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In recent years, in a drive toward more revenue, officials at every
level of government have raised a trifecta of travel-based taxes
dramatically. As a result, travelers bear large effective tax burdens
that can amount to 30 percent higher costs in high-demand
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areas like New York City or Chicago.

Hotel Occupancy Taxes. As of 2012, the most recent year for which
complete data is available, about 22 states levy a specific statewide tax on
lodging, ranging from as low as 3 percent to as high as 13 percent of the
price of a night’s stay at a hotel or motel.! They are often accompanied
by local lodging taxes, which are popular in such metropolitan areas
as Chicago and Los Angeles, where the hotel tax is 4.5 percent and 14
percent, respectively.?

Rates vary, but the structure of the occupancy tax tends to be similar,
with a minimum stay threshold determining if a rental is transient or
residential, and a minimum price threshold determining if the rental
is taxed. For example, according to the Texas Comptroller of Public
Accounts, hotel occupancy in Texas is taxed if the bill at a hotel, motel,
condominium, or bed and breakfast totals more than $15. Local taxes
also apply to any room rental that totals more than $2 per night for stays
of less than 31 days. This means that in some Texas cities, even the
rental of a personal residence for a short stay is taxable.?

Car Rental Taxes. Car rental taxes are widespread but less universal
than hotel occupancy taxes — 38 states levied a car rental tax as of 2006.*
The tax burden is often higher when the car is rented at an airport, where
a surcharge is added by the local airport authority.” Research suggests
that this has resulted in nearly 25 percent more expensive rentals within
the geographic areas where the surcharge is levied.® Car rentals are
also subject to sales and use taxes, which can amount to as much as 10
percent. In some locations, like New York, there are special state and
local taxes on rental cars in addition to the statewide sales tax.” New
York City rental cars are subject to an effective tax rate of 20 percent,
accounting for all general and special sales taxes.

Airline Taxes and Fees. The public and high profile legislators alike
complain about airplane ticket prices and fees. While prices have indeed
risen, not all of this rise is the fault of the companies themselves. Taxes
on air travel have also risen, especially since September 11, 2001. Many
of the current taxes are flat fees and not rates, meaning that effective
rates are especially high on short flights. Within the United States, the
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majority of taxes are issued by the federal
government:

B The federal ticket tax is a 7.5 percent
excise tax on every ticket purchased.

m A segment tax is a $3.70 fee charged per
take-off and landing.

m The September 11 Security Fee doubled
in 2014 from $2.50 to $5.60 per leg of
each flight.®

Finally, a passenger facility charge is
levied by local airport authorities but is
coordinated federally; it can be as much as
$4.50 per take-off and landing.” These four
fees are just a small part of a much longer

# Rental Car Taxes

Source: Author’s calculations. See footnote 14 for detailed source data.

Figure I
Taxes on a $1,500 Trip from L.A. to N.Y.C.
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list of 17 taxes and fees.!” Taken together,

these airline taxes can amount to a 30
percent surcharge on some domestic flights.

Average Trip Tax Burden Calculation.
Based on U.S. Department of Transportation
data, the most common coast to coast trip

Figure I1
Top Ten Cities with Lowest Travel Taxes
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imposed, the minimum tax collected is about
$252.59, for an effective tax burden of about
17 percent. [See appendix for details of

Source: Author’s calculations. Data is from the Global Business Travel Association, December 10, 2013.
Available at http://www.gbta.org/PressReleases/Pages/rls_121013.aspx.

the calculation.] Some $149.51 of this tax
burden consists of taxes that discriminate
against travel, meaning that those who travel to New
York City pay nearly 10 percent in travel taxes in
addition to the normal taxes paid by all residents [see
Figure 1]."

Variation Across States. Airline taxes are federally
controlled, but state and local hotel occupancy and
rental car taxes vary widely from state to state.
According to the Global Business Travel Association
[see Figures II and IIT]:"3

m Portland, Oregon, has the highest discriminatory
travel tax burden.

m Burbank, California, has the lowest discriminatory
tax burden.

m California and Florida cities tend to have lower
discriminatory tax burdens than cities in other states.

Travel taxes are politically popular revenue
tools because of the simple fact that politicians are
not generally accountable to travelers or tourists.
Additionally, it is possible that there has been little
opposition from the business world because many
aspects of travel are tax deductible as business
expenses. '

The Effect of Travel Taxation on Economic
Activity. Travel taxes directly and indirectly affect
economic activity. The most obvious way is by
discouraging travel altogether. A direct effect of this
kind would most negatively affect airlines, and it would
only occur if the demand for air travel is relatively
elastic. (Elastic means that for a given percentage
increase in price per ticket, the quantity of tickets
demanded decreases by a greater percentage.)
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lower income
individuals suffer
larger negative effects.

Hotel taxes and car
rental taxes indirectly
influence tourism
and travel decisions,
especially with the
rise of websites
like Expedia, which
book lodging, car
rentals and airplane
travel as a package.
The InterVista study
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mentions that when
prices of tickets rise

to choose other
types of travel.

m The demand for business flights is much more
inelastic than the demand for vacation flights, likely
because business travel is less flexible and is more
likely to be reimbursed.

m The demand for air travel is income elastic. In other
words, wealthier people are more likely to fly, and the
effect on the poor of any tax or fee on airfares is
greater than on the rich.

® The elasticity of demand for individual carriers and
for smaller geographic areas is greater than for large
areas and the market as a whole. In other words,
people are more sensitive to price changes on
individual carrier flights and on shorter flights. This
is mainly a function of a competitive market and
other travel options (car, bus or train) when traveling
shorter distances.

Thus, any action resulting in a price increase
will definitely reduce air travel. This effect will be
especially large when the price increase is confined to
specific geographic areas.'®

Effect on Tourism. Nationwide service fees and taxes
are levied at the federal level, meaning that the effect
on travel will be minimal. However, the InterVistas
study concludes tax and fee hikes discourage air travel
by poor individuals more than most other demographic
groups. For most travelers, airlines are the only option
for cross-country trips, implying that taxes on air travel
likely stop some poor individuals from traveling at all.
Because travel allows more access to job opportunities,

in narrow geographic
areas, demand is relatively price elastic. It is possible
that the lodging component has become wedded to
some extent to the travel destination choice. If that

is the case, the geographically specific nature of

hotel occupancy taxes and car rental taxes should
drive tourists away from areas were the tax rates are
excessive.

Hotel occupancy taxes also appear to eat into the
budget tourists set for their vacation trips. Such an
effect was empirically observed in Hawaii in 2013,
when a hike in the transient occupancy tax raised the
cost of hotels for all tourists. The result was a nearly
3.4 percent fall in general excise tax revenue, as tourists
appeared to spend less money on other attractions
and gifts.!” Such a result follows from the fact that
travel often requires incurring lodging expenses, while
consumption of souvenirs is optional.

Finally, a very recent cross-country study of the
European Union revealed that taxes affecting essential
tourist services have a dramatic impact on the level of
tourism. Specifically, the study found that a hike in
the Value Added Tax (or VAT, similar to a sales tax)
on hospitality services in Latvia from 5 percent to 21
percent resulted in the loss of nearly 12,000 jobs and a
nearly €14 million (euros) in tax revenue.'® In France, a
cut in the VAT from 20 percent to 5 percent resulted in
a windfall of 50,000 new jobs. The results were similar
over many periods in several other European countries.

Policy Recommendations. In general, higher taxes
in an area will discourage travel to that area, but the
magnitude of this effect is not uniform. In other words,
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some areas have unique characteristics such that
there are no close substitutes.

Take New York City and Washington, D.C., for
instance. No other place in the continental United
States has the same monuments and history as
Washington, D.C., and no other city has the same
iconic attractions as New York. In addition, New
York City and D.C. are centers of business and
politics. Due to this competitive advantage, they
can tax tourists more without fear that tourism will
decline so much as to offset the hoped for increase in
revenue.

These factors could explain some of the variations
in tax rates throughout the country, and suggests that
cities that rely mainly on generic tourism or business
travel should avoid raising travel taxes. They should
not follow the tax formula of cities like New York, as
their situations are economically different.

Conclusion. While travel taxes may seem
politically attractive, it is clear that they have an
economic cost. Whether that cost comes in the form
of lower sales tax revenue or less tourism, it can be
quite large especially in areas where tourism is a
staple of the local economy. If metropolitan areas
wish to compete for travelers, they should take note
of how the taxes stack up.

Jacob Kohlhepp is a Koch Fellow with the National
Center for Policy Analysis.
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Appendix

Calculations of Average Trip Tax Burden

Hotel Taxes
Rate Amount Travel Discriminatory?
City Sales Tax 4.875% $46.36 No
State Sales Tax 4% $38.04 No
Occupancy Tax 5.875% $61.87 Yes
Unit Fee - $2 Yes
Total - $150.77
Airline Taxes
Rate Amount Travel Discriminatory?
Federal Ticket Tax 7.5% $28.61 Yes
Segment Tax 4% $7.80 Yes
Security 9/11 Tax $5.60 per Enplanement $11.20 Yes
Passenger Facility Charges  $4.50 per Takeoff / Landing $18 Yes
Total - $65.82
Rental Car Taxes
Rate Amount Travel Discriminatory?
City Sales Tax 4.875% $8.78 No
State Sales Tax 4% $7.21 No
Special State Sales Tax
on Short-Term Passenger 6% $10.81 Yes
Rental Cars
Special Metropolitan
Commuter Transportation 50, $9.01 Yes

District Local Sales Tax on

Passenger Rental Cars
Total

$35.81
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Solutions for Americans from America’s Think Tank

Established in 1983, the National Center for Policy Analysis
(NCPA) is a nonprofit, nonpartisan public policy research
organization. We seek to unleash the power of ideas for positive
change by identifying, encouraging and aggressively marketing
the best scholarly research and innovative solutions to public

policy problems.

As America’s Think Tank we develop and promote private
alternatives to government regulation and control, solving
public policy problems by relying on the strength of the
competitive, entrepreneurial private sector.

Health Care Policy

NCPA’s Health Policy Research
Center seeks to reform the health
care system in ways that reduce cost,
increase access to care and improve
the quality of care with solutions that
rely on the power of individual choice.
With over 30 years of leadership in
solving some of the nation’s most
intractable health policy challenges,
the NCPA, through its Health Policy
Center Research Center, continues
to research, develop and educate
Americans about our reform solutions.

The NCPA is probably best known
for developing the concept of Health
Savings Accounts. NCPA’s research,
efforts to educate the public and
briefings for members of Congress and
the White House staff helped motivate
Congress to approve a pilot Medical
Savings Accounts program for small
businesses and the self-employed in
1996 and to vote in 1997 to allow
Medicare beneficiaries to have MSAs.
In 2003, as part of Medicare reform,
Congress and the President made
HSAs available to all nonseniors,
revolutionizing the health care industry.

As a result, more than 30 million
Americans are managing some of
their own health care dollars today
in HSAs.

Taxes & Economic Growth.
NCPA research demonstrates the

benefits of shifting the tax burden on
work and productive investment to
consumption. The NCPA helped shape
the pro-growth approach to tax policy
during the 1990s. A package of six

tax cuts designed by the NCPA and

the U.S. Chamber of Commerce in
1991 became the core of the Contract
with America in 1994. Three of the
five proposals (capital gains tax cut,
Roth IRA and eliminating the Social
Security earnings penalty) became law.
A fourth proposal - rolling back the tax
on Social Security benefits - passed
the House of Representatives in the
summer of 2002.

Because of the NCPA idea of Roth
IRAs, $310 billion in savings has
been taxed once and will never be
taxed again.

Because of another NCPA idea, 78
million baby boomers will be able to
work beyond age 65 without losing
Social Security benefits.

The NCPA continues to research
free market tax reform ideas. Using
dynamic software, NCPA’s Tax
Analysis Center (TAC) is able to
analyze proposed federal tax reform.

The TAC can identify the effects of
proposed tax changes on representative
individuals and families at various
income levels and at various ages.

Past NCPA research confirms that
long-term economic growth depends
on economic freedom, the degree to

which government policies protect
property rights, and allows workers
and employers to keep what they

earn. The NCPA continues to work to
identify job-creating economic growth
policies while addressing fiscal and
regulatory issues.

Retirement Reform.

With a grant from the NCPA,
economists at Texas A&M University
developed a model to evaluate the
future of Social Security and Medicare,
working under the direction of Thomas
R. Saving, who for years was one of
two private-sector trustees of Social
Security and Medicare.

NCPA’s research shows that as baby
boomers begin to retire, the nation’s
institutions are totally unprepared.
Promises made under Social
Security, Medicare and Medicaid are
inadequately funded. State and local
institutions are not doing any better -
millions of government workers are
discovering that their pensions are
under-funded and local governments
are reneging on post-retirement health
care promises.

The NCPA continues to work to find
practical and workable solutions for
retirement security. Pension reform
signed into law includes ideas to
improve 401(k)s.

Because of an NCPA/Brookings
Institution plan, half of all future
401(k) enrollees will be automatically
enrolled in a diversified portfolio
enjoying higher and safer returns.

Energy and Natural Resources.

The NCPA has been a leader in
researching and developing innovative
ways to reform outdated environmental
regulations and energy policies that
raise costs and do not benefit American
workers or consumers.

The NCPA analyzes markets for,
and the production and use of, Rare
Earth elements (REs) that are essential
to modern technology, the economy




and national security.

The NCPA examines the potential
of natural gas, oil, coal and other fossil
fuels for clean, secure and sustainable
energy supplies, in addition to the
potential of alternative energy sources,
including wind, solar and nuclear
power.

The NCPA educates the public
by distributing our popular Global
Warming Primer, second edition, and
by producing videos and posts to our
blog by experts and in-house analysts.

Education Reform.

The cost and quality of education
from pre-kindergarten through college
are growing concerns. American
college students now have $1.3 trillion
in debt due to rising education costs.
To compete internationally, the United
States requires an educated workforce,
particularly in the growing fields of
Science, Technology, Engineering and
Mathematics (STEM). To compete in
the labor market, individual students
must have access to appropriate
education according to their abilities
and interests. Of paramount
importance in education is the freedom
to choose schools and curricula that
engage the student in learning.

We study models of school
curricula, teaching and educational
finance reform, including examining
the potential impact of Education
Savings Accounts (ESAs) on the
supply of education and student
achievement, based on data from
existing state ESA programs, and
proposed tax-advantaged ESAs.

The NCPA also analyzes ways to
lower the cost of higher education

so that students are not burdened

with increasing amounts of debt and
compares the features and outcomes
of innovative teaching methods
entrepreneurs have developed to utilize
technology in classroom and home-
based learning.

We then educate the public and
inform consumers about educational
reform efforts through posts by experts
and in-house staff on our education
blog.

Reaching the Next Generation.

NCPA equips the next generation
of leaders through the following youth
outreach programs.

Debate Central. Since 1996, our
Debate Central has provided low-
income and geographically isolated
high school debate students and
coaches with free-to-access web-based
information on the yearly topics of
each the popular forms of high school
debate. Through this effort, the NCPA
has reached more than 800,000
aspiring debate students and coaches
across the nation.

Young Patriots Essay Contest. The
NCPA launched the Young Patriots
Essay Contest in 2011 to acquaint
hundreds of high school students with
free-market solutions to public policy
problems and spur thought about
the responsibility that comes with
citizenship. Since its inception, the
contest has grown in both prestige and
the number of applicants. Top essay
winners receive scholarship funds for
college.

Internships, Junior Fellows &
Graduate Student Fellows. Through
its Internship, Junior Fellow and
Graduate Student Fellow programs,
the NCPA exposes undergraduate and
graduate students to the world of ideas
and provides them with hands-on,
professional experience in public
policy. Every student that completes
an internship at the NCPA leaves
as a published author of an NCPA
publication.

Promoting NCPA Ideas.

NCPA’s Washington D.C. staff
monitors developments in public

policy, legislation, Congressional
hearings, regulatory rule-making, and
other governmental affairs. We work
to educate members of Congress,
Administration officials, and other
policy makers about NCPA free-
market ideas.

NCPA aggressively markets our
ideas and scholars by employing an
integrated strategy which includes
outreach to traditional and social
media, placement of NCPA- authored
commentary, distribution of fact sheets,
and appearances on TV and radio.

What Others Say About the NCPA

“The battle for ideas
is far from over.
That s why the work
of the NCPA is so
important and why
your support of the

NCPA is necessary.”
Ronald Reagan

Former President of the United States

“I commend the

NCPA for your strong

commitment to the

ideals of liberty and
limited government.”

George W. Bush

Former President of the United States|

From Our President and CEO

“It will be policy,
not politics that
secures a sound
economic future for
Americans.”

Allen B. West
NCPA President and CEO

Note: Nothing written here should be construed as necessarily reflecting the views of the National Center for Policy Analysis or as an attempt to aid or hinder the passage of any legislation. The
NCPA is a 501(c)(3) nonprofit public policy organization. We depend entirely on the financial support of individuals, corporations and foundations that believe in private sector solutions to public
policy problems. You can contribute to our effort by mailing your donation to 14180 Dallas Parkway Ste 350, Dallas, TX 75254 or by visiting our Web site at www.ncpa.org and clicking “Support Us.”




