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New Mexico
Today:

Far from the
Good Society

For Far Too
Many Children

46th in Child Well-Being

49th in Children Who Have
Health Insurance

48 in Single Parenthood



Presenter
Presentation Notes
 By any definition, far too many of New Mexico’s children – and adults – live far from the “Good Society” .

New Mexico ranks close to last – 46th – among states in overall child well-being

Our ranking is even worse in the number of children who have health insurance.

And we have among the highest rates of teen pregnancy and single parenthood in the country.


®
Why?

Too Many Live in
Poverty:

1in 5 Adults
1 in 4 Children
1 in 3 Babies and Toddlers



Presenter
Presentation Notes
 Poverty is widespread in New Mexico, and is a root cause of many of our social problems.


The Relevance of Tax Policy
to Building the Good Society

 Taxes are the “membership dues” of a caring
society.

 Tax policies can generate and distribute the
‘common wealth” to benefit the common good.

 Tax policies can reduce poverty and increase
economic security for lower-income families.
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Presentation Notes
Taxes are much more than a ‘necessary evil’ or burden: they are the membership dues we all pay to create a just and caring society.

Tax policies are an important mechanism through which social resources – the “common wealth” are collected and distributed for the common good.

Tax policy can play a vital role to reduce poverty and expand the opportunity for economic security to poor and moderate income famlies.


A Good Tax System Should:

 Provide adequate, stable revenue to consistently fund

state services

e |ln a manner that is:

Fair
Balanced

— Accountable

- Administrable

and Efficient

(Distributes the burden broadly)
(Promotes stability)

(No hidden loopholes; transparent policymaking)

(minimally expensive to collect, enforce and
comply with)
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Presentation Notes
Transparent policymaking means that the costs and benefits of any tax policy be fully considered and debated.

Administrable and efficient means that taxes are minimally expensive to collect, enforce and comply with.


All State Services Are Funded By Taxes
General Fund Spending

($4.4 Billion for FY 2005)

Other
Other Health &
Government
10% Human
Services

Public Schools

12%

45%
Medicaid
11%
60% Higher Public Safety
Education %
15%
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Presentation Notes
All state services are funded by taxes – all the money in the General Fund comes from tax revenue.  The General Fund includes only state money – not federal match dollars for programs such as Medicaid.

The total state budget in FY2005 is $4.4 billion dollars.

Of that, 60% is spent on education (the combined total for public and higher education).

12% is spend on health and human services; 11% of Medicaid; 10% on other government services (such as transportation); and 7% on public safety.

By law, the state cannot deficit spend – we can only spend what we actually have.




The General Fund
Is Funded Entirely Through Taxes

FY 2005 General Fund Revenue

New taxes All other

1% 4%
Income tax Sales and
26% excise taxes
44%
Invest;nent Extraction
12% 13%
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Presentation Notes
Here’s a closer look at the type of taxes that fund the General Fund:
Sales and excise taxes include, but are not limited to, the gross receipts tax, tobacco, liquor, motor vehicle, and telecommunications excise taxes.
New Mexico relies very heavily on its gross receipts tax.

Extraction taxes are also known as “severance taxes.”  90% of extraction taxes come from oil and natural gas.  New Mexico is unusual and fortunate to derive such a large percentage of  revenue from extraction taxes. Some of this money goes into the General Fund.

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

There are several permanent funds in New Mexico, earmarked for specific purposes such as education or roads.  These funds cannot be accessed for revenues for other purposes.



Important Changes Made to New Mexico’s
Personal Income Tax Policy in 2003

 Reduction in the Top Income Tax Rate — from
8.2% to 4.9% When Fully Implemented in 2007

 Reduction, by 50%, in the Capital Gains Tax
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Presentation Notes
In 2003 very significant changes were made to our personal income tax policies.

First the top rate of the income tax was reduced from 8.2% down to 4.9%.  This policy is being phased in gradually over a five year period, as the next slide will show.  In 2007, when it is fully phased in, the top rate of the personal income tax will be 4.9%.

Second, the capital gains tax was reduced by 50%.


Reduction to the State’s Income
Due to the Income & Capital Gains Tax Cuts

Income Tax Cut
Capital Gains Cut

2004 2005 2006 2007 2008
-17110 -72,210 -151,058 -254,352 -332,377
-4176 -10297 -15,622 -20,336 -27 442

Total Lost Income

-21,286 -82507 -166,680 -274,688 -359,819

Loss this year
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Presentation Notes
In 2007, when the income tax cut is fully phased in, a family with taxable income of $22,000 will pay the same tax rate as a family with taxable income of $600,000.



By FY 2007 There Will Be

$359 Million
In Lost Revenue to the General Fund

All other
$359 Ny fapEe Sales and

Million excise taxes

Less

Income tax

Investment :
Extraction
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Presentation Notes
When the tax cut is fully phased in, in FY 2007, the General Fund $359 million will be lost to the General Fund – for that year, and every year.

One of the most important principles of good tax policy is “revenue adequacy”.  As a result of the personal income tax cut, we are losing ground on revenue adequacy.  There will not be enough money to fund essential services.


Impact of Personal Income Tax Cut on

No benefit Tax Rate
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 New Mexico’s tax system is significantly more regressive because the income tax cuts disproportionately benefit the well-to-do and provide no benefits to low and moderate income New Mexicans.



Who Benefits?

65% of Filers Receive No Direct Benefit from the Tax Cut;
6% Receive Over $2,500

Population
# of 600,000 -
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E;I)i:seholds Number of New Mexicans
g 201000 Receiving Different Tax
Tax Return :
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Tax Benefit
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This chart shows how many people who file tax returns receive each level of benefit from the tax cut.

The first bar on the left represents 65% of New Mexico tax filers – 556,814 – or a large majority – who will receive nothing from the tax cut.

The last bar on the right represents 6% of tax filers – 46,862 who will receive more than $2,500.


New Mexico and Federal Tax Cuts in 2007
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This graph shows the average value of the New Mexico and federal income tax cuts when the New Mexico 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 New 
Mexico income tax cuts, middle and upper income New Mexicans have received a substantial tax reduction. 



Tax Policies Being Proposed
for the 2005 Legislative Session

 An income tax cut for lower and middle class families,
the elderly, and single parents reducing their taxes by
approximately $70 per person

A one day tax “holiday” in August of each year when
the gross receipts tax (about 6%) is not paid on
purchases up to $2,500.

* A reduction in the gross receipts tax for businesses

[%o1cEs
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The first tax cut would cost the state approximately $40 million.

The tax holiday would cost the state budget: $6 million.

The tax cut for businesses  would cost the state budget between $60-100 million.






State Budgeting Depends on Reliable,
Predictable Revenue
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Predictable revenue is essential to public budgeting. Personal  income taxes – the blue line – are stable. They tend to parallel growth in the population and the overall health of the economy.

 Extraction taxes – the red line – are not (they go up and down depending on the price of gas and oil and are very difficult to predict). 

Because extraction taxes are not a stable, reliable source of revenue, they cannot be relied upon to fill in the revenue gap left by the personal income tax cut . 


New Mexico’s Growing Structural Deficit

In Billions
$5,5000
Expected
Expenses
$5,0000
$254 m
464
$378m Sr64M
$4,5000 - -
Expected
Income
$4,0000
FY 05 FY 06 Fy 07 FY 08
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 The personal income and capital gains tax cuts have created a built-in problem for the state’s budget:  expected annual income – or revenue – is consistently lower than the rate of growth in expected annual expenses.  This is called a “structural deficit” – and it will continue to grow unless tax policy is reformed.


As A Result of Tax Cuts
Services Must Be Cut

34

Other Other Health &
Government Human
Services

Public Schools

Medlcald

Higher
Education

A5 %

Public Safetly
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As a result, services will have to be cut (as we have already begun to see, for example, with the Medicaid budget cuts).

$1 million less spent on Medicaid results in the loss of 80 jobs in New Mexico, according to an analysis by Families USA)


Or Taxes Must Be Increased

Sales & Excise Tax Income Tax
{ M ’ —

t

——

Extraction Tax

L

R
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Or taxes will have to be increased to generate additional revenue into the General Fund.

Which taxes should be raised?  From a revenue adequacy and fairness perspective, all taxes are not equal.  For example, the extraction tax is unpredictable and cannot be relied on for predictable budgeting.  The so-called “sin” taxes on alcohol and cigarettes are regressive because the cost of those products, and the additional tax, consumes a greater proportion of the income of lower-income households.


C )
»

As a Result of the Personal Income Tax
Cut We Are Also Losing Ground
On Fairness:

A Tax System Should Distribute
The Tax Burden Broadly, With
Those In Higher Income Brackets
Paying More
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The tax burden should be based on ability to pay:  people in similar circumstances should be taxed similarly, with those with higher incomes paying more.

Taxes on low-income households should be minimized.

The personal income tax cut has reduced the tax burden of higher-income households, while not reducing it for lower-income households.

As a result, we are also  losing ground on tax fairness – another key principle of good tax policy.


New Mexico’s Personal Income Tax Cut Largely

Benefits Higher- Income Families. Lower-income
Families Benefit Very Little, If At All.

Average New Mexico Income Tax Cut (2007)
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New Mexicans with $29,000 or less in annual income will receive no benefit from the personal income tax cut.

Those with income between $29,000 and $45,000 will receive a tax break of  $38; and those with an annual income between $45,000 and $72,000 will receive $158 when the tax cut is fully phased in.

The higher the household income the greater the benefit.  By far the greatest benefit of this tax  cut goes to the wealthiest households.  Those with an annual income of $295,000 or higher – 1% of the population in New Mexico - will receive a tax break of $13,227 when the tax cut is fully phased in.


- The Personal Income Tax is the Most
Adequate Source of Revenue

Percent of General Fund Revenue Derived From Different Taxes

Tobacco Taxes Alcohol Excise Tax Personal Income Tax

-Income taxes provide lots of revenue

-“Sin” taxes on items such as alcohol and tobacco do not
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When thinking about potential sources of tax revenue it’s important to remember that the personal income tax provides lost of revenue – 

While “sin” taxes on items such as alcohol and tobacco do not – and they are regressive taxes that put a greater burden on lower income people than they do on higher-income people – see slide 22 for more information on regressive and progressive taxes..


Revenue From Taxes on Oil and

Gas Are Unpredictable

Higher-than-expected revenues from taxes
oh the production of oil and natural gas may
help offset the loss of income tax revenue
this year, but lower-than-expected revenues
are possible too.
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 Some policymakers may be hoping for an extraction tax windfall due to the higher price of oil and natural gas this year.

Higher than expected revenues from extraction taxes may help offset the loss of income from the personal income tax cut – but it is also possible that extraction revenues could be lower than expected.




Questions to Ask About
Future Tax Proposals

v’ Is It Fair? (Distributes the burden broadly)

v" Does It Generate Adequate Revenue?

(To fund state services)

v Does It Generate Stable Revenue?

(Predictable, recurring revenue)

[%o1cEs

23


Presenter
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Any number of tax proposals will be put forward during the next legislative session.

When considering the desirability of any tax proposal it’s important to ask three questions:

1.  Is the proposed tax fair?  (does it distribute the tax burden broadly, with those in higher income brackets paying more)

2.  Does it generate adequate revenue?  (how much money will the tax generate for the General Fund?)

3.  Does it generate stable revenue? (is the tax revenue generated reliable – will it occur, predictably, year after year).


Potential Future Tax Proposals

¥  Sugar Tax

L2 S Extraction Tax

¢
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Presentation Notes
It is likely that a “sugar” tax (on soft drinks and other high sugar products) will be proposed.  The sugar tax gets a thumbs down on both fairness and revenue adequacy grounds.  The burden of this tax will fall greatest on lower-income households whose purchase of these products consumes a greater proportion of household income.  And it will not generate a lot of revenue.

Extraction taxes get a thumbs up because they can generate significant revenues, and they 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.  But they also get a thumbs down because they are unpredictable and  cannot be relied upon as a stable source of revenue.





Potential Future Tax Proposals

Jjg “Add Back” Federal Deduction
- for State Taxes Paid

[

Sz  “Freeze” to Stop Further
- Implementation of Personal
Income Tax Cut

New Mexico 25
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The “add back” is the type of progressive tax  reform that meets both the fairness and revenue adequacy tests.  It would be paid only by filers who itemize deductions – people who are in the highest tax brackets,. And it would generate over $50 million annually.  Here’s how it works.  The state(and local) income and property taxes paid  are taken as itemized deductions for purposes of computing federal income taxes owed (I.e.,  the taxes you pay in New Mexico  can be used to reduce your  taxable income for purposes of determining the federal taxes you owe).  Most states require people who  itemize in this way to “add back” that federal deduction to their countable income  so that their state taxable income is not reduced by the federal deduction received.  New Mexico  is one of only 8 states with an income tax that does not require an “add back”.   

Ultimately, the problems caused by the personal income tax cut need to be addressed by stopping further implementation of it.  The “circuit breaker” is an idea that would prevent further implementation of the personal income tax cut  - holding the top tax bracket at 6%, for example, instead of reducing it to 4.9% by 2007 as currently planned.  


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

When less well-of f people pay a smaller
percentage of their income in tax than do more
well-off people the tax is called "progressive”.

New Mexico
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