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16 TAXESSECTION 1

The Constitution gives the power to tax
to Congress, but it places limits on that
power. Congress must tax in accord with
all parts of the Constitution. It can set
taxes for public purposes only and may
not tax exports. Direct taxes, except the

income tax, must be appor-
tioned according to State popu-
lation. Indirect tax rates must be
the same everywhere. Congress
also may not tax any govern-
mental function of a State or its
local governments.

Americans today pay sev-
eral kinds of federal taxes.
The largest source of federal
revenue, the income tax, is

levied on each person’s yearly earn-
ings. It is a progressive tax, mean-
ing the higher the income, the higher
the tax rate. Each U.S. income-earner
files an annual tax return, a form
that shows the tax owed. Businesses
pay corporate income taxes. 

Social insurance taxes fund three
programs: Old-Age, Survivors, and
Disability Insurance, known as Social
Security; Medicare, or health care for
the elderly; and unemployment com-
pensation. These taxes are paid as
payroll taxes, which employers
withhold from paychecks and send to
the government. Social insurance
taxes are regressive taxes, meaning
the rate is the same for everyone.

Congress places an excise tax on the
making, selling, and using of certain
goods and services. An estate tax must
be paid on the assets of a person who has
died. Gifts of over $10,000 in one year are
subject to a gift tax. A custom duty is
a tax laid on goods brought into the
United States from another country. 
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1. What makes the income tax 
a progressive tax?

2. Graph Skills How much of the
federal revenue will come from
individual income taxes in 2001?

REVIEW QUESTIONS

GRAPHIC SUMMARY:
The Federal Government’s
Estimated Income, 2001

Miscellaneous
Income
$39.9

Individual
Income
Taxes
$972.4

Corporation
Income Taxes

$194.8

Social
Insurance
Taxes and

Contributions
$682.1

Custom Duties
$20.9

Excise Taxes
$76.7

Estate and
Gift Taxes

$32.3

Total Income $2,019.0
(in billions of dollars)

The Constitution
gives Congress
broad power to 
set federal taxes,
which today are
collected mostly 
as income taxes.

T H E BIG I D E A

The Federal Government acquires billions of dollars 

in revenues from taxes.


