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Income Tax Cuts Have Reduced Funding for People
and Communities

By Kurt Wise and Marie-Frances Rivera

The state budget, and the taxes that fund it, are the primary way we pay for the things that we do
together through government. These include things like police and fire protection; public education;
roads, bridges and public transportation; a safety net for when people face hard times; and more.

In the period from 1998 through 2002, a number of significant changes to the state tax code were
adopted, including a series of phased cuts to the state personal income tax. These cuts played a major
role in reducing the revenue available to fund the state budget, and as a consequence severely limited
the capacity to fund essential services in the Commonwealth.

Three of these income tax cuts have been and continue to be particularly costly to the Commonwealth:
1) a cut from 5.95 percent to the current 5.15 percent in the tax rate applied to wage and salary income;
2) a cut from 12 percent to the current 5.15 percent in the tax rate applied to dividend and interest
income; and 3) a doubling of the amount people can deduct from their taxable income, from $2,200 to
$4,400 for single filers and from $4,400 to $8,800 for married couples. The combined effect of these three
cuts now amounts to a loss of some $3.3 billion in annual revenue.

FY 2015 revenue losses due to personal income tax changes adopted '98-'02
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Other factors also have affected state revenue collections in the years since 1998. These include state-
level tax policy decisions, as well as changes in consumer spending patterns and in the structure of the
Massachusetts economy.

While there have been several tax increases over this period - including increases to the state sales tax
and gas tax, among others - the net effect of all increases and reductions since 1998 (combined with
other factors affecting state tax revenues) is that total tax revenue as a share of state personal income
has declined by one percentage point (from 6.3 percent in FY 1998 to 5.3 percent in FY 2014). This
amounted to a loss of $3.5 billion in annual tax revenue for the Commonwealth in FY 2014.1

Annual state taxes as share of personal income down $3.5 billion since 1998
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SOURCES: Personal Income from US BEA (with adjustments for capital gains. and other income sources). Tax data from MA Statutory Basis
Financial Reports and MA DOR Blue Books.

This substantial decline in revenue has produced an ongoing fiscal crisis for the Commonwealth - and
severe shortfalls during economic downturns. In response to these budget shortfalls, state lawmakers
have made deep cuts to program areas across the budget (see chart, below). Deep cuts in funding for
essential public investments can compromise the state's long term growth potential and harm the
current and future well-being of the people who live and work here in Massachusetts.

1U.S. BEA State Personal Income in Massachusetts (SPI) - adjusted to include capital gains income and the income earned in MA by non- MA
residents - was $224.32 billion in FY 1998. For that fiscal year, the state collected in taxes an amount equal to 6.26 percent (or $14.04 billion) of
this total. In FY 2014, MA adjusted SPI equaled $439.44 billion. Had the state collected an amount equal to 6.26 percent of this total, tax
collections would have equaled $27.50 billion in FY 2014. Instead, the state collected the equivalent of 5.45 percent or $23.97 billion. This gives
a tax loss estimate in FY 2014 of $3.53 billion ($27.50 billion - $23.97 billion = $3.53 billion).
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Select cuts across the state budget (FY2001 - FY2015)

Percentage cuts since 2001, adjusted for inflation (CPI)
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