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Top income tax bracket is part of a balanced approach to fix the deficit

BY SCOTT RUSSELL, MINNESOTA BUDGET BITES
May 13, 2010

The Minnesota Legislature voted Monday to create a new tax bracket on high-income households as one small
part of an overall budget fix. The new tax bracket and an early phaseout of federal tax cuts on high-income
households would raise $434 million, about 15 percent of the total of the budget balancing bill. The remainder
of the bill accepts most of Governor Pawlenty's unallotments, including school funding shifts. About five percent
of Minnesota households would be impacted by these tax provisions.

The impact of the new tax bracket would be 1.25 cents for each dollar of taxable income above $200,000
(taxable income is income after various deductions and exemptions). In addition, these households will see a
decrease in their federal taxes because they are able to deduct their state income taxes on their federal tax
return.

Experiences from other states show that fears that
such a tax will lead large numbers of high-income

households to leave the state are overblown. The V Twin Cities Daily Planet on Facebook
experts at the Center on Budget and Policy Priorities _,A Like
say that:
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marginal income tax rates have a very small
impact on where people decide to live. Other
factors such as crime rates and the natural
environment play a very significant role.

First, let's look at Maryland, which passed a
millionaire's tax in 2008. The Institute on Taxation and
Economic Policy found that there was a decline in the
number Maryland's millionaires, but that "has far more
to do with the national recession - and its impact on
household incomes - than it does with changes in tax

policy."
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e Maryland had 2,157 fewer millionaires in 2008.

e 3,295 residents that were millionaires in 2007 saw their incomes drop in 2008 so that they were no
longer millionaires.

e 542 resident millionaires from 2007 changed their filing status to part-time or non-filer in 2008. (The
analysis does not say why those 542 left or stopped filing, whether for weather, family reasons, taxes
or other reasons.)

e At the same time, there were 1,680 new millionaires in Maryland in 2008. These include residents who
became millionaires and millionaires who became full-time residents in 2008.

New Jersey offers another example. It imposed a "half millionaire tax" in 2004, a rate of 8.97 percent for
income greater than $500,000. A 2008 Princeton University study analyzed New Jersey migration patterns and
found that:

[T]he number of half-millionaires in New Jersey has increased sharply in recent years, from
26,000 in 2002 to 44,000 in 2006 (a 70% increase). Income growth among high earners has led
to a tremendous increase in the number of people who fall into the half-millionaire tax bracket.

The study estimated the new tax netted an average of $895 million per year, after accounting for relatively
small losses from high-income earners moving out of state to avoid taxes.

On Tuesday, Minnesota's Governor vetoed the bill containing the new upper-income tax bracket. Negotiations
with legislative leaders continue, with a May 17 legislative adjournment date looming.

The top-tier bracket has the advantage of being progressive, reaching those with the greatest ability to pay
during the economic downturn. The Minnesota Department of Revenue finds that the highest-income
households pay a smaller share of income in state and local taxes than the average Minnesotan.

The upper-income tax bracket passed by the legislature is part of a balanced approach to fix the budget in
difficult times. It is a proposal that deserves to stay on the table.
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Scott Russell
Scott Russell (scott@tcdailyplanet.net) wrote for the Southwest Journal and Skyway News (now the
Downtown Journal) in Minneapolis from 1999-2005. He also wrote for The Capital Times, a Madison Wisc
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Balance the Budget...
Submitted by Anonymous (not verified) on Mon, 2010-05-17 02:32.

If we want to balance the budget and have a shot at paying for some of the entitements on the books, we need to start dismantling the
"nanny state”. $110 TRILLION in unfunded mandates and $13 Trillion in debt at the US Federal level. The "free stuff’ is gone folks.
Stick your head in the sand forever if that makes you feel better. It's over. Take a look at Greece....that is us in a few years. What are
their problems? Huge debt. Huge government. High taxation. And unions out of control. Sound familiar? Read about Greece.
Educate yourself on what happened there. And you are whining about some spending cuts. Tim Pawlenty might be the only personin
progressive MN who is willing to look at reality. When this thing starts to really come apart, look in the mirror to see who caused it.
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