
Miscellaneous, and Administrative Support) $ 180,121.88| $ 481,696.26| $ 661,818.14
Total Present Benefits and Services (Direct Benefits,
Means-tested Benefits, Educational Services, General
Social Services and Administration) $ 1,429,604.88]| $1,228,343.66| $ 2,657,948.54
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Appendix Table 5

Tax and Revenue Algorithms and Calculations

Aggregate tax First Second Third Fourth Top
Federal Taxes and receipt (in Qunitile Quintile Quintile Quintile Quintile
Revenues Algorithms for tax revenue estimates millions) (share) (share) (share) (share) (share)
Federal Individual |CPS tax payment figures with adjustment
Income Tax for under-reporting $ 808,959.00 0.001 0.024 0.074 0.177 0.723
CPS tax payment figures with adjustment
FICA Taxes for under-reporting $ 685,334.00 0.015 0.073 0.155 0.264 0.492
Federal Corporate |Incidence assumed to be 50 percent on
Income Tax workers and 50 percent on owners $ 189,371.00
Federal Corporate
Income Tax on 50 percent of total tax times share of
Workers earned income in CPS 0.013 0.064 0.140 0.240 0.543
Federal Corporate
Income Tax on 50 percent of total tax times share of
Owners dividend, interest and rental income in CPS 0.018 0.050 0.086 0.180 0.665
Unemployment Assume incidence falls 100 percent on
Insurance - Federal |workers; quintile share of tax paid equals
Reciepts their share of earners in the CPS $ 6,718.00 0.064 0.141 0.213 0.267 0.314
Incidence assumed to fall half on private
owners of motor vehicles; one quarter on
owners of business; and one quarter on
Highway Trust Fund |general consumers $  34,711.00
Highway Trust Fund
Taxes on Private One half of total tax times quintile share of
Vehicle Drivers spending on gasoline in CEX 0.09 0.14 0.20 0.26 0.31
Highway Trust Fund
Taxes on Business |One quarter of of total tax times share of
Owners dividend, interest and rental income in CPS 0.018 0.050 0.086 0.180 0.665
Highway Trust Fund [One quarter of total tax times quintile share
on Consumers of total consumption in CEX 0.08 0.13 0.17 0.24 0.38
Airport and Airway |[Quintile share estmated to equal share of
Taxes total income in CPS $ 9,174.00 0.031 0.085 0.147 0.232 0.504
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Appendix Table 5 Continued

Aggregate tax First Second Third Fourth Top

Federal Taxes and Algorithms for housheholds headed by receipt (in Qunitile Quintile Quintile Quintile Quintile
Revenues persons without a high school degree millions) (share) (share) (share) (share) (share)

Federal Excise Total tax times quintile share of spending
Taxes: Alcohol on alcohol in CEX $ 8,105.00 0.08 0.11 0.18 0.24 0.38
Federal Excise Total tax times quintile share of spending
Taxes: Tobacco on tobacco in CEX $ 7,926.00 0.14 0.20 0.24 0.23 0.19
Federal Excise Total tax times quintile share of telephone
Taxes: Telephone |expenditures in CEX $ 5,997.00 0.11 0.16 0.19 0.24 0.29
Federal Excise Total tax times quintile share of spending
Taxes: Fuels on fuels in CEX $ 1,381.00 0.13 0.16 0.18 0.23 0.29
Federal Excise Total tax times quintile share of total
Taxes: All Other consumption in CEX $ 2,561.00 0.08 0.13 0.17 0.24 0.38
Federal Retirement
Receipts
Railroad and Other |Total receipts times share of railroad
Retirement Receipts|earnings in CPS $ 4,077.00 0.002 0.042 0.105 0.253 0.600
Federal Employees |Total receipts times quintile share of
Retirement federal employee retirement contributions
Employee Share in the CPS $ 4,543.00 0.007 0.043 0.142 0.278 0.526
Federal Gift and
Estate tax Total tax assumed to be paid by top quintile| $  24,831.00 0 0 0 0 1
Customs, Duties, total tax times quintile share of total
Fees consumption in CEX $ 21,083.00 0.08 0.13 0.17 0.24 0.38
Miscellaneous: Fees
for Permits and
Regulatory and
Judicial Services Not Applicable $ 8,675.00
Miscellaneous:
Fines, Penalties and
Forfeitures Not Applicable $ 3,902.00
Other Miscellaneous
Federal Receipts Not Applicable $ 336.00

Federal Total Taxes and Revenues

$1,827,684.00
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Appendix Table 5 Continued

State and Local Aggregate tax First Second Third Fourth Top
Taxes and receipt (in Qunitile Quintile Quintile Quintile Quintile
Revenues Algorithms for Housheholds millions) (share) (share) (share) (share) (share)

State and Local

Individual Income  |Total tax times quintile share of tax

Taxes payments in the CPS $ 215,214.67 0.003 0.035 0.101 0.214 0.647

State and Local

Corporate Income |Incidence assumed to fall 50 percent on

Tax workers and 50 percent on owners $ 33,715.79

State and Local 50 percent of total tax times the quintile

Corporate Income |share of total earnings as reported in the

Tax on Workers CPS 0.013 0.064 0.140 0.240 0.543
50 percent of total tax times the quintile

State and Local share of total interest, dividends and rent

Corporate Income |received by households as reported in the

Tax on Owners CPS 0.018 0.050 0.086 0.180 0.665
Incidence is assumed to fall half on homes
and rented apartments; half on
bussinesses. The business portion is
further assumed to fall half on consumers

Property Taxes and half on owners. $ 318,242.46

Property Taxes on

Owner Occupied

and Rented One half of total tax times quintile share of

Domiciles shelter costs in CEX 0.10 0.13 0.17 0.23 0.37
One quarter of total tax times the quintile

Property Taxes on |share of total interest, dividends and rent

Owners received by households in the CPS 0.018 0.050 0.086 0.180 0.665

Property Taxes on |One quarter of total tax times quintile share

Consumers ot total consumption in the CEX 0.08 0.13 0.17 0.24 0.38

General Sales Total Tax Times quintile share of non-

Taxes exempt consumption in the CEX $ 244,891.33 0.06 0.12 0.16 0.26 0.40
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Appendix Table 5 Continued

State and Local Aggregate tax First Second Third Fourth Top
Taxes and Algorithms for allocation of tax receipt (in Qunitile Quintile Quintile Quintile Quintile
Revenues revenues paid millions) (share) (share) (share) (share) (share)
Incidence assumed to fall half on private
owners of motor vehicles; one quarter on
owners of business; and one quarter on
Motor Fuel Tax general consumers $  34,943.57
Motor Fuel Tax on
Drivers of Personal |One half total tax times quintile share of
Vehicles gasoline consumption in the CEX 0.09 0.14 0.20 0.26 0.31
Motor Fuel Tax on |One quarter of total tax times quintile
Consumers share of total consumption in the CEX 0.09 0.14 0.20 0.26 0.31
One quarter of total tax on gasoline times
Motor Fuel Tax on |the quintile share of interest, divdends and
Business Owners _ |rents in the CPS 0.09 0.14 0.20 0.26 0.31
total tax times quintile share of tobacco
Tobacco Tax expenditures in the CEX $ 12,625.78 0.09 0.14 0.20 0.26 0.31
total tax times the quintile share of alocohol
Alcohol Tax expenditures in the CEX $ 4,985.71 0.09 0.14 0.20 0.26 0.31
Other Selective total tax times quintile share of total
Sales Tax consumption in the CEX $ 41,755.92 0.09 0.14 0.20 0.26 0.31
total tax times the quintile share of
Motor Vehicle expenditures on vehicle licenses in the
Licenses CEX $ 18,708.98 0.09 0.14 0.20 0.26 0.31
total tax times quintile share of
Public Utilities Tax |expenditures on utilities in the CEX $ 21,426.58 0.09 0.14 0.20 0.26 0.31
Other General
Taxes State and
Local (mainly estate,
stock transaction
and severance
taxes) Assume total taxes paid by top quintile $ 63,766.48 0.09 0.14 0.20 0.26 0.31
Insurance Trust Revenue 0.09 0.14 0.20 0.26 0.31
Assume incidence falls 100 percent on
Unemployment workers; quintile share of tax paid equals
Compensation quintile share of earners in the CPS $ 38,361.50 0.09 0.14 0.20 0.26 0.31
Assume incidence falls 100 percent on
Workers' workers; quintile share of tax paid equals
Compensation quintile share of earners in the CPS $ 21,757.88 0.09 0.14 0.20 0.26 0.31
Other Insurance
Trust Revenue Unknown $ 5,904.38
Appendix Table 5 Continued
State and Local  Algorithms for housheholds headed by Aggregate tax First Second Third Fourth Top
Taxes and immigrants without a high school receipt (in Quinitile Quintile Quintile Quintile Quintile
Revenues degree millions) (share) (share) (share) (share) (share)
Employee
Retirement Trust
Revenue
Total Receipts times the quintile share of
Employee state and local employee retirement
Contributions contibutions in the CPS $ 30,785.80 0.019 0.101 0.200 0.349 0.329
Earnings on
Investments not applicable $ 315,553.95
Other not applicable $ 18,978.75
Interest Earnings not applicable $ 53,194.26
Sale of Property not applicable $ 1,959.55
Special
Assessments not applicable $ 6,452.75
Other General
Revenue unknown $ 58,066.00
Total receipts times quintile share of adults
in the CPS assuming that lower income
adults spend 50 percent more per capita
Lottery Receipts than the average adult $  45,465.80 | 0.28571429]0.28571429]0.14285714] 0.14285714( 0.14285714

Total State and Local Taxes and Revenues

$1,606,757.89

Total Federal State and Local Taxes and Revenues

$3,434,441.89
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