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Introduction

When Congress enacted the Tax Cuts and Jobs Act of 2017 (TCJA), it altered the economic
landscape surrounding the surtax petition that Massachusetts voters will consider in November
2022. The TCJA placed a $10,000 limit on deductions of state income and local property taxes
(SALT) on federal individual tax returns, effective for tax years 2018 to 2025. By limiting the
deductibility of state and local taxes on federal tax returns, the TCJA effectively raised taxes on
many high-income filers who itemize deductions.

Notably, much of the existing literature that claims the wealthy do not move in response to tax
changes predates the TCJA, which, by capping the SALT deduction, has given those who item-
ize deductions a stronger incentive to leave high-tax jurisdictions. When proponents advanced
the surtax in 2015, they did so before adoption of the federal SALT limitation. Despite this
momentous change to the federal tax code and its potential to exacerbate the impacts of a tax hike
in Massachusetts, the surtax amendment language remained unchanged between the original
2015 version submitted by Raise Up Massachusetts and the 2018 version filed by members of the
Massachusetts Legislature.

What is the Graduated Income Tax?

For the past several years, Massachusetts has been considering a state constitu-
tional amendment that would levy a 4 percent surtax on annual personal income over
$1 million. The first attempt to do so, filed by initiative petition, failed a Massachusetts
Supreme Judicial Court challenge in 2018 before re-emerging as a legislative petition
and receiving initial approval at a constitutional convention in 2019. The state legisla-
ture granted final approval in June 2021, and the proposal will appear on the statewide
ballot in the fall of 2022.

Proponents of the amendment, led by the Massachusetts Teachers Association and the
Service Employees International Union, together with advocacy and religious groups, call
it the “Fair Share Amendment,” a nod to their frequent assertions that the measure would
require only the very wealthy to pay what proponents believe is their “fair share” of taxes.

Opponents argue that it would endanger the long-term economic well-being of Massa-
chusetts by prompting high-income residents and businesses to relocate to states that have
lower personal income tax rates and discouraging high-income individuals and businesses
from coming to Massachusetts in the first place. Opponents also believe that COVID-19
may exacerbate these relocation incentives, as the pandemic has made telecommuting

much more prevalent, at least in the short term.!

A Whole New Tax Form

The SALT limitation came into effect in tax year 2018 in the form of two new lines, 5(d) and
5(e), on L.R.S. Schedule A (Form 1040). In line 5(d), taxpayers enter the total taxes paid, including
state and local income taxes, sales taxes, real estate taxes, and personal property taxes. In line 5(¢),
taxpayers enter the smaller of line 5(d) or $10,000, as shown in Figure 1. Taxpayers with adjusted
gross incomes (AGI) in excess of $1 million paid an average of $284,050 in state and local taxes in
2018. The SALT limitation reduces their deductions to $10,000 (see Figure 1).

IRS data demonstrate the financial impact of the SALT limitation. Prior to passage of the
TCJA, U.S. taxpayers took $624.1 billion in SALT deductions on federal returns, an average of
$13,395 per return. In tax year 2018, taxpayers took $147 billion in SALT deductions, a drop of
76.4 percent in total deductions, with an average deduction of $8,432 per return (see Figure 2).
The number of U.S. taxpayers claiming itemized SALT deductions dropped from 46.6 million in
tax year 2017 to 17.4 million in tax year 2018, with a corresponding increase in taxpayers claiming

the increased standardized deduction authorized by the TCJA.?

Notably, much of the
existing literature that
claims the wealthy do
not move in response
to tax changes predates
the TCJA, which, by
capping the SALT
deduction, has given
those who itemize
deductions a stronger
incentive to leave high-
tax jurisdictions.



THE SALT CAP: AN ACCELERATOR FOR TAX FLIGHT FROM MASSACHUSETTS

Figure 1: Example of revised Schedule A including $10,000 SALT limitation, introduced in tax

year 2018°
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While the SALT limitation reduced the average deduction of all taxpayers who itemized
SALT deductions by 37.1 percent from $13,395 to $8,432, it had a much greater impact on
high-income taxpayers. Prior to passage of TCJA, U.S. taxpayers with adjusted gross incomes
(AGIs) of $1 million or more took SALT deductions totaling $128.3 billion on federal returns,
an average of $281,916 per return. After the SALT limitation took effect in tax year 2018, these
taxpayers total SALT deductions dropped by 96.9 percent to $4 billion, an average of $9,856 per
return. The number of U.S. taxpayers with AGI over $1 million claiming itemized SALT deduc-
tions dropped from 455,310 in tax year 2017 to 406,120 in tax year 2018, with a corresponding

rise in taxpayers claiming the increased standardized deduction authorized by the TCJA.*

Figure 2: Average SALT deduction taken before and after enactment of TCJA by income
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Figure 2 compares the average SALT deduction taken by U.S. taxpayers who itemized deduc-
tions in tax years 2017 and 2018 with the average SALT deduction taken by taxpayers with AGIs
of $1 million or more in tax years 2017 and 2018.°

In 2017, before the TCJA became effective, 97.6 percent of 18,090 Massachusetts taxpayers
with AGIs of $1 million or more took deductions for state and local taxes totaling $4.02 billion,
an average of $227,471 per return. Once the TCJA became effective in tax year 2018, 75.9 percent
0f 20,040 Massachusetts taxpayers with AGISs of $1 million or more took deductions for state and
local taxes, while the others opted to take the standardized deduction. Of the high-income tax-
payers who itemized deductions, total SALT deductions dropped from $4.02 billion in tax year
2017 to $152 million in tax year 2018, a reduction of 96.2 percent. The average SALT deduction
dropped from $227,471 to $9,984.

In June 2019, the Joint Committee on Taxation of the U.S. Congress estimated that 52.2
percent of the negative tax impact of the SALT limitation is borne by taxpayers with AGIs of $1
million or more, $40.4 billion of the total of $77.4 billion (see Figure 3).°

Figure 3: Share of tax burden from SALT limitation by income category, Tax Year 2019
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Source: Joint Committee on Taxation of the U.S. Congress. Analysis by Pioneer Institute.

The Political Fallout

A large contingent of congressional Democrats, predominantly from states most adversely
impacted by the SALT limitation, has been working to repeal it, but it won’t happen without a
fight, according to Jonathan Traub, tax policy leader of the national tax practice at Deloitte Tax
LLP. “Progressives say that full SALT deductibility is a giveaway to the wealthiest of the wealthy,
while governors cry about wealthy residents leaving their states and losing their tax base.”” In
April 2021, seven governors of high-tax states signed an open letter urging President Biden to
remove the Tax Cuts and Jobs Act’s cap on the SALT deduction.?

Larry Summers, former U.S. Treasury Secretary and former president of Harvard University,
warned on April 9, 2021 that New York’s proposed millionaire’s tax will send the state into a
downward spiral without congressional repeal of the SALT limitation.” This likely alludes to the
economic and fiscal impact of the tax base erosion, revenue volatility, and disinvestment associat-

ed with such tax increases.
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Massachusetts is already acknowledged as being one of the states most affected by the SALT
limitation. According to a study published by the Rockefeller Institute of Government, Massa-
chusetts had the fourth worst “SALT burden” among the 50 states and D.C. in tax year 2019.1
A UMass Donahue Center study concluded that the $10,000 cap on deductibility under the
TCJA “will make it more difficult for Massachusetts to maintain their prior tax structures. Mas-
sachusetts will face greater tax competition from lower-tax neighboring states, particularly New
Hampshire. The most productive areas ... are particularly hard hit. The result will be a decline in
national competitiveness.”"!

Other states, however, may have something to gain from the SALT deduction cap. According
to Florida real estate developer Nitin Motwani, “SALT has been the number one theme when we
speak with finance companies about relocating or opening branch offices in Miami.”*? In January
2020, a Bank of America analysis found that lower-tax states gained $32 billion more in adjusted
gross income than higher-tax states in 2018, nearly twice the average amount since 2005. Finan-
cial Advisor Magazine later called the Bank of America report the “hardest evidence yet” that the
2017 tax cuts, and specifically the SALT deduction cap, are disproportionately hurting states like
Massachusetts and New York.™

Bloomberg News reported on July 28, 2021 that New York City Democratic mayoral nominee
Eric Adams has grave concerns over the SALT limitation. Adams “told a group of House law-
makers that the limit on the state and local tax deduction enacted in 2017 is a top issue harming
the city, according to two congressional aides familiar with the conversation.”*

According to Roll Call, many Democrats support a compromise with partial SALT cap relief
being included in the fall 2021 budget reconciliation bill.'

CNBC reported in June 2021 that two compromise proposals appear to be gaining momen-
tum. One establishes an income threshold to allow taxpayers with incomes of less than $400,000
to take an unlimited SALT deduction and those making more than $400,000 to take no more
than $10,000 in SALT deductions. The other raises the $10,000 limit on SALT deductions to
$20,000 or $25,000. 17 If either of these compromises prevails, it would do little to change the
impact of the SALT cap on the proposed Massachusetts surtax.

The SALT limitation has met both friend and foe across the aisle. When President Biden
entered office, some presumed the administration would attempt to repeal the SALT limitation.'
However, it is uncertain whether this will happen, as SALT cap relief comes with a heavy price
tag, especially as the Biden administration is aiming to bolster environmental and social-welfare
programs.' Experts hypothesize that a partial repeal is the most likely course of action for the
immediate future.?® As of this writing, Congress has not passed legislation repealing or amending
the SALT limitation.

While efforts to address the impact of the SALT cap at the federal level are uncertain, Mas-
sachusetts, along with other states, is establishing a workaround to the SALT limitation for pass-
through entities. On July 16, 2021, Governor Baker signed the FY 2022 Massachusetts budget,
which included outside Section 39 — entitled “Taxation of Pass-Through Entities” (PTEs), which
he returned to the legislature unsigned.”*!

Section 39 is intended to lessen the impact of the $10,000 SALT cap on federal taxes paid by
Massachusetts taxpayers who report income from PTEs. These entities can include S corpora-
tions, partnerships, and LLCs. Under Section 39, an eligible PTE may elect to pay an excise on its
income taxable in Massachusetts at a rate of 5 percent, qualifying members to be eligible for a tax
credit on Massachusetts tax returns equal to 90 percent of their share of excise paid by the PTE.
Qualified members of PTEs include natural persons, trusts, and estates. Under Governor Baker’s
proposal, the credit would be 100 percent of the excise paid.

Under the legislature’s version, if a PTE elects to use the Section 39 workaround, the Mas-
sachusetts Department of Revenue (DOR) will receive more in total revenue from the PTE and
its members than it otherwise would have received. This is due to the PTE paying the excise, and
members paying a 5 percent tax on the 10 percent of pass-through income that is not offset by the
90 percent tax credit. Therefore, DOR will receive a total of 5.5 percent of entity taxable income
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from PTEs electing to use the SALT cap workaround, 5 percent excise from the entity and 0.5
percent income tax from the member. That is, unless DOR determines that the entity-level tax
payment reduces the owner’s distributive share of income for M A tax purposes.

'The Governor’s proposed amendment was filed in the House of Representatives on August 5,
2021. As of this writing, the matter has not been taken up for further action.

In November 2020, the IRS issued an advisory greenlighting this SALT cap workaround. It
announced that future IRS guidance would provide that taxes paid by a partnership or S corpora-
tion to a state, a political subdivision of a state, or the District of Columbia would be recognized
as legitimate deductible expenses on PTE federal tax returns. This is applicable without regard to
whether liability for the income tax is the result of an election by the entity, or whether sharehold-
ers receive a deduction, exclusion, credit, or other tax benefit that is based on their share of the
amount paid by the partnership or S corporation to satisfy its income tax liability.

The federal government does not require PTEs to pay federal taxes on net income; instead
PTE members pay taxes on their proportionate share of income passed through by the PTE entity.
By allowing a deductible expense at the entity level of a 5 percent excise paid to the Massachusetts
DOR, the IRS effectively lifts the SALT cap on PTE income on federal tax returns. Analysis of
Internal Revenue Service data from tax year 2018 show that 33.5 percent of the income of Massa-
chusetts taxpayers with AGIs of $1 million or more came from partnerships and S corporations.*

The tax law changes that may be made by Section 39 of the FY2022 Massachusetts state
budget do not diminish the amount of surtax payments Massachusetts taxpayers will owe DOR
if state voters approve the graduated income tax. This is due to the language of the proposed
amendment that states: “there shall be an additional tax of 4 percent on that portion of annual
taxable income in excess of $1,000,000 (one million dollars) reported on any return related to those
taxes.”? Section 39 does not change the amount of taxable income that a pass-through entity is
responsible to report to its members as their proportionate share of taxable income. It appears that
neither the Section 39 tax credit nor the taxpayer’s state tax liability are relevant to the proposed
constitutional amendment because the additional 4 percent surtax is charged by calculating the

total amount of annual taxable income, not the amount of taxes due on that income.

Two Tax Hikes Join Forces

While the proposed surtax would make Massachusetts’ top nominal income tax rate the sixth
highest in the nation, its effective tax rate could actually rank higher because of its high “SALT
burden.”?*

'The previously unlimited SALT deduction essentially reduced aggregated tax paid by allow-
ing taxpayers to deduct state taxes against federal income. According to the estimate made by
the Massachusetts Department of Revenue prior to adoption of the federal SALT limitation, the
average Massachusetts taxpayer who would become subject to the proposed surtax was expected
to pay $160,786 in state income taxes in 2019.% At the top federal tax rate of 37 percent, that
taxpayer would have received an after-tax benefit of $59,491 on his or her federal taxes as a result
of the unlimited SALT deduction of $160,786 of state income taxes paid by him or her (i.e. 37%
x $160,786=$59,491).% This $59,491 benefit had the effect of reducing the average state income
tax paid by taxpayers in this income category, when aggregated with the federal SALT deduction,
from $160,786 to $101,295. After the SALT limitation was capped at $10,000, the average tax
savings from the SALT deduction among those who itemize deductions dropped from $59,491
to $3,700, or 37 percent of $10,000. Thus, the SALT limitation increased the average aggregate
income tax paid by Massachusetts taxpayers with incomes of more than $1 million from $101,295
to $157,086, after taking the SALT deduction into account. This represents the effect of the
SALT limitation prior to consideration of the proposed surtax.

According to tax revenue estimates prepared by the Massachusetts DOR in 2015, the average
state income tax paid by a taxpayer earning at least $1 million in tax year 2019 was expected to
increase from $160,786 to $254,355 if the surtax were enacted, an increase of 58.2 percent, not
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counting the deductibility of SALT payments on federal taxes.”” But enactment of the SALT
limitation has made the relative increase much larger, — 147.5 percent— when the TCJA’s cap

on SALT deductions is included (see Figure 4).

Figure 4: Average net Massachusetts income tax among millionaires after federal tax savings
due to the SALT deduction, 2019

Pre-Surtax/ Pre-Surtax/ Post-Surtax/ Post-Surtax/
Pre-SALT Cap Post-SALT Cap Pre-SALT CAP Post-SALT Cap

Average AGI of MA taxpayer with AGI
of $1M or more

$3,407,240 $3,407,240 $3,407,240 $3,407,240

Average MA income tax owed $160,786 $160,786 $254,355 $254,355

Percentage increase in MA income tax on
all income from amount due pre-surtax, N/A 0.0% 58.2% 58.2%
pre-SALT cap

Average tax savings due to SALT

deduction (at 37% tax rate) 359,491 33,700 594,11 33,700

Average MA income tax less benefit of

federal SALT deduction $101,295 $157,086 $160,244 $250,655

Percentage increase in MA income tax
on allincome less benefit of federal SALT ~ N/A 55.1% 58.2% 147.5%
deduction from pre-surtax, pre-SALT cap

Average MA income tax after SALT

deduction as share of average AGI 3.0% 4.6% 4.7% 74%

DOR estimated that a total of $47.1 billion of income would become subject to the surtax in
tax year 2019 if the proposal were enacted.?® This represented an average of $2,407,240 of income
per affected taxpayer who would owe, on average, $96,290 in surtax payments. After enactment
of the SALT limitation, these taxpayers were limited to a total of $10,000 of itemized deductions
for all state and local taxes, including state income taxes, real estate taxes, and personal property
taxes.

The limitation of deductibility of SALT expenses may be offset in whole or in part by other
elements of the TCJA that impact taxpayers differently depending upon specific components of
their tax returns. These elements include a reduction in the top marginal tax rate from 39.6 per-
cent to 37 percent for couples filing jointly, a reduction in rates in lower tax brackets, an exemption
of up to 20 percent of income from pass-through entities such as LL.Cs and Subchapter S corpora-
tions, amendments to the alternative minimum tax (AMT), and the repeal of the Pease limitation
on itemized deductions.”” However, unlike the SALT deduction cap, there’s not much evidence
that these changes have disproportionately affected Massachusetts taxpayers, as opposed to those
in other states. Thus, while the TCJA reduced federal tax obligations for most Americans, it also
made Massachusetts a relatively less attractive place to live, work, and do business compared to
other states.

As further evidence of how the SALT cap disadvantages Massachusetts, consider that in 2017,
the value of the SALT deduction for Massachusetts taxpayers was equivalent to 6.5 percent of
the state’s adjusted gross income, but to U.S. taxpayers it was just 5.6 percent of national AGI. By
2018, the Tax Cuts and Jobs Act had reduced these figures to 1.2 percent and 1.1 percent, respec-
tively, much closer to parity.*® Thus, what used to be a tax code provision that gave Massachusetts
residents much more of a tax break than many other Americans now confers similar benefits to
all. While this may be more fair, it could also make Massachusetts taxpayers more likely to leave
under the graduated income tax, as the federal tax code now does little to mitigate the burden on
residents of high-tax states.

Thus, while the TCJA
reduced federal tax
obligations for most
Americans, it also
made Massachusetts a
relatively less attractive
place to live, work, and
do business compared
to other states.
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While the proposed tax increase would make Massachusetts’ top nominal tax rate the sixth
highest in the country at 9 percent, its effective tax rate could rank even higher because Massa-
chusetts does not allow taxpayers to take many itemized deductions offered by the five states with
higher nominal tax rates, i.e. California (13.3 percent), Hawaii (11 percent), New Jersey (10.75
percent), Oregon (9.9 percent), and Minnesota (9.85 percent).* All the states with top income
tax rates nominally higher than that of Massachusetts, except for New Jersey, allow taxpayers to
itemize deductions. California, Hawaii, Oregon and Minnesota allow their taxpayers to deduct
home mortgage interest and local property taxes, while Massachusetts does not.*> Oregon allows
taxpayers a deduction of up to $6,950 for federal income taxes paid in prior years, while Massa-

chusetts does not.*

Conclusion

After the authors of the proposed graduated tax in Massachusetts submitted their proposal for
legislative approval in 2017, the federal government placed a $10,000 limitation of deductibility
of state and local taxes on federal tax returns. This unforeseen change in the federal tax code
had the effect of turning what would have been a 58 percent increase in average state income tax
payments among Massachusetts millionaires, from $160,786 to $254,355, into what is essentially
a 147 percent increase when the federal SALT limitation is included in the calculation. This
substantial change should be taken into consideration by voters when they contemplate approving
the surtax proposal. As noted by prominent economist Larry Summers, a so-called millionaire’s
tax has the real potential to send a state into a downward spiral when exacerbated by the SALT
limitation. Massachusetts has already been identified as the fourth hardest hit state by the SALT
deduction. Doubling the average net income tax in Massachusetts, after taking into account the
SALT deduction, risks following in the footsteps of states like Connecticut and Illinois, whose
tax policies have contributed to perennial budget gaps and prolonged economic stagnation.

Acknowledgements

Pioneer owes a debt of gratitude to Joseph X. Donovan of Fauver Legal and David Nagle of
Sullivan & Worcester LLP for their generous contributions of time and substance to this white

paper.

10

This unforeseen change
in the federal tax code
had the effect of turning
what would have been
a 58 percent increase
in average state

income tax payments
among Massachusetts
millionaires, from
$160,786 to $254,355,
into what is essentially
a 147 percent increase.



THE SALT CAP: AN ACCELERATOR FOR TAX FLIGHT FROM MASSACHUSETTS

Endnotes

1

10

11

12

13

14
15

Andrew Mikula, “New Study Finds Pandemic-Spurred
Technologies Lowered Barriers to Exit in High-Cost States,”
Pioneer Institute for Public Policy Research, February 10, 2021,
https://pioneerinstitute.org/covid/covid-economy/new-study-finds-

pandemic-spurred-technologies-lowered-barriers-to-exit-in-high-

cost-states/

United States Internal Revenue Service, “SOI Tax Stats - Historic
Table 2,” United States Department of the Treasury, last updated
September 15, 2020, https://www.irs.gov/statistics/soi-tax-stats-
historic-table-2

Internal Revenue Service, “2018 Schedule A (Form 1040),” United
States Department of the Treasury, last updated January 2020,
https://www.irs.gov/pub/irs-prior/f1040sa--2018.pdf

Ibid.

IRS, Individual Income Tax Returns Complete Report, Tax Years
2017 and 2018. Table 2.1. https://www.irs.gov/pub/irs-pdf/p1304.
pdf. Pioneer Institute analysis

Joint Committee on Taxation of the U.S. Congress, Background
On The Itemized Deduction For State And Local Taxes. https://
www.jct.2ov/CMSPages/GetFile.aspx?guid=elalf68c-f946-4d17-
bf02-156690094d9f

Andrew Osterland, “State and local tax breaks could be revived, but
not without a fight,” CNBC LLC, last updated January 20, 2021,
https://www.cnbc.com/2021/01/20/state-and-local-tax-breaks-
could-be-revived-but-not-without-a-fight.html

Office of the Governor of New York, “SALT Letter to Biden,” State
of New York, April 1, 2021, https://www.governor.ny.gov/sites/
default/files/atoms/files/SALT_Letter_to_Biden.pdf

Christopher Condon, “Summers Says New York’s Millionaires
Tax Risks ‘Downward Spiral’,” Bloomberg Wealth, April 9, 2021,
https://www.bloomberg.com/news/articles/2021-04-09/summers-

says-new-york-s-millionaires-tax-risks-downward-spiral

Trevor Craft et al., “The Economic Impact of Losing the Full
Deductibility of State and Local Taxes in New York State,”
Rockefeller Institute of Government, May 14, 2020, https://
rockinst.org/wp-content/uploads/2020/05/Impact-of~SALT_

web.pdf

Howard Chernick, “The 2017 Federal Tax Cuts and Jobs Act:
Its Impact on Massachusetts and New York,” University of
Massachusetts Donahue Institute, 2018, https://donahue.umass.
edu/documents/MB_061818.pdf

Chris Edwards, “Tax Reform and Interstate Migration,” Cato
Institute, September 6, 2018, https:/www.cato.org/tax-budget-

bulletin/tax-reform-interstate-migration

Martin Z. Braun, “Trump’s SALT Cap Fuels A Wealth Exodus
From High-Tax States,” Financial Advisor Magazine, January 15,

2020, fa-mag.com/news/trump-s-salt-cap-fuels-a-wealth-exodus-
from-high-tax-states-53587.html

1bid.

Laura Davison, “SALT Cap Is Hurting New York City, Adams
Tells House Lawmakers”, Bloomberg News, 28 July 2021. https:/
www.bloomberg.com/news/articles/2021-07-28/salt-cap-is-hurting-

new-york-city-adams-tells-house-lawmakers

11

16

17

18

19

20
21

22

23

24

25

Lindsey McPherson, “Democrats search for sweet spot on
‘SALT’ deduction,” Roll Call, July 1, 2021, https://www.rollcall.
com/2021/07/01/democrats-search-for-sweet-spot-on-salt-
deduction/

Robert Frank, “State and local tax cap may be here to stay for the
highest earners in high tax states,” CNBC LLC, last updated June
28, 2021, https://www.cnbc.com/2021/06/28/state-and-local-tax-
cap-may-be-here-to-stay-for-the-highest-earners.html

Andy Bollman, “Your Money: Some States Are Allowing SALT
Cap Workarounds. Is Massachusetts One of Them?”, The Patriot
Ledger, 4 August 2021. https://www.patriotledger.com/story/
business/2021/08/04/state-and-local-tax-deduction-has-generated-
buzz-tax-world-salt-tax-cuts-jobs-act/5482082001/

Rick Newman, “The Sneaky Tax Move Democrats Are Planning”,
Yahoo! Finance, 17 August 2021. https://finance.yahoo.com/
news/the-sneaky-tax-move-democrats-are-planning-202840517.
html?guccounter=1&guce_referrer=aHROcHM6Ly93d3cuZ29v
Z2x1LmNvbS8&gucereferrer_sig=AQA A ANauieO17t8rfla3XF9
uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13j;5UWY
RQPTIDF8XURIKbboNG46SK_VxyQ jxUAJnWKYXeOi32
vm8bNKCfOC7ZcpLdiBmn3W5I7NGYCTER939DtjH-Nkh
ifVFh50sxIdwi33AJyEE

Ibid.

“FY 2022 Final Budget — Chapter 63D: Taxation of Pass-Through
Entities”, Commonwealth of Massachusetts, 16 July 2021. https://
malegislature.gov/budget/finalbudget

This statistic was derived from the following source: Internal

Revenue Service, “Individual Income and Tax Data, by State and
Size of Adjusted Gross Income, Tax Year 2018 (Massachusetts)”.
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2. First

considered was the AGI for individuals making over $1 million a
year in Massachusetts which amounted to $70,693,909. Second,
income from Partnership/S corporations net income (less loss)

was reported as $13,789,577. Third, net capital gain (less loss) was
reported as $24,416,803. According to IRS break down of capital
gains for tax year 2018 — see: “Returns with Income or Loss from
Sales of Capital Assets Reported on Form 1040, Schedule D:
Selected Items, by Size of Adjusted Gross Income, Tax Year 2018
(Filing Year 2019) https://www.irs.gov/pub/irs-soi/18in14acg.xls"—

40.5 percent of the net capital gain (less loss) for taxpayers with
incomes over $1 million came from Partnerships/S corporations,
amounting to $9,888,805. Thus, 33 percent of AGI for taxpayers
with incomes over $1 million is attributable to Partnerships/S
corporations.

The Commonwealth of Massachusetts, “House Docket 40197, 19
February 2021. Italics added by author. https://malegislature.gov/
Bills/192/H86.Html

Katherine Loughead, “State Individual Income Tax Rates and
Brackets for 2021,” Tax Foundation, February 17, 2021, https://

taxfoundation.org/state-income-tax-rates-2021/

Kazim P. Ozyurt, “Raise Up Statistics (9-24-2015),” Massachusetts
Department of Revenue, September 24, 2015, Raise Up Statistics
(9-24-2015).xlsx


https://pioneerinstitute.org/covid/covid-economy/new-study-finds-pandemic-spurred-technologies-lowered-barriers-to-exit-in-high-cost-states/
https://pioneerinstitute.org/covid/covid-economy/new-study-finds-pandemic-spurred-technologies-lowered-barriers-to-exit-in-high-cost-states/
https://pioneerinstitute.org/covid/covid-economy/new-study-finds-pandemic-spurred-technologies-lowered-barriers-to-exit-in-high-cost-states/
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://www.irs.gov/pub/irs-prior/f1040sa--2018.pdf
https://www.irs.gov/pub/irs-pdf/p1304.pdf
https://www.irs.gov/pub/irs-pdf/p1304.pdf
https://www.jct.gov/CMSPages/GetFile.aspx?guid=e1a1f68c-f946-4d17-bf02-156690094d9f
https://www.jct.gov/CMSPages/GetFile.aspx?guid=e1a1f68c-f946-4d17-bf02-156690094d9f
https://www.jct.gov/CMSPages/GetFile.aspx?guid=e1a1f68c-f946-4d17-bf02-156690094d9f
https://www.cnbc.com/2021/01/20/state-and-local-tax-breaks-could-be-revived-but-not-without-a-fight.html
https://www.cnbc.com/2021/01/20/state-and-local-tax-breaks-could-be-revived-but-not-without-a-fight.html
https://www.governor.ny.gov/sites/default/files/atoms/files/SALT_Letter_to_Biden.pdf
https://www.governor.ny.gov/sites/default/files/atoms/files/SALT_Letter_to_Biden.pdf
https://www.bloomberg.com/news/articles/2021-04-09/summers-says-new-york-s-millionaires-tax-risks-downward-spiral
https://www.bloomberg.com/news/articles/2021-04-09/summers-says-new-york-s-millionaires-tax-risks-downward-spiral
https://rockinst.org/wp-content/uploads/2020/05/Impact-of-SALT_web.pdf
https://rockinst.org/wp-content/uploads/2020/05/Impact-of-SALT_web.pdf
https://rockinst.org/wp-content/uploads/2020/05/Impact-of-SALT_web.pdf
https://donahue.umass.edu/documents/MB_061818.pdf
https://donahue.umass.edu/documents/MB_061818.pdf
https://www.cato.org/tax-budget-bulletin/tax-reform-interstate-migration
https://www.cato.org/tax-budget-bulletin/tax-reform-interstate-migration
http://fa-mag.com/news/trump-s-salt-cap-fuels-a-wealth-exodus-from-high-tax-states-53587.html
http://fa-mag.com/news/trump-s-salt-cap-fuels-a-wealth-exodus-from-high-tax-states-53587.html
https://www.bloomberg.com/news/articles/2021-07-28/salt-cap-is-hurting-new-york-city-adams-tells-house-lawmakers
https://www.bloomberg.com/news/articles/2021-07-28/salt-cap-is-hurting-new-york-city-adams-tells-house-lawmakers
https://www.bloomberg.com/news/articles/2021-07-28/salt-cap-is-hurting-new-york-city-adams-tells-house-lawmakers
https://www.rollcall.com/2021/07/01/democrats-search-for-sweet-spot-on-salt-deduction/
https://www.rollcall.com/2021/07/01/democrats-search-for-sweet-spot-on-salt-deduction/
https://www.rollcall.com/2021/07/01/democrats-search-for-sweet-spot-on-salt-deduction/
https://www.cnbc.com/2021/06/28/state-and-local-tax-cap-may-be-here-to-stay-for-the-highest-earners.html
https://www.cnbc.com/2021/06/28/state-and-local-tax-cap-may-be-here-to-stay-for-the-highest-earners.html
https://www.patriotledger.com/story/business/2021/08/04/state-and-local-tax-deduction-has-generated-buzz-tax-world-salt-tax-cuts-jobs-act/5482082001/
https://www.patriotledger.com/story/business/2021/08/04/state-and-local-tax-deduction-has-generated-buzz-tax-world-salt-tax-cuts-jobs-act/5482082001/
https://www.patriotledger.com/story/business/2021/08/04/state-and-local-tax-deduction-has-generated-buzz-tax-world-salt-tax-cuts-jobs-act/5482082001/
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://finance.yahoo.com/news/the-sneaky-tax-move-democrats-are-planning-202840517.html?guccounter=1&guce_referrer=aHR0cHM6Ly93d3cuZ29vZ2xlLmNvbS8&guce_referrer_sig=AQAAANauieO17t8rfla3XF9uFIQI7QKbDXeFOXbsTrrfZkijGx2eiAM3tMsVy13jj5UWYRQPT9lDF8XURlKbboNG46SK_VxyQjxUflJnWKYXeOi32vm8bNKCf0C7ZcpLdiBmn3W5I7NGYCTER939DtjH-NkhjfVFh5Osxldwi33AJyEE
https://malegislature.gov/budget/finalbudget
https://malegislature.gov/budget/finalbudget
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://www.irs.gov/pub/irs-soi/18in14acg.xls
https://malegislature.gov/Bills/192/H86.Html
https://malegislature.gov/Bills/192/H86.Html
https://taxfoundation.org/state-income-tax-rates-2021/
https://taxfoundation.org/state-income-tax-rates-2021/

26

27

28
29

30

31

32

33

THE SALT CAP: AN ACCELERATOR FOR TAX FLIGHT FROM MASSACHUSETTS

United States Internal Revenue Service, “SOI Tax Stats - Historic
Table 2,” United States Department of the Treasury, last updated
September 15, 2020, https://www.irs.gov/statistics/soi-tax-stats-
historic-table-2

Kazim P. Ozyurt, “Raise Up Statistics (9-24-2015),” Massachusetts
Department of Revenue, September 24, 2015, Raise Up Statistics
(9-24-2015).xlsx

Kazim P. Ozyurt, “Raise Up Statistics (9-24-2015),” Massachusetts
Department of Revenue, September 24, 2015, Raise Up Statistics
(9-24-2015).xlsx

1bid.

Smith & Howard, “2018 Tax Cuts & Jobs Act Overview,” March
2018, https://www.smith-howard.com/2018-tax-cuts-jobs-act-
overview/

United States Internal Revenue Service, “SOI Tax Stats - Historic
Table 2,” United States Department of the Treasury, last updated
September 15, 2020, https://www.irs.gov/statistics/soi-tax-stats-
historic-table-2

Katherine Loughead, “State Individual Income Tax Rates and
Brackets for 2021,” Tax Foundation, February 17, 2021, https://
taxfoundation.org/state-income-tax-rates-2021/

Tax Policy Center, “State Treatment of Itemized Deductions,”
Urban Institute & Brookings Institution, December 8, 2020,
https://www.taxpolicycenter.org/statistics/state-treatment-itemized-

deductions

Franchise Tax Board, “Tax deduction - Charitable contributions
and others,” State of California, last updated July 15, 2020, https://
www.ftb.ca.gov/about-ftb/newsroom/tax-news/march-2019/tax-
deduction.html

Oregon Department of Revenue, “Oregon 2020 Individual
Income Tax Guide,” State of Oregon, last updated March 26,
2021, https://www.oregon.gov/dor/forms/FormsPubs/publication-
or-17_101-431_2020.pdf

12


https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://www.smith-howard.com/2018-tax-cuts-jobs-act-overview/
https://www.smith-howard.com/2018-tax-cuts-jobs-act-overview/
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
https://taxfoundation.org/state-income-tax-rates-2021/
https://taxfoundation.org/state-income-tax-rates-2021/
https://www.taxpolicycenter.org/statistics/state-treatment-itemized-deductions
https://www.taxpolicycenter.org/statistics/state-treatment-itemized-deductions
https://www.ftb.ca.gov/about-ftb/newsroom/tax-news/march-2019/tax-deduction.html
https://www.ftb.ca.gov/about-ftb/newsroom/tax-news/march-2019/tax-deduction.html
https://www.ftb.ca.gov/about-ftb/newsroom/tax-news/march-2019/tax-deduction.html
https://www.oregon.gov/dor/forms/FormsPubs/publication-or-17_101-431_2020.pdf
https://www.oregon.gov/dor/forms/FormsPubs/publication-or-17_101-431_2020.pdf

THE SALT CAP: AN ACCELERATOR FOR TAX FLIGHT FROM MASSACHUSETTS

About the Authors

Gregory Sullivan is Pioneer’s Research Director. Prior to
joining Pioneer, Sullivan served two five-year terms as Inspec-
tor General of the Commonwealth of Massachu-setts and
was a 17-year member of the Massachusetts House of Rep-
resentatives. Greg is a Certified Fraud Investigator, and holds
degrees from Harvard College, The Kenne-dy School of Pub-
lic Administration, and the Sloan School at MIT.

Andrew Mikula is a former Economic Research Analyst
at Pioneer Institute and current candidate for a Master’s in

Urban Planning at Harvard University.

Liv Leone is a Research Associate at Pioneer Institute. Liv
holds a bachelor’s and a master’s degree in political science
from Boston University. Joining Pioneer in 2021, she conducts
research with data from MassEconomix, and supports Pio-

neer’s fields of research, including taxation and regulation.

13

Mission

Pioneer Institute develops and communicates dynamic ideas
that advance prosperity and a vibrant civic life in Massachu-
setts and beyond.

Vision

Success for Pioneer is when the citizens of our state and nation
prosper and our society thrives because we enjoy world-class
options in education, healthcare, transportation and economic
opportunity, and when our government is limited, accountable
and transparent.

Values

Pioneer believes that America is at its best when our citizenry
is well-educated, committed to liberty, personal responsibili-
ty, and free enterprise, and both willing and able to test their

beliefs based on facts and the free exchange of ideas.



PIONEER INSTITUTE O 185 Devonshire Street, Suite 1101 Boston MA 02110 @ 617.723.2277
PUBLIC POLICY RESEARCH O www.pioneerinstitute.org @ Facebook.com/Pioneerlnstitute € Twitter.com/PioneerBoston



http://pioneerinstitute.org

