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EXECUTIVE SUMMARY

* Under the current revenue limit calculation, Massachusetts taxpayers have
only received two refunds in the last four decades. This amounts to roughly
S833 per taxpayer in the history of the law.

* The current revenue cap has not constrained budget growth, instead budget
spending levels have grown at nearly double the rate of Massachusetts
average wages and local inflation.

« Under the revised revenue limit rooted in actual tax collections,
Massachusetts taxpayers would have received a refund 24 times in the last
four decades. This amounts to nearly $19 billion in taxes that should have been
given back to taxpayers.

« Every year, the amount that would have been refunded would be different, but
the average Massachusetts taxpayer could have received roughly $5,320 if
they lived and paid taxes in Massachusetts for the last four decades.

* Based on this history, Massachusetts taxpayers can expect to receive
thousands of dollars in future excess revenue refunds under the proposed
change to the revenue cap.
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INTRODUCTION

Back in 1986, Massachusetts voters passed a law proposed by the Massachusetts High
Tech Council (MHTC) to try to promote fiscal responsibility by calculating how much every
year the state was allowed to collect in taxes, starting with 1986 actual revenue, adjusted
for wage growth every year. If collections surpassed this calculation, done annually by
the state Department of Revenue commissioner, the law said any excess revenues must
be refunded to taxpayers. The goal of the law was to prevent the state government from
over-collecting and over-spending without taxpayer consent, while keeping revenue

and spending tied to economic growth. Currently, Massachusetts is one of 19 states

that have a limit on how much the state government can collect in taxes, many of which
use economic indicators such as personal income, inflation, or population change to

limit growth of the cap. Massachusetts' current cap calculates growth for a given year

by a three-year average growth in average Massachusetts wage and salary levels as
measured by the Bureau of Economic Analysis.

This calculation capping “allowable” state revenues was enacted to constrain the amount
of revenue lawmakers could count on to spend in annual budgets. However, it has rarely
ever been triggered in its four-decade history. This is because the current method calculates
an overly high limit, based on the calculated cap — or highest possible revenue amount
"allowable” — from the year prior, which is then increased by the amount of wage and salary
growth over the previous three years. This allowable revenue calculation began in 1987 using
1986 actual revenue plus the last three years of actual wage and salary growth.”

Existing cap formula:

WY—1 — WY—Z + WY—Z — WY—3 + WY—3 — WY—4
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Allowableyy = Allowabley_, * |1 +

Where:
Allowable = allowable revenue cap as calculated by the state Department of
Revenue commissioner in a given year
Y =year
W = Average wage and salary amount for Massachusetts as reported by the
Bureau of Economic Analysis

1 Massachusetts General Laws, Title IX, Chapter 62F, Section 2: https://malegislature.gov/Laws/
GeneralLaws/Partl/TitlelX/Chapter62F/Section2
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This formula does not consider that tax collections from the previous year may have

been lower than this “allowable” amount. As a result, basing future years' allowable limits
based on a larger-than-actual revenue amount inflates those future year limits, potentially
leaving room for the state to collect significantly more in taxes in future years than it needs
with artificially high limits.

State tax collections have indeed jumped significantly over the past four decades,
and the existing cap has not constrained Massachusetts’ budget growth. Since 2010,
Massachusetts approved budget spending has grown by 114%, faster than the rate of
wages (62%) and even faster compared to inflation (42%).

While the original cap was well-intended, additional adjustments to the law would make it
more effective at capping revenue, and therefore spending, and provide taxpayers with
more refunds of excess revenue dollars.

A revised proposal by the Mass High Tech Council (MHTC) would change the way the

cap limit was calculated to instead be rooted in real-time Massachusetts revenue. MHTC
proposes revising the revenue cap to be based on actual collected revenue from the prior
year, adjusted for economic growth, instead of the allowable revenue limit calculated in
the prior year. This provides a more sustainable growth model for state revenues,? and
ensures taxpayers do not suddenly find themselves on the hook for increased budget
spending well above previous years' levels.

Wy =Wyp  Wyp =Wyos Wy = Wys
WY—Z WY—3 WY—4—
3

Allowableyy, = Actualy_4 * |1+

Where:
Allowable = allowable revenue cap as calculated by the state Department of
Revenue commissioner in a given year
Actual = actual total state tax revenue as reported by the state Department of Revenue
Y = year
W = Average wage and salary amount for Massachusetts as reported by the
Bureau of Economic Analysis

This analysis looks at the current law’s revenue cap and how it has affected taxpayers,
compared to how this revised proposal would stack up with existing tax collections by year.
From this, we estimate the revision could return more dollars back into taxpayers' pockets.

2 Beacon Hill Institute: https://web.archive.org/web/20130210161600/http://www.beaconhill.org/
NewsLink/NLVé4/vén4RealTa
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FINDINGS

To understand the impacts of tying the existing revenue limit to actual tax collections,

we estimate what the MHTC cap would have looked like every year since 1986 using
Department of Revenue-reported revenue amounts, and where excess values would have
been returned to taxpayers.

In order to determine estimates of the MHTC-proposed revision to Massachusetts
revenue cap, we used data for “"total state taxes” from all online Department of Revenue
Annual Reports from Fiscal Years 1986 to 2024.° For the rest of the calculation, we use
Massachusetts’' average wage and salary amounts published by the U.S. Bureau of
Economic Analysis as prescribed in the original low language.*

To determine the total amount of refunds under the existing cap and proposed revision
scenarios, we added up all instances the cap was less than the actual revenue collections
reported by the DOR, and then added the sum of those differences to calculate the total
amount over the history of the law that should have been returned to taxpayers. Allowable
revenue limits under the existing law were taken from the DOR.> To estimate an average
amount per taxpayer that should have been returned since 1987, we divided this sum by
the latest estimate of the number of Massachusetts taxpayers by the Internal Revenue
Service Statistics of Income data (last released for tax year 2022).° This data is not
available going back past 2010, so we use the average for 2022 taxpayers as a proxy to
understand the relative differences in refund effects between the two caps.

Because we are looking at what the estimated impacts would have been at the time,
these numbers are taken from annual Department of Revenue reports and are not
adjusted for inflation.

3 Commonwealth of Massachusetts Department of Revenue: https://www.mass.gov/lists/dor-annu-
al-reports#:~:text=0pen%20PDF%20file%2C%204.51%20MB,(English%2C%20PDF%201.46%20MB)

4 U.S. Bureau of Economic Analysis: https://apps.bea.gov/
iTable/?reqid=70&step=30&isuri=1&major_area=0&area=25000&
year=2021,2020,2019,2018,2017,2016,2015,2014,2013,2012,2011,2010,2009,2008,2007,2006,2005,200
4,2003,2002,2001,2000,1999,1998,1997,1996,1995,1994,1993,
1992,1991,1990,1989,1988,1987,1986,1985&tableid=488&year_end=-1&classification=non-indus
try&state=08&statistic=-1&yearbegin=-1&unit_of _measure=levels

5 Commonwealth of Massachusetts: https://www.mass.gov/info-details/chapter-62f-taxpayer-refunds

6 Internal Revenue Service: https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
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Under the current revenue limit calculation, Massachusetts taxpayers
have only received two refunds in the last four decades. This amounts to
roughly $833 per taxpayer in the history of the law.

Based on reporting by the Massachusetts Department of Revenue on certified
"allowable” revenue limits, the state’s tax revenue collections have only exceeded this
rate twice since 1987: Once triggering a refund of roughly $29 million back to taxpayers
in 1987, and the second time triggering a refund of roughly $2.9 billion in 2022.

MA's Existing Tax Revenue Limit Versus Actual Revenue
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Chart: Mass Opportunity Alliance » Source: Massachusetts Department of Revenue + Created with Datawrapper
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Since 2010, the rate of budget spending growth is roughly double the rate
of growth for Massachusetts average wages or local inflation.

The total budget spending amount for each fiscal year since 2010 has grown 114%,
according to state General Appropriations Act documentation. During the same time
frame, Massachusetts average wages’ have grown at half the rate (roughly 62%) and
inflation® has grown even slower (roughly 42%,).

Cumulative Growth of Massachusetts State Budget vs Cost of Living
Budget
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Calculated based on annual cumulative percent change of MA state approved budgets, CP! for Boston metro area, and QCEW average weekly wage
for Massachusetts.

Chart: Mass Opportunity Alliance « Created with Datawrapper

7 Bureau of Labor Statistics Quarterly Census of Employment and Wages: https://www.bls.gov/cew/
8 Bureau of Labor Statistics Consumer Price Index: https://www.bls.gov/regions/northeast/news-re-
lease/consumerpriceindex_boston.htm
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Under the revised revenue limit rooted in actual tax collections,
Massachusetts taxpayers would have received a refund 24 times in the
last four decades. This amounts to nearly $19 billion in potential excess
revenue that should have been given back to taxpayers.

Comparing Existing Cap & Proposed MHTC Cap Effects on
Taxpayer Refunds
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Chart: Mass Opportunity Alliance * Created with Datawrapper
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FINDING 4

Every year, the amount that would have been refunded would be different,
but the average Massachusetts taxpayer could have received back roughly
$5,320 if they paid taxes in Massachusetts for the last four decades.

Based on its 2022 refunds to taxpayers triggered by the existing DOR cap, Massachusetts
disburses refund amounts proportional to the amount of taxes paid in the prior year.
While individual tax liability determines how much each individual could receive,” the per-
taxpayer estimate for both the existing cap refunds and the revised cap refunds provides
a comparison of how taxpayers could benefit under the proposed changes.

The following presents how much each taxpayer (based on 2022 Internal Revenue Service
data) would have received since 1987 under the existing cap and under the proposed
revised cap — had they paid taxes in Massachusetts since the existing law went into place.

Total Sum of Per Taxpayer Refunds Since 1986 Under Two
Cap Scenarios

$5,320

$833

Existing DOR Cap Proposed MHTC Cap

Chart: Mass Opportunity Alliance * Created with Datawrapper

9 We are aware that the state disburses refunds proportional to an individual’'s previous years' tax
liability. In order to generate a meaningful comparison without access to individual filers' data (which
would be required to calculate individual refund payments) we estimate the total calculated refunds
per taxpayer to compare both methods of revenue caps. https://www.mass.gov/info-details/chap-
ter-62f-taxpayer-refunds
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CONCLUSIONS

Massachusetts is among several states that want to do right by taxpayers and
provide reasonable constraints on spending. However, the existing cap on revenue the
state is allowed to collect is not very effective at achieving this goal.

Since the current revenue cap went into place in 1987, state spending has ballooned
faster than local wages or inflation, and tax collections are higher than ever.

Instead, revising this cap by benchmarking it with actual previous tax revenue levels
would allow the law to effectively limit tax revenue collections, constrain the amount
lawmakers can spend every year, and refund thousands of dollars in excess revenues
back to taxpayers.



