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Structure of paper

This paper seeks to address four broad questions related to the District’s personal
income tax:

• What are the major structural characteristics of the District’s personal
income tax and those of its neighbors, and what are their empirical charac-
teristics?

• What has been happening to the population base on which personal taxes are
levied, and for whom are services provided? Can one ascribe the District’s
declining population to adverse tax policies or are other factors at work?

• Given the current status of the District’s personal income tax, what policy
options are available, especially to achieve the goals of revenue adequacy and
administrability? What are the implications of various types of conformity to
the federal individual income tax?

• What might be the dimensionality of a commuter tax in terms of base and rate?

To address these questions, the chapter is organized as follows: The beginning sec-
tions give an overview of state and local income taxes and their role in central city
finances as well as a history of the District’s personal income tax. These sections are
followed by: 1) an examination of the major components of the District’s personal
income tax in terms of structural and empirical characteristics, and 2) a comparison
of the District and its tax burdens to those of Maryland and Virginia.

The next several sections discuss the issue of in- and out-migration of District
taxpayers by examining:

• resident population and income of residents and nonresidents over the period
1969–1995 as measured by the Bureau of Economic Analysis;

• aggregate migration into and out of the District based on federal tax returns;
• migration into and out of the District through analysis of 1989 and 1995

District tax returns; and
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• the effect of changes in the District’s crime level on movements of taxpayers
by zip code.

The final sections examine policy options for the District’s personal income tax
by discussing:

• policy options that would enhance the revenue productivity and ease of
administration of the District’s individual income tax through simplification
and greater conformity with the Internal Revenue Code; and

• arguments for and against taxing commuters, empirical aspects of commuter
taxes, and possible rates, revenues, and administrative issues associated with a
commuter tax.

Unless otherwise noted, all tables and graphs reflect the author’s calculations
based on tax return data.

State personal income taxes

State taxation of personal income dates back to America’s colonial period, when
property and income taxes were combined in the form of “faculty taxes.”
Pennsylvania levied a 1 percent tax on salaries in 1840, and income taxes were
prominent in the North and South to finance the costs of the Civil War.1 

The first modern state personal income tax was adopted by Hawaii in 1901.
Wisconsin became the first continental state to adopt a personal income tax in
1911; it had a top marginal tax rate of 6 percent. By the close of that decade, eight
other states had adopted personal income taxes, and another six did so the follow-
ing decade.2 The Depression witnessed an additional 16 states adopting a personal
income tax.3 The District adopted its income tax in 1947, and Alaska adopted its in
1949. From 1961 through the mid-1970s, 11 additional states added personal
income taxes.4

Local income taxation and central city finance

The long-run decline in central city populations, especially older industrial cities, has
been well chronicled by demographers through analyses of census data. Of the 218
cities with populations over 100,000 in 1994, 67 lost population over the last quarter
century. While these cities overall accounted for 33.1 million of the 1970 population
of 203.3 million (16 percent), they accounted for only  27.4 million of the 1994 pop-
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ulation of 258.1 million (10.6 percent). The 5.3 million residents lost between 1970
and 1994 amounted to 15.9 percent of these cities’ total 1970 population.

As Figure I-1 shows, many of these cities lost more than 20 percent of their 1970
population. Some lost very large numbers between 1970 and 1994: New York, Chicago,
Philadelphia, and Detroit each lost more than 500,000 residents during this period.

The District is among 15 major cities that lost more than 15 percent of their
population between 1970 and 1994. Not only have its finances been headline news
over the past several years, but its population loss, decline in public services, and
crime have been especially troubling for all elected federal officials.

The assertion that central city population loss has been especially heavy for
middle- and upper-income households can be found throughout much of the
demographic and urban literature on central city decline. Attracting middle- and
upper-income residents and retaining residents is often argued to be a crucial ingre-
dient to rebuilding the tax base and civic life of these cities.5

History and importance of the District’s personal income tax

The District’s individual income tax dates back to 1939, although the broad-based
version was adopted in 1947. It has amounted to about 25 percent of the District’s

Large Cities Losing Population 1970–1994 
by Size of 1970 Population (in thousands)

1970 1994 Population Percent
City Population Population Loss Population Loss

New York, N.Y. 7,896 7,333 -563 -7%
Chicago, Ill. 3,369 2,732 -637 -19%
Philadelphia, Pa. 1,949 1,524 -425 -22%
Detroit, Mich. 1,514 992 -522 -35%
Baltimore, Md. 905 703 -202 -22%
Washington, D.C. 757 567 -190 -25%
Cleveland, Ohio 751 503 -248 -33%
Milwaukee, Wis. 717 617 -100 -14%
Boston, Mass. 641 548 -93 -15%

Source: U.S. Census Bureau.

Figure I-1
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annual own-source tax collections over the past decade. With regard to the District’s
neighboring states, Virginia’s state and local governments relied on the individual
income tax for 26 percent of the state’s tax revenues, while Maryland’s state and local
income taxes accounted for 38 percent of total Maryland state and local taxes.6

Nationally, state and local governments relied on the individual income tax for one
out of every five tax dollars raised.7 Thus, the District is above-average in its reliance
on the personal income tax to finance services to District residents, but in the region
relies less than its major competitor (Maryland). Figure I-2 compares 1993–1994
personal income tax burdens to those in 1975. While the District’s burden rose, it
was primarily due to personal income rising more slowly than taxes. The District’s
1993 personal income tax collections were 4.5 times that of 1975, but its personal
income in 1993 was only 3.4 times that of 1975. In Maryland, personal income tax
collections in 1993 were about 4.9 times that of 1975.8

In 1989, 310,000 District individual income taxpayers had a personal income
tax liability of $534.9 million, while in 1995, 251,000 taxpayers had a net personal
income tax liability of $556 million. The District’s decline in resident population
and decline in resident tax paying population and the resulting sluggish growth in
revenues will be a constant focus of the research reported below.

Public finance principles and personal income taxation

State and local governments have generally been enabled to employ a broad arsenal of
revenue instruments to finance state and local services. The U.S. Constitution imposes
few impediments to their use of property, sales, gross receipts, excise, franchise, and
income taxes. Tax systems have multiple and sometimes conflicting objectives to: 

Individual Income Taxes as Percent of Personal Income

1975 Tax Burden 1993 Tax Burden

District of Columbia 2.9% 3.8%
Maryland 4.1% 4.1%
Virginia 2.9% 2.7%
Average, U.S. 1.9% 2.4%

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

Figure I-2



C H A P T E R I IN D I V I D U A L IN C O M E TA X Straus s

319

• finance the budget for needed public services;
• achieve agreed-upon equity objectives;
• interfere as little as possible with private household and business choices

through the imposition of taxes; and
• apply taxes in a certain and transparent fashion so that frequent rate changes

are not needed, and compliance and administration are inexpensive.

Therefore, the question arises as to how a small geographic area such as the
District should employ a tax as visible as a personal income tax.

When raising public revenues to finance public services, there is merit in deter-
mining at the outset if the service is general or narrow in impact. If the latter is
true, then a case can be made for supporting its budgetary cost through benefit-
related taxes or even fees. At the local level, resident use of police and fire services
may be measured by the value each resident derives from the protection of his or
her real estate. A local property tax applied at a proportional rate can be viewed as a
benefit tax. Other services, such as public education or health, are provided to
achieve distributional objectives. Here, one typically favors financing such activities
through ability-to-pay taxes such as income or broad-based consumption taxes.
When the geographic area of a government is small, one typically expects a govern-
ment which covers a larger geographic area to assist in financing income redistribu-
tion activities. Otherwise, one asks poor areas of a state to finance their contribu-
tions to income maintenance and the provision of services which are income redis-
tribution in kind. As the District has no higher level of government other than the
federal government to look for assistance in financing services, there is likely to be a
constant tension between the service needs of the community, and the willingness
of its residents to finance it.9

Unlike most states, the finances of the District are impacted by two other
important phenomena:

• The presence of significant federal, tax-exempt property makes relying on
local benefit taxation to finance property-related services (e.g., fire, police,
housing inspection, zoning, etc.) more difficult.

• The presence of large numbers of commuters who use significant amounts
of municipal (but not education) services. While 724,412 individuals
worked in the District in 1990, only 236,734 were both District residents
and worked in the District.10 Another 67,694 District residents worked out-
side the District in 1990. The ratio of nonresident workers to resident work-
ers was 2:1 in 1990 and was among the highest of any major city in the
United States. Almost half a million people commuted into the District in
1990 to work.
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While the District is not enabled, as a condition of its Home Rule Act of 1971, to
impose a personal income tax on commuters, the renegotiation of the federal pay-
ment and reshuffling of financing and service responsibilities which occurred in
1997 make the analysis of a commuter tax of some interest to those seeking to
reform the District’s tax system.

Structural features of the District’s individual income tax 

The District of Columbia is one of 37 states to impose an individual income tax
based initially on an income concept derived from the Internal Revenue Code (IRC),
which governs the federal income tax. Of the states with an individual income tax,
only five are uncoupled from the IRC.11 The District individual income tax follows
25 others in beginning its definition of income subject to tax by reference to federal
Adjusted Gross Income (AGI). Five states begin with federal taxable income, and
three (North Dakota, Rhode Island, and Vermont) base their individual income tax
on federal liability.12

Over the last 30 years, changes in tax rates and brackets have been enacted. In 1965,
the top marginal tax rate was 5 percent of taxable income in excess of $25,000; this was
increased to 11 percent in 1976. The top marginal rate was lowered to 10 percent for
tax year 1987, and 9.5 percent for tax year 1988. In 1970, the District conformed its
taxation of capital gains to the federal definition, and in 1975, conformed personal
exemption and child care deductions.13 Since 1988, the tax rate has been 6 percent for
taxable incomes under $10,000, 8 percent for taxable incomes of $10,000–$20,000,
and 9.5 percent for taxable incomes in excess of $20,000 of taxable income.

Over time the value of the personal exemption has been increased: $885 for tax year
1987, $1,025 for tax year 1988, $1,160 for tax year 1989, $1,270 for tax year 1990,
and $1,370 for tax year 1991 to the present.14

DETERMINING PLACE OF RESIDENCE

A key element of the taxation of household income is the determination of whether or
not the income is subject to a jurisdiction’s authority to tax, and whether or not taxes
imposed at the place of work are recognized, through credit or deduction, at the place
of residence. Given the generally high level of mobility of individuals and households,
the determination of residence has significant implications for both revenue and
administration of the District’s personal income tax.15

Four concepts of “resident” may be found among state personal income taxes: 

• domiciled in the state
• presence in the state for other than a temporary or transitory purpose
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• presence in the state for a specified period of time, measured in months or days
• maintenance of a permanent place of abode in the state16

Evidence of being domiciled often includes registering a motor vehicle in the
state, maintaining bank accounts in the state, obtaining a driver’s license in the
state, and voting in the state.

The District taxes a resident’s income, but cannot, under Paul S. Davis v. District
of Columbia, tax income earned outside of the District of an individual prior to his
or her becoming a resident. For the District’s personal income tax purposes, a resi-
dent is defined as one who either:

• is domiciled at any time in the District during the taxable year; or 
• maintains a place of abode within the District for an aggregate of 183 days or

more. Temporary absences from a D.C. residence for vacations, hospitalization,
or business trips are deemed to be periods of D.C. residency under case law.

The District also taxes nonresidents’ income earned in the District from unincor-
porated business sources at a rate of 9.5 percent plus a surcharge of 2.5 percent for
an effective rate of 9.975 percent, the same as the corporate tax rate, less a $5,000
exemption. Nonresident personal service income, where capital is not a material
income-producing factor, is exempted from the nonresident tax.17 Thus, nonresident
income earned by the legal profession is exempt, but partnership income earned
from the rental of apartment buildings owned by nonresident partners is taxable.

The District individual income tax form instructions add an obligation to file a
return if:

• “Your permanent residence was in the District for part of or the full taxable year”;
• “You lived in the District for 183 days or more during the taxable year, even

though your permanent residence was outside the District”;
• “You were a member of the armed forces and your home of record was the

District for part of or the full taxable year”;
• “You are a spouse of an exempt military person or of any other exempt per-

son such as a nonresident presidential appointee.”

Members of Congress who maintain a place of abode in the District in relation
to their attending sessions are not taxable, nor are such officials as Supreme Court
justices. In addition, foreign embassy personnel are generally exempt from District
individual income taxation.

Disputes over District residency rules have been prominent for a long period of
time, and there is significant case law dealing with the precise nature of having a
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District domicile in comparison to that of another state of residence, the determi-
nation of intent to return to another place of domicile, and the domiciliary treat-
ment of Foreign Service officers and others appointed by the president to positions
in the executive branch of government. 

Disputes have arisen in Maryland and Virginia over whether their tax statutes allow
their residents to take credits for District taxes paid against their Maryland and Virginia
resident income tax liability. While the Maryland statute permits residents a credit for
“income tax” paid to “another State upon such part of his net income,” the Maryland
Supreme Court in 1957 denied a credit paid for the District’s tax on unincorporated
business because the tax was determined by the court to be a privilege tax rather than an
income tax. The Virginia Supreme Court reached the opposite conclusion about the
nature of the unincorporated business income tax, and allowed its residents a credit
against the Virginia individual income tax on the same set of facts in 1990.18

Recently, the Virginia tax department’s denial of a Virginia resident’s claim for a
credit for the District’s nonresident income tax on unincorporated business income
paid was upheld, because the District’s nonresident income tax was found by the
Virginia Supreme Court to be a commuter tax in violation of the District of
Columbia Home Rule Act.19 Virginia currently provides a credit only for other states’
taxes which are legal and authorized under other states’ laws.

FILING STATUS

The District’s personal income tax recognizes five major filing categories.

• Single — unmarried individuals living alone, or married individuals who are
not living with their spouse on the last day of the year.

• Head of Household — follows the federal definition in the Internal Revenue
Code, e.g., an unmarried individual with a son, daughter, descendent of
either, or stepchild.

• Married Filing Jointly — for District tax purposes, couples must file a
Married Filing Jointly return or a Married Filing Combined Separate return if
they are required to file federally as Married Filing Jointly to get federal tax
benefits (i.e., the federal earned income tax credit).

• Married Filing Separately — married persons if the gross income of each
exceeds the sum of his/her personal exemptions.

• Married Filing Combined Separate — allows each spouse to be treated in
effect as a single taxpayer with dependents. They agree to share the number of
dependents and deductions in a mutually agreeable manner, and file on one
return, filling in Column A and Column B of D.C. Tax Form D-40. There is
no federal counterpart to this. Note that Maryland (but not Virginia) accords
married taxpayers this filing alternative.
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TRENDS IN NUMBERS OF DISTRICT TA X FILERS

The number of District individual income tax filers has dropped over time. Figure I-3
displays the number of individual income tax filers by AGI class and type of filing unit
for 1989 and 1995. Note that the AGI classification is based on the sum of each per-
son’s federal adjusted gross income shown on Line 1 of the D-40 and is as close an
approximation to household economic income as is possible.

Several things are immediately evident from an inspection of this table. First, the
number of tax returns dropped overall by 20 percent during this six-year period.20

Second, the fall occurred in returns with AGI of less than $45,000; there was some
growth in the highest brackets overall. Note that the number of taxpayers in the
$100,000–$500,000 income class grew by 30 percent. Second, while there was
modest overall growth in the number of tax filers in the AGI classes above $45,000,
this was not the case for Married Filing Combined Separate; their numbers
dropped in all brackets except the $100,000–$500,000 AGI class. Overall, this
group of taxpayers showed the largest percentage reduction overall among all filers,
falling by 31 percent.

The results for 1995 of matching District taxpayers to their federal tax returns
are as follows: Overall, there were 246,399 returns which could be matched by
social security number.21 There were 46,190 District tax filers who did not file fed-
eral tax returns; this likely reflects the fact that the income level at which District
income tax is owed is well below the federal level. Thus, 29,432 single taxpayers
filed for District tax purposes but not for federal tax purposes.

The relationship between District and federal filing status is generally quite
strong. The largest exception is among those who file Married Filing Jointly for
federal purposes. Of the 34,995 District filers in this category, 18,310 filed District
returns in the same status and 15,921 filed Married Filing Combined Separate.

Figure I-4 displays the amount of District tax paid by different filing units in
1995 scaled in thousands of dollars. Single taxpayers were the largest filing group in
1995: Overall they paid $246.4 million out of the $556 million in 1995 District
tax liability shown on District returns. This was 44 percent of total tax liability
although singles were 54.9 percent of total 1995 District tax filers. 

The next largest group in terms of tax liability in 1995 was Married Filing
Combined Separate; these filers had $149.2 million in 1995 liability or 26.8 per-
cent of the total; however, such taxpayers numbered only 19,693 or 8 percent of
total District tax return filers. Also, note that $32 million of District Married Filing
Combined Separate liability was attributable to those for whom no federal returns
could be matched. 

The third most important filing status in terms of tax liability was Married
Filing Jointly; their tax liability was 15.1 percent of the total, while they constituted
7.7 percent of tax returns filed for District tax purposes. The Head of Household
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filers were 22.7 percent of total returns but only 9.9 percent of tax liability. Single
parents evidently have significantly lower taxable income than couples filing joint
or combined separate returns.

INCOME

Derivation of taxable income for District tax laws begins with federal adjusted
gross income. The District tax instructions indicate that the taxpayer must first
complete his federal return before completing the District of Columbia tax return.
District taxpayers may use all adjustments provided under the federal income tax,
although there are a series of add-backs as well.22 Excluded from District gross
income are: 1) interest and dividend income on federal obligations or U.S. securi-
ties that are includable in federal gross income; 2) interest on District obligations
and other state and local bonds; 3) state and local tax refunds includable in federal
taxable income; 4) income received during nonresidence; 5) social security and Tier
1 railroad retirement income; 6) interest and dividend income reported on federal
form 8814; 7) pension and annuity income; and 8) amounts previously taxed as
unincorporated business tax.

The total value of these subtractions is substantial. In tax year 1995, District tax-
payers reported on their District tax returns $10.191 billion in federal adjusted
gross income, additions of $23.6 million, and subtractions of $1.015 billion;
District adjusted gross income in 1995 was $9.179 billion.23 For those District tax
returns for which federal tax returns could be matched, District federal AGI was
98.7 percent of AGI on the IRS transactions file.24

Personal exemption, deductions, tax rates 
The District’s adjusted gross income is reduced to taxable income by reductions
for the larger of the standard or itemized deductions, and personal exemptions. A
standard deduction of $2,000 is available for Single, Head of Household, and
Married Filing Jointly filers, and $1,000 each for Married Filing Separately or
Married Filing Combined Separate. Alternatively, the taxpayer may take itemized
deductions shown on their federal return (Schedule A) with add-backs for deduc-
tions taken during periods of nonresidence, and deductions for District taxes. As
noted earlier, the District’s income tax has three income brackets, and three mar-
ginal tax rates (Figure I-5).

Additional personal exemptions are accorded for those over age 65 and blind.
Figure I-6 compares the tax entry points for the federal income tax and state income
taxes for the District, Maryland, and Virginia to the federal poverty level for house-
holds of size one to nine for 1995. The District, Maryland, and Virginia each has gross
tax entry points at below one-half of the federal poverty line. It is evident that the fed-
eral income tax generally does not tax persons or households below the poverty line.
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For a District couple of three (husband, wife, and one child) with earnings at the
poverty threshold of $12,267, the couple’s taxable income would be $6,157 ($12,267
minus the standard deduction of $2,000, minus $4,110 for the three exemptions (3 x
$1,370)). Gross tax due would be $369 (.06 x taxable income of $5,157); however,
the Low Income Credit for 1996 for this family (joint return with three exemptions)
is $494 and thus eliminates taxation of the family at the poverty line. If the husband
worked full-time to earn the $12,267, he would be subject to District withholding
and have to file a return to obtain the refund due to the Low Income Credit.25

Maryland alleviates the potential problem of taxing low-wage workers below the
poverty line in two ways. First, Maryland has a $11,800 minimum federal AGI fil-
ing requirement for joint returns, ($6,550 for Single returns, and $8,450 for Head
of Household). Second, the Maryland personal income tax does not tax incomes
that are less than the poverty line (the so-called poverty income deduction). For the
above family of three in 1996, earnings below the poverty income level of $12,980
are subtracted from federal adjusted gross income before the standard deduction
and exemptions are deducted from federal AGI. Thus, in Maryland the family of
three would be tax-free since income reduced by earnings would be further reduced
by the standard deduction and the value of personal exemptions. Finally, since the
local county income tax is a percentage of the state (60 percent in Montgomery
and Prince George’s counties), the household would not pay a local income tax.

Virginia partially addresses the problem of taxing households with income at or
below the poverty line through a rate schedule with four brackets: 1) 2 percent for tax-
able incomes under $3,000; 2) 3 percent for taxable incomes of $3,000–$5,000; 3) 5
percent for taxable incomes of $5,000–$17,000; and 4) 5.75 percent for incomes in
excess of $17,000. Thus, for a family of three (husband, wife, one child) in Virginia
earning the poverty line of $12,267, the first $7,400 of earnings is tax-free (adjusted
gross income is reduced by the $5,000 standard deduction plus the exemptions of
$2,400 (3 x $800)). The taxable income of $4,867 is subject to a tax of $116.01 (2
percent of the first $3,000 or $60 plus 3 percent of the remaining $1,867 or $56.01).

D.C. Income Tax Rate Schedule, Form D-40

Taxable Income Tax Rate 

Less than $10,000 6% of Taxable Income 
$10,000–$20,000 $600 + 8% of excess over $10,000 
More than $20,000 $1,400 + 9.5% of excess over $20,000 

Figure I-5
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Credits against the income tax
As already noted, D.C. tax law accords low-income earners a Low Income Tax
Credit. The District provides four types of tax credits.

• Individual income taxes required and actually paid to other jurisdictions. In
1995, 3,945 D.C. taxpayers took an average credit of $3,626 for income
taxes paid to other jurisdictions; the total value of the credit (revenue cost) in
1995 was $14.3 million.

• A child and dependent care credit equal to 32 percent of the federal credit. In
1995, 15,337 D.C. taxpayers took an average child care credit of $190, and
the preponderance (72 percent) were taken by Head of Household filers; the
total value of the credit (revenue cost) in 1995 was $2.9 million.

• The low-income credit. In 1995, 11,099 D.C. taxpayers took an average low-
income credit of $276; the total value of the credit (revenue cost) in 1995
was $3.1 million.

• A property tax credit available to homeowners and renters living in taxable
real estate with gross income less than $20,000.26 In 1995, 18,249 D.C. tax-
payers took an average property tax credit of $370; the total value of the cred-
it (revenue cost) in 1995 was $6.8 million. 

PROGRESSIVITY OF DISTRICT INCOME TA XES: 1989 COMPARED TO 1995
While the primary purpose of any revenue source is to finance needed public ser-
vices, the individual income tax also is used by many jurisdictions to achieve distribu-
tional objectives. Tax progression is usually defined to mean that the rate of taxation
should rise with ability to pay. While there are a variety of ways to measure progres-
sion, perhaps the most intuitive is to examine across income classes the ratio of net
taxes to as broad a measure of income as possible. This study measures ability to pay
using federal adjusted gross income as reported to the District. Figure I-7 shows the
number of taxpayers for 1989 and 1995 and three representative taxpayers in each
income interval. For example, in the fourth income interval ($10,000–$15,000),
there were 26,805 District taxpayers (aggregated to one filing unit). The third and
fourth columns display the effective tax rate of the 25th percentile of the distribution
of all 26,805 taxpayers, ordered from lowest to highest effective tax rate. That tax
return showed an effective tax rate of 1.6 percent in 1995, and 2.3 percent in 1989. 

In 1995, there were 364 taxpayers with federal adjusted gross income of
$500,000 or more and effective tax rates of less than 5 percent. Inspection of this
high-income, low effective-tax-rate group indicates that some of the taxpayers were
in the District less than a year, and many had very large aggregate subtractions and
itemized deductions. Unfortunately, the District does not enter the underlying
detail of subtractions and itemized deductions into its tax database, so it is not pos-



TA X I N G SI M P L Y,  TA X I N G FA I R L Y

330

D
.C

. E
ff

ec
ti

ve
 P

er
so

n
a

l I
n

co
m

e 
Ta

x 
R

a
te

s
19

8
9

 a
n

d
 19

9
5

 F
ed

er
a

l A
G

I C
la

ss

N
um

be
r

of
 T

ax
pa

ye
rs

25
th

 P
er

ce
nt

ile
M

ed
ia

n
75

th
 P

er
ce

nt
ile

A
G

I 
C

la
ss

 
19

89
 

19
95

 
19

89
 

19
95

 
19

89
 

19
95

 
19

89
 

19
95

 

$0
–1

,5
00

6,
22

8
4,

00
9

0.
0%

0.
0%

0.
0%

0.
0%

0.
0%

0.
0%

1,
50

0–
5,

00
0

23
,3

29
14

,5
38

0.
0

0.
0

0.
0

0.
0

0.
5

0.
8

5,
00

0–
10

,0
00

35
,8

92
23

,7
57

0.
3

0.
0

2.
5

1.
4

3.
4

3.
4

10
,0

00
–1

5,
00

0
39

,3
01

26
,8

05
2.

3
1.

6
3.

5
3.

0
4.

4
4.

2
15

,0
00

–2
0,

00
0

41
,7

92
27

,0
19

3.
1

2.
7

4.
3

3.
8

5.
3

5.
1

20
,0

00
–2

5,
00

0
34

,9
09

25
,9

87
3.

9
3.

3
5.

0
4.

6
5.

9
5.

8
25

,0
00

–3
5,

00
0

43
,5

94
38

,3
60

4.
3

3.
9

5.
6

5.
4

6.
5

6.
5

35
,0

00
–4

5,
00

0
24

,9
74

23
,3

76
4.

6
4.

4
6.

0
6.

0
7.

0
7.

2
45

,0
00

–5
5,

00
0

14
,6

30
14

,9
29

4.
8

4.
7

6.
1

6.
2

7.
0

7.
4

55
,0

00
–6

5,
00

0
9,

59
8

9,
92

2
5.

0
5.

1
6.

2
6.

4
7.

1
7.

4
65

,0
00

–7
5,

00
0

6,
64

0
7,

19
0

5.
2

5.
2

6.
3

6.
5

7.
2

7.
5

75
,0

00
–1

00
,0

00
9,

14
3

10
,7

01
5.

4
5.

6
6.

5
6.

7
7.

3
7.

6
10

0,
00

0–
50

0,
00

0
11

,6
36

15
,2

04
5.

7
6.

0
6.

9
7.

2
7.

7
7.

9
50

0,
00

0+
90

0
1,

04
0

3.
0

3.
3

7.
4

7.
3

8.
4

8.
5

T
ot

al
30

2,
56

6
24

2,
83

7

So
ur

ce
: A

ut
ho

r’
s 

ca
lc

ul
at

io
ns

 b
as

ed
 o

n 
D

.C
. t

ax
 d

at
a 

fil
es

.

Fi
g

u
re

 I-
7



C H A P T E R I IN D I V I D U A L IN C O M E TA X Straus s

331

sible to ascertain the economic reality of the reductions in taxable income without
examining individual returns.

The opportunity to deduct District taxes from the federal individual income
taxes softens the impact of the District tax. Since federal marginal tax rates rise with
income, it follows that federal deductibility is more valuable to higher-income tax-
payers. It also follows that federal deductibility makes the overall impact of the
District income tax less progressive.27

Figure I-8 shows the pattern of the District’s effective tax rates for taxpayers who
itemized in 1995 and for whom federal income tax information was matched. The
marginal federal tax rate is approximated by the ratio of federal income taxes to fed-
eral adjusted gross income. Columns to the right show the effective tax rate with and
without federal offset. For example, the $35,000–$45,000 income interval has
9,593 taxpayers. The first quartile effective tax rate is 3.8 percent, but after federal
offset it is 3.5 percent. Moving across we note that the median District federal effec-
tive tax rate with federal offset is lower than the rate that does not take federal
deductibility into account. (One can also note, by comparing Figure I-7 and Figure
I-8, that itemizers in 1995 often had lower effective tax rates than all taxpayers.)28

COMPARISON OF TA X BURDENS WITH MARYL AND AND VIRGINIA

Each year the Office of Tax and Revenue publishes a comparison of tax rates and bur-
dens across all major revenue sources with the major neighboring Maryland and
Virginia counties.29 The methodology of the analysis is to construct four hypothetical
couples at incomes of $25,000, $50,000, $75,000, and $100,000. The composition
of income between husband and wife, the nature of their transportation methods,
and housing choices are chosen to represent realistic demographic groups. Figure I-9
displays the analysis using 1996 tax law. The top panel shows the estimated personal
income tax burdens in dollars, and the bottom panel restates the District’s personal
income tax burden as a percentage of the suburban personal income tax burdens. For
households with $25,000 in income, the District’s personal income tax burden is 126
percent of the personal income tax burden in Montgomery and Prince George’s
counties, and 189 percent of the personal income tax burden in various Virginia
counties. The high relative tax burdens reappear for the $100,000 couples. According
to the analysis, District tax burdens are reasonably competitive with suburban
Maryland for incomes in the $50,000 and $75,000 levels.

The economic and demographic situation 

CENSUS DATA ON RESIDENT POPUL ATION: 1969–1994
As is well known, the resident population of the District has declined for a long
period of time. The District’s 1994 population was 75 percent of its 1969 level.
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A way to examine demographic trends is to examine the number of federal tax
returns filed annually in the District, and those filed in neighboring states (Maryland
and Virginia). The residence concept is the mailing address of the federal individual
income taxpayer, and while the address may reflect the location of an accountant or
tax attorney, over time the numbers are indicative of broad trends. Figure I-10 indi-
cates that, overall, Maryland and Virginia experienced small increases in the number
of federal tax returns filed from 1990 to 1995 (increases of under 5 percent) while the
District’s 1995 count of federal tax returns was about 86 percent of its 1990 level.

EMPLOYMENT AND SECURITY ADMINISTRATION TABUL ATIONS OF WAGES

Place of work
While resident population and federal tax returns show that the District is experi-
encing a consistent decline in residents and taxpayers, total wages paid in the

Personal Income Tax Burden in 1996
D.C. and Neighboring Jurisdictions

Taxes $25,000 $50,000 $75,000 $100,000 

District of Columbia $1,096 $2,695 $4,723 $6,842 
Montgomery County 870 2,890 4,674 6,470 
Prince George’s County 870 2,870 4,642 6,434 
City of Alexandria 580 1,796 2,997 4,269 
Arlington County 580 1,808 3,014 4,292 
Fairfax County 580 1,792 2,990 4,460 

D.C. Personal Income Tax 
Burden as Percent of $25,000 $50,000 $75,000 $100,000

District of Columbia 100.0% 100.0% 100.0% 100.0%
Montgomery County 126.0% 93.3% 101.0% 105.7%
Prince George’s County 126.0% 93.9% 101.7% 106.3%
City of Alexandria 189.0% 150.1% 157.6% 160.3%
Arlington County 189.0% 149.1% 156.7% 159.4%
Fairfax County 189.0% 150.4% 158.0% 153.4%

Source: D.C. Office of Tax and Revenue.

Figure I-9
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District — or measured by the place of work of the employee receiving the wages
— have been rising steadily. The Bureau of Economic Analysis (BEA) estimates that
from 1969 to 1994, total wages paid in the District grew from about $5 billion to
about $27 billion. Figure I-11 displays the ratio of the BEA estimate of resident
earnings (wages, salaries, and self-employment earnings, but not including capital
income such as rent, royalties, and dividends and interest) to that of the total
earned in the District. District residents’ share of those earnings from employment
fell from about 46 percent in 1969 to about 36 percent in 1995. 

While the District experienced growth in earnings by place of work, it did not
do as well as any of its suburban neighbors. If capital income is added to the above
earnings concept, we see that the economic position of the suburbs grew far faster
on an absolute basis (Figure I-12) than did their population. The Fairfax suburban
area’s 1994 resident wage and capital income was better than 1,200 percent of the
1969 level, while the District’s resident wage and capital income level was slightly
over 400 percent of its 1969 level.

Figure I-10

Trend in Relative Growth of Numbers of 
D.C., Md., and Va. Federal Returns

1990 = 100%	 
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Place of residence
Figure I-13 shows the composition of the District’s resident income base, again
using BEA concepts, and it is evident that capital income has become somewhat
more important and net earnings somewhat less important. Transfers (social
security, AFDC, Medicaid, food stamps, public assistance, etc.) are shown as a
percentage of nontransfer income, and they have grown from 15 percent to
about 28 percent. In one sense this suggests a combination of greater generosity
in transfer payments as well as a greater tax burden on the nonpoor and the fed-
eral government to finance these transfers. Resident wage earners are also being
asked to help finance larger and larger service demands by nonresident workers
(commuters).

In terms of the starting point of calculating District taxable income, the District’s per-
sonal income tax base, as reflected on federal tax returns, has been stuck at the $10 bil-
lion–$10.5 billion level for the past seven years. Figure I-14 shows the total amount of
AGI in Virginia and Maryland returns compared to the District, with 1990 set at 100
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percent. While the District’s total AGI rose less than 5 percent in the 1990–1995 period,
Maryland’s total AGI grew by almost 20 percent, and Virginia’s AGI grew by 25 percent.

EMPLOYMENT AND WAGES OF DISTRICT RESIDENT AND

NONRESIDENT WORKERS: 1980–1990
In 1990, 724,412 individuals were employed in the District, or 11.8 percent more than the
650,137 employed in 1980, and 43 percent more than the 504,611 employed in 1970. As
noted above, this employment growth contrasts markedly with the resident population
decline of the District. In 1980, the federal government was the single largest employ-
er of District residents; however, in 1990, the service industry was the single largest
industry employing District residents. During that decade, federal employment of
District residents dropped 32 percent (Figure I-15). Overall, federal employment in
the District was 212,000 in 1982 and 1990, but fell to 204,000 in 1994, and to


Sum of Estimated Earnings and Capital Income

D.C. Metropolitan Area


Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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189,000 in 1998. Federal employment in D.C. of Montgomery County residents
actually grew, but federal employment in the District fell among Prince George’s
County residents. Not only did service industry employment grow strongly for
District residents (20 percent across the decade), it grew by 49 percent for Prince
George’s County residents, and 59 percent for Montgomery County residents.

District residents have generally held lower-paying federal jobs in the District than
their commuting counterparts; this was also true in the service industry in both 1980
and 1990.

DISTRIBUTION OF FEDERAL AGI OVER TIME: 1989–1995
While the District’s aggregate federal AGI has been stagnant, which implies stagnant
District individual income tax revenues to the extent the two bases move together, an


Composition of D.C. Resident Income Base
Percent Share of Net Earnings Plus Capital Income



Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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examination of the composition of the District’s federal income tax base shows that
the number of returns in the $0–$50,000 AGI classes has declined substantially, while
the number of returns in the $50,000 or above AGI brackets has grown (Figure I-16).
The amount of AGI attributable to the two lowest income classes has also fallen.

If we compare the number of returns in the lower AGI groupings in the District
to those of Maryland and Virginia, we see that the number of the District’s federal
returns fell more dramatically than those of Maryland and Virginia. Also, the num-
ber of returns in the $50,000 and above classes grew more slowly in the District
than those in Maryland or Virginia (Figures I-17, I-18, and I-19).

Migration into and out of the District of Columbia: 
Evidence from federal tax returns 

As demographers are aware, change in an area’s population is the net effect of natur-
al increase, or in-migration, as well as out-migration. Each year the IRS’ Statistics of
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Income Division analyzes the location of federal taxpayers in terms of their prior
year’s mailing address, and compares the number of returns to the prior year.
Also, this data permits the identification of the origin and destination, in terms
of state and county, of such movers.30

Figure I-20 shows that by the mid-1980s, the number of federal taxpayers mov-
ing out of the District grew dramatically — from about 21,000 to about 28,000 per
year. At the same time, the number of federal taxpayers moving into the District fell

Resident Employment Levels and Wages
Major D.C. Industries, 1980 and 1990

Area of Residence 1980 Jobs 1990 Jobs 1980 Wages 1990 Wages

Service Industry

District of Columbia 68,207 81,921 $12,262 $26,731 
Prince George’s County 24,539 36,567 12,889 24,967 
Montgomery County 22,877 36,399 21,195 45,044 
Fairfax County 17,772 26,683 20,288 42,797 
Arlington County 12,804 16,183 14,500 34,204 
City of Alexandria 6,480 8,285 16,129 40,575 

Federal Civilian Government

District of Columbia 70,775 48,342 $17,139 $30,355 
Montgomery County 25,830 27,284 27,173 44,259 
Prince George’s County 51,336 49,394 17,332 30,106 
Fairfax County 39,629 39,899 26,192 45,185 
Arlington County 15,523 14,112 22,264 40,294 
City of Alexandria 10,689 8,592 21,109 38,804 
Prince William/Manassas 5,548 7,069 22,263 40,086 

State and Local Government

District of Columbia 25,492 29,643 $14,204 $25,957 
Prince George’s County 14,596 17,613 18,037 30,624 
Montgomery County 4,314 4,350 20,211 36,273 
Arlington County 1,277 1,009 17,644 33,307 

Source: U.S. Census Bureau.
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off from a high of 24,500 in 1980–1981 to less than 21,000 in 1990–1991 and
slightly more than 20,000 in 1995–1996. The difference between these two lines is
the net out-migration.

Singles and couples have moved in, and larger households have moved out
(Figure I-21). Since 1985–1986, the number of exemptions per return by filers
moving into the District has fallen to around 1.4–1.5 exemptions per return, while
the number of exemptions per return of out-migrants has risen to as high as 1.75
and closed at 1.7 in 1995.

These large flows into and out of the District have personal income tax adminis-
tration implications. With about 26,000 federal tax returns departing with 1.7
exemptions per return, there are about 44,200 annual out-migrants. If we add to
this number the 28,000 in-migrants (computed by multiplying the 20,000 returns
by the average 1.4 exemptions per return), 72,200 out of 550,500 residents move
in or move out each year. The gross turnover rate of 13 percent is well above the
U.S. average of the population changing counties each year.
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Figure I-22 displays the net of total exemptions on returns migrating in and
migrating out. Since 1985–1986 the flow has been a net out-migration. It has been
stable in the 1990s at about 15,000 per year. On a five-year basis that means that,
on net, 75,000 persons reflected on federal tax returns have left the District.

Interestingly, if we examine the AGI per tax return of migrants, we see that out-
migrants have slightly higher average AGI than in-migrants. The difference in
1995–1996 was on the order of $5,000 (Figure I-23).

O R I G I N S A N D D E S T I N AT I O N S O F M I G R A N T S

The same federal tax return information from the IRS allows a more detailed geo-
graphic identification of the origin and destination of migrants. Focusing just on
the number of returns, we see that Prince George’s County historically has been
the largest source of people moving into the District, on the order of
3,500–4,000 annually in the past five years, while Montgomery County lost
about 2,000 movers annually into the District each year. Movement from subur-
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ban Virginia into the District was on the order of 1,000 per year (Figures I-24
and I-25).

For the last eight years, the District has lost annually about 7,000 federal tax fil-
ers to Prince George’s County, and 3,000–4,000 to Montgomery County.
Migration from the District to suburban Virginia was no more than 2,000 per year
to Arlington County (which has been rising), and about 1,600 per year to Fairfax
County. This implies that the substantial population growth in Fairfax County is
not due to the District’s out-migration but to other factors such as Fairfax County’s
gain in residents from outside the region (Figures I-26 and I-27).

Movers and stayers: evidence from District tax returns

Another way to examine the issue of the stability of the District’s economy and its
tax base is to examine the same taxpayers over time. As a consequence of having
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access to two years of District tax return data (1989 and 1995), it is possible to focus
more completely on the nature of District in- and out-migration, and in particular
the areas which seem to have experienced the greatest turnover in District taxpayers.

In 1989, approximately 310,000 District tax returns were filed, and in 1995,
approximately 251,000 returns were filed. Figure I-28 compares the characteristics
of movers and stayers. 

An examination of the net taxable incomes of stayers vs. movers into the District
in 1995 shows that the stayers generally tend to have higher income. The median
net taxable income of singles present in 1989 and 1995 was $20,585 compared to
$13,158 of those moving into the District.31 This pattern is true across all filing
types. Note also that the mean incomes are considerably greater than the medians,
indicating that there are some very high-income filers (Figure I-29).

TA XES NOT PAID DUE TO OUT-MIGR ATION

The out-migration of significant numbers of District residents over time undoubted-
ly has affected the revenue base of the District. The data from federal tax returns col-
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lected by the IRS indicates that, on average, out-migrants from the District had
higher income than in-migrants, and that about 5,000 per year, on net, have been
leaving. Given that the average AGI of those leaving has been about $34,000, the
question arises of how much revenue has been lost from this net migration. The
average tax payment attributable to taxpayers in the $25,000–$35,000 bracket is
roughly $2,000, with about 5,000 net returns leaving with an average AGI of
$34,000 (Figure I-30). We can make a first estimate of the revenue loss per year of
the net out-migration: 5,000 taxpayers x $2,000 average taxes/taxpayer =
$10,000,000 revenue lost.

A second approach to estimating the amount of revenues foregone due to the net
out-migration of District residents is to examine the distribution of income of taxpay-
ers in 1989 and 1995. The analysis is confined to taxpayers in 1989 and 1995
who had positive District taxes. Figure I-30 displays the distribution of taxpayers
by federal AGI and compares the number of taxpayers in 1995 to the number of
taxpayers in 1989 by federal AGI class. Overall, there was a decline of 60,523 tax-
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payers, with the decline occurring in the federal AGI classes from $1,500 to
$45,000. Had these 60,523 taxpayers remained and paid taxes comparable to
those with the same average AGI in 1995, the District would have collected an
additional $39,113,889 in revenue. This compares to actual liabilities in 1995 of
$556 million or 7 percent. 

Note that this analysis assumes that the decline in tax returns by income class is
due to out-migration; “departures” simply indicates that there were fewer returns in
the income class in 1995 as compared to 1989. The number of tax returns grew in
the higher brackets, especially the $100,000–$500,000 income class. This change
could be due to in-migration as well as to better earnings for those who remained;
their higher 1995 income put them in a higher income class in 1995 than in 1989.

MOVING AND STAYING WITHIN THE DISTRICT: A ZIP CODE ANALYSIS

This study analyzes movement within the District by examining tax filers who were
present in 1989 and not present in 1995 (deemed to be out-migrants) and tax filers
present in 1995 but not present in 1989 (deemed to be in-migrants). By taking the
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ratio of those leaving by zip code to the total number of 1989 returns by zip code,
and the ratio of those coming into the District by zip code compared to the num-
ber of returns by zip code in 1989, we can get some idea of the spatial variability in
migration patterns (Figure I-31). 

EFFECT OF CRIME ON MOVING AND STAYING IN THE DISTRICT

A question arises about what might be the cause of the extreme variability observed in
Figure I-31. The study of household location decisions typically focuses on housing
demand, educational services, proximity to work and shopping, crime, and the price
of foregone private consumption imposed by taxation. Recently, Nechyba and Strauss
(1997) showed that location decisions, holding constant housing demand, and prox-
imity to work and shopping, were quite sensitive to educational service quality as
well as the level of crime in neighboring municipalities around Trenton, N.J. With
regard to educational services, a 1 percent increase in educational services was asso-
ciated with a 1.65 percent to 3.1 percent increase in the probability of moving to
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that jurisdiction. The elasticity of locating in a municipality given differential vio-
lent crime rates varied from -0.1 to -0.4; a 1 percent increase in violent crime is
associated with a 0.1 percent to 0.4 percent reduction in the probability of moving
to that jurisdiction.32

Cullen and Levitt (1996) found with a sample of 80 cities and 1980 census data
that each additional reported crime is associated with a one-person decline in city resi-
dents. They find that “… almost all of the crime-related population decline is attrib-
utable to increased out-migration rather than a decrease in new arrivals to a city.”33

To examine if differential crime in the District is associated with differential
out-migration and in-migration over time, annual crime data were obtained from
the District of Columbia Police Department. These data, which are different
types of crimes reported to the Police Department, were aggregated from census
tracts to zip codes, and then matched to the number of tax returns by zip code.34

Since population changes are of particular interest, the statistical model estimated
was of the following form:
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(Returns1995 - Returns1989) i’th zip code = a + b(Crime1995 - Crime1989) i’th zip code (1)

Zip codes for which crime and tax returns in 1989 and 1995 could be matched
showed that the average decline in number of tax returns per zip code was 3,256.
Since the number of returns filed in 1989 generally exceeded the number of returns
filed in 1995, we expect that as the number of crimes increased in 1995 compared
to 1989, in a given zip code, that b should be negative, e.g., more crimes in an area
compared to 1989 will “push out” taxpayers in 1995 compared to 1989 if out-
migration is systematically related to crime.

Figure I-32 shows the statistical analysis results of different crimes. The first col-
umn shows the mean increase in crimes reported to District police, 1995 compared
to 1989, by zip code. Overall, there were 275.9 more crimes per zip code reported
in 1995 than in 1989; there were 5.7 more rapes per zip code reported and so forth.
The second column displays the estimated effect of one more reported crime on the
number of taxpayers in a zip code, 1995 compared to 1989. Thus, one more overall
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crime reported is associated with -2.7 fewer taxpayers in an average zip code in
1995 vs. 1989. The third column shows the probability that the associated effect is
due to randomness; a value of 0.05 or smaller is extremely reliable. Finally, the
fourth column shows the percentage of variation in the decline in taxpayers
explained by the crime variable in question.

While there were not that many more rapes (5.7) reported in an average zip code
in 1995 compared to 1989, the drop-off in taxpayers associated with one more rape
is very large: 256.9. Note also that 79 percent of the variation in the decline in
number of taxpayers is explained by the increased number of rapes.

A second way to examine the effect of crime on the number of taxpayers is to take
advantage of what we know. That is, we examine all 1989 taxpayers who were no
longer present in the District in 1995. Equation 2 states the relationship between the
growth in crime by zip code on the number of taxpayers per zip code absent in 1995.
That is, we estimate the effect of the growth in crime per zip code on the number of
taxpayers who actually left the District in an average zip code. Figure I-33 displays the
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statistical analysis results. Because we are now predicting that more crime causes more
taxpayers to leave, we expect that the effect of crime in this model will be positive.

We find, again, that increases in crime operate in the expected direction, and
in statistically significant ways. Overall, an increase in one crime per zip code
over the period 1989–1995 is associated with 5.3 taxpayers who are no longer in
the District. This is about one departure per year or remarkably close to the
results of Cullen and Levitt (1996). Again, one more rape is associated with a
very large number of taxpayer departures (416.3), although the explanatory
power is now lower than in the previous model (compare 79 percent above with
53 percent here).

(Returns Absent in1995) i’th zip code = a + b(Crime1995 - Crime1989) i’th zip code (2)
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Policy alternatives for the District’s individual income tax 

The sluggish individual income tax revenues noted at the outset, and the District’s
financial crises warrant a critical review of policy alternatives. However, “reform” of the
District’s personal income tax rests on an definition of the “problem” that may not be
universally accepted. Moving towards any of three goals of a good tax system outlined
earlier (revenue adequacy, simplicity and administrability, and distributional fairness)
can readily imply different policies for the personal income tax, and, depending on
one’s behavioral assumptions, different policies. Moreover, without an agreed-upon
revenue target for the District’s overall own-source taxes, and a well defined role for the
personal income tax, reform can take on an overall tax cut or tax increase flavor.

The following sections will discuss how the District’s personal income tax
might be changed to achieve, separately, each of the three good tax system
objectives.

ENHANCING THE REVENUE PRODUCTIVITY OF

THE DISTRICT’S INDIVIDUAL INCOME TA X

Supply side approaches
Were the District to engage in significant tax reduction as a strategy to make the
District a more attractive place to live in comparison to surrounding areas (as has
been suggested by a variety of policymakers), it is unlikely that greater economic

D.C. Tax Return Filing Characteristics 
of Movers Out of and Into the District 

Comparison of 1989 and 1995

Movers Movers 
D.C. Filing Status Out of D.C. Into D.C. Stayers

Single 118,641 82,029 53,202
Head of Household 42,828 32,677 23,156
Married Filing Jointly 17,453 11,458 12,044
Married Filing Separately 6,792 4,881 3,140
Married Combined Separate 14,727 6,952 12,741
Dependent Taxpayer 7,610 1,054
Total 200,441 145,607 105,337

Source: Author’s analysis of D.C. tax return files.

Figure I-28
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growth in resident taxable incomes would occur quickly. The earlier analysis of
BEA estimates of earnings by place of work showed that the District wages and self-
employment income have been growing, albeit at a slower pace than in most subur-
ban areas. Some of those commuter earnings would become resident earnings
because of tax cuts. Relocation decisions would take time as commuters would
need to be convinced that the tax reductions were likely to remain in place.

Meanwhile, personal income tax would be lower because District residents also
would benefit from low tax rates. Without unusual improvements in service pro-
ductivity, balancing the budget would require curtailing services. Should educational
services and police protection deteriorate through higher crime rates, it is likely that
the tax reduction would not be offset through greater migration into the city.
Indeed, it might be that during the initial adjustment period, matters could com-
pound to the disadvantage of the District.

Incomes of New and Continuing D.C. Residents 
1995 and 1989 Compared

D.C. Filing/Resident Status Mean 1995 Income Median 1995 Income

Single 
In-migrants $19,399 $13,158 
Stayers 29,387 20,585 

Head of Household 
In-migrants 11,933 8,915 
Stayers 17,159 13,882 

Married Filing Jointly
In-migrants 36,975 16,911 
Stayers 54,266 24,245 

Married Filing Separately
In-migrants 26,613 16,413 
Stayers 35,716 20,386 

Married Filing Combined Separately
In-migrants 77,045 49,295 
Stayers 108,319 62,199 

Source: Author’s analysis of D.C. tax return files.

Figure I-29
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District and federal tax filers: A puzzle and revenue opportunity 
When the District obtains tax return information from the IRS under its informa-
tion exchange agreement, it receives all federal tax returns filed with a District mail-
ing address. Analysis of data files with District tax return information indicates that
about 50,000 District tax filers did not file federal tax returns (with District mail-
ing addresses). A question arises as to whether those federal tax filers who used
District of Columbia mailing addresses and who did not file District tax returns do
in fact owe District income tax.

D.C. Out-Migrants and In-Migrants, by Zip Code, 
as Percent of 1989 Tax Returns

Zip Code Out-Migrants In-Migrants

20001 72.3% 42.2%
20002 68.7 37.4
20003 66.3 43.5
20004 69.3 114.8
20005 69.2 61.3
20006 71.6 40.0
20007 63.3 52.7
20008 59.9 53.0
20009 68.3 61.7
20010 70.9 54.5
20011 63.2 38.6
20012 58.1 36.4
20015 54.8 42.2
20016 58.8 44.3
20017 61.8 36.8
20018 61.6 34.8
20019 66.6 35.2
20020 65.9 36.7
20024 59.6 35.8
20032 68.9 35.8
20036 63.5 56.0
20037 57.8 49.9

Source: Author’s calculations based on D.C. tax data files.

Figure I-31
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Comparing the 1995 District and federal files by social security number showed the
following results (14,034 very late federal filers are not included):

• 200,209 filed both District and federal tax returns
• 50,735 filed a District tax return but did not file a federal tax return
• 51,405 did not file a District tax return but filed a federal tax return

While District tax information is not available for the federal taxpayers who did
not file District returns, and for the very late District taxpayers, there is enough fed-
eral tax information to construct a simple District tax calculator based on federal
filing status. Application of the calculator shows:

• the 51,404 taxpayers have a computed District liability of $83.2 million 
• the 14,034 additional very late federal taxpayers have a computed District lia-

bility of $50.8 million

Thus, if all of the 65,438 taxpayers are indeed subject to District tax, individual
income tax liabilities for 1995 would be $134 million or 24 percent higher.

Whether or not these taxpayers are legally subject to District income tax is
beyond the scope of this study. As noted earlier, there are a variety of circumstances
in which those with District mailing addresses are legally exempt from the District

Effects of Growth in Crime on Decline in D.C. Taxpayers
1989 and 1995 Data Compared by Zip Code 

“Push” Effect on 
Taxpayers 

Mean of Crime (1995 Minus 1989) PValue R2

Rape 5.7 -256.9 0.0001 0.7974
Street robbery 355.4 -5.3 0.0603 0.1371
Assault 85.2 -21.3 0.0003 0.4674
Burglary other 8.9 -53.9 0.0034 0.3237
Burglary home 152.6 -18.4 0.0037 0.3184
Auto theft 124.9 -10.1 0.0047 0.3032
Total reported crimes 275.9 -2.7 0.0007 0.4009

Source: D.C. Police Department and author’s analysis of D.C. tax data files.

Figure I-32
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personal income tax. These federal taxpayers may elect to have their federal tax
returns mailed to their place of work (they may be residents of Maryland or
Virginia) or mailed directly to their tax advisors. Some of these taxpayers may be
congressional or embassy employees who are exempt. These possibilities aside,
65,438 is a large number, as is the computed potential liability of $134 million,
which is the outer bound of what might be collected under audit and compliance
work. Presumably systematic investigation of these tax returns for District collec-
tion activity is worthy of consideration.

APPROACHES TO PIGGYBACKING THE DISTRICT’S INCOME TA X

In October 1972, the Congress enacted optional federal collection of state indi-
vidual income taxes.35 Upon prospectively entering into an agreement with the
Secretary of the Treasury, a “qualified” state would have its income taxes collected
by the federal government in such a manner as if the taxes were imposed by the
federal government. Supporters of the measure hoped that such a voluntary sys-
tem would substantially simplify the efforts of taxpayers who were required under
federal, state, and sometimes local law to maintain separate records because of the
differences in information required by different income tax provisions.

Despite some obvious attractions, no state ever triggered the system, and in 1990,
the provisions were eliminated from the Internal Revenue Code as part of an
omnibus budget package that eliminated so-called “deadwood” provisions of the IRC.

Effects of Growth in Crime on Number of D.C. 
Taxpayers Leaving D.C.

1989 and 1995 Data Compared by Zip Code

Number 
Mean of Crime Who Left PValue R2

Rape 5.7 416.3 0.0001 0.5298
Street robbery 355.4 15.8 0.0008 0.4463
Assault 85.2 41 0.0001 0.5995
Burglary other 8.9 121.1 0.001 0.3995
Burglary home 152.6 40.1 0.0001 0.5563
Auto theft 124.9 24.5 0.0001 0.556
Total reported crimes 275.9 5.3 0.0021 0.3388

Source: D.C. Police Department and author’s analysis of D.C. tax data files.

Figure I-33
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In January 1997, President Clinton in his State of the Union message proposed
that the Internal Revenue Service take over responsibility for collecting and admin-
istering the District’s individual income and payroll taxes. This plan was part of his
proposed replacement of the $660 million annual “federal payment” to the District
with federally provided services. Initially, the administration proposal provided for
$15 million in fiscal year 1998 start-up costs, and $25 million a year in annual
operating expenses for fiscal year 1999 and thereafter. Since the piggybacking provi-
sions in the Internal Revenue Code no longer were operative, actual implementa-
tion of the proposal would have required federal tax legislation. Subsequently, the
proposal to have the District income tax piggybacked as contemplated in the 1972
legislation was dropped.

While actual federal collection no longer is being actively discussed, moving the
District’s income tax to greater conformity with the federal income tax has been
recommended for a considerable period of time. The District tax already uses much
of the Internal Revenue Code. The starting point of any taxpayer’s calculations is
federal adjusted gross income as reported on his federal return, and many of the
modifications rely on federal concepts.36

We explore here several different adjustments to the District income tax: 1) pig-
gybacking the District income tax as a percent of federal liability with the federal
filing unit; 2) moving the District income tax to the federal filing unit while main-
taining the District’s three tax brackets and rates, exemption structure, and deduc-
tion structure; and 3) moving the District income tax to the federal filing unit,
using the federal standard deduction and exemption amounts, and using the
District’s three tax brackets and rates.

In the summer of 1997, Carol O’Cleireacain suggested replacing the District’s
individual income tax with a 28 percent surcharge on District liability along the lines
of North Dakota, Rhode Island, and Vermont.37 Figure I-34 displays the results of
simulating the proposed 28 percent piggyback tax as a surcharge on federal liability
as well as a revenue-neutral surcharge proposal. Several points about these simula-
tions are important to keep in mind. First, they are based on matched 1995 District
and federal returns whose total District 1995 liability was $446 million, well below
total liability of $556 million. As long as those not in this portion of the universe of
District returns are no different than the others whose federal returns were not avail-
able, using $446 million as a benchmark is accurate. Second, because actual tax
return data are available, the total revenue effects of any scenario are inherently more
accurate than those estimated from published Statistics of Income tables because those
necessarily aggregate across filing units and different marginal tax rates. 

With these caveats in mind, note that the 28 percent surcharge on 1995 federal
liability would yield only $339 million from the same taxpayers or a 23.9 percent
tax reduction. O’Cleireacain (1997) estimates with 1994 data that, overall, the 28
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percent proposal would entail a 30 percent tax reduction, and that all taxpayers
would receive a tax cut.38

Examination of the distributional effects of these two proposals with micro-data
indicates that the 28 percent and 36.7 percent surcharges would lower the vast majority
of District taxpayer’s taxes compared to what they actually paid in 1995. High-income
taxpayers would experience significant increases in their effective tax rates (and therefore
actual tax payments since the comparison is being made to current law). Under the 28
percent surcharge, the 587 taxpayers with federal AGI over $500,000 for whom federal
returns were available for surcharge analysis, the median tax rate in 1995 was 8 percent
(Figure I-35). This is below the statutory rate of 9.5 percent because the value of exemp-
tions and deductions reduce the liability below this theoretical maximum. Imposition of
a 28 percent surcharge on high-income taxpayers would create a higher median effective
tax rate of 8.7 percent, or a 7.9 percent increase in effective tax rate (and actual tax dol-
lars). Taxpayers whose effective tax rate was in the 75th percentile would experience an
increase in effective tax rate from 8.7 percent to 9.3 percent.

Figure I-36 displays the distributional effects of the 36.7 percent surcharge on federal
tax liabilities that is revenue neutral across those taxpayers for whom both 1995 District
and federal tax returns were available. It is evident that the taxpayers in the highest
income class will experience very substantial tax increases as a result of this form of pig-
gybacking. Note that the highest income taxpayers, whose effective tax rate was in the
75th percentile, would experience an effective tax rate of 12 percent, or well above the
current-law 9.5 percent top marginal tax rate.

ADMINISTRATIVE SIMPLIFICATION OF

THE DISTRICT’S INDIVIDUAL INCOME TA X

A second approach to tying the District’s personal income tax more closely to the
federal personal income tax is to eliminate the various subtractions accorded

Analysis of Piggybacking Proposals, 
Surcharge on Federal Tax

Tax Experiment 1995 Liability 

Base Case  $446.5 million 
28% Surcharge $339.9 million 
36.7% Surcharge (Revenue Neutral) $446.5 million 

Source: Author’s calculations based on D.C. tax data files.

Figure I-34
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under District law (which amount to tax base reductions of $1 billion in 1995),
and require District taxpayers to file on the same basis as they do for federal
returns. This would eliminate the Married Filing Combined Separate class, and
obligate them to file returns as Married Filing Jointly. This would impose a mar-
riage penalty as their current splitting arrangement is designed to overcome this.
Revenues would predictably rise. The simulation model indicates this proposal
would raise $658.4 million of tax before credits (and $640.8 million in tax after
credits) compared to the base case of $556 million from the same taxpayers at
1995 levels. The second simplification proposal of using federal instead of
District standard deduction and exemption amounts, but continuing District
brackets and tax rates, would create $572.9 million in revenues compared to the
base case of $556 million.

Figure I-37 displays the effective tax rates by federal AGI class of the first simpli-
fication proposal:

• continued add-backs per District current law39

• mandatory District standard deduction amounts
• mandatory joint filing for Married Combined Separately (imposes marriage

penalty)
• District bracket amounts and rate structure
• continued provision of all District tax credits

Several things are immediately evident from this distributional analysis. First, the
elimination of itemized deductions tightens up the distribution of effective tax rates
among higher-income households. The first quartile of effective tax rates is no
longer 3.3 percent; it is 7.9 percent. Second, the median and third quartile effective
tax rates for the highest income households moves toward 9.5 percent, the theoreti-
cal maximum effective tax rate. If the additional revenue which this proposal gener-
ates is too large, given the revenue goals of the District, then the top marginal tax
rate of 9.5 percent could be lowered and/or the brackets widened to account for the
8 percent inflation since their inception.

Figure I-38 displays the second simplification proposal:

• continued add backs per District current law (see endnote 39)
• mandatory federal standard deduction amounts (no itemizing); $3,900 for

Single Taxpayers, $6,500 for Joint Returns, $5,750 for Heads of Household,
$3,275 for Married Filing Separately

• federal personal exemption amounts of $2,500
• mandatory joint filing for Married Combined Separately (imposes marriage

penalty)
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• District bracket amounts and rate structure
• continued provision of all District tax credits 

This simplification proposal is analogous to basing the District personal income
tax on taxable federal income but with no itemization. It would achieve tax entry
points of the federal income tax shown earlier in Figure I-5 (page 327). As with the
above simplification proposal, the distribution of effective tax rates “tightens up”
considerably, and the lower and moderate family incomes are more favorably treat-
ed than current law. The effective tax rates in federal AGI classes up to $45,000 in
Figure I-37 are lower than the effective tax rates under current law. Yet, overall, tax
revenues are roughly comparable ($572 million) to the base case of $556 million.

A second way to compare the effects of the alternative based on the federal filing
unit and mandatory federal standard deduction and exemption amounts, is to look
at representative dollar amounts of taxes due under 1995 law and this alternative.
Figure I-39 makes such comparisons by filing unit. Panel A shows how the alterna-
tive would impact single taxpayers. Overall there are 117,060 single tax returns to
analyze. For single taxpayers in the $35,000–$45,000 federal AGI class, the median
tax payment under 1995 law was $2,621. Under the proposal, the median tax pay-
ment would be slightly higher at $2,763. Since there were 11,475 single taxpayers
in the $35,000–$45,000 federal AGI class in 1995, this means that half of the sin-
gle taxpayers had 1995 taxes due below $2,621, and half had more than $2,621
due; this is the definition of the median. Again, focusing on the $35,000–$45,000
federal AGI class, we see that one-quarter of the taxpayers in that income class had
tax payments below $2,163, and three-quarters of the taxpayers had tax payments
above $2,163. Note that at the 25th percentile the tax payment rises to $2,516
under the alternative tax scheme. Finally, the 75th percentile tax payment amount
is $2,940 under 1995 law, and $3,044 under the alternative. Generally, the alterna-
tive narrows the variation in taxes due compared to 1995 law, primarily because it
eliminates itemization. Differences remain based on adjustments permitted in get-
ting to federal adjusted gross income.

The largest differences in tax payments occur for a relatively small number of
very high-income taxpayers (federal AGI over $500,000) in the Married Filing
Separately category (Figure I-39, Panel C). Otherwise, the movement in tax pay-
ments does not appear to be unacceptably large. It should be remembered that the
alternative is being developed on the basis of revenue neutrality — total personal
income taxes under the new system are the same as they were under the 1995 sys-
tem. The advantages of this simplified system are far greater conformity to the fed-
eral individual income tax by virtue of relying on the same definition of the filing
unit and a taxable income concept that can be taken directly from a federal return,
including the same standard deduction and exemption amounts. This simplified
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system could be administered on a single-page form, yet continue to provide exist-
ing District tax credits enacted for various other purposes. It is likely that compli-
ance will be substantially enhanced as a result of this greater conformity.
Unfortunately, the fiscal value of greater compliance cannot be readily estimated.
The disadvantage of greater conformity is that some taxpayers who benefit from
itemized deductions will find their tax payments rising.

Dimensions of taxing District commuters

The financial and political positions of capital cities are often precarious and con-
troversial. When Margaret Thatcher became the Tory prime minister of Great
Britain, she disbanded the Greater London Council which had been dominated by
the Labor Party for many years, and distributed its activities to 33 consolidated bor-
oughs throughout metropolitan London. To make her point lasting, she sold the
historic London County Hall to a Japanese investor who turned it into a luxury
hotel. Most recently, Labor prime minister Tony Blair has created a London City
Council with, for the first time, an elected mayor of London. 

The Canadian solution to financing their national seat of government has been
to create a two-tier system of local government and to empower the first tier of
government to finance its provision of municipal services through a local property
tax. The local tier includes narrowly defined Ottawa, and the second tier includes
neighboring suburbs, all within Ontario. Canadian law obligates the national gov-
ernment to make payments to the city of Ottawa (tier one) in lieu of property
taxes, although the measure of the payment is the application of tier one millages
to the negotiated value of all federal properties. Conflict over municipal finances is
thus dealt with during negotiations over the market value of federal property.

Historically, the District has had one of the highest ratios of nonresident workers
to residents of any city in the United States. As of 1990, 493,716 nonresidents
worked in the District; District residents who worked numbered 304,426 (includ-
ing 67,694 who work outside the District).40 There are several different philosophic
perspectives one might adopt about how a nation’s capital should finance its ser-
vices; however, it seems likely that most would agree that commuters who use
municipal services at their place of work should, to the extent practical, pay for
these services. Moreover, it seems likely that most would agree that the place of resi-
dence should recognize these tax payments through tax credits against resident
income taxes. As already discussed, District, Maryland, and Virginia income taxes
already recognize the wisdom of this for their residents. Also, some would argue (as
the Virginia Supreme Court has) that the District already imposes a limited com-
muter tax on certain (but not all) nonresident unincorporated business income.
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Were the Home Rule Charter to be amended, within the more general context
of rationalizing the District’s finances to provide for a commuter tax on nonresi-
dent wages, what sort of dimensions might reason lead it to have?

Logic might suggest, for example, that the purpose of the nonresident wage tax
be to defray the cost of municipal (as contrasted with educational or income redis-
tribution) services used by nonresidents. Income redistribution among the states
and the District is already accomplished by the federal government through the
federal income tax, and payments to the states and District based on a redistribu-
tive formula that compares the ability to pay of each area to the national average.
Recall that District residents receive AFDC, Medicaid benefits, and the District,
like each of the states, is reimbursed for these income maintenance programs based
on the federal reimbursement formula.41

Logic might also suggest that whatever tax on commuter wages and self-employment
income is to be levied, it should be limited in rate to some fraction of the resident rate
in recognition that commuters spend only a portion of their day at their place of work.
Simplicity argues for the fraction to be 8/24 or 1/3, and simplicity further argues for a
flat-rate commuter tax. Given that the District’s income tax rate varies from
6 percent to 9.5 percent, we have an upper-bound, therefore, of 2 percent–3.2 percent.

These two points suggest a variety of ways to devise a commuter tax from first
principles. One might go through the District’s budget and identify those services
that are municipal, and determine the share to be borne by commuters. Let us sup-
pose that $750 million represents the total services which are enjoyed by residents
and nonresident commuters.42 The $750 million rough figure would include indi-
rect costs associated with these activities. Given that commuters were 62 percent of
those working and enjoying District municipal services, the total gross cost to be
financed by commuters would be $465 million. 

The Bureau of Economic Analysis reported that District nonresident earnings
were $21.9 billion in 1994; Carol O’Cleireacain estimates nonresident wages to be
$17.3 billion.43 These figures suggest a range of commuter tax rates of 2.1
percent–2.7 percent ($465 million divided by $21.9 billion and $465 million
divided by $17.3 billion); multiplying these rates in recognition of the eight-hour
work day then creates commuter tax rates of 0.7 percent–0.9 percent (2.1 percent
divided by 3 and 2.7 percent divided by 3) and revenues of $465 divided by 3
equals $155 million or roughly a quarter of 1995 resident income tax liabilities.

Undoubtedly, one can work with these assumptions and figures to reach differ-
ent rates of commuter taxes. However, the above arithmetic indicates that a com-
muter tax of 0.5 percent–1 percent on commuter wages and self-employment
income can be derived in a logical way. How this relates to the existing tax on unin-
corporated business income and the exemption accorded to various professional
services poses an interesting series of questions and is worthy of further research.
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Summary and conclusions

The purpose of this chapter has been to review the District’s individual income tax
in terms of structure and empirical characteristics in relation to observed popula-
tion shifts. Also, the chapter has sought to address how the District’s income tax
might be more strongly related to the federal personal income tax to aid tax admin-
istration and compliance.

The research has led to the following conclusions:

1. The decline in the District’s population is similar in nature to what one
observes in other major cities over a long period of time. 

2. Relatively smaller filing units move into the District than leave, but the AGI
of those moving in is higher than those leaving. However, the level of in-
migration of taxpayers into the District has dropped off in the last five years.
Prince George’s and Montgomery counties are the two largest destinations for
migration out of the District. They also are the two largest sources of
migrants into the District.

3. Were the District to have retained those who left between 1989 and 1995, and
had they paid average per return taxes for their household income class, 1995
District individual income tax liabilities would have been only $39 million
higher.

4. These large annual migrations of taxpayers undoubtedly create substantial
administrative burdens on the District government in its administration of
the individual income tax. Lapses in administration and procedures can have
very dramatic revenue implications. Given that the federal government is not
as large an employer as in the past — and employment has been spread out
among smaller employers — there is likely greater difficulty in the withhold-
ing system to maintain records and revenues.

5. The continued growth in earnings by place of work in the District suggests a
vibrant economy, but the stagnation of the individual income tax base and
revenues suggests to this researcher that the District may have more of a pub-
lic service problem than a problem with taxes that are too high.

6. Statistical analysis of tax returns by zip code within the District demonstrates
that increases in crime between 1989 and 1995 are associated with more tax-
payers departing. The effects of another rape in a zip code are startlingly large
on the decline in number of taxpayers.

7. The spectacular growth in Fairfax County probably has much to do with loca-
tion of high-technology firms and a growing autonomous economy in the
suburbs. This has been found in the Philadelphia metro area by researchers at
the University of Pennsylvania. Long-term expansion of the Beltway and the
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subway have probably encouraged this growth, as has the availability of more
vacant land for development.

8. The research identified something on the order of $130 million in potential
additional revenues that might be obtained by seeking to tax those whose federal
tax returns have a District mailing address but who do not currently file a
District tax return. It is unlikely that all of these are subject to District income
tax, but surely some are, and their audit should result in further revenues to the
District. 

9. The annual D.C. Office of Tax and Revenue study suggests that there is not a
great difference overall between the District’s tax burden and those of its
neighbors. It does, however, appear that the District may tax low-income
wage earners somewhat more heavily. Coincidentally, taxpayers in the lower-
(up to $45,000 of federal AGI) to middle-income brackets have been drop-
ping in numbers far faster in the District than in suburban Maryland and
Virginia.

10. Analysis of the effects of tying the District income tax more tightly to the fed-
eral personal income tax indicates that a simple surcharge on federal liability
would have to be on the order of 37 percent to be revenue neutral and create
significantly higher tax rates for high-income households. Whether this is
politically feasible or not is an important issue.

11. It appears that simplifying the District personal income tax — by requiring
that all taxpayers use the standard federal deduction and federal exemption
amounts in conjunction with the historical District income brackets and tax
rates — could be a more promising approach that would bring in roughly the
same level of revenues and not cause the dramatic tax increases that the piggy-
back approach could cause.

12. As nonresident employment in the District has grown, the burden of provid-
ing municipal services to nonresidents increasingly has fallen on District resi-
dents. A 0.6 percent–0.9 percent tax on nonresident earnings is estimated to
defray the costs of nonresidents’ use of District municipal services.
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Endnotes

1 Hellerstein and Hellerstein (1992), II, p. 20-2 and p. 20-3.
2 Mississippi, Oklahoma, Massachusetts, Virginia, Delaware, Missouri, New York,
and North Dakota by 1920; North Carolina, South Carolina, New Hampshire,
Arkansas, Georgia, and Oregon by 1930.
3 Idaho, Tennessee (on capital income), Utah, Vermont, Alabama, Arizona, Kansas,
Minnesota, Montana, New Mexico, Iowa, Louisiana, California, Kentucky,
Colorado, and Maryland.
4 West Virginia, Indiana, Michigan, Nebraska, Connecticut (just capital income
until 1991 when broadened to labor income), Illinois, Maine, Ohio, Pennsylvania,
Rhode Island, and New Jersey; ACIR (1993), Table 14.
5 See Kasarda, Appold, Sweeney and Sieff (1997) for a pessimistic appraisal of the
likelihood that central cities can encourage such a turn-around in migration pat-
terns, and the confirmation, using Current Population Survey data, that this is not
happening despite occasional optimistic media reports.
6 U.S. Census Bureau (1997).
7 U.S. Census Bureau (1996), Table 472; U.S. Census Bureau (1997).
8 1975 figures due to Sunley and Wilensky (1978).
9 This tension is not unique to the District. Many states with large central cities
constantly must deal with political fights in their state capitols over how much
assistance to provide for the dominant municipality and its school district vis-a-vis
neighboring suburbs and rural areas. In New York, the friction is between New
York City, its suburbs, and upstate New York. In Pennsylvania, it is between
Philadelphia, its suburbs, and the rest of the state. In Michigan, it is between
Detroit, its suburbs and the rest of the state, and so forth.
10 U.S. Census Bureau, Journey to Work.
11 Alabama, Arkansas, Mississippi, New Jersey, and Pennsylvania.
12 Federation of Tax Administrators, FTP site, January, 1997.
13 Sunley and Wilensky (1978).
14 CCH, District of Columbia State Tax Reporter, ¶ 425.
15 Hellerstein and Hellerstein (1992), II, p. 20-03.
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16 A person for Maryland personal income tax purposes is a resident if s/he: 1) is
domiciled in Maryland on the last day of the taxable year; or 2) for more than 6
months of the taxable year, maintained a place of abode in this state, whether domi-
ciled in this state or not. Maryland goes on to define a resident to include, for the
part of the taxable year that an individual resides in Maryland, an individual who:
1) moves to Maryland with the intent to be domiciled in Maryland; or 2) is domi-
ciled in Maryland and moves outside Maryland before the last day of the taxable
year with the bona fide intention to remain permanently outside of Maryland. If an
individual again resides in Maryland within 6 months after having moved outside
Maryland, there is a rebuttable presumption that the individual did not have a bona
fide intention to remain permanently outside Maryland.
Virginia defines a resident as follows:

“Resident” for purposes of taxation, except as to Chapter 3 (Sec. 58.1-300 et
seq.) of this title or as otherwise specifically provided, includes every person
domiciled in the Commonwealth on the first day of any tax year, and every
other person who has had his place of abode in the Commonwealth for the
longer portion of the twelve months next preceding January 1 in each year,
unless on or before that day he has changed his place of abode to a place out-
side the Commonwealth with the bona fide intention of continuing actually
to abide permanently outside the Commonwealth. 

The fact that a person who has so changed his place of abode, within six
months from so doing, again abides within the Commonwealth shall be
prima facie evidence that he did not intend permanently to have his actual
place of abode outside the Commonwealth. Such person so changing his
actual place of abode and not intending permanently to continue it outside
the Commonwealth and not having listed his property for taxation as a resi-
dent of the Commonwealth for the purpose of having his personal property
listed for taxation in the Commonwealth, shall be deemed to have resided on
the day when such property should have been listed, at his last place of abode
in the Commonwealth. The fact that a person whose place of abode during
the greater portion of such twelve months has been in the Commonwealth
does not claim or exercise the right to vote at public elections in the
Commonwealth shall not, of itself, constitute him a nonresident of the
Commonwealth within the meaning of this term. 

Virginia also provides for pro-rata tax liability by part-year residents in Sec. 58.1-303.
17 Other characteristics of nonresident income which qualify as exempt service
income are: 1) any trade or business that by law, customs, or ethics cannot be incor-
porated, 2) any trade, business, or profession that can be incorporated only under
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the District of Columbia Professional Corporation Act of 1971, or 3) a trade or busi-
ness engaged in by a blind person.
18 Hellerstein and Hellerstein (1992), pp. 20–73.
19 Virginia Supreme Court, No. 961290, April 18, 1997. The U.S. Supreme Court
chose not to hear an appeal of it. (U.S. Supreme Court Docket No. 97-412,
November 10, 1997.)
20 Figure I-3, column 10, “total” row.
21 Federal tax filers in the District were defined to be any taxpayer with a District of
Columbia mailing address. Federal tax information was obtained by the D.C.
Office of Tax and Revenue through its Exchange Agreement with the IRS, and pro-
vided to the author under an IRS-approved confidentiality agreement.
22 Deductions for IRAs, uncompensated moving expenses, self-employed health
insurance deduction, contributions to Keogh and self-employed pension plans, and
deduction for alimony paid.
23 The aggregate figure is somewhat different than the sum of the individual figures
since negative incomes across taxpayers are not allowed to reduce the sum of
District AGI.
24 Given that the IRS file is a transaction file rather than a file of filed tax returns,
the correspondence suggests good reporting by District taxpayers.
25 Given a 2,000-hour year, this would mean working at $6.13/hour or slightly
above the minimum wage. CCH, District of Columbia State Tax Reporter, 
¶ 16-765, p. 1,692.
26 The District individual income tax does not contain any refundable features
beyond the property tax credit.
27 If “t” is the D.C. effective tax rate, and “tfed” is the effective federal income tax
rate, then deductibility means that the D.C. effective tax rate is t x (1-tfed). Since
tfed rises with income, the D.C. offset tax rate will be lower than otherwise. Were
the D.C. rate fixed at one tax rate, the offset effective tax rate would actually
decline with income and thus be regressive overall. 
28 Note tha\t the effective tax rates in Figure I-8 include itemizers, so the compari-
son is not completely distinct.
29 A Comparison of Tax Rates and Burdens in the Washington Metropolitan Area.
30 The author wishes to thank the Division for providing this unpublished data to
this project.
31 Examination of movers who were only part-year residents does not alter this 
conclusion.
32 Nechyba and Strauss (1997), Table 6.
33 Cullen and Levitt (1996).
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34 The relationship between 1980 Census tracts and zip codes was obtained from
the University of Missouri MABLE FTP site which maintains such data for the
entire United States.
35 Joint Committee on Taxation (1973).
36 While the District tax law references the federal return the taxpayer is filing for
District tax purposes, it never defines the federal return to be the actual signed return
filed by the taxpayer in compliance with the filing requirements of the Internal
Revenue Code, nor does it state that the tax year should be the same. The District tax-
payer is obligated on the form (and in District tax statutes) to utilize the same form of
deduction, either standard or itemized, as used for federal tax purposes, and in the case
of Married Combined Filing Separately and Married Filing Separately, both classifica-
tions of District taxpayers must use the same form of deduction. While there may be a
presumption that District taxpayers report from their bona fide federal tax return of
the same year, it is not transparently stated. Moreover, if one reviews the District tax
return, D.C. form D-40, it is evident that it does not reference specific line numbers of
the (bona fide) federal return from which the taxpayer is to transfer the information.
Whether or not taxpayers faithfully report from their bona fide federal return can not
be determined from current District tax administration databases, because only the
first page of the D.C. form D-40 is put into machine-readable form. Thus, supporting
schedules are not available to cross-check with federal income tax data sources.
37 O’Cleireacain (1997), p. 101.
38 Ibid.
39 In the case of adding back income taxes, use of this rather than the simulated
proposal for add-back is inaccurate; however, the data available do not break out
this particular figure.
40 O’Cleireacain (1997), p. 106.
41 I thus do not find persuasive the argument sometimes made that suburban resi-
dents have a responsibility to finance poverty programs in a nearby central city
beyond the program each state legislature finances through state taxation of all state
residents. Otherwise, one would create additional local incentives for local forum
shopping. In my view, income redistribution should be financed by a government
whose geographic reach is sufficiently large that most will not move to avoid taxes
to finance income redistribution.
42 Table 500 of the Statistical Abstract of the U.S., 1996 reports that the District
made direct expenditures of $496 million for highways, fire protection, and police
protection in 1993.
43 O’Cleireacain (1997), p. 108.


