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Presenter
Presentation Notes
This primer will describe the New Mexico tax system.  The New Mexico tax system is quite different from that of other states.  The New Mexico tax system is very centralized, and relies heavily on the broad –based gross receipts tax.  The gross receipts tax is collected by the state, but a large share is distributed to cities and counties.  New Mexico does not rely heavily on the property tax.   



All state services are funded
by taxes

Including: K-12 Education, Higher
Education, Health Care, Public Safety
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General fund spending
$5.6 billion for FY 2008
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Presenter
Presentation Notes
Includes only state money.  No federal matching dollars for Medicaid, child care, education etc.

Education is  60% of the state budget

Public safety includes corrections

There is a separate road fund
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State spending Increases every year

Why must we spend an average of 7% more each year just to
stay the same?

New Mexico's population increases by about 1%
per year

Inflation - 3% per year

Aging population — Medicaid Program

Public priorities change Foos
iscal
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Presenter
Presentation Notes
The inflation rate for healthcare is often in the double digits. 
  Medicaid costs increase rapidly, but often at a slower rate than private health insurance costs
  However, Medicaid pays for most of New Mexico’s nursing home beds.  
  The aging of the population has a large impact on Medicaid costs.

It is seldom the case that public priorities become less expensive
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-
A $184 million budget shortfall is

expected next year

To maintain current services in FY08, NM would need $364
million in new revenue. Because of the tax cuts, only $168
million in new revenue is anticipated :

$308 million needed
- $180 million expected

=$184 million shortfall

Fiscal
= Service cuts and/or increases in other Riicy
taxes or decrease in general fund reserves Project



Presenter
Presentation Notes
New Mexico’s constitution requires a balanced budget.  Thus the state’s finances are essentially a closed system.  Reductions in revenue must be matched by reductions in spending.


General fund revenue comes from
numerous sources

FYO8 general fund revenue:

2004 "revenue
All other enhancers"

4% 1% Income tax
26%

Invesfmen-r F New Mexico
12% Iscal
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Presenter
Presentation Notes
Sales and excise taxes include, but are not limited to, the gross receipts tax, tobacco, liquor, motor vehicle, and telecommunications excise taxes.
Many states rely heavily on sales and excise taxes to fund services.  New Mexico relies very heavily on its gross receipts tax.

Extraction taxes are also known as “severance taxes.”  They include numerous taxes on oil and natural gas as well as coal, copper, and other hard minerals.  

90% of extraction taxes come from oil and natural gas.  Natural gas is the largest revenue producer.

New Mexico is unusual and fortunate to derive such a large percentage of  revenue from extraction taxes.

Extraction taxes are a desirable revenue source because they are “exported,” meaning that because most NM oil and gas is sold to people out-of-state, New Mexicans don’t bear the burden of the taxes.

Investment
NM derives an unusually large share of revenue from investments.  Investment earnings derive primarily from investments of permanent fund revenue.  

Revenue enhancers
These are the tax increases passed in the 2004 session that were supposed to fund Medicaid – an increase in the insurance premiums tax and the nursing home bed tax.
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What a good tax system should do:

 Provide adeguate, stable revenue to consistently fund
state services

* |n a manner thatis:

— Fair
— Administrable and efficient

— Accountable

« No hidden loopholes
e Transparent policymaking

— Balanced

 Promotes stability
« Distributes the responsibility broadly
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Presenter
Presentation Notes
Administrable and efficient taxes are minimally expensive to collect, enforce, and comply with


o

-
Adeqguacy Is the first priority

Percent of general fund revenue:

personal

income tax
alcohol

other taxes
71.4%

—Income taxes provide lots of revenue R)Ilcy
—“Sin” taxes don't I:JFOJeCt



Presenter
Presentation Notes
This slide compares income taxes  to “sin” taxes.  Sin taxes are frequently mentioned as potential sources of higher state revenue

Excise taxes on alcohol and tobacco, though valuable revenue sources and potential deterrents to over-consumption, but they do not provide nearly enough revenue to fund state services.  If “sin” taxes succeed in reducing consumption they generate even less revenue.
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Public budgeting depends on stable
revenue

Per capita tax collections
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—Income taxes are stable F%“CY
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—Extraction taxes aren't


Presenter
Presentation Notes
Predictable revenue is essential to public budgeting.  Extraction taxes provide a lot of revenue, but they are volatile and difficult to predict because they rise and fall with the prices of oil and gas, which are notoriously difficult to predict.

Income tax growth tends to parallel growth in the population and the overall health of the economy, both of which are easier to predict than the prices of oil and  gas.
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Revenue should grow at the rate of

spending

Average annual growth rate (1994-2002)
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Presenter
Presentation Notes
Recurring revenue sources should grow steadily, to parallel the steady growth in recurring expenditures.
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Equity

Tax burden should be based on ability to pay

* People in similar circumstances should be taxed similarly.
 Taxes on low-income households should be minimized.

Income taxes are the most

equitable major state revenue
source — the only progressive Fiscal
source of state revenues. Rulicy

Project



Presenter
Presentation Notes
Income taxes usually incorporate the ability to pay principle:
  adjust for family size and family type
  allow deductions/credits for some child care and healthcare expenses.
  federal income tax and some state income taxes include low income wage subsidies.
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No single tax Is fair to everyone;
but a fair 7ax system is possible

 Most states, including NM, have both a sales tax
and an income tax

— Income tax Is progressive
— Sales tax Is regressive

« Combining the two yields:
— A more equitable system Now tiri
— Lower rates overall F'I_-S_)C?|
— Adequate, stable, consistent revenue O

Project



Presenter
Presentation Notes
Ideally, a progressive bias in the income tax offsets the regressive bias in sales/excise taxes.

Emphasize:  The fairness of the overall tax system is far more important than the fairness of any individual tax.


-
Measuring tax fairness

Regressive taxes

When less well-off people pay a higher percentage of their
income in tax than do more well-off people the tax is called

‘regressive”.

Progressive taxes 16%

12% A

When less well-off people pay a
smaller percentage of their income in
tax than do more well-off people the

tax is called “progressive”. 0%
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Presenter
Presentation Notes
Sales and excise taxes tend to be regressive because low income people tend to spend all of their money, whereas upper income save, invest, and spend money or commodities, like health insurance, that are subsidized through the tax system.

Income taxes are often progressive --  the tax rate (not just the absolute amount of tax paid) increases as income increases.  Not all income taxes are progressive.  Flat taxes --  taxes in which everyone pays the same rate regardless of income --  are not progressive and may even be regressive, if higher income people have more income that can be excluded from tax.


Thirty-eight states levy three general taxes: property, sales and
Income taxes.
The “three-legged stool” approach to revenue policy is generally
consistent with good tax policy principles.

Fiscal
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Presenter
Presentation Notes
Employing a variety of taxes, some regressive and some progressive, on a  wide variety of commodities produces a balanced and diverse revenue base.
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New Mexico’s stool has four legs

Property
tax

Sales and excise Income tax
taxes

Extraction taxes
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Presenter
Presentation Notes
Having four legs is not necessarily bad.
Strong gross receipts tax leg
Stunted property tax leg
Decent, but slightly shortened, income tax leg
Extraction tax leg is an asset, but not a dependable revenue source. 
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New Mexico’s tax system had a lot
to recommend It.

Progressive
Income tax

Refundable
credits

Broad-based
gross receipts
tax

Extraction taxes

Centralized
collection
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Presenter
Presentation Notes
Prior  to the tax changes in the 2003 and 2004 legislative sessions, New Mexico’s tax system had some noteworthy strengths.

Extraction taxes are an asset

The gross receipts taxes’ broad base includes most services.  Services constitute an increasing share o f economic  activity, goods are a decreasing share.  Many states are scrambling to increase their taxation of services.  The broad base of the gross receipts tax keeps the rate relatively low.

Until the income tax “reform” enacted during the 2003 legislative session, New Mexico’s income tax was very progressive.  The income tax cuts enacted in 2003 reduced the top rate from 8.2% to 4.9% and reduced taxable capital gains by 50%.
Another progressive aspect of New Mexico’s income tax are the three refundable tax credits for very low income NM residents (even those with no income tax liability).  These credits were not impacted by the tax cut.
1.  Low Income Comprehensive Tax Rebate
2.  Property Tax Rebate for Seniors
3.  Child care credit for low income working parents
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A__A__A__A

72X X 22X 2 Revenue adequacy
A__A_ _A

72X < )~ Fairness to taxpayers

“It seems a fair assumption that poor states would have the hardest
time bringing in adequate revenue to support their array of
responsibilities. But that's not always the case. Take a look at
New Mexico. It has more working poor than any other state, and
Its overall poverty rate is among the highest in the country. Yet
Its diverse tax structure serves it remarkably well.”
--Governing magazine,

“The Way We Tax,” February 2003 Fiscal
Fiicy

Project
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Presentation Notes
This is Governing magazine’s assessment of NM’s tax system prior to the 2003 tax system.

The maximum number of stars is 4.  
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The last few years have not

been good for NM’s stool

Property - _
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Income tax F eeeee
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Presenter
Presentation Notes
The tooth marks in the ‘Sales and excise taxes’ leg represents the whittling away of the gross receipts tax base that resulted from the 2004 GRT exemption for some groceries and some medical services.  The compensating increase in the GRT rate increased the regressivity of New Mexico’s tax system.

When it is fully phased-in in 2007, the 2003 income tax changes will reduce income tax revenue by over 1/3.  Lower and moderate income New Mexicans will receive no benefits from the income tax cuts.

Property and extraction taxes are not impacted by recent changes.
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Damage to the income tax

No longer adequate ($360 million less)

2004 2005 2006 2007 2008
Rate reduction -17110 -72,210 -151,058 -254,352 -332,377
Capital gains -4176 -10,297 -15622 -20,336 -27,442
Total cost -21,286 -82,507 -166,680 -274,688 -359,819

Far less progressive

In 2008, when the income tax cut is fully

phased in, a family with taxable income of Ficcal
$22,000 will pay the same tax rate as a family P oy
with taxable income of $600,000 Projéctﬁ'



Presenter
Presentation Notes
When the tax cut is fully phased-in, New Mexico’s income tax revenue will be decreased by over 1/3 and it will be essentially a flat tax.
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State income taxes as a percent of family income
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Presenter
Presentation Notes
This graph illustrates the reduction in progressivity due to the income tax cut
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Average NM income tax cut (2008)
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Presenter
Presentation Notes
This graph shows the average income tax cut attributable to the 2003 NM income tax changes.  The dark blue portions of the bars are the tax cuts that phase in before 2006.  The yellow portions phase in in 2006 and 2007.  The dollar amounts are the full tax cut (2007) 
The estimates of the tax cut are adjusted downward to reflect the decreased federal deduction for state income taxes paid.  They are thus what a household would receive, which is considerably less than the state will spend per household.


New Mexico’s tax cuts mirror
recent federal cuts

Bush CUTS

* Reduces the overall tax
responsibility on the richest
1% of Americans by more
than 12%

 While the bottom 20% of
Americans receive only a 3%
tax reduction.

Richardson CUTS

Reduces state income taxes
for New Mexicans in the top
tax bracket by more than
30%

Provides no tax F
relief at all for |SCE_3|
the bottom 20% R)Ilcy

of taxpayers. Project
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NM and federal tax cuts in 2008
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Presenter
Presentation Notes
This graph shows the average value of the New Mexico and federal income tax cuts when the NM cuts are fully phased-in (2007).  It illustrates that the federal cuts contain small benefits for taxpayers at the bottom of the income distribution, whereas the state income tax cuts provide nothing for lower income taxpayers.

This graph can also be used to demonstrate that even without the NM income tax cuts, middle and upper income New Mexicans have received a substantial tax reduction. 


o

-
Reductions In state taxes mean

higher federal taxes

State income taxes are deductible. When state taxes
go down, itemized deductions go down.

State tax reductions mean federal iIncome tax
Increases.

One third of the state tax break

goes straight to the IRS Fiscal

Policy
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Presenter
Presentation Notes
Itemizers can deduct state taxes paid when calculating federal taxable income.  Lower state taxes mean a smaller federal deduction, and thus higher federal income taxes.
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-
Income tax cuts gamage New

Mexico’'s economy

State government cannot run a deficit. Tax cuts must be paid
for with other tax increases and/or service cuts.

Consultant to the Blue Ribbon Tax Reform Commission
testified that the tax cut would cost NM jobs.

Businesses value a skilled workforce more than tax breaks.

— Labor = 40% of business costs

— State taxes = 1% of business costs
Fiscal

Retirees care more about health care than taxes. P ‘
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Presenter
Presentation Notes
Government is New Mexico’s single largest employer.  When tax cuts result in spending cuts, government jobs are lost.  

Tax cuts have been shown  to stimulate private sector job  growth, but the increases are generally small.  The consultants hired by the Blue Ribbon Tax Reform Committee found that the private sector job growth resulting from an income tax cut offset by spending cuts would not be sufficient to compensate for the loss of government jobs.  Thus, the net effect of the tax cut would be a loss of jobs.

If the revenue loss attributable to the income tax cut is made up for with increases in other taxes, the jobs losses in the sectors subject to the new taxes will cancel out the job gains attributable to the income tax cut.


o

Damage to the tax system

Less balanced

Less adequate

More complicated |
Fiscal
Policy
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Presenter
Presentation Notes
Less balanced because the state is even more reliant on the regressive gross receipts tax

Less adequate due to the revenue loss

More complicated due to the new “revenue enhancers” and more holes in the gross receipts tax base.

Less transparent due to the un-inclusive, poorly informed, and sometimes coercive process by which recent tax “reforms” have been enacted.


State and local taxes as a percent of family income

by income class

Before and after full phase-in of state income tax cuts
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Presenter
Presentation Notes
New Mexico’s tax system is measurably more regressive because the income tax cuts disproportionately benefit the well-to-do and provide no benefits to low and moderate income New Mexicans.


Next year...

Possible service cuts
Tax Increases for some

More tax cuts for others
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Presenter
Presentation Notes
Given the probable need for new revenue, the tax policies of the last couple years, and the Governor’s recent promise to lower business taxes, the potential for additional damage to the tax system is great.
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