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Kasich plan continues tax shift

Proposal slants tax system against low, middle-income
By Zach Schiller

Governor John Kasich’s new tax proposal would further
reinforce the shift in Ohio’s state and local tax system in favor benefit affluent Ohioans

of affluent residents and against those with lower or middle

incomes. Under the plan, Ohioans who made under $56,000 Average cut for top 1 percent
last year — those in the bottom three-fifths of the income (earning $457,000 or more)
spectrum — on average would pay more tax than they do now. _$2 41 2
Meanwhile, those in the top 1 percent, who made more than )

$457,000 last year, would average an annual gain of $2,412. Average increase for middle 20

percent (earning $36-$56,000)

Those are among the key findings of an analysis done for +$ 44
Policy Matters Ohio by the Institute on Taxation and
Economic Policy (ITEP), a Washington, D.C.-based research
group with a sophisticated model of the tax system.

Average increase for lowest 20
percent (earning <$21,000)
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The plan is included in Governor Kasich’s budget bill. It
features an overall reduction in the income tax, the only major tax based on ability to pay, of 17
percent. It would pay for nearly all of the income-tax reductions, largely with increases in sales,
tobacco and severance taxes. On average, ITEP found, taxpayers in the middle fifth, who made
between $36,000 and $56,000 last year, would see an annual increase in taxes under the plan of $44.

Table 1 provides the breakdown of the overall impact of the major changes in the Kasich proposal:

Table 1

Impact of tax changes in Kasich tax proposal
Lowest Second Middle Fourth Next
20% 20% 20% 20% 15% Next 4% Top 1%

$91,00

Less $21,000 - $36,000 $56,000 0- $178,000 $457.000
SR IFEIED Uil $36.000 | - $178,0 | or more
$21,000 ’ $56,000 $91,000 00 ’ $457,000
Average income $12,000 $29,000 $45,000 $70,000 $121,000 $264,000 $1,414,000
Average change +$64 +60 +44 -$22 -$196 -$650 -$2,412

Source: Institute on Taxation and Economic Policy, February 2017. Includes reduction in the number of income-tax
brackets from 9 to 5 and reduction in rates; increase in low-income credit to $15,000; increases in the personal
exemption; a boost in the cigarette tax to $2.25 a pack and in the Other Tobacco Products tax; raising the sales-tax
rate from 5.75 percent to 6.25 percent; and broadening the sales-tax base to include additional services. Covers 2016
income and includes Ohio residents only. Figures are rounded. See data note for a further description.
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Kasich tax plan would add to inequality

Kasich’s plan would cut the number of brackets, while reducing rates, in Ohio’s income tax. It also
includes increases in the personal exemption and a boost in the credit that currently wipes out any tax
for those with less than $10,000 in annual income. ITEP modeled these changes, together with the
increase in the sales tax rate, to 6.25 percent from 5.75 percent; broadening the sales tax base to
include lobbying, cable TV subscriptions, non-medically necessary cosmetic surgeries and other
services; a 65-cents-a pack increase in the cigarette tax; and an increase in the Other Tobacco
Products tax (see data note for details on what the analysis covers, including those elements of the
plan it does not include).

Kasich Administration officials have boasted about how many Ohioans won’t have to pay income tax
as a result of the plan.! However, 1.5 million tax filers don’t have any tax liability already because of
the existing rate structure, credits and deductions. They will not benefit from the plan—and many are
among the poorest Ohioans. Even apart from that, the state income tax is not the major state or local
tax most affecting low- and moderate-income Ohioans. As previous analysis from ITEP has shown,
sales and excise taxes in particular fall more heavily on lower-earning state residents than the income
tax does. Middle-income nonelderly Ohioans paid about 10.6 percent of their income in state and
local taxes in 2015, but only 1.6 percent of that was for state income tax.” For those in the bottom
fifth, state income taxes accounted for just 0.2 percent of income, when total state and local taxes
amounted to 11.9 percent. Lowering the income tax will do little for low-income Ohioans.

Table 2 breaks out how the income-tax cuts in the proposal would affect those in different income
groups. Compared to previous Kasich proposals for income-tax cuts, the current one is somewhat less
lopsided in favoring the very richest Ohioans. However, its benefits are still directed heavily to the
affluent; the bottom three-fifths of tax filers get just 21 percent of the benefits. And as Table 1 shows,
when combined with the tax increases proposed to help pay for the cuts, the gains for low- and
middle-income Ohioans vanish: in fact, on average, these Ohioans will pay more.

! Building for Ohio’s Next Generation, Budget of the State of Ohio, Fiscal Years 2018-2019, presentation by Kasich
Administration officials, Jan. 30, 2017. See Slide 27.

? Patton, Wendy, “Wealthy not paying fair share of state and local taxes,” Policy Matters Ohio Blog, Apr. 11, 2016, at
http://www.policymattersohio.org/blogpost-taxes-april2016
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Table 2
posed income-tax changes in Kasich
Lowest Second Middle Fourth Next
20% 20% 20% 20% 15% Next 4% Top 1%
$91,00

Income range fheas: §21,000- 936000 geg000- 0- $178,000 5457 000

$21.00 $36,000 $56,000 $91,000 g(1J78,0 $457.000 or more
Average income $12,000 $29,000 $45,000 $70,000 $121,000 $264,000 $1,414,000

0,

JEEEMREES DO g om 03% 03% 03 -04%  -04% ~0.2%
Income
Average change -$22 -$84 -$140 -$245 -$479 -$1,016 -$3,402
Share of tax change 2% 7% 12% 20% 29% 17% 14%
Source: Institute on Taxation and Economic Policy, February 2017. Covers total 2016 income and includes Ohio
residents only. Includes reduction in the number of income-tax brackets from 9 to 5 and reduction in rates, increase in
the low-income credit to $15,000, and increases in the personal exemption. Figures are rounded.

The biggest tax increase in the governor’s proposal is a boost in the state sales tax from 5.75 percent
to 6.25 percent. According to the administration, this would generate $879 million in Fiscal Year
2019. Another $224 million would come from adding sales tax to a number of services for the first
time (that also includes applying the higher 6.25 percent rate to those services).’ Raising the sales-tax
rate falls more heavily on lower- and middle-income taxpayers in part because they spend all or
nearly all of what they earn, compared to higher earners. Adding to the services the sales tax covers
will also do that. However, it is important that the state begin to tax more services so that the tax
system covers today’s economy, which is increasingly based on services. Otherwise, the sales tax will
gradually lose its ability to generate sufficient revenue to pay for public services. While modernizing
the sales tax so it is effective, the state should also adopt measures to protect low-income Ohioans
from its regressive effects. This could be done through a sales-tax credit like a number of other states
have.

? The administration estimates the FY2019 cost of the income-tax cuts at $1.88 billion. See Governor John R. Kasich, The
State of Ohio Executive Budget, Fiscal Years 2018-2019, p. B-7 at http://budget.ohio.gov/doc/budget/FY 18-

19 Budget Recommendations.pdf

¢ Schiller, Zach, “Sales-tax credit would help low-income Ohioans,” Policy Matters Ohio, Apr. 8, 2013, at
http://www.policymattersohio.org/sales-tax-credit-apr2013. Ohio could also adopt a refundable, stronger state earned
income tax credit. See Hannah Halbert, “Common sense reform for working Ohio: Refundable EITC would help clean up
unfair tax code,” Jan. 27, 2017, at http://www.policymattersohio.org/eitc-jan17
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Table 3 shows the impact of the sales-tax increases on different income groups:

Table 3

Impact of sales-tax changes

Lowest Second Middle Fourth Next Next

20% 20% 20% 20% 15% 4% Top 1%
Tax change as % ofincome ~ 0.4%  0.3% 0.3% 02% 02% 0.1% 0.1%
Average tax change $44 $94 $128 $164  $218  $302 $924

Source: Institute on Taxation and Economic Policy, February 2017. Covers total 2016 income and includes
Ohio residents only. Includes increase in sales-tax rate from 5.75 percent to 6.25 percent and broadening of
sales tax base. Figures are rounded. See data note for details.

Kasich’s plan also includes a 65-cent-a-pack increase in the cigarette tax and a boost in the tax on
other tobacco products so it is comparable to the cigarette tax. These increases are worthwhile
because of the demonstrated improvement of higher tobacco taxes on public health. However, these
tobacco-tax changes fall most heavily on the lowest-income Ohioans. Cigarette taxes are charged per
unit, not based on price, and lower-income individuals are more likely to smoke.

Of course, only tobacco users will pay the added tobacco taxes. However, excluding the tobacco tax
changes, the proposal remains highly rewarding to Ohio’s affluent, while providing meager benefits
most Ohioans. ITEP found that even excluding the proposed tobacco tax increases, the bottom two-
fifths of Ohioans on average would pay more under the tax proposal. Table 4 shows the impact of the
proposed cigarette and Other Tobacco Products tax increases, as well as the overall impact of the plan
not including those changes:

Table 4
Impact of tobacco tax increases and of Kasich tax plan without them
Fourth Next
Lowest 20% Second 20% Middle 20% 20% 15%  Next4% Top 1%
Impact of cigarette and other tobacco products tax increases
Average change +$43 +$51 +$57 +$59 +$65 +$64 +$66

Impact of the full tax proposal without cigarette tax increase
Average change +$22 +$9 -$12 -$81 -$261 -$714  -$2,478

Source: Institute on Taxation and Economic Policy, February 2017. Covers total 2016 income and includes Ohio residents
only. Excludes Gov. Kasich’s proposal for the severance tax, alcohol taxes, one-time cigarette floor stock tax, and some
other elements of his plan. Figures are rounded. See data note below for full details.

Unlike Governor Kasich’s tax plans in the last two state budgets, this one would not significantly
reduce revenue. However, the budget underinvests in crucial services and does not reverse the $3
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billion in annual tax cuts approved since 2005.” We need to restore aid to local governments. We
need to bolster our investment in K-12 education beyond the modest boost called for in the budget
proposal, as well as taking more steps to allow lower-income Ohioans to afford college. Ohio’s
dismal state support for public transit needs a substantial boost. Protective services for the elderly,
food banks and affordable housing all need more support. These are just a few of our unmet needs.’

Income-tax cuts flow heavily to the affluent, further increasing inequality in Ohio. A separate ITEP
analysis issued last year found that overall, nonelderly Ohioans in the top 1 percent pay considerably
less of their income in state and local taxes than middle-class and poor Ohioans do.” Previous
income-tax rate cuts have done little for our economy.® The Kasich tax plan unwisely continues the
tax shift.

Data Note

The ITEP analysis covers Ohio residents and is based on 2016 income levels. It includes the reduction in
the number of brackets from nine to five, along with reductions in rates, in Ohio’s income tax. The top rate,
for instance, will go from 4.997 percent to 4.33 percent. It also includes increases in the personal
exemption for those with incomes under $80,000 and a boost in the credit that currently allows those with
less than $10,000 in annual income to not pay the tax. That is to be increased to $15,000. ITEP also
modeled an increase in the cigarette tax from $1.60 to $2.25 a pack, the increase in the Other Tobacco
Products tax from 17 percent to 69 percent of the wholesale price, the increase in the sales-tax rate from
5.75 percent to 6.25 percent, and the broadening of the sales tax base to include lobbying, cable TV
subscriptions, repossession services, non-medical necessity cosmetic surgery, landscape design, interior
design/decorating, and travel agent prepackaged tours and other services.

The analysis does not include increases in the severance tax, cigarette floor tax or alcoholic beverage tax. It
also excludes creation of a vapor products tax and elimination of the political contribution credit, as well as
reducing or eliminating tax breaks against the Commercial Activity Tax, reducing the cigarette tax stamp
credit and killing a few other small tax breaks.

The analysis covers more than three-quarters of the value of the proposed increases, according to estimates
by the Office of Budget and Management. The severance tax accounts for most of the taxes not included in
the analysis. Much of that tax is effectively paid by out-of-state residents.

Policy Matters Ohio is a nonprofit, nonpartisan state policy research institute with offices in
Cleveland and Columbus. The Institute on Taxation and Economic Policy (ITEP) is a non-profit,
non-partisan research organization based in Washington, D.C. that works on federal, state, and local
tax policy issues. ITEP’s Microsimulation Tax Model allows it to measure the distributional

> Schiller, Zach, “Tax Cuts Help Create Ohio’s Revenue Crunch,” Policy Matters Ohio Blog, Jan. 25, 2017, at
http://www.policymattersohio.org/tax-blog-jan17

%Fora partial list of Ohio’s needs, see Wendy Patton, “Investment Budget for a Better Ohio,” Policy Matters Ohio, Jan.
24,2017, at http://www.policymattersohio.org/investment-budget-jan17

’ Patton, Wendy, “Wealthy not paying fair share of state and local taxes,” Policy Matters Ohio Blog, Apr. 11, 2016, at
http://www.policymattersohio.org/blogpost-taxes-april2016

¥ Schiller, Zach and Wendy Patton, “Testimony to the 2020 Tax Policy Commission,” Sept. 26, 2016, at
http://www.policymattersohio.org/2020testimony-sept2016 and Hannah Halbert, “Short-term growth, long-term
weakness,” Jan. 20, 2017, at http://www.policymattersohio.org/jobwatch-dec16
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consequences of federal and state tax laws and proposed changes in them, both nationally and on a
state-by-state basis. We are grateful to the Saint Luke’s Foundation, the George Gund Foundation,
the Ford Foundation, and the Center on Budget and Policy Priorities for funding that enables us to
do this analysis.
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