
The Regional and National Economic  
Impact of Repealing the Section 199  
Tax Deduction and Dual Capacity Tax  
Credit for Oil and Gas Producers

Joseph R. Mason, PhD* 
Louisiana State University

September 2010



* Hermann Moyse Jr./Louisiana Bankers Association Endowed Chair of Banking, Louisiana State University,  
E. J. Ourso College of Business.

Dr. Mason wishes to thank the AEA for sponsoring the research, as well as the staff of Navigant Economics, LLC, 
including Srikant Narasimhan, Anna Koyfman, and William Schwartz, for their invaluable research assistance. This 
study represents the views of the author and not necessarily those of the AEA.



Table of Contents

Executive Summary            2

I.  Introduction             3

II.  Background on Section 199 Tax Deduction and Dual Capacity Tax Credit    5
A.  Section 199 Tax Deduction          5

1.  Brief History of Section 199

2.  Current Proposal for Repeal of Section 199

B.  Dual Capacity Tax Credit          7

1.  Brief History of the Dual Capacity Tax Credit

2.  Current Proposal for Repeal of the Dual Capacity Tax Credit

III.  The U.S. Energy Sector and the National Economy       8

IV.   The RIMS II Methodology Can Be Used to Estimate the Economic Effect  
of Repealing Proposed Tax Policies         9

V.   The Repeal of these Tax Policies Will Cause Substantial Losses in Wages,  
Employment, and Output and Will Have Profound Effects on Communities  
throughout the Nation           11

A.   The Repeals Could Cost More than $341 Billion in Economic Activity from  
2011 through 2020                   11

B.   The Repeals Could Destroy 154,000 Jobs in 2011, with the Effects Persisting  
for the Duration of the Tax Policy                 12

1.  Total Job Loss Analysis

2.  Evaluation of the Types of Lost Employment 

C.   The Repeals Could Cause a Loss of $68 Billion in Wages to Workers Hit by  
Recession, the Gulf Oil Spill, and these Tax Increases                 15

D.   Gulf Communities Will Suffer Severely, Losing $126 Billion in Output,  
56,000 Jobs, and $24 Billion in Wages                 16

E.   State and Local Governments will Lose $18 Billion in Taxes and other Public Revenues 
and the Federal Government will Lose $65 Billion from Repealing the Section 199 and  
Dual Capacity Tax Credits                  18

VI. Summary and Conclusions          20

Appendix             21



2

Executive Summary 
The current White House administration has pledged to 
put the U.S. economy back on track following severe 
fiscal and monetary crises. As part of the response, the 
administration’s comprehensive budget proposal for the 
upcoming 2011 fiscal year includes repeals of Section 199 
of the American Jobs Creation Act and Section 1.901-2 
of the U.S. Department of the Treasury Regulations (“dual 
capacity”).1  These prospective changes would eliminate 
domestic and international tax credits for the U.S. energy 
sector and other crucial industries.  Although regulators are 
hoping to raise substantial revenues from the repeals, the 
economic cost of the regressive legislation could cripple 
the oil and gas sector, which has already suffered severe 
losses over the last six months. 

Section 199 was enacted by President Bush in 2004 to 
provide taxpayers benefits for production activities in the 
United States. The provision grants a “deduction equal to 
a percentage of the lesser of ‘qualified production activities 
income or taxable income.”2  Under the provision, labor-
intensive corporations are particularly favored by being 
able to deduct a percentage of domestic production 
activity each year. The repeal would apply solely to oil and 
gas firms. Dual capacity credit, on the other hand, allows 
companies to deduct taxes on incomes from abroad, 
offsetting relatively high U.S. taxes on foreign incomes.3  
Hence, the dual capacity regulation is a way for American 
firms to compete efficiently against foreign competitors. 
In repealing the dual capacity credit, however, the 
current administration would effectively double-tax firms 
conducting business in many foreign countries. Although 
the change applies to all corporations, the energy sector 
will be put at a strong disadvantage when competing 
against state-run oil and gas companies in such countries 
as China, Russia and Venezuela. 

The proposed changes in taxation practices could cripple 
the U.S. energy sector. Nationally, this could create a 
cascade effect of job and revenue losses for not only oil 

and gas firms, but industries that complement oil and gas 
companies, as well as others that rely more indirectly on oil 
and gas and related industry earnings. 

Regionally, the Gulf of Mexico, which continues to 
suffer dramatic consequences from Hurricane Katrina 
and the Deepwater Horizon oil spill, could experience even 
greater employment losses. The six-month moratorium 
on deepwater exploration and production that the 
administration enacted following the oil spill has already 
damaged the region economically. Additional legislation 
aimed at the energy sector could impede investment and 
development in the region for years to come.

In this report, Dr. Joseph R. Mason investigates the likely 
economic effects if both regulations are repealed in 2011. 
By analyzing the total economic harm associated with 
the proposed changes to tax credits, Dr. Mason finds that 
there would be broad economic losses in the national 
and regional economies. He uses Bureau of Economic 
Analysis’s RIMS II “input-output” analysis models to 
measure the economic effects associated with a decrease 
in production. The summary table below presents the 
results. Dr. Mason concludes that President Obama’s 
proposed repeal of two crucial tax deductions will have 
grave economic consequences for the national and 
regional economy. 

1.  Congressional Budget Office. (2011) Budget of the United States Government, Fiscal Year 2011. Washington, D.C.: U.S. Government Office of 
Management and Budget. Retrieved from <http://www.whitehouse.gov/omb/budget/Overview/>

2.  Scott Vance. “Final Section 199 regulations clarify application of domestic production incentive,” All Business.  May 1, 2006 <http://www.allbusi-
ness.com/accounting-reporting/corporate-taxes/1189307-1.html>.

3. “White House Tax Plans Favors Foreign Companies,” Forbes.  Jul. 21, 2010 <http://blogs.forbes.com/greatspeculations/tag/dual capacity/>.

Summary of the Lost Economic Activity from  
Repealing the Section 199 and Dual Capacity  

Tax Credits, 2011-2020
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It is important to note, therefore, that those tax provisions are not subsidies 
specific to the oil and gas industry, but rather tax credits received by virtually  
every American company.

I.  Introduction
As the Obama administration has repeatedly asserted, 
a crisis is a terrible thing to waste. Hence, as with the 
financial crisis, many in Congress are using the Gulf of 
Mexico oil and gas drilling moratorium as a springboard 
for unrelated policy measures that will hurt the U.S. oil 
and gas industry. Like the moratorium on deepwater 
exploration and production, those policy measures will 
inexorably affect economic activity and employment. 
Unlike the moratorium, the effects are intended to be 
permanent, rather than temporary. In both cases,  
however, policymakers in Washington wish to ignore  
the economic consequences of their choices. This study, 
therefore, sheds light on some of the policy proposals 
under consideration and estimates their economic costs.

A key part included in the 2011 budget proposed by the 
Obama administration is the increased taxes on the oil  
and gas sector that could cripple U.S. firms. In particular, 
the measures do away with two key tax provisions vital 
to the U.S. oil and gas industry. It is important to note, 
therefore, that those tax provisions are not subsidies 
specific to the oil and gas industry, but rather tax credits 
received by virtually every American company. The 
proposed changes in tax law, which would apply solely  
to oil and gas companies, have little to do with the debate 
over offshore drilling safety or even energy policy. Hence, 
the changes appear to be merely punitive policies that are 
now finding a place in the sun in the post-Gulf drilling crisis 
political environment. 

The administration wants to eliminate essential tax credits 
that all taxpayers are entitled to under Section 199 of the 

American Jobs Creation Act (“Section 199”) and Section 
1.901-2 of the U.S. Treasury Regulations (“dual capacity”). 
In doing so, it would override legislation “adopted in 1983 
after almost a decade of legislative and administrative 
debate,” as well as newer regulations put in place by 
President George W. Bush in 2004 that help U.S. industries 
compete on a level playing field with foreign rivals.4  

Section 199 of the Internal Revenue Code was created 
under the American Jobs Creation Act to “provide a 
permanent benefit…to taxpayers in a wide variety of 
industries.”5  It allows taxpayers, in particular labor-
intensive corporations, to deduct from their tax liabilities 
a percent of domestic production activity each year. In 
2005, the Congressional Budget Office estimated that the 
provision “effectively reduced the United States’ highest 
federal statutory corporate tax rate for income from 
domestic product from 35 percent to 31.85 percent.”6  The 
adjusted rate for U.S. corporations is the same level as the 
average rate for nations of the Organization of Economic 
Cooperation and Development, helping U.S. corporations 
doing business domestically compete against lower-taxed 
foreign competitors.7  

Unlike Section 199, which considers domestic production 
only, the Treasury’s dual capacity regulation is a provision 
meant to assist taxpayers that generate production 
abroad. The central purpose is for corporations to offset 
relatively high U.S. taxes on incomes from abroad.8  A 
U.S. oil and gas company that does foreign business may 
“credit the portion of the levy in the amount of what the 
generally imposed income tax would be,” if the foreign 

4. Dirk J. J. Suringa. “The Long History of the 2011 Green Book Proposal on Dual capacity Taxpayers, The Credibility of Foreign Taxes – General Is-
sues (Portfolio 901),” BNA Tax &Accounting. Jun. 10, 2010. < http://www.bnatax.com/insightsdetail.aspx?id=2147485035>.  

5. Scott Vance. “Final Section 199 regulations clarify application of domestic production incentive,” All Business.  1 May 2006 <http://www.allbusiness.
com/accounting-reporting/corporate-taxes/1189307-1.html>.

6.  Congressional Budget Office. (Nov. 2005) Corporate Income Tax Rates: International Comparisons, Washington, DC. Retrieved from <http://www.
cbo.gov/ftpdocs/69xx/doc6902/11-28-CorporateTax.pdf>. 

7. Andrew Chamberlain. “Estimating the Tax Burden and Economic Impact from the Proposed “Gang of Ten” Revenue Offsets Fiscal Economics 
Policy Study 2008-08,” Institute for Energy Research. Sept. 9, 2008. <http://www.instituteforenergyresearch.org/wp-content/uploads/2008/09/
gang_of_10_energy_study.pdf>.

8. “White House Tax Plan Favors Foreign Companies,” Forbes. Jul. 21, 2010 < http://blogs.forbes.com/greatspeculations/tag/dual capacity/>. 
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country “has a generally imposed income tax.”9  This 
allows many U.S. energy firms to compete with foreign 
state-run corporations in such countries as Russia, 
Venezuela, and China, which enjoy extremely favorable tax 
treatment in their home countries. Without this regulation, 
U.S. oil and gas firms would be double-taxed on revenues 
from their foreign operations in countries such as those 
listed above that lack standardized taxation laws.10 

Some analysts predict that the repeal of the two 
regulations for oil and gas companies “would raise some 
$210 billion over 10 years.”11  The problem is that those 
analyses do not take into account the inexorable reality 
that U.S. corporations will respond to higher taxes by 
restricting domestic production and moving operations 
elsewhere in the world. If the lost output, jobs, and wages 
over that 10-year period amount to greater than the total 
expected tax revenues, the policy does not make sense. 
In this study, therefore, I estimate the total economic 
harm associated with the potential repeal of Section 
199 and dual capacity credits. I use data from the U.S. 
Department of the Treasury and the Bureau of Economic 
Analysis (“RIMS II”) to undertake an analysis similar to 
that of Andrew Chamberlain’s 2008 study on tax burden 
and economic impact of the Section 199 repeal, adjusting 
the approach and adding to that the impact that would 
be derived from the dual capacity repeal, as well.12  My 
estimates suggest that repealing both Section 199 and 
dual capacity credit would produce extensive economic 
losses to the U.S. economy for the next decade (the 
longest period for which budget estimates are prepared), 

including $341 billion in decreased economic output, 
almost $68 billion in wage cuts, and initial losses of over 
154,000 jobs in 2011, trailing to 115,000 for the duration 
of the tax policy’s life. Needless to say, it doesn’t make 
sense to pay $341 billion in lost output and $68 billion 
in lost wages for $210 billion in increased tax revenues 
(ignoring the $83.5 billion in tax revenues lost on the 
decreased production and wages). Texas, California, and 
Louisiana - already devastated by the Gulf crisis - will be 
the hardest hit, with Texas alone losing more than 38,000 
jobs, Louisiana losing nearly 13,500 jobs, and California 
more than 23,000 jobs in 2011 if Congress repeals the tax 
breaks. Even the Midwest is affected, with Illinois losing 
nearly 4,500 jobs, Ohio losing nearly 4,000 jobs, and 
Indiana losing more than 3,000 jobs in 2011.

The remaining sections of this study outline background 
information on Section 199 and dual capacity regulations, 
and describe the methodology for assessing the economic 
cost of repealing tax credits for the U.S. energy sector. 
Section II provides some background on tax provisions 
that have come under attack in the current administration’s 
proposed budget. Section III assesses the importance 
of the energy sector to the U.S. economy. Section IV 
outlines the model and methodology. Section V provides 
output, employment and revenue estimates within the oil 
and gas sector, as well as the overall economic impact 
of the repeal at the regional and national level. Section VI 
concludes, noting that singling out the U.S. energy industry 
for punitive taxation would be calamitous for a national 
economy already in recession.

My estimates suggest that repealing both Section 199 and dual capacity credit would 
produce extensive economic losses to the U.S. economy for the next decade (the longest 
period for which budget estimates are prepared), including $341 billion in decreased 
economic output, almost $68 billion in wage cuts, and initial losses of over 154,000 jobs 
in 2011, trailing to 115,000 for the duration of the tax policy’s life.

9. “Tax Legislation Manufacturing Industry View, 2010 Budget Resolution,” Deloitte. May 15, 2009. Retrieved from <http://www.deloitte.com/assets/
DcomUnitedStates/Local%20Assets/Documents/us_tax_ManufacturingBudgetUpdate_051309.pdf>. 

10.  “White House Tax Plan Favors Foreign Companies,” Forbes. Jul 21, 2010. <http://blogs.forbes.com/greatspeculations/2010/07/21/white-house-
tax-plans-favor-foreign-competitors//>

11.  “Tax Legislation Manufacturing Industry View, 2010 Budget Resolution,” Deloitte. May 15, 2009. Retrieved from <http://www.deloitte.com/assets/
Dcom-UnitedStates/Local%20Assets/Documents/us_tax_ManufacturingBudgetUpdate_051309.pdf

12.  Andrew Chamberlain. “Estimating the Tax Burden and Economic Impact from the Proposed “Gang of Ten” Revenue Offsets Fiscal Economics 
Policy Study 2008-08,” Institute for Energy Research. Sept. 9, 2008. <http://www.instituteforenergyresearch.org/wp-content/uploads/2008/09/
gang_of_10_energy_study.pdf>.
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II.   Background On Section 199  
Tax Deduction And Dual  
Capacity Tax Credit 
A.  Section 199 Tax Deduction

  1. Brief History of Section 199

In 2004, the IRS enacted a new tax deduction for U.S. 
businesses under Section 199 of the tax code. The 
deduction was initially modified in 2004 under the 
American Jobs Creation Act and applies to all taxpayers.13  
The legislation, which was ratified by President Bush, 
grants taxpayers the right “to receive a deduction based 
on qualified production activities income resulting from 
domestic production.”14  According to the stipulations of 
the law, qualified production for energy firms would include 
oil and gas that was “manufactured, produced, grown, or 
extracted by the [firms] in whole or in significant part within 
the United States.”15 

The deduction went into effect on December 31, 2004 and 
by early 2005 taxpayers were able to use a three percent 
credit. In 2005, Section 199 was modified under the Tax 
Increase Prevention and Reconciliation Act such that 
qualified taxpayers may only include W-2 amount[s] which 
are allocable to the domestic production gross receipts.16  
According to the U.S. Department of the Treasury, in 2005 
the deduction constituted “three percent of the lesser of: 
(a) taxable income derived from a qualified production 
activity; or (b) taxable income, for the taxable year.”17  

The calculation for a taxable year is capped at 50 percent 
of the W-2 wages “paid by the taxpayer during the 
calendar year.”18  The total amount of the deduction is 
computed by subtracting a percentage of the taxpayer’s 
income that was earned from qualified domestic activities 
from the total taxable income.19  The percentage 
deductable increased incrementally each year and 
by 2010, the year in which the provision became fully 
functional, the deduction had increased to nine percent.20  

In August of 2008, a group of ten senators, dubbed the 
“Gang of 10” proposed the New Energy Reform Act of 
2008 (“ERA”), to address offshore drilling, nuclear fuel 
recycling, and energy conservation.21  The potential 
legislation suggested that the “$84 billion in investments 
in conservation and efficiency in the New ERA bill will be 
fully offset with loophole closers and other revenues.”22  
By excluding energy firms from Section 199, the 
regulators hoped to raise almost $30 billion that could be 
redistributed to favored projects.23  Critics of that proposal 
suggested that the change to Section 199 could bring 
about harmful changes in employment, earnings and 
economic output throughout the U.S. economy.24  

Congress did not pass the proposed legislation, as 
detractors pointed to the obvious problems that would 
arise from excluding the U.S. energy sector from such a 
crucial and universal tax deduction. Andrew Chamberlain 
presented the “order-of-magnitude calculation” to show 
the possible effect of the changes initially suggested by 

13. The provision applies to individuals, corporations, farming cooperatives, estates, trusts and their beneficiaries. Moreover, the deduction is “allowed 
to partners and the owners of S corporations (not to partnerships or the S corporations themselves), and may be passed through by farming 
cooperatives to their patrons.” The deduction can also apply to non-exporting taxpayers. Jack C. Butler, Section 199, Internal Revenue Code of 1986, as 
amended, The ‘Domestic Production Deduction,’ ROETZEL & ANDRESS, L.P.A, 1 http://www.ralaw.com/resources/documents/Section%20199%20Domes-
tic%20Production%20Deduction.pdf. 

14.  Henry V. Singleton. Industry Director Directive on Domestic Production Deduction (DPD), U.S. Internal Revenue Services [2006]. Web. < http://
www.irs.gov/businesses/article/0,,id=164979,00.html>. 

15. “American Jobs Creation Act of 2004.” (PL 108-357, Oct. 22, 2004). < http://frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi?dbname=108_cong_
public_laws&docid=f:publ357.108.pdf>.

16. “Tax Alert: Brief Summary: Tax Increase Prevention and Reconciliation Act (TIPRA),” Rothgerber Johnson & Lyons LLP. N.p, 1 June 2006. Retrieved 
<http://www.rothgerber.com/showarticle.aspx?Show=437>. 

17.  “Fact Sheet: Guidance on Section 199 – Income Attributable to Manufacturing Activities, U.S. Department of the Treasury,” Office of Public Affairs. Jan. 
19, 2005, 1. <http://www.ustreas.gov/press/releases/reports/199factsheetjs2200.pdf>. 

18. Id.
19.  Andrew Chamberlain. “Estimating the Tax Burden and Economic Impact from the Proposed “Gang of Ten” Revenue Offsets Fiscal Economics 

Policy Study 2008-08,” Institute for Energy Research. Sept. 9, 2008. <http://www.instituteforenergyresearch.org/wp-content/uploads/2008/09/
gang_of_10_energy_study.pdf>.

20. Id.
21.  Senator Lindsey Graham. “‘Gang of 10’ Introduces Bipartisan Energy Proposal: Press Release,” Senator Lindsey Graham Official Home Page. 

Web. Aug. 1, 2008.
22. Id.
23. Andrew Chamberlain. “Estimating the Tax Burden and Economic Impact from the Proposed “Gang of Ten” Revenue Offsets Fiscal Economics 

Policy Study 2008-08,” Institute for Energy Research. Sept. 9, 2008. <http://www.instituteforenergyresearch.org/wp-content/uploads/2008/09/
gang_of_10_energy_study.pdf>.

24. Id. 9.
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the “Gang of 10” proposal.25  His calculations, based on 
2005 data, show that of the total Section 199 deductions 
($9.34 billion in 2005), approximately 20 percent “was 
from companies in the petroleum and coal products 
manufacturing industry.”26  He determined that if the 
income was taxed at the corporate rate of 35 percent, the 
comprehensive “repeal would increase tax liabilities for 
these firms by $652 million per year.”27  I have calculated 
a similar figure for 2007, the latest year available for such 
data, in which petroleum and coal product manufacturing 
was approximately 15 percent ($3.2 billion) of total Section 
199 deductions ($21.1 billion).28  The repeal would imply 
that this income would be taxed at 35 percent, which 
would increase tax liabilities for these firms by $1.12 billion 
in 2007 and at similar magnitudes in years thereafter. 

2.  Current Proposal for Repeal of Section 199

Section 199, which expires in 2011, will be renewed in 
the upcoming budget; however, Obama’s fiscal proposal 
would exclude oil and gas companies from the renewal.29  
The Office of Management and Budget estimated that 
excluding the oil and gas industry from Section 199 would 
increase the federal government’s revenues by $17.3 
billion over the next ten years. The repeal of a tax credit will 
most likely have an adverse effect on the energy sector, 
however, as well as industries that support the production 
and transportation of oil and gas. The current proposal will 
likely discourage investment in “energy infrastructure and 
would threaten the production rates of energy companies 
themselves.”30  

25. Id. 9-10.
26. Id.
27. Id. 10. 
28.  See Returns of Active Corporations: Table 6 – Balance Sheet, Income Statement, Tax, and Selected Other Items, by Major Industry, U.S. Internal 

Revenue Service [ 2005]. Web. <http://www.irs.gov/taxstats/article/0,,id=170692,00.html>. 
29. Warren Hudak. “Repealing Section 199 Tax Code Will Hurt Economy,” The Bulletin. Feb. 28, 2010. Web.  < http://thebulletin.us/articles/2010/02/28/

commentary/op-eds/doc4b8ac44abd9ce765327008.txt>.  
30. “Proposed Energy Taxes Would Kill U.S. Jobs,” American Energy Alliance. N.d. <http://www.saveusenergyjobs.com/resources-2/proposed-ener-

gy-taxes-would-kill-u-s-jobs/#capacity>.
31. Salvatore Lazzari. Energy Tax Policy: History and Current Issues. CRS Report for Congress, Congressional Research Service. Nov. 7, 2007. CRS-

20. Retrieved from <http://italy.usembassy.gov/pdf/other/RL33578.pdf>. 
32. Id.

In 2008, the Congressional Research Service published a 
study that assessed the potential risks in repealing Section 
199. The analysis suggested that there will be little to no 
price effects and other economic effects in the short run. In 
the long run, however, “all taxes distort resource allocation, 
and even a corporate profit tax would reduce the rate of 
return and reduce the flow of capital into the industry.”31  
In other words, applying this restriction to oil and gas 
companies could have unfavorable effects on domestic 
oil and gas production. The report goes further to suggest 
that the rates of return to investment in oil and gas “would 
decline, causing a decline in capital flows to this industry, 
and an increase in capital flowing to other industries, 
including foreign industries.”32  Thus, the current proposed 
budget could place U.S. corporations at a disadvantage 
when competing with foreign oil and gas companies.

The repeal of a tax credit will most likely 
have an adverse effect on the energy 
sector, however, as well as industries that 
support the production and transportation 
of oil and gas.
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B.  Dual Capacity Tax Credit
  
1.  Brief History of the Dual Capacity  

Tax Credit

Similar to Section 199, the dual capacity credit is 
particularly important for oil and gas companies, even 
though it is applicable to all firms. It was enacted 25 
years ago, with the express intent of helping U.S. firms 
compete with foreign companies on a level playing 
field. The purpose of the regulation was to offset “very 
high American income taxes on [a company’s] foreign 
income.”33  The rule allows 
taxpayers who reside or 
conduct business in a 
country that has an income 
tax to credit the portion of 
the levy in the amount of the 
income tax.34  

The legislation was 
introduced in 1983 after significant debates in Congress 
during both the Carter and Reagan administrations. The 
new provision was set “to limit the credit to the amount of 
all [payments to foreign sovereigns] attributable to foreign 
oil and gas income, multiplied by the U.S. tax rate.”35  The 
regulation also includes “a safe harbor [provision] if the 
foreign country does not generally impose an income 
tax.”36  The taxpayer residing or conducting business in 
a country without a specified income tax could utilize 
a specific formula to “credit the amount that would be 
produced…by the application of the income tax generally 
imposed by the foreign sovereign on all taxpayers.”37  For 
any company to claim dual capacity status, it must deal 

with “a foreign country as both the sovereign and as the 
grantor of an economic benefit, such as a concession for 
developing the country’s natural resources.”38 

2.   Current Proposal for Repeal of the Dual 
Capacity Tax Credit

In addition to eliminating oil and gas companies from 
Section 199, the current administration’s 2011 fiscal 
budget also recommends adjusting the dual capacity 
rules.  The change in regulation would “amount to levying 
a double-tax on domestic oil and gas products, while 
completely exempting companies headquartered” in 

other countries.39  Unlike 
Section 199, the current 
administration intends to 
make the changes to dual 
capacity applicable to all 
taxpayers. While the energy 
sector will be severely 
affected - since U.S. oil 
and gas companies often 

compete with foreign state-owned corporations - the 
effects measured here are limited to that industry and do 
not estimate the broader impact of the repeal.

The adjustment to Treasury’s dual capacity regulation 
would put U.S. firms at a significant disadvantage against 
foreign competitors. The proposed modifications for dual 
capacity companies would change how foreign levies 
would qualify under the provision. The proposed change 
would “allow the taxpayer to treat as a creditable tax 
the portion of a foreign levy that does not exceed the 
foreign levy that the taxpayer would pay if it were not dual 
capacity taxpayer.”40  This would reverse the safe-harbor 

33.  “Proposed Energy Taxes Would Kill U.S. Jobs,” American Energy Alliance. N.d. <http://www.saveusenergyjobs.com/resources-2/proposed-ener-
gy-taxes-would-kill-u-s-jobs/#capacity>.

34. “Tax Legislation Manufacturing Industry View, 2010 Budget Resolution,” Deloitte. May 15, 2009. Retrieved from <http://www.deloitte.com/assets/
DcomUnitedStates/Local%20Assets/Documents/us_tax_ManufacturingBudgetUpdate_051309.pdf>. 

35. Dirk J. J. Suringa. “The Long History of the 2011 Green Book Proposal on Dual capacity Taxpayers, The Credibility of Foreign Taxes – General Is-
sues (Portfolio 901),” BNA Tax &Accounting. Jun. 10, 2010. < http://www.bnatax.com/insightsdetail.aspx?id=2147485035>.  

36.  “Tax Legislation Manufacturing Industry View, 2010 Budget Resolution,” Deloitte. May 15, 2009. Retrieved from <http://www.deloitte.com/assets/
DcomUnitedStates/Local%20Assets/Documents/us_tax_ManufacturingBudgetUpdate_051309.pdf>.

37.  Dirk J. J. Suringa. “The Long History of the 2011 Green Book Proposal on Dual capacity Taxpayers, The Credibility of Foreign Taxes – General Is-
sues (Portfolio 901),” BNA Tax &Accounting. Jun. 10, 2010. < http://www.bnatax.com/insightsdetail.aspx?id=2147485035>.  

38. Skadden, Arps, Meagher & Flom LLP and Split Rock International Inc. “Economic and Foreign Policy Implications of the Administration’s ‘Dual 
Capacity Taxpayer’ Proposals: Letter to Treasury on Implications of Administration’s Dual-Capacity Taxpayer Proposals,” Jul. 21, 2010. Retrieved 
<http://www.saveusenergyjobs.com/wp-content/uploads/2010/08/Daily_Tax_Report.pdf>. 

39. “Proposed Energy Taxes Would Kill U.S. Jobs,” American Energy Alliance. N.d. <http://www.saveusenergyjobs.com/resources-2/proposed-ener-
gy-taxes-would-kill-u-s-jobs/#capacity>.

40. Id.
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provision that was initially put into Treasury’s regulation 
to provide an advantage to U.S. firms against foreign 
counterparts. Thus, “if a foreign country imposes no other 
tax to which a dual capacity taxpayer would be subject, it 
appears that the taxpayer would not be permitted to claim 
any foreign tax credits for payments to that country.”41  
Since the exact changes related to the dual capacity credit 
are not yet included in the budget proposal it is difficult 
to ascertain the precise provisions of the new regulation. 
What proposals to date imply is that a dual capacity oil 
and gas company would be allowed to claim a foreign tax 
credit, only if the country has the same applicable tax for 
non dual capacity taxpayers.42

III.   The U.S. Energy Sector And  
The National Economy

Section 199 and dual capacity credit maintain a level 
playing field for U.S. and foreign firms and, in turn, benefit 
the U.S. economy as a whole. Hundreds of both large 
and small companies in the U.S. oil and gas industry 
have created nearly 9.2 million jobs “not just in exploring, 
producing, refining, transporting, and marketing oil and 
natural gas, but also through the purchases [they make] 
of other goods and services that support the industry’s 
operations.”43  In 2006, the U.S. oil and natural gas 
industry paid approximately $90 billion in taxes and $28 
billion in U.S. federal, state and local taxes.44  Furthermore, 
between 2000 and 2007, the U.S. energy sector 
invested an estimated $121.3 billion in emerging energy 
technologies across North America.45

41. Id.
42. Skadden, Arps, Meagher & Flom LLP and Split Rock International Inc. “Economic and Foreign Policy Implications of the Administration’s ‘Dual 

Capacity Taxpayer’ Proposals: Letter to Treasury on Implications of Administration’s Dual-Capacity Taxpayer Proposals,” Jul. 21, 2010. Retrieved 
<http://www.saveusenergyjobs.com/wp-content/uploads/2010/08/Daily_Tax_Report.pdf>. 

43.  “America’s oil and natural gas industry supports over 9 million jobs.” American Petroleum Institute. Apr. 5, 2010. Web.  <http://www.api.org/abou-
toilgas/>. 

44.  “Energy and the Economy,” Energy Tomorrow. N.d. < http://www.energytomorrow.org/Energy_and_the_Economy.aspx>. 
45. Id.
46. Joseph R. Mason. “The Economic Cost of a Moratorium on Offshore Oil and Gas Exploration to the Gulf Region,” American Energy Alliance. Jul. 

2010.
47. See Id.

Those investments have spillover effects for other 
industries that support the U.S. energy market and 
employees in that sector. In my previous study on the 
offshore drilling moratorium, I addressed how offshore 
drilling alone contributes to substantial economic growth 
for onshore and offshore communities.46  Offshore drilling, 
as well as the U.S. oil and gas companies that conduct 
business onshore, have three distinct phases: (1) the initial 
exploration and development of offshore facilities; (2) the 
extraction of reserves; and (3) the refining of raw product. 
All three phases support numerous local and national 
industries, such as shipbuilding, food services, and 
other necessary services. The refining phase, especially, 
contributes large “spill-over” effects around the country 
even though capacity is largely concentrated in California, 
Illinois, New Jersey, Louisiana, Pennsylvania, Texas, and 
Washington.47  Nonetheless, the current administration 
persists in deliberately targeting the energy sector through 
proposed punitive legislation in response to the Gulf crisis.
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IV.   The Rims II Methodology Can  
Be Used To Estimate The  
Economic Effect Of Repealing  
Proposed Tax Policies

I use the statistical approach known as “input-output” 
analysis to measure how losses from repealing the 
Section 199 and dual capacity tax credits will reverberate 
throughout the economy.  The U.S. Department of 
Commerce has refined this approach, pioneered by Nobel 
Prize laureate Wassily Leontief,48  into the modern Regional 
Input-Output Modelling System II, or “RIMS II.”49  The 
model is premised on the idea that when a company has 
to pay $1 more in taxes,50  it must take that amount from 
other sources: reducing workers’ pay (either through wage 
cuts or layoffs); reducing the returns on shareholders’ 
investments (through lower share price or dividends); and/
or reducing its purchases of inputs. In turn, the amount is 
subtracted directly from funds used to pay the company’s 
suppliers, the suppliers’ workers, suppliers’ capital owners, 
etc., and trickles down to every member of a company’s 
production chain. In this way, a tax on even just a small 
number of firms can be felt throughout the economy. The 
Department of Commerce publishes tables of RIMS II 
multipliers that indicate how a change in one industry or 
state can affect the rest of the economy.51 

Andrew Chamberlain published a study in 2008 that uses 
the RIMS II multipliers to calculate the effects of the repeal 
of Section 199 on the U.S. economy. Specifically, he 
estimated that between 2009 and 2018, the United States 
could lose between 17,000 and 93,000 jobs for the life of 
the policy, and nearly $35 billion in wages and $186 billion 
in diminished output over the ten-year federal budget 
planning horizon.52 

I adapt Chamberlain’s method to analyze the effects of 
reversing the Section 199 and dual capacity tax credits 
on the U.S. oil and gas industry. Because the burden of 
higher taxes trickles down to employee wages and returns 
on capital, the method assumes that all taxes on firms are 
paid either by workers or by capital owners.  

Chamberlain appropriately cautions that the “uncertainty 
of the input-output impact of reduced household capital 
earnings” limits the method’s ability to accurately estimate 
the impact on capital owners—that is, capital gains and 
dividends—in the analysis.53  To be clear about the discrete 
effects, therefore, I separate the incidence of higher taxes 
on workers from the incidence of higher taxes on capital 
owners.54  Data from the U.S. Treasury show that workers 
would bear close to 70 percent of any corporate tax.55  
By ignoring the effects of the tax increases on individual 
investors in oil and gas companies, however, I bias the 
estimated economic effects of the policies downward.56 

I distribute the tax burden on workers among the fifty 
states and Washington, D.C. according to each state’s 
share of the nation’s wages from the petroleum and coal 
products manufacturing industry.57  The Treasury only 
projects revenue ten years out, so my estimates only  
take into consideration the effects of the repeals for the 
next ten years, even though the effects would last longer 
for ongoing tax policies. Figure 1 presents the total 
estimated tax burden on wage-earners in each state— 
that is, the reduction in earnings for the petroleum and  
coal products industry—incurred in the ten-year period 
from 2011 to 2020.58 

48. Wassily W. Leontief. Input-Output Economics: 2nd edition, 1986.
49. Regional Multipliers: A User Handbook for the Regional Input-Output Modeling System (RIMS II), Bureau of Economic Analysis, U.S. Department 

of Commerce, 3rd edition, 1997, 1.
50. Economists can use RIMS II to measure the impact of taxes, subsidies, and other kinds of programs since the same logic applies whether the 

program increases a company’s costs or revenues. See Id.
51. Andrew Chamberlain. “Estimating the Tax Burden and Economic Impact from the Proposed “Gang of Ten” Revenue Offsets Fiscal Economics 

Policy Study 2008-08,” Institute for Energy Research. Sept. 9, 2008. <http://www.instituteforenergyresearch.org/wp-content/uploads/2008/09/
gang_of_10_energy_study.pdf>.

52. Id. 2.
53. Id. 26.
54. Id. 11.
55. U.S. Department of the Treasury. (2011).General Explanations of the Administration’s Fiscal Year 2011. Feb. 2010, 150-151, Table 1. Retrieved from < http://

www.treas.gov/offices/tax-policy/library/greenbk10.pdf>. 
56. Andrew Chamberlain. “Estimating the Tax Burden and Economic Impact from the Proposed “Gang of Ten” Revenue Offsets Fiscal Economics 

Policy Study 2008-08,” Institute for Energy Research. Sept. 9, 2008. <http://www.instituteforenergyresearch.org/wp-content/uploads/2008/09/
gang_of_10_energy_study.pdf>.

57. See Bureau of Economic Analysis, Regional Economic Information System, “Table CA06NCompensationof Employees by NAICS Industry” (avail-
able at www.bea.gov/regional/reis/). I used 2008 data if available. For Delaware, District of Columbia, Hawaii, and Rhode Island, I used the aver-
age proportion of national wages for 2001 through 2008. For areas where no data was present, which includes North Dakota and Vermont, I split 
the remaining proportion of national industry wages evenly.

58. Additional details provided in Appendix Table A3.
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Figure 1: Total Estimated Wage Burden on Labor from Repealing the Section 199 and Dual Capacity  
Tax Credits, by State, 2011-2020 ($ Millions)
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59. Andrew Chamberlain. “Estimating the Tax Burden and Economic Impact from the Proposed “Gang of Ten” Revenue Offsets Fiscal Economics 
Policy Study 2008-08,” Institute for Energy Research. Sept. 9, 2008. <http://www.instituteforenergyresearch.org/wp-content/uploads/2008/09/
gang_of_10_energy_study.pdf>.This is equivalent to dividing the reduction in earnings by a multiplier that gives “the change in earnings per dollar 
of final demand,” which multiplier is calculated by dividing the final-demand multiplier for earnings by the direct-effect multiplier for earnings.

60. Bureau of Economic Analysis, Department of Commerce, Regional Input-Output Modeling System II. I used type II multipliers for the petroleum 
and coal products manufacturing industry from 2007 for each state, and the equivalent 2006 multiplier for the U.S., since the Department of Com-
merce no longer publishes the national multipliers.

To determine the change in the final economic demand 
derived from petroleum and coal products caused by a 
reduction in earnings for each year, I multiply the RIMS 
II direct-effect multiplier for earnings by each state and 
year’s earnings decline. The estimates are then divided by 
the final-demand multiplier for earnings.59  The estimates 
for the change in final demand are used to calculate 
the change in all output, earnings, and employment for 

each of the ten years by state. I also use cross-industry 
employment multipliers to separate the impact on 
employment by industry for each state over the ten years.60  
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V.   The Repeal Of These  
Tax Policies Will Cause  
Substantial Losses In  
Wages, Employment,  
And Output And Will  
Have Profound Effects  
On Communities  
Throughout The Nation

In the following sections the RIMS II multipliers for the 
petroleum and coal products manufacturing industry 
(see Appendix Table A1 and A2) are applied to the tax 
burden estimates (see Figure 1 and Table A3) described 
in Section IV. Section A explains the effect of the repeals 
on both regional and national economic output. Section 
B quantifies the effects on employment. Section C 
explains the expected depression in wages as a result 
of the repeals. Section D investigates the effects of the 
repeals on the Gulf region, which in recent months has 
suffered from the Deepwater Horizon oil spill, the off-shore 
drilling moratorium, and now potential additional policies 
that threaten the economic lifeblood of the region. The 
substantial economic losses estimated in this study 
showcase the potential costs of the latest legislation 
targeted at the energy sector.

These figures are in no way meant to be definitive. Rather, 
the estimates shown represent a reasonable approach 
to assessing the economic impact of these repeals, and, 
because they do not take into account the impact of 
reduced income to oil and gas industry investors, are likely 
to be conservative estimates.

A.   The Repeals Could Cost More than $341 
Billion in Economic Activity from 2011 
through 2020

The broadest measure of the incremental effect of the 
repeals is the effect on U.S. Gross Domestic Product 
(“GDP”) and State-level Gross State Product (“GSP”). 
These two measures represent total economic output. The 
loss in total output due to the two tax policies nationwide 
can be expected to exceed $341 billion for the period from 
2011 to 2020. 

The predicted state-level decrease in economic output 
based on the estimated tax increase is presented in Figure 
2.61  It is important to note that the multipliers in this table 
only provide the decrease in output that is generated at the 
same location as the decrease in production. These estimates 
do not consider “spill-over” effects, or losses that extend 
from one location to another. Since the U.S. economy is 
integrated, losses in one region can be felt throughout the 
country. For example, oil and natural gas produced in the 
Gulf of Mexico could be used as an input in the Midwest. 
Comparing the total U.S. results to the sum of each state’s 
estimates suggest that there will be more than $56 billion 
in lost spill-over effects from the repeal of tax credits (see 
Appendix Table A4).

The loss in total output due to the two 
tax policies nationwide can be expected 
to exceed $341 billion for the period from 
2011 to 2020.

61. Additional detail is provided in Appendix Table A4.
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Figure 2: Decrease in Output Resulting from Repealing the Section 199 and Dual Capacity Tax Credits,  
by State, 2011-2020 ($ Millions)

B.   The Repeals Could Destroy 154,000 Jobs 
in 2011, with the Effects Persisting for the 
Duration of the Tax Policy

The employment impact estimates from BEA’s RIMS II 
multipliers are simply one employed position at a firm, as 
measured by BEA. They are not full-time equivalents. The 

BEA data does not distinguish between full-time and part-
time jobs, however, so the employment figures represent 
merely an estimate of how reported company payrolls 
are likely to change in response to changes in demand. 
Nonetheless, a common mistake in interpreting the RIMS II 
models is to confuse BEA “jobs” with Full-Time Equivalent 
(FTE) job impacts and employment statistics.62

62. See, for instance, Zoë O. Ambargis. “RIMS II: Regional Input-Output Modeling System,” BEA/PNREAP/University of Nevada Regional Economic 
Workshop, Reno, NV, September 2009.
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Figure 3: Total Job Losses from Repealing the Section 199 and Dual Capacity Tax Credits,  
by State, 2011-2020 Average

1.  Total Job Loss Analysis

By the RIMS II measurements, therefore, the repeals would 
also result in initial losses across the entire U.S. of over 
154,000 jobs in 2011, trailing to 115,000 for the duration of 
the tax policies. Moreover, those job losses are not only in 
the energy sector but across the whole economy. 

Figure 3 illustrates the average annual effects on 
employment expected from 2011-2020, by state.63  Texas, 

California, and Louisiana - already devastated by the Gulf 
crisis - will be the hardest hit, with Texas alone losing more 
than 38,000 jobs, Louisiana losing nearly 13,500 jobs, 
and California more than 23,000 jobs in 2011 if Congress 
repeals the tax breaks. Even the Midwest is affected, with 
Illinois losing nearly 4,500 jobs, Ohio losing nearly 4,000 
jobs, and Indiana losing more than 3,000 jobs in 2011.
Table A5 shows in detail the effect for all states. 

63. Additional details provided in Appendix Table A5.
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As before, the state-level RIMS II multipliers do not 
account for decreases in employment outside a particular 
state. As a result, jobs lost in one state because of lost 
revenues in another state are omitted from the totals. 
Comparing the nationwide employment effects to the  
sum of the state employment effects yields a spill-over 
effect of more than 23,600 jobs (see Appendix Table A5 
through 2020).

2.  Evaluation of the Types of Lost Employment

The multiplier data can also be used to analyze the types 
of employment that would be lost as a result of the repeals. 
While there will undoubtedly be job losses in the energy 
sector, many job losses will be in ancillary industries that 
support the oil industry, as well as in seemingly-unrelated 
industries located in regions where oil and gas industry 
earnings make up a substantial share of local economic 
activity. Furthermore, the energy sector can be expected to 
decrease its investments in local communities as a result 
of the changes in regulations, increasing the negative 
economic impact of the tax policies. 

For this analysis, the losses are broken down using 
specific RIMS II multipliers for each industry, as described 
in Section IV. Those multipliers determine which industries 
will stand to lose the most from the repeals. Table 1 reports 
the expected job losses nationally, by industry.64

It is interesting to note that a large proportion of job losses 
(38 percent) occur in professional fields such as health 
care; real estate; professional, scientific, and technical 
services; administration; finance; education; the arts; 
information; and management.65  Manufacturing, which 
includes food and textile manufacturing, is also hard hit, 
with 21 percent of the total employment losses. Only about 
one fourth of the losses are in mining manufacturing, which 
includes oil and gas production and refining. 

64. Appendix Table A6 provides state level details for selected industries.
65. For a full listing of the jobs see U.S. Census Bureau’s 2007 NAICS Codes and Titles: <http://www.census.gov/naics/2007/NAICOD07.HTM>.

Table 1: Total U.S. Job Losses from Repealing the 
Section 199 and Dual Capacity Tax Credits, by Sector, 

2011-2020 Average
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C.   The Repeals Could Cause a Loss of 
$68 Billion in Wages to Workers Hit by  
Recession, the Gulf Oil Spill, and These  
Tax Increases 

The Section 199 and dual capacity credit repeals will cause 
substantial wage losses for American workers already 
coping with adverse economic conditions. To estimate 

Figure 4: Wage Losses from Repealing the Section 199 and Dual Capacity Tax Credits,  
by State, 2011-2020 ($ Millions)

wage losses, I apply the RIMS II’s final demand earnings 
(wage) multipliers to the final demand estimates. Figure 4 
and Table A7 present the results.  The repeals will result in 
well over $68 billion in lost wages nationwide during the 
decade. The previously discussed caveats regarding  
spill-over effects remain true for this wage analysis, 
with spill-over effects of another $14 billion in wages 
throughout the nation.66 

66. Additional details are available in Appendix Table A7. 

916

93

10,914

37

2

435 52

1

349

3

608

844

16,639
5,505

195

287

54

731

95

1,982

924

417

536

233

64

291
239

463

1,232

421

1,506

264

2,168

432

52

192
162
285536

42

583

279

146

185

238

1,327

88

38

15

45

17



16

D.   Gulf Communities Will Suffer Severely,  
Losing $126 Billion in Output, 56,000 Jobs, 
and $24 Billion in Wages

The Gulf of Mexico is already acutely familiar with the 
harsh reality of economic and natural disasters. The region 
is still recovering from the lingering effects of Hurricane 
Katrina, and in recent months has suffered from losses to 
the fishing industry arising from the Deepwater Horizon 
oil spill and the drilling shutdown mandated by the Obama 
administration.  The proposed tax repeals will cause further 
harm to the region by targeting the energy sector. Table 
2 below illustrates the value of the energy sector to the 
region in terms of employment, labor, and value added  
(the additional value created at each stage  
of production).67 

Table 3 shows the estimates of lost output, wages, and 
employment in the Gulf of Mexico region from 2011 to 
2020. The region stands to lose 56,000 jobs in 2011, 
trailing to about 42,000 for the duration of the tax policy, 
and $126 billion in economic output, and more than $24 
billion in wages over the ten-year period. These figures alone 
are catastrophic, but when added to losses from the Deepwater 
Horizon oil spill and the moratorium on deepwater offshore 
drilling paints a grim picture for the region.

Table 2: Total Operational Impact of the Oil and  
Natural Gas Industry from Repealing the Section  

199 and Dual Capacity Tax Credits, by State 

Table 3: Summary of Losses to the Gulf of Mexico  
Region from Repealing the Section 199 and Dual  

Capacity Tax Credits

67. National Economics and Statistics, The Economic Impacts of the Oil and Natural Gas Industry on the U.S. Economy: Employment, Labor Income, 
and Value Added, 2009 Table 3a at 14.
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Table 4: Total Job Losses in the Gulf of Mexico  
Region from Repealing the Section 199 and Dual  

Capacity Tax Credits, by Sector and State,  
2011-2020 Average

Table 4 examines the average annual employment 
decreases in more detail. Several industries stand to 
lose more than 2,000 jobs, including: healthcare (3,800), 
retail trade (4,400), and manufacturing (7,700). High skill 
industries (as defined previously) account for 40 percent of 
the jobs lost. These job losses could severely impact the 
region as it attempts to recover from its recent hardships.

Again, higher losses are incurred in 2011, followed by 
slightly lower losses later in the decade analyzed. Hence, 
the average over the entire period is a conservative view 
of the effects by industry. Results for 2011, alone, are 
available from the author upon request.
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E.   State and Local Governments will Lose $18 
Billion in Taxes and other Public Revenues 
and the Federal Government will Lose $65 
Billion from Repealing the Section 199 and 
Dual Capacity Tax Credits

The economic losses presented in this study will translate 
into lower tax collections and decreases in public revenues 
for state, local, and federal governments. The analysis 
applies a broad measure of the total tax revenues (from all 
sources) that state, local, and federal governments will lose 
from the repeals of the Section 199 and dual capacity tax 
credits. This analysis estimates that $18 billion will be lost 
in state and local taxes from 2011-2020,68  with an average 
loss of $1.87 billion per year. This lack of revenue could 
result in reduced investments in local economy, schools, 
hospitals, and other vital public services. Communities 
clearly benefit from the income that the energy sector 
provides. Limiting or eliminating this income could hinder 
the development of necessary community projects. 

I follow the approach outlined by the Federal Reserve Bank 
of Boston to determine annual state and local tax burdens 
as a share of GSP (see Table A8).69  For each state and the 
District of Columbia, the state and local tax burden can be 
calculated by dividing annual state and local tax revenue 
by annual GSP. Data for state and local tax revenues 
are released by the U.S. Census Bureau annually with a 
two year lag. Therefore, the state and local tax burden 

calculations are based on the most recent available fiscal 
year, 2008.70  Those data produce the average state and 
local tax burden in 2008 in each state. The effective tax 
burdens are applied to the estimated lost output as a result 
of the repeals.

Figure 5 presents the estimated losses in tax revenues per 
year from 2011-2020. As before, the losses in tax revenues 
presented have the same caveats regarding “spill-over” 
revenues.71  The estimates thus represent a lower bound 
on potential state and local tax revenues lost from the tax 
credit repeals.

The decrease in economic activity resulting from the 
repeals will also produce significant losses in federal tax 
revenues. According to the IRS, the average effective tax 
rate in the United States in FY2008 was 18.98 percent 
of GSP.72  Applying this rate to the total lost output from 
the repeals ($341 billion) suggests that U.S. federal tax 
receipts would decrease by $65 billion from 2011 to 2020, 
or an average of $6.47 billion a year.73  

In total, therefore, the repeals could result in a loss of 
nearly $8.35 billion per year. Dividing the loss equally 
among all U.S. taxpayers yields an immediate cost of 
about $57.98 per taxpayer each year.74  Increasing tax 
burdens in current economic conditions would be unwise, 
and would likely put undue pressure on an already strained 
tax base. 

The economic losses presented in this study will translate into lower tax collections 
and decreases in public revenues for both state and local and federal governments. 

68. Note that this analysis is conservative because it does not consider the state and local taxes produced from “spill-over” effects. These tax rev-
enues cannot be accurately measured because spill-over output cannot be attributed to particular states. Because spill-over output is significant, 
however, my estimate significantly understates the total incremental state and local taxes that would be produced annually.

69. Matthew Nagowski.  “Measures of State and Local Tax Burden,” New England Public Policy Center, Federal Reserve Bank of Boston. Jul. 13, 
2006. Web. <http://www.bos.frb.org/economic/neppc/memos/2006/nagowski071306.pdf>.

70. Data pertain to period July 1, 2005 – June 30, 2006. U.S. Census Bureau, Federal State and Local Governments, State and Local Government 
Finances, 2005-2006 Estimate. < http://www.census.gov/govs/www/06censustechdoc.html#fiscalyr>.

71. It is impossible to quantify these benefits because state and local taxes differ from state to state and because the BEA does not provide a means 
to allocate the spill-over revenues to particular states. To be conservative, the analysis estimates only the revenues that can be accurately as-
signed and measured.

72. U.S. Department of the Treasury, Internal Revenue Service. (2008). SOI Tax Stats. - IRS Data Book: 2008, Table 5. Washington, DC. Retrieved from 
< http://www.irs.gov/taxstats/article/0,,id=168593,00.html>.

73. GNO Inc. estimated that the moratorium “could cut state and local tax revenue by more $700 million over four years, accruing at a rate of $8 mil-
lion to $15 million a month.” See Groups Struggle to Assess Oil’s Impact, supra.

74. Internal Revenue Service, Tax Stats at a Glance  (available at http://www.irs.gov/taxstats/article/0,,id=168593,00.html). 



19

This analysis estimates that $18 billion will be lost in state and local taxes from 
2011-2020,  with an average loss of $1.87 billion per year.

Figure 5: State and Local Tax Revenue Losses from Repealing the Section 199 and  
Dual Capacity Tax Credits, by State, 2011-2020
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VI.  Summary And Conclusions
This paper estimates the regional and national economic 
effects expected to result from the proposed repeal of the 
Section 199 and dual capacity tax credits beginning in the 
upcoming fiscal year. The resulting analysis indicates that 
repealing these tax credits, in yet another targeted action 
against the U.S. energy sector, will restrict economic 
activity, cause additional job losses, and decrease 
aggregate wages well into the future. 

The repeal of these two tax credits will cost approximately 
$341 billion in economic output, with some $68 billion 
to be expected in lost wages to employees, and initial 
losses across the entire U.S. of over 154,000 jobs in 2011, 
alone, trailing to 115,000, on average, for the duration of 
the tax policies. Many of the job losses will occur in fields 
such as healthcare and manufacturing. One region that 
stands to be hit the hardest is the Gulf of Mexico. That 
region, already recovering from numerous recent disasters, 
could lose another $126 billion in economic output, more 
than $24 billion in wages, 56,709 jobs, and about $600 
million in state and local tax revenues over the ten year 
period analyzed. Those costs, nationally and regionally, far 
outweigh the potential benefit of increased government 
revenues that may be derived from the proposal. 

One region that stands to be hit the hardest is the Gulf of Mexico. That region, already 
recovering from numerous recent disasters, could lose another $126 billion in economic 
output, more than $24 billion in wages, 56,709 jobs, and about $600 million in state and 
local tax revenues over the ten year period analyzed.

The current administration is, again, undertaking important 
policy alternatives while ignoring the economic costs of 
those actions, even in the midst of the deepest recession 
since the Great Depression. 

Of course, the figures and tables that I produce are in 
no way an exact estimate of the economic effects of the 
repeals of the Section 199 and dual capacity tax credits. 
Although a debate on the parameters and estimates 
put forth in my analysis is likely, the point remains that 
economic costs need to be considered when evaluating 
policies as potentially costly as these. 
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Appendix
 Table A1: Total Multipliers for Output, Earnings, Employment by State,  

Petroleum and Coal Products Manufacturing, 2007
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 Table A1: Total Multipliers for Output, Earnings, Employment by State,  
Petroleum and Coal Products Manufacturing, 2007 (cont.)
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Table A2: Employment Detail Multipliers by State, Petroleum and Coal Products Manufacturing, 2007



24

Table A2: Employment Detail Multipliers by State, Petroleum and Coal Products Manufacturing, 2007 (cont.)
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Table A3: Total Estimated Wage Burden on Labor from Repealing the Section 199 and  
Dual Capacity Tax Credits, by State
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Table A3: Total Estimated Wage Burden on Labor from Repealing the Section 199 and  
Dual Capacity Tax Credits, by State (cont.)
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Table A4: Decrease in Output from Repealing the Section 199 and Dual Capacity Tax Credits, by State
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Table A4: Decrease in Output from Repealing the Section 199 and Dual Capacity Tax Credits, by State (cont.)
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Table A5: Total Job Losses from Repealing the Section 199 and Dual Capacity Tax Credits, by State
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Table A5: Total Job Losses from Repealing the Section 199 and Dual Capacity Tax Credits, by State (cont.)
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Table A6: Total Job Losses in Selected Industries from Repealing the Section 199 and  
Dual Capacity Tax Credits, 2011-2020 Average
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Table A6: Total Job Losses in Selected Industries from Repealing the Section 199 and  
Dual Capacity Tax Credits, 2011-2020 Average (cont.)
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Table A7: Wage Losses from Repealing the Section 199 and Dual Capacity Tax Credits, by State
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Table A7: Wage Losses from Repealing the Section 199 and Dual Capacity Tax Credits, by State (cont.)
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Table A8: Lost State and Local Tax Revenues from Repealing Section 199 and Dual Capacity Tax Credits,  
by State, 2011-2020 Annual Average



36

Table A8: Lost State and Local Tax Revenues from Repealing Section 199 and Dual Capacity Tax Credits,  
by State, 2011-2020 Annual Average (cont.)
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