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1. Introduction

The federal government in the United States relies on individual income and payroll* taxes
for a large share of its revenue. In 2012, for example, $1.1 trillion in individual income taxes
and $771 billion in payroll taxes were collected, out of a total of $2.5 billion.> The shares of
these taxes have remained relatively steady over the prior decade, with income taxes making up
an average of 44% of federal receipts and payroll taxes making up an average of 35% of receipts.
Because of these taxes’ substantial role in funding the federal government, there is a great deal of
interest in who pays (and who doesn’t pay) these taxes. Tabulations by the Tax Policy Center
have suggested that, in recent years, around 46.4% of tax units® pay no federal income taxes* (a
fact that played a prominent role in the 2012 presidential campaign®), though the share drops to
around 27.6% when payroll taxes are included.

However, these tabulations are based on cross-sectional data, and so only represent
taxpaying behavior at a point in time. While informative, such tabulations suffer from a number
of weaknesses. First, a taxpayer may be a net recipient in one year but a net payer the next (and
vice versa), making it unclear whether such a division between payers and beneficiaries is

similar over longer time frames. Second, using families as the unit of observation does not

! In this paper, we use the term “payroll taxes” to refer to Federal Insurance Contributions Act (FICA) and Self
Employed Contributions Act (SECA) taxes. These two taxes finance the Social Security and Medicare programs,
and are levied on the wages of employees and the incomes of self-employed individuals, respectively.

2 In 2011 and 2012 the tax rate for the employee share of the Social Security portion of the payroll tax was reduced
from 6.2% to 4.2%.

® A tax unit consists of a primary filer, a secondary filer (if the taxpayer is married filing jointly), and dependents
claimed on the tax form (if any). In the paper we use the term tax unit and families interchangeably.

* See, for example, Tax Policy Center, “Tax Units with Zero or Negative Tax Liability, Current Law, 2004-2011
(T11-0173,” June 14, 2011, http://www.taxpolicycenter.org/numbers/displayatab.cfm?DoclD=3054. Other similar
tabulations are presented in Williams (2010), Toder and Johnson (2010), and Johnson et al. (2011).

> See, for example, Corn (2012) and Gale and Marron (2012).
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account for the fact that payer or beneficiary status may be correlated with family size, and so the
fraction of families in beneficiary or payer status may differ from the fraction of individuals.

In this paper, we construct a panel of tax information at the individual level by matching
and merging a random sample of Internal Revenue Service (IRS) tax returns over the 2001-2011
period to a panel of information returns (including forms W-2, 1098, 1099, and others) that spans
the same period. The resulting dataset allows us to address the question of who pays taxes over
longer time frames.

In tabulating tax burdens, it is important to make a distinction between statutory tax paying
(who legally has the obligation to pay the taxes) and tax incidence (on whom does the economic
burden of the tax fall) since the two often differ. In this study, we are interested in the latter,
since it measures the extent to which the welfare of individuals is ultimately impacted by a tax.
However, only the statutory tax payment is observed in our data, and so we must make some
assumptions that map these payments to the individual on whom the incidence falls. In this
study, we follow the practice of the Treasury Department,® the Congressional Budget Office, and
the Joint Committee on Taxation and assume that each individual bears the burden of the
individual income taxes that they pay, and that each employee bears both the employee’s and
employer’s share of the payroll tax.” As noted by Fullerton and Metcalf (2002), the latter
assumption has been tested and confirmed in a number of studies.®> However, evidence for the

full incidence of income taxes falling on the individual who pays the tax is considerably weaker.’

® See Cronin (1999).

" Note that we do not account for any benefits (including Social Security Benefits) that are associated with these tax
payments.

8 See Gruber (1997) for a survey of these studies, as well as an empirical test that finds that the incidence of the
payroll tax in Chile falls fully on workers.

° Fullerton and Metcalf (2002) noted at the time of their survey that this assumption had never been tested. Since
that time, Kubik (2004) found that pre-tax wages of workers declined when marginal tax rates decreased due to the
Tax Reform Act of 1986, while Leigh (2010) found that pre-tax wages decreased when the generosity of the Earned
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To verify consistency with currently available tabulations, we examine what fraction of
families are net payers and beneficiaries on an annual basis using Current Population Survey
information to account for the number of non-filer families. We find that, in 2011, 46.7% of tax
units paid no income tax, after increasing during the 2001-2004 and 2008 periods after which it
stayed elevated until 2011. The fraction with a negative income tax liability increased steadily
between 2001 and 2007, before dramatically increasing in 2008. By 2011, the share declined to
20.7%.

Next, using our individual level data, we construct a measure of tax payment that does not
require any imputation for non-filers. We find that the share of individuals with zero or negative
income tax liability is lower than the share of tax units (38.2% in 2011), though trends over time
are similar. Including income and payroll tax in the definition of tax liability reduces the share in
a zero or negative tax position to 29.2% in 2011. The trend over time is similar to that of income
tax liability. We also find that the shares individuals with zero or negative tax liabilities are
higher for individuals aged 65 and older, and for younger individuals (particularly women).

Next, we utilize the panel structure of our data to examine dynamics of taxpaying over
time. We find that positive tax payment status is more persistent than nonpayment or negative
payment status, as around 90% of individuals who have positive total taxes also have positive
taxes the next year, while around 75% of zero tax payers and 70% of negative tax payers stay in
the same group in the next year. Across a five year window starting in 2007, 59.7% of taxpayers
paid positive total taxes every year, while 13.2% paid positive taxes in no year, and 5.3% had
negative total tax liabilities in all 5 years. Across the five year period beginning in 2001, these

percentages were 67.7%, 10.8%, and 3.5%, respectively.

Income Tax Credit increased. Bingly and Lanot (2002) report similar findings using Danish data. These results
imply that at least some of the burden of the individual income tax is shifted onto employers.
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Finally, we examine the net tax position of people over a longer period of time. We find
that the fraction of individuals who over a five year window have negative tax liabilities is
generally less than the fraction in any given year, while the fraction paying no taxes over a five
year period is roughly half of the amount that pay no taxes in any given year. Across the years,
approximately 95% of those who pay positive taxes in a given year will (on average) pay
positive taxes in the next four years, while around 65% of those who pay no taxes in a given year
will pay no taxes on average over the next four years, and about 70% of those who have a
negative liability will have a negative liability on average over the next four years.

The paper proceeds as follows. Section 2 describes our data. Section 3 describes tax
payments in a single year and Section 4 presents the dynamics of tax payments. Section 5

concludes.

2. Data

We create a panel of individual tax data using the Internal Revenue Service’s (IRS) Compliance
Data Warehouse (CDW). The CDW is a repository for many of the various tax forms collected
by the IRS, including Federal individual tax returns and the corresponding information returns.
The CDW data is different in several ways from the more familiar Individual and Sole
Proprietorship (INSOLE) data compiled by the IRS’s Statistics of Income (SOI) division. First,
the CDW is not cleaned in the way that the SOI cleans and processes the INSOLE data. This
means that the CDW could have large outliers and may have inconsistent data due to either
taxpayer errors or coding errors during transcription. Second, the INSOLE data is a point in time

sample based upon a processing year while the CDW is a continuously updated sample that can



be organized in a number of different ways. We have chosen to construct our panel by tax year
as opposed to processing year because we are interested in the share of people that pay tax for a
given year regardless of when a tax return was filed. A related difference between the INSOLE
and the CDW is that the CDW is continuously updated as new filings become available. Thus,
information drawn from the CDW at one point in time may differ from data drawn at a later date
due to late filers or amended returns. However, data more than a couple of years old should be
relatively consistent over time because it is less likely to be updated.

We select a sample of individual information based upon ten different four-digit endings
of a person’s Social Security Number (SSN) or tax identification number (TIN), whichever
applies. The four-digit endings of SSNs and TINs are assigned in order, effectively making them
random from the sample perspective.’® Sampling ten of these endings equates to a 1-in-1,000
sample of individuals, and so our individual weights are set to 1,000 for all observations. When
we aggregate data to the return level, we need to adjust the weights for joint returns because the
individuals on a joint return have approximately twice the probability of being in the sample
compared to individuals on single returns. Thus, joint return weights are set to 500 for all
primary or secondary filers.

Individuals are selected into our sample if they have one of the ten four-digit SSN/TIN
endings*’ and either: (1) were the primary or secondary filer on a form 1040; (2) received a W-2
from an employer; (3) were claimed as a dependent on a form 1040; or (4) received one of the
following information returns: 1098 (home mortgage interest paid), 1098-E (student loan interest

paid), 1098-T (tuition statement), 1099-DIV (dividend income), 1099-G (certain government

19 However, one way this sample could be non-random is if people tended to illegally use certain SSN or TIN
combinations over others.

1 We drop individuals with an invalid SSN/TIN. We also drop individuals if they are reported as having died prior
to the given tax year.



payments including unemployment compensation), 1099-INT (interest income), 1099-MISC
(miscellaneous income), 1099-0OID (original issue discount, which is a type of accrued interest),
1099-R (retirement distributions), 1099-SSA (Social Security income), W-2G (gambling
winnings), or 5498 (IRA contributions).*? We aggregated this data by individuals and made
certain to drop duplicate form as well as aggregate wage amounts from W-2s for those with
multiple jobs during a year.

Although the CDW contains tax information from 1996 through the latest processed
information, we only use data from 2001 through 2011. Because the CDW data is not cleaned,
certain information on the CDW is not available over the full time frame. For example, the data
to link dependents to the tax return they show up on is not completely available from 1998 to
2000. The lack of dependent information in these years led us to start our panel in 2001.

Table 1 summarizes the counts of individuals from the tax data over time by the type of
forms we observe them from. The table also compares the counts of individuals on the tax data
with population counts from the U.S. Census. Individuals are assigned to be in one of six
mutually exclusive groups: (i) non-dependent 1040 filers, which includes all primary and
secondary filers on a form 1040 who cannot be claimed as a dependent on another person’s
return; (ii) non-dependent W-2 recipients with no 1040, which includes W-2 recipients that do
not file a form 1040 and are not claimed as a dependent on another person’s return; (iii)
dependent 1040 filers, which includes individuals that file a form 1040 but are also claimed as a
dependent on another person’s return; (iv) dependent W-2 recipients with no 1040, which

includes individuals that receive a W-2 and do not file a form 1040, but are claimed as a

12 A limitation of structuring the sample this way should be noted. To the extent that individuals reside in the U.S.,
but have no contact with the IRS, they will not be included in our sample. The upside of this is that if an individual
earns money in informal employment that is not reported to the IRS, we do not wrongly impute to that individual
payroll taxes that the IRS did not in fact receive. On the other hand, unless that individual had some other contact
with the IRS, they would not be included in our population of individuals either.
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dependent on another person’s return; (v) dependents listed on a 1040, which includes children
and other individuals listed as a dependent on another person’s return, but do not receive a W-2
or file their own 1040; (vi) recipients of other information returns with no 1040, which includes
individuals that are not in any of the above groups but appear in the tax system as a recipient of
at least one of the other information returns discussed above.

Table 1 shows that between 2001 and 2011, roughly 60% of individuals observable in the
tax system are non-dependent 1040 filers. Tax year 2007 is the only outlier, when 64.2% of
individuals were non-dependent 1040 filers. This was because the Economic Stimulus Act of
2008 required people to file a form 1040 for 2007 to receive their stimulus check from the
Federal government. About 30% of the individuals we observe in the tax system are dependents
listed on 1040s, the majority of which do not receive a W-2 or file their own return. The
remaining 10% of individuals are not present on form 1040 returns but receive either a W-2
(roughly 30%) or one of the other information returns we looked for in the data (roughly 70%).

Table 1 also shows that we find roughly the same number of individuals in the tax system
compared to estimates of the residential population by the U.S. Census. There are a number of
potential reasons for differences between Census population counts and tax-based population
counts. First, the tax system includes people living abroad who have tax liability in the U.S.
Second, the number of undocumented immigrants included in the two data sources may be
different. The tax system will include undocumented immigrants to the extant they use illegal
SSNs or TINs (and exclude undocumented immigrants to the extant they are paid completely off-
the-books), while the Census data will include estimates for the number of undocumented
immigrants living in the U.S. Third, the Census population estimate is a point in time estimate,

while the number of individuals in the tax system includes all individuals in the system at any



point during the calendar year. This includes individuals that died during the year and other
people who did not reside in the U.S for the full year. We make no attempt to rid our sample of
foreigners or undocumented immigrants because we are interested in the net individual tax
position of all people that interact with the U.S. tax code. Additionally, there is no easy way to
identify undocumented immigrants, foreigners, or other individuals who are only tangentially
connected to the tax system in the sample. For example, although trying to use a person’s
address to figure out their status as a foreigner sounds appealing, it is possible such individuals
own U.S. assets, such as houses, from which they could file their return.

Throughout the rest of this paper we focus upon three types of tax payments — (i) income
tax payments; (ii) payroll tax payments; and (iii) total (income plus payroll) tax payments — and
tabulate the share paying positive, negative, and zero taxes for two units of observation — tax
units and individuals.

When tabulating shares for tax units, a difficulty arises in that it is not possible to group
individuals who do not file tax returns into tax units, since information returns do not contain
information on marital or dependency status, and do not link spouses and children. As a result,
one must turn to an alternative source for a count of the total number of tax units. For this, we
estimate the number of tax filing units for each year based upon the family structure reported in
the Current Population Survey.*®

An advantage of calculating shares for individuals is that an estimate of the number of tax
units from an alternative sources is not needed. However, individual-level tabulations raise a

different issue, in that some individuals have money withheld on their behalf, but then ultimately

13 CPS families can be disaggregated using the detailed family relationship codes. We use these codes to split
families and related subfamilies into separate tax filing units. We also assign unrelated individuals to be their own
tax filing units. Finally, we define related children over the age of 18 who are not students to be their own tax filing
unit.



do not file a tax return. For example, an individual may work for wages, have income and payroll
taxes withheld, and be issued a W-2 form, but then may not file a 1040 at the end of the year.
Whether these payments should be included in tabulations of tax payment or net receipt is
debatable. On the one hand, the government received the revenue from the individual, and so it
is a positive tax payment. On the other hand, had the individual filed a return, they may have
received all of their withholding back (making their tax zero), or may have had a negative tax
liability. On net, we think that the former argument has more merit, and so in the tabulations that
follow, we generally include individuals who have money withheld but do not file a tax return in
the positive tax paying group. For comparison, however, in one table we present tabulations in
which withholding from non-filers is excluded.™

When estimating the share of tax units that pay tax, we use tax filers to ascertain how
many pay positive income tax, receive a negative income tax liability during the year due to
refundable tax credits, or have zero liability. We assume that any difference between the CPS
estimate of tax units and the number of filers from the tax data is due to individuals who pay zero
income taxes. Hence, the fraction of units that pay positive taxes is the number of filing units
with a positive tax liability from the tax data divided by our CPS estimate of tax units.

When estimating the share of individuals that pay tax, we define an individual as paying
positive income taxes if they were a primary or secondary filer on a 1040 with a net positive tax
liability during the year or were an individual who did not file a form 1040 but received a W-2

from which income taxes were withheld. We define an individual as having a negative income

14 One additional issue with individual level data is that some individuals appear in our sample in one year (for
example due to filing a 1040), are absent from the sample for a number of subsequent years (because they did not
file and did not receive any information returns), then reappear in a later year. In Table 3 and subsequent tables, we
exclude such individuals in the years in which they are absent from the sample. To examine whether these
individuals’ exclusion alters the main findings in any way, in Appendix Table 3A we fill in missing years as zero tax
payments if we observe the individual in at least one year before and at least one year after the missing year. Since
it is not possible to use such information to fill in observations in the first and last years of the sample, we omit 2001
and 2011 from this table. Overall, the results are very similar to the tabulations presented in Table 3.
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tax if they were a primary or secondary filer on a 1040 with a net negative tax liability during the
year due to refundable tax credits.”®> Any remaining individuals are classified as having zero
income tax liability for a year.

Our definition of payroll taxes includes the employee and employer shares of the payroll
tax (both Social Security taxes (OASDI) and Medicare taxes). We use the withheld amounts
from W-2s for the employee portion of the payroll tax and calculate the employer share using the
statutory payroll tax rates (6.2% for Social Security (up to the taxable maximum) and 1.45% for
Medicare). We also include payroll tax payments by the self-employed as filed on schedule SE
of the form 1040.*°

In our analysis that focuses on individuals, we aggregate tax (both income and payroll) to
the tax unit level for joint filers and assume that both the primary and secondary filers are
responsible for this aggregate amount. For example, we consider a stay-at-home secondary filer

to be responsible for the same level of tax payments as the primary filer. Alternatively, we could

15 Our income tax definition starts with tax before credits (including alternative minimum tax) less non-refundable
credits, earned income tax credit (EITC), and the additional child tax credit, which correspond to 2010 form 1040
lines 46, 54, 64a, and 65 respectively. Depending upon the year, we subtract additional refundable credits, including
Making Work Pay (2009 and 2010), the American Opportunity Tax Credit (AOTC) (2009, 2010, 2011), credit for
prior year AMT (2008 and beyond), adoption credit (2010 and 2011), the health care tax credit (2002 and beyond),
first-time homebuyer credit (2009 and 2010), the recovery rebate for 2008, and the credit for federal tax on fuels (all
years). We also include the additional tax on IRASs, other qualified retirement plans, etc. (2010 form 1040 line 58).
We do not include the 2008 version of the first-time homebuyer credit in our definition of tax because it was only a
loan that has to be paid back over a 15 year period. We had to impute the value of the 2008 recovery rebate because
it is not present in the data. We estimated the value for taxpayers with Social Security numbers using both 2007 and
2008 tax data and took the larger of the two estimates. We assigned the rebate to 2008 liability. We also had to
impute the refundable portion of the AOTC because in our data we only observe the total AOTC (refundable plus
non-refundable portions) but the non-refundable portion is included in the total non-refundable credits on 2010 form
1040 line 54. We estimated the refundable portion using part Il of form 8863. For individuals who do not file a
form 1040, we define income tax to be the sum of income taxes withheld on information returns, such as W-2s,
1099-Rs, etc.

16 We also include in our payroll tax any unreported Social Security and Medicare taxes paid on the form 1040 via
the forms 4137 and 8919 (2010 form 1040 line 57).
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have assumed that each filer was responsible for a portion the tax payments of tax unit, but this

raises questions about how to allocate the various income sources across the family unit.’

3. Tax Paying in a Given Year

We begin by tabulating the share of tax units that have a positive, zero, or negative income tax
liability (see Table 2). In 2011, the last year of our sample, 53% of tax units paid positive
income tax, while 47% either paid no income tax or had a negative tax liability (that is, their
income tax bill was negative, as refundable credits exceeded taxes owed, and so they received
the difference from the income tax system). These results are consistent with prior tabulations
done by the Tax Policy Center. Of the 47%, that did not pay positive income tax, 26% paid no
income tax, while 21% had a negative income tax liability.

Looking across all of the years of our sample, we find that the fraction of tax units paying
positive income taxes decreased from 62% in 2001 to 49% in 2009, before rebounding to 53% in
2011, which is a nine percentage point decrease relative to the share in 2001. This decreasing
trend was most predominant during the 2001-2004 and 2007-2009 periods. A significant portion
of this decline is likely due to legislative changes due to the 2001 and 2003 tax cuts, the 2008
stimulus bill, and the 2009 American Recovery and Reinvestment Act (ARRA).*® As noted

above, using tax units as the level of observation can yield different results than if one uses the

17 Since we do not observe marital status for individuals who do not file a 1040 but for whom we observe an
information return, we are not able to determine whether there exists a spouse from which we should attribute
responsibility for tax payments. This may affect the some of the tabulations below, but the impact is likely to be
small given the size of this group relative to the taxpaying population as a whole.

18 Johnson, et. al (2011) show that roughly half of returns that don’t pay income taxes do so because of the standard
deduction and personal exemptions. The other half are non-taxable because of tax expenditures, some of which
became more generous by these tax cuts.
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individual as the level of observation if tax payment status is correlated with family structure. In
the tabulations that follow we treat individuals as the unit of observations, and tabulate the share
of non-dependent individuals in each of the statuses.

Table 3 presents the income tax tabulations as in Table 2 and additional tabulations for
payroll tax and income plus payroll tax, but with the unit of observation being an individual
taxpayer. In this table, the share of individuals paying zero or negative income taxes is
consistently lower (and the share paying positive income taxes is consistently higher) than the
share of tax units. In 2011, 38% of individuals paid zero or negative income taxes if withholding
by non-filers is included (this share increases to 42% if withholding by non-filers is excluded).
These differences reflect the fact that single and head of household tax units (which contain one
non-dependent individual) are less likely to pay positive tax and more likely to have a zero or
negative tax liability than married filing jointly tax units (which contain two non-dependent
individuals). The trend over time for individuals is similar to the trends for tax units, though the
decline is slightly less steep, with the share with positive income tax decreasing from 69% to
62%.

Turning to payroll and total taxes, in 2011, 75% paid positive payroll tax and 71% paid
positive total tax. The share with positive payroll tax declined from 79% in 2001 to 75% in
2011, and the share with positive total tax decreased from 79% to 71%. Over the same period,
the share of individuals with negative total tax liability increased from 8.4% to 14.9%.

We next examine the extent to which these tabulations differ by age and gender. Table 4
presents the share of individuals, by age and gender, who pay positive total taxes, while Table 5
presents the tabulations of individuals who have negative liabilities. Separate tabulations for

income and payroll taxes are presented in Appendix Tables 4A-B and 5A-B.
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In the top panel of Table 4, individuals are divided into five age groups: 25-34, 35-44,
45-54, 55-64, and 65 and older. The bottom row presents the share of positive taxpayers among
individuals 25 and older.® Looking across age groups, those age 65 and older are much less
likely to pay positive total tax than other age groups. This is not particularly surprising, since a
number of these individuals are likely to be retired and receiving either small amounts of
retirement income or tax-preferred forms of retirement income. Among those under 65, the
fraction paying positive total tax appears to increase with age, hitting a plateau after the age of
45. Across all age groups, the fraction paying positive total taxes declined over the 2001-2011
period, though the 4.4 percentage point decline among those age 55-64 was much less steep than
the declines among younger age cohorts (13.3 percentage points among 25-34 year olds, 10.9
percentage points among 35-44 year olds, and 8.8 percentage points among 45-54 year olds).

Comparing males to females by age cohort, the shares of men paying positive tax
generally exceed the shares of women paying positive tax, though the difference is particularly
large among the youngest and the oldest age cohorts. Among the youngest cohort, the share of
women paying positive total tax is generally 7-8 percentage points lower (likely driven by
women in this cohort being more likely to claim child-related tax benefits on their tax returns),
while among the oldest cohort, the gender difference hovers between 10 and 12 percentage
points. One reason for this might be that women tend to live longer than men on average and
thus may be more likely to live alone with lower income. Among people later in their working
careers (those age 45-64), however, the fractions of men and women paying positive total tax are

very similar.

19 Note that the bottom row is different from the tabulations in Table 3 for two reasons. First, Table 3 includes non-
dependent filers under age 25, while Table 4 excludes those individuals. Second, there are some individuals for
whom age is missing who are included in Table 3 but excluded from Tables 4 and 5.

14



Table 5 presents tabulations of the fraction of individuals with negative tax liabilities
when income and payroll taxes are taken into account. The results for the younger cohorts
mirror those in the positive tax tabulations, in that younger individuals are more likely to have
negative tax liabilities, and women in these age cohorts are more likely to have negative
liabilities than men. This is not the case among individuals age 65 and older, likely due to the
fact that the two major tax provisions that would cause an individual to have a negative tax
liability (the Earned Income Tax Credit and the Child Tax Credit) would not apply to many of

the individuals in this cohort, since their children are more likely to be adults®.

4. Dynamics of Tax Paying

Although the tabulations and trends in the preceding section are informative, they are all
point in time estimates of taxpaying behavior, and so may paint a misleading picture of who pays
positive taxes on net. For example, suppose that there are two taxpayers, and that in year 1, the
first taxpayer pays $1,000 in taxes while the second has a negative liability of $500. In year 2,
suppose that the positions of the two taxpayers reverse, so that the first taxpayer has a negative
liability of $500 while the second taxpayer pays $1,000. In this situation, the point in time
tabulations from the previous sections would suggest that half of the individuals are taxpayers
each year, while half have negative liabilities. However, if a longer two year window were
examined, 100% of the individuals would be taxpayers and nobody would be a net recipient. We
next utilize the panel structure of our data to examine whether the picture of who is paying taxes

changes when longer time periods are examined.

% The large increase in the share of 65 and older in 2008 that have negative taxes is mostly due to the 2008 stimulus.
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In Table 6, we examine the extent to which individuals transition from one taxpaying
state (paying positive tax, paying zero tax, or having a negative liability) in one year to another
state in the next year. In this table, we again include both income and payroll taxes; separate
tabulations for income tax and payroll tax paying are presented in Appendix Tables 6A and 6B.

The top panel examines, for each year of our sample, individuals who are positive tax
payers in a given year, and tabulates the share of these taxpayers who pay positive, zero, or
negative tax in the next year, or who are missing or are claimed as a dependent. From this panel,
it appears that tax payment status is highly persistent as around 90% of individuals who have
positive total taxes also have positive taxes the next year, a fraction that has remained relatively
constant across the sample period. About three or four percent of these taxpayers switch to
paying no tax in the next year, and an additional three or four percent switch to having a negative
liability. The exception to aforementioned consistency over the period is the 2007/2008 and
2008/2009 transitions, where individuals with positive tax liability where more likely to swich to
zero or negative liability than in the other years.

In the middle panel, which examines taxpayers who paid no tax in the initial year, it is
clear that paying no taxes is still persistent, but less so than positive taxpaying, with around 74%
of zero tax payers staying in the same group in the next year. However, an additional 10% of
these taxpayers are missing from the sample in the subsequent year, meaning they did not have
any contact with the tax system in the next year, and so did not pay tax. Between eight and
thirteen percent of this group switch to paying positive tax in the next year. Before the 2007-08
year pair, between two and three percent switched to having a negative liability in the next year.
This group spiked in the 2007-08 pair at 6.1 percent, however, and has remained elevated at

between 3 and 4 percent since.
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The bottom panel looks at those who have negative tax liabilities in the initial year. This
group appears to exhibit the largest amount of switching between statuses across years.
Although around 68% of this group still has a negative tax liability in the following year, around
23% of these individuals pay positive taxes in the subsequent year.

To examine what such yearly transitions rates imply for taxpaying status over a longer
time period, we next divide up the sample into a series of rolling five-year windows (2001-2005,
2002-2008, etc).?* We then count up the number of years in which each individual pays positive
taxes in that five-year window, and the number of years in which each individual has a negative
tax liability. Figure 1 presents these tabulations for income plus payroll taxes, while separate
tabulations for income and payroll taxes are presented in Appendix Figures 1A and 1B.

The top panel presents the frequencies of paying positive income plus payroll taxes in
each five year window. Across the five year windows, an average of 63.8% of taxpayers paid
positive total taxes every year, though this fraction gradually declined from 68% in the 2001-
2005 window to 60% in the 2007-2011 window. Across the windows, an average of 11.8% of
individuals did not pay positive taxes in any year, and this fraction edged up slightly during the
sample from 10.8% in the 2001-2005 window to 13.2% in the 2007-2011 window. Finally,
across five year windows, between 21% and 27% pay positive taxes between 1 and 4 years of the
five year window.

The bottom panel presents frequencies of having a negative liability in each five year
window. Here, only around 4 percent of taxpayers had negative liabilities in all five years,

though that fraction has steadily increased from 3.5% to 5.3%. In excess of 70 percent of

%1 To be included, an individual must be present in the sample in all five years of the window. As a result, we are
using balanced panels. Appendix Table 1A compares the sample sizes from these five year windows to the sample
sizes from the yearly cross-sections, and shows that the yearly cross-sections are approximately 11% large than the
balanced panels that being in the same year.
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individuals had negative liabilities in none of the years, though this fraction trended down from
83.1% to 72.7%. Between 13% and 22% have negative liabilities in between one and four years
of the five year windows.

Clearly, individuals who pay positive taxes every year of a five year window are positive
taxpayers in total over that period, while individuals who have negative liabilities in every year
have a negative tax liability in sum over the entire window. It is ambiguous, however, whether
those who pay positive taxes an intermediate number of years, or who have negative tax
liabilities an intermediate number of years, are taxpayers or have negative liabilities on net over a
longer timeframe. In Figure 2, then, we additionally account for the amounts of positive tax
paid, or net benefits received, in each year of the five year window. We convert all nominal
amounts to real 2011 dollars, and then calculate the average amount of taxes paid across each
five year window.?> We then tabulate the fraction of the individuals in each window that (on
average) had a negative tax liability, paid zero taxes, paid positive taxes under $1,000, paid
positive taxes between $1,000 and $10,000, paid positive taxes between $10,000 and $25,000, or
paid taxes in excess of $25,000. Figure 2 presents these tabulations for total income plus payroll
taxes. Separate tabulations for income taxes and payroll taxes are presented in Appendix Figures
2A and 2B.

For comparison, Panel A presents tabulations of the distribution of tax payment or net
receipt amounts in each yearly cross-section. The fraction of individuals with negative tax
liability increases from 8.4% to 14.9% between 2001 and 2011, while the share of individuals

paying no tax increased from 12.7% to 14.3% (although not smoothly). Among those paying

%2 Note that these tabulations do not account for the time value of money, which would imply that tax payments
earlier in each window are more valuable in present value than tax payments later in the window.
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positive taxes, the share paying under $1,000 increased, while the shares paying larger amounts
of tax decreased.

Panel B presents the distribution of average annual tax payments in each five year
window using our balanced panel. Comparing this panel to panel A, the fraction of individuals
who have a negative liability on net over 5 years is generally less than the fraction in a given
year, though it did increase during the sample from 8.7% to 13.5%. The fraction paying no taxes
over a five year period is roughly half of the amount that pay no taxes in any given year. A
significant portion of this difference is due to the sample differences; individuals with zero tax
are more likely to be missing in the following year compared to individuals with positive or
negative taxes.”> Among positive tax payers, the size of the group paying less than $1,000 is
about the same in the five year period as it is in the cross-sections, while the fractions paying
larger amounts are greater in the five year windows than in the yearly tabulations.

Finally, because most of the publicly available tax data consists of annual cross-sections,
it is interesting to examine how representative a cross-section is of subsequent taxpaying
behavior over a longer period. In Table 7, using our 5 year balanced panels, we compare tax
paying or negative tax liability status in one year to the average amount of tax payments in the
subsequent four years. In this table, we present tabulations of total income plus payroll taxes,
while separate tabulations for income taxes and payroll taxes are presented in Appendix Tables
7A and 7B.

Across the years, approximately 94% of those who pay positive taxes in a given year will
(on average) pay positive taxes in the next four years, while about 66% of those who pay no

taxes in a given year will pay no taxes on average over the next four years, and about 70% of

%% For example, the balanced sample shows 9.5% of individuals in 2001 had zero tax liability compared with 12.7%
in the full cross-section for 2001.
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those who have a negative tax liability will have a negative tax liability on average over the next
four years. In the early years of our sample, only about 5% of those who paid positive taxes in a
given year will switch to paying no taxes or having a negative liability on average over the next
four years, though this increased to 6.8% and 8.9% for the five year windows beginning in 2006
and 2007. However, between 20-30% of those who pay no taxes or who have a negative liability
in a given year switch to paying positive tax on average over the next four years. Thus, the fact
that an individual pays positive tax in a particular year is a strong indicator that they will on
average pay positive taxes over the subsequent four years, but being a zero or negative tax

liability individual in a particular year is less of an indicator for remaining in those statuses.

5. Conclusion

In this paper, we use a panel of tax and information returns that spans 2001-2011 period to
examine who pays taxes, who does not, and who has negative tax liabilities, both on an annual
basis and over a longer time frame. These data allow us to look at taxpaying behavior at the
individual level without relying on imputations for non-filers. Further, the results provide a more
complete picture of taxpaying behavior than can be gleaned from yearly snapshots.

We find that the fraction of both tax units and individuals that paid no income tax or have
negative tax liabilities over these years increased steadily. We also find that the shares of
individuals with non-positive total taxes are higher for individuals aged 65 and older, and for

younger individuals (particularly women).
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Utilizing the panel structure of our data to examine dynamics of taxpaying over time, we
find that tax payment and nonpayment status is relatively persistent, as around 90% of
individuals who have positive total taxes also have positive taxes the next year, while around
74% of zero tax payers and 68% of individuals with negative liabilities stay in the same group in
the next year. Across a five year window, an average of 64% of taxpayers paid positive total
taxes every year, while 12% paid positive taxes in no year, and an average of 4% percent paid
negative total taxes all 5 years. We also find that the fraction of individuals who have a negative
liability on net over 5 year windows is generally less than the fraction in any given year, though
it did increase during the sample from 8.7% to 13.5%, while the fraction paying no taxes over a
five year period is roughly half of the amount that pay no taxes in any given year. Finally, an
individual paying positive tax in a particular year is a strong indicator that they will on average
pay positive taxes over the subsequent four years, but being a zero or negative tax liability
individual in a particular year is less of an indicator for remaining in those statuses.

Taken together, these results suggest that the fraction of Americans paying positive taxes
has decline substantially over the last decade, whether measured in tax units or individuals, and
whether payroll taxes are or are not added to income taxes. There are numerous reasons for this
decline, including legislative changes that reduced tax rates and increased refundable credits, and
the Great Recession. However, although positive taxpaying behavior is quite persistent, paying
no taxes or negative taxes is much less so, suggesting that a taxpayer who is paying no or
negative taxes (on net) is reasonably likely to become a positive taxpayer in a subsequent year.
Finally, tabulations of taxpaying using cross-sectional may yield misleading pictures of

taxpaying behavior along some dimensions, as the fractions paying zero or negative taxes tends
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to be higher in a given year than over a longer time period, and the fraction paying positive taxes

tends to be lower.
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Tables

Table 1. Counts of Individuals by Tax Filing Status (in Thousands)

Tax Filing Status 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Non-Dependent 1040 Filer 171,870 172,599 173,461 175306 178,040 182,502 197,107 187,076 185,764 187,210 186,435
Non-Dependent W-2 Recipient with no 1040 8,739 8,748 8,723 9,188 9,180 8,906 7,066 8,468 8,122 8,463 9,787
Dependent 1040 Filer 11,375 10,696 10,279 10,101 10,198 10,407 11,420 9,830 8,206 8,053 8,749
Dependent W-2 Recipient with no 1040 4,203 4,420 4,554 4,628 4,891 5,075 4,778 4,568 5,029 5,012 4,245
Dependent Listed on 1040 68,615 70,949 72,567 73,882 74,790 75,998 77,645 80,066 82,359 82,548 81,597

Recipient of Other Information Return with no 1040 18,976 19,469 19,934 19,976 19,938 18,593 8,797 19,057 21,190 21,507 22,421

Total 283,778 286,881 289,518 293,081 297,037 301,481 306,813 309,065 310,670 312,793 313,234

Census Count of Individuals 284915 287,501 289,986 292,806 295583 208442 301,280 304,228 307,212 310,233 313,232

Difference 1,137 -620 -468 275 1454 3,039 5533 4,837 3,458 2,560 2

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 2. Share of Tax Units with Positive and Negative Income Tax

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Tax Units from Current Population
Survey 143,447 145725 147,077 149,682 151,837 153,249 155362 156,895 159,117 160,606 162,707
Share of Tax Units with:
Positive Income Tax 62.4%  59.3%  57.8%  56.6%  57.0% 57.7%  583%  487%  49.1%  50.4%  53.3%
Zero or Negative Income Tax 37.6% 40.7% 42.2% 43.4% 43.0% 42.3% 41.7% 51.3% 50.9% 49.6% 46.7%
Negative Income Tax 13.9%  154%  162%  17.2%  17.3%  175%  181%  31.0% 28.7%  28.0%  20.7%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 3. Share of Individuals with Positive and Negative Tax by Type of Tax

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Individuals in Tax Units (Excluding

Dependents) 199,585 200,816 202,118 204,470 207,158 210,001 212,970 214,601 215,076 217,180 218,643

Share of Individuals with:
Positive Income Tax (including withholding

from nonfilers) 69.3% 66.8% 65.1% 642% 645% 648% 647% 549% 56.3% 57.6%  61.8%
Zero or Negative Income Tax (including

withholding from nonfilers) 30.7% 33.2% 34.9% 35.8% 35.5% 35.2% 35.3% 45.1% 43.7% 42.4% 38.2%
Negative Income Tax (including

withholding from nonfilers) 12.8% 14.5% 15.5% 16.6% 16.7% 16.8% 17.2% 30.9% 27.9% 26.9% 19.8%
Positive Income Tax (excluding withholding

from nonfilers) 66.1% 63.5% 61.8% 608% 61.2% 614% 61.8% 51.9% 53.1% 543% 57.6%
Zero or Negative Income Tax (excluding

withholding from nonfilers) 33.9% 365% 382% 392% 38.8% 38.6% 382% 48.1% 46.9% 45.7%  42.4%
Positive Payroll Tax 78.5% 78.2% 78.1% 78.2% 78.3% 78.3% 78.2% 77.8% 76.5% 75.6% 75.4%
Positive Income + Payroll Tax 789%  77.3%  763%  76.0%  76.2%  76.6%  76.2%  69.5%  69.5%  69.9%  70.8%
Negative Income + Payroll Tax 84%  95%  10.1%  10.6%  10.7%  10.7%  11.0%  18.6%  165%  16.2%  14.9%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 4. Share of Individuals with Positive Income + Payrol Taxes by Age and Gender

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
All Individuals Age:
25-34 81.4% 79.0% 77.3% 76.3% 76.0% 76.0% 749% 69.1% 66.3% 66.5% 68.1%
35-44 83.6% 81.7% 805% 79.6% 79.7% 79.7% 79.0% 73.7% 721% 72.7% 72.6%
45-54 87.6% 864% 857% 850% 84.9% 84.9% 842% 794% 784% 784%  78.8%
55-64 85.0% 84.4% 84.4% 841% 843% 84.4% 838% 782% 79.7% 79.8%  80.6%
65 and over 57.1% 552% 53.9% 549% 56.4% 582% 59.1% 475% 53.8% 554%  56.9%
Total 79.1% 774% 764% 76.1% 764% 768% 763% 69.6% 70.0% 705% 71.3%
Males Age:
25-34 853% 83.0% 81.1% 80.3% 80.3% 80.1% 788% 727% 69.8% 70.2% 72.2%
35-44 86.1% 84.1% 832% 823% 821% 824% 81.7% 762% 748% 752% 75.8%
45-54 878% 86.5% 859% 853% 854% 856% 848% 79.9% 79.0% 79.2% 79.4%
55-64 859% 85.0% 85.0% 846% 84.6% 84.8% 844% 79.0% 80.0% 79.9%  80.6%
65 and over 63.8% 62.1% 60.7% 61.3% 626% 638% 64.6% 53.3% 59.6% 60.9% 62.1%
Total 825% 80.8% 79.8% 79.3% 795% 79.8% 79.2% 727% 728% 732% 74.1%
Females Age:
25-34 774%  75.0% 73.4% 722% 71.6% 71.7% 71.0% 654% 62.8% 628% 64.1%
35-44 81.0% 793% 77.8% 76.9% 774% 77.0% 764% 71.1% 69.5% 70.2%  69.5%
45-54 87.4% 86.3% 854% 846% 844% 843% 83.7% 789% 77.8% T77.7% 78.2%
55-64 84.1% 838% 83.7% 836% 84.0% 841% 832% 775% 79.3% 79.7%  80.6%
65 and over 52.1% 50.0% 48.7% 50.1% 515% 53.7% 54.7% 428% 489% 50.9% 52.7%
Total 75.9% 743% 733% 73.0% 734% 739% 735% 66.8% 67.3% 68.0% 68.6%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 5. Share of Individuals with Negative Income + Payroll Taxes by Age and Gender

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
All Individuals Age:
25-34 151% 17.1% 184%  19.6% 199% 19.9% 209% 27.2% 29.1% 29.0% 27.2%
35-44 11.9% 134% 143% 154% 154% 154% 158% 22.1% 225% 21.9% 21.8%
45-54 6.2% 7.1% 7.6% 8.3% 8.5% 8.5% 8.8% 146% 142% 14.0% 13.3%
55-64 3.2% 3.7% 3.8% 3.9% 3.9% 3.9% 42% 11.3% 8.1% 7.9% 6.5%
65 and over 0.7% 0.7% 0.7% 0.8% 0.8% 0.8% 0.9% 14.2% 2.7% 2.7% 1.5%
Total 8.0% 8.9% 95% 10.1% 10.1% 101% 104% 181% 155% 152% 14.0%
Males Age:
25-34 105% 12.3% 138% 148% 149% 149% 16.3% 22.7% 24.6% 245% 22.2%
35-44 8.5% 99% 10.7% 11.8% 12.0% 11.7% 123% 18.6% 185% 183% 17.6%
45-54 4.9% 5.7% 6.1% 6.8% 7.0% 6.9% 73% 129% 125% 121% @ 11.4%
55-64 2.8% 3.6% 3.4% 3.6% 3.6% 3.6% 3.7%  10.4% 7.8% 7.8% 6.4%
65 and over 0.9% 1.0% 1.0% 1.1% 1.1% 1.1% 12% 14.3% 3.4% 3.4% 1.9%
Total 6.0% 7.0% 7.5% 8.2% 8.2% 8.1% 8.6% 16.0% 138% 135% 12.1%
Females Age:
25-34 19.8% 22.1% 231% 244% 251% 249%  256% 31.7% 33.7% 33.6% 32.2%
35-44 154% 17.0% 18.0% 19.0% 18.7% 19.0% 194% 25.6% 26.3% 255% 25.9%
45-54 7.5% 8.4% 9.2% 9.8% 9.9% 102% 103% 16.2% 158% 159%  15.1%
55-64 3.5% 3.8% 4.1% 4.2% 4.3% 4.2% 46% 12.1% 8.5% 8.1% 6.6%
65 and over 0.5% 0.5% 0.5% 0.5% 0.6% 0.6% 0.7% 14.1% 2.2% 2.1% 1.2%
Total 9.8% 108% 113% 11.9% 11.9% 12.0% 122% 20.0% 17.2% 16.8% 15.9%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 6. Annual Income + Payroll Tax Transition Rates

From: 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Transition To: 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
From positive
tax...
to positive tax 91.0% 91.2% 915% 91.9% 919% 91.7% 84.9% 89.1% 90.2%  90.5%
to zero tax 3.2% 3.3% 2.8% 2.1% 2.7% 2.7% 2.1% 2.6% 3.0% 3.3%
to negative tax 3.5% 3.3% 3.5% 3.2% 3.2% 34%  10.9% 6.1% 4.8% 4.1%
to missing 1.7% 1.7% 1.6% 1.6% 1.7% 1.7% 1.6% 1.5% 1.5% 1.7%
to dependent 0.6% 0.5% 0.5% 0.6% 0.6% 0.6% 0.6% 0.6% 0.5% 0.5%

From zero tax...
to positive tax 10.1% 10.3% 11.9% 12.6% 13.4% 12.4% 8.1% 8.9% 11.9% 11.5%

to zero tax 753% 75.0% 74.1% 73.7% 726% 72.7% 72.0% 749% 72.7% 73.3%
to negative tax 2.2% 2.3% 2.5% 2.4% 2.4% 2.6% 6.1% 3.8% 4.0% 3.2%
to missing 10.2%  10.4% 9.7% 9.4% 9.5% 95% 11.9% 10.3% 9.3% 9.9%
to dependent 2.2% 2.1% 1.9% 1.9% 2.1% 2.8% 1.9% 2.1% 2.2% 2.1%

From negative tax...
to positive tax 224% 223% 23.1% 248% 253% 234% 149% 24.7% 23.6% 24.0%

to zero tax 4.5% 4.3% 3.9% 3.6% 3.6% 3.7% 3.2%  13.0% 4.9% 6.1%
to negativetax  69.9% 69.7% 69.8% 685% 68.0% 69.9% 782% 57.2% 67.7% 65.2%
to missing 2.3% 2.4% 2.1% 2.1% 2.0% 1.9% 2.4% 3.8% 2.6% 3.4%
to dependent 1.0% 1.2% 1.0% 1.0% 1.0% 1.1% 1.2% 1.3% 1.2% 1.4%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.

29



Table 7. Annual Versus Longer-Term Income + Payroll Taxpaying

From: 2001 2002 2003 2004 2005 2006 2007
Transition To: 2002-2005 2003-2006 2004-2007 2005-2008 2006-2009 2007-2010 2008-2011
From positive tax...

to positive average tax 95.1% 95.6% 95.8% 95.4% 94.5% 93.2% 91.1%
From zero tax...

to zero average tax 70.1% 67.1% 63.3% 62.9% 64.3% 65.6% 66.8%
From negative tax...

to negative average tax 69.4% 67.0% 64.8% 66.4% 70.4% 74.8% 77.9%
From positive tax...

to negative or zero average tax 4.9% 4.4% 4.2% 4.6% 5.5% 6.8% 8.9%
From negative or zero tax...

to positive average tax 27.7% 30.5% 33.4% 31.6% 28.4% 24.9% 22.4%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Figures

Figure 1. Share of Individuals Paying Tax by Number of Years in 5-Year Panels

A. Positive Income + Payroll Tax
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Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data

Warehouse.
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Figure 2. Distribution of Income + Payroll Tax Payments

A. Annual Payment in Cross Section
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B. Average Annual Payment in 5 Year Panel
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Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data
Warehouse.

32



Appendix Tables

Table 1A. Counts of Individuals in Yearly Cross Sections and Balanced Panels (in Thousands)

Year 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Yearly Cross Section 199,585 200,816 202,118 204,470 207,158 210,001 212,970 214,601 215,076 217,180 218,643
5-Year Balanced Panel Beginning in

Year 177,202 178,664 180,409 182,628 184,563 186,779 188,192

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse. Counts exclude dependent filers.
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Table 3A. Share of Individuals with Positive and Negative Tax by Type of Tax - Missing Years Filled in if Taxpayer Present in Surrounding Years

2002 2003 2004 2005 2006 2007 2008 2009 2010

Individuals in Tax Units (Excluding Dependents) 203,083 205,681 208,550 211,523 214,184 216,683 218,345 218,629 219,482

Share of Individuals with:
Positive Income Tax (including withholding

from nonfilers) 66.0% 63.9% 63.0% 63.2% 63.5% 63.6% 53.9% 55.4% 57.0%
Zero or Negative Income Tax (including

withholding from nonfilers) 34.0% 36.1% 37.0% 36.8% 36.5% 36.4% 46.1% 44.6% 43.0%
Negative Income Tax (including withholding

from nonfilers) 14.4% 15.2% 16.3% 16.4% 16.5% 16.9% 30.4% 27.5% 26.6%
Positive Income Tax (excluding withholding

from nonfilers) 62.8% 60.8% 59.6% 59.9% 60.2% 60.7% 51.0% 52.2% 53.7%
Zero or Negative Income Tax (excluding

withholding from nonfilers) 37.2% 39.2% 40.4% 40.1% 39.8% 39.3% 49.0% 47.8% 46.3%
Positive Payroll Tax 77.3% 76.7% 76.7% 76.7% 76.8% 76.8% 76.5% 75.2% 74.8%
Positive Income + Payroll Tax 76.4%  750%  745%  747%  751%  749%  683%  68.3%  69.2%
Negative Income + Payroll Tax 8.4% 9.4% 99%  104%  105%  105%  10.8%  18.3%  16.2%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 4A. Share of Individuals with Positive Income Taxes by Age and Gender

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
All Individuals Age:
25-34 69.8% 66.3% 63.6% 61.3% 61.0% 60.8% 60.6% 515% 51.4% 525%  58.0%
35-44 73.2%  70.2% 68.4% 66.4% 66.4% 66.4% 659% 57.2% 584% 59.7%  63.5%
45-54 80.0% 77.8% 76.2% 75.1% 749% 746% 741% 66.0% 665% 67.2% 70.7%
55-64 781% 76.7% 762% 76.0% 76.3% 76.3% 76.0% 67.4% 69.6% 705%  73.5%
65 and over 51.9%  495% 47.7%  48.6% 505% 52.3% 53.1% 41.0% 459% 483% 51.3%
Total 705% 68.0% 66.3% 653% 65.7% 66.0% 65.9% 56.5% 58.2% 59.6% 63.3%
Males Age:
25-34 73.9% 704% 67.4% 653% 650% 651% 64.7% 55.0% 545% 55.7% 62.0%
35-44 75.7%  729% 712% 69.3% 69.1% 69.2% 68.4% 60.0% 61.2% 625%  66.8%
45-54 80.2% 77.9% 76.4% 754% 752% 752% 746% 66.4% 67.0% 67.9% 71.5%
55-64 79.1% 774% 76.9% 765% 76.9% 76.8% 76.9% 68.2% 70.3% 70.3%  73.5%
65 and over 57.6%  55.4% 53.2% 53.8% 557% 56.8% 57.7% 45.6% 50.7% 52.9% 55.7%
Total 73.7% 712% 69.4% 683% 685% 688% 68.6% 59.2% 60.8% 61.9% 65.9%
Females Age:
25-34 65.5%  62.2% 59.8% 57.2% 56.9% 56.4% 56.5% 47.9% 482% 49.3% 54.0%
35-44 70.6%  67.5% 655% 63.5% 63.8% 63.6% 63.3% 54.4% 557% 57.0% 60.3%
45-54 79.9%  77.6% 75.9% 749% 745% 740% 73.7% 65.6% 659% 66.6%  70.0%
55-64 773%  76.0% 755% 755% 75.7% 758% 752% 66.7% 69.0% 70.6%  73.6%
65 and over 476%  451%  435% 447%  464%  48.7%  495% 37.2% 42.0% 44.6%  47.6%
Total 67.5% 65.0% 63.4% 626% 63.0% 634% 63.3% 54.1% 559% 57.4% 60.8%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 4B. Share of Individuals with Positive Payroll Taxes by Age and Gender

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
All Individuals Age:
25-34 942%  93.7% 93.0% 929% 92.7% 92.6%  92.1% 91.6% 90.4% 89.7%  90.1%
35-44 93.7%  932% 929% 93.0% 93.0% 92.9%  92.6% 924% 91.0% 90.2%  90.2%
45-54 91.0% 90.7%  90.7% 90.5% 90.7% 90.8%  90.4% 90.3% 89.2% 88.1% 88.1%
55-64 781% 785% 78.6% 788% 79.0% 79.1% 79.0% 793% 78.6% 77.9% 77.5%
65 and over 23.7%  24.0% 247%  258% 264% 27.1% 28.1% 285% 28.2% 28.0% 28.4%
Total 775% 773% 77.1% 77.3% 774% 775% 772% 77.0% 75.7% 74.9% @ 74.6%
Males Age:
25-34 934%  92.7% 91.7% 91.7% 915% 91.2% 90.7% 90.1% 885% 87.9%  88.5%
35-44 926% 91.9% 91.7% 91.9% 91.8% 91.6% 91.3% 91.1% 89.2% 885%  88.7%
45-54 90.1% 89.6% 89.5% 89.4% 89.7% 89.8% 89.4% 89.3% 88.0% 86.6%  86.6%
55-64 80.1% 798% 79.7% 795% 794% 79.9% 79.7% 79.9% 79.0% 785% 78.1%
65 and over 305%  30.6% 31.4% 322% 329% 338% 34.6% 351% 345% 34.0% 34.2%
Total 79.9% 793% 791% 79.1% 79.1% 79.1% 788% 784% 76.9% 76.0% 75.7%
Females Age:
25-34 95.1% 94.9% 94.4% 94.2% 940% 94.0% 93.6% 93.2% 92.2% 915% 91.8%
35-44 94.7%  945% 94.0% 94.2% 943% 942% 93.9% 93.7% 92.8% 92.0% 91.7%
45-54 91.9% 91.7% 91.9% 915% 91.7% 918% 914% 91.4% 90.4% 89.6%  89.6%
55-64 76.2% 772% 775% 781% 787% 783% 784% 789% 783% 77.3% 77.0%
65 and over 185%  19.0% 19.7% 20.8% 21.4% 21.7% 23.0% 233% 23.0% 23.1% 23.7%
Total 753% 754% 75.4% 756% 759% 759% 758% 75.6% 74.7% 73.9% 73.6%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 5A. Share of Individuals with Negative Income Taxes by Age and Gender

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
All Individuals Age:
25-34 228% 258% 27.8% 30.3% 305% 30.7% 31.6% 425% 425% 415% 34.9%
35-44 18.9% 21.8% 231% 253% 255% 25.6% 26.3% 37.3% 348% 33.4% 28.9%
45-54 9.9% 11.7% 129% 14.1% 145% 148% 152% 26.5% 24.6% 23.8% 18.8%
55-64 5.4% 6.5% 6.8% 7.0% 7.1% 7.2% 76% 206% 16.8% 159%  10.0%
65 and over 0.9% 1.0% 1.1% 1.2% 1.3% 1.2% 1.3%  18.9% 8.7% 8.0% 1.9%
Total 124%  142% 151% 164% 165% 165% 16.9% 295% 25.7% 24.6%  18.9%
Males Age:
25-34 176% 20.3% 22.7%  252% 252% 253% 264% 37.7% 38.0% 37.1% 29.8%
35-44 15.0% 17.7% 19.1% 213% 21.7% 21.7% 224% 333% 30.6% 29.4% 24.4%
45-54 85% 102% 113% 128% 13.0% 13.1% 13.7% 248% 228% 21.7%  16.6%
55-64 5.0% 6.3% 6.5% 6.8% 6.7% 6.7% 7.0% 199% 16.1%  15.8% 9.9%
65 and over 1.3% 1.5% 1.6% 1.8% 2.0% 1.8% 19% 20.0% 10.2% 9.4% 2.6%
Total 104% 12.1% 132% 146% 146% 146% 151% 27.6% 241% 23.1% 17.0%
Females Age:
25-34 28.1% 31.3% 33.0% 354% 359% 36.2% 36.9% 475% 46.9% 458%  40.1%
35-44 229%  25.9% 27.2% 29.3% 29.3% 295% 30.2% 413% 39.0% 374% 33.4%
45-54 11.4%  13.2% 144% 155% 159% 164%  16.6% 282% 26.4% 258%  20.9%
55-64 5.8% 6.7% 7.1% 7.2% 7.6% 7.6% 82% 214% 175% 159%  10.0%
65 and over 0.6% 0.6% 0.7% 0.7% 0.7% 0.8% 0.8%  18.0% 7.4% 6.8% 1.4%
Total 143% 16.1% 17.0% 181% 182% 183% 187% 313% 273% 26.1% 20.7%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 6A. Annual Income Tax Transition Rates

From: 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Transition To: 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
From positive
tax...
to positive tax 88.2% 88.0% 885% 89.2% 89.2% 88.9% 785% 86.8% 88.1% 90.2%
to zero tax 5.4% 5.5% 4.8% 4.7% 4.7% 4.8% 2.6% 2.8% 3.1% 4.2%
to negative tax 4.7% 4.7% 5.0% 4.4% 4.4% 45% 17.2% 8.7% 7.3% 3.9%
to missing 1.3% 1.3% 1.3% 1.3% 1.4% 1.4% 1.4% 1.3% 1.3% 1.4%
to dependent 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.3% 0.2% 0.2%

From zero tax...
to positive tax 13.0% 13.8% 15.2% 16.2% 16.6% 17.0% 9.1% 10.2%  10.0% 10.6%

to zero tax 69.3% 694% 683% 67.8% 67.2% 658% 58.0% 67.8% 713% 72.4%
to negative tax 6.0% 5.4% 5.8% 5.5% 5.6% 6.2% 20.8% 9.6% 6.8% 4.6%
to missing 9.2% 9.1% 8.5% 8.3% 8.3% 8.2% 9.9% 10.0% 9.6% 10.1%
to dependent 2.4% 2.3% 2.1% 2.2% 2.3% 2.8% 2.3% 2.4% 2.3% 2.2%

From negative tax...
to positive tax ~ 15.8%  16.7% 16.3% 18.7% 18.7% 17.9% 9.1% 20.6% 20.7% 26.3%

to zero tax 6.9% 7.0% 6.7% 6.1% 6.4% 5.9% 3.7% 11.3% 5.6% 11.8%
to negativetax  74.4%  73.2% 743% 726% 724% 73.6% 84.1% 640% 705% 58.1%
to missing 2.0% 2.1% 1.8% 1.8% 1.7% 1.7% 2.1% 2.8% 2.0% 2.5%
to dependent 0.9% 1.0% 0.9% 0.9% 0.8% 0.9% 1.0% 1.3% 1.2% 1.3%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 6B. Annual Payroll Tax Transition Rates

From: 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Transition To: 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
From positive
tax...
to positive tax 93.9% 939% 942% 942% 943% 944% 93.7% 92.7% 929% 93.0%
to zero tax 3.9% 3.9% 3.7% 3.6% 3.6% 3.6% 4.1% 4.9% 5.1% 5.0%
to missing 1.5% 1.5% 1.5% 1.5% 1.4% 1.4% 1.4% 1.6% 1.3% 1.4%
to dependent 0.7% 0.7% 0.6% 0.7% 0.7% 0.7% 0.7% 0.8% 0.6% 0.6%
From zero tax...
to positive tax 8.7% 8.9% 9.5% 9.4% 9.7% 9.1% 8.5% 7.9% 9.2% 10.3%
to zero tax 825% 820% 818% 821% 816% 81.7% 81.5% 829% 81.8% 80.0%
to missing 7.4% 7.7% 7.4% 7.3% 7.4% 7.4% 8.7% 7.9% 7.5% 8.2%
to dependent 1.4% 1.3% 1.3% 1.2% 1.4% 1.8% 1.3% 1.4% 1.5% 1.5%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 7A. Annual Versus Longer-Term Income Taxpaying

From: 2001 2002 2003 2004 2005 2006 2007
Transition To: 2002-2005 2003-2006 2004-2007 2005-2008 2006-2009 2007-2010 2008-2011
From positive tax...

to positive average tax 92.2% 92.8% 93.4% 92.6% 91.0% 89.0% 87.1%
From zero tax...

to zero average tax 57.7% 55.5% 51.2% 47.8% 47.8% 47.7% 48.6%
From negative tax...

to negative average tax 78.2% 75.8% 74.0% 75.3% 78.4% 81.7% 82.0%
From positive tax...

to negative or zero average tax 7.8% 7.2% 6.6% 7.4% 9.0% 11.0% 12.9%
From negative or zero tax...

to positive average tax 25.4% 28.1% 31.1% 28.9% 25.4% 22.1% 21.0%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Table 7B. Annual Versus Longer-Term Payroll Taxpaying

From: 2001 2002 2003 2004 2005 2006 2007
Transition To: 2002-2005 2003-2006 2004-2007 2005-2008 2006-2009 2007-2010 2008-2011
From positive tax...

to positive average tax 98.5% 98.5% 98.5% 98.5% 98.4% 98.4% 98.1%
From zero tax...

to zero average tax 80.4% 79.4% 78.2% 78.4% 79.3% 80.6% 81.6%
From positive tax...

to zero average tax 1.5% 1.5% 1.5% 1.5% 1.6% 1.6% 1.9%
From zero tax...

to positive average tax 19.6% 20.6% 21.8% 21.6% 20.7% 19.4% 18.4%

Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data Warehouse.
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Appendix Figures

Figure 1A. Share of Individuals Paying Tax by Number of Years in 5-Year Panels

A. Positive Income Tax
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B. Negative Income Tax
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Notes: Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance

Data Warehouse.
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Figure 1B. Share of Individuals Paying Tax by Number of Years in 5-Year Panels

A. Positive Payroll Tax
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Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data

Warehouse.
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Figure 2A. Distribution of Income Tax Payments

A. Annual Payment in Cross Section
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Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data

Warehouse.
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Figure 2B. Distribution of Payroll Tax Payments

A. Annual Payment in Cross Section
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Notes: Data from 2001-2011 panel of individual tax returns created using the IRS Compliance Data

Warehouse.




