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Tennessee is one 
of only nine states 
without a broad-
based income tax, 

relying heavily on other, more 
regressive revenue sources.3 In 
2021, 58% of tax revenues came 
from sales tax, compared to 
42% in the Southeast and 33% 
nationally. In addition, Tennessee 
is one of only 13 states with a 
tax on groceries—its grocery tax 
rate (4%) is the 6th highest in the 
nation.4    

Low-income families in 
Tennessee pay a higher 
proportion of their income 
on taxes than any other 
group. In Tennessee, 
poorer households have a 

higher effective tax—the households in 
the lowest 20% of the income bracket 
pay 12.8% of their income on taxes while 
the top 20% pay only 5.5% and the top 
1% pay only 3.8%.6 Tennessee has the 
11th highest effective tax rate on the 
lowest-income households—its 12.8% 
rate is higher than both the Southeast 
(11.7%) and the United States as a whole 
(10.8%)—but has the 45th highest effective 
tax rate for the top 1% of households.7  

Tennessee has one of the lowest overall tax burdens nationwide—the average effective tax rate* for Tennessee 
residents is 7.6%, the 3rd lowest in the nation, and the effective tax rate for businesses is 4.5%, the 9th lowest in the 
nation.1,2 A closer look at the state’s tax structure and revenues shows low-income families have higher tax burdens than 
wealthier families and businesses. Furthermore, Tennessee's tax structure generates comparatively low state and local 
revenues, leaving less funding available for programs, initiatives, and investments that benefit working families.

Source: Institute on Taxation and Economic Policy
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Tennessee derives 58% of its tax revenue from sales taxes,  
a far higher proportion than other states.  

State and Local Tax Revenues by Source, 2021

Source: U.S. Census Bureau, 2021 Annual Surveys of State and Local Government Finances
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Tennessee is a low-tax state; however, working 
families are paying more than their fair share.

Tennessee's tax system relies heavily on regressive sales taxes. 

Tennessee’s taxes are the 3rd most regressive in the nation.5 

Tennessee’s poorest households have a higher effective  
tax rate (12.8%) than wealthy households (3.8%). 

Effective Tax Rate by Income Bracket

*Effective tax rate is the overall percent of income that an individual, household, or corporation owes for all types of taxes.
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In Tennessee, the 
total effective 
business tax rate is 
4.5%, lower than 
the national average 

(5.0%) and all but 10 other states.8 
From 2016 to 2019, more than 60% of 
Tennessee corporations paid no state 
corporate income tax at all, including 
27% of corporations with a reported 
taxable income over $1 billion.9 
Despite these low business taxes, 
Tennessee ranks 8th in the “business 
tax-benefit ratio” which calculates the 
portion of state spending on programs 
and services benefiting businesses 
rather than individuals or families.10  

Tennessee’s businesses pay a lower tax rate but benefit from more spending than in many states.

Tennessee’s low-tax rates 
and regressive tax structure 
result in lower revenues 
and less funding available 
for schools, healthcare, 

public safety, transportation, and other 
services. In 2021, Tennessee collected only 
$4,259 per capita in state and local tax 
revenue, lower than both the Southeast 
($4,699) and nationwide ($6,334).11 In the 
same year, Tennessee ranked 45th in direct 
expenditures, spending $8,062 per capita, 
73% of the national average of $11,097 per 
capita.12 (Expenditures exceed tax revenue 
due to other funding sources such as federal 
allocations and no-tax charges.)

Tennessee ranks 49th in revenue per capita and 45th in direct expenditures per capita.

Source: Tax Policy Center, State Revenues and Expenditures

Tennessee’s state and local tax revenue is only $4,259 per capita,  
two-thirds of the national average.  

Per Capita Tax Revenues and Direct Expenditures, 2021
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Source: Ernst & Young, State Tax Research Institute, and Council on State Taxation 

% Tennessee’s Total Effective Business Tax (4.5%)  
is one of the lowest in the nation. 

Total Effective Business Tax Rate 

Tennessee spends less per capita on programs and services than other states.
Per Capita Direct Expenditures on Select Programs, 2021

Source: Tax Policy Center
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*For clarity, the analysis combines the Census categories for Public Assistance and Health/Hospitals, due to the fact 
that the Census Bureau counts states’ largest health expenditure – Medicaid – within the former category.
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