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Cutting State Income Taxes Counterproductive to
Prosperity, Racial Justice
By Wesley Tharpe and Michael Leachman

As states enter their 2021 legislative sessions, lawmakers in several states including Arkansas,
Mississippi, Montana, and West Virginia are calling for cutting personal income taxes. This would
sap revenues needed for an effective response to the COVID-19 pandemic and threaten states’
recovery from the recession. And, by weakening state finances, it would undermine efforts to
advance racial justice — just when growing understanding of the nation’s shameful history of
racism, as well as white supremacist opposition to American democracy itself, demand the opposite
approach.

Cutting Income Taxes Would Likely Worsen Racial Inequities

Most state tax systems already deepen racial and ethnic inequities because they ask the most, as a
shate of income, of lower-income households, which are disproportionately households of color.' In
some cases, states have also used their taxing power to worsen the profound challenges facing
people of color deliberately.” For example, Mississippi enacted the nation’s first modern retail sales
tax, during Jim Crow, in part to reduce property taxes and shift state taxes from (mostly white)
property owners to consumers with little or no property to tax (many of whom were Black).’

Because most states’ income taxes are progressive (meaning people pay higher rates on higher
incomes), they foster at least some degree of racial equity in state tax codes; white families are three
times likelier than Black and Latinx families to be in the top 1 percent, for example.* In contrast,
regressive taxes — especially sales taxes and fees — fall more on low- and moderate-income people.
This means cutting state income taxes can worsen racial inequities by disproportionately benefiting
taxpayers at the top, most of whom are white. For instance, when North Carolina slashed personal
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income taxes in 2013, Black residents received only 10 percent of the tax cut, though they made up
22 percent of the state’s population.” (See Figure 1.)

FIGURE 1

2013 Tax Cuts Worsened Racial Wealth
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Cutting Income Taxes Hasn’t Boosted State Economies in the Past

States that sharply cut income taxes in the past have reaped sharply lower state revenues, as
common sense would predict, and the tax cuts have consistently failed to produce an economic
boom. In the early 2010s, Kansas, Maine, North Carolina, Ohio, and Wisconsin cut personal income
taxes by large amounts in hopes of boosting their economies. But all five saw s/ower growth in
private-sector gross domestic product than the United States as a whole over the next few years, and
four of the five saw slower growth in private-sector jobs.® (See Figure 2.) Kansas’ massive income
tax cuts wreaked so much havoc on the state’s ability to pay its bills and save for the future, let alone
invest in people and infrastructure, that lawmakers voted on an overwhelming, bipartisan basis to
reverse them in 2017.7 States that cut income taxes in the 2000s and 1990s didn’t see much
economic gain either.®

5The 2013 tax cuts reduced the taxes of the highest-income state residents by 1.5 percent of their income, on average, but by
just 0.1 percent of income for the lowest-income North Carolinians, according to the Institute on Taxation and Economic
Policy. See Leachman ef al., op. cit.
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Biggest Tax-Cutting States Didn’t See
Economies Take Off

Growth in private state and national gross domestic product during period
the tax cuts have been in effect
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Note: Effective dates for tax cuts are Jan. 2012 for Maine, Jan. 2013 for Kansas, June 2013 for
Ohio and Wisconsin (retroactive to Jan. 2013), and Jan. 2014 for North Carclina. In June 2017,
Kansas restored some but not all of its tax cuts; the figures above for Kansas reflect the
period between enactment and repeal of the majority of the January 2013 tax cuts.

Source: Chained, quarterly private GDP from Bureau of Economics Analysis, February 2018

Other evidence indicates that raising income tax rates — in particular through targeted tax hikes on
high incomes — doesn’t harm states’ ability to compete economically with their neighbors.” It’s also
worth noting that states without broad-based income taxes have higher sales and property taxes'’ and
haven’t enjoyed especially strong economic performance. The nine states with the highest top
marginal income tax rates over the last decade saw their economies grow slightly faster, on average,
than the nine states without income taxes, for example."

More broadly, mainstream research finds that tax differences among states aren’t the main driver
of states’ relative economic performance. Fifteen of 20 major studies published in academic journals
from 2000 to 2018 that examined the broad economic effect of state personal income tax levels
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found no significant effects, and one of the others produced internally inconsistent results.'* As a
pair of university researchers described in a comprehensive literature review in 2018, “The vast
majority of the academic studies that examined the relationship between state and local taxes and
economic growth found little or no effect.”"’

Cutting Personal Income Taxes Doesn’t Promote Small Businesses or Jobs

One reason state income tax cuts don’t unleash economic growth is that they don’t help small
businesses to the degree often advertised. The vast majority of taxpayers are in no position to create
a job, with or without a tax cut: only 2.1 percent of personal income taxpayers own a small business
with any employees other than the owners. Also, most small businesses don’t earn enough for tax
cuts to make a crucial difference. More than 8 in 10 small businesses have less than $50,000 in
annual taxable income, so even e/iminating the tax wouldn’t come close to paying one full-time
worket’s salary."

For entrepreneurs considering where to launch a company and create jobs, states’ education
systems, workforce talent, and general quality of life are much more important factors than tax
differences, evidence suggests."

Cutting Income Taxes Hinders Investments to Create Thriving, More Equitable
Economies

Another reason income tax cuts don’t unleash economic growth is that, since states must balance
their budgets, they must offset the lost revenue by cutting support for schools, infrastructure, social
services, and other building blocks of a strong economy.

States need adequate revenues in good times to pay for investments that promote long-term
growth, such as by knocking down long-standing barriers to opportunity. States also need adequate
revenues in bad times such as the COVID-19 recession, to help families and small businesses stay
afloat and limit short-term harm, especially for people of color and struggling communities. Without
adequate revenues, states will be hard pressed to advance antiracist policies needed in the wake of
the pandemic to address structural barriers that limit states’ economic potential, such as the massive
disparities in wealth and incomes and persistent racial disctimination."®
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Instead of cutting income taxes, states can help create stronger, more equitable economies by
raising taxes on high incomes. This can generate substantial revenue, disproportionately from white
taxpayets,' for public investments that improve schools in communities of color, repair often-
neglected water systems and other public infrastructure in these communities, increase family
incomes, dismantle racist and sexist batriers to innovation and opportunity,'® and otherwise help
build an economy whose benefits are widely shared.
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