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Introduction to ITEP

The Institute on Taxation and Economic Policy (ITEP) 
is a non-profit, non-partisan research organization 
that works on federal, state, and local tax policy 
issues. 

ITEP's mission is to ensure that elected officials, the 
media, and the general public have access to accurate, 
timely, and straightforward information that allows them 
to understand the effects of current and proposed tax 
policies with an emphasis on tax-incidence analysis.



What Is Tax Incidence Analysis?

 Provides answers to two vital policy questions:

 Cost (or yield) of proposed tax cuts (or tax increases)

 Impact of tax changes on taxpayers at different income 
levels

 Why is it important?



Example: 2016 Arkansas Tax Cut

 Intention

 “The Governor’s plan will focus on lower income 
Arkansans who earn between $0 and $20,999 
annually…”

 “I am excited to unveil this new round of tax cuts as a part of my 
continued commitment to flattening the state income tax. This 
cut moves the state toward that goal by removing the tax 
burden on the lowest income Arkansans.”



Example: 2016 Arkansas Tax Cut

 Impact



• Adequacy, Sustainability
• Neutrality, Equity
• Simplicity, Transparency
• Competitiveness

Principles to Guide Tax Reform



• Adequacy, Sustainability
• Neutrality, Equity
• Simplicity, Transparency
• Competitiveness

Values of Taxation



Economic Growth in States with High Income Taxes and No Income Taxes 
Growth in Real GDP per Capita, 2005-2015



• Adequacy
• Sustainability
• Neutrality, Equity

How Does Arkansas Fare?



• Adequacy

• Sustainability
• Neutrality, Equity

How Does Arkansas Fare?



High Reliance on Sales Taxes
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Base Erosion Over Time



• Adequacy
• Sustainability

• Neutrality (aka Equity)

How Does Arkansas Fare?



How Does Arkansas Fare?



State/Local Tax Codes are Regressive
Taxes as share of income by income group
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Income Inequality Index



Highest Taxes on the Poor



This regressive pattern results from the interaction between personal 
income taxes, sales and excise taxes, property taxes, and other taxes.
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Prominent Features of Regressive Tax Systems

• High reliance on sales / consumption taxes

• Groceries included in sales tax base

• Income taxes

• Low

• Flat

• Nonexistent

• Lack of refundable credits to offset regressive taxes



Wide Variation in “Progressive” Income Taxes
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• Modernize the sales tax

• Avoid harmful shifts from the Income to Sales Tax

• Enact a refundable Earned Income Tax Credit (EITC)

Recommended Reforms



Offer a Targeted Credit instead of a Broad Exemption

 Grocery exemption cost approximately $190 million in 
2018

 Exemption vs. Refundable Credit:
 Lost tax revenues

 Targeting

 Volatility

 Administrative costs



Credit Options



Credit Options

 Design choices:
 Refundability a must

 Family Size?

 Income test?

 Phase out?

 Earned Income Tax Credits

(EITC) good alternative /

complementary policy

Source: Maine Sales Tax Fairness Credit



Credit Options

 Credit Option 1:
 Refundable sales tax credit of $75 per filer and dependents

 Available up to $75,000 for taxpayers without children; increase income eligibility 
by $5,000 for each kid up to maximum of $100,000

 Cost: $119 million

 Credit Option 2: 
 Refundable sales tax credit of $125 per filer and dependents

 Available up to $50,000 for taxpayers without children; increase income eligibility 
by $5,000 for each kid up to maximum of $75,000

 Cost: $190 million



Credit Options



• Modernize the sales tax

• Avoid harmful shifts from the Income 
to Sales Tax

• Enact a refundable Earned Income Tax Credit (EITC)

Recommended Reforms



Arkansas’ Income Taxes Fall More on Well-off, Sales 
Taxes Take More from Typical Families



Lessons from Kansas

 Kansas Gov. Brownback and legislators enacted a nearly $800 
million personal income tax cut
 Exempted all pass through income from PIT

 Repealed low-income tax credits

 Reduced tax rate structure from three brackets to two and lowered rates.

 Later hiked sales and cigarette taxes



• Hoped for economic gains haven’t happened

o Before 2014 cuts, NC outpaced nation and performed in 
line with neighboring states even with highest income tax 
rates in the region (and higher rates than today).

o Since 2014 cuts, lagging GA & SC in GDP and private 
sector job growth and lagging nation’s growth

• The budget crisis is coming

Lessons from North Carolina



Lessons from North Carolina



Lessons from North Carolina



• Modernize the sales tax

• Avoid harmful shifts from the Income to Sales Tax

• Enact a refundable Earned Income Tax 
Credit (EITC)

Recommended Reforms



Earned Income Tax Credits (EITC) 
in the States



Earned Income Tax Credit (EITC) 
Distribution



Earned Income Tax Credit (EITC) 
Distribution



By…

• Modernizing the sales tax

• Avoiding harmful shifts from the Income to Sales Tax

• Enacting a refundable Earned Income Tax Credit 
(EITC)

…Arkansas lawmakers can improve the adequacy, sustainability, 
and neutrality/equity of its tax system, thereby ensuring it has the 
resources to meet the needs for public goods today and in the 
future and raises those resources in a way that doesn’t advantage 
or disadvantage certain residents over others. 

Summary



Thank you for your time and attention!

Questions?



Contact Info

Lisa Christensen Gee
lisa@itep.org

202-299-1066, ext. 27

www.itep.org



About the ITEP Microsimulation Model

 A tax incidence model. Built in 1994-1996, but still evolving in 2016

 Designed to:  

 Predict the distributional effect of proposed tax changes on taxpayers at 
different income levels

 Predict the revenue gain (loss) from proposed tax changes

 Estimate the impact of current state and local taxes in all 50 states

 Measure the interaction between state and federal tax changes

 Employs the same technology used by the US Treasury, Congressional Joint 
Committee on Taxation, Congressional Budget Office, and some state departments 
of revenue (e.g. TX, MN, ME)

 Consists of four basic modules:  personal income tax, property tax, consumption 
tax, and business tax
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