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Tax cuts, aimed at the rich, take a toll
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Montana today could be a more prosperous state. Through investments by our state, we could
have more modern schools, better roads, updated water and sewer systems, and a greater access
to a college education.

Our state does not have these things — not because of a natural disaster or a financial crisis
brought on by things out of the state’s control. Instead, Montana is not the state it could be
because of the decision made in 2003 to sharply reduce taxes. These tax cuts that mostly benefited
the wealthiest Montanans have cost the state nearly $1 billion in one decade.

What could that $1 billion have bought?

*  $900 million would cover the deferred maintenance costs of all public schools across the state.

* $1 billion represents the total estimated need, per year, to rebuild and repair Montana’s
highway system.

*  $45 million each year would provide an additional $1,500 in financial assistance for every
Montana college student.

* $27 million investment per year would provide high-quality early childhood education so all
12,500 four-year-olds in Montana have the opportunity to succeed.

* $32 million per year would provide Montana’s low-income working families additional
support, through an earned income credit.

Tax cuts that were sold in 2003 as a way to help the state’s economy have had the opposite effect.
These tax cuts did little to grow the economy. Instead, Montana’s vast network of roads and
bridges are crumbling. Montana’s children enter schools with leaking roofs, failing heating
systems, and without the most modern technology. More families are struggling, with one in five
Montana children living in poverty.! And more and more families and young Montanans face
insurmountable levels of debt to get a college degree.

It’s not too late to turn things around and plot a course back to being a state that makes the public
investments it takes for communities to thrive. Lawmakers should:

v Enact a new top state income tax rate on those making more than $500,000 (the wealthiest
2,500 households).

v Bring equity for those earning their income from wages, by eliminating the capital gains tax
credit.

Every day, every week, every year that Montana forgoes more revenue, the state moves farther
away from being a place where we all can prosper. Having enough state revenue to adequately
invest in our communities and our residents is critical for our state to be one where we can all live,
work, play, and improve our lives.

www.MontanaBudget.org



Montana has sacrificed revenue through tax cut measures aimed at the wealthiest

In 2003, the legislature passed a major tax cut that has cost the state nearly a billion dollars in lost
revenue.? This money could have been used to fix Montana’s crumbling bridges, schools and roads

or for new investments in Montana’s future,
such as early childhood education. Most
significantly, the 2003 law lowered the top tax
rate from 11% to 6.9%.3 While reducing the
number of tax brackets from 10 to 6, it also
lowered the income level at which the top rate
kicked in, from $82,400 to $13,900. That
means someone earning the minimum wage
($16,744 a year, working full-time) now faces
the same top tax rate as someone making $1
million.

In Montana, the higher a household’s income,
the lower share of that income it tends to pay

Major Provisions of 2003 Tax Cuts
Reduced the number of tax brackets from
10 to 6.

Lowered the top bracket rate from 11% to
6.9%.

Reduced the income at which the top rate is
effective from $82,400 to $13,900

Reduced the effective tax rate on capital
gains through a 2% credit.

Capped the allowable itemized deductions
for federal income taxes paid at $5,000 for
single and $10,000 for married filing jointly.

in state and local taxes [see Chart 1]. One reason for this is that people who make less money end

up paying a larger share of their income in local sales taxes and property taxes. An income tax with

a graduated rate structure helps offset this to an extent -- as income goes up, the rate someone
pays goes up too. Reducing the top income tax rate and reducing the number of rates not only
reduces the revenue coming into the state, but also makes the overall tax system less equitable.

Chart 1 - State & Local Taxes in 2015
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Nearly half of the 2003 tax cuts went to the wealthiest 1%

In 2006, just one year after the tax cuts took effect, households making more than $500,000

received almost half of the tax cut.# That amounted

to an average tax cut of $30,500 a year per household In 2006, the wealthiest 1 percent
(approximately the median wage in Montana).56 In took home nearly half of the tax
other words, the wealthiest received a tax cut that is cuts, at an average of $30,500 in one
equivalent to the amount most Montanans make in a year. This is the equivalent to the
year. Meanwhile, households with annual incomes median wage in Montana.

less than $65,000 (81% of all Montana households)
received, on average, $23.7

By 2009, more than half the tax cuts, nearly 54%, went to the top 1% of taxpayers - those with
annual income over $500,000.8 In 2009, the wealthiest 1,829 households reaped the benefit of $39
million in tax cuts, at an average of $21,384 per person, which is about the average annual wage of
a home health aide worker in Montana.® 10

Supporters claimed the tax cuts would benefit all Montanans. However, it is clear now that the
vast majority of Montana families saw little or no benefit. In 2008, Montana workers earning
between $20,000 and $65,000 received an average tax cut of just $11.11

While the wealthiest saw dramatic tax reductions, nearly one in five Montana taxpayers actually
saw their taxes increase.l?2 Once again, middle-income households were more likely to be affected
than wealthy households. Nearly one-third of households with income between $25,000 and
$80,000 a year saw an increase in taxes. Less than one-fifth of households over $300,000 saw a
comparable increase.13

The trend of the 2003 law disproportionately benefiting the wealthiest continues today. From
2005 to 2016, the wealthiest 1% of Montanans received over $536 million (or 55%) of the tax cuts
brought about by the legislation.’* Montana families earning between $25,000 and $60,000 have
seen almost no benefit at all.1>

Montana values wealth over work through capital gains tax break

In addition to significant tax rate cuts for the Key Terms

wealthiest, the legislature also put in place anew | Capital gains are profits from the sale of
tax break for those making profits on certain types of assets, such as stocks,
investments. In 2003, Montana provided a lower bonds, and real estate. As these assets
tax rate for households making money from become more and more valuable, the

owner does not pay taxes on this added
value until the asset is sold.
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capital gains -- the profit from selling assets like stocks or real estate -- compared to those earning
income from wages. Montana is one of only eight states to provide this tax break, primarily
benefiting the wealthiest and costing the state tens of millions of dollars in lost revenue.1®

The capital gains tax break favors wealth over work. Chart 2 illustrates the different taxes paid by
two individuals with the same amount of income. In 2015, a firefighter in Montana earned an
annual wage of $47,050.17 Compare this taxpayer to an investor who earned the same amount, but
through the sale of stock. The firefighter paid $2,240 in state income taxes, and the investor paid
$1,299. The investor paid $941 less in taxes, or 42%, than the firefighter.!8

Those earning more than $500,000 benefit the most from the capital gains tax break
The capital gains tax cut continues to benefit a narrow slice of the wealthiest population, at great

cost to Montana'’s ability to invest in public services that benefit all Montanans. While the lower
rate applies to every taxpayer

regardless of income, the fact is that Chart 2 - Capital Gains Tax Credit Values Wealth
low- and middle-income households Over Hard Work
most often earn their income from Taxes Due*

$2,240

wages, rather than selling assets such as
stocks and bonds.1° The assets owned
by everyday Montanans - houses and
retirement income - are generally
exempt from taxation when sold.

Taxes Due*
$1,299

Effective Tax Rate

Because the vast majority of Montanans 6%

cannot take advantage of this lower tax ' Effective Tax Rate
rate, the benefits go to the wealthiest in S
the state. In 2014, half of the capital
gains tax cut went to the wealthiest
4,500 taxpayers (those earning more
than $365,000).2° In 2013, over 85% of e Fghter
Montana taxpayers — more than * Montana income taxes paid on $41,520 of income
468,000 taXpayeI‘S _ dld 1’10t I'ecelVe any Source: Bureau of Labor Statistics and Montana Department of Revenue
benefit from the capital gains credit.2!

Furthermore, profits from capital gains have increased significantly since 2001. From 2001 to
2005, capital gains income by Montana taxpayers almost doubled, to over $1.5 billion.22 By 2005,
capital gains represented nearly a quarter of total income accrued by those making more than
$200,000 (less than 10,000 taxpayers).23 While capital gains income has increased over the past
decade, the state loses out on its full opportunity for additional revenue as a result of the capital
gains tax break.

Investor
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Montana has lost nearly $1 billion in revenue due to tax cuts and tax loopholes for the
wealthy

In addition to the fact that the wealthiest households pay less in Montana taxes than they used to,
the significant reduction in revenue hurts Montana’s ability to support schools, infrastructure, and
social services, which affects middle-income families and those struggling to get by.

In the first year of full implementation of the tax cuts, the actual loss in revenue exceeded
legislative projections by nearly four times the original estimate. Originally the legislature had
estimated the tax breaks would cost the state about $26 million in lost revenue; however, the
actual cost in 2005 exceeded $100 million.?* This was due, in part, to income - particularly capital
gains income - growing at a greater rate than predicted. Income growth from 2003 to 2007
disproportionately went to the highest-income taxpayers, who then received a much bigger tax
break than predicted, while lower income taxpayers received less than estimated.?> The tax cuts
for those earning more than $500,000 were seven times greater than projected in 2003,
representing total revenue loss of nearly $48 million.2¢

While there were measures included in the 2003 tax cut bill designed to make up for lost revenue,
they have not generated nearly enough revenue to cover the cost of tax cuts to the wealthy. In the
short term, the law tried to partially make up for the lost revenue by implementing a sales tax on
accommodations and rental cars, by increasing taxes on cigarettes and other tobacco products,
and by capping the tax deduction allowed for federal income taxes paid.2” The Montana
Department of Revenue estimated these new revenue sources would bring in approximately $42
million in 2009, compared to the more than $86 million in lost revenue due to the income tax cuts
targeted to the wealthy.28 The levels of revenue the state received from these measures would not
keep up with the levels of revenue lost from tax cuts for the wealthy.

A major portion of the continued revenue loss is attributed to the capital gains tax credit,
primarily benefiting the wealthy. By 2007, the cost of the capital gains tax break reached $40
million per year.2? While earnings through capital gains dipped during the recession, these
earnings have been growing since 2012, representing a significant loss in revenue year over year.
In 2013, the state lost nearly $30 million in revenue as a result of the capital gains tax loophole.3°

In the past decade, Montana has lost approximately $976 million in revenue, from the tax cuts
from 2003.31 While loss in revenue dropped in the years of the Great Recession, the annual loss in
revenue has been growing each year since 2013 [see Chart 3].
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Chart 3 - Since 2005, Montana Has Lost $976 Million in Revenue
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Tax cuts for the wealthy do not grow our economy

While Montana’s economy has grown over the past decade, research makes it clear that this
growth is not a result of tax cuts. The claim of some legislators that supported the 2003 tax cuts
for the wealthy that these measures would grow the economy and result in higher revenue is
simply not the case. The Montana Department of Revenue concluded, in 2013: “it is unlikely that
[the 2003 tax cut] had a significant short-run stimulus effect,” stating instead that the law
primarily redistributed tax obligations rather than reducing them.3? The then-director of the
Bureau of Business and Economic Research at the University of Montana stated the data on
whether the tax cuts had a statistically significant impact on economic growth was “simply
inconclusive.”33

In an analysis of the impact of the 2003 legislation, comparing economic growth in Montana to
surrounding states, Montana Budget and Policy Center found, at most, negligible evidence that the
economic growth Montana experienced over the past decade could be attributed to tax cuts.34
MBPC measured whether the 2003 tax cuts had a statistically significant change in the actual
growth in Montana’s economy by comparing the state’s economy with regional data in such areas
as the unemployment rate, income per capita, jobs, wages, or gross state product, several years
out.3> Instead, Montana continues to lose nearly a hundred million dollars in revenue each year
that could instead be invested in our local communities.

Page | 6
www.MontanaBudget.org



Dozens of highly credible economic studies around the country show that there is little connection
between cuts in individual income taxes for the wealthy and economic growth in either the short
or long run. A comprehensive review conducted by the Center on Budget and Policy Priorities
noted that of the 15 major academic studies on income tax cuts conducted since 2000, 75% found
no significant economic effect of these tax cuts.3¢ Since enacting the cuts, most states have actually
had slower job growth than the nation as a whole and have seen their share of national
employment decline.3”

Rather than continuing the failed policy of tax cuts, our best opportunity to realize economic
growth in Montana is to invest in our communities, through strengthening support for K-12
education, expanding access to post-secondary education and training, supporting families
struggling to make ends meet, and increasing good-paying jobs and business growth through
investments in public infrastructure. One of the best ways we can ensure adequate state revenue
and begin to properly invest in our communities is by ensuring that Montana’s wealthiest
households pay their fair share.

Montana could make greater investments to help families and communities

The quality of life we enjoy is directly connected to the public investment made over many
decades. Our parks and trails, quality schools, and reliable roads make our communities great
places to live and work. Unfortunately, Montana has reduced its investment in the common good.
This failure to invest is leaving the next generation with crumbling infrastructure, a college
education that is out of reach for many, and a public education system struggling to provide a 21st
century learning experience. The state can and should raise the revenue needed to invest in
helping communities thrive and building a strong state economy.

Montana’s Investment in K-12 Education Falls Behind

Investment in K-12 education serves two important purposes. Immediately, supporting K-12
education boosts local economies in every corner of the state by promoting good-paying jobs for
teachers, support staff, bus drivers, and many more professionals. In the long run, increased
investment in education improves student achievement and boosts the quality of Montana’s
workforce and economy.

While the state has provided inflationary increases to basic K-12 investment, local property
taxpayers continue to shoulder a greater
share of the responsibility to support public

As of 2008, 43 percent of all schools reported

schools. Since 1994, the state’s investment in incomplete exterior wall insulation, and 48
K-12 education, on a per-pupil basis, has percent reported incomplete roof insulation.
Page |7

www.MontanaBudget.org



increased by 79%, compared to a 162% increase, on a per-pupil basis, in local property tax
revenue toward K-12 education.?8 (This property tax revenue does not include bond levies for
school facilities and construction.3?)

Montana’s K-12 schools face significant challenges in maintaining buildings and equipment needs
to accommodate enrollment levels and growing technological improvements. The most recent
facility assessment by the Montana Department of Administration, in 2008, showed over two-
thirds of all K-12 schools were built prior to 1970.40 An independent assessment also done in 2008
estimated that Montana K-12 schools had over $903 million in deferred maintenance needs,
including heating and cooling, roofing and insulation, and electrical updates.*!

In the 2015 legislative session, the bipartisan
infrastructure package, which failed to pass the
House, included $30 million for the Quality
Schools program, a funding stream administered
by the Department of Commerce to help repair
school facilities.#? This proposal included much-
needed repairs for schools across the state,
including heating and ventilation upgrades, new
roofing, and classroom expansions and upgrades.

“Infrastructure represents a large portion
of our educational concerns in Montana.
[We] are doing the best we can to safely
and productively educate our youth with
facilities that are stretched beyond their
productive lives.”
~ Testimony in support of Quality Schools
program (2015)

Without the 2003 tax cuts, Montana would have had revenue sufficient to cover the entire cost of
school facility needs. In fact, the total loss in revenue to the state over the past decade would have
covered the full cost of deferred maintenance needs of Montana schools.

The Legislature’s failure to invest in infrastructure improvement has left Montana
communities struggling

Infrastructure needs encompass a variety of critical areas, from having quality school facilities to
water and wastewater systems, to improving the conditions of our roads and bridges. The
American Society of Civil Engineers (ASCE) provides the most comprehensive look at
infrastructure needs in each state. ASCE grades the condition of Montana’s infrastructure as
C-minus, with significant backlog in projects related to school facilities, wastewater systems, and
roads and bridges [see Chart 4].43

Montana also faces significant and urgent needs to rebuild wastewater, or sewer, systems.
Approximately 55% of all public wastewater systems in Montana report zero capacity for growth,
with many located in growing communities across the state.#* ASCE estimates the cost of replacing
Montana’s water and wastewater infrastructure at $12 billion to $15 billion.*>
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Chart 4 - Montana Has Failed to Keep Up With Infrastucture Needs
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Montana also faces significant and urgent needs to rebuild wastewater, or sewer, systems.
Approximately 55% of all public wastewater systems in Montana report zero capacity for growth,
with many located in growing communities across the state.#¢ ASCE estimates the cost of replacing
Montana’s water and wastewater infrastructure at $12 billion to $15 billion.*”

Montana also faces severe needs in building the capacity of drinking water systems across the
state. Many city and town water pipes are 75 to 100 years old.*8 While federal and state programs,
such as the State Revolving Loan Fund, Community Development Block Grants, and Treasure State
Endowment Program provide local governments some assistance, the needs far outweigh
available funding sources.

Montana’s vast network of highways and roads continues to face dire conditions with the
legislature’s failure to invest in long-term infrastructure needs. ASCE estimates nearly half of all
major roads in Montana are in poor to mediocre condition.#® These conditions are estimated to
cost each Montana motorist in urban areas $484 annually in vehicle operating costs such as
repairs, increased fuel consumption, and tire wear. Federal, state, and local resources meet only
about 25% of the amount needed to care for Montana’s roadway system, totaling over $14 billion.
The Montana Department of Transportation reports the state falls short by $1 billion a year in the
cost of maintaining Montana’s highway system.>? Furthermore, ASCE estimates that communities
across Montana are meeting only 17% of public transit needs, particularly in more urban
settings.>!
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Montana’s children lack early education, as the state continues to lag behind on
investments in Pre-K

Investing now in kids and early childhood development strengthens our communities and our
economy. Quality, public pre-K provides greater preparation for children entering kindergarten
and provides working parents with the peace of mind that comes from knowing their kids are in a
safe place. Pre-K has the long-term benefits of reducing education costs, increasing future
earnings of participants, and reducing the state’s spending on corrections.

And yet, Montana is one of only eight states that does not invest in its youngest learners.>2 Child
care in Montana is expensive: the average cost for a four-year-old to attend child care is $7,518 a
year, roughly 13% of the average Montana family’s yearly income and more than one-fourth of the
average income for a single mother.>3 The cost of child care for a four-year-old now exceeds the
annual cost of tuition at a Montana university.

In 2015, Legislators failed to pass a proposal to invest in developing and strengthening public pre-
K programs for four-year-olds. While some school districts across the state provide pre-K to some
students, the demand far outweighs the current supply.5* Many school districts have been unable
to provide pre-K, leaving many children without quality childhood development. A state
investment would provide local communities and public schools the opportunity to develop pre-K
programs (or expand existing pre-K). The tax cuts aimed at the wealthiest 1% (nearly $48 million
in 2015) would more than cover the annual investment needed to provide high quality, pre-K for
all 12,500 four-year-olds in Montana.>>

College debt rises while the state fails to invest in financial aid

Higher education is often the vehicle to reduce economic inequality by enabling everyone to
achieve his or her potential. However, a college degree remains out of reach for many of our young
adults. From 2003 to 2014, tuition and fees at Montana’s four-year colleges increased 55%.5¢
While the Montana legislature has provided support over the past several years to allow 2-year
and 4-year colleges to freeze tuition levels, the overall support for Montana’s most financially
disadvantaged families has fallen behind those of nearly every other state.

Need-based aid is a critical component of access to college for low- and moderate-income families.
Without sufficient investment in need-based aid, families are often left filling the gap with college
loans. Nearly two-thirds of Montana students getting baccalaureate degrees are leaving college
with debt, at an average amount more than $26,000.57 The growing burden of student debt can
slow college completion, particularly for lower-income families.>8
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Student debt and the lack of investment in need-based aid hurts our entire economy. Students
saddled with higher debt may end up with lower credit scores, making it harder to get good jobs,
become homeowners, or save for retirement.>? In fact, a 30-year-old with student loan debt will
have an average credit score 24 points lower than counterparts without student loan debt. More
and more people with student loan debt are struggling to get mortgages, and this has a far-
reaching impact on homeownership and economic growth in our communities.

By contrast, higher levels of need-based aid can increase

the likelihood of college completion and access to Student loan debt can impact a
graduate-level education.®® Many states have student’s future economic
supplemented federal programs like Pell grants, to decisions, including career,

provide disadvantaged students with greater assistance.
Studies show that increases in state need-based aid can
increase graduation levels of low-income students.6!

homeownership, and
retirement savings.

Montana has fallen behind in providing low-income students with college grant aid. Montana’s
investment in need-based aid (on a per-student basis) is less than one-fifth of the national
average.®? State investment in grant aid for undergraduate students represents only 2.2% of state
expenditures on higher education (45th in the nation). As a result, more and more Montana
students are taking on levels of debt that far exceed national averages. Montana can and should
invest more to help disadvantaged students get a college education. For example, the tax cuts
aimed at the wealthiest 1% (costing nearly $48 million in 2015) represented more than $1,500 in
assistance per resident student enrolled in the Montana University System that year.®3

Creating a state Earned Income Credit would help working Montana families

In Montana, thousands of working families are struggling to get by. One of the most promising
ways to support them and boost our economy is the enactment of a state Earned Income Credit
(EIC). The federal Earned Income Tax Credit (EITC) has been the most effective anti-poverty tool
in U.S. history, and 26 states have created a state-level credit to provide additional economic
support for families working for low pay.64 Montana has over 27,000 families that work hard and
still live near or below the federal poverty line of about $24,000 a year for a family of four.65
Furthermore, Montana is one of only five states to impose income taxes on working families
experiencing poverty.°¢ Enacting a state EIC would help mitigate the impact these low taxation
levels have on Montana’s families, and help put more Montanans on a path to the middle class.

By establishing a state Earned Income Credit, tied to the federal EITC, Montana could help over
80,000 working families.6” Putting Montana’s EIC at 20% of the federal credit would cost
approximately $32 million a year - money that would go into the pockets of working families and
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into our local economies and could be fully covered by eliminating the tax breaks for the
wealthiest 1%.68

Policymakers should strengthen revenue levels to make public investments

Our best opportunity to realize economic growth for all Montanans is through investments in our
communities across the state. There are fair and effective ways to raise the revenue needed to pay
for these public investments. They include ending tax cuts and loopholes that benefit the
wealthiest.

From 2001 to 2005, nearly 54% of the total growth in the state’s income came from the wealthiest
10% of taxpayers.®® And yet, Montana has lost approximately $536 million in revenue over the
past decade from tax cuts to the top 1% of taxpayers.”?

Montana would be a more prosperous state, with a brighter future for everyone, if a new top state
income tax rate was imposed on those making more than $500,000 year, and by eliminating the
capital gains tax loophole.

These two policy changes will mostly affect only the wealthiest 0.5% of Montana households --
approximately 2,500 taxpayers. As a result, the percent of total taxable income that is paid in taxes
by high-income households would rise to be more in line with the rate paid by the rest of
Montanans [see Chart 5]. And Montana would gain approximately $40 million per year in revenue,
for much-needed public investments.

Chart 5 - Ending Tax Breaks for Wealthy Creates

a Fairer Tax Structure

Effects of additional tax rate on earnings over $500,000 and elimination
of capital gains tax credit, on taxes as share of income
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Conclusion

Investing today to keep our communities thriving will ensure the next generation of Montanans
can succeed. However, these investments can only be made with adequate revenue levels. All
Montanans benefit from taxes, but the wealthy have been provided tax breaks and tax loopholes
that force our communities to suffer and working families to pick up the slack. Montana
policymakers should reform Montana’s tax system, to ensure the wealthiest pay their share and
carry their weight. This revenue can provide adequate resources for investments to benefit all
Montanans and improve our state.
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