THE FISCAL CONSEQUENCES OF
ADULT EDUCATIONAL ATTAINMENT

A. Introduction

Therole of formal educationd attainment and literacy/numeracy skillsin improving
labor market outcomes for adultsin the U.S. in recent decades has been well doaumented.*
Better educated and more literate adults fare better than their peers on awidearray of labor
market outcomes, induding employment, access to more highly skilled and highly pad
occupdaions accessto training fromthar employers, weekly and annud earnings lifetime
earnings and incomes. Concernsove thefuture pace of naiond produdivity growth, U.S.
econonic competitiveness, and rising earningdincome inequdity in the naion have led to
increased calls for further investments in both theliteracy skills and schooling of U.S. children
and youngadults?

Therecent availability of internaiond data on theliteracy/numeracy proficiences of
teensand adults has enabled researchers to identify the comparative literacy performance of U.S.
adults.® Thefindingsshould raise conarnsamongU.S. political leaders, educationd
policymakers, andthenaionat large U.S. literacy peformance in comparison to teensand
adultsin other highincome countiesis at best Gnediocre,Oand the U.S. literacy skills
distributionis characterized by arelatively high degree of inequdity. Literacy/numeracy
proficiendes of teensand youngadults have strong indgpendent influences on their educationd
attainment and awide array of employment, earnings and soda outcomes. The bendfits of

! For recent overviews of the personal labor market benefits of higher literacy/numeracy proficiencies and
educational attainment, see (i) Andrew Sum, Irwin Kirsch, and Kentaro Y amamoto, Pathways to L abor Market
Success: The Literacy Proficiencies of U.S. Adults, Educational Testing Service, Princeton, New Jersey, 2004; (ii)
Irwin Kirsch, Henry Braun, Andrew Sum, and Kentaro Y amamoto, The Perfect Storm:Three Forces Changing Our
Nation® Future, Educational Testing Service, Princeton, New Jersey, 2007.

2 See: (i) Eric Hanushek, Ohe Seeds of Growth,OEducation Next, Fall 2002, pp. 10-17; (ii) Andrew Sum, Tim
Barnicle, and Ishwar K hatiwada, Education and Labor Market, Outcomes for the Nation® Teens and Y oung Adults
Since the Publication of America® Choice, Report Prepared for the New Commission on the Skills of the American
Workforce, Washington, D.C., 2006.

3 For areview of the average level and distribution of the literacy skills of U.S. youth and adults and their
comparative international performance, see: (i) Andrew Sum, Irwin Kirsch, and Robert Taggart, The Twin
Challenges of Mediocrity and Inequality: Literacy in the U.S. from An International Perspective, Educational
Testing Service, Princeton, New Jersey, 2002; (ii) Andrew Sum, et al., Forces Changing Our Nation® Future:
Report prepared for The National Commission on Adult Literacy, New Y ork, 2007.




highe literacy and schooling accrueto sodety as a whole as well asto theindividuds
themselves.* Amongthe econonic benefits of higher schooling to sodiety as awhole are the
increased levels of taxes pad annudly to federal, state, and local governmentsin theform of
highe federal and state income taxes, Sodal Security payroll taxes, state sales taxes, and loca
propeaty taxes and thereduced dependence of better educated and more literate adults on

cash and in-kind tranders from nationd and state governments to suppot themselves and
their families®

This research monogiaph prepared for theNationd Commission on Adult Literacy is
primarily designed to describe and andyze the net annud fiscal contributions(tax payments
minuscash and in-kind tranders and inditutiondization cogs) of U.S. adults (ages 16-64) by
thar educationd attainment in recent years. Thereport will begin with an overview of
differences in employment rates, annud earnings lifetime earnings home ownership rates, and
thevalues of homes owned by U.S adults (16-64) in five different eductiond subgroups The
large differences in annud earnings home owneship rates, and average honme values across
educationd subgmoupsof adults undelie thelargeand growing differences in thar annud tax
payments. This overview of labor market/earningghousng differences across eductiond groups
will befollowed by adiscussion of thetax, tranders, and inditutiondization conaepts, measures,
data sources, and estimating techniques undelying al of thefiscal estimates appearingin this
research monogiaph.

Thereport will then provide estimates of theannud tax payments, annud cash andin-
kindtranders (e.g., foodstamps Medicaid expenditures, rental housng subsdies), and

* An analysis of the social, health, and economic spillover benefits of higher levels of schooling and literacy can be
found in the following publications:

(i) Jere Behrman and Nevzer Stacey, (Editors), The Social Benefits of Education, University Michigan Press, Ann
Arbor, 1997; (ii) George Psachroupoulos and Harry Patrinos, Returns to Investments in Education: A Further
Update, World Bank, Policy Research Working Paper, 2002; (iii) Gordon Berlin and Andrew Sum, Toward A More
Perfect Union: Basic Skills, Poor Families and Our Economic Future, Ford Foundation, New Y ork, 1988.

® See (i) Andrew Sum, Ishwar Khatiwada, Joseph McLaughlin, et. al., An Assessment of the L abor Market,
Income, Health, Social, Civic and Fiscal Conseguences of Dropping Out of High School: Findingsfor

M assachusetts Adults in the 21% Century, Prepared for Boston Y outh Transition Funders Group, Boston,
Massachusetts, January 2007; (ii) Ishwar Khatiwada, Joseph McLaughlin, Andrew Sum, The Fiscal Economic
Consequences of Dropping Out of High School: Estimates of the Tax Payments and Transfers Received by
Massachusetts Adults in Selected Educational Subgroups, Prepared for Boston Y outh Transition Funders Group,
Boston, Massachusetts, February 2007; (iii) Andrew Sum, Ishwar Khatiwada, Joseph McLaughlin, et. al, An
Assessment of the L abor Market, Income, Health, Social, and Fiscal Conseguences of Dropping Out of High
School: Findingsfor lllinois Adults in the 21st Century, Prepared for the Alternative School Network, Chicago,
October 2007.




ingitutiondization cogs of U.S. adults by therr educationd attainment in recent years. The net
annud fiscal contributions(taxes Btranders Bingditutiondization cogs) of adultswill be

presented and andyzed for all 16-64 year old adults and for men and women in five educationd
attainment categories. Findingsfor the 13 largest states will be presented Appendix E of this
report. Thefind section of thereport will providea brief summary of key findngsand discuss
their potential implicationsfor the design, opeations, and evaluaion of the nation® adult basic
education system.

B. Employment and Earnings Experiences of U.S. Adults (16-64) by
Educational Attainment in 2006

Thefisca contributionsof adults to thetax coffers of federal and state govenment during
agiven year will be heavily dependent on thar employment and earningsexperiences. Sodal
Security payroll retirement taxes on earningsrise with thelevel of one® earningsupto a
maximum (sightly over $90,000in 2005)° In those 42 states with an income tax, induding the
District of Columbia, theannud amountof state income taxes pad by workers can be expected
to vary at least propottiondly with their earnings’ Given the progressivity of thefederal income
tax, federal persond income tax payments will rise dispropottionaely with thelevel of one3
annud earnings State sales taxes also can be expected to rise with thelevel of one3 earningsas
expenditures on goodsand services subject to thetax in a given state will a'so inarease with the

level of ong8income.

Theemployment rates of 16-64 year old, non-enrolled adultsin theU.S. during calenda
year 2005varied widdy across eductiond attainment groups(Table 1). The highe the
educational attainment of the adult, the more likely he or she was to be working at the time of the
2005ACS surveys.® Amongadultsin both gende groupscombined, employment rates ranged

® The earnings ceiling for the Social Security payroll tax rises annually with the rate of inflation as measured by the
Consumer Price Index for All Urban Consumers (CPI-U). The payroll tax on earnings used to finance the Medicare
system is not subject to a maximum limit.

"Due to the existence of deductions and exemptions from the state income tax and the existence of state earned
income tax credits in some 23 states, workers with low annual earnings will pay little to no state income tax. These
deductions and exemptions provide a mild degree of progressivity to the state income tax in most states.

8 The employed in the ACS survey include wage and salary workers, the self-employed, and unpaid family members
who worked 15 or more hours without pay in afamily owned business.



from alow of sightly above55 percent for high school dropous ®, to 70 percent for high school
graduaes/GED holders, andto a high of 84 percent for those with a Master@ or more advanced
academic degree. There was a 28 percentage point ggp between the employment rates of high
school dropous and adults with a Master® or higher degree in 2005.

Employment rates of both female and male adults rose steadily with thar level of eductiond
attainment in 2005 The ggos beween the employment rates of high school dropous and ther
better educated peers were higha amongwomen than among men. For example, only 42 percent
of the nation® female dropous (16-64) were employed in 2005versus 62 percent of high school
graduaes and 75 percent of Bachdor degree holders, representing employment rate ggps of 20
and 33 percentage points, respectively. Amongmales, the ggpsin employment rates between
high school dropous and high school graduaes/BA recipients were 10 and 21 percentage points,
respectively. The consderably lower employment rates of dropous are dueto a combination

of alower rate of attachment to thelabor force and highe unanployment rates when they do
seek work.

Tablel:
Employment Rates of 16-64 Y ear Olds®) in the U.S. by
Educational Attainment, All and by Gender, 2005

(in %)
(A) (B) ©)
Eductiond Attainment All Men Women
Lessthan 12 yearsor 12 years, no diploma/ GED 556 672 421
High school graduae/GED N 700 772 625
13-15years, induding Assodate@ degree 762 819 710
Bacheor@ degree 813 879 749
Master@ or highe degree 840 884 794
All 72.9 798 66.0

Note: Per®ns errolledin school atthe time of the 2005 ACS survey were excluded from the amalysis.
Saurce: 2005 American Community Surveys, public usefiles tabulations by auhors.

° Persons who completed fewer than 9 years of school also are included in our count of Chigh school dropoutsQ
Junior high dropouts and elementary school dropouts are most common among foreign immigrants.



Less educated and less literate adults also earn subgantially less from labor market
activity during theyear than ther better educated peers.’® High school dropouts typically achieve
mean annud earningswell bdow those of thar better educated peers dueto a combinaion of
less frequent employment during the year, lower mean weeks and hours of employment when
they dowork, and lower houly earningswhen at work. During the 20042005period, the mean
annud earningsof 16-64 year oldsnotenrolled in school at thetime of the ACS survey were
dighty unde $33,800(Table 2).** Themean annua earningsof adults rose steadily and strongly
with thar level of formal schooling. Mean earningsof adults lacking aregular high school
diploma or a GED were only dlightly over $14400versusnearly $23 300among high school
graduaes, $32000amongthose with 1-3 years of college, nearly $50700for Bachdor degree
holders, and a high of $73,100amongthose with a Master@ or highea degree (aPhD or a
Professiond degree). Mean annud earningsof high school graduaes exceeded thos of high
school dropous by $8,860,and mean earningsof Bachdor degree recipients exceeded those of
high school dropous by more than $36000

Themean annud earningsof U.S. adults rose steadily and strongly with additiond years
of schoding amongboth men and women (Table 2, ColumnsB and C). Amongmales, high
school graduaes with no years of completed pog-seconday schooling received mean annud
earningstha were $10500 abovethos of high school dropous, and male Bachdor degree
holders had mean annud earningstha were $47,000 highe than thos of dropous. Themean
annud earningsof these male bachdor degree holders were 3.4 times as high as those of thar
dropoutpeers. Amongwomen, the absolute and relative differences in mean earningsbetween
high school dropous and high schoolfour year college graduaes were also quite high. Female
high school graduaes had mean annud earningsthat were twice as high as thos of high school
dropous, and female Bachdor degree holders obtained mean annud earningstha were more
than fourtimes as high as those of high school dropouts ($35294vs. $8,215). These large

19 jteracy and numeracy skills have important independent effects on the weekly wages and annual earnings of
adults over and above those of education.

See: (i) Andrew Sum, Literacy in the L abor Force, National Center for Education Statistics, Washington, D.C.,
1999, (ii) Irwin Kirsch, Henry Braun, Andrew Sum, and Kentaro Y amomoto, America® Perfect Storm: Three
Forces Influencing America® Future, Educational Testing Service, Princeton, NJ, 2007.

" The ACS 2005 surveys were conducted throughout the calendar year. Respondents to the annual earnings question
were asked to provide an estimate of their earnings from employment over the previous 12 months. This 12 month
period will have overlapped 2004 and 2005 for the vast majority of workers completing the questionnaire. We, thus,
refer to the time period as 2004-2005.




differences in mean annud earningsbeween well educated and less educated adultsin the U.S.
can be expected to be accompanied by large differencesin thar annud tax paymentsin payroll
taxes, govanment pendon contributions state and federal income taxes, and state sales taxes.

Table2:
M ean Annual Earningsof 1664 Year Oldsin the U.S. by
Educational Attainment, All and by Gender, 2004-2005
(in Current Dollars)

(A) (B) (©)
Educationd Attainment All Men Women
Lessthan 12 yearsor 12 years, no diploma/GED $14416 $19,747 $8215
High school graduae/ GED N 23278 30257 16037
13-15years, induding Associate(s degree 31928 41263 23553
Bacheor@ degree 50686 66877 35294
Master@ or highe degree 73124 93697 51375
All 33,798 43,779 23829

Note: Persons errolledin school atthe timeof the ACS survey were excluded from the aralysis. Pasons
with no paid employmert during the yea were assignedamnual earnings of zera
Saurce: 2005 American Community Surveys, public usefiles tabulations by auhors.

Thelarge mean earningsdifferences in 2005between high school dropous and ther
better educated peers were notuniqueto tha year. In fact, very large earningsdifferences aso
prevailed in 1999 in 1989,and in 1979.Amongmales, the ablute size of theearnings
differences between the college educted and both high school dropous and graduaes has been
widening over time, together with similar results for women.*? To illugtrate the magnitudeof the
expected lifetime earningsdifferences among males in different eductiond subgroups we used
the 2005ACS earningsdaato calculate thelifetime earningsfrom ages 18-64 for men in five
eductiond subgroups Thevaues of these lifetime earningsfor each educationd subgroup of
men were cal culated by summing the mean earnings of men in each single age groupwithin each
educationd groupfrom age 18to 64. No adjusments were madeto the cross-sectiond earnings

tha prevailed in 2005.Given the steep downward trend in thelifetime earningsof both male

12 For example, in 1979, the lifetime earnings gap over the 18-64 age range between males with a4 year college
degree and high school dropouts was slightly over $1.4 million in constant 2005 dollars. By 2005, the gap had
widened to $1.825 million. Among women, the lifetime earnings gap had widened from $259,000 to $1.7 million
over the same period.



high school dropous and graduaes since 1979,the assumption of no changein thereal annud

earnings of these two cohotts of males over timeis avery consrvative one'®

Themean expected lifetime earningsof U.S. males ages 18-64 in the U.S. as of 2005
ranged from alow of $927000 among high school dropous, to $1.375 million anonghigh
school graduaes, to $2.752million amongbachdor degree holde's, and to a maximum of $3.587
million for those with a Master® or highe degree. Male high school graduaes would be
expected to earn $448000more than high school dropous over their working lives while male
bachdor degree holders would be expected to earn $1.825million more than male high school
dropous. These male bachdor degree holders have expected lifetime earningsthat are three
times the size of those of men lacking aregular high school diploma or a GED certificate. These
declining lifetime earningsof males with no pod-seconday schooling have been accompanied
by steep declinesin thar marriagerates and by a sharp rise in out-of-wedlodk childbearing
amongwomen withoutcollege degrees, with thar attendant adverse educationd, economic, and
sodal consequences for children living in these single parent families.** These earningsand
demographic developments will have severe, negaive impacts on thefuture fiscal postion of

state and federal govenments.

13 Between 1979 and 2005, the mean lifetime earnings of male high school dropouts declined by 27 percent while
the mean lifetime earnings of male high school graduates fell by 24 percent.

14 For arecent review of the links between the marriage rates of al young men and Black men under age 30 and
their annual earnings,

See:; Gordon Berlin, Rewarding the Work of Individuals: A Counterintuitive Approach to Reducing Poverty and
Strengthening Families, The Future of Children, Vol. 17, No. 2, Fall 2007, pp. 17-42.

Also, See: Andrew Sum, Ishwar Khatiwada, and Joseph McLaughlin, Trendsin Black Male Joblessness and Y ear-
Round Idleness: An Employment Crisis Ignored, Chicago Alternative Schools Network, 2004.




Chart 1:
Mean Lifetime Earningsof 18-64% Year Old Malesin the U.S. by Educational Attainment
(Cross-Sectional EarningsObserved in 2005 in $1,000)
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Note: ¥ Males18-22 yeas old who wereerrolledin school atthe time of the ACS survey were
excludedfrom the calculations of lifetime earnings.

Themean lifetime earningsof women intheU.S. dso varied widdy across thefive maor
educationd subgroups Women withouta high school diploma earned only $384000over ther
lifetime while women with a high school diploma earned $723000, a difference of $339000
(Chart 2). Women with some college earned $1.01 million, those with a Bachdor degree earned
$1.48 million and women with aMaster@ or highe degree earned $2.05 million. Thedifference
in thelifetime earningsof women withou a high school diploma and those with a college degree
was $1.10 million, or nearly 2.9 times as high as that of high school dropous. Thelower lifetime
earningsof women relative to men across the eduationd subgmoupsare influenced by a
combination of ther fewer annud hous of work and lower houly earningswhile employed.
Dueto ther low annud earningsand congderably lower marriagerates, adult women withouta
high school diploma will spend a considerable number of yearsin alow income status



Chart 2:
Mean Lifetime Earningsof 1864% Year Old Femalesin the U.S.
by Educational Attainment
(Cross-Sectional EarningsObserved in 2005 in $1,000)
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Note: ¥ Females18-22 yearsold who wereerrolledin school at the time of the ACS survey were
excludedfrom the calculations of lifetime earnings.

C. Home Owner ship Rates, Values of Homes, and Property Taxes Paid by
Homeowner sin Different Educational Groups

Theability of American adults to own their own homes has been a core element of the
American Dream for many decades. In her book on housng and the American Dream, Delores
Hayden commented that QGingle family subutban homes have become inseparable fromthe
American Dream of economic success and upward mobility.3° In a set of nationd
advertisements earlier this decade the naiond Fannie Mae mortgage agency prodaimed tha,

1> Seer Delores Hayden, Redesigning the American Dream: The Future of Housing, Work, and Family Life, W.W.
Norton and Company, New Y ork, 1984.




Or ou see, at Fannie Mae, everythingwe dois in the pursuit of our god of making the American
dream an affordeble one3°

Home ownership isinfluenced by theincome level of afamily and the cogs of housng.
Evidence for the U.S. clearly provides suppot for this expectation. Since housholdsheaded by
individuds with more schooling tend to have consstently highe incomes, onewould expect
home ownership rates to rise with thelevel of schooling completed by the housholder.’
Findingson home ownership rates of U.S. non-elderly housholdes (16-64 years old) by
educationd attainment in 2005are displayed in Chat 3 bdow. Overal, 64 percent of these
hougholds owned the housng unit tha they occupied. These home ownership rates ranged from
alow of dighty bdow 46% for housholdsheaded by an indvidud lacking ahigh school
diploma/GED, to nearly 61%for high school graduaes, to a high of 78%for housholds headed
by an adult with a Master® or more advanced degree. The ggpsin home ownership rates across
educationd subgmoupswere quite largein al 50 states althoughthe size of these percentage point
gapsvaried somewhat across states. Amongthe naion@younge housholds (those headed by
an individud unde 40 years of age), home ownership rates were consgderably lower than those
amongolder housholds(40-64), and therelative Sze of the ggpsin home ownership rates across
educationd groupsalso were larger amongthese younge housholdsthan they were among
older households reflecting the larger relative income gapsby educationd attainment amongthe
nation®@younge housholds *

16 Seer The Weekly Standard, February 11, 2002, p. 6.

n the U.S. Census Bureau classification system, the householder is the person in whose name the housing unit is
owned or rented. In amarried couple family, the householder can be either the husband or the wife.

18 Only 47 percent of these young households owned their own home, and home ownership rates were considerably
lower among those younger households headed by high school dropouts. Fewer than 30 percent of young
households headed by high school dropouts owned their own home, arate of home ownership only one half as high
asthat for their older counterparts.

10



Chart 3:
Home Owner ship Rates of Households Headed by an Individual
16-64 Y ears Old by Educational Attainment, U.S.: 2005

(in %)
90
80 | 78
72
70 1 64
61
60 -
§ 50 | 46
@
&
= 40
30
20
10
<12 or 12, no High School ~ 13-15 including BA MA or higher
diploma Graduate/GED Associate Degree

Educational Attainment

Themedian and mean values of the housng units owned by the nation@ non-elderly
hougholdsvaried across eductiond attainment groups The mean value of these housng units
in 2005based on thefindingsof the ACS survey was approximately $241000*° These mean
valuesrangad fromalow of $15800 amongthose housholdsheaded by an adult lacking a high
school diploma/GED, to $176000 amonghigh school graduaes, to $304000amongfour year
college graduaes, and to a high of jug unde $359000for housholds headed by an adult with a
Master® or highe degree (Chart 4).

1% The statistical procedures used by the Center for Labor Market Studies to estimate these mean and median values
of homes are described in Appendix C of thisreport.
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Chart 4:
M ean Values of Owner-Occupied Homes Headed by Adults 16-64 Years Old,
All and by Educational Attainment, U.S. 2005
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Themean values of homes have a number of important fiscal consequences for local
goveanments across the country, given thar high degree of dependence on the propaty tax for
finandng thar activities. In a state such as Massachutts, approximately three-fourthsof thetax
revenues of local govanments are derived from the propaty tax.?’ The highe values of the
homes owned by adults with more years of formal schooling will increase propaty tax yields
The 2005ACS surveys collected information from respondng housholds on the annud amount
of propety taxes tha they pad to loca goveanments onthe housng units tha they owned. We
have used the data on mean self-reported propaty tax payments and home ownership ratesin
each educationd group of housholders to estimate the expected mean annud propety tax
payments.?* These mean expected propety tax payments were than added to thefederal income,
state income, and Sodal Security payroll, federa retirement, and state sales tax paymentsto

% Seer Barry Bluestone and Chase Billingham, OThe State(® Global Local paradox,OThe Boston Globe, October
12,2007, p. A.

% The estimated property tax payments of households are assigned to the household record rather than to individual
members of the household. We have assigned the entire property tax payment to the householder. All other
household members are assigned a property tax payment of zero.

12



estimate the combined, annud tax payments of non-elderly adults, both overall and in each of

our five educationd groups

D. Data Sour ces and Calculations Underlying the Fiscal | mpact Estimates
Appearing in this Research Report

Thefisca impact estimates for U.S. adultsin selected educationd subgroupsappearingin
thisreport are based uponsevera different data sources and a massive series of daa calculations
by the U.S. Census Bureau and the Center for Labor Market Studies of Northeastern University.
Theprimary source of daafor mog of thetax andincome/in-kind trander estimatesisthe
Annua Soda and Econonic Supplement to the March Current Popuation Survey.? The
Current Population Survey (CPS) is a monthly household survey conduded by the U.S. Census
Bureau for the Bureau of Labor Statistics.? It isthe primary source of monthly and annud data
onthesize of the naion®labor force and its employed and unemployed popuktions During
each calenda year, approximately 57,000hougholdsacrossthe U.S. are interviewed as pat of
the March CPS survey. The Annud Soda and Economic Supplement to the March CPS survey
isused by the U.S. CenausBureau to collect information from sample respondents 15 and older
onthar work experience, earnings incomes, and income sources during the previouscalenda
year. These data are used by the U.S. Census Bureau to provideannud estimates of theincomes
of U.S. housholdsand families and the povety statusof personsand families across the naion.
Information on thereceipt of awidearray of cash and in-kind ben€fits fromthe state or federa
govanment, induding TANF bendits, disability payments, unanployment ben€fits, and in-kind
govanment trangers, such as food stamps Medicaid/Medicare bendits, and rental subsdies,

aso are collected for either sample respondents or housholds®*

Given the self-reported information on annud earningsand incomes, sources of those
incomes, the marital statusof respondents, and thetype of houshold in which therespondent
lives, the U.S. Census Bureau calculates estimates of ther Sodal Security payroll taxes, federd

22 For more details on the design of the March CPS supplement and the definitions for each of the variables for
which data are collected. See: www.census.gov/CPS.

% Seer U.S. Department of Labor, Bureau of Labor Statistics, Employment and Earnings, January 20086,
Washington, D.C., 2006.

4 Data on food stamps, rental subsidies, and energy assistance are collected at the household level while dataon
unemployment insurance benefits, disability payments, TANF benefits, SSI disability, and Medicaid expenditures
are collected at the individual level.

13



govenment retirement contributions and their state and federal income tax liability.?> For each
sample individud ages 16-64 who was not enrolled in school at the time of the March survey, we
have summed the estimated annud tax payments in the abovefour tax categores. These
combined annud tax payments were estimated for adults in the aggregae and by gende in each
of thefollowing five eductiond subgroups

+ Lessthan 12 or 12 years of school, no high school diploma or GED certificate.??

High school diploma or GED, no completed years of pod-seconday schooling

Oneto three years of college, induding Assodate degree holders

Bachdor degree holders, no advanced degree

Master@ or highe degree holders

Table 3:
A Listing of the Income, Payroll, and Property Tax Payments Repr esenting Benefitsto the
Federal Government and State and L ocal Gover nments

(A) (B)

Federal Government State and Local Governments
Federal income tax payments State income tax liability
Federal retirement payroll dedudions Propaty tax liability

Sodal Security retirement payroll taxes

TheMarch CPS supplement a so collected data from respondents on thar receipt of a
widearray of cash income trandersfromlocal, state, and federal govenments, induding
unemployment insurance payments, Temporary Assistance to Needy Families (TANF) bendfits,
Supplemental Security Income (SSI), Soda Security Disability payments, generd relief, and
veteran® payments. The combined annud incomes from each of these cash income transfer
programs was cal culated for each respondent (Table 4). The March CPS questionnare also
collected information on respondentsCreceipt of awide array of in-kind transfers from state and
federa govenments, induding food stamps federal Earned Income Tax Credits (EITC)

% For married couples, an assumption is made by the U.S. Census Bureau that the couple files ajoint tax return in
determining its federal income tax liability.

% High school students and college students under the age of 25 are excluded from the analysis. The monthly CPS
survey collects data on the school enrollment status of persons 16-24 years of age.

14



Medicaid/Medicare health insurance, energy assistance and rental subsdies.”” TheU.S. Census
Bureau has imputed cash values for each of these in-kind bendfits. They are primarily assigned
to the houshold unit rather than to individud houshold members. We have assigned mog of
these in-kind transfers to the housholder.” We then summed the cash values of each of these
in-kind benefits and added them to the estimated value of cash income trangers for each
houshold member.

Table4:
A Listing of the Cash and Non-Cash Transfers Received by Individuals or Households

(A) (B)
Cash Tranders Non-Cash Tranders (In-Kind Bendfits)
Unemployment benefits Earned Income Tax Credits

Worker's compensation Market value of food stamps

Sodal Security payments Market value of Medicare insurance
Supplemental Security Income for thedisabled

and aged Market value of Medicaid ben€fits

Public assistance income Family market value of housng subsdies
Veteran's payments Family market value of school lunch subsdies
Survivor'sincome benefits Energy assistance payments

Othe disability income

TheU.S. CenausBureau does not provide any estimates of annud state sales tax
payments for personsinterviewed during the March CPS survey. In ourfiscal impact andyses,
we have estimated sales tax payments for individuals by usng a combination of pesond income
datafromthe 2005ACS survey and sales tax tables for states published annudly by theU.S.
Department of Treasury@ Internd RevenueService (IRS).?° Federal taxpayers are allowed to
clam state and local sales taxes pad when filingthar federal income tax returns Tax filersuse
published data from IRS tables to estimate thar sales tax dedudionsbased onther taxable

%" The federal Earned Income Tax Credit (EITC) is primarily a cash tax credit refunded to low earner households by
the Internal Revenue Service. Thefederal EITC istreated as a cash transfer rather than anegative tax by the U.S.
Census Bureau in its calculations of the taxes paid and transfers received by individuals. For areview of the design
and operations of the federal EITC program, see: Saul Hoffman and Laurence S. Seidman, Helping Working
Families: The Earned Income Tax Credit, W.E. Upjohn Ingtitute for Employment Research, Kalamazoo, 2003.

8 M edicaid/M edicare expenditures are assigned to an individual household member.

% U.S. Department of Treasury, Internal Revenue Service, CState and Local General Sales TaxesQ) Publication 600,

2005, www.irs.gov.
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income and the number of exemptions Sales tax rates vary by state*® The allowable dedudions
for state sales taxes are based on the nunmber of exemptions In our andysis of state sales taxes,
we applied a single person exemptionto each individud respondent 16-64 years old with a
postive income. For each personin each state in our andysis, we assignal a state sales tax
payment equd to the RS sales tax dedudionfor aperson with ther income in 2005.We
calculated these sales tax payments separately for each of the 45 states tha had a state sales tax
in 2005.

TheU.S. CenausBureau aso does not provide estimates of the annud property taxes pad
by housholdstha own thar homes. These daa are not collected as pat of the March CPS
supplement on earningsand incomes. We have utilized findingsfrom the2005American
Community Surveys (ACS) on home ownership rates of householdsand thar annud propety
tax payments to compute their expected annud property tax payments.® The propety tax
payments are assignal to the housholder in each houshold tha owned the housng unit they
occupied at thetime of the 2005ACS survey.

E. Estimating Federal and State | ncome and Social Security Payroll Taxes
Paid by I ndividuals During 20042005

Our tax payment estimates for individuds during 2004 and 2005indudefederal and state
income taxes, sodal security payroll taxes induding the Medicare tax, federal government
retirement contributionsas well as state sales taxes and local propetty taxes. The U.S. Census
Bureau imputes estimates of thefederal and state income tax payments for each non-married
individud and assignsthese payments to thar pesond record. For married couple families,
however, the U.S. CensusBureau assumes tha they file ajoint tax return. Thar estimate of the
federal and state income tax liability of these married couplesis assigned entirely to the head of
these married couple families.® A Grero valueOis assigned to thefederal and state income tax
payments of the spous. We have developed a methodobgy for computing the husand and
wife@ share of ther joint federal and state income tax liability and calculated their respective,

% Alaska, Delaware, New Hampshire, Montana, and Oregon did not have a state sales tax in 2005.

3! The expected values of these property tax payments are the product of the home ownership rate for a given group
and the mean value of their property tax payments. Not all homeowners paid a property tax. Overall, 3.5 percent of
the households.

% 1n amarried couple family, the householder can be either the husband or the wife.
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annud levels of federal and state income tax payments. A detailed description of this
methodobgy is presented in Appendix A.

Sodal Security payroll taxes and federal govenment retirement contribut onswere
estimated by theU.S. CensusBureau for each individud based onthar annud earningsand the
source of ther annud earnings Only theemploye=3 contributionto the Sodal Security payroll
tax isinduded in this estimate. Covered employe's also pay an equivalent amountof Sodal
Security payroll taxesto thefedera govenment. Findingsof labor market research onthe
inddence of the payroll tax on employers suggest that it is ultimately shifted back to the
employee in theform of lower wages.® Thus we have multiplied the Social Security payroll tax
of theindividud by two to adjust for the shifting of the employer® Sodal Security tax
contribution back onto the employee.

F. Annual Tax Payments (2004-2006) of U.S. Adults by Educational
Attainment

Information on six types of federal, state, and local taxes pad by adults (16-64) during
2004and/or 2005were available.** Thelikelihoodthat an adult would pay a given tax during any
year isafundion of thar employment status annual earnings and other money incomes. Given
thegreater likelihoodof employment and the higher earningsof more educated adults, one
would expect theinddence of tax payments to rise with thelevel of schooling of these adults.
FindingsTable 5 and Charts 4 and 5 provide strong empirical suppott for such an expectation.

33 Seer Daniel S. Hamermesh, Labor Demand, Princeton University Press, Princeton, 1993.

% The estimates of annual sales taxes and property taxes pertain to only calendar year 2005. The estimates of federal
and state income taxes, Social Security payroll taxes, and federal government retirement contributions are two year
simple averages for 2004 and 2005.
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Tableb5:
Per cent of 16-64 Year Old Adults? in the U.S. Who Paid Various Types of Federal,
State, and L ocal Taxes During 2005by Educational Attainment and Type of Tax

(A) (B) ©) (D) ® @
<l2o0rl12 H.S. 1315 MA or
Typeof Tax Paid All noDiploma Diploma/GED Years BA Highea
Federal Income Tax 658 442 61.1 68.7 768 815
State Income Tax 60.7 450 584 624 678 720
Sodal Security Payroll Tax 765 620 75.1 799 819 814
Federal Government 3.0 v 20 29 4.3 75
Retirement Contributions
Local Propety Taxes 618 421 580 620 709 770

Notes (1) Thes persons 16-24 who wereerrolledin school in March2005 and March 2006 were
excludedfrom the analysis of tax paymerts.
(2) Property taxeswere assignedto the householder of eat household that paid property taxes
The percert egimatesin this row pertain to the percert of householderswho paid some
property tax on housing units that they owned and occupied during 2005.

During calenda year 2005,nearly 66 of every 100U.S. adults pad some federal income
tax (Table 5 and Chat 5). Thefraction of adults paying some federal income tax rose steadily
and strongly with thear level of schooling. Only 44 percent of adults lacking a high school
diploma/GED pad any federal income tax during 2005versus 61 percent of high school
graduaes, nearly 77 percent of adults with a Bachd or@ degree and close to 82 percent of thoe
with aMaster@ or highe degree. Very similar paternsprevailed for theincidence of state
income tax payments. Overall, jus unde 61 percent of 16-64 year old adults pad some state
income tax. Thefraction of adults doing so ranged from alow of 45 percent among adults
lacking a regular high school diploma/GED to a high of 72 percent amongadults with a Master@
or highe degree (Chart 4).
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Chart 5:
Percent of 16-64 Year Old U.S. Adults Who Paid Any Federal or
State Income Taxes During 2005by Educational Attainment
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Given thefact that Soda Security payroll taxes start beng pad fromthefirst dollar of
earningsin jobssubject to the FICA tax, thehighest overall inddence of tax paymentsisfor the
Sodal Security payroll tax. Nearly 77 of every 100adults pad some Sodal Security payroll
taxes during 2005.The percent of adults paying such taxes ranged from alow of 62 percent
amongtho<e lacking a high school diploma or a GED certificate to highsof 80to 82 percent
among adults completing some pog-seconday schooling. Only 3 percent of U.S. adults pad
retirement contributionsto thefedera government. Thefraction of adults paying such taxes
increased steadily with their years of formal schooling. Adults with a Master@ or highe degree
were almog eleven times more likely to contribute to thefederal govanmentsCretirement plan
than ther peers lacking high school diplomas.

Our estimates of theinddence of propety tax payments are confined to those adults who
were classified by the U.S. Census Bureau as the head of ther housholds i.e, the
housholderOin Censusjargon. As noted earlier, better educated housholders are more likely

to own thaer housng units and they are somewha more likely to report paying some postive
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propaty taxes onther units.* Nearly 62 percent of all housholders (16-64 years old) reported
to have pad some propaty taxes onthe housng units they occupied in 2005 The share of
housholders doing so rose steadily with thar level of educationd attainment, rangingfroma
low of 42 percent amongthose lacking a high school diploma or GED to 58 percent amonghigh
school graduaes and to a high of 77 percent for those with a Master® or more advanced degree
(Chat 6).

Chart 6:
Per cent of 16-64 Year Old U.S. Householder s Who Paid Property
Taxes on Owned Homes During 2005by Educational Attainment

90

80 - 77
71
70 -~
62
60 1 58
= 50
> 42
5
& 40 -
30
20
10
<12 or 12, no High school Some college Bachelor's Master's or
diploma diploma/GED degree higher degree

Educational Attainment

Not only are better educated adults more likely to pay each of thefive types of federal,
state, and local taxes, butthey pay a subdantialy highe amountof such taxes each year (Table
6). Thisis especidly truefor differencesin federal and state income taxes where adults with a
Master@ or highe degree pay seven to eighttimes as much in taxes annudly asthdr

counerpats who lack a high school diploma/GED certificate. Relative differences between these
two groupsin theannud amountof Sodal Security payroll taxes and propety taxes arein the
three to four times range also representing consderable differences.

% Only 91 percent of those householders without adiplomawho owned their home reported a property tax payment
in 2005 versus nearly 99 percent of those with a Master@ or higher degree.
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Table6:

Estimates of Annual Tax Payments of U.S. Adults 16-64 Years Old by Type of Tax Paid

and Educational Attainment, United States (2004-2005,Averagesin Dollars)

<12or 1-3
12, HS Years Bachdor
NoH.S. Gradude of or Master's
Typeof Tax/Trander All Diploma orGED College Degree or Highe
Federal Income Tax Payments $4,780 $1419 $2849 $4249 $7472 $12396
State Income Tax Payments 1336 451 893 1,225 1,991 3,141
Sodal Security Payroll Taxes 4597 2,099 3,549 4514 6,388 8,438
Fedea Government Retirement
Contributions 99 11 49 85 151 336
Sades Taxes 382 262 318 379 482 602
Expected Propaty Tax Payments 1,643 917 1,207 1541 2,420 3,053
Total Tax Payments 12837 5,159 8,865 11993 18904 27 965
Non-Cash Tranders 1,121 2,781 1,371 851 338 240
Cash Tranders 1407 2,062 1,596 1,406 857 926
Annud Average
Ingitutiondization Cogs 347 987 434 202 46 26
Total of Tranders Received/Ing.
Cods 2875 5,830 3,401 2,460 1,240 1,192
Taxes-Transfersand
Institutionalization 9962 -671 5464 9,533 17664 26,774
Taxed/Trander, and
Ingitutiondization Ratio 4466 0.885 2.606 4876 15246 23469

Saurce: (i) 2005 and 2006 Annual Sccial and Economic (ASEC) Supplemert, MarchCurrent Papulation
Suvey (CPS)conducted by the U.S. Cersus Bureaufor the U.S. Department of Labor, public usefiles
tabulations by authors; (ii) 2006 AmericanCommunity Suvey (ACS), U.S. Census Bureay public use
files tabulations by authors; (iii) Bureauof Justice Statistics Special Report, U.S. Departmert of Justice;
(iv) Salestax exempion tabesfor 2005 producedby the Internal Reverue Savice (IRS), tabulations by

the authors.

During the 20042005 period, the mean annud taxes pad by all 16-64 year old adultsin

thesix tax categories combined was $12,837 (Table 6). Themean annud amounts of these taxes
varied consderably across thefive eductiond subgroupsof adults (Table 6 and Chart 7). The
mean values of these tax payments ranged from alow of $5,159amongthos adults lacking a

high school diploma/GED, to $8,865amonghigh school graduaes/GED holders with no

completed years of pog-seconday schooling, to $18,904 for bachdor degree recipients, andto a
high of jus unde $28000for those adults with aMaster@ or highe degree (Chart 6). High
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school graduaes pad 72% more than high school dropous in taxes, bachd or degree holders
pad 113%more than high school graduaes, and Master® and higher degree holders pad nearly
50% more in taxes than bachdor degree holders. The mean combined annud tax payments of
non-ederly adults with a Master@ or highe degree was more than 5 times highe than those of
ther peers who lacked a high school diploma and a GED certificate.®

Chart 7:
Mean Annual Tax Payments of 16-64 Year Old Adultsin the U.S. by
Educational Attainment, 20042005Aver ages
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G. Receipt of Various Cash and In-Kind Government Transfersby U.S.
Adults by Educational Attainment

Eligibility for mog cash and in-kind trander programs funded by thenaiond and state
govanments is degpendent on theincome of the household or theindividud. The March CPS
survey collects information from responding housholdsand individud houshold memberson
the receipt of such bendfits. Table 7 presents findingson the estimated percent of thenaion®

% Unfortunately, the March CPSfiles of the U.S. Census Bureau do not distinguish between those adults with a
regular high school diplomaand those with a GED certificate. The regular monthly CPS questionnaire does allow
such identification.
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16-64 year oldswho received varioustypes of cash and in-kind benefitsin 2005.These in-kind

trander paymentsindudeMedicare/Medicaid health insurance bendfits, food stamps rental

subsdiesin both pubiic and private housng, and energy assistance.*” Asrevealed earlier, the

employment rates and mean annud earningsof adults rise sharply with thar years of completed

schooling. For this reason, the percent of the naion® 16-64 year oldswho obtained various

cash and non-cash income tranders varied fairly widdy by ther level of eductiond attainment

in 2005.

Table7:

Percent of 16-64 Year Old U.S. Adults Who Received Various

Cadh and In-Kind Transfers During 2005

(Excluding 16-24 Year Olds Enrolled in School)

<l12or 1-3

12, HS Years Master's

No HS Diploma/  of Bachdor or
Typeof Cashor In-Kind Trander  All Diploma GED College Degree Highe
Unemployment Compensation 08 10 10 10 04 04
Sodal Security Retirement
Payments? 55 92 6.9 5.1 27 27
TANF/AFDC 10 2.7 1.2 09 0.2 0.1
V eterans Payments 08 04 0.8 13 0.6 0.7
Survivor'sIncome 05 04 05 0.6 05 0.7
Disability Income 09 11 11 10 05 0.6
Earned Income Tax Credit 99 183 118 102 4.2 2.2
Supplemental Security Income 22 63 2.8 13 05 04
Medicaid/Medicare 95 224 116 7.8 3.1 21
Food Stamps? 72 205 9.3 6.2 13 07
Energy Assistance®® 23 54 31 21 0.6 04
Rental Subsdy® 39 102 50 34 1.0 04

Saurce: (i) 2006 Annual Sccial and Economic (ASEC) Supplemen, Currert Population Suvey (CPS),
Conductedby the U.S. Cersus Bureaufor U.S. Bureau of Labor Statistics, public use files tabulations by

auhors. (i) 2006 AmericanCommunity Survey (ACS), U.S. Cersus Bureauy, public usefiles

tabulations by auhors.

Note: ' Some regponderts receiving Sccial Secuity survivor berefits and Sccial Security Disahility
Income (SDI) may have mistakenly reported income as Sccial Secuity Retremert. @ Estimatesarefor

headof households only.

37 With the exception of Medicaid/Medicare health care benefits, the U.S. Census Bureau imputes vaues of in-kind
transfers to the household rather than to individual household members. We have assigned the imputed monetary
values of these in-kind transfers to the householder. Estimates of the incidence of receipt of these in-kind transfers

refers only to householders.
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Theleast educated adults (those withouthigh school diplomas) were much more likely
than ther better educated peersto rely on cash and non-cash trander incomes from federal, state,
and local govenments for thar econonic subsstence. For example, dighty more than 9 percent
of 16-64 year oldswithou a high school diplomareported that they had collected some form of
Sodal Security payments while only 7 percent of those with a high school diploma/GED, 5
percent of those with some college, and unde 3 percent of those with a Bachdor® or highe
degree obtained Soda Security payments from thefederal govenment.® (Chart 8). Adult high
school dropous aso were far more likely than their more educated peersto receive TANF,
Supplemental Security Income, Soda Security disability ben€fits, and federal earned income tax
credits (Chart 7). More than 22 percent of those adults withouta high school diploma/GED were
dependent uponMedicare or Medicaid for ther health insurance coverage while only 2%to 3%
of those adults with college degrees were dependent on Medicare/Medicaid programs for thar
health insurance (Chart 9). Onefifth of thos houshold headswithouta high school diploma or
GED were reliant onfood stampsversusonly 1 percent of four year college graduaes. Less
educated adults also were more dependent on goveanment to finance part of thar rental housng
cods. More than 10 percent of household headswithouta high school diploma obtained a rental
subddy of some typein 2005versusonly 1 percent of adults with a Bachdor@ or highe degree.

% Adults are not allowed to collect Social Security retirement benefits until they reach age 62. Some of the
respondents citing the receipt of Social Security benefits may have been receiving Social Security Survivor benefits
or Socia Security disability benefits.

24



Chart 8:
Percent of 16-64 Year Old U.S. Adults Receiving Sodal Security Benefits
or Federal Earned Income Tax Credits by Educational Attainment, 2005
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Chart 9:
Percent of 16-64 Year Old U.S. Adults Receiving M edicare/
M edicaid Benefits or Food Stamps by Educational Attainment, 2005
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The estimated mean annud amountof the cash and in-kind trandersreceived by 16-64
year old adults in each of our five educationd groupsove the 20042005period are displayed in
Table 8. For theentire 16-64 year old popuktion (excluding these 16-24 year oldswho were
enrolled in school a thetime of the March CPS surveys), themean combined annud amountof
the cash and in-kind benefits was $2 528 of which $1,407wasin theform of cash tranders. The
mean values of these annud tranders varied consderably across thefive eduationd subgmoups
ranging from a high of $4 843for those adults lacking a high school diploma/GED certificate, to
dighty unde $3,000for high school graduaes, to lows of dighty unde $1,200for those adults
with a Bachdor@ or highe degree. Adults withouthigh school diplomas/GED certificates
received a mean level of tranderstha was four times as high as those of thar peers with afour
year or highea degree during calenda years 2004and 2005.

Table8:
Estimates of the Mean Annual Value of the Cash and In-Kind Transfer
Payments Received by U.S. Adults 16-64 Years Old by Educational Attainment
(20042005Averagesin Dollars)

(A) (B) ©) (D) B (F)
Lessthan 12
orl2,no
Cash/In- diploma/ HighSchool 1315 BA Master@ or
Kind Bendits GED Diploma/GED Years Degree Higha Degree All
Cash income $2,062 $1596 $1406 $857 $926 $1407
ben€fits
In-Kind bendits 2,781 1371 851 338 240 1121
Total trander $4.843 $2967 $2257 $1195 $1,166 $2528
payments

Saurces March 2005 and March 2006 CPS surveys, Annual Sccial and Economic Supplemer public use
files tabulations by authors.

H. Incidence and Cogs of | nstitutionalization of the Nation® 16-60 Y ear Olds

During the past three decades, the nunmber of adults who are maintained in inditutions
such asjails, prisons nursing homes, and mental ingitutions has risen consderably. Among
nonelderly adults, i.e, thoe unde 65 years of age, themajor factor undelying thisrisein the
inditutiondized popuktionistherapid growth in the prison and jail popuktion. Fromtheearly
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1970sthrough2004 the number of federal and state prison inmates per 100000residentsrose
nearly fivefold from 100to 486 If weindudeinmates of local jails as well, there were nearly
2.2 millionindividudsresidingin jails or prisonsin 2004

Incarceration and some other ingitutiondization rates tend to be consderably highe
amongless educated and less literate adults.** Thus the per capitafiscal cogs of
inditutiondization will behighe for adults with more limited formal schooling and literacy/
numeracy proficiendes. To estimate rates of ingitutiondization amongthe nonelderly adult
popuktion of the nationin 2006 we andyzed thefindingsof the 2006 American Community
Survey, which interviewed residents of groupquaters for thefirst-time during tha year. The
ACS survey identified theinditutiondization status of each adult respondent. This group
indudes those personswho were unde supevision in correctiond facilities (jails/prisong,
nursing/skilled nursing facilities, mental (psychiatric) hogitals, in paient hoice facilities, and
grouphomesfor juveniles. The pubiic usefilesfor the ACS survey unfortunaely do notidentify
the specific type of inditutionin which these individuds were living at thetime of thesurvey. A
subdantial majority (over 70 percent) of theinditutiondized popuktion unde the age of 60 were
inmates of correctiond facilities. The publc use files from the2006 ACS survey were used to
estimate theinddence of ingitutiondization problems amongthe nonschool enrolled popuktion
of 16-60year oldsin theaggregae, by eductiond groupvariety, and for selected
agegenda/educationd subgroups

Chart 10 displaystheingitutiondization rates of 16-60 year old adultsin the U.S. durng
caenda year 2006.0Overall, 1.3 percent of the adultsin this age category or nearly 2.4 million
were ingitutiondized dunng 2006.Ingitutiondization rates of these adults varied widdy by
thar level of eduationd attainment, ranging from a high of nearly 4 percent amongthos adults

withouta high school diploma or GED, to unde 2 percent among adults with a high school

% Seer Devah Pager, Marked: Race, Crime, and Finding Work in an Era of Mass Incarceration, University of
Chicago Press, Chicago, 2007.

“ Seer Paige M. Harrison and Allen J. Beck, Prison and Jail Inmates at Mid Y ear 2005, U.S. Department Justice,
Bureau of Justice Statistics, Washington, D.C., 2006.

I For areview of the literacy/numeracy proficiencies of prison inmates in 1992,

See: Karl O. Haigler, Caroline Harlow, Patricia OGonnor, and Anne Campbell, Literacy Behind Prison Walls:
Profiles of the Prison Population from the National Adult Literacy Survey, National Center for Education Statistics,
Washington, D.C., 1994.
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diplomaor GED, to lows to 0.1% to 0.2% amongthose adults with a Bachdor@, Master@, or
highe academic degree.

Chart 10:
Institutionalization Rates of 16-60 Y ear Olds Adults by
Educational Attainment Level, U.S., 2006
(Rates Per 100M ember s of the Population)
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Theingitutiondization rates of adults also varied by age group, with younge adults
being more likely to beingitutiondized. Among 18-34 year olds 1.6% of the popuktion were
inmates of inditutions(primarily jails and prisong versusonly 1.1% of 35-60year olds The
highe inddence of ingitutiondization amongthese younge adults was dueentirely to highe
rates of incarceration amongthos adults with 12 or fewer years of schooling. Amongthese 18-
34 year olds inditutiondization rates ranged fromalow of unde .1% amongthose with a
bachdor@ or highe degree to a high of 5.0% for those youngadults who lacked a high school
diploma/GED certificate (Chart 11).
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Chart 11:
Institutionalization Rates of 18-34 Year Oldsin the U.S. by
Educational Attainment, 2006
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Y oungmales domnated theranksof theinditutiondized population of 18-34 year olds
reflecting the much highe incarceration rates of these youngmen. Theinditutiondization rate
amongyoungmale adults (2.8%) was nearly 10 times highe than tha amongthdar female
counerpats (.3%) in 2006 Approximately 8% of youngadult males with no high school
diploma and over 3% of males with only a high school diploma were inditutiondized versus
only 2 of every 1000males with a Bachd or@ degree and only 1 of every 1000males with a
Master@ or highe degree. Thehigh andrising incarceration rates of youngmales, especially
African-Americans and Whites with no diplomas, are strongly assocated with the steep
deterioration in ther labor market progpects, especialy the sharp dropin thar annud earnings
over the past three decades.*?

“2 For a comprehensive review of the declining economic fortunes of young men with no post-secondary school over
the past few decades,

See: Andrew Sum, Tim Barnicle, Ishwar Khatiwada, et al., Educational and L abor Market Outcomes for the
Nation® Teens and Y oung Adults Since the Publication of America@® Choice, Report Prepared for the New
Commission on the Skills of the American Workforce, Washington, D.C., 2006.
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Table9:
Institutionalization Rates of 18-34 Year Oldsin the
U.Sby Gender and Educational Attainment, 2006

(in %)

(A) (B)
Educationd Attainment Men Women
All 28 3
<12or 12 nodiploma 7.6 12
High school diploma/GED 3.2 4
13-15years 11 2
Bacheor@ degree 2 .0
Master@ or highe degree Nl .0

As noted above the 2006 American Community Survey did notidentify the specific type
of inditutionin which each adult resided at thetime of the survey; thus we cannotexactly
estimate how many adultsin each educationd attainment groupwere in each typeof ingitution
or how largetheannud fiscal cods of housng these adults were by typeof ingitution.
Nationdly, thebuk of thenonelderly ingitutiond popuktionresidein jails and prisons and the
overwhdming shae of the cods of opeating these correctiond facilitiesis bomeby state and
local govenments, placing asubgantial burden ontaxpayers at these levels. In the absence of
full information on thedistribution of adult residents by type of ingitution and theannud cogs
of housng adults within each type of ingitution, we have applied the naiond average cos daa
ontheannud expenditures per inmate of state prisonsto theentire ingitutiondized popuktion

16-64 years old. These expenditure dataindudebath opeating expenditures and current capital
expenditures on state prisonsas of 2001 The 2001 expenditure data per state prison inmate were
extrapolated to 2006by applying the changein thenaiond Consumer Price Index for All Urban
Conaumers (CPI-U) from 2001:2006to the 2001 per inmate expenditure daafor state prisonas.
Thefiscal cods of housngthe adult ingitutiondized popuktion throughou the naion were
aggregaed by educiond level to estimate the naiond cods of inditutiondizingthe 16-64 year
old popuktion in each educationd group® We then divided these cods of ingitutiondization for

“3 Over 57 percent of all inmates of federal/state prisons and local jails resided in state prisonsin 2004. This set of
cost calculations is based on the assumption that costs per prison inmate do not vary by their educational attainment
and that the mean costs of housing inmates in other institutions (local jails, long stay hospitals, mental institutions,
hospices) are approximately the same as those for state prison inmates.
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each educationd group by the nunber of 16-64 year old personsin theentire popuktionandin
each educaationd groupto estimate the mean cods of ingitutiondization per person.

Thedaaoningitutiondization rates for eductional subgmoupsof adults available from
the 2006 American Community Survey can be combined with data onthe annud per inmate cost
in state prisonsto estimate theannud inditutiondization cogs assodated with adultsin each
educiond group.Accordingto estimates from the U.S. Bureau of Jugice Statistics, theannud
per state prison inmate cods for theentire nationin 2001wes $22 650. Adjuding this pe inmate
cod for inflation between 2001and 2006 a per inmate cos of $25783in 2006was derived. By
multiplying theingitutiondization rate for each educationd group of adults from the 2006
American Community Survey by the per inmate cost, we can estimate the average annud cogs
of inditutiondization pe adult in each educationd attainment group On average, adults without
a high school diploma or GED cog the naion approximately $987in expenditures related to
ingitutiondization pe year (Chat 12). The mean annud cods of ingitutiondization for adults

withouta high school diploma was more than 2 times as high as tha of high school graduees

withoutany pog-seconday schooling and 21 times higha than tha of adults with four-year

college degrees.
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Chart 12:
Mean Annual Cogs of Maintaining 16-64 Year Old U.S.
Adultsin Institutions by Educational Attainment, 2006
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These inditutiondization cods per person only represent the estimated annud fiscal cogs
assodated with thar confinement. For personsin correctiond and mental ingitutions these
annud cods are very conservative estimates of ther truelongrunfiscal and sodeta cods. First,
theannud pe inmate cogs of housng personsin prisonsinduded only current capital
expenditures and excluded annudized capital cods of past condruction, which are likely to far
exceed current capital outlays. Second,these cogsignore al future parole and probaion cogs
assodated with monitoring thefuture behavior of thejailed. Third, bengjailed today sharply
reduces the future earningspotential of both men and women, with the size of these earnings

losses ranging from 20to 25 percent amongmen to more than 40 percent anongwomen.*

4 Seer Scott Davies and Julian Tanner, Orhe Long Arm of the Law: Effects of Labeling on Employment,OThe
Saciological Quarterly, Volume 44, Number 3, pages, 385-404.
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. Mean Annual Net Fiscal Contributions of 16-64 Year Old Adults by
Educational Attainment

Thefindingsonthe mean annud tax payments of U.S. adults and the mean values of thar
cash and in-kind tranders and thar ingitutiondization cogs can be combined to estimate thar

mean annud net fiscal contribution to thefederal, state, and local govenments. In Table 10, we

present estimates of the mean annud tax payments of all 16-64 year old adults and those in each
of thefive educationd attainment subgmoupsand ther mean, annud cash and in-kind tranders

and ingitutiondization cods.

Table 10:
The Mean Annual Net Fiscal Contributions of 16-64 Year Old U.S.
Adults? by Educational Attainment, 20044006 Aver ages?

(in Dollars)

(A) (B) (®) (D) (E) (F)
<120r12 High School Master®
no Diploma Graduae/GED 13-15 BA or Highe

Fiscal Variable All or GED Holder Y ears Degree  Degree
Mean Annud Tax $12837 $5,159 $8,.365 $11993 $18904 $27965
Payments
Mean Annud Cashand $2875 $5830 $3401 $2460 $1240 $1,192
In-Kind Tranders and
Ingitutiondization
Cods
Annud Mean Net $9962 -$671 $5464 $9553 $17664 $26773

Fiscal Contribution

Notes (1) Per®ns 16-24 yearsold who were errolledin school atthe time of the March 2005 and
March 2006 CPS surveys were excludedfrom the fiscal impactanalyses
(2) Our egimatesof property tax paymens are based only on the findings of the 2005
American Community Suveys.

On average, ove the 2004-2005period, the mean annud tax payments of all 16-64 year
old adults were $12837 while the mean vaue of ther cash and in-kind tranders and ther
inditutiondization cogs was equd to $2,875 Thisyielded a ng mean annud fiscal contribution
of $9,962 Themean annud values of these net fiscal contributionsvaried markedly by the
educationd attainment of adults (Table 10 and Chat 13). Amongthos adults lacking a high
school diploma/GED certificate, the mean net fiscal contributionwas anegaive $671, i.e, they
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collected more in cash and in-kind trangers and imposed more in inditutiondization cogs than
they pad in federal/state/and local taxes. Adultsin each of the other four educationd subgroups
were characterized by postive ne fiscal contributions However, the mean annud values of
these net fiscal contributionsvaried widdy across these four eductiond subgroups ranging
fromalow of $5464for high school graduaesto $17664for BA holdesto ahigh of $26773
for adults with a Master® or highe degree (Chart 12). High school graduates with no pos-
seconday schooling contributed $6,235more pe year to thefiscal postionsof federa, state, and
local govenments than ther peers with no high school diploma/GED, and bachdor degree
holders contributed $12,200 more per year than high school graduaes.

Chart 13:
The Mean Net Annual Fiscal Contributions of 16-64 Year Oldsin
the U.S. by Educational Attainment, Annual Averages, 20042005
(in$)

$30,000
$26,774

$25,000 -

$20,000 1 $17,664

$15,000 -

Dollars

9,533
$10,000 - 9,

$5,564

$5,000 -

$0 | E—

(8671)

($5,000)
<12 High Diploma  13-15 Years BA MA or Higher
or GED Degree

Educational Attainment
It should be nated tha the aboveestimates of large ggps between the net fiscal
contributionsof adults by schooling level are likely quite conservative since they excludethe
public cods of educting the children of these adults, and ther differential use of hedlth care
services not pad by health insurance plans Another methodfor presenting the findingsof the

fiscal impact andysisinvolves the calculationsof ratios of mean annud tax payments to mean
annud cash and in-kind tranders and ingitutiondization cogs. In Chat 14, we display the
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values of these fiscal contributionratiosfor adultsin each of ouwr five eductiond subgmoups The
values of these ratiosrise continuousy and subgantially with thar level of schooling. Among
adults withouthigh school diplomas, theratio was only .88, butit rose to 2.61 for high school
gradudes, to 4.87 for adults with 1-3 years of college, and to a high of 234 for adults with a
Master@ or more advanced academic degree. Thelast group of adults were characterized by a
ratio of taxedtranders tha was nearly 27 times higher than tha of thar peerswholacked a
regular high school diploma or a GED certificate.

Chart 14:
The Ratiosof the Mean Annual Tax Paymentsto the
Combined Value of Cash and In-Kind Transfers and I nstitutionalization
Codsof 16-64 Year Old Adultsin the U.S. by Educational Attainment
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J. Mean Lifetime Net Fiscal Contributions of U.S. Adults by Educational
Attainment

The estimates of themean annud ne fiscal contributionsof 16-64 year old adultsin each
educationd attainment group can be conveated into mean work life estimates by multiplying
them by 49, thenumber of years over the 16-64 age range Over this 49 year time period, given
continuity of theresults tha prevailed in 2004200, the average high school dropoutwould
produe a ne fiscal burden of $33000while the average high school graduae would generate
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$267736more in taxes than he'shewould imposin trander cogs and inditutiondization cogs
(Chat 15). Thelifetime, net fiscal contributionsof adults rose steadily and strongly with thar
years of pog-seconday schooling, inareasing to $467000for those completing oneto three
years of pog-seconday schooling, $865536for those obtaining a Bachd or® degree, and to a
high of slightly over $1.3 million for those with aMaster@ or highe degree.

Chart 15:
Mean Lifetime Net Fiscal Contributions of U.S. Adultsfrom Ages 16-64 by
Educational Attainment, 20042005Aver ages
(in $1,0000f Dollars)
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Theestimated gaps between thelifetime fiscal contributionsof adults withouta high
school diploma and better educated adults increased steadily and subgantially with thar level of
educationd attainment (Table 11). Over theworking-age lifetime (16-64 years of age), thegap
between the net fiscal contributionsof high school graduaes and those adults withouta high
school diploma would be equd to $301,000while the gap between high school graduaes and
bachdor degree holders would be $597000 Those adults earning a Bachd or& degree would
contribute nearly $900000more to thetax coffers of federal, state, and local governmentsthan
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thar peers withouta high school diploma. Adult dropous in recent years have been amajor
fiscal burden to therest of sodety.

Table11:
Differences Between the Estimated M ean Lifetime Net
Fiscal Contributions of U.S. Adultsin Selected Educational Groups

Amount
GroupsBeing Compared (in $1000)
High school graduae vs. dropout $301
13-15yearsvs. high school graduae $199
B.A. degree vs. high school graduae $598
B.A. degree vs. high school dropout $898

K. Net Fiscal Contributions of Adult Men and Women in the U.S. by
Educational Attainment

Thefiscal impact andysesfor 16-64 year old U.S. adults described in the preceding
sectionswere repeated for men and women separately. TheMarch CPS surveys and the
American Community Surveys collect information onthe genda backgroundsof al sample
respondents. In Table 12, we present estimates of the mean annud tax payments, mean annud
cash andin-kind tranders, and mean annud ingitutiondization cogs of men and women, both
overall andin each of thefive eductiond groups The mean ne annud fiscal contributonsof
each group also are displayed togeher with theratio of mean tax payments to mean trander and
ingitutiondization cods.
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Table12:
Estimates of the M ean Annual Tax Payments and Cash and 1n-Kind
Transfersand Institutionalization Cogsof Male and Female Adults
16-64 Years Old by Educational Attainment, United States. 20042005Aver ages

(A) (B) ©) (D) (B) F
<l12or 12, HS 1-3 Yeas Mager's
No HS Graduate  of Bactelor  or Higher

Tax Type All Diploma  or GED Calege  Degee Degee
Men
Feckral Income Tax Paymerts 5,314 1,352 3,060 4,630 8,597 14,687
State Income Tax Paymerts 1,470 453 959 1,337 2,271 3,640
Sceial Secuity Payoll Taxes 5,896 2,902 4,602 5,853 8,219 10,609
Feceral Governmert Reiremert
Contributions 102 12 55 104 150 306
SaksTaxes 441 293 364 439 575 711
Expected Property Tax Paymerts 1,761 1,035 1,292 1,676 2,543 3,277
Total Tax Paymerts 14,984 6,047 10,332 14,039 22,355 33,230
Non-Cas Trarsfers 962 2,247 1,199 669 285 253
Cas Trarsfers 1,479 2,000 1,667 1,484 929 1,079
Annual Averace Institutionalization
Costs 556 1,274 703 315 70 40
Total of Transfer Received/I nst.
Costs 2997 5521 3,569 2,468 1,284 1,372
TaxesTransfers/I nst. Cost 11,987 526 6,763 11,571 21,071 31,858
Raio of TaxedTrarnsfers 5.000 1.095 2.895 5.688 17.410 24.220
Women
Feckral Income Tax Paymerts 4,256 1,496 2,626 3,924 6,440 10,002
State Income Tax Paymerts 1,205 470 823 1,130 1,735 2,619
Sceial Secuity Payroll Taxes 3,325 1,179 2,439 3,373 4710 6,169
Feceral Governmert Reiremert
Contributions 96 10 42 68 153 367
SaksTaxes 322 225 271 324 394 487
Expected Property Tax Paymerts 1,491 753 1,085 1,392 2,264 2,814
Total Tax Paymerts 10,695 4,133 7,286 10,211 15,696 22,458
Non-Cas Trarsfers 1,227 3,393 1,553 1,006 386 227
Cas Trarsfers 1,335 2,132 1,521 1,340 790 766
Annual Averace Institutionalization
Cost 92 250 113 56 19 11
Total of Transfer Received/I nst.
Costs 2654 5775 3,187 2,402 1,195 1,004
Taxes Transferdinst. Cost 8,041 -1,642 4,099 7,809 14,501 21,454
Raio of TaxedTrarnsfers 4030 0.716 2.286 4.251 13.135 22.369

Source: (i). March 2005 and March 2006 Annua Socia and Economic (ASEC) Supplement, public use files, Monthly Current
Population Survey (CPS) conducted by the U.S. Census Bureau for the U.S. Department of L abor; (ii). 2006 American
Community Survey (ACS), U.S. Census Bureau, public usefiles; (iii). Bureau of Justice Statistics Specia Report, U.S.
Department of Justice; (iv). Sales tax exemption tables for 2005 produced by the Internal Revenue Service (IRS), tabulations by
the authors.
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Amongboth men and women, the net fiscal contributionsof adults were strongly
assodated with ther educationd attainment (Table 12 and Chart 16). Amongmales, themean
net fiscal contribution of high school dropous was only ameager $526versus amean of $6,763
among high school graduaes, more than $21000among Bachdor degree graduaes, and nearly
$32000amongmales with aMaster@ or highe degree. Therelative size of thedifference
between the mean net fiscal contributionsof the best and least well educated groupsof men was
an extraordinary 61 times.

Chart 16:
Comparisons of the M ean Annual Net Fiscal Contributions of Adult Men and
Women 16-64 Y ears Old by Educational Attainment, 20042005Aver ages
(in $1,000)
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Amongwomen, there also were very largedifferences in mean net fiscal contributons
across eduaiond groups On average those women who failed to obtain a high school diploma
or aGED certificate received morein cash and in-kind tranders than they pad in taxes. Thar
mean net fiscal contribution was-$1,642.1f they graduaed from high school or obtained a GED,
ther mean net fiscal contribution would rise to nearly $4,009 and would surpass $14 501if they
received a Bachd or@ degree. Theratiosof mean annud tax payments to mean transfer incomes

(induding inditutiondization cogs) for women ranged fromalow of .72 for those lacking a high
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school diploma, to 2.28 for high school graduaes, and to a high of 22 4 for women with a
Master@® or more advanced academic degree (Chart 17).

Chart 17:
Ratiosof Mean Annual Tax Paymentsto Mean Transfer |ncomes and
Institutionalization Cogs Among Women by Educational Attainment, 20042005
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L. Summary of Key Findingsand Their | mplications for the Nation@® Adult
Badc Education System

Increased years of educationd attainment and higher literacy/numeracy proficiendes
strengthen labor market outcomes for U.S. adults, both overal and across gende, age, and race-
ethnic groups As aconsquence of thar highe rates of employment and annud earningsas well
asther highe marriagerates, higha home ownership rates, and lower rates of
ingitutiondization, adults with more schooling generate more favorable fiscal impacts for
federd, state, and local govenments. They pay subgantially morein income, payroll, sales, and
propeaty taxes than thar less educated peers and receive lessincome in theform of cash andin-
kind tranders. Themean size of thenet fiscal contributionsof adults rises steadily and

congderably with ther level of formal schooling.

By strengthening theliteracy/numeracy/writing proficiendes, English-speaking and
reading proficiendes, and educationd attainment of participants, adult basic education programs
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can boog thefiscal postion of naiond, state and local govenments. Thefuture fiscal impacts of
adult education programs will dependent critically onther success in raising the employability
and earningsof paticipants. Our knowedgebase on the effectiveness of ABE programsin
raising thewages and earningsof participantsis quite limited. Few careful impact evaluaions
exist at the state or naiond level. Previousnaiond and state level evauaionsof literacy and job
training programs suggest tha workplace based literacy programs are more effective in raising
participantsOearningsthan school or community-based programs with few ties to local
employers.* Job training programs for econonically disadvantaged adults and welfare recipients
tha integrate literacy training with occupéaiond skills training appear to be more effective than

basic skillstraining alone

To improve our knowedgebase in this critical area, we would strongly recommend tha

all future ABE programs do afar better job in doaumenting the short and long-run, pog-program

employment and earningsexperiences of paticipants, link labor market outcomes to changesin

theliteracy/numeracy skills, English-speaking skills, and educationd attainment of participants
during the course of thar paticipaion in these programs, and condud¢ defensble impact
evauaionsof varioustypes of ABE programs ugng carefully selected comparison groupsor

randomnly assigned control groups

“* Earlier evaluations of the effectiveness of adult basic education programs in raising the earnings of participants
indicate that employer-sponsored programs are significantly more effective than school and community-based
programs,

See: Kevin Hollenbeck, Classrooms in the Workplace, W.E. Upjohn Institute for Employment Research,
Kaamazoo, 1993; Evaluations of classroom training programs for disadvantaged adults in Massachusetts have
found that skills programs combined with basic education yielded the most favorabl e results,

See: Stephen Raphadl, et. al., The Earnings Impacts of JTPA Training Programs for Economically Disadvantaged
Adults in Massachusetts, Report Prepared for the Commonwealth Corporation, Boston, 2003.
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Appendix A

Estimating the Federal and State | ncome T ax Payments of
Husbands and Wivesin Married Couple Families

In computing theannud federal and state income tax payments of adults as an addendum
to theMarch CPS Annud Sodal and Econonic Supplement theU.S. CensusBureau adopts a
different practice for hudandsand wives in married couple familiesthan it doesfor al other
individuds with incomes during the year. For married couple families, the U.S. Census Bureau
adopts theassumption that the couple files ajoint federal and state income tax return. Research
staff then estimate thefederal and state incometax liability for the married couple and assign the
entire federal and state income tax liability to the head of themarried couple family. The

hougholder of thismarried couple family can be either the hudand or thewife. In
approximately 85 percent of the cases, the housholder in anoneldely married couple family is
the husband *® For al other individuds, whether livingin families or in nonfamily housholds
thefederal and state incometax liability appears on thar persond record. Given theabove
practice in assigning income tax liabilities to the head of a married couple family, we cannot
identify from the existing March CPS recordsthe specific federal and state income tax liability
of thespous in amarried couple family. To avoid exaggeating theincome tax payments of the
heads of married couple families and severely underestimating theincome tax payments of the
spousesin such families, we developead a set of computer programming ingructionswith the
SPSS statistical packagethat allowed usto generate separate estimates of thefederal and state
income tax liability of hudandsand wives.

Theprocedures used to estimate huandMwvife tax liability can be summarized as follows.
We first calculated the percentage shares of joint hushandMwife earningsduring theyear tha
were earned by thefamily head and spouse. Thefamily head® percentage share of earnings(e.q.,
70%) was then multiplied by the estimated joint federal income tax liability of themarried
couple to estimate his (her) federal income tax payments. Suppo that the married couple(3
federa income tax liability was $20000and the head obtained 70% of the combined earnings
during theyear. The head@federal income tax liability was computed to be $20000* .70=

“6 Our definition of anon-elderly family is one whose head is an individual under the age of 65.
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$14000. Theremaining $6,000in federal income tax liability was then assigned to the spouse.*’
The same statistical procedure was used to compute the state income tax payments of the
hudand and wife.

*" In a married couple family, the spouse can be either the husband or wife depending on which of the two was
classified as the family householder.
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Appendix B

Estimating State Sales Tax Payments for I ndividuals

TheU.S. CenausBureau does not provide any estimates of annud state sales tax
payments for personsinterviewed during the March CPS survey. In ourfiscal impact andyses,
we have estimated state sales tax payments for individuds by usng a combinaion of persond
income daa fromthe 2005ACS survey and sales tax tables for states published annudly by the
U.S. Depatment of Treasury@ Internd RevenueService (IRS). In our andysis of state sales
taxes, we applied a single person exemption to each individud respondent age 16-64 with a
paositive income. For each personin each state in our andysis, we assignal a state sales tax
payment equd to theIRS sales tax dedudionfor a person with thar annud income in 2005.We
calculated these sales tax payments separately for each of the 45 states tha had a state sales tax
in 2005.Below is a sample table of thealowable sales tax dedudionsfor resdents of California
in 2005.

Appendix Table B-1:
Optional State Sales Tax Tables, California, 2005

Income Exemptions

But less
At least than 1 2 3 4 5 Over 5
$0 $20000 |$195 $227 $249 $265 $279 $298

$20000 $30000 |$346 3$401 $438 $467 $491 $524
$30000 $40000 |$427 $495 $541 $576 $605 $646
$40000 $50000 |$499 $578 $631 $672 $706 $753
$50000 $60000 |$565 $655 $715 $761 $799 $852
$60000 $70000 |$627 $726 $792 $843 $885 $943
$70000 $80000 |$686 $794 $866 $921 $967 $1031
$80000 $90000 |$741 3$858 $93 $995 $1044 $1113
$90000 $100P00 | $794 $919 $1002 $1066 $1119 $1192
$100000 $120000 | $865 $1000 $1,090 $1160 $1217 $1297
$120000 $140000 | $964 $1114 3$1214 $1291 $1355 $1444
$140000 $160P00 | $1052 $1215 $1324 $1407 3$1447 $1573
$160000 $180P00 | $1140 $1317 9$1434 $1525 $1600 $1,704
$180000 $200000 | $1221 $1410 $1535 $1632 $1,712 $13823
$2000000r More $1637 $1887 $2053 $2181 $2287 $2435
Source: Internd Revenue Service, CBtate and Local General Sales TaxesQ) Publication 600

2005,www.irs.gov.
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Appendix C

M ethodologies for Estimating M ean/M edian Pr operty
Tax Payments and Housing Values of Households in the 2005ACS Sur vey

The2005American Community Survey (ACS) collected data on the characteristics of the
homes occupied by responding housholds induding ownership status the home price, the year
when the hous was built, and annud propaty tax payments. Both the daa on estimated home
prices and propaty tax payments were collected in a categorical form rather than in coninuous
form. For example, therespondent was asked to identify the estimated value of their home from
24 pre-assigneal categories, ranging fromunde $10,000to over $1 million. Similarly, the
houshold was asked to choo® from over 68 categories the size of thar annud property tax

payments ranging from $0to $10,000 or more.

Using these categorical data on home price and property tax payments, we calculated
mean/median home prices and propety tax payments for housholdesin each of thefive
educationd categories appearing in our andysis. We used thefollowing two formulas to estimate
mean and median values of homes and annud property tax payments appearingin our andysis.
Themean values of homes and propety tax payments are likely somewha undeestimated dueto
the absence of uppe limits for thetop category. For example, the propaty value of homesin the
top category was $1,000000and for propety tax paymentsit was $10000and over. However,
there were very few casesin these uppe housng value and propaty tax categories. The

estimated mean and median values of thetwo variables were calculated as follows:

S mj £

Mean s Lo )
n

Where, ¢ = number of income classes in thefrequency distribution
m; = mid point of home prices or propety tax paymentsin thej™ class
f; = frequency of theobservationsin thej™ income class

n = numbe of housholdswho owned ther home

Median = l+£(——c) --------------------------------------------- (2
/
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Where, | = lower boundof therespong category containing the median value of homes or

propaty taxes (in dollars)
h = width of themedian respons category (in dollars)
f = frequency of the median category
N = (Total humbe of sample cases)

C = Cumulative frequency preceding the median category
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Appendix D

Two-Year AverageSample Sizesfor the 13 States
Included in Our Fiscal Impact Analysis

TheMarch CPS survey of theU.S. Census Bureau collects employment, income, and
earningsdata froma naiondly representative sample of approximately 57,000 housholds* The
employment, income, and earningsdatafor the prior calenda year are collected for all houshold
members 16 and older at thetime of theMarch survey. In ourfiscal impact andyses, we have
confined our observationsto thos individuds who were 16-64 years old at thetime of the March
CPS survey. Sample sizes for adults vary quite congderably across states. Thetwo-year average
number of persons16-64 who were interviewed as pat of theMarch CPS survey in the 13 states
with thelargest number of sample observationsare displayed in Table D-1 bdow. For theentire
nation, there were dightly more than 133000 persons16-64 years old for whomdaa on
incomes, earnings and tax liability were collected on average over the20052006period. For the
two year period combined, thisyieldsa naiond sample of approximately 266000respondents.
Thetwo-year average nunmber of sample cases in the specified age groupranged from highsof
nearly 12,000in Cdiforniaand 7,000in Texasto lows of 2,700-2,800in the states of Virginia
and Colorado. We have generated fiscal impact estimates for 16-64 year oldsin each of five
educationd subgmoupsfor each of these 13 states.

“8 The weights for sample households vary both across states and across age and race-ethnic groups. All of the fiscal
impact analyses are based on weighted data.
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Appendix Table D-1:
Number of 16-64 Year Old Adultsin the March CPS Supplement in the
Thirteen States Included in the Study, 20052006 Averages

Annud Average
Numbe of Adultsin

Rank State Sample

1 Cdifornia 11915

2 Texas 6,993

3 New York 5,905

4 Florida 5537

5 [llinois 4274

6 Pennsylvania 4,019

7 Ohio 3,721

8 Michigan 3,450

9 New Jersey 2979

10 Minnesota 2,910

11 Maryland 2,815

12 Colorado 2,780

13 Virginia 2,739

U.S. Totd 133138
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Appendix E

Estimates of Annual Net Fiscal Contributions of Adults (16-64) by
Educational Attainment in 13 States

Thene fiscal contribution of 16-64 year old U.S. adults by educationd attainment level
for the2004-2005period have been described and andyzed in this research repott for the
Nationd Commission on Adult Literacy. Similar fiscal andysesfor 16-64 year old adults were
also conduded for 13individud states whose two-year March CPS Supplement (2005and 2006)
average sample size of adults exceeded 2,500. The names of these 13 states are listed bd ow.
Tables 1 through13 provide estimates of annud net fiscal contributionsof adults by educationd
attainment level for each of these 13 states. These fiscal impact estimates pertain to all adults 16-
64 years old. Findingsfor the 13 states were not broken out for men and women separately due

to smaller sample sizes.

Thirteen States For Which Annual Net Fiscal Contributions
of Adults (16-64) by Educational Attainment L evel Were Conducted

State

Cdlifornia
Texas

New Y ork
Florida
[llinois
Penng/lvania
Ohio
Michigan
New Jersey
Minnesota
Maryland
Colorado
Virginia
U.S. Totd
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Thefollowing andysis of thedatain Table E-1 for the state of California can beused asa
guidefor howto interpret thefindingsof al the state anayses appearing in this appendix. Table
E-1 displays the average amourts of taxes paid and cash and in-kind tranders received
(induding estimates of incarceration coss) by an average adult in each of thefive eductiond
attainment subgroupsand for the average adult in the state. In Tables 3 and 4 of themain report,
adeailed listing of thetax payments and cash and in-kind trandersindudel in thisandysis are
presented. In Table E-1, the column titled Oraxes-Transfers and Ingitutiondization CogtsO
represents the net annud fiscal contributionsof theaverage adult in each of these educationd
subgroups For ingance, the average high school graduae in Californiapaid $8,857in taxes,
received $3,548in cash and in-kind trangfers and ingitutiondi zation cogs, and therefore, pad an
additiond $5,308to local, state, and federa govenment than wha heor shereceived in bendfits
fromthefederal and state govenment or imposed in ingitutiondization cods. Theratio of taxes
to tranders and inditutiondization cods for the average high school graduae was 2.496,
implying that high school graduaes in California pay approximately $2.50 in taxes for every
$1.00received in federal and state govenment cash and in-kind benefits.

TableE-1:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
20042005Averages, CALIFORNIA

Cash and Taxes
In-Kind Tranders Ratio of
Tax TranderdInd. andIng. TaxedTranders

Eductiond Attainment Level Payments Cods Cods and Ing. Cods
<12o0r 12 NoH.S. Diploma 4573 4414 159 1.036
H.S. Diploma/lGED 8,857 3,548 5,308 2496
Some College induding AA Degree 13111 2,784 10327 4.709
Bachdor Degree 21125 1,365 19,760 15472
Master's or Higha Degree 30,529 1,200 29329 25431
All 13676 2,865 10811 4773
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Table E-2:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
2004 2005Averages, COLORADO

Cash and Taxes
In-Kind Tranders Ratio of
Tax Tranderd/Ingd. andIng. TaxesdTranders
Eductiond Attainment Level Payments Cods Cods and Ing. Cods
<12o0r 12 NoH.S. Diploma 4,040 3,719 320 1.086
H.S. Diploma/lGED 9,307 2420 6,886 3.845
Some College induding AA Degree 11845 2,200 9,646 5.385
Bachdor Degree 17860 1,100 16,760 16230
Master's or Higha Degree 24018 767 23251 31324
All 13,120 2,016 11104 6.508
TableE-3:

Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
2004 2005Averages, FLORIDA

Cash and Taxes
In-Kind Tranders Ratio of
Tax TranderdInd. andIng. Taxes/Tranders

Eductiond Attainment Level Payments Cods Cods and Ing. Cods
<12o0r 12 NoH.S. Diploma 5,212 5,011 201 1.040
H.S. Diploma/GED 7,846 3,139 4,707 2499
Some College induding AA Degree 10,385 2,212 8,172 4694
Bachdor Degree 16,054 1,440 14614 11145
Master's or Highe Degree 23418 1,742 21676 13441
All 10972 2,708 8,264 4,051
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Table E-4:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
2004 2005Averagss, ILLINOIS

Cash and Taxes
In-Kind Tranders Ratio of
Tax Tranders/Ingd. andIng. TaxedTranders
Eductiond Attainment Level Payments Cods Cods and Ing. Cods
<12o0r12 NoH.S. Diploma 6,917 4542 2,375 1523
H.S. Diploma/lGED 9,703 3,081 6,623 3.150
Some College induding AA Degree 11996 2,279 9,717 5.263
Bachdor Degree 19340 1,024 18317 18896
Master's or Higha Degree 29193 1,157 28036 25236
All 14075 2410 11664 5.840
TableE-5:

Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
20042005Averages, MARYLAND

Cash and Taxes Ratio of
In-Kind Tranders Taxes/Trand
Tax Tranders/Ingd. andIng. ersanding.
Eductiond Attainment Level Payments Cods Cods Cods
<12o0r 12 NoH.S. Diploma 7,012 6,919 93 1013
H.S. Diploma/lGED 9,920 3,284 6,637 3.021
Some College induding AA Degree 15299 2,337 12962 6.545
Bachdor Degree 22245 1091 21154 20389
Master's or Higha Degree 31,739 790 30949 40172
All 16,664 2,643 14021 6.304
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Table E-6:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
2004 2005Averages, MICHIGAN

Cash and Taxes Ratio of
In-Kind Tranders TaxedTrand
Tax TranderdInd. andind. ersandind.
Eductiond Attainment Level Payments Cods Cods Cods
<12o0r 12 NoH.S. Diploma 6,228 9,716 -3,488 0.641
H.S. Diploma/GED 8,771 4,649 4,122 1.887
Some College induding AA Degree 12,170 3,253 8917 3.741
Bachdor Degree 19013 1,409 17,604 13493
Master's or Higha Degree 28,898 1,339 27559 21580
All 13,050 3,851 9,199 3.389

TableE-7:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
20042005Averages, MINNESOTA

Cash and Taxes Ratio of
In-Kind Tranders  TaxedTra
Tax Tranderdindg andInd. nders and

Eductional Attainment Level Payments . Cods Cods Ind. Cods
<12or 12 NoH.S. Diploma 6,871 7,357 -486 0934
H.S. Diploma/GED 10517 3,646 6,871 2.885
Some College induding AA Degree 14491 2,093 12398 6.924
Bachdor Degree 18,894 1,168 17,726 16176
Master's or Higha Degree 30,366 893 29472 33991
All 15,602 2473 13,130 6.310
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Table E-8:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
2004 2005Averages, NEW JERSEY

Cash and Taxes Ratio of
In-Kind Tranders  Taxes/Tran
Tax Tranders/Ing  andIng. sfersand
Eductiond Attainment Level Payments . Cods Cods Ind. Cods
<12o0r 12 NoH.S. Diploma 7,060 5,805 1,256 1216
H.S. Diploma/lGED 11624 2,978 8,646 3.903
Some College induding AA Degree 16,303 1,828 14475 8.918
Bachdor Degree 24923 1331 23593 18.730
Master's or Higha Degree 35113 1,284 333828 27339
All 18524 2425 16,099 7.639

Table E-9:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
2004 2005Averages, NEW YORK

Cash and Taxes Ratio of
In-Kind Tranders  TaxedTran
Tax Tranderdindg andInd. sfersand
Eductiond Attainment Level Payments . Cods Cods Ind. Cods
<12o0r 12 NoH.S. Diploma 5,928 8,824 -2,896 0.672
H.S. Diploma/GED 10,298 4933 5,365 2.088
Some College induding AA Degree 14283 3,321 10,962 4301
Bachdor Degree 20575 1,450 19,125 14186
Master's or Highe Degree 32300 1,338 30962 24147
All 15403 3,948 11455 3.901
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Table E-10:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
2004 2005Averages, OHIO

Cash and Taxes Ratio of
In-Kind Tranders  TaxedTran
Tax Tranders/Ing  andIng. sfersand
Eductiond Attainment Level Payments . Cods Cods Ind. Cods
<12o0r 12 NoH.S. Diploma 5,167 7,318 -2,151 0.706
H.S. Diploma/GED 8,685 3,342 5,343 2.599
Some College induding AA Degree 11,730 2,496 9,234 4.700
Bachdor Degree 17610 1,687 15923 10441
Master's or Higha Degree 22683 718 21965 31587
All 11608 3,064 8,544 3.789

TableE-11:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,
20042005Averages, PENNSYLVANIA

Cash and Taxes Ratio of
In-Kind Tranders  TaxedTran
Tax Tranderdindg andInd. sfersand
Eductiond Attainment Level Payments . Cods Cods Ind. Cods
<12or 12 NoH.S. Diploma 6,067 7512 -1,445 0.808
H.S. Diploma/GED 9,569 3,803 5,766 2516
Some College induding AA Degree 12327 2,559 9,768 4817
Bachdor Degree 17,769 1,024 16,745 17356
Master's or Higha Degree 29,056 1,361 27695 21352
All 13208 3,163 10,045 4176
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TableE-12:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,

20042005Averages, TEXAS

Cash and Taxes Ratio of
In-Kind Tranders Taxes/Tran
Tax TranderdIng andingd. sfersand
Eductiond Attainment Level Payments . Cods Cods Ind. Cods
<12or 12, NoH.S. Diploma 4,148 4,061 87 1.021
H.S. Diploma/GED 7,400 2,666 4,734 2.776
Some College induding AA Degree 10480 2,095 8,384 5.001
Bachdor Degree 17388 783 17,105 22837
Master's or Highe Degree 24930 1,549 23381 16094
All 10576 2,409 8,167 4391

TableE-13:
Estimates of Annual Net Fiscal Contributions of Adults (16-64) by Educational Attainment,

20042005Averages, VIRGINIA

Cash and Taxes Ratio of
In-Kind Tranders Taxed/Tran
Tax Tranders/Ing andInd. sfersand
Eductiond Attainment Level Payments . Cods Cods Ind. Cods
<12o0r 12 NoH.S. Diploma 5,720 5,358 361 1.067
H.S. Diploma/GED 9,867 2,339 7,528 4219
Some College induding AA Degree 13,725 2,217 11508 6.191
Bachdor Degree 21125 853 20272 24764
Master's or Higha Degree 30,125 1012 29113 29.768
All 14858 2217 12,640 6.701
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