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Introduction

Two years ago, the Institute for Wisconsin’s Future (IWF), together with the Wisconsin Council on
Children and Families, published a Catalog of Tax Reform Options for Wisconsin. The state was in dire
financial circumstances going into its 2009-2011 budget deliberations. The catalog offered alternatives
for raising revenue to protect vital state and local public services threatened by the recession. Several
of the options were subsequently enacted in 2009 and they, along with spending cuts and federal
economic stimulus funds, enabled the state to make it through until 2011.

As the state embarks on a new two-year budget cycle, IWF is publishing an updated version of the
catalog because the state fiscal outlook remains troubled. Revenue options can and should be part of
the solution.

A balanced approach to budget woes

In the midst of Wisconsin’s economic and political turmoil, it is important to focus on what matters most
to the people of our state on an everyday basis. These include such basics of community of life as:

e Getting to and from work and school

e Being protected from danger

e Making sure children are healthy and well-educated
e Knowing there is a safety net in crises

e Having access to parks, lakes and forests

e Taking for granted that the streets, bridges, power grids, water and sanitation systems
are in working order.

What maintains individual, family and business stability is a broad network of public structures, systems
that support the common good. It is the primary responsibility of state and local government to
oversee and maintain these public structures. The overall planning for this takes place through the state
budget process, which designates where funds should be invested and how dollars should be raised.

As the 2011-2013 state budget process gets underway, the Governor has released a proposal that

lacks commitment to these community structures. Instead, it proposes enormous cuts that would
affect every aspect of community life: public schools; the University of Wisconsin system; the technical
colleges; all county services and all municipal services; justice and corrections; tax-relief for low-income
working families; Medicaid; safety nets for seniors, children and people with disabilities; child care and
elder care; energy renewal and pollution control; and more.

These spending cuts will cost thousands of jobs, downgrade community services and weaken an
education system that has been already made lean by seventeen years of revenue limits.

The proposed budget does not propose a single mechanism for increasing revenue in order to
lessen the extraordinary cuts. By relying on cuts and cuts alone, the Governor’s budget is totally
out of balance.

! Those enacted in some form included: closing loopholes in the corporate income tax by requiring combined corporate
reporting; reducing the capital gains exemption; inserting a new top bracket in the individual income tax; joining the
national sales tax modernization project.
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A revenue problem, not a spending problem

Wisconsin is a frugal state when it comes to government. Taxes and fees, state and local government
spending and the size of our civil service are all quite moderate compared to the rest of the country.

For example: total state and local spending on a per-person basis was 6% below the national average
in 2008 (the most recent year with US Census Bureau data). As a percent of our income, total state

and local spending ranked 26th highest among the 50 states, in the middle. The number of public
workers per 1,000 residents was 8% below the national average, 9th lowest staffing in the nation. Truly,
Wisconsin has a lean and moderate-cost civil government.?

Example: General fund state taxes fell 27% in the decade between 2000 (FY2000) and 2010, when
adjusted for inflation. The $11 billion in 2000 translates through inflation into nearly $14 billion in
equivalent money in 2010. But the 2010 GPR taxes were ‘only’ $12 billion.?

Example: Even property taxes didn’t go up. Between 2000 and 2010, the net property tax on a median-
valued home in Wisconsin, paying the state average mill rate, dropped 1%, adjusted for inflation,
basically flat for the decade.*

One reason for this is the sequence of tax cuts starting in the late 1990s. Changes in the individual
income tax alone yielded a cumulative total of over $13 billion in tax cuts between 1998 and 2009. The
estimated impact in 2009—from individual income tax cuts of the previous decade—was more than
$2 billion.® Cuts in other taxes have added to reduced revenue.

Governors from both parties bragged about their tax-cutting abilities:

“We cut taxes in the very first budget and haven't stopped since. We cut taxes 91 times

totaling $16.7 billion”.
Governor Tommy G. Thompson: State of the State Address Jan 31, 2001

“The budgets signed by Governor Doyle actually cut taxes by about $700 million over the

next four years.”
Stephen Bablitch: Secretary, Wisconsin Department of Administration August 15, 2006

“Over $2 billion in tax cuts are either funded in the budget or phased-in over the next four

years.”
Governor Jim Doyle: Address to the State Senate on October 26, 2007

During the 2009-2011 biennium, which we are now ending, schools and state and local governments
were saved by the injection of over $3 billion in federal economic recovery assistance. This funding
provided an economic buffer for municipal, county, education and transportation systems as well as
safety net programs for the most vulnerable.

2 See:“Census Bureau releases 2008 tax and spending data: Wisconsin well below average on per-capita spending and taxes,’
Wisconsin Council on Children and Families, January 2011.

3 General Fund Tax Collections, Wisconsin Legislative Fiscal Bureau, January 2011. Bureau of Labor Statistics
inflation calculator.

4 Property Tax Level in Wisconsin, Wisconsin Legislative Fiscal Bureau, January 2011. Bureau of Labor Statistics
inflation calculator.

5> Wisconsin State Budget: General Fund Overview, Wisconsin Legislative Fiscal Bureau, Feb. 26, 2009.
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Why community investment should override cuts

Today, the federal recovery aid has ended. Recovery from the recession lags. The state isin a
financial crunch.

The Governor responds with an unbalanced approach that relies on deep cuts and no significant
sources of additional revenue. It is a harsh proposal that targets basic community institutions.

Deep spending cuts have dire consequences. School districts, municipalities and counties are already
financially strapped. The deep cuts, together with the local property tax freezes also in the budget,
would give local officials no option but severe cuts and big fee increases.

The Governor’s cuts would put the burden of solving the budget crisis on Wisconsin’s neediest
households, those least able to pay. Pathways to personal advancement—including public schools,
the University of Wisconsin system and the technical college system—would be shattered.

Commerce depends on reliable public structures. The airports, highways, and waterways are vital to
move goods. Quality court systems are a tool for fair resolution of contract disputes. Safe streets and
good schools attract good employees. High-quality amenities like laboratories and green space and
the arts attract entrepreneurs of all kinds.

Wisconsin suffers from extended underinvestment in key systems. This is not a time to further cripple
the very systems that attract and support thriving commerce.

Options for increasing revenue

What follows is a set of options for increasing revenue to Wisconsin's state and local governments.
There are six categories:

e Sales tax

e Individual income tax

e Business tax

e Transportation tax

e Miscellaneous taxes

e Postponement of scheduled tax reductions

Enacting every single option listed would generate nearly $4 billion in yearly revenue, far more than
needed for a balanced, responsible budget.

Enacting some of these options would balance the budget-making. A balanced approach to deficit
reduction uses revenue increases along with strategic cuts.
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Catalog Overview

The tables that follow detail a number of options for increasing revenue to Wisconsin's state and local
governments. There are six categories: sales tax, individual income tax, business taxes, transportation
taxes, miscellaneous taxes, and further postponement of already delayed tax reductions. The latter
category includes exemptions, deductions and credits that were initially scheduled to go into effect in
the 2009-11 biennium, but were delayed for two years in order to help balance the 2009-11 budget.

Each table includes four columns. The first column summarizes the possible tax law reform. The second
column summarizes who would most directly be affected by the change.

The third column summarizes the “distributional effects” in terms of the standard distinction between
progressive and regressive. A progressive tax is one that falls more heavily on higher-income than

lower income households. A regressive tax has the opposite effect: lower-income families pay more of
their income in taxes than higher-income families. For instance, the sales tax is generally regarded as
regressive: low-income households spend more of their income on taxable goods and services than
high-income persons. By contrast, the personal income tax is progressive: higher-income households
pay a greater share of income in taxes than lower-income households. A tax that is neither progressive
nor regressive is called a proportional or a flat tax.

The fourth column estimates the annual fiscal impact of the change. These estimates are based on the
most recent available data, primarily from government sources, which generally do not reflect very
recent changes in the economy. The estimated impact assumes full implementation of the tax reform,
which in some cases might take more than one year.
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Sources

All information is based on the most recent available data, primarily from government sources.
These include:

U.S. Bureau of Labor Statistics: Consumer Expenditure Survey, 2009 (http://www.bls.gov/cex/)

Wisconsin Department of Administration:
Agency Budget Requests and Revenue Estimates, 2012 and 2013, 2010
(http://www.doa.state.wi.us/docview.asp?docid=8371&locid=166)

Annual Fiscal Report FY 2010, 2010
(http://www.doa.state.wi.us/docview.asp?docid=83178&locid=3)

Budget in Brief, 2011-2013, 2011 (http://www.doa.state.wi.us/debf/pdf_files/bib1113.pdf)

Wisconsin Department of Revenue:

Aggregate Statistics, Tax Year 2009
Individual Income Tax Statistics Report for Tax Year 2008, 2010
(http://www.revenue.wi.gov/ra/10intxst2008.pdf)

“New Tax Laws,” Wisconsin Tax Bulletins 160 (March) and 162 (July), 2009
(http://www.revenue.wi.gov/ise/wtb/index.html)

Summary of Tax Exemption Devices, 2011 (http://www.revenue.wi.gov/ra/11sumrpt.pdf)

Tax Incidence Study, 2004 (http://www.revenue.wi.gov/ra/txinci04.html)

Wisconsin Legislative Fiscal Bureau:

“State Tax and Fee Modifications Included in the Governor’s 2009-11 Budget Recommendations,”
2009

(http://legis.wisconsin.gov/Ifb/2009-11Budget/Act%2028/2009_07_08Taxandfee_Act28.pdf)

Comparative Summary of Budget Recommendations (2009 Act 28), 2009
(http://legis.wisconsin.gov/Ifb/2009-11Budget/Act%2028/tableofcontents.htm)

“Letter to Representative Robin Vos and Senator Alberta Darling,”
(Joint Committee on Finance co-chairs) on revenue estimates, Jan. 31, 2011
(http://legis.wisconsin.gov/Ifb/Misc/2011_01_31Vos&Darling.pdf)

Catalog of Tax Reform Options for Wisconsin 12 April 2011
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Wisconsin citizens want strong communities, reasonable state and local taxes and a revenue

FAIR

— AND —
ADEQUATE

CLOSE TAX LOOPHOLES

system in which all individuals, businesses and organizations pay a fair share. IWF's Fair and

Adequate series of reports examines how the current tax system works and what changes
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are needed to create a fair system that adequately funds the services needed for the
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common good.
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