	[image: image1.jpg]PENNSYLVANIA

BUDGET AND POUCY CENTER




	

Pennsylvania Budget and Taxes



	Pennsylvania Budget and Policy Center ∙ 412 N. 3rd Street, Harrisburg, PA 17101 ∙ 717-255-7156 ∙ www.pennbpc.org


Pennsylvania Tax Fairness
Pennsylvania’s Taxes More Costly for  Poorer Workers 
Our state tax dollars educate our children, make our communities safer, and provide health care for pregnant women, the elderly and the disabled. Taxes are easier to bear when they reflect our ability to pay. Unfortunately, Pennsylvania has one of the most regressive tax systems in the U.S.
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	The poorest fifth pay more than 12 cents in taxes out of every dollar of income, while the richest 1% pay a little more than 6 cents on the dollar. When the federal deduction for state and local taxes is counted, the richest 1% pay 4.3% of their income in taxes.  Middle-class families also pay a higher share of their income in taxes than the wealthiest Pennsylvanians.




Lower Income Earners Pay More in Sales Tax.
	The sales tax is Pennsylvania’s most regressive tax, hitting families who live paycheck to paycheck the hardest. The lowest fifth of Pennsylvania earners spends 2.5% of their income on sales tax, while the wealthiest fifth spend 1.5% or less. 


	Some Progressive Features to Sales Tax

Pennsylvania exempts groceries and clothing from the sales tax, and the rate is lower than many states. Still, several steps could be taken to make it fairer. It could be expanded to include more non-essential items and certain professional services to distribute the tax more evenly. Additionally, the state could offer rebates through the personal income tax code to help offset sales taxes paid by low-income families.


Just the Facts: Pennsylvania Tax Fairness
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The Main Culprit: A Flat Personal Income Tax.
Forty-one states and Washington, D.C. have an income tax, which ranges from less than 1% to a high of 9.5%. Two other states tax only interest and dividend income. Thirty-four of those states and D.C. have a graduated income tax that assesses higher rates on affluent earners than on middle-class and low-income families. But Pennsylvania’s Constitution requires all earners (except for the poor and elderly) to be taxed at the same, or “uniform,” rate. The state offers a Tax Forgiveness Program for low-income earners, meaning a family of four earning up to $32,000 will pay no income taxes. But the Constitution prevents Pennsylvania from using a progressive income tax to increase the overall fairness of the tax structure. As a result, the rich pay much less in income taxes in Pennsylvania than their counterparts in neighboring states. 
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Bright Idea: Amend the Constitution to Make Tax System Fairer.
Policymakers could make Pennsylvania’s tax system less regressive by adopting an amendment to the state Constitution so that a graduated income tax could be introduced to Pennsylvania. That would tax the income of wealthy earners at a higher rate than lower-income workers. 

The Pennsylvania Budget and Policy Center is a non-partisan policy research project that provides independent, credible analysis on state tax, budget, and related policy matters, with attention to the impact of current or proposed policies on working families. To learn more about state taxes and spending, go to www.pennbpc.org/pabudget/primer.html. 
