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How do tax changes affect Utah families?

• Great question – economist answer: 
it depends.

• Tax changes directly impact those 
who are taxed

• More broad-based taxes, such as 
sales and income taxes, impact a 
broader base, but…

• There’s also a lot of variability within 
that broader base

• How can we assess impacts at the 
household level?
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Incidence Analysis
• Incident or accident? Incidental 

expenses? What are we talking about 
again?

• Who pays and/or who benefits
• Also sometimes called distributional 

analysis
• Among the population of those impacted 

by a change, how is that impact 
distributed?

• By what measure(s) should we 
categorize groups within the potentially 
impacted population?

• Economists ask a lot of questions…
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Incidence Analysis

• A simple analogy – filling buckets
• If I start with one big bucket of 

water, and I want to split that up 
between each of your buckets, how 
much goes into each? 

• That’s exactly what incidence 
analysis seeks to work out

• By parsing through prior return 
data, we can define different 
“buckets” of taxpayers to assess the 
impact on each group
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Income Tax Incidence Walk-through

• Hypothetical scenario: legislators want to cut income taxes
• If the rate were cut to 4.7%, what would be the revenue impact 

in total, and how would that cut be distributed among filers?
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• Step 3: run that model “as if” the final rate applied were 4.7%

• Step 2: program a model replicating the flow of an income tax return

• Step 1: define how to group filers – many ways to slice up the data



The Data We Use

• Taxpayer information is sensitive 
• Tax commission stewards this data
• LFA, in partnership with Tax, receives de-

identified return data for use in our 
statistical analyses

• Other tax data is by nature not 
personally identifiable and not as 
granular in level of detail available 

• Outside data sources supplement internal 
tax data, including IHS, S&P, Moody’s, 
BEA, BLS, University research, etc. 
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How to Define the Groups?

• How filers are impacted 
depends on their 
characteristics

• Effects are not the same 
because income, family 
size, etc. is not the same 

• Policy objectives are 
often concerned with 
targeting (or avoiding 
targeting) specific 
groups
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How to Define the Groups?

• Let’s define filers according to income level and household size
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• Typical approach: divide filers 
into deciles by income and then 
subdivide each decile by 
household size

• This approach produces 80 
individual buckets to show the 
impacts in a way that can get us 
closer to that question of “who 
benefits?”



Recreating Income Tax Structure

• With our desired groups determined, the 
next step is to replicate existing tax 
structure in code

• For income tax, this means TC-40
• First input is Federal AGI, then we go line 

by line down the form to recreate each 
item and calculation in our model

• Necessary to capture cascading 
interactions that individual changes can 
have
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How is the Impact Distributed?

• In terms of straight, 
nominal dollars, what 
do we expect the 
impact to look like for 
each of these groups?

10Tax Incidence | Legislative Fiscal Analyst



 $(1,000)

 $(900)

 $(800)

 $(700)

 $(600)

 $(500)

 $(400)

 $(300)

 $(200)

 $(100)

 $-

Ch
an

ge
 in

 T
ax

 L
ia

bi
lit

y
Income Deciles

1 2 3 4 5 6 7 8
Family Size

How is the Impact Distributed?

• In terms of straight, 
nominal dollars, what 
do we expect the 
impact to look like for 
each of these groups?

• Those with higher 
income levels see 
larger dollar changes

• What about % of 
liability though?
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• In terms of straight, 
nominal dollars, what 
do we expect the 
impact to look like for 
each of these groups?
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How is the Impact Distributed?

• In terms of percentage 
change in tax liability, 
what do we expect the 
impact to look like for 
each of these groups?
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How is the Impact Distributed?

• In terms of percentage 
change in tax liability, 
what do we expect the 
impact to look like for 
each of these groups?

• Those with lower 
income levels see 
larger percentage 
changes
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Incidence Analysis on Other Tax Types

• The question of “who benefits/pays?” 
isn’t just for income tax 

• Income tax is data rich, other tax types 
require some additional assumptions 
and supplemental data to fill in the 
gaps (new/non-state taxes especially)

• Tradeoff between granularity of the 
incidence analysis and the number of 
assumptions

• Bridging incidence from one tax type to 
another can be problematic
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Some Limitations

• What’s true for the group isn’t 
necessarily the same for the individual

• Variability in household situations is nuanced 
• Data availability varies by tax type and 

household situations change over time
• Not all taxes have data to the level of detail 

desired for this analysis, and not everyone 
files

• People get new jobs, get raises, make 
investments, move around, etc. from one 
year to the next and tax incidence is 
constantly evolving 
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Final Thoughts

• Taxation is a complicated topic with a lot of very interested 
stakeholders

• The impacts of tax policy changes are often not uniformly distributed 
• Incidence analysis provides a powerful tool for approaching the 

question of who pays or who benefits, giving policy makers more 
detailed information about the potential effects of policy changes 
needed to make well informed decisions

• And that, is just one of the ways we measure how tax changes affect 
Utah families
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Thank you for listening!
• Any further discussion or questions?
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