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State Tax Systems Are Becoming Increasingly Inequitable

Many state tax systems have become more regressive over the past decade,
according to a new study by the Center on Budget and Policy Priorities. State tax
hikes during the recession of the early 1990s hit lower-income families hard, but
state tax relief during the prosperous period from 1994 to early 2001 was targeted
primarily on upper-income families.

“Now that we' re once again in arecession and states are facing budget
problems, there’ s areal danger the cycle will begin to repeat itself,” said Nick
Johnson, lead author of the report, entitled The Rising Regressivity of State Taxes.
“ State policymakers need to understand that there are ways they can raise revenue
without forcing poor families to bear most of the burden.”

The report provides examples of ways in which states have made their tax
systems less progressive in recent years. It also describes how afew states have
made modest efforts to moderate the trend toward rising regressivity.

Income Taxes Down, but Not Sales and Excise Taxes

The tax systems of most states aready are significantly regressive — that is,
they take alarger proportion of the income of lower-income families than the
income of more affluent families. Thisislargely because states derive about half of
their revenues from general sales taxes and excise taxes on items such as gasoline
and tobacco products. These consumption taxes impose a disproportionate burden
on lower-income families, who must consume (rather than save or invest) alarger
share of their income than higher-income families.

Since the early 1990s, every state has changed its tax code in some fashion,
typically by raising taxes in response to tight fiscal conditionsin the early 1990s and
then cutting taxes in the middle and late 1990s and into 2000 and early 2001. The
new report finds that those changes have generally failed to reduce the burden of
regressive taxes, and in some states have increased that burden.

For instance, during the economic expansion from 1994-2001, states did very
little to reduce these regressive taxes. Out of approximately $35 billion in state tax
cuts, only about 3 percent were net reductions in sales and excise taxes. Instead,
states focused tax relief on higher-income families. Some 81 percent of states' tax
cuts during this period were reductions in progressive taxes such as personal income
taxes, corporate income taxes, and estate taxes, which are more burdensome to

higher-income families.
— more —
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The different treatment of progressive and regressive taxes during the tax-cutting period of
1994 to 2001 stands in sharp contrast to the tax increases of the early 1990s, the report finds. In the
early 1990s, states generally increased regressive taxes more than they raised progressive taxes.

Tax Changes 1990-2001, By Period and Type

Distribution of tax Distribution of tax
increases, 1990-93 reductions, 1994-2001
Progressive

42%

Progressive
81%

Other
12%

Other
16%

Regressive
3%

Regressive
46%

Center on Budget and Policy Priorities

“In the recession of the early 1990s, the added burdens of new taxes were shared across the
income spectrum. But in the economic expansion, the benefits of tax cuts accrued largely to
higher-income taxpayers, at the expense of those with lower incomes,” said Daniel Tenny, co-
author of the report.

The report identifies several states that contributed to this trend toward greater tax
regressivity. Examplesinclude Arkansas and | owa, both of which raised revenue in the early
1990s primarily with sales and excise tax increases but more recently have cut progressive taxes
like the income tax; M assachusetts, which raised both progressive and regressive taxes in the early
1990s but later just cut progressive income and estate taxes, and Tennessee, where the only
significant tax change during the study period was alarge sales tax increase in the early 1990s. In
those states and others, the tax burdens on low-income families likely have risen while those on
higher-income families likely have declined, according to the report.

The report aso identifies some specific actions that states have taken to moderate the trend
toward regressivity, such as repeal of the sales tax on food in Georgia and Missouri and enactment
and/or expansion of low-income tax credits and sales tax rebates in states like Kansas and
Oklahoma.
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State Tax Regressivity Need Not Worsen During Current Recession

Early indications in the current recession are that low- and moderate-income families again
may be expected to take on an increased tax burden as states balance their budgets. Given the trend
toward greater regressivity in state tax systems, states need to consider other ways to raise revenue,
the report concluded. “If policymakers recognize that the benefits of the tax cutsin the last eight
years have largely flowed to higher-income families, they may look first to these better-off families
to help balance state budgets,” said Johnson.

Furthermore, noted Center Deputy Director Iris Lav, “Increasing the tax burdens of low-
income families undermines the efforts states have been making to help low-income families
become less dependent on state assistance such as welfare.”

Instead of increasing sales and excise taxes, states can raise revenue from sources such as the
personal income tax, corporate taxes, and inheritance and estate taxes. They also can freeze or
reverse previously enacted cuts in those taxes.

Few States Assess Impact of Tax Changes on
Different Income Groups, Separate Study Finds

In a companion study, the Center found that only a handful of states systematically assess the
impact of tax changes on families at different income levels. Such assessments of tax legidlation,
known as “tax incidence analyses,” are often performed at the federal level. But only three states
(Maine, Minnesota, and Texas) now require such analyses of major state tax legislation by either
the legidlative or executive branch.

Many states, however, already possess some or al of the essential building blocks necessary
to construct a computer model that could provide this information.

“Understanding who wins and who loses when taxes are increased or reduced is essential to
holding policymakers accountable for their decisions,” said Michael Mazerov, author of the
companion report, entitled Devel oping the Capacity to Analyze the Distributional Impact of State
and Local Taxes: Issues and Options for States.

Both reports are available on the Center’ s website, http://www.cbpp.org

The Center on Budget and Policy Prioritiesis a nonpartisan research organization and policy institute that
conducts research and analysis on arange of government policies and programs, with an emphasis on those
affecting low- and middle-income people. It is supported primarily by foundation grants.
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State Group Contact List

ALABAMA

Arise Citizens’ Policy Project
Kimble Forrister

334-832-9060

ARIZONA

Children’s Action Alliance
Elizabeth Hudgins
602-266-0707

ARKANSAS

Arkansas Advocates for Children & Families
Richard Huddleston

501-371-9678

CALIFORNIA

California Budget Project
Jean Ross

916-444-0500

COLORADO

Colorado Fiscal Policy Institute
Adela Flores

303-573-5421

CONNECTICUT

Connecticut Voices for Children
Shelley Geballe/Doug Hall
203-498-4240

IDAHO

United Vision for Idaho
Judy Brown
208-882-0492

ILLINOIS

Voices for lllinois Children
Andrea Ingram
312-516-5556

KENTUCKY

Kentucky Youth Advocates
Rick Graycarek
502-875-4865

MAINE

Maine Center for Economic Policy
Christopher St. John

207-622-7381

MARYLAND

Maryland Budget & Tax Policy Institute
Steve Bartolomei-Hill

301-565-0505

MASSACHUSETTS
TEAM Education Fund
Jim St. George
617-426-1228 ext. 102

MICHIGAN

Michigan League for Human Services
Sharon Parks

517-487-5436

MINNESOTA

Minnesota Budget Project
Nan Madden

651-642-1904

NEW JERSEY

Association for Children of New Jersey
Jeannette Russo

973-643-3876

NEW YORK

Fiscal Policy Institute
Frank Mauro
518-786-3156

NORTH CAROLINA

North Carolina Budget & Tax Center
Kim Cartron

919-856-3193

OREGON

Oregon Center for Public Policy
Chuck Sheketoff/Jeff Thompson
503-873-1201

TEXAS

Center for Public Policy Priorities
Dick Lavine/Eva de Luna Castro
512-320-0222

WISCONSIN

Wisconsin Budget Project
Jon Peacock
608-284-0580 ext. 307
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