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Chairman Brubaker and Members of the Pennsylvania Senate Committee on Finance, I 
would like to thank you for the opportunity to share my research findings on how much sales and 
use tax revenue Pennsylvania is foregoing because of the growth of tax-free e-commerce 
transactions into Pennsylvania. I commend you and the Committee for hearing views on this 
important matter of tax policy. As I hope you appreciate, such purchases brought into 
Pennsylvania for final use within Pennsylvania, especially by households, are made without 
many internet vendors collecting and remitting the use tax to the Pennsylvania Department of 
Revenue, and without these Pennsylvania customers remitting the use tax themselves.  
 
My testimony this morning reflects a long interest in the interplay between technology, economic 
development and tax policy,1 participation on the Steering Committee in 1998-9 of the National 
Tax Association’s Project on the Taxation of Electronic Commerce2, which preceded the 
establishment of the Streamlined State Sales Tax project, and public testimony over the last 
decade before the Pennsylvania General Assembly and various committees of the US Congress 
on the these issues, on the need to level the playing field for state sales and use taxes, and on 
different ways that state sales and use taxes could be harmonized.3   
 
Behind these prepared remarks is the complete 44 page research study which explains in detail  
the nature of the problem Pennsylvania faces, a summary of pertinent court cases, and recent 
efforts to address internet use tax issues. The study goes on to explain the growing size of 
internet transactions, the sources of data and assumptions entertained, and then provides a range 
of estimates of the amount of tax dollars that are lost because of tax-free purchases on the 
internet by Pennsylvania households and businesses.  
 
What I would like to do is briefly summarize my findings on the central matters of revenue 
losses and economic effects of Pennsylvania finally addressing this problem, and then respond to 
questions you may have about this testimony or the longer research study. 
  
                                                 
1 See Jon M. Peha and Robert P. Strauss(1997), “A Primer on Changing Information Technology and the Fisc,”, 
National Tax Journal, 50, 3 (September, 1997), 607-621, online at: 
http://www.andrew.cmu.edu/user/rs9f/peha_strauss97.pdf ; Karen Clay and Robert P. Strauss(2002) “Institutional 
Barriers To Electronic Commerce: An Historical Perspective,” The New Institutionalism in Strategic Management, 
Volume 19 (2002), 245-271, online at: http://www.andrew.cmu.edu/user/rs9f/col_31502.pdf.  
2 To read the Final Report, see:  
http://www.google.com/url?sa=t&source=web&cd=1&ved=0CBUQFjAA&url=http%3A%2F%2Fgovinfo.library.u
nt.edu%2Fecommerce%2Fdocument%2Ffinal_NTA_Report.doc&rct=j&q=report%20of%20the%20national%20tax
%20association%20project%20on%20electronic%20&ei=atC4TY2wH4LAtgeNkY3eBA&usg=AFQjCNHdOXpB
GnINwOv9lVMdfqwZoAqnPQ&cad=rja 
3 See Robert P. Strauss(2001), "Taxation of the Internet and Pennsylvania's Economic Climate," Testimony before 
the Pennsylvania House Committee on Commerce, Subcommittee on Economic Development, August 23, 2001, 
Conference Room 1, Allegheny County Court House, Pittsburgh, Pennsylvania; online at:  
http://www.andrew.cmu.edu/user/rs9f/pahouse_8_23_01.pdf; Robert P. Strauss(2001),  in Cybershopping and Sales 
Tax: Finding the Right Mix, Hearing before the Committee on Finance, United States Senate, 107th Congress, 
August 1, 2001, pp. 100-109. Robert P. Strauss(2000), “Federal Tax Mechanisms to Enable State Taxation of Final 
Consumption,” Hearings  before the Subcommittee on Oversight, Committee on Ways and Means, U.S.  Congress, 
May 15, 2000. 
 
 
 



 My central findings can be summarized below on this single page: 
 

1. Commerce across the internet has become a growing portion of our daily economic lives.  
 

2. Bricks and mortar businesses in Pennsylvania find they are increasingly facing unfair 
competition from internet vendors who are beyond the current reach of Pennsylvania’s 
sales and use tax. They suffer from a price disadvantage and it causes economic harm. 
 

3. Increasingly this virtual economy means that Pennsylvania’s sales and use tax collections 
have suffered. Using various estimation methodologies from the research literature and 
the most recent, available data, I estimate that the gross loss in use tax collections to the 
Commonwealth ranges between $254 and $410 million at calendar year 2012 levels. 
 

4. If the economic playing field were leveled for tax-free internet vendors, it would be to the 
benefit of local bricks and mortar companies and those virtual vendors who have a bricks 
and mortar presence in Pennsylvania. Both kinds of business currently collect and remit 
sales and use taxes to the Commonwealth. They are, if you will, good business citizens 
who help the Commonwealth administer our sales and use tax. 
 

5. Taking into account reactions to Pennsylvania collecting these new use taxes from these 
internet vendors, I estimate that the net use tax gain would be between $240 million and 
$388 million in 2012. The net revenue gain is smaller than the gross revenue gain 
because business and households would ultimately be facing higher prices from these 
current, tax-free internet vendors. Overall, consumers would purchase a little less but 
their purchases would be higher than before from local businesses. 
 

6. Greater sales at Pennsylvania bricks and mortar businesses would lead to modest 
employment gains of between 1,530 to 2,766 new jobs in 2012 which implies between 
$66 to $119 million in increased wages in Pennsylvania. This further implies between 
$5.8 to $10.4 million in additional state tax revenue in 2012, over and above the 
increased sales and use tax collections.  
 

7. Thus, if one adds up the overall net increase in sales and use tax and other taxes that 
would result from leveling the economic playing field, the range of overall net tax 
additions to the Commonwealth would be between $246 to $398 million in calendar year 
2012. This range of estimates is consistent with other, earlier estimates of revenue losses 
from the non-collection of internet use taxes on sales into Pennsylvania 

 
I would be remiss if I did not caution the Committee that these estimates of additional use tax 
liabilities would require legislative and administrative changes which will necessarily take some 
time. Also, New York’s experience with increasing the reach of its use tax has been that actual 
collections were 50 to 57% of those projected in the first several years. 
 
 
 
 



There is another way to summarize these findings, and that is with several graphs. The first 
group of graphs, based on US Census Bureau data, shows the steady, growing importance of 
transactions over the internet. 
 
Figures 1 and 2 show Business to Business and Business to Consumers gross turnover activity. 
It’s very clear that transactions over the internet have been growing much faster than all 
transactions through 2008.  
 
Figure 3 focuses on just retail sales, and shows the steady march nationally each year of retail 
sales over the internet. In year 2000 retail sales over the internet were less than 1% of total retail 
sales, while by 2010 such sales were 4.2% of total retail sales. Tax free sales over the internet 
jumped during the most recent Christmas period, and there is every reason to believe that the 
internet will continue to grow as a proportion of business and consumer purchases.  
 
Figure 4 shows schematically how the estimates of gross and net revenue loss are 
conceptualized, and also how the gain in jobs and income in Pennsylvania would occur upon 
leveling the economic playing field. While the net tax increase would be smaller than the gross 
tax increase, I predict there will be a diversion of activity now on the tax-free internet to 
Pennsylvania bricks and mortars firms who will accordingly find it worthwhile to add to their 
employment. This will generate new wages, and in turn some additional income tax to the 
Commonwealth.  
 
Finally, Table 1 summarizes this visualized changes in terms of gross and net revenue gains in 
2012 under differing assumptions.   
 
I would be happy to respond to your questions about these research findings. 

Figure 1 – National Business-to-Business E-Commerce (blue line) 
Versus Total Business-to-Business Economic Activity (red line) 

 
Source: U.S. Census, E-Stats, 2008 
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Figure 2 – National Business-to-Consumers E-Commerce (blue line) 
Versus Total Business-to-Consumer Economic Activity (red line) 

 
Source: U.S. Census, E-Stats, 2008 

 
Figure 3 – E-Commerce Retail as a Percent of Total US Retail Trade Sales 

 
                    Source: U.S. Census Bureau Monthly and Annual Retail Trade 

        http://www.census.gov/retail/index.html 
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Figure 4 
Economic and Tax Impact of Collecting Use Tax on Internet Sales into Pennsylvania 

($ millions in CY 2012) 

 

Total Internet Sales into PA 
not now taxed but would be  

subject to tax  
$4,044 to $6,529 [A] 

Decrease in 
Pre-Tax 

Spending 
$215 to $357 

[B1] 

Substitution to 
Other Retailers  
$509 to $843 

[B2] 

Decrease in 
non-collecting 
Internet Retail  
$724 to $1,200    

[C1] 

Increase  in 
collecting 

Internet Retail  
$383 to $627 

[C2] 

Increase in 
Bricks & 

Mortar Stores  
$126 to $216 

[C3]�

Net Change in 
PA Sales & 

Use Tax 
Collections 
+ $240  to      

+ $388 
[D1] 

+Jobs 1,530 to 2,766 
+Wages $66 to $119  
+Other Taxes $5.8 to $10.4 
 

[D2] 
 

Potential 
Retaliation 

To New Law 
 

Harm to PA 
Internet 
Retailers  



Table 1 Incremental Effects on Pennsylvania 
Sales and Use and Other Tax Collections in CY 2012, $ Millions 

Assumptions  
Gross New Tax 

Revenues 

Net New Tax 
Revenues after 

Impact of 
Behavioral 
Changes 

Gross vs. Net 
Percent Change 

Method 1 $410 $398 -2.9% 
Method 2 $282 $273 -3.2% 
Method 3 $254 $246 -3.2% 

Notes: Method 1 uses Bruce, Fox, Luna (2009) methodology with newer data and 
optimistic forecast 
Method 2 uses more recent compliance data on large and medium size firms 
Method 3 uses more recent compliance data and Bruce, Fox, Luna (2009) 
baseline forecast 

 
 


