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Personal Income Tax

The Issue

lthough no one likes to pay taxes, they are an inevitable part of funding
Agovernment. A policymaker’s challenge is to develop an efficient tax system
providing necessary revenue while doing the least economic harm. A policymaker
should note that not all methods of collecting taxes are created equal.

While each tax affects behavior differently, a personal income tax is among the
most pernicious because of the negative effects it has on earnings, productivity,
and wage gains. Because of these adverse effects, people are generally unable to
save and consume as much as they would have otherwise.

What's more, a personal income tax requires a particularly large bureaucratic
apparatus for tax collection purposes, much more so than for the collection of a
sales tax. With more bureaucracy comes additional costs for taxpayers, resulting
in higher taxes and fees.

No personal income tax is ideal for state lawmakers, as there are other ways

to collect taxes without incurring such harmful economic effects or enlarging
bureaucracy. And to its credit, Texas is one of only nine states without a personal
income tax. While some argue that a broad-based personal income tax is needed
to improve the state’s overall outlook, this raises the question: How has Texas’
economy performed without an income tax?

Texas’ state and local tax burden ranks fifth lowest nationally, according to the Tax
Foundation’s latest report, placing it among the best states for taxpayers. Because
of the state’s comparatively friendly tax environment, Texas private sector econo-
my has surged forward. For example, Texas’ employers created the largest share of
U.S. jobs with 25% of all civilian jobs created nationwide from December 2007 to
December 2017. Given the best path to prosperity is a job, Texas is certainly doing
something right.

Research also finds major differences among the nine states without a personal
income tax compared to the nine with the highest marginal personal income
tax rates and the 50-state average. The Chart on the following page shows that
in every category examined, the states without a personal income tax performed
better than those with the highest income tax rates and, except for gross state
product, the U.S. averages, often by a wide margin.

Based on economic principles and empirical data, Texas' economic prospects for
its residents are best served by the current low tax, pro-growth approach rather
than a new personal income tax.

The Facts

« Texas is one of nine states without a personal income tax.

« Income taxes substantially damage a state’s economy because they disincentiv-
ize savings, investment, productivity, job creation, and economic expansion.

o The nine states without a personal income tax outperformed the nine states
with the highest marginal income tax rates and 50-state average in most eco-
nomic areas from 2004 to 2014.
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Nine States with the Lowest and Highest Marginal Personal Income
Tax (PIT) Rates (10-Year Economic Performance)

10-Year Growth

Asof 1)1/2017

2006-2018 2004-2014

Impiaymeet

Alaska 0.00% 9.9% 3% 48.58% 13.5% 135.1%
Florida 0.00% 13.5% TE% 34.2% 24.7% 22.5%
Niwads 000 16.5% 1% 7% 14.9% 38.0%
South Dakota 0.00% 105% 4.5% 50.5% 48.0% 55.5%
Firuas 000 19.3% 176% 62.3% 48.6% 68.TH
Washington 0.00% 14.4% LF. ] S1LE% 48 5% 50.2%
Woening 000% 12.0% 5T 43.1% 15.9% 54.7T%
Hew Hampshire§ 0.00% .00 2.9% 3505 X.9% ALTR
Tennessenh 000% 9% 3.T% 43.5% 3IT.6% 38N
toserage of 3 Tero

Earned Income Tax 0.00% 11.5% T 44.2% LN S5.T%
Bate States®

Earned Income Tax 10.31% 5.6% 1b% 18 6% 1% 531%
Riste States®

Hawali B.25% L1% 5% 41.7% 35.1% 68.4%
Maryland B.95% 6.5% 6.5% 5.1% 36. 3% S0.5%
ermaont B.A5% 0% -30% 6. 5% ¥T.9% 51.9%
Mhirnesota 985% % a0 41.4% it S8.5%
New lersey 9.97% 1% 1% 312.9% P a45. 7%
Maire 10.15% L% 01.B% 0.0 LM 25.7%
Oregan 10.64% 11.5% G.5% 44. 7% I8 M S5.4%
Hew York 12.70% 14% 05% 40.8% I8 GIE%
Caldornia 13.30% S % 44.1% 38.5% ST

Taveroges ove egual-weighled

¥ Toy Margingl PT Raode i the bop margiaal rade an perional eavmed incame Impaied a3 of 1LIA1/2007 videg the tax rote af eoch
soee's iavgeil Oty o @ prewy for e iecal foe, The diductibilily of fedenal dawes fram seane fox fobdiey @ inckaded whive sppticably

& Srane & Loco) Tax Revenue is rhe 10-peor growth in stale and local fex revenu from e Ceasus Boreow’s State & Loce!
Governmaent Finances survey, Srcouse of data release log, these dota are 2004 to 2074

§ New Hompshine ond Tenmesser tox inderest ond dividend incame=—so-called “uneorned” income —but not ondinary woge income.
Fennessees snearned Income fox, ihe Mol Tox, Is belng phosed out.

Sourpr: daffer Associoten, ULE, Crmun Rereos, Burrou of dobor Sotistics, Surrou of Fronomic Anofreh

continued

www. TexasPolicy.com

a1



Personal Income Tax (cont.)

Recommendations
o Never create a personal income tax in Texas.

« Encourage economic growth by keeping taxes low and adopting pro-growth
reforms.

Resources

Do Institutions Matter for Prosperity in Texas and Beyond? by Vance Ginn,
Texas Public Policy Foundation (Forthcoming).

Rich States, Poor States by Arthur B. Laffer, Stephen Moore, and Jonathan
Williams, American Legislative Exchange Council (April 2017).

How Big Government Hurts the Economy by Chuck DeVore, Nicholas C.
Drinkwater, Arthur B. Laffer, and Stephen Moore, Texas Public Policy
Foundation (Nov. 2013).
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