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MINNESOTA- REVENUE

March15, 2011
To the Members of the Legislature of the State of Minesota:

| am pleased to transmit to you thkeventhMinnesota Tax Incidence Study undertaken by the
Department of Revenue in response to Minnesota Statutes, Section 270C.13 (Laws of 1990, Chapter
604, Article 10, Section 9; Laws of 2005, Chapter 15lickert, Section 15).

This version of the incidence study report builds on past studies and provides new information
regarding tax incidence. Previous studies have estimated how the burden of state and local taxes
was distributed across income groups framhistoric perspective. This study does that by
displaying the burden of state and local taxes across income gro@P€8in It includes over

99 percent of Minnesota taxes paid, those paid by business as well as those paid by individuals. The
study addesses the important question Who pays Minnesotadbds taxes?0

The report also estimates tax incidence across income groups for state and local tat8s 8y 20
forecasting incidence into the future, it is possible to give policymakers a view tdittharsd local

tax system that reflects tax law changes enacted into law to date. Studies that concentrate only on
history would not reflect the most recent changes to Minnesota's tax sy&ten2(3 projections

also reflect the impact dfie forecastdr economic growttand expected changes in the distribution

of incomeon the tax systemThis version of th&013 projectionsis based on thEebruary 2011
economidorecastrom the Department dflanagement and Budget

The information presented here dae used t o evaluate Minnesotabs
val uable in considering any future changes 1in

Minnesota Statutes, Section 3.197, specifies that a report to the Legislature must include the cost of
its preparation The approximate coef preparing this report w&90,000.

Sincerely,
Daniel A. Salomone
Acting Commissioner

600 North Robert Street Minnesota Relay 711 (TTY)
St. Paul, MN 55146 An equal opportunity employer
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Executive Summary

This study reports the digbution of calendar yed@2008Minnesota state and local taxes in

relation to taxpayer income, along with projections for calendar3@E It answers the
guesti on, AWho pays Minnesotadbds taxes?0o0 T
policymakers with important information on the equity or fairness of the overall distribution

of Minnesotataxes This is theeleventhbiennial tax iidence study prepared in response

to the statutory requirement enacted in 1990.

The reportestimats 1) how the total state and local tax burden on Minnesota households
variesby income rangeand 2) howhe burden of each component of the overall state
local tax system is distributed across Minnesota househddgregating the impact of
each component yields an estimate of the distribution of the total tax burden.

The estimates include taxes with an initial impact on businesses, such as trateorp
franchise tax and the sales tax on business purchases, as well as taxes imposed directly on
households. The initial impact of taxes imposed on Minnesota households and businesses is
discussed first. The analysis then proceeds to estimate thanfirdénce of taxes on
Minnesota households, after taxes imposed on businesses have been shifted to those who
bear thdinal burden.

The report:

A Analyzes $23.8 billion in taxes collected ir2008§ a total that represents over
99 percenbof all state and local taxes.

A Identifies the shares paid initially by household$.76percent by Minnesta
residents an@.0 percent by nonresidentapdthe share paid initially by business
(31.4percent).

A Estimates the extent to which the business taxes are shifted to consumers (in
higher prices) or labor (in lower wages), rather than being borne by swiher
capital (in lower rates of return)Also estimates the extent to which the ultimate
burden is Aexportedo t onomresidentrsungs.nt o0 wn

A Calculates average household tax burden by income .rafigat burden consists
of taxes imposed directly on households, such as the income tax or consumer sales
tax, plus tle household share of taxmdtially imposed on business but shifted to
households, the ultimate payerticome is defined to include all forms of cash
income, both taable and nontaxable.

A Presents results by population decile, each decile includingteotie of all
households (the lowestcome 10 percent in decile 1 and highesbme
10percent in decile 10).

A Projects the2008results forward t®013 accountingfor the effects of both law
changes and economic growth on the mix and level of state and local taxes.



Conclusions of the research are:

A Of thetotal $23.8billion in 2008taxes 838 percent of the burden ultimately falls
on Minnesota residents ($D billion). The remaining $3. billion of the tax
burden is exported to nonresident constse nonresident owners of capital

A In 2008 the state and local tax burden ®finnesota households averaged
115 percent of incomeypfrom 114 percent in 206.

A The local tax sharef tax revenueose from264 percent in2006to 29.1 percent
in 2008and is projected to rissignificantlyto 31.1 percent in2013 The state tax
share fell from73.6 percent i2006to 70.9percent in2008and is projected to fall
to 689 percent ir”013

A The share of state and local revenue derived finoome taxes fell from
37.4percent i”2006to 35.2percent i”k008and is projected to fall t85.0percent
in 2013. The property tax share increased from 30.1 peroer#2006to 32.1
percentin 2008 and is projected to rise to 33.1 percent in 2018 consumption
tax sharerose slightlybetween 2006 and 2008om 32.5 percent to 32.7 percent,
but is projected téall substantially(to 31.8 percentin 2013.

A The tusiness taxshare of total taxevenuefell from 32.1 percent in 206 to
31.4percent in 208 butis projeced toriseto 3.3 percentn 2013

A After allowing for the shiiing of business taxes, the Minnesota tax system 8200
was somewhategressivethough a bit lesso than in200§. Effective tax rates
were abovethe 115 percent average faall except thetenth decile The full-
sampleSuits index a measure of the progressivity or regressivity of a tax or tax
systemrosefrom -0.088 in 2006to -0.060in 2008". This changsuggest a slight
decreasén overall regressivity

A Minnesotads refundabl e Il ncome t ax cr
homeowners and renters substantially redoserall regressivity. In their
absence, the 28®uits index would fall from0.060to -0.082

A Incomes are expected to grow bgly 14 percentbetween 208 and 203. Tax
receiptsand tax burdens on Minnesotaar® alsoforecast to growby 14 percent
sothe overall effective tax rais projected to remain unchangedLat percent

A The full-sampleSuits index is projected tase from -0.060 in 20080 -0.052 in
2013. Income growth isexpected to outpactax growth in the lowest seven
deciles;the revese is truan deciles8 through10.

The elevenbiennial tax incidence stigb cover a22-year period. Comparisonwith
earlier reportsprovides some historical context for the results of the current study.
Figures E1 andE-2 below show how effectiveax rates anduitsindexeshave changed
overtime. The effective tax rate is the ratio of thurdento total householdncome.

For the Suits index positive values reflect progressivitgnd negative values show
regressivity. To allow comparability to e&er studies,Figure E2 showspopulation
decile Suits indexeas well aghe moreaccurate fullsample Suits indees which were

not reported until tax year 2004.

'These @raampifew! ISui t s i naddeexceisl.e d TShuei tAEOSDpNEDEEXB0.06dniNn| f r om
2008 and0.047 in 2013. The difference is explaineimapter 4, Section.BAIl 2006 numbers reported this
study include the Health Impact fee, so they differ somewhat from the base tables in the previous study.
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Figure E-1
Effective Tax Rates, All Taxe$
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2 Effective tax rates for 2006 and later yeawsuld have been 0.2 percentage points higher except for a
methalological change that expanded thefinition of income.

% The earliest studies (before 2000) did not include all of the taxes included in more recent studies, so both the
effective tax ratesHjgure E1) and Suits indexed={gure E2) are adjusted to make them comparable. Unadjusted
effective tax rates reported in the published studies were 11.8%, 12.1%, 12.9%, 12.7%, and 11.8% 1608990

The unadjusted Suits index w&s004 in 1990 aneD.013 in 1992.
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Chapter 1: Overview of Study

Minnesota State and Local Tax Colletons

Minnesota collecte®23.8billion in state and local taxes #008 By 2013 collections are
expected toise t0$27.1billion. This report estimates how much of the burden of total state
and local taxes in each of those years falls on Minnesota residents and how the tax burden
on Minnesota residents varies with income.

Minne t 2@@&state and local taxes asemmarized imable 11. In 2008 71 percentof

the $23.8 billion of tax was collected at the state level; local governments collected the
remainder, largely from property taxe$he study includes taxgmid by business as well

as those paid directly byuseholds The 3 separate tax componentgluded in the study
account for oveB9percent of total state tax collections and o®@percent of local tax
collections. For each of the taxes, the study identifies how the burden is distributed.
Combining theaesults for each dhose componenfzrovidesan estimat®f the distribution

of the burden ofhecompletestate and local tax system.

The 2008 results are based o stratified random sample afver 100,000Minnesota
households. Th2013results are projected forward fra2008based on th&ebruary 2011
economic forecast arateadjusted to account for law changes tbakeffect after2008



Table 1-1

Minnesota State and Local Tax Collectior in 2008

($ Millions)
State Local State and Local

Included Included Included

Individual income tax $7,374 | Gross property taxes (after credits)

Corporate franchise tax 881 Homestead property taxes $3,691

Estate tax 123 Property taxes on residential

General sales and use tax 4,932 recreational property taxes (cabins) 165

Motor vehicle sales tax 477 Rental property taxes (residential) 780

Motor fuels excise taxes 699 Other business property taxes

Alcoholic beverage excise taxes 75 (including farming and taconite) 2,012

Cigarette & tobacco excise taxes 426

Insurance premiums tax 351 Subtotal $6,648

Gambling taxes 42

MinnesotaCare taxes 439 Local sales taxes 157

Motor vehicle registration tax 490 | Gross earnings taxes 110

Mortgage and deed taxes 180

Waste taxes 67

State property tax 732

Property tax refunds (404)

Total $16,881 Total $6,915 Total $23,796

Omitted Omitted Omitted

Controlled substances tax General authorization

Airflight property tax lodging taxes

Aircraft registration tax Auxiliary forest tax

Rural electric cooperatives tax Contamination tax

Metropolitan sold waste landfil fee Severed mineral interests tax

Unmined taconite tax
Aggregate material production tax
Total $18 Total $17 Total $35

Total State Tax Collections $16,899 $6,932 $23,831

Yincludes Health Impact Fees.




The Concept of Tax Incidence

Economists commonly distinguish between ithiéal impact of a tax and itsncidence

The initial impact of a tax is on the taxpayer legally liable to pay the tax, while the
incidence of a tax is the final resting place of the hardenafter any taxshifting has
occurred.

Figure 1-1 illustrates the steps involved in moving from impact to tax incidence on
Minnesota households.

Figure 1-1
Estimating Tax Incidence
STEP 1 STEP 2: STEP 3:

INCIDENCE INCIDENCE
IMPACT on (resident and . on specific
SHIFTING nonresident) ALLOCATION Minnesota
consumers, capital households

labor, and land

Initial Actual Actual
Imposition Burden Burden on
of Tax of the Tax Households

Each of thethree steps shown iRigure 1-1 are discussed sagately below. The major
findings from this study are reviewed in the context of that tbtee estimating process.

Step 1i Impact

Figure 12, derived fromTables 12 and 1-3, describeghe revenues &qally collected in
2006 and2008and expected to be collected2813 Taxes are divided intihree general
categories: Income, Consumption, and Progerty.

Figure 1-2
Minnesota Tax System Impacts by Tax Area
2006 2008 2013

Consumption
31.8%

Property
32.1%

Property

Property 33.1%

30.1%

* All taxes are assigned to one of the three categories. The motor vehisteatigi tax and mortgage and deed
taxes are defined as property taxes. The estate tax is defined as a tax on income. Property tax is net of property tax
refunds.



The three graphs ifrigure 1-2 show that the property tax sharerose significantly
between 2006 and 2008ndis expected t@ontinue to rise througB013 The income

tax shardell in 2008 and is expected tontinue falling tihough2013. The consumption

tax sharechanged little between 2006 and 2008, but is projected to fall between 2008 and
2013 There are several reasons foeghtrendks:

A Total ousehold income grew bgnly 5.3 percent between 260and 2008 and is
expected to growy 14 percent betwee2008 and 2013 (an average of only 2.6
percent per year)As a general rule (in the absence of any law change), income tax
revenue tends to grow faster than income when income grows rapheiyprojected
incomegrowth istoo slow, thoughso income taxevenue growonly about as fast as
income. In contrast, axeson consumption (sales and excise taxes) generally grow
more slowly than income.

A Property taxes are levied primarily by local governments. Their rate of growth
depends partly onhanges in the system of state aid to schaontiocal governments.
When state aid gras\slowly, this placesipward pressure on local property tax levies.

Another way of looking aMi nne s ot a0 s totcansidershgwstdarevenues are

split betweerstate and local taxes. Betwe2d06 and 2008 the stateods she
73.6 percent to @.9 percent. By2013 it is expected to drop 689 percent. Local taxes

(including school taxes) rose frog6.4 percent in 200 to 29.1 percent in2008and are

expected to rise t81.1 percent by2013 Although local sales tax revenue is projected to

grow by 87 percent between 260and 2013 local property taxincreasesaccountfor

92 percent othis local government revenue growth.

This study also highlightshé distinctionbetween taxes on households and taxes on
business. Taxes on households include taxes paid directly by households (such as the
individual income tax, homeowner property tax, vehicle registration tax on private vehicles,
and the sales tax @onsumer purchases). Household taxes are also defined to include taxes
paid by business the full tax isassumed to be passedtonhousehold#n higher prices.

These fullyshifted taxes includexcise taxes on cigarettes and alcohol, fuel taxes ¢n fue
purchased byhousehold, insurance taxes on homeowner insurance policies, and
Mi nnesotaCare taxes on medical services.
includesanytax paid by business thatnot expected to be fully reflected in tipeice paid

by consumers. Business taxes include, among others, the corporate franchise tax, business
property taxeq(including property taxes on rental housing)e sales tax on business
purchases, and insurance taxes on business insurance.



Table 1-2
2008State and Local Tax Collectiondy
Type of Tax and Taxpayer Category

Collections Percentage by Taxpayer Category
Total Percent Households
Tax Type ($ Millions) | Distribution | Resident [Nonresident| Business| Total
State Taxes
Taxes on Income and Estates
Individual income tax $7,374 31.0% 95.8% 4.2% 100.0%
Corporation franchise talx 881 3.7% 100.0% 100.0%
Estate tax 123 0.5% 100.0% 100.0%
Total Income and Estate Taxes $8,378 35.2% 85.8% 3.7% 10.5% 100.0%
Taxes on Consumption
Total sales tax $5,409 22.7% 52.2% 4.3% 43.5% 100.0%
General sales/use tax 4,932 20.7% 51.1% 4.7% 44.2% 100.0%
Sales tax on motor vehicles 477 2.0% 63.9% 36.1% 100.0%
Motor fuels excise taxes 699 2.9% 53.8% 6.8% 39.4% 100.0%
Alcoholic beverage excise taxes 75 0.3% 93.1% 6.9% 0.0% 100.0%
Cigarette and tobacco excise taéxes 426 1.8% 94.8% 5.2% 0.0% 100.0%
Insurance premiums taxes 351 1.5% 72.3% 27.7% 100.0%
Gambling taxes 42 0.2% 99.0% 1.0% 0.0% 100.0%
MinnesotaCare taxes 439 1.8% 91.0% 9.0% 0.0% 100.0%
Solid waste management taxes 67 0.3% 47.0% 53.0% 100.0%
Total Consumption Taxes $7,506 31.5% 58.6% 4.6% 36.8% 100.0%
Taxes on Property
State Property Tax $732 3.1% 3.9% 1.0% 95.2% 100.0%
Residential recreational property 35 0.1% 80.2% 19.8% 100.0%
Commerciaf 497 2.1% 100.0% | 100.0%
Industrial 140 0.6% 100.0% 100.0%
Utility 60 0.3% 100.0% 100.0%
Motor vehicle registration tax 490 2.1% 77.0% 23.0% 100.0%
Mortgage and deed taxes 180 0.8% 76.3% 23.7% 100.0%
Total Property Taxes $1,401 5.9% 38.7% 0.5% 60.8% 100.0%
Property Tax Refunds
Homeowners -$239 -1.0% 100.0% 100.0%
Renters -165 -0.7% 100.0% 100.0%
Total Property Tax Refunds -$404 -1.7% 100.0% 100.0%
Total State Taxes $16,881 70.9% 69.4% 3.9% 26.6% 100.0%
Local Taxes
Property Taxes $6,648 27.9% 57.5% 0.5% 42.0% 100.0%
General Property Tax 6,562 27.6% 58.3% 0.5% 41.2% 100.0%
Homeowners (before PTR) 3,691 15.5% 100.0% 100.0%
Residential recreational property 165 0.7% 80.2% 19.8% 100.0%
Commerciaf 1,233 5.2% 100.0% 100.0%
Industrial 349 1.5% 100.0% 100.0%
Farm (other than residenct) 164 0.7% 100.0% 100.0%
Rental Housing (before PTR) 780 3.3% 100.0% 100.0%
Utility 180 0.8% 100.0% 100.0%
Mining Production Taxes (taconite) 86 0.4% 100.0% 100.0%
Taxes on consumption
Local Sales Taxes 157 0.7% 51.1% 4.7% 44.2% 100.0%
Local Gross Earnings Taxes 110 0.5% 100.0% 100.0%
Total Local Taxes $6,915 29.1% 56.4% 0.6% 43.0% 100.0%
Total State and Local Taxes $23,796 100.0% 65.7% 3.0% 31.4% 100.0%

YIncludes taconite/iron ore occupation tax. ®Includes resorts and railroads.
“Includes timber.

AncludesHealth Impat Fees
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Table

1-3

2013State andLocal Tax Collectionsby
Type of Tax and Taxpayer Category

Collections Percentage by Taxpayer Category
Total Percent Households
Tax Type ($ Millions) | Distribution | Resident |Nonresident| Business| Total
State Taxes
Taxes on Income and Estates
Individual income tax $8,484 31.3% 95.6% 4.4% 100.0%
Corporation franchise talx 830 3.1% 100.0% 100.0%
Estate tax 173 0.6% 100.0% 100.0%
Total Income and Estate Taxes $9,487 35.0% 87.3% 3.9% 8.8% 100.0%
Taxes on Consumption
Total sales tax $5,709 21.1% 52.3% 4.2% 43.4% 100.0%
General sales/use tax 5,134 19.0% 51.1% 4.7% 44.2% 100.0%
Sales tax on motor vehicles 575 2.1% 63.9% 36.1% 100.0%
Motor fuels excise taxes 891 3.3% 53.8% 6.8% 39.4% 100.0%
Alcoholic beverage excise taxes 81 0.3% 93.1% 6.9% 0.0% 100.0%
Cigarette and tobacco excise taxes 423 1.6% 94.8% 5.2% 0.0% 100.0%
Insurance premiums taxes 395 1.5% 72.3% 27.7% 100.0%
Gambling taxes 41 0.2% 99.0% 1.0% 0.0% 100.0%
MinnesotaCare taxes 557 2.1% 91.0% 9.0% 0.0% 100.0%
Solid waste management taxes 70 0.3% 47.0% 53.0% 100.0%
Total Consumption Taxes $8,167 30.2% 58.9% 4.7% 36.4% 100.0%
Taxes on Propernty
State Property Tax $798 2.9% 4.0% 1.0% 95.0% 100.0%
Residential recreational property 40 0.1% 80.2% 19.8% 100.0%
Commerciaf 528 2.0% 100.0% 100.0%
Industrial 149 0.6% 100.0% 100.0%
Utility 81 0.3% 100.0% 100.0%
Motor vehicle registration tax 594 2.2% 77.0% 23.0% 100.0%
Mortgage and deed taxes 158 0.6% 76.3% 23.7% 100.0%
Total Property Taxes $1,550 5.7% 39.4% 0.5% 60.1% 100.0%
Property Tax Refunds
Homeowners -$345 -1.3% 100.0% 100.0%
Renters -205 -0.8% 100.0% 100.0%
Total Property Tax Refunds -$550 -2.0% 0.0% 100.0%
Total State Taxes $18,653 68.9% 73.5% 4.1% 25.4% 100.0%
Local Taxes
Property Taxes $7,970 29.4% 52.6% 0.5% 46.9% 100.0%
General Property Tax 7,879 29.1% 53.2% 0.5% 46.3% 100.0%
Homeowners (before PTR) 4,044 14.9% 100.0% 100.0%
Residential recreational property 188 0.7% 80.2% 19.8% 100.0%
Commerciaf 1,494 5.5% 100.0% 100.0%
Industrial 417 1.5% 100.0% 100.0%
Farm (other than residenck) 532 2.0% 100.0% 100.0%
Rental Housing (before PTR) 991 3.7% 100.0% 100.0%
Utility 213 0.8% 100.0% 100.0%
Mining Production Taxes (taconite) 91 0.3% 100.0% 100.0%
Taxes on consumption
Local Sales Taxes 325 1.2% 51.1% 4.7% 44.2% 100.0%
Local Gross Earnings Taxes 123 0.5% 100.0% 100.0%
Total Local Taxes $8,418 31.1% 51.8% 0.6% 47.6% 100.0%
Total State and Local Taxes $27,071 100.0% 66.7% 3.0% 32.3% 100.0%

Yncludes taconite/iron ore occupation tax. ®Includes resortand railroads.
“Farm includes timber.

2IncludesHealth Impact Fee
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Figure 1-3 shows that business taxes accounte@iotpercent of total state and local taxes
in 2008 but are expected teseto 32.3 percent ir2013

Figure 1-3
Minnesota Tax System Impacts: Business vs. Households

2008 2013

Business
32.3%

Minnesota

ouseholds

65.7% Nonresidents
3.0%

Minnesota
Households
64.7%

Nonresidents
3.0%

Given theslight reduction in corporate income tax revenue forecast bet@@e8&and
2013 the shift away from households toward business may seem surprisingtheBut
corporate income tax accounted fess than oneighthof total business taxes 008
Businesspropertytaxesi which accounted fomore than45 percent of total business
taxes in2008i are forecast to increa2® percent. This far exceeds thmjectedgrowth

in homeowner property taxes net of property tax refundgercent), the individual
income tax (b percent), or the household portion sitate and locatonsumption taxes
(11 percent).

Step 2i Shifting

Step 2 relies on economic theory @éstimate how much of the burden of each tax is
Ashi ftedo from the initial busi nebothon axpay
(a) howMinnesota tax rates compare to those in other statds(b)the nature of the

market for the goods or servgEgroduced by the business being taxesbpendixB

explains the method used &stimatethe extent to which eactax initially levied on

business is shifted to consumers (in higher pricedabor (in lower wages), ankow

much is bornensteadby the owers ofcapital (in lower rates of return).
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Figure 1-4 indicates thain 2008 Minnesota householdsaid (either directly or indirectly

through shifted business faa total of$19.9billion in Minnesota state and local taxes.

This equals 8.8 percent of total state and local tax collectiod®238billion). The other

$39billion (162per cent) i s Aexportedo t o Betweenr esi d
2008 and 2013hetotal burden on Minnesotans will rise Bimost 4 percent (to 32.7

billion), increasingat the same rate @&scome @lsoat 14 percent) so the tax buden as

percent of income willemain unchanged at 11.5 percent.

Between2008 and 2013 the share ofotal property taes (after PTR)in the burden on
Minnesota households increases. The shalrsales taxeghe corporate frangise tax,
and other taxesachfall; the share oindividual income tax remainsses slightly

Figure 1-4
Household Incidence After Shifting

Property
ZSZa(I)eO/so (after PTR)

27.1%

Property
(after PTR)
28.0%

Individual Income Individual Income

orporate Franchise,
2.6%

Total=%$19.9 Billion Total = $22.7 Billion

Corporate Franchise
2.1%

Step 3i Allocation to Specific Households

Step 3 combines the incidencgsamptions from Step 2 with information on the income
and characteristics of individuals to estimate the tax burden falling on each of
Mi n n e 2.84tmdliénshouseholds. Each dollar of taxiot exported to a nonresidest
allocated taa specific Minnesta household. The result is astimatedax burden, or tax
incidence for each separate tax. These separate &eagygregated to estimate the total
tax burden for eachousehold Effective tax rates are calculatdry comparing the tax
burdentothttousehol dds 1 ncome.

® This study defines a household to include a taxpayer and any spouse or dependen. Genkus household

may include more than one household as defined in this study. Three single persons living together will be one
Census household but three households for purposes of this study. On the other hand, a Census household can
consist of aiggle person who is a dependent for tax purposes. Because of these definitional differences, the number
of households reported in this stud/541,183n 200B) exceeds the number of households reported by the Census
(2,089,449. A more detailed compads isprovidedin the last section dChapter 5
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Tax Progressivity and theSuits Index

Taxesmay bedescribed as progressive, proportional, or regressive. The effective tax rate
T that is, the ratio of taxes paid to incoinean be used to compare tax burdens across
income catgories. A progressive tax is one in which the effective tax rate rises as
income rises. A regressive tax is one in which the effective tax rate falls as income rises.
However, it is sometimesdifficult to summarize the overall distribution of a tax
(progressive, proportional, or regressive) from the individual effective tax rates. The
Suitsindex isoften used aa summary measure pfogressivity or regressivity

The Suitsindex has numerical properties that make it easyeatify the degree of
progessivity or regressivity of a tax. A proportional tax has a Suitsx equal to zero; a
progressive tax has a positive index number in the range between 0 and +1. In the
extreme casef the total tax burdewerepaid bythe richest householdthe inegx would

bea value of +1. For a regressive tax, the Suitlex has a negative value between 0 and

-1, with-1 being the most regressive value.

Table t4 presentdull-sampleSuits indexes for selected Minnesota state and local tax
groups in2008and 2013. The only major progressive tax is the personal income tax.
Consumption taxeare the most regressive category. Taken as a whole, the system of
Minnesota taxes was regressine2008(a full-sampleSuits index 0f0.060. State taxes
were roughly poportional(-0.0049, and local taxes were regressiv8.2(2). Between
2008 and 2013 Mi n n everall papudatsiondecile Suits indexis expected taise
(moving towad zero)from -0.060 to-0.052.

Table 1-4
Full-SampleSuits Indexes for Selected
Minnesota State and Local Taxes

2008 2013
Tax Category Suits Index Suits Index
Personal Income Tax +0.218 +0.207
Sales Taxes (State & Local) -0.229 -0.217
Business Taxes -0.204 -0.195
Individual Taxes -0.020 -0.010
All State Taxes -0.004 +0.009
All Local Taxes -0.202 -0.192
Total Taxes -0.060 -0.052

Unless otherwise notethe Suits indexes cited in this study are calculagtdgthe full

sample of over 100,000 recordA.Suits index calculated usiranly totals for ten groups

of household ( apopiilationdecil®d Sui t s i ndex) fullisdmpl®e dBtuf &8
index. SeeChapter 4 Section Hor further explanatiofi.

® Tables 21 and3-1 below show both the fubample Suits index and the populatibecile Suits index for each
individual taxin 2008 and 20B respectively.
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Effective Tax Ratedy Decile

For anal ytical pur poses, Mi ten eqgabgtoap§ er hous
deciles. Eaclof these terpopulationdeciles includes 10 percent of all households. The

bottom (£) decile includes the tenth witbwest incomes; thep (10") decile includes the

tenth with highest incomedncome is defined to include all cash income, whether taxable

or not. It includes nontaxable social security, interest, and pension income, as well as
nont axabl e waneatioh eands dash payments from the Minnesota Family
Investment Program (MFIP).

Because the information for the first decile includes data anomalies and measurement
problems discussead the boxat the end of this sectipaffective tax rates for tha$t decile
are not reliable.

As Table 25 s h o ws , Mi nnesot ads state and | ocal
between the lower and middle deciles and somewhat regressive between the middle and
upper deciles. Fa2008 effective tax rates rose frofirl.7 percent of income in the third

decile to123 percent in thesixth decile, and then fell significantly td0.3 percent of
income in the tenth decife.

Between2008and 2013 effective tax rates are projectedf&dl in each ofthe firstseven
deciles andrise in deciles3 though10. As a result, the overall tax system is projected to
become less regressive. Thil-sampleSuits indexis projected taise from -0.060 to
-0.062

As shown inTable 15, Minnesota residents paid an estimatddb percent of thei2008

total income in stat and local taxes. Under current law (and with the current economic
forecast)thisis expected to remain unchangad®013 For2008§ the effective tax rate was

8.2 percent for state taxes aBd percent for local taxes. B3013 the effective stateax

rate is projected to falb 8.0 percent This decrease would be fully offset by an increase in
theeffective local tax ratevhichis projected to rise t8.5 percent.

The shift in the tax burden from state taxes to local tax&goistantial The burden oftste
taxesis projected to increase bygnly 10.5 percenti more slowly than income growth

(14 percent) However, he bcal taxburden isprojected to grow by?2 percenti much

faser thanincome. The changeb®etween2006 and 2013 are even more strikirigstate
taxes increasing4lpercent and local taxes increasing 43 percent, while income rises 20
percen.

" The database captures nontaxable incomertegh on income tax returns and property tax refund returns, along

with workers6 compensation and welfare income from adi
does notinclude inkind benefits such as food stamps, housing subsidies, easgistance, or fringe benefits

provided by employers. For more information on how income is definedgeEndix Aof this report.

® The income ranges for each population decile are shoWalite 22 (for 2008) andTable 32 (for 2013.
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Table 1-5
Minnesota Effective Tax Rates for2008and 2013
State and Local Taxes by Population Decile

Population 2008 2013
Decile State Local Total State Local Total
First 18.2% 14.3% 32.5% 15.0% 15.5% 30.5%
Second 8.1% 5.1% 13.3% 6.8% 5.3% 12.1%
Third 7.0% 4.7% 11.7% 6.2% 4.8% 11.0%
Fourth 7.2% 4.6% 11.8% 6.7% 4.8% 11.6%
Fifth 7.8% 4.3% 12.1% 7.5% 4.5% 12.1%
Sixth 8.2% 4.1% 12.3% 7.8% 4.3% 12.1%
Seventh 8.2% 3.9% 12.1% 8.0% 4.0% 12.1%
Eighth 8.5% 3.7% 12.2% 8.4% 3.9% 12.3%
Ninth 8.5% 3.3% 11.7% 8.4% 3.5% 11.9%
Tenth 8.1% 2.2% 10.3% 8.0% 2.4% 10.4%
Total 8.2% 3.3% 11.5% 8.0% 3.5% 11.5%

Parts may not sum to totals due to rounding.

As shown inFigure 15, state tax burdens and local tax burdansdistributed que
differently. Total state taxes f@&008 (individual and business combined) weorighly
proportionaloverall, with effective tax rates rising continuously frér@percent in thethird

decile to8.5 percent in theninth decile before falling tdB.1 percent in the tenth decile.
Effective local tax rates, essentially local property taxes (before any state property tax
refunds), declined consistently over all decdad were regressive overall. eBveen2008
and2013 effective rategor statetaxesare projected to fall across all deciles. Local taxes,

In contrast, are expected to increase across the board.

Figure 1-5
Effective Tax Rates for2008and 2013
State and Local Taxes by Population Decile
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Table 16 and Figure 16 show that the patterns of effective rates for taxes paid by
individuals versus businesses are also quite different.26@8 effective rate for taxes
paid by individuals increased froim9 percent in the second decile 9@ percent in the
eighthdecile, and then declined &b percent in the tenth decile.

In contrastMinnesota state and local taxes on businesses (after shifting) are regressive, with
effective tax rates foR008falling from 5.4 to 1.8 percent between the second and tenth
deciles. The overall effective rate for taxes on businesseshiftang was2.5 percentand

on individuals wa®.0 percentin 2008 For the projetions t02013 effective tax ratefor
businesstaxesincrease while thse for individuals fall (though the change for the top

3 deciles is very small)

Table 1-6
Minnesota Effective Tax Rates for2008and 2013
Individual and Business Taxes by Population Decile

Population 2008 2013
Decile |[Individual | Business| Total Individual | Business| Total
First 17.2% 15.3% 32.5% 14.3% 16.1% 30.5%
Second 7.9% 5.4% 13.3% 6.7% 5.4% 12.1%
Third 7.2% 4.5% 11.7% 6.4% 4.6% 11.0%
Fourth 7.9% 3.9% 11.8% 7.5% 4.0% 11.6%
Fifth 8.7% 3.4% 12.1% 8.6% 3.5% 12.1%
Sixth 9.4% 2.9% 12.3% 9.1% 3.0% 12.1%
Seventh 9.5% 2.6% 12.1% 9.4% 2.7% 12.1%
Eighth 9.8% 2.3% 12.2% 9.8% 2.5% 12.3%
Ninth 9.6% 2.1% 11.7% 9.6% 2.3% 11.9%
Tenth 8.5% 1.8% 10.3% 8.4% 1.9% 10.4%
Total 9.0% 2.5% 11.5% 8.8% 2.6% 11.5%

'Parts may not sum to totals due to rounding.

Figure 1-6
Effective Tax Rates for2008and 2013
Individual and Business Taxes by Population Decile
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Effective Tax Rates in the First Ddle

As shown inTable 15, the total effective tax rate 82.5percent for taxpayers in the firs
decile is much higher than the rates in other deciles.

The effective tax rate for the first decile is overstated for several reasons. Firs
lowest deile includes households who have temporarily low incomes or have b
overall economic welbeing than was indicated by their money income in820@&

—

t, the
etter

portion of retirees, for example, may be living primarily on savings or other assets but
report smallamounts of annual money income received. Due to unemployment or
business fluctuations, some households who normally have higher incomes arg also

included in the first decile. A small portion of all fudécile households were in this

decile only becausthey reported business losses or large capital losses for incom
purposes in 2006.

e tax

Second, effective tax rates for the first decile are overstated because income is

understated. The incidence sample was unable to identify all sources of incomsg.
first-decile households filed neither an income tax nor a property tax refund return,
Incidence 8udy identified some other sources of income for these households, but
had additional sources of income that were not identified. An underestiofal
household income generally causes effective tax rates to be overestimated.

Household income is also underestimated inGoasumer Expenditure Survaged to
estimate sales and excise tax burdens. To the extent that income was subject to rg
greater underreporting than consumption, particularlyldar-income households, the
taxable consumption expenditures calculated from CES will be overstated.

While this study does adjust for negative incomes for a small number of househol
attempt ha been made to adjust for possible underreported or unidentified sourd
income or for other differences between transitory and-tangneasures of income. B
including only money income, the substantial amounts of food stamps and ho
subsidies reeived by the poor are ignored in this study. Consequently, money incof
the low end of the income distribution does not provide an accurate measveralf
economic weHbeing. For all of these reasons, effective tax rates in the first decilg
overstated by an unknown but possibly significant amount.

If the first decile were excluded, the fgimple Suits index for 2008 would rise fro

Ma
The
many

atively

ds, no
es of

y
using
me at

e are

i

-0.060 t0-0.046i still quiteregressivé.

Historical Comparison with Earlier Studies

Incidence datads been collected and published in a series of studies, of which this

is the

eleventh That data extends back to 1988. It is interesting to consider the pattern of

effectivetax ratesand Suitandexesoverthattime. This periodillustrates the effectof
the business cycle oimcomes andtax receipts. It includes both periods of veryrapid

® The overallregressivity is more due to the drop in effective tax rates for the top decile. If botfi amel 1.6’
deciles were excluded, the fidample Suits index would rise 40.0071 essentially proportional.
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growthinthe mdand | ate b¥80&s, of he hghe ematraction 1990
from 20 to 20@, and growthbetweer?02 and2008

As shown inFigure 1-7, effective tax rates over the period 108808first rise but then

fall and remain well below those of the 1880 The effective tax rate for the tax system

as a whole was 12.0 percent in 199CEffective tax rates rose to 13.0 percent jusirfo

years later in 1994, before beginning a sustained decline to 11.2 percent in 2000. The
decline tlmough 2000 was attributable partly to tax cuts and partly to income growth,
especially in the | ate 19 ¢edable 7). hAstthe out st
economy emerged from recession after 2002, the effective tax rate rose perter in

2004,but fell to115 percentn 2008 It is projected teemain at 11.percentn 2013

Figure 1-7
Effective Tax Rates, All Taxe&
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Changes in thpopulationdecile Suits indexare shown inTable 17 andFigure 1-8. The
tax systenwas essentially proportional in 1990, witlpapulationdecile Suits index near
zero. The populationdecile Suits index @l from -0.017 in 1992 to a low 0f0.040 in
1998. Itreboundedomewhat in suweeding yeargeaching0.018 in 2002, buthen fell
to -0.024 in 20@. It droppedsignificantly to-0.0® in 2006 and-0.054 in 2008. It is
projected to rise te0.047 in 2013

Figure 1-8 also shows the more accurate fulample Suits index for yea?2904 and after.
This report generally refers to the fsthmple Suits index, but it was not reported uasl
year 2004

2 The study for 1988 included only individual &sx so its 9.1 percent average effective tax rate is not comparable.

1 Because earlier studies (before 2000) did not include all of the taxes included in more recent studies, effective tax
rates Figure 1-7) and Suits indexed-{gure 1-8) are adjusted to ake them comparable. Unadjusted effective tax

rates (reported in the published studies were 11.8%, 12.1%, 12.9%, 12.7%, and 11.8%-k89B%ote that the

HIF is included in the current study, so 2006 numbers are adjusted to include the HIF as well.

Also note that theféective tax rates for years 2006 and after would have been 0.2 percentage points higher, if this
study had not broadened the definition of incor8e the slight drop after 2004 is artificial.
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Table 1-7
Households, Household Income, Total Taxes,
Effective Tax Rates and Population-Decile Suits Indexes, All Taxes 19882013

Household Total Taxes | Tax Dollars | Total Taxes Pop. Decile
Number of Income as Imposed | Included in | After Shifting | Effective Suits
Year Households | ($ Thousands)| ($ Thousands)| Study (%) |($ Thousands) Tax Rate Index
1988 2,035,717 $59,590,130 $9,092,150 n/a n/a n/a n/a
1990 2,072,488 65,842,600 9,575,000 97.1% $7,747,743 11.8% -0.007
1992 2,120,967 74,410,299 11,050,000 96.9% 8,991,383 12.1% -0.017
1994 2,148,820 80,148,374 12,539,000 98.0% 10,323,412 12.9% -0.011
1996 2,193,971 93,272,563 14,495,000 98.0% 11,886,823 12.7% -0.017
1998 2,232,670 114,610,957 16,137,000 97.8% 13,526,348 11.8% -0.040
2000 2,322,380 132,094,974 17,599,000 99.8% 14,809,590 11.2% -0.031
2002 2,340,070 127,311,429 17,174,000 99.9% 14,412,365 11.3% -0.018
2004 2,363,258 138,824,077 19,313,000 99.9% 16,170,469 11.6% -0.024
2006 2,448,872 165,040,421 22,310,000 99.9% 18,753,567 11.4% -0.059
2008 2,541,183 173,854,675 23,796,000 99.9% 19,949,473 11.5% -0.054
2013 (est. 2,631,989 198,138,396 27,071,000 99.9% 22,728,445 11.5% -0.047
Household Income Post-Shifting
Interval Growth Growth Tax Growth
1988-1990 1.8% 10.5% n/a
1990-1992 2.3% 13.0% 16.1%
1992-1994 1.3% 7.7% 14.8%
1994-1996 2.1% 16.4% 15.1%
1996-1998 1.8% 22.9% 13.8%
1998-2000 4.0% 15.3% 9.5%
2000-2002 0.8% -3.6% -2.7%
2002-2004 1.0% 9.0% 12.2%
2004-2006 3.6% 18.9%* 16.0%
2006-2008 3.8% 5.3% 6.4%
2008-2013 (est. 3.6% 14.0% 13.9%

*Two percentage points was due to expanded definition of income.

Figure 1-8
; 2
ool Suits Indexes All Taxes 19902013
O T — —
n/a L| ”
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5 003 -0.024
2 -0.031 -0.030
£ 004 ~
-0.040
.
-0.05 - -0.04
E Population Decile Suits Inde: - -0.052
-0.06 - ~/ | -0.05
¥ Full-Sample Suits Index 0.059 -0.060
-0.077 -0.068
-0.08
1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2013
(Adj) (Adj) (Adj) (Adj) (Adj) (with (est.)
Year HIF)

2 Theunadjusted Suits index wa8.004in 1990 and0.013 in 1992. (See previous footnote.)
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Table 18 shows effective tax rates by decile from each incidenadysyear. It is
interesting to compare the pattern of effective tax ratd980 andl992 with those for
more recent yearsFigure 1-9 compares effective tax rates in 1992 2008 In 1992,
effective tax rates were virtually the same for deciles Bupgh 10. All were between
11.9percent and 12.3 percent. Moreover, the tax rate was only slightly lower for the
top 1 percent(at 116 percent of income). The pattern is quite different in more recent
years, includin@008

A The lower deciles3 and 4 now have effective tax rates significantly lower than
the averagéor deciles 5 through.9

A The effective tax rates now drop significantly between the ninth and tenth deciles.
The drop was largest in 1998 (a drop from 12.5 percent of income to 10.@tperce
of income, or 19 percentage points). The difference fellltO percentage point in
2002 but has risen to4lpercentage points i2008and an expected3 percentage
points in2013

Each of these two characteristics bagnfound consistently imecent studies, regardless

of the point in the business cycle. The first apparently reflects the increased role of
refundable income tax credits and property tax refuridse cause of the second is also
likely to involve law changes.

Table 1-8
Effective Tax Rates by Population Decile
All Taxes, 19882008 2013(est.)

Decile | 1988 | 1990 | 1992 | 1994 | 1996 | 1998 | 2000 | 2002 | 2004 | 2006 | 2008 | 2013 est.)

First 16.7%9 17.9%q 16.19q 17.3%q 17.894 20.294 17.49q 18.294 18.99%q 25.29%9 32.5%q 30.5%
Second| 9.1% 11.199 12.099 12.39q 12.09%4 11.399 9.8% 10.5%q 11.3%9 13.294 13.3%4 12.1%

Third 9.2% 10.794 12.194 11.894 12.294 10.8%94 10.6%q 10.1%q 10.5% 12.0%9 11.7%9 11.0%
Fourth 9.2% 11.394 12.194 12.894 12.594 12.09%q 11.19% 11.09%94 11.59%9 11.9%q 11.8%q 11.6%
Fifth 8.8% 11.194 12.294 12.894 13.094 12.194 11.59%q 11.4%q 11.9% 12.7% 12.1%9 12.1%
Sixth 9.09% 11.8%q 12.39%4 13.2% 13.19q 13.194 12.3%q 11.99q 12.294 12.4% 12.3%q 12.1%

Seventh] 9.0% 12.099 12.299 13.09q 13.194 12.999 12.09q 12.09%4 12.3%q 12.3%4 12.19%4 12.1%
Eighth 8.9% 11.994 12.094 13.094 13.094 12.99q 12.09%q 11.8%q 12.3%q 12.0%9 12.2% 12.3%

Ninth 8.9% 11.89q 11.99%q 13.0% 13.09q 12.594 11.9%q 11.799 12.39%q 11.8%q 11.799 11.9%
Tenth 9.19q 11.799 11.9%q 12.6%q 12.299 10.6%q 10.3%q 10.79%9 10.99q 10.1%q 10.3% 10.4%
Total 9.1% 11.8%q 12.19% 12.9%q 12.79% 11.894 11.2% 11.3% 11.6%q 11.49%q 11.59% 11.5%

Top5% | 9.1994 11.6%q 11.8%4 12.3%q 11.999 10.19%4 9.99% 10.599 10.5%q 9.7% 10.09q 10.1%
Top 1% | 8.9% 11.2994 11.6% 11.8%q 11.0%q 8.3% 8.4% 9.09%9 9.69%9 8.9% 9.7% 9.7%

The 1988 study did not include shifted business taxes. Table's 2006 rates include the Health Impact Fee
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Figure 1-9
Effective Tax Rates for 1992 an@008
By Population Decile

35%
\
30% | \
\
\
@ 25% - \
IS \\ - — 2008
x5 20%- \ — 1092
|_
) \
2 15% \
o Yo
= — = —_—=
W 10% - —
5%
0% T T T T T T T
1 2 3 4 5 6 7 8 9 10

Population Decile

Although the historical changes in the degree of regressivity are due partly to changes in
tax laws, the role of the business cycle may be even more impoaring the past two
decades, income inequality has generally risen during times of rapid growth and fallen
during economic contractionslhe years of greatest regressivity (192800 2006,and

2008 were yearsvhen the distribution of income was most unequal, due at least partly to
unusually high capal gains income.As shown inFigure 1-10, the income shra of the

top 5 percentand top lpercentof Minnesota households was unusually high in those
years. In 1998 and 200the top 5percentof householdsiccounted foB1.4 percentof

total household income, up from an average of only 26.7 percent in1P988 It was

even higher (at 32 gercent) in2006and remains high by historical standar2008 (at

31.1 percent) anth the projections fo2013(30.5 percent) In 1998 and 200Qthe top

1 percentreceived over 1percent of total income, up from amesage of 13.3 percent in

the earlier study yearsThe share of the topdercentagainexceeded 17 pegat in2006

and remains high by historical standard2@®8 (at 16.2 percent), butpsojectd to fall

to 15.6percentin 2013

This concentratiorof income by itself, with no change in tax law, will increase the
measured regressivity of the tax systebower regressivity in recession years (such as
2002) partly refledthe rediced share of income at the tof.substantial portion of the
increasean regressivityin 2006and2008is likely the result of theinusually higtshare of
income received by the richest Minnesotdhs.The income share of the bottom

40 percent dropped below 10 percent in 2006 for the first time since these studies began,
andit remains at 9.7 percent in 2008.

13 A simple correlation between the populatidecile Suits index and the share of income received by the top
1 percent of household49902008)is -0.86, suggestinghat the variation in income ineglity could explain much
of the variation in the Suits index.
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Figure 1-10
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Tax policy can certainly affect the degree of regressivity, but it is difficult to identify tax
changes that are largaaigh to move the Suits index by as much as it has moved over
the last 20 years. Trends in income inequality are certainly responsilsreuébrof the
pattern shown above
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Chapter 2: Principal Results,2008

This section examines the state and local tax burdens imposed on Minnesota taxpayers in
2008 Taxes paid by businesses as well as those paid directly by households are
included. The taxes included account for over 99 percent of Minnesota state ataklocal
revenue irR008

Only Minnesota taxes paid by residents are included in the analysis below; Minnesota
taxes paid by nonresidents and taxes Minnesota resjlyits other states are excluded.

For business taxes, the study estimates the extent th whey are shifted forward to
Minnesota consumer@in higher pricey shifted backward to Minnesota workei$n

lower wagey or borne byowners of capitalin lowerrates ofreturn.

Total Tax Burden

For 2008 Minnesota residents paid a total&#9.95 billion in Minnesota state and local
taxes whilereceiving$173.9billion in total money incomé&® Minnesota residents thus paid
115 percent of their total income state and local taxes.

As shown inFigure 2-1, the individual income tax accounted &%.4percent of the total
state and locatax burden on Minnesota residentélomeownerproperty taxegqafter
PTR) accounted forl7.3 percentand the consumer state alodal sales tax (including
sales tax on motor vehiclearcounted forl4.6 percent of the total. Taxes imposed on
business accounted foRl.7percent. All other taxes comprised the remaining
110 percent

% Total tax collections wer$23.8billion, but $385 billion is estimated to have been paid by nonrasidgensumers

or nonresident owners of capital. Total money income includes all cash income, whether taxable or nontaxable. It
includes nontaxable soci al security, interest, and ret
and cash paymés from the Minnesota Family Investment Program (MFIP). Income excludes the value of fringe
benefits and irkind benefits such as food stamps, rent subsidies, and energy assistance. For a more complete
description of the definition of household incomeg &ppendix Aof this study.
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Figure 2-1
2008Distribution of Minnesota
State and Local Tax Burdens by Tax

Business Taxes

Individual Income
35.4%

Homeowner
Property Taxes

(after PTR) Sales Tax*
17.3% 14.6%

*Consumer portion.

Details of Minnesota tax collections before and after tax shifting are shovablia 21. Of
the $23.8 billion in total tax collections irR008 $19.85 billion or 84 percentof the total
burden falls onrMinnesotans, directly or indirectly.The rest is exported toonresident
consumers and owners of capital

It is apparent from the table that some taxes are borne by Minnesotans in much greater
proportions than are othersOf the large state taxes, the income tax is borne almost
entirely by Minnesota residents, who pay ovemp@rcentof total collections. Minnesota
residents pay amaller sharef the general sales t€X9 percent) At the otherend of the

scale, Minnesotangare estimated tgay only 13 percentof the property taxes on
industrial property.
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Summary List

Table 21
2008Tax Collection Amounts
Total As Imposed After shifting Suits Index
Tax Type ($ Millions) |MN HH's | NR | Business|Minnesotal Exported [ Pop. Decile| Full Sample
State Taxes
Taxes on Income and Estates
Individual income tax $7,374 | $7,061| $312 $7,061 $312 0.200 0.218
Corporation franchise talx 881 $881 513 368 -0.189 -0.208
Estate tax 123 123 123 0.307 0.413
Total Income and Estate Taxes $8,378 | $7,184 | $312  $881 $7,697 $681 0.176 0.193
Taxes on Consumption
Total sales tax $5,409 $2,823 | $234 $2,354 $4,256 | $1,152 -0.215 -0.229
General sales/use tax 4,932 2518 232 2,182 3,888 1,044 -0.227 -0.242
Sales tax on motor vehicles 477 305 172 369 108 -0.088 -0.088
Motor fuels excise taxes 699 376 48 275 513 186 -0.309 -0.337
Alcoholic beverage excise taxes 75 69 5 69 5 -0.155 -0.150
Cigarette and tobacco excise taxeq 426 404 22, 404 22 -0.564 -0.582
Insurance premiums taxes 351 254 97 304 47 -0.332 -0.358
Gambling taxes 42 41 0 41 0 -0.489 -0.507
MinnesotaCare taxes 439 399 39 399 39 -0.284 -0.318
Solid waste management taxes 67 31 35 61 6 -0.391 -0.413
Total Consumption Taxes $7,506 $4,398 | $344 $2,762 $6,048 | $1,458 -0.259 -0.277
Taxes on Property
State Property Tax $732 $28 $7|  $696 $332 $400 -0.141 -0.142
Residential recreational property 35 28 7 28 7 -0.210 -0.244
Commerciaf 497 497 250 247 -0.135 -0.131
Industrial 140 140 18 121 0.021 0.045
Utility 60 60 35 25 -0.216 -0.238
Motor vehicle registration tax 490 377 113 447 42 -0.228 -0.256
Mortgage and deed taxes 180 137 43 169 10 -0.122 -0.141
Total Property Taxes $1,401 $543 $7 $851 $948 $453 -0.178 -0.195
Property Tax Refunds
Homeowners -$239 -$239 -$239 0.706 0.713
Renters -165 -165 -165 0.893 0.896
Total Property Tax Refunds -$404 -$404 -$404 0.782 0.788
Total State Taxes $16,881| $11,721| $666 $4,495| $14,290| $2,591 -0.005 -0.004
Local Taxes
Property Taxes (Pay 2006) $6,648 $3,823 | $33 $2,792 $5472 | $1,176 -0.178 -0.200
General Property Tax 6,562 3,823 33 2,707 5,463 1,099 -0.179 -0.201
Homeowners (before PTR) 3,691 3,691 3,691 0 -0.164 -0.197
Residential recreational property 165 132 33 132 33 -0.210 -0.244
Commerciaf 1,233 1,233 620 612 -0.135 -0.131
Industrial 349 349 46 303 0.021 0.045
Farm (other than residenck) 164 164 159 5 -0.099 -0.134
Rental Housing (before PTR) 780 780 710 71 -0.315 -0.300
Utility 180 180 105 75 -0.216 -0.238
Mining Production Taxes (taconite) 86 86 8 77 0.208 0.260
Taxes on consumption
Local Sales Taxes 157 80 7 69 124 33 -0.227 -0.242
Local Gross Earnings Taxes 110 110 64 46 -0.216 -0.238
Total Local Taxes $6,915 $3903 | $40 $2,972 $5,660 | $1,255 -0.180 -0.202
Total State and Local Taxes $23,796| $15624| $704 $7,467 | $19,949| $3.847 -0.054 -0.060
YIncludes taconite/iron ore occupation tax.  Includes resorts and railroads.
?IncludesHealth Impact Fee “Includes timber.
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Of the total, $.5 billion or 31.4 percentof Minnesota taxes are imposed on businesses.
Of that amount$3.1 billion or 42 percentis exported.

The full-sampleSuits index(last column ofTable 21) shows that most taxes levied in
Minnesota are regressive to some degr@aly a few taxes, and only one large tax, the
individual income tax, areprogressive (Suits index greater than zero)he state
consumption taxes as a group are the most regressive, WilhsampleSuits index of
-0.277. The progressive income tax and the few other progressiveltage$y offset the
many regressive taxebut the full-sampleSuits index of the tax system as a whole
remainsregressivet -0.060.

Taxes by Decile

To summarize the distribution of tax burdens by incomeell the population of
Minnesota householdis divided into ten equadized groups odecilesof households
ranked by household income levels. By definition, the first decile includes {herdént
of households with the lowest incos@nd the tenth dde includes the higheshcome
10 percentof households. There we@&b4,118households in each population decile.
The total burden by tax type for each decile is summarizéde2-2.

Taxpayers in the top decile (incomes @R9,567and over) bor&8.5 percent of the total
tax burden while having2 percent of total incomeBY tax type, taxpayers in the top
decile paids6 percent of the individual income taX7 percent of the consumer sales tax,
27.5 percent of the grodsomeowneproperty tax, an@9.5 percent of business taxes.

15 Business taxes include the total property tax on rental housing, nonresidential local property taxes, total state
business taxes, local gross earnings taxes, and local sales taxes on business purchases.

26



LC

backto summary list

bad to table list

Table 2-2 2008Population Deciles - Amounts ($ Thousands)

YIncludes seasonal recreational residential (cabins).

?Includes taconite production tax.

State Income Taxes State Sales Tax Property State State Other State Taxes

Population Number off Household | Individual Corporate | Purchases by Purchases by Sales Tax Tax Property Excise Taxes on | Taxes on
Decile Income Range [ Householdg  Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses
First $9,795 & Under 254,118 $1,478,105 -$17,062 $19,330 $108,575 $64,789 $173,364  -$47, 77 $16,926  $71L,11L = $43,25 $10,16
Second $9,796 - $16,p78 254,118 3,321,155 -23,537 20,431 133,344 60,672 194,016 -61,11p 11,531 71,070 51,668 6,51
Third $16,279 - $23,p91 254,118 5,060,882 4,604 25,252 156,920 72,932 229,85p -69,414 13,964 76,161 68,064 8,16¢
Fourth $23,692 - $31,689 254,118 7,016,816 80,096 30,862 181,365 88,658 270,028 -70,621L 18,25p 81,94y 83,95y 10,20
Fifth $31,690 - $41,161 254,118 9,187,505 207,411 35,828 205,724 101,154 306,87 -55,79p 20,978 88,066 105,104 11,58
Sixth $41,162 - $53,814 254,118 11,944,631 356,767 42,335 238,571 118,215 356,78y -42,718 24,785 95,83y 126,62p 13,75
Seventh | $53,315 - $68,696 254,118| 15,426,889 525,781 50,766 280,699 140,878 421,577 -29,79p 30,279 103,61B 151,56f 16,80:
Eighth $68,697 - $89,p36 254,118 20,009,833 787,744 62,256 341,689 168,445 510,134 -18,32B 36,092 116,55p 184,328 20,11
Ninth $89,937 - $129,666 254,118 27,049,086 1,182,018 77,709 414,186 206,395 620,58D 6,274 46,595 128,31¢ 216,648 25,15
Tenth $129,567 & Oyer 254,118| 73,359,772 3,957,561 147,988 761,647 411,458 1,173,106 -2,426 112,23 153,42p 331,737 60,33
TOTALS 2,541,183 $173,854,678 $7,061,382) $512,756 $2,822,719] $1,433,597] $4,256,316 -$404,194 $331,633 $986,094 $1,362,947 $182,8(
Top 5% Over $182,829 127,119 $54,163,374 $3,053,819  $98,349 $508,195 $280,936 $789,131 -$1,36p $82,1211 $85,780  $208,344  $43,68
Top 1% Over $429,354 25413 $28,217,684 $1,733,589  $41,809 $228,743 $129,538 $358,282 -$28% $44,317 $26,17p  $88,101 $23,05
Residential Local Property Taxes Nonresidentig Other Local Total State Taxes Total State|

Population  Homeowners Renters Owners of Total on Residential |Local Property Local Taxes Total on | Total on | State Taxe$ and Local

Decile Gross Gross Rental Prop.| Rental Prop. Total* Taxes Taxed Total Individuals| Businesses|  Total Taxes

First $94,023 $14,774 $41,592 $56,366 $153,894 $49,971 $7,475 $211,340 $153,863 $115,512 $269,375  $480,71
Second 87,478 28,338 12,754 41,092 132,216 29,438 8,683 170,33f 165,784 104,788 270,57p 440,91
Third 126,619 37,418 14,513 51,931 183,521 41,858 10,395 235,778 229,64b 127,00B 356,648 592,42
Fourth 190,062 43,927 21,664 65,591 263,478 48,870 12,293 324,64p 349,299 155,41f 504,716 829,35
Fifth 242,232 46,300 23,181 69,480 321,747 54,682 14,063 390,49 542,198 177,86[L 720,054 1,110,54
Sixth 333,139 36,352 27,778 64,130 408,923 66,537 16,374 491,834 765,41 208,75p 974,16  1,466,0(
Seventh 422,891 24,351 34,357 58,708 495,796 83,506 19,466 598,768 1,020,617  249,98D 1,270,597 1,869,36
Eighth 535,873 15,092 37,650 52,742 607,313 102,942 23,577 733,833 1,398,647 300,224 1,698,901 2,432,73
Ninth 641,864 9,662 49,755 59,417 729,202 129,298 28,869 887,368 1,920,033 370,718 2,290,740 3,178,11
Tenth 1,016,587 5,544 184,640 190,184 1,236,448 323,519 55,385 1,615,392 5,175,062  758,89p 5,933,994 7,549,3(
TOTALS $3,690,768 $261,758| $447,884 $709,642 $4,532,539 $930,623[ $196,578 $5,659,739 $11,720,587 $2,569,147 $14,289,784 $19,949,4
Top 5% $609,239 $2,620| $150,101 $152,721 $777,712 $236,024 $37,259 $1,050,995 $3,837,664 $522,195 $4,359,8%9 $5,410,84
Top 1% $177,729 $268 $98,873 $99,140 $280,985 $120,242 $16,683 $417,909 $2,070,210 $244,773 $2,315,042 $2,732,94




In contrast, taxpayers in the bottom decile (incomes @f/9% and below) bore
2.4 percent of the total tax burden and receiless tharD.9 percent of total income. The
bottom decile taxpayers had a negative net individual income taxerbutdde to
refundable tax creditskirst decilehouseholds paid.8 percent of the consumer sales tax,
2.5 percent of grosekomeowneproperty tax, and.5percent of business taxes.

Overall Effective Tax Rates

To evaluate the fairness or equity in thstribution of tax burdens by income level, tax
burdens must be compared to the underlying distribution of income. This section
examines this relationship in more detail.

A key measure used to analyze tax equity is the effective tax rate, which isidefitiee

ratio of taxes to income. Effective tax rates measure the percentage of income paid in
taxes and can be compared for different levels of income. The distribution of tax burdens
Is characterized as progressive if the effective tax rate risesnwidme, proportional if it

Is constant for all income levels, or regressive if it falls as income rises.

Effective tax rates by tax type are reported able 23. Effective tax rates by population
deciles for the four major tax types included in thigdg are presented ifable 24 and

are illustrated irFigure 22. In Figure 22, the effective tax rate is shown on the vertical
axis of the figure; population deciles are shown on the horizontal axis (each decile
containing 10 percent of total houselx)ld

The results show that the individual income tax was very progressive, while the three
remaining taxes were generally regressive. Because the progressive individual income
tax accounted for over osthird of the total tax burden, it offsets most o tlegressivity

of the other state and local taxeblowever,as a whole, the state and local system of
taxation in Minnesoteemainsregressive overall.
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Table 2-3 2008Population Decliles - Effective Tax Rates

!Includes seasonal recreational residential (cabins).

State Income Taxes State Sales Tax Property State State Other State Taxes
Population Number of| Household | Individual Corporate | Purchases by Purchases by| Sales Tax Tax Property Excise Taxeson | Taxeson
Decile Income Range | Householdg  Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses|
First $9,795 & Under 254,118 $1,478,10p - 1.2% 1.3% 7.3% 4.4% 11.7% -3.2% 1.1% 4.8% 2.9% 0.7%
Second $9,796 - $16,p78 254,118 3,321,155  -0.7% 0.6% 4.0% 1.8% 5.8% -1.8% 0.3% 2.1% 1.6% 0.2%
Third $16,279 - $23,691 254,118 5,060,882 0.1% 0.5% 3.1% 1.4% 4.5% -1.4% 0.3% 1.5% 1.3% 0.2%
Fourth $23,692 - $31,689 254,118 7,016,816  1.1% 0.4% 2.6% 1.3% 3.8% -1.0% 0.3% 1.2% 1.2% 0.1%
Fifth $31,690 - $41,[161 254,118 9,187,505  2.3% 0.4% 2.2% 1.1% 3.3% - 0.6% 0.2% 1.0% 1.1% 0.1%
Sixth $41,162 - $53,814 254,118 11,944,631 3.0% 0.4% 2.0% 1.0% 3.0% - 0.4% 0.2% 0.8% 1.1% 0.1%
Seventh | $53,315 - $68,696 254,118 15,426,88p  3.4% 0.3% 1.8% 0.9% 2.7% -0.2% 0.2% 0.7% 1.0% 0.1%
Eighth $68,697 - $89,p36 254,118 20,009,833  3.9% 0.3% 1.7% 0.8% 2.5% -0.1% 0.2% 0.6% 0.9% 0.1%
Ninth $89,937 - $129,p66 254,118 27,049,086  4.4% 0.3% 1.5% 0.8% 2.3% 0.0% 0.2% 0.5% 0.8% 0.1%
Tenth $129,567 & Oyer 254,118 73,359,77p 5.4% 0.2% 1.0% 0.6% 1.6% 0.0% 0.2% 0.2% 0.5% 0.1%
TOTALS 2,541,183 $173,854,645 4.1% 0.3% 1.6% 0.8% 2.4% - 0.2% 0.2% 0.6% 0.8% 0.1%
Top 5% Over $182,829 127,119 $54,163,372 5.6% 0.2% 0.9% 0.5% 1.5% 0.0% 0.2% 0.2% 0.4% 0.1%
Top 1% Over  $429,354 25,413 $28,217,684  6.1% 0.1% 0.8% 0.5% 1.3% 0.0% 0.2% 0.1% 0.3% 0.1%
Residential Local Property Taxes Nonresidentig Other Local Total State Taxex Total State|
Populatiof  Homeowners Renters Owners of Total on Residential | Local Property Local Taxes Total on | Total on | State Taxeg and Local
Decile Gross Gross | Rental Prop.| Rental Prop. Total* Taxes Taxes Total Individuals| Businesses| ~ Total Taxes
First 6.4% 1.0% 2.8% 3.8% 10.4% 3.4% 0.5% 14.3% 10.4% 7.8% 18.2% 32.5%
Second 2.6% 0.9% 0.4% 1.2% 4.0% 0.9% 0.3% 5.1% 5.0% 3.2% 8.1% 13.3%
Third 2.5% 0.7% 0.3% 1.0% 3.6% 0.8% 0.2% 4.7% 4.5% 2.5% 7.0% 11.7%
Fourth 2.7% 0.6% 0.3% 0.9% 3.8% 0.7% 0.2% 4.6% 5.0% 2.2% 7.2% 11.8%
Fifth 2.6% 0.5% 0.3% 0.8% 3.5% 0.6% 0.2% 4.3% 5.9% 1.9% 7.8% 12.1%
Sixth 2.8% 0.3% 0.2% 0.5% 3.4% 0.6% 0.1% 4.1% 6.4% 1.7% 8.2% 12.3%
Seventh 2.7% 0.2% 0.2% 0.4% 3.2% 0.5% 0.1% 3.9% 6.6% 1.6% 8.2% 12.1%
Eighth 2.7% 0.1% 0.2% 0.3% 3.0% 0.5% 0.1% 3.7% 7.0% 1.5% 8.5% 12.2%
Ninth 2.4% 0.0% 0.2% 0.2% 2.7% 0.5% 0.1% 3.3% 7.1% 1.4% 8.5% 11.7%
Tenth 1.4% 0.0% 0.3% 0.3% 1.7% 0.4% 0.1% 2.2% 7.1% 1.0% 8.1% 10.3%
TOTALS 2.1% 0.2% 0.3% 0.4% 2.6% 0.5% 0.1% 3.3% 6.7% 1.5% 8.2% 11.5%
Top 5% 1.1% 0.0% 0.3% 0.3% 1.4% 0.4% 0.1% 1.9% 7.1% 1.0% 8.0% 10.0%
Top 1% 0.6% 0.0% 0.4% 0.4% 1.0% 0.4% 0.1% 1.5% 7.3% 0.9% 8.2% 9.7%




Effective Tax Rates

Table 2-4
Effective Tax Rates(2008

Homeowner

Population Personal Business Consumer | Property Tax

Decile Income Tax Taxes Sales Tax (before PTR)
First -1.2% 15.3% 7.6% 6.4%
Second -0.7% 5.4% 4.1% 2.6%
Third 0.1% 4.5% 3.2% 2.5%
Fourth 1.1% 3.9% 2.7% 2.7%
Fifth 2.3% 3.4% 2.3% 2.6%
Sixth 3.0% 2.9% 2.1% 2.8%
Seventh 3.4% 2.6% 1.9% 2.7%
Eighth 3.9% 2.3% 1.8% 2.7%
Ninth 4.4% 2.1% 1.6% 2.4%
Tenth 5.4% 1.8% 1.1% 1.4%
Total 4.1% 2.5% 1.7% 2.1%
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Individual Income Tax

Because of its graduated tax rate structure and allowance of personal exemptions and
deductions, the individual income tax is, by design, progressive. As séahle23 for

2008 effective tax rates rose significantly withcreases in householdcome. At the

low end,the effective tax rate for the income tax wasyativefor the firstand second
deciles, showing the impact of refundable credits (which more than offset any income tax
liabilities).*® It rose steadiljrom 0.1 percent of income for the third decite 54 percent

for the tenth decile.The top 5percentand 1percentof households have even higher
effective tax rates, &.6and6.1 percent respectively.

Sales Tax on Consumer Purchases

In agreement witlothe incidence studies, this analysis finds the consumer portion of the
sales tax to be regressive, especially at-lowome levels. (The sales tax on business
purchases igliscussed below ithe business tax categoryHigher income households
spend a smbdr portion of their income oitems subject to the sales tax. This is partly
due to their higher savings rates and partly to the mix of consumer goods and services
they buy. Hence, tax burdens as a proportion of income tend to decline as one moves up
the income scale.

For 2008 the effectivestate and locatonsumer sales tax rate for the bottom decile was
7.6 percent, compared to the rate for the top decile bfpkrcent (seelable 24).
Effective tax rates for the second through ninth deciles, septeg 80 percent of all
taxpayersdeclinedcontinuouslyfrom 4.1to 16 percent.

Residential Property Taxé$

Homeowner Property Taxeslhe property tax on ownaccupied homegbefore PTR)
showedlittle variation between the second and ninth decildor 2008 the effective
property tax ratevas6.4 percent for the first decildetween 5 and 28 percent for the
secondthrough eighth deciles, and thenfell to 2.4 percentin the ninth decile and
1.4 percent in the tenth decile.

'® The impact of thee refundable credits on the distribution of the overall tax burden is sho@hapter 4
SectionD.
" The impact of property tax refunds on residential property taxes is summari2dprer 4 Table 410.
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Rental Prperty Taxes.Thi s studyodés estimates of the pi
consistent with the approach used for business taxes more generally. Taxes on rental
property, like taxes on other business property, are partly shifteonsumersrénter$

in higher rents and partly paid by property owners in lower returns. Using the
methodology applied to business taxes more generally, this study estimates that a sizable
portion of the2008gross rental property ta¥§ percent) was borne by the investaiso

own rental housing; the remaining sh&34 jpercent) was assumed to be shifted to renters

in higher rentd® The effective tax rate on renters was, therefore, lower than it would

have been if all of the taxad beenpassed along in higher rents.

Other Individual Taxes

The @Adot her st atTable2-aincladesdthe enatdr eefpicle rggistiation tax,
estate taxes, solid waste management taxes, mortgage and deed taxes, insurance
premiums taxes, gambling taxes, and Minnesota@aes.

Busines Taxes

As wasshown inFigure 21 above business taxesccounted foR1.7 percent of the total
tax burden on Minnesota residents. Business taxes include the following:

Business property taxts

Corporate franchise tax

Sales tax paid obusinespurchases of capital equipment and other
intermediate inputs

Motor vehicle registration tax pa@h vehicles owned blyusiness

Insurance premiums taph businessnsurance

Mortgage and deed taxes on business property

Solid waste managemeiaixeson services tbusiness

Excise tax on motor fuelsurchase@nd used bypusiness

Local gross earnings taxes

Although the legal impact of each of these taxes falls on the business entity, each is
partially shifted to consumers (in higher prices)in some casedo labor (in lower

wages). Only a portion of business taxes are borne by capital owners as a lower rate of
return on their investment. Part of the burden of each of these taxes is also shifted to
nonresidents. This study estimates thgréde to which such shifting occurs and then

all ocates the estimated burden to Minnesc
sources of income and patterns of spending. (An explanation of tax shifting and the
method of estimating the incidence of busineses is included in th&ppendixB.)

18 Note that this is the result for existingés. The model predicts that over 80 percent of a change in tax would be
shifted forward to renters. S&hapter 4 Section F
¥ ncludes the tax on rental housing.
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To determine the incidence of each business tax, the study first estimated tax payments
made by the different business sectorShe degree to which taxes were shifted to
consumers, labor, or nonresidents depedd on t wo t hi ngs: (a) ho
compared to those in other states and (b) théehaharacteristics dhe business sector

Finally, taxes paid by each of these taxpayer categories (factors) were distributed to
individual households irhe sample.

Overall, the burden of Minnesota business taxes on Minnesota households was
regressive.As shown above ifTable 24, the effective tax rate fell as income increased.
The effective tax rate wds4 percent in the second decile; it fell stegdib income rose,
reachingl.8 percent in the tenth decile.

Summary of 2008 Tax Burden by Major Tax Type

Figure 23 summarizes how th2008tax burden of the major tax categories varies by
population decile. The categories for this table combine betimthividual and business
components of these tax types. For examplestaesales tax total includes both the
consumer and business portions (including the tax on motor vehicRskidential
property tax includes homeowner and rental property taesg with cabing®

Figure 2-3
a5 2008Tax Incidence by TaxType
0
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Note: Numbers in parentheses shoergent of total tax burden and the fslhmple Suits index

2 For an analysis of residential property taxes excluding cabin§ tssgter 4 SectionD.
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Figure 23 clearly demonstrates the importance of the progressive income tax in
offsetting most of the regressivity of other taxd$ote that the sum of state sales tax,
nonresidenti al property tax, and ndall ot h
overall tax burden for those in the first six deciles. The sum accounts for more than

80 percent of the overall tax burden in desi2 and 3. The residential property tax
burden (after PTR) is noticeably |l ess reg
mostly because of the property tax refunds. In their absence, the Suits index for
residential property taxes would H&2157 more regressive than nonresidential property
taxesand nearly as regressive as the sales tax.
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Chapter 3: Projected Results 2013

This section examines the state and local tax burdens imposed on dantaegayers in
2013 The taxes included are the same as those analyz2d(@r

Tax Incidence Projections ta2013(Assuming Current Law)

To analyze tax incidence/é years beyon@008 the2008results must be projected into the
future. Avariety d methods were used tlo this

Incomei The HITS income tax modéluses growth ratederived from the state economic
forecasto groweach of the various categories of incomeges, interest, pensiqreapital
gains, social securityetc. The expeet growth ratewvary by type of income. These
differential growth rates were appliedaach type of incoma samplehousehold received

in 2008 yieldingan estimate of totddouseholdncome in2013 Because the various types
of income are assumed toowr at different rates, some households in the model will
experience faster income growth than otheBecause of this, sample households may
switch deciles betwee2008and2013

Populationi The number of Minnesota households expected tayrow by 3.6 percent
between2008 and 2013 Therefore,each sample household assumed taepresent
3.6 percent more households2013

Taxesi All taxes were adjusted for tax law chasgieat hae alreadygone into effect or,
under current law, are scheduled toigm effect. Income tax projectionsre from the
HITS income tax model. For the remaining taxes in the study, total colleateyadased
on theFebruary 201%orecast from thé®epartment oManagemenand Budget Business
taxes were assumed to befd in the same manner as were the corresporzd0g
business taxes. akes imposed directly on households waspassumed to be allocated to
the various households in the sample in the same way as weéfi08taxes

Total Tax Collectionsin 2013
Total tax collections are projected to rise by 13.8 percent between 2008 and 2013, from

$23.8 billion to $27.1 billion. Of that tota] $22.7 billion or 84 percent is paid by
Minnesotans, directly or indirectly. The rest is exported to taxpayers oatef st

% The House Income Tax Simulation (HITS) model is the m#naulation model used both for forecasting and for
estimating the revenue impact of proposed changes in tax law. The version used in this study is based on a stratified
random sample of tayear 2008 income tax returns and the February 2011 economic forecast.
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As was the case 008§ the income tax is borne almost entirely by Minnesota residents,
who pay over 9 percent of total collections. Residents of Minnesota (88 percent of

the general sales tax. At the other end of the scale, Minnesatasly 132 percent of

the property taxes on industrial propert@f the total, $8.7 billion or 33.percent of
Minnesota taxes are imposed on businesses. Of that amoribjls3n or 40 percent is
exported.

Details of Minnesota tax projections f@013i beforeand after tax shifting areshown
in Table 31.

Tax Burdens in 2013

Minnesota residents are expected to pay a tots2¥ billion in Minnesota state and local
taxesin 2013while earning$198.1billion in total money incomeMinnesota residents thus
will pay 11.5 percent of their total income in state and local taxes.

As shown in Figure 31, the individual income taxs projected toaccount for

35.7percentof the totalstate and locatax burden on Minnesota residerits 2013

Homeowner property taxes(after PTR) and state and localconsumer sales tas
(including sales tax on motor vehicle®ke projected to b#6.3 percent and 3.9 percen

of the total, respectively. Taxes on busineslé account for22.9 percent. All other
taxeswill comprisethe remainingl1.2percent.

Figure 3-1
2013Distribution of Minnesota
State and Local Tax Burdens ly Tax

Individual
Business Taxes Income

All Other Taxe
11.2%

” Property Taxes
(after PTR)
16.3%

Sales Tax*
13.9%

*Consumer portion.

Compared t@2008(as shown irFigure 21), the sharérom business taxeis projected to
be significantly higherrising from 21.7 percent to 22.9 percenfThe share from
homeowner property taxegafter property tax refunds) is projed to fall from
17.3percent to 1@ percent, and the sales tax share from 14.6 percelf®.fopercent.
The income tax share rises slightly, from 35.4 percent to 35.7 percent.
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Taxes by Decile

To summarize the distribution of tax burdens by incomeellethe population of
Minnesota households was divided into ten egumdd groups odecilesof households
ranked by household income levels. By definition, the first decile includes the 10 percent
of households with the lowest income levels and théhteecile includes théighest
income,10 percent of households. Thene expected to H263,199households in each
population decile. The total burdeby tax type for each decile isummarized in
Table3-2.

Taxpayers in the top decile (incomes o226 and overin 2013 are expected to bear
37.5 percent of the total tax burden while havihf5 percent of total income. By tax
type, taxpayers in the top decieould pay 54 percent of the individual income tax,
27 percent of the consumer sales taX,p2rcent of the grosBomeowner property tax,
and30 percent of business tax&s.

In contrast, taxpayers in the bottom decile (incomes &f288 and below)are projected
to bear2.3 percent of the total tax burdemhile receivng only 0.9 percent of toth
income. The bottom decile taxpayeval have a negative individual income tax burden
due to the refundable tax credits. Yheill pay 3.8 percent of the consumer sales tax,
2.5 percent of grosekomeowneproperty tax, an®.4 percent of business taxes

% Business taxes include the total property tax on rental housing, nonresidential local property taxes, total state
business taxes, local gross earnings taxes, and local sales téxesn@ss purchases.
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SummaryList

Table 31
2013Tax Collection Amounts
Total As Imposed Atfter shifting Suits Index
Tax Type ($ Millions) |[MN HH's | NR | Businesg Minnesotal Exported | Pop. Decilel Full Sample
State Taxes
Taxes on Income and Estates
Individual income tax $8,484 $8,112 | $372 $8,112 $372 0.192 0.207
Corporation franchise talx 830 $830 483 347 -0.183 -0.200
Estate tax 173 173 173 0.314 0.421
Total Income and Estate Taxes $9,487 $8,285 | $372 $830 $8,768 $719 0.174 0.189
Taxes on Consumption
Total sales tax $5,709 $2,989 | $241 $2,479 $4,491 $1,218 -0.204 -0.216
General sales/use tax 5,134 2,621 241 2,272 4,047 1,087 -0.218 -0.232
Sales tax on motor vehicles 575 367 207 444 130 -0.076 -0.075
Motor fuels excise taxes 891 479 61 351 654 237 -0.305 -0.332
Alcoholic beverage excise taxes 81 75 6 75 6 -0.142 -0.136
Cigarette and tobacco excise taxes 423 401 22 401 22 -0.564 -0.582
Insurance premiums taxes 395 285 109 342 53 -0.328 -0.352
Gambling taxes 41 40 0 40 0 -0.481 -0.498
MinnesotaCare taxes 557 507 50 507 50 -0.278 -0.310
Solid waste management taxes 70 33 37 64 6 -0.383 -0.405
Total Consumption Taxes $8,167 $4,810 | $380 $2,977 $6,575 $1,591 -0.251 -0.267
Taxes on Property
State Property Tax $798 $32 $8 $758 $365 $433 -0.139 -0.140
Residential recreational property 40 32 8 32 8 -0.198 -0.230
Commerciaf 528 528 266 262 -0.131 -0.126
Industrial 149 149 20 129 0.010 0.032
Utility 81 81 47 34 -0.209 -0.231
Motor vehicle registration tax 594 458 137 543 51 -0.220 -0.246
Mortgage and deed taxes 158 120 37 149 9 -0.116 -0.133
Total Property Taxes $1,550 $610 $8, $932 $1,056 $494 -0.177 -0.194
Property Tax Refunds
Homeowners -$345 -$345 -$345 0.728 0.733
Renters -205 -205 -205 0.899 0.903
Total Property Tax Refunds -$550 -$550 -$550 0.792 0.796
Total State Taxes $18,653 | $13,154| $760 $4,739| $15849| $2,804 0.008 0.009
Local Taxes
Property Taxes (Pay 2006) $7,970 $4,195 | $371 $3,738 $6,551 | $1,418 -0.171 -0.190
General Property Tax 7,879 4,195 371 3,647 6,543 1,336 -0.171 -0.191
Homeowners (before PTR) 4,044 4,044 4,044 0 -0.157 -0.188
Residential recreational property 188 151 37 151 37 -0.198 -0.230
Commerciaf 1,494 1,494 752 742 -0.131 -0.126
Industrial 417 417 55 362 0.010 0.032
Farm (other than residenck) 532 532 516 16 -0.102 -0.131
Rental Housing (before PTR) 991 991 901 90 -0.310 -0.294
Utility 213 213 124 89 -0.209 -0.231
Mining Production Taxes (taconite) 91 91 9 82 0.183 0.230
Taxes on consumption
Local Sales Taxes 325 166 15 144 256 69 -0.218 -0.232
Local Gross Earnings Taxes 123 123 72 51 -0.209 -0.231
Total Local Taxes $8,418 $4361| $52 $4,005 $6,879 | $1,538 -0.173 -0.192
Total State and Local Taxes $27,071| $17515| $817 $8,744 | $22,728| $4,342 -0.047 -0.052
YIncludes taconitefiron ore occupation tax. ®Includes resorts and railroads.
2IncludesHealth Impact Fee “Includes Timber.
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Table 3-2 2013Population Deciles - Amounts ($ Thousands)

!Includes seasonal recreational residential (cabins).

?Includes taconite production tax.

State Income Taxes State Sales Tax Property State State Other State Taxes

Populatior Number of| Household | Individual Corporate | Purchases byl Purchases by| Sales Tax Tax Property Excise Taxes on [ Taxes on
Decile Income Range | Householdg  Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses|
First $11,298 & under 263,199 $1,742,103 -$27,614 $18,297 $112,911 $68,729 $181,639 -$70,334 $18,706 $78,494 $50,513 $10,846
Second $11,299 - $18,732 263,199 3,964,981 -30,696 19,569 140,829 64,001 204,82p  -85,620 12,863 80,214 61,861 7,418
Third $18,733 - $26,188 263,199 5,962,092 10,414 23,905 164,192 76,574 240,76p  -95,610 15,579 85,432 79,291 9,135
Fourth $26,789 - $35,561 263,199 8,181,343 104,014 29,103 189,957 92,261 282,218  -88,026 19,899 93,311 99,202 11,355
Fifth $35,562 - $46,044 263,199| 10,660,348 263,663 33,907 215,902 106,283 322,185 -77,706 23,654 100,245 123,189 13,060
Sixth $46,045 - $59,437 263,199| 13,828,214 430,037 39,805 250,415 122,954 373,36Pp -64,026 27,197 109,232 148,623 15,338
Seventh $59,438 - $76,276 263,199 17,787,530 626,767 48,263 299,159 148,646 447,80p -42,485 33,758 119,459 179,539 18,785
Eighth $76,277 - $99,B86 263,199 22,946,740 936,130 58,742 362,155 176,628 538,784  -22,086 40,192 134,912 216,895 22,473
Ninth $99,387 - $142,p25263,199| 30,895,132 1,400,424 73,137 438,321 216,306 654,62[f  -3,745 51,843 148,441 253,575 27,950
Tenth $142,226 & oer 263,199 82,169,914 4,398,817 138,551 814,685 430,451 1,245,136 -852 120,985 180,424 403,958 65,254
TOTALS 2,631,989| $198,138,39¢ $8,111,957| $483,279  $2,988,526] $1,502,832) $4,491,3%8 -$550,490( $364,677| $1,130,164 $1,616,646] $201,613
Top 5% Over $200,907 131,652| $60,331,804 $3,359,799 $91,958 $544,952 $294,109 $839,062  -$410 $88,025( $101,158 $258,870| $46,819
Top 1% Over $472,6p6 26,332 | $30,927,164 $1,848,473 $38,706 $243,956 $135,106 $379,063 -$85 $46,541 $30,584| $114,914 $24,060
Residential Local Property Taxes Nonresidentig Other Local Total State Taxes Total State]

Populatiof Homeowners Renters Owners of Total on Residential |Local Property Local Taxes Total on | Total on | State Taxes and Local

Decile Gross Gross Rental Prop.| Rental Prop. Total Taxes Taxe< Total Individuals| Businesses|  Total Taxes

First $101,200 $19,166 $53,045 $72,210 $177,268 $79,686 $13,146 $270,099 $138,414 $122,132 $260,547 $530,64
Second 92,696 36,321 16,434 52,756 149,488 44,619 15,301 209,404 159,174 111,264 270,434 479,844
Third 133,707 48,361 19,332 67,692 206,668 63,186 18,093 287,941 234,941 133,964 368,911 656,851
Fourth 207,464 55,724 27,242 82,966 299,008 73,768 21,207 393,981 388,651 162,423 551,07 945,054
Fifth 276,844 58,060 30,631 88,691 377,548 81,796 24,321 483,664 614,514 187,683 802,197 1,285,86
Sixth 365,412 47,285 34,389 81,673 460,175 105,361 28,153 593,691 861,591 217,977 1,079,574 1,673,26
Seventh 470,139 29,565 43,469 73,035 559,808 120,917 33,799 714,524 1,167,548 264,343 1,431,891 2,146,41
Eighth 591,321 18,775 47,655 66,430 679,316 175,319 40,719 895,353 1,610,45f 315,584 1,926,041 2,821,39
Ninth 703,465 11,943 62,076 74,019 809,369 207,173 49,628 1,066,170 2,217,210 389,042 2,606,25P 3,672,42
Tenth 1,101,754 7,178 234,448 241,625 1,377,222 494,826 92,355 1,964,402 5,761,954 790,320 6,552,274 8,516,67
TOTALS $4,044,000 $332,378 $568,720 $901,098 [ $5,095,871| $1,446,650| $336,721 $6,879,24p $13,154,469 $2,694,73% $15,849,202 $22,728,44
Top 5% $661,867 $2,999 $190,293 $193,293 $873,142 $356,897 $61,668 $1,291,70p $4,242,198 $543,08 $4,785,28[ $6,076,98,
Top 1% $191,923 $330 $124,904 $125,234 $321,850 $161,167 $27,134 $510,15]1 $2,230,104 $252,152 $2,482,256 $2,992,40




Overall Effective Tax Rates

In a similar fashion as was done for texaid in2008 effective tax rates by tax type for
2013are reported imable 33. Effective tax rates by population deciles for four major
tax types included in this study are presentedTable 34 and are illustrated in
Figure 3-2. The effective taxrate is shown on the vertical axis of the figure; population
deciles are shown on the horizontal axis (each decile containing 10 percent of total
taxpayers).

The results show that the individual income itsprogressive, while the three remaining
taxesare generally regressive. Because the progressive individual income tax account
for over onethird of the total tax burden, it offsetsuchof the regressivity of the other
state and locataxes. Despite the progressive income tdlke overall state antbcal
system is expected to remain regressive0h3 with afull-sampleSuits index 0f0.052.

This would be less regressive than 2008, when thesémiple Suits index wa.060.
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Table 3-3 2013Population Deciles - Effective Tax Rates

!Includes seasonal recreational residential (cabins).

State Income Taxes State Sales Tax Property State State Other State Taxes
Populatior] Number off Household | Individual Corporate | Purchases by Purchases byl Sales Tax Tax Property Excise Taxes on | Taxes on
Decile Income Range | Householdg  Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses
First $11,298 & under 263,199 $1,742,108 - 1.6% 1.1% 6.5% 3.9% 10.4% -4.0% 1.1% 4.5% 2.9% 0.6%
Second $11,299 - $18,732 263,199 3,964,981 -0.8% 0.5% 3.6% 1.6% 5.2% -2.2% 0.3% 2.0% 1.6% 0.2%
Third $18,733 - $26,788 263,199 5,962,092 0.2% 0.4% 2.8% 1.3% 4.0% -1.6% 0.3% 1.4% 1.3% 0.2%
Fourth $26,789 - $35,561 263,199 8,181,348 1.3% 0.4% 2.3% 1.1% 3.4% -1.1% 0.2% 1.1% 1.2% 0.1%
Fifth $35,562 - $46,044 263,199 10,660,34B 2.5% 0.3% 2.0% 1.0% 3.0% -0.7% 0.2% 0.9% 1.2% 0.1%
Sixth $46,045 - $59,437 263,199 13,828,214 3.1% 0.3% 1.8% 0.9% 2.7% - 0.5% 0.2% 0.8% 1.1% 0.1%
Seventh $59,438 - $76,276 263,199 17,787,53D 3.5% 0.3% 1.7% 0.8% 2.5% -0.2% 0.2% 0.7% 1.0% 0.1%
Eighth $76,277 - $99,886 263,199 22,946,74D 4.1% 0.3% 1.6% 0.8% 2.3% -0.1% 0.2% 0.6% 0.9% 0.1%
Ninth $99,387 - $142,p25 263,199 30,895,13p 4.5% 0.2% 1.4% 0.7% 2.1% 0.0% 0.2% 0.5% 0.8% 0.1%
Tenth $142,226 & over 263,199 82,169,914 5.4% 0.2% 1.0% 0.5% 1.5% 0.0% 0.1% 0.2% 0.5% 0.1%
TOTALS 2,631,989 $198,138,396  4.1% 0.2% 1.5% 0.8% 2.3% - 0.3% 0.2% 0.6% 0.8% 0.1%
Top 5% Over $200,9p7 131,652 $60,331,808 5.6% 0.2% 0.9% 0.5% 1.4% 0.0% 0.1% 0.2% 0.4% 0.1%
Top 1% Over $472,6P6 26,332 $30,927,164 6.0% 0.1% 0.8% 0.4% 1.2% 0.0% 0.2% 0.1% 0.4% 0.1%
Residential Local Property Taxes Nonresidentig Other Local Total State Taxes Total State]
Populatio] Homeowners Renters | Owners of Total on Residential |Local Property Local Taxes Total on | Total on | State Taxeg and Local
Decile Gross Gross Rental Prop.| Rental Prop. Total* Taxes Taxes Total Individuals| Businesses|  Total Taxes
First 5.8% 1.1% 3.0% 4.1% 10.2% 4.6% 0.8% 15.5% 7.9% 7.0% 15.0% 30.5%
Second 2.3% 0.9% 0.4% 1.3% 3.8% 1.1% 0.4% 5.3% 4.0% 2.8% 6.8% 12.1%
Third 2.2% 0.8% 0.3% 1.1% 3.5% 1.1% 0.3% 4.8% 3.9% 2.2% 6.2% 11.0%
Fourth 2.5% 0.7% 0.3% 1.0% 3.7% 0.9% 0.3% 4.8% 4.8% 2.0% 6.7% 11.6%
Fifth 2.6% 0.5% 0.3% 0.8% 3.5% 0.8% 0.2% 4.5% 5.8% 1.8% 7.5% 12.1%
Sixth 2.6% 0.3% 0.2% 0.6% 3.3% 0.8% 0.2% 4.3% 6.2% 1.6% 7.8% 12.1%
Seventh 2.6% 0.2% 0.2% 0.4% 3.1% 0.7% 0.2% 4.0% 6.6% 1.5% 8.0% 12.1%
Eighth 2.6% 0.1% 0.2% 0.3% 3.0% 0.8% 0.2% 3.9% 7.0% 1.4% 8.4% 12.3%
Ninth 2.3% 0.0% 0.2% 0.2% 2.6% 0.7% 0.2% 3.5% 7.2% 1.3% 8.4% 11.9%
Tenth 1.3% 0.0% 0.3% 0.3% 1.7% 0.6% 0.1% 2.4% 7.0% 1.0% 8.0% 10.4%
TOTALS 2.0% 0.2% 0.3% 0.5% 2.6% 0.7% 0.2% 3.5% 6.6% 1.4% 8.0% 11.5%
Top 5% 1.1% 0.0% 0.3% 0.3% 1.4% 0.6% 0.1% 2.1% 7.0% 0.9% 7.9% 10.1%
Top 1% 0.6% 0.0% 0.4% 0.4% 1.0% 0.5% 0.1% 1.6% 7.2% 0.8% 8.0% 9.7%
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Table 34

Effective Tax Rates(2013

Homeowner

Population | Personal Business Consumer | Property Tax

Decile Income Tax Taxes Sales Tax (before PTR)
First -1.6% 16.1% 6.9% 5.8%
Second -0.8% 5.4% 3.8% 2.3%
Third 0.2% 4.6% 2.9% 2.2%
Fourth 1.3% 4.0% 2.5% 2.5%
Fitth 2.5% 3.5% 2.1% 2.6%
Sixth 3.1% 3.0% 1.9% 2.6%
Seventh 3.5% 2.7% 1.8% 2.6%
Eighth 4.1% 2.5% 1.7% 2.6%
Ninth 4.5% 2.3% 1.5% 2.3%
Tenth 5.4% 1.9% 1.0% 1.3%
Total 4.1% 2.6% 1.6% 2.0%

Yncludes motor vehicle and local sales taxes.

Effective Tax Rates for2013

Figure 3-2

By Population Decile
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Summary of 2013Tax Burden by Major Tax Type

Figure 33 summarizes how th2013tax burden of the major tax categories varies by
population decile. The categories for this table combine both the individual and business
components of these tax types. For examplesthisales tax total includes bothe
consumer and business portions (including the tax on motor vehickRekidential
property tax includes homeowner and rental property taxes, along with €abins.

Figure 3-3

300 2013Tax Incidence by Tax Type
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Note: Numbers in parentheses shoergent of total tax burden and the fshmple Suits index.

Figure 3-3 clearly demonstrates the importance of the progressive income tax in
offsetting most of the regressivity of other taxes. Note that the sum of state sales tax,
nonresidenti al property tax, alfnotithefowetall ot he
tax burden for those iaach ofthe first six deciles. The sum accounts for more 8@n

percent of the overall tax burden in deciles 2 and 3. The residential property tax burden
(after PTR) is noticeably less regressive than the salesx o r nall ot her
because of the property tax refunds. In their absence, the Suits index for residential
property taxes would b®.2 1 more regressive thamonresidential property taxes and

almost as regressive as the sales tax.

% For an analysis of residential property taxes excluding cabin§lseter 4 Section D
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Chapter 4: Additional Results

This chapter provides additional analysis of 2008results.

A

Section A reports th€008 results by income deciles rather than population
deciles. The households in each incodexile receive 10 percent of total
household income. This provides added detail for-mgbhme households (but
less detail for lowemcome households).

Section B discusses three alternative methods that have been used to compute
Suits indexes inrecemdi ti ons of this stusgmpl dd €
Suits index is generaddleyi peéf adnade idilienoc ®
indexes.

Section C explains why the study disreg
the burden of state arldcal taxes.For those who itemize deductigra® increase

In their state income tax, horeeead property tax, or motor vehicle registration tax

may reducetheir federal income tafiability. Taking this into account would

reduce the estimated tax rateported in this studyFor informational purposes,

effective tax rates and Suits indexadjusted for théederal tax offset are included

in this section.

Section D demonstrates the significant impact that refundable income tax credits
and property tax afunds have on the distribution of the overall tax burden.
Effective tax rates and Suits indexes are calculated both with and without these
provisions.

Section E showhow the resultsof this studywould change if the Health Impact
Fee on cigarettes andher tobacco productsad beerexcluded Effective tax

rates and Suits indexes are calculated both with and without the Health Impact
Fee.

Section F explains why t hi sexiginghusinesss e st
taxes should not be used to ssite the incidence of@angein Minnesota taxes.

The difference betweefiaverage incidence(for existing taxes) anéincremental

incidenc® (for a change in taxes) is illustrated for the corporate incomedasal

property tax, and industrial propgtiax

Section G presents results from adifite study of overall tax incidence. Though

the results apply to a different yed®007 and are limited to the population of
nonseniors, they help provide context fo
studies.
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SectionA
An Alternative Presentation: Income Decile&'

The results presenteelsewherein this study have been summarized for deciles of
households. Each population decile repre=#ritO percent of the population of
households in the aily. This section provides an alternative way to summarize the
distribution of the2008and2013tax burdens.Tables 41 through4-4 are organized by
income deciles rather than population deciles. To derive income deciles, households are
ranked from lowst to highest income and divided into groups representing equal
amounts of total income.

The distribution of tax by income deciles in these tables can be compared to the
distribution by population deciles ifiables 22, 2-3, 3-2, and3-3. In both distibutions
households are ranked by income level. Using the 3@@8for purposes of illustration

in the population decile distributipeach decile o254,118households is 10 percent of

all householdsin the income decile distribution, each decile iltY.4billion of income
constitutes 10 percent of total income. Because of their relatively low incomes, it takes
1,032000households in the first income decile to account for 10 percent of total income;
in contrast, there are only,902 high-income hoseholds in the tenth decile, who also
received 10 percent of total income.

Again using the yeaR008 for illustration, the first decile include40.6 percent of all
households. Their share of total tax@2 percent)exceededheir share of household
income (10 percent). First incoraecile households (with 10 percent of total income)
paidless tharl percent of the individual income tax, but paidpercent of the consumer
sales tax,31 percent of excise taxes, ar percent of all business taxes borg
Minnesota residents.

The tenth income decile includésss tharD.3 percent of all households. Their share of
total taxes 8.4 percent) was lower than their share of household income (10 percent).
They paidl6.1 percent of the individual income ta#,7 percent of the consumer sales
tax, 1.2 percent of excise taxes, abd percent of business taxes borne by Minnesota
residents.

Tables by income decile provide more detail about the tax burdens of -mgbare
households. In contrast, tables by plapion decile provide more detail about tax
burdens for households at the middle of the income distribution or below.

% Unlike past studiesTables 41 through4-4 do not report the results separately for those receiving the top 1
percent of income. Becaulsss than 20 households would be included in that group, reporting such information
separately would raise disclosure issues.
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Table 4-1 2008Income Deciles - Amounts ($ Thousands)

Includes seasonal recreational residential (cabins)

ZIncludes taconite production tax

State Income Taxes State Sales Tax Property State State Other State Taxes
Income Number of|] Household Individual Corporate | Purchases by Purchases by Sales Tax Tax Property Excise Taxes on | Taxes on
Decile Income Range | Household§g Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses|
First $32,166 & unfler1,032,451| $17,386,918 $52,655 $98,041 $592,537 $293,206 $885,743 -$252,343]  $61,991( $305,867 $252,990 $35,778
Second $32,167 -  $49| 429,631 17,391,023 453,210 64,732 368,898 181,938 550,836 -85,749 37,784 153,528 190,687 20,922
Third $49,825 -  $67,371298,018 17,383,718 582,467 57,874 320,542 160,772 481,315 -37,044 34,510 120,174 174,198 19,154
Fourth $67,372 -  $85[746 228,435 17,382,011 669,515 54,506 300,123 147,942 448,06p -18,201 31,660 103,273 161,451 17,692
Fifth $85,747 - $106,488182,525 17,384,657 742,902 51,714 278,559 138,209 416,76  -6,695 30,750 89,881 147,42[r 16,477
Sixth $106,489 - $137/514144,738 17,394,018 780,608 48,262 253,788 127,558 381,346  -2,019 29,190 74,841 130,411 16,024
Seventh | $137,515 - $190)237109,032 17,376,703 825,071 44,169 224,162 116,116 340,27 -812 26,816 58,620 108,728 14,824
Eighth $190,238 - $321(285 73,153 17,386,268 873,831 38,653 191,736 102,466 294,208 -756 24,889 42,198 83,044 13,767
Ninth $321,286 - $883,p68 36,298 17,391,566 942,416 32,352 158,968 92,380 251,348 -490 26,548 25,580 60,151 14,178
Tenth $883,569 & oyer 6,902 17,377,793 1,138,707 22,452 133,406 73,009 206,41p -86 27,495 12,131 53,900 13,986
TOTALS 2,541,183| $173,854,673 $7,061,382] $512,756 | $2,822,719 $1,433,597| $4,256,316 -$404,194| $331,633| $986,094| $1,362,947 $182,801
Top 5% Over $3,357,089 836 $8,703,171] $601,147 $9,303 $68,389 $30,853 $99,24p -$15 $12,734 $4,991 $31,997  $6,366
Residential Local Property Taxes Nonresidentig Other Local Total State Taxes Total State
Income Homeowners Renters Owners of Total on Residential |Local Property Local Taxes Total on Total on | State Taxeg and Local
Decile Gross Gross Rental Prop.| Rental Prop. Total* Taxes Taxed Total Individuals| Businesses|  Total Taxes
First $512,865 $126,849 $92,186 $219,035 $752,528| $173,425 $39,685 $965,638 $927,112  $513,571 $1,440,683 $2,406,3
Second 469,498 71,694 41,569 113,263 600,402 100,011 25,288 725,701 1,065,549 320,400 1,385,950 2,111,6§
Third 479,617 31,432 39,686 71,118 567,129 94,117 22,167 683,413 1,147,543 285,124 1,432,647 2,116,06
Fourth 470,448 13,900 32,754 46,654 533,455 93,069 20,720 647,244 1,204,448 263,514 1,467,991 2,115,2(
Fifth 430,695 9,144 32,020 41,163 489,716 78,806 19,390 587,912 1,241,845 247,368 1,489,243 2,077,13
Sixth 401,780 3,466 31,854 35,320 454,183 90,150 17,805 562,139 1,228,538 230,126 1,458,663 2,020,8(
Seventh 357,144 3,064 31,244 34,308 402,992 77,879 16,097 496,969 1,206,941  210,73¢ 1,417,695 1,914,646
Eighth 301,991 1,789 32,720 34,508 344,427 76,934 13,983 435,345 1,182,349 187,478 1,369,847 1,805,117
Ninth 206,244 303 48,801 49,104 260,958 73,317 11,755 346,029 1,180,935 171,148 1,352,044 1,698,11
Tenth 60,485 117 65,052 65,169 126,749 72,913 9,687 209,349 1,335,318 139,683 1,475,000 1,684,341
TOTALS $3,690,768 $261,758 $447,884 $709,642| $4,532,539 $930,623 $196,578 $5,659,739| $11,720,587 $2,569,147 $14,289,784 $19,949,4
Top 5% $11,788 $2 $31,302 $31,304 $43,227 $33,589 $4,584 $81,401 $705,668 $60,096 $765,764 $847,1§
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Table 4-2 2008Income Deciles - Effective Tax Rates
State Income Taxes State Sales Tax Property State State Other State Taxes
Income Number of|f Household Individual Corporate | Purchases by Purchases by Sales Tax Tax Property Excise Taxes on | Taxes on
Decile Income Range | Householdg Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses|
First $32,166 & ungler1,032,451 $17,386,918 0.3% 0.6% 3.4% 1.7% 5.1% -1.5% 0.4% 1.8% 1.5% 0.2%
Second $32,167 - $49 429,631 17,391,028 2.6% 0.4% 2.1% 1.0% 3.2% - 0.5% 0.2% 0.9% 1.1% 0.1%
Third $49,825 - $67,371298,018 17,383,718 3.4% 0.3% 1.8% 0.9% 2.8% -0.2% 0.2% 0.7% 1.0% 0.1%
Fourth $67,372 - $85,746 228,435 17,382,011t 3.9% 0.3% 1.7% 0.9% 2.6% -0.1% 0.2% 0.6% 0.9% 0.1%
Fifth $85,747 - $106,488182,525 17,384,65[ 4.3% 0.3% 1.6% 0.8% 2.4% 0.0% 0.2% 0.5% 0.8% 0.1%
Sixth $106,489 - $137(514144,738 17,394,01B 4.5% 0.3% 1.5% 0.7% 2.2% 0.0% 0.2% 0.4% 0.7% 0.1%
Seventh | $137,515 - $190J237109,032 17,376,708 4.7% 0.3% 1.3% 0.7% 2.0% 0.0% 0.2% 0.3% 0.6% 0.1%
Eighth $190,238 - $321{285 73,153 17,386,268 5.0% 0.2% 1.1% 0.6% 1.7% 0.0% 0.1% 0.2% 0.5% 0.1%
Ninth $321,286 - $883,668 36,298 17,391,566 5.4% 0.2% 0.9% 0.5% 1.4% 0.0% 0.2% 0.1% 0.3% 0.1%
Tenth $883,569 & oyer 6,902 17,377,798 6.6% 0.1% 0.8% 0.4% 1.2% 0.0% 0.2% 0.1% 0.3% 0.1%
TOTALS 2,541,183| $173,854,675 4.1% 0.3% 1.6% 0.8% 2.4% -0.2% 0.2% 0.6% 0.8% 0.1%
Top 5% Over $3,357,089 836 $8,703,17L  6.9% 0.1% 0.8% 0.4% 1.1% 0.0% 0.1% 0.1% 0.4% 0.1%
Residential Local Property Taxes Nonresidentig Other Local Total State Taxes Total State]
Income Homeowners Renters Owners of Total on Residential |Local Property Local Taxes Total on | Total on | State Taxeg and Local
Decile Gross Gross Rental Prop.| Rental Prop. Totalt Taxes Taxes Total Individuals| Businesses| ~ Total Taxes
First 2.9% 0.7% 0.5% 1.3% 4.3% 1.0% 0.2% 5.6% 5.3% 3.0% 8.3% 13.8%
Second 2.7% 0.4% 0.2% 0.7% 3.5% 0.6% 0.1% 4.2% 6.1% 1.8% 8.0% 12.1%
Third 2.8% 0.2% 0.2% 0.4% 3.3% 0.5% 0.1% 3.9% 6.6% 1.6% 8.2% 12.2%
Fourth 2.7% 0.1% 0.2% 0.3% 3.1% 0.5% 0.1% 3.7% 6.9% 1.5% 8.4% 12.2%
Fifth 2.5% 0.1% 0.2% 0.2% 2.8% 0.5% 0.1% 3.4% 7.1% 1.4% 8.6% 11.9%
Sixth 2.3% 0.0% 0.2% 0.2% 2.6% 0.5% 0.1% 3.2% 7.1% 1.3% 8.4% 11.6%
Seventh 2.1% 0.0% 0.2% 0.2% 2.3% 0.4% 0.1% 2.9% 6.9% 1.2% 8.2% 11.0%
Eighth 1.7% 0.0% 0.2% 0.2% 2.0% 0.4% 0.1% 2.5% 6.8% 1.1% 7.9% 10.4%
Ninth 1.2% 0.0% 0.3% 0.3% 1.5% 0.4% 0.1% 2.0% 6.8% 1.0% 7.8% 9.8%
Tenth 0.3% 0.0% 0.4% 0.4% 0.7% 0.4% 0.1% 1.2% 7.7% 0.8% 8.5% 9.7%
TOTALS 2.1% 0.2% 0.3% 0.4% 2.6% 0.5% 0.1% 3.3% 6.7% 1.5% 8.2% 11.5%
Top 5% 0.1% 0.0% 0.4% 0.4% 0.5% 0.4% 0.1% 0.9% 8.1% 0.7% 8.8% 9.7%

Includes seasonal recreational residential (cabins).
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Table 4-3 2013Income Deciles - Amounts ($ Thousands)

!Includes seasonal recreational residential (cabins)

?|ncludes taconite production tax

State Income Taxes State Sales Tax Property State State Other State Taxes
Income Number off Household Individual Corporate | Purchases by Purchases by Sales Tax Tax Property Excise Taxes on [ Taxes on
Decile Income Range [Householdg Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses
First $35,525 & under1,051,841 $19,816,58( $55,475 $90,758 $607,091 $301,192 $908,283 -$339,234| $66,952| $337,083 $290,378  $38,709
Second $35,526 - $54,966 444,984 19,812,186 544,593 60,520 383,064 188,516 571,579 -122,348 41,752 174,411 220,49 23,218
Third $54,967 - $73,908 309,949 19,823,173 676,896 54,637 339,402 168,775 508,17B  -57,518 38,386 138,007 205,524 21,416
Fourth $73,909 - $93,401 238,543 19,811,597 787,634 51,063 316,922 154,137 471,059 -23,141 34,794 119,362 189,198 19,615
Fifth $93,402 - $115,[760 191,142 19,805,926 869,119 48,671 295,596 144,542 440,138  -6,390 33,937 104,845 173,191 18,140
Sixth $115,761 - $148,126 152,473 19,820,693 911,147 45,548 269,668 134,282 403,95D -1,210 32,530 87,800 153,750 17,666
Seventh | $148,127 - $203,924 115,857 19,818,052 951,151 41,984 241,937 122,798 364,73% -250 29,780 70,275 130,633 16,711
Eighth $203,925 - $334,553 78,677 19,805,451 1,002,977 37,067 209,420 109,787 319,20 -207 27,929 51,422 100,758 15,663
Ninth $334,554 - $871,823 40,118 19,829,017 1,054,250 30,660 175,953 96,791 272,748 -160 27,986 31,896 75,949 14,917
Tenth $871,824 & over 8,404 19,795,721 1,258,713 22,371 149,473 82,013 231,48p -29 30,630 15,064 76,774 15,557
TOTALS 2,631,988 $198,138,396¢  $8,111,957| $483,279 | $2,988,526 $1,502,832] $4,491,358 -$550,490| $364,677| $1,130,164) $1,616,646 $201,613
Top 5% Over $2,975,316 1,119 $9,909,486) $666,820 $9,402 $76,805 $35,592 $112,396 -$5 $14,356 $5,991 $45,73p  $7,380
Residential Local Property Taxes Nonresidentigf Other Local Total State Taxes Total State]
Income Homeowners Renters Owners of Total on Residential |Local Propert Local Taxes Total on | Total on | State Taxe$ and Local
Decile Gross Gross Rental Prop.| Rental Prop. Total* Taxes Taxed Total Individuals| Businesses|  Total Taxes
First $533,674 $159,474 $115,943 $275,418 $830,723| $261,059 $67,661 $1,159,443 $919,269 $529,134 $1,448,404 $2,607,84
Second 515,491 91,634 53,552 145,186 681,104 145,424 43,150 869,678 1,180,872 333,348 1,514,240 2,383,89
Third 533,348 39,478 49,948 89,426 641,833 146,420 38,333 826,587 1,285,465 300,06 1,585,545 2,412,11
Fourth 513,247 18,114 41,109 59,222 591,129 159,293 35,551 785,973 1,374,538 275,04 1,649,519 2,435,55
Fifth 470,358 11,599 39,197 50,796 541,351 107,725 33,400 682,476 1,422,692 258,95p 1,681,691 2,364,142
Sixth 437,723 5,376 39,736 45,112 502,423 145,221 30,638 678,283 1,408,965 242,215 1,651,141 2,329,446
Seventh 394,847 3,899 40,218 44,117 452,681 128,458 27,583 608,721 1,382,084 222,931 1,605,018 2,213,73
Eighth 340,288 1,940 43,430 45,370 395,004 143,929 23,963 562,897 1,354,140 200,677 1,554,817 2,117,71
Ninth 229,098 710 57,332 58,042 293,803 108,628 19,820 422,251 1,330,242  178,00p 1,508,242 1,930,49
Tenth 75,927 154 88,255 88,408 165,820 100,493 16,621 282,934 1,496,200 154,36p 1,650,565 1,933,49
TOTALS $4,044,000 $332,378 $568,720 $901,098| $5,095,871| $1,446,650 $336,721 $6,879,242| $13,154,469 $2,694,734 $15,849,202 $22,728,44
Top 5% $15,653 $1 $45,282 $45,284 $61,139 $46,898 $7,961 $115,998 $794,147  $67,928 $862,075 $978,07
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Table 4-4 2013Income Deciles - Effective Tax Rates

Includes seasonal recreational residential (cabins).

State Income Taxes State Sales Tax Property State State Other State Taxes
Income Number of| Household Individual Corporate | Purchases by| Purchases byl Sales Tax Tax Property Excise Taxeson | Taxes on
Decile Income Range | Household§g Income Income Tax | Franchise Tax Individuals | Businesses Total Refund Tax Taxes & HIF Individuals| Businesses|
First $35,525 & under1,051,841(  $19,816,580 0.3% 0.5% 3.1% 1.5% 4.6% -1.7% 0.3% 1.7% 1.5% 0.2%
Second $35,526 - $54,966 444,984 19,812,18p 2.7% 0.3% 1.9% 1.0% 2.9% - 0.6% 0.2% 0.9% 1.1% 0.1%
Third $54,967 - $73,908 309,949 19,823,173 3.4% 0.3% 1.7% 0.9% 2.6% -0.3% 0.2% 0.7% 1.0% 0.1%
Fourth $73,909 - $93,401 238,543 19,811,597 4.0% 0.3% 1.6% 0.8% 2.4% -0.1% 0.2% 0.6% 1.0% 0.1%
Fifth $93,402 - $115,[760 191,142 19,805,92p 4.4% 0.2% 1.5% 0.7% 2.2% 0.0% 0.2% 0.5% 0.9% 0.1%
Sixth $115,761 - $148[126152,473 19,820,698 4.6% 0.2% 1.4% 0.7% 2.0% 0.0% 0.2% 0.4% 0.8% 0.1%
Seventh $148,127 - $203,924 115,857 19,818,05p 4.8% 0.2% 1.2% 0.6% 1.8% 0.0% 0.2% 0.4% 0.7% 0.1%
Eighth $203,925 - $334,553 78,677 19,805,45(L 5.1% 0.2% 1.1% 0.6% 1.6% 0.0% 0.1% 0.3% 0.5% 0.1%
Ninth $334,554 - $871,823 40,118 19,829,01f 5.3% 0.2% 0.9% 0.5% 1.4% 0.0% 0.1% 0.2% 0.4% 0.1%
Tenth $871,824 & ojer 8,404 19,795,721L 6.4% 0.1% 0.8% 0.4% 1.2% 0.0% 0.2% 0.1% 0.4% 0.1%
TOTALS 2,631,988 $198,138,396 4.1% 0.2% 1.5% 0.8% 2.3% -0.3% 0.2% 0.6% 0.8% 0.1%
Top 5% Over $2,975,316 1,119 $9,909,48p 6.7% 0.1% 0.8% 0.4% 1.1% 0.0% 0.1% 0.1% 0.5% 0.1%
Residential Local Property Taxes Nonresidentia Other Local Total State Taxes Total State
Income Homeowners Renters Owners of Total on Residential [Local Property Local Taxes Total on | Total on | State Taxeg and Local
Decile Gross Gross Rental Prop.| Rental Prop. Total* Taxes Taxes Total Individuals| Businesses|  Total Taxes
First 2.7% 0.8% 0.6% 1.4% 4.2% 1.3% 0.3% 5.9% 4.6% 2.7% 7.3% 13.2%
Second 2.6% 0.5% 0.3% 0.7% 3.4% 0.7% 0.2% 4.4% 6.0% 1.7% 7.6% 12.0%
Third 2.7% 0.2% 0.3% 0.5% 3.2% 0.7% 0.2% 4.2% 6.5% 1.5% 8.0% 12.2%
Fourth 2.6% 0.1% 0.2% 0.3% 3.0% 0.8% 0.2% 4.0% 6.9% 1.4% 8.3% 12.3%
Fifth 2.4% 0.1% 0.2% 0.3% 2.7% 0.5% 0.2% 3.4% 7.2% 1.3% 8.5% 11.9%
Sixth 2.2% 0.0% 0.2% 0.2% 2.5% 0.7% 0.2% 3.4% 7.1% 1.2% 8.3% 11.8%
Seventh 2.0% 0.0% 0.2% 0.2% 2.3% 0.6% 0.1% 3.1% 7.0% 1.1% 8.1% 11.2%
Eighth 1.7% 0.0% 0.2% 0.2% 2.0% 0.7% 0.1% 2.8% 6.8% 1.0% 7.9% 10.7%
Ninth 1.2% 0.0% 0.3% 0.3% 1.5% 0.5% 0.1% 2.1% 6.7% 0.9% 7.6% 9.7%
Tenth 0.4% 0.0% 0.4% 0.4% 0.8% 0.5% 0.1% 1.4% 7.6% 0.8% 8.3% 9.8%
TOTALS 2.0% 0.2% 0.3% 0.5% 2.6% 0.7% 0.2% 3.5% 6.6% 1.4% 8.0% 11.5%
Top 5% 0.2% 0.0% 0.5% 0.5% 0.6% 0.5% 0.1% 1.2% 8.0% 0.7% 8.7% 9.9%




Tables 42 and4-4 showed effective tax rates by income decile. A compangtnthe
effective tax rate for population decileseveals some differences. First, the effective tax
rate for the first income decilel3.8 percent) was much lower than that for the first
population decile32.5percent), again using008data. The firsthcomedecile included
almog four times as many households as the fagpulationdecile. As a result, the
effective tax rate for the first income decile is roughly equal to the average effective tax
rate for households in the first four population deciles.

The pattern of effecte tax rates also differs for the top deciles. The tenth income decile
(with 6,902 households) had an effective tax rate9af percent. In contrast, the tenth
population decile (with abouR54,000 households) had an effective tax rate of
10.3 percent.

Figure 41 compares the pattern of effective tax ratesifmome decile to those by
population decile.

A The first income decile includes roughly the samesetolds as the first four
population deciles. As a result, the line for income deciles hides the substantial
variation among those first four population deciles.

A The top population decile includes roughly the same taxpayers as the top three
income decils. As a result, the line for population deciles hides the substantial
variation amog the top three income deciles.

The use of income decilgsovides more detailed information about the burden on higher
income households, but less information about3h& percent of households who are
combined in the first two income deciles.

Figure 4-1
State and Local Effective Tax Rates fo2008

Income Deciles vs. Population Deciles
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SectionB
An Alternative Methodology: Three Versions of the Suits Index

The Suits indexes reported @arly editionsthis study were calculated using summary

data for each of the ten population deciles. The calculati@re based on (a) each
decil eds share efacthodaiciil edemeshame @©WH) t he
observations (the ten decilesg¢reusedto calculaet hi s fd pdeail laeg d oRui t s

More recent editions of-delki $est Sdncama!| $ o d e ¢
decile Suits indexeare generally farther from zero than the corresponding population

decile Suits index. Use of the incodecile Suits makes regressive taxes appear to be

more regressive and progressive taxes appear to be more progressive. Thaleuwlmnme

Suits index' like the populatiordecile ond is calculated using only ten observations.

|l n cont r assatmp |tehde Sfufiuwlsl i n R@0Xstuflyiuses dachrofeaheor t e
104,809 sample records. It provides a more accurate measure of regressivity or
progessivity. In almost every case, the fidample Suits index for a particular tax is

farther from zero than either the populatibecile or incomalecile Suits index. Using

all sample records makes regressive taxes appear more regressive and prdgressive
appear more progressive.

For example, the fubample Suits index for the income taxdA08is +0218. This
exceeds both the populatiokecile Suits index (+@Q00) and the incomelecile Suits
index (+0215). The fulksample Suits index shows ethincome tax to be more
progressive. Similarly, the full sample Suits index shows the sales tax to be more
regressive irr008 (-0.229 compared ta0.215 and-0.223 for the populatiordecile and
incomedecile Suits indexes). For the tax system as a whiodefullsample Suits (at
-0.060) suggests greater regressivity than either the populationcome decile Suits
indexes (at0.054 and-0.058).

The fullsample index is theoretically preferyeshd computers camow quickly calculate

an index based oavery sample recordThis study generally reportslfesample Suits

indexes except in places where this would make it dificutompar e t hi s st ud
with those of earlier years, which did not report the $ainple indexes.

Both the fullsampé Suits indexand populatiordecile Suits index areeported on

Tables2-1 and 3-1 (two far-right columrs). For easy comparisoiable 45 shows all
three versions of the Suits index for each tax category.
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Table 4-5

Suits Indexes Population-Decile, IncomeDecile, and FullSample(20082013

2008 Suits Index

2013 Suits Index

Tax Type Pop.-Decile| Inc.-Decile | Full-Sample | Pop.-Decile| Inc.-Decile | Full-Sample
State Taxes
Taxes on Income and Estates
Individual income tax 0.200 0.215 0.218 0.192 0.204 0.207
Corporation franchise talx -0.189 -0.202 -0.208 -0.183 -0.195 -0.200
Estate tax 0.307 0.413 0.413 0.314 0.419 0.421
Total Income and Estate Taxes 0.176 0.190 0.193 0.174 0.186 0.189
Taxes on Consumption
Total sales tax -0.215 -0.223 -0.229 -0.204 -0.211 -0.216
General sales/use tax -0.227 -0.237 -0.242 -0.218 -0.227 -0.232
Sales tax on motor vehicles -0.088 -0.083 -0.088 -0.076 -0.071 -0.075
Motor fuels excise taxes -0.309 -0.330 -0.337 -0.305 -0.326 -0.332
Alcoholic beverage excise taxes -0.155 -0.146 -0.150 -0.142 -0.133 -0.136
Cigarette and tobacco excise taxes -0.564 -0.565 -0.582 -0.564 -0.564 -0.582
Insurance premiums taxes -0.332 -0.351 -0.358 -0.328 -0.346 -0.352
Gambling taxes -0.489 -0.501 -0.507 -0.481 -0.492 -0.498
MinnesotaCare taxes -0.284 -0.312 -0.318 -0.278 -0.305 -0.310
Solid waste management taxes -0.391 -0.403 -0.413 -0.383 -0.394 -0.405
Total Consumption Taxes -0.259 -0.270 -0.277 -0.251 -0.261 -0.267
Taxes on Property
State Property Tax -0.141 -0.137 -0.142 -0.139 -0.135 -0.140
Residential recreational property -0.210 -0.240 -0.244 -0.198 -0.227 -0.230
Commerciaf -0.135 -0.125 -0.131 -0.131 -0.120 -0.126
Industrial 0.021 0.047 0.045 0.010 0.035 0.032
Utility -0.216 -0.233 -0.238 -0.209 -0.225 -0.231
Motor vehicle registration tax -0.228 -0.251 -0.256 -0.220 -0.241 -0.246
Mortgage and deed taxes -0.122 -0.137 -0.141 -0.116 -0.129 -0.133
Total Property Taxes -0.178 -0.190 -0.195 -0.177 -0.189 -0.194
Property Tax Refunds
Homeowners 0.706 0.701 0.713 0.728 0.719 0.733
Renters 0.893 0.865 0.896 0.899 0.871 0.903
Total Property Tax Refunds 0.782 0.768 0.788 0.792 0.775 0.796
Total State Taxes -0.005 -0.003 -0.004 0.008 0.009 0.009
Local Taxes
Property Taxes -0.178 -0.196 -0.200 -0.171 -0.185 -0.190
General Property Tax -0.179 -0.197 -0.201 -0.171 -0.186 -0.191
Homeowners (before PTR) -0.164 -0.194 -0.197 -0.157 -0.185 -0.188
Residential recreational property -0.210 -0.240 -0.244 -0.198 -0.227 -0.230
Commerciaf -0.135 -0.125 -0.131 -0.131 -0.120 -0.126
Industrial 0.021 0.047 0.045 0.010 0.035 0.032
Farm (other than residenck) -0.099 -0.134 -0.134 -0.102 -0.117 -0.131
Rental Housing (before PTR) -0.315 -0.290 -0.300 -0.310 -0.285 -0.294
Utility -0.216 -0.233 -0.238 -0.209 -0.225 -0.231
Mining Production Taxes (taconite) 0.208 0.258 0.260 0.183 0.231 0.230
Taxes on consumption
Local Sales Taxes -0.227 -0.237 -0.242 -0.218 -0.227 -0.232
Local Gross Earnings Taxes -0.216 -0.233 -0.238 -0.209 -0.225 -0.231
Total Local Taxes -0.180 -0.198 -0.202 -0.173 -0.187 -0.192
Total State and Local Taxes -0.054 -0.058 -0.060 -0.047 -0.050 -0.052

YIncludes taconite/iron ore occupation tax.

2IncludesHealth Impact Fee

SIncludes resorts and railroads.
YIncludes Tmber.
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SectionC
An Alternative Methodology: Adjusting for the Federal Tax Offset

In estimating the incidence of existing Minnesota taxes, this study has made no
adjust ment for the ndnfederal tax offseto d
calaulating the federal income tax. Individuals can generally deduct what they pay in
state income tax and homeowner property taxes (and a portion of their motor vehicle
registration tax) as itemized deductions. Those who itemize deductions pay less federal
income tax as a result. For a taxpayer in the 28 percent federal tax bracket, each
additional dollar of itemized deductions lowers federal income tax by 28 cents. As a
result, 28 percent of deductible state and local taxes would be borne by the federal
government in lower tax revenue. If no adjustment is made for this federal tax offset, the
Minnesota tax burdems arguablyoverstated. Because itemizing deductions is more
common for higher income households (and because they face higher federalsfax rate
the federal tax offset will reduce taxes by much more in the upper deciles. A tax system
that looks proportional in the absence of such an adjustment might look quite regressive
after such an adjustment is maderegressive systemauld look even mee regressive.

This same reasoning applies to business taxes. If an additional dollar in business taxes
reducesbusiness income (rather than being passed forward to consumers in higher
prices), this reduces the federal income tax paid by the corporptidnership, or sole
proprietor. A portion of the burden on Minnesota business owners would be borne by the
federal government in lower tax revenue.

There is a strong argument, however, against making such an adjustment in this study.
This study estimas the burden of Minnesota taxes in a multistate context. The
incidence of Minnesota taxes depends on the level of taxes in other states. If all states
levy deductible taxes, then the federal government presumably makes up for the lost
revenue by raiso the federal tax rate. It is unlikely that the deductibility of state and
local taxes actually lowers the total federal tax burden on Minnesota residents.

Mi nnesotads share of itemized deductions i
tax paymats. Whether the combination of deductible taxes and higher tax rates reduces
a particular decilebds tax burden is unkno!

has been adjusted to make up for the lost tax revenue.

The results presenteglsewheren this study include no adjustment for the federal tax
offset. The impact of such an adjustment is shown only in this section.

The impact of the federal tax offstlr nonbusiness taxes shown inTables 46 and
4-7, and Figure 42. For all househdls combined, the federal offstefr nonbusiness
taxeswould reduceMinnesota tax burdens by almost 10 percent, redutiagetfective
tax rate froml1l15 percent t010.4 percent of income. Therare smallchangs in the
lowest deciles, which include fewhw itemize deductions. As expected, the impact of
the federal tax offset rises with income. Despitefdderal Alternative Minimum Tax
and thelimitation on itemized deductions for highcome taxpayers, the effective tax
rate in the tenth decile woulill from 10.3 percent to8.8 percent. The adjusted tax
burdenfor all taxes combined isoticeably more regressiveith the full-sampleSuits
index falling from-0.060to -0.09%.
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In summary, the federal tax offset (even if limited to individual taxes) would have a
significant impact on the distribution of the Minnesota tax burden. BeGasteng
argument can be made against such an adjustment in a study of this kind, however, no
federal tax offset is included in the results presented elsewhere in this study.

As explained in Section F of this chapténough, the federal tax offseshoutl be
included in estimates of the incidencecbingesn Minnesota taxes.

Table 4-6
Impact of Federal Tax Offset on Effective
State and Local Tax Rates by Population Decile
(Minnesota Residents2008

Effective Tax Rate

Change Due | Adjusted for
Population Household No Federal | to Federal Federal

Decile Income Tax Offset | Tax Offset | Tax Offset
First $ 9,795 & Under 32.5% 0.0% 32.5%
Second 9,796 - $16,278 13.3% 0.0% 13.3%
Third 16,279- 23,691 11.7% 0.1% 11.6%
Fourth 23,692- 31,689 11.8% 0.2% 11.6%
Fifth 31,690- 41,161 12.1% 0.3% 11.7%
Sixth 41,162- 53,314 12.3% 0.6% 11.7%
Seventh 53,315- 68,696 12.1% 0.8% 11.3%
Eighth 68,697- 89,936 12.2% 0.9% 11.3%
Ninth 89,937- 129,566 11.7% 1.3% 10.5%
Tenth $ 129,567 & Over 10.3% 1.5% 8.8%
Total 11.5% 1.1% 10.4%
Top 5% $182,829 & Over 10.0% 1.5% 8.5%
Top 1% $429,354 & Over 9.7% 1.7% 8.0%

Table 47

Full-SampleSuits Index With and Without Federal Tax Offset

Without Offset With Offset
Al Taxes -0.060 -0.093

Figure 4-2
Effective Tax Rates for2008

With and Without Federal Tax Offset
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Section D
The Impact of Refundable Income Tax Credits and Property Tax Refunds

Thetax burderresults presenteelsewheren this reportinclude the impact of refundable

tax credits and the property tax refund. The Working Family Credit, Dependent Care
Credit,and K12 Cr edi t ar e c o0 ns Bedamgse ¢hdse riegativg taxes v e
are includedthe average income tax rate in the first two population deciles is negative.
Similarly, the property tax refunds for homeowners and renters are treateddian e gat i v
property taxes, 0 offsetting the burden of
housing.

Most of these payments are intended to make the tax system more progressive than it
otherwise would be. To evaluate their effectiveness, it iRius® compare the current
system to the tax system that would existtheir absence. Table 4-8 shows the
magnitudes of those payments2@08 That table also shows the populatidecile Suits

index for each of the major categories of payments

Table 48
Population-Decile Suits Index for Refundable Credits
and Property Tax Refund Payments in2008

Amount Population-Decile
Payments ($ Thousands) Suits Index
Income Tax Credits
Working Family Credit $ 172,654 +0.895
Dependent Care Credit 14,169 +0.888
K-12 Education Credit 14,244 +0.869
Subtotal $ 201,067 +0.893
Property Tax Refund
Homeowners $ 239,086 +0.713
Renters 165,108 +0.896
Subtotal $ 404,194 +0.788
Total $ 605,261 +0.822

Total dollars of property tax refunds and refundable credits increasdd.byercent
between 2006 and 2008 growing faster than total tax collections (whichose only
6.7 percent). The refundable income tax creditsreasedoy 14 percent property tax
refundsrose by 9.7 percent. The percentage increases imoperty tax refund for
homeownes andrenters were essentially the same.
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Table 49 and Figure 4-3 show the impact of the refundable income tax credits on
effective income tax rates by population deail€008 Without those credits, effective

tax rates would be noticeablygher in each of the firdive deciles. For example, the
effective income tax rate in the second decile would rise frAm2 percent to

+0.1 percent. The refundable credits make the income tax more progressive. In their
absence, th&ull-sampleSuits ndex for the income tax would be 188 rather than the

+0.218

Table 49
Impact of Refundable IncomeTax Credit on
Effective Income Tax Rates

Effective Tax Rates (Income Tax)
Population Household With Change If | Without
Decile Income Credits No Credits | Credits
First $ 9,795 & Under -1.2% +1.3% 0.1%
Second 9,796-% 16,278 -0.7% +1.2% 0.5%
Third 16,279- 23,691 0.1% +1.2% 1.3%
Fourth 23,692- 31,689 1.1% +0.8% 1.9%
Fifth 31,690- 41,161 2.3% +0.2% 2.5%
Sixth 41,162 - 53,314 3.0% 0.0% 3.0%
Seventh 53,315- 68,696 3.4% 0.0% 3.4%
Eighth 68,697 - 89,936 3.9% 0.0% 3.9%
Ninth 89,937- 129,566 4.4% 0.0% 4.4%
Tenth $ 129,567 & Over 5.4% 0.0% 5.4%
Total 4.1% +0.1% 4.2%
Figure 4-3
Effective Income Tax Rates by Population Decile
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In the absence of property tax refunds, residential property ta@akl bealmost as
regressiveas the sales tax, with @opulationdecile Suits index o0f-0.215 ratherthan
-0.159 As shown inFigure 4-4 and thelast column of Table 4-10, effective tax rates
would be 3.8 percent in theseconddecile and fallto 16 percent in theenth decile.
Property tax refunds reduce effective tax rates in thedigdit deciles. With the PTR,
effective tax ratesall to 2.0 percent in theseconddecilg then riseto 3.0 percent inthe
sixth decile before falling to B.percent in theninth decile and % percent in théenth
Net residential property taxes (after PTR) are stitiressive (with dull-sampleSuits
index of-0.159), but the burden as a percent of incomeelatively constant over a wide

range of incomes.

Table 4-10

Residential Property Taxes Before and After Praperty Tax Refunds for 2008
(Homesteads and Rental Housing)

Effective Tax Rates

Residential Property Taxes
Effective Tax Rates Before andAfter Property Tax Refunds

Effective Tax Rates (Property Tax)
Population Household With Change If Without
Decile Income PTR No PTR PTR
First $ 9,795 & Under 6.9% +3.2% 10.1%
Second 9,796- % 16,278 2.0% +1.8% 3.8%
Third 16,279- 23,691 2.1% +1.4% 3.5%
Fourth 23,692- 31,689 2.6% +1.0% 3.6%
Fifth 31,690- 41,161 2.8% +0.6% 3.4%
Sixth 41,162- 53,314 3.0% +0.4% 3.3%
Seventh 53,315- 68,696 2.9% +0.2% 3.1%
Eighth 68,697- 89,936 2.9% +0.1% 3.0%
Ninth 89,937- 129,566 2.6% 0.0% 2.6%
Tenth $129,567 & Over 1.6% 0.0% 1.6%
Total 2.3% +0.2% 2.5%
Figure 4-4

12%

10% \

8% 1

6% A

4% -

2% 1

0%

= = Without PTR
— With PTR
------------- == \
1 2 3 4 5 6 7 8 9 10

Population Decile

58



Table 411 andFigure 4-5 show tle combined impact of both the income tax credits and
property tax refunds on the overall effective tax rates by population decile. Without the
credits or property tax refunds, effective tax rates would be higher in theeiftst
deciles. These paymenisake the overall tax system less regressive. In their absence,
thefull-sampleSuits index for all taxes would b8.082 rather tharr0.060.

Table 4-11
Combined Impact of Property Tax Refundsand
Refundablelncome Tax Credits onEffective State and Local Tax Rates

Effective Tax Rates (All Taxes)
Change If Without
Population Household With No PTR or PTR or
Decile Income PTR & Credits Credits Credits
First $ 9,795 & Under 32.5% +4.5% 37.0%
Second 9,796- % 16,278 13.3% +3.0% 16.3%
Third 16,279- 23,691 11.7% +2.6% 14.3%
Fourth 23,692- 31,689 11.8% +1.8% 13.6%
Fifth 31,690- 41,161 12.1% +0.8% 12.9%
Sixth 41,162- 53,314 12.3% +0.4% 12.7%
Seventh 53,315- 68,696 12.1% +0.2% 12.3%
Eighth 68,697- 89,936 12.2% +0.1% 12.3%
Ninth 89,937- 129,566 11.7% 0.0% 11.8%
Tenth $129,567 & Over 10.3% 0.0% 10.3%
Total 11.5% +0.3% 11.8%

Figure 4-5
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SectionE
The Impact of Including the Health Impact Fee(2008

This studydefined taxes tincludethe £25million in revenue from the Health Impact
Fee (HIF) on cigarettes and other tobacco produétsr informational purposes, the
incidence of the HIF is showm iTable 412 andFigure 4-6. If the HIF wereexcluded
the Suits index wouldsefrom -0.060 to -0.055.

Table 412
Incidence of the Health Impact Fedoy Population Decile
(Minnesota Residents2008

Burden as Percent of Income Burden as Percent of Income
Population | Including |Incidence|If HIF Were Income | Including | Incidence | If HIF Were
Decile HIF of HIF Excluded Decile HIF of HIF Excluded
First 32.5% 1.6% 30.9% First 13.8% 0.5% 13.3%
Second 13.3% 0.6% 12.6% Second | 12.1% 0.2% 11.9%
Third 11.7% 0.4% 11.3% Third 12.2% 0.1% 12.0%
Fourth 11.8% 0.3% 11.5% Fourth 12.2% 0.1% 12.1%
Fifth 12.1% 0.2% 11.9% Fifth 11.9% 0.1% 11.9%
Sixth 12.3% 0.2% 12.1% Sixth 11.6% 0.1% 11.6%
Seventh 12.1% 0.1% 12.0% Seventh| 11.0% 0.0% 11.0%
Eight 12.2% 0.1% 12.1% Eight 10.4% 0.0% 10.4%
Ninth 11.7% 0.1% 11.7% Ninth 9.8% 0.0% 9.8%
Tenth 10.3% 0.0% 10.3% Tenth 9.7% 0.0% 9.7%
Total 11.5% 0.1% 11.4% Total 11.5% 0.1% 11.4%
Top 5% 10.0% 0.0% 10.0% Top5% | 9.7% 0.0% 9.7%
Top 1% 9.7% 0.0% 9.7% Top 1% | 8.5% 0.0% 8.5%
FukSamplel 060 | -0582 | -0.055 | [FUFSA™PR 6060 | 0582 | -0.055
Suits Suits
Figure 4-6
Burden as a Percent of Income
All Taxes vs. If Health Impact Fee Included
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Section F
Incremental Incidence: Estimating the Incidence of aChange in Business Taxes

The incidence proposed changes in business taxes tioccasionbeen mistakenly
assumed to balentical tothe incidencaeportedin the Tax Incidence Stud This is a
mistake. The incidence results reported here cannot be applied to proposals for business
tax changes.

The Tax Incidence Study estimates the burden of business taxes under the assumption
that all states levy their existing taxes at the same time. Under that assumption, the

ul ti mate burden of business taxesothepends
taxes in other states. A tax on capital (other than land) is divided into three parts:

A The faverage nallcapintaal t&x rate on

A The fsector di f famy rpertionn of ghe tax that refledtsrhgtter a s
national tax rates for a panilar business sector.

A The fAMinnesotdafinedasiiyyrextesas 0of Minnesot
average national level of tax levied on this sector.

The portion of Mi nhnesotabds tax represent.
differentind dence t han t he # Mhentaxdograen eported ihthsr en't
study is the fAaverageo incidence of a tax
rates and partly a tax in excess of what is typical in other stg#&smore detailed
explanation of the modeling of business tax incidence is fougpendix B)

The burden oeéxistingb usi ness taxes (the fAaverageo i N
be much different from the incidence ofchangei n t ax ( Ai ncr ethent al
Minnesota changes its tax alonevith no changes in other stateshenall of that tax

change should be considered a change in the Minnesota differential.

Compared to the fiaverageo i nci deintreaseinr epor t
a busines tax is less likely to fall on capital and more likely to fall on labor and
consumers. Similarly, &ut in business taxes is more likely to benefit labor and
consumers and less likely to benefit capital owners than is suggested by the results
reported inthis study. The ability to export the tax burden to residents of other states is

al so | ess t han S suggested by the. resu
Moreover the incidence of change in taxunlike existing taxe$ should take the federal

tax offset into account. (S&=ction Cof this chapter for a discussion of the federal tax

offset.)
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Three emmples are provided iRigure 47 to illustrate the potential differences. The
figure contrasts the average incidence reported in thidyswith the incremental
incidenceof a change in theorporate tax, industrial property taxes,property taxes

levied on apartment® These results should be considered rough approximations,
provided for illustration only In calculating the federdbhx offset, the federal corporate

tax rate is assumed to be 35 percent for those paying Minnesota corporate tax, while the
federal tax rate for manufacturing and rental housing is assumed to be 20 percent.

Figure 4-7
Average vs. Incremental Incidence
Industrial Apartment
Corporate Tax Property Tax Property Tax
100% n o ot |
%ﬁoﬁﬁ*}%
90% - ;: 02
80% - 29 || @ Federal
Government
70% A 12% B Exported
O MN Capital
50% -
40% ® MN Labor
30% - 64%
0O MN
o 1| 44% 0 Consumers
20% 35% 40%
10% - 8%
O% T T T 5% T T T T
Average Incremental Average Incremental Average Incremental
Incidence Incidence Incidence Incidence Incidence Incidence

% Apartments are only a portion of the rental housing category shoWaliaB-2, so the averagimcidence results
differ somewlat.
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Section G
Tax Incidence in Other States

Minnesota is the only state that completes a comprehensive tax incidence study on a
regular basis. This makes it difficult to know how to fh& Minnesota results in context.
Given the questions raised about how Minnesota compares to other states, this section
summarizes the results of a-State study of state and local tax incidence. That study,
entitted Who Pays? A Distributional Analysisf Tax Systems in All 50 Staté3
Edition), was published by the Institute on Taxation and Economic Policy (ITEP) in
November 2008° It uses a methodology that is relatively close to what is used in this
study.

The ITEP study is of high quality, bus results should be used with caution for several
reasons.
A The population is limited to nesenior households.

A The results are for tax yea®07.

A Because all 50 states are included, there is obviously a less detailed analysis of
each indivviakualt rautcdtue@®@s in Minnesotads s

A The assumptions about business tax incidence are different (though the results for
Minnesota are close).

A The results include only 7 population groups rather than either population deciles
or income deciles:

Bottom 20percent
Second 20 percent
Third 20 percent
Fourth 20 percent
Next 15 percent
Next 4 percent
Top 1 percent

[t et et e et A B @]

Given these differences, i t -pwoo unltdd bSeu i miss |i
for 2007 based on the ITEP study with those reported inctireent edition of the Tax

Incidence Study fo2008and2013 However,he | TEP ®$tou chy ds Siui t s
for Minnesota in2007 (-0.049 differs little from the populatioecile Suits index

reported here for 20080.054).

% Available at: http://www.itepnet.org/whopays.htm Thei M70 Suits indexes wer
JeffVan Wychen.
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Table 413 lists the 7point Suits indexes for each state 2007 (for nonsenior
households), based on the ITEP study. The variation across states is stikimogigh

the tax systenof only onestateis progressive (witha Suits indexes greater than zgro
13statesar e esti mated to be | ess regressive th
was t he s ame Ilaesontislstiwentgstaes haddSwuids indexes beledv100,

andsix of those were below0.200. The #oint Suits based on the average of effecti

tax rates for theevenpopulation groups in all states w#s085.

Minnesota (at0.049 was among the less regressive states. This would be expected for
several reasons:

A Minnesota is more reliant on t hneomencome
tax share of state and local taxes is exceeded inaofdwother states. Theight
mo s t regressive state t ax-panySuitsendex, as
includeseven of the eight states with no brdm$ed income tax. (The exception
is Alaska.)

A Minnesotads i nc o maeptogiessivéd’ sTheomos regrdssiveé h e

stateghat have an income tax generally havagarate tax.

A Minnesota also has among the most generous refundable income tax credits for
low-income households, alongtiv one of the most generous incowmnditioned
property tax credits for homeowners and renters. As se&edtion Dof this
chapter, these credits significantly re€
tax system.

Table 413 also shows the averagverall effective tax rate ir2007 as estimated by ITEP

for nonsenior households. Mi nnesot abds ef f &.d parcerd) wasa X r e
significantly above the U.S. average reported ITEP (at8.4 percent. The correlation

between the average effectitax rate and the Suits index (6@) suggests that the tax
structures of states with high average tax burdens tend to be less regré&dsien of

the twelve most regressive tax structures are in states with average effective tax rates
below 8.0 percent In contrast, of the24 states with Suits indexes showing
belowaverage regressivity, only three (Montana, Delaywarel South Carolinahad

average effective tax rates below 8.0 percent

2" Minnesota Taxpayers Associatidpmparison on Individual Income Tax BurdensSiigte(2003).
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Table 4-13
| TEP-P&i“Tnt 06 SbyStake | ndex
Non-Senior Households in 200

Listed Alphabetically Ranked from Most Progressive to Most Regressive

. Average State . Average

State Su7it-sP?r:2:ax Effective Suits State Su7it-sP?r:g:ex Effective

Tax Rate Rank Tax Rate
Alabama -0.1409 7.5% 1 California +0.0273 9.0%
Alaska -0.1329 3.6% 2 New Jersey -0.0022 9.6%
Arizona -0.1293 7.8% 3 Oregon -0.0043 8.4%
Arkansas -0.1023 9.8% 4 Delaware -0.0119 6.0%
California +0.0273 9.0% 5 Vermont -0.0138 9.1%
Colorado -0.1007 7.1% 6 Montana -0.0209 6.0%
Connecticut -0.1012 9.2% 7 Maine -0.0238 9.8%
Delaware -0.0119 6.0% 8 South Carolina -0.0282 7.7%
Florida -0.2593 5.9% 9 North Carolina -0.0322 9.1%
Georgia -0.0851 9.2% 10 Idaho -0.0328 8.3%
Hawaii -0.0944 9.3% 11 West Virginia -0.0340 8.8%
Idaho -0.0328 8.3% 12 Kansas -0.0400 8.8%
llinois -0.1495 8.2% 13 New York -0.0428 11.2%
Indiana -0.0996 9.0% 14 Minnesota -0.0489 9.4%
lowa -0.0519 9.6% 15 Wisconsin -0.0489 10.2%
Kansas -0.0400 8.8% 16 lowa -0.0519 9.6%
Kentucky -0.0683 9.5% 17 Maryland -0.0561 9.6%
Louisiana -0.1132 8.0% 18 Virginia -0.0563 8.1%
Maine -0.0238 9.8% 19 Missouri -0.0643 8.6%
Maryland -0.0561 9.6% 20 Ohio -0.0650 10.0%
Massachusetts -0.1031 8.5% 21 Rhode Island -0.0653 9.6%
Michigan -0.0696 8.7% 22 Nebraska -0.0657 9.3%
Minnesota -0.0489 9.4% 23 Kentucky -0.0683 9.5%
Mississippi -0.0972 8.8% 24 Michigan -0.0696 8.7%
Missouri -0.0643 8.6% AllU.S. -0.0849 8.4%
Montana -0.0209 6.0% 25 Georgia -0.0851 9.2%
Nebraska -0.0657 9.3% 26 Utah -0.0871 7.9%
Nevada -0.2349 4.7% 27 North Dakota -0.0939 6.9%
New Hampshire -0.1663 5.4% 28 Hawaii -0.0944 9.3%
New Jersey -0.0022 9.6% 29 Mississippi -0.0972 8.8%
New Mexico -0.1160 8.2% 30 Indiana -0.0996 9.0%
New York -0.0428 11.2% 31 Colorado -0.1007 7.1%
North Carolina -0.0322 9.1% 32 Connecticut -0.1012 9.2%
North Dakota -0.0939 6.9% 33 Oklahoma -0.1018 7.7%