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EXECUTIVE SUMMARY

Massachusetts currently imposes a 5% income tax on its residents. This policy brief
examines a proposed reduction to 4%, a change that could deliver financial relief to
taxpayers while stimulating broader economic growth. Our analysis of the potential
impact finds that a 1 percentage point cut would:

« Save the average Massachusetts taxpayer roughly $1,336 annually compared to
the status quo; and

« Increase state GDP by as much as $17.5 billion within three years of the full tax cut.

INTRODUCTION

The Bay State is known for its excellence in education, innovation, and its strong economy
that drives opportunity across the region. Despite these strengths, Massachusetts
residents and businesses face mounting financial pressures, including a high cost of

living, rising housing prices, and extensive taxes. The state faces a growing challenge as
residents and businesses are leaving or considering leaving Massachusetts due to high
taxes. Recent Mass Opportunity Alliance polling showed that 82 percent of residents
believe high taxes are driving people out of the state.! In fact, Massachusetts experienced
a net loss of 45,000 residents in 2022, and roughly two-thirds of individuals said the state’s
tax environment was a factor pushing people to move out of the state.?

These findings highlight widespread frustration with the current tax burdens and the idea
that Massachusetts is becoming increasingly unaffordable for working families, recent
graduates, and retirees alike. To address these challenges, our initiative proposes reducing
the state’s personal income tax rate from 5% to 4% over a three year period. The one
percentage point cut aims to put money back into taxpayers' pockets while positioning
Massachusetts for better long-term economic growth.

1 Massachusetts Opportunity Alliance: https://massopportunity.org/content/blog/polling-cost-of-liv-
ing-is-a-top-concern-for-residents/

2 Massachusetts Opportunity Alliance: https://massopportunity.org/content/blog/deep-dive-massa-
chusetts-taxes-are-top-concern-for-young-hispanic-and-suburban-residents/
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DATA & FINDINGS

Massachusetts taxpayers could save an average of $1,336 annually upon full
implementation of the 4% income tax rate.

To understand how a tax cut would impact resident taxpayers, we simulated estimates
of income tax collections under the current 5% rate as well as the proposal to fully cut
that rate down to 4%. These estimates are based on each tax rate applied to total
taxable income levels for each income bracket. These taxable income levels were
extrapolated using the latest year of data (2022) from the Internal Revenue Service
based on the 10-year historical growth rate by income bracket.

Taxpayer savings estimates are based on U.S. Internal Revenue Service Statistics

of Income (SOI)® data from 2010 through 2022, the most recent year available. This
dataset provides detailed individual income and tax data by state, including the
number of returns filed and total taxable income in Massachusetts. Using historical
growth trends, we projected taxable income and the number of tax returns in future
years to estimate taxpayer savings under a phased tax cut, beginning with a one-third
percentage point reduction in 2027 until reaching a full 1% cut by 2029.

While the amount of savings will vary depending on individual levels of taxable
income, the model shows tax savings for all Massachusetts taxpayers. Developing a
weighted average by the number of tax returns in each income bracket, the average
Massachusetts taxpayer would keep $1,336 annually in their pockets following an
income tax rate cut from 5% to 4%.

Average Tax Savings Per Year for Individuals

Time F One-Year Implementation Phased in Over 3 Years
me Frame (4% in 2027) (4% in 2029)
2027: $445
Weighted Average $1,336 2028: $944
2029: $1,502

3 U.S.Internal Revenue Service: https://www.irs.gov/statistics/soi-tax-stats-historic-table-2
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The data shows that reducing Massachusetts income tax rate from 5% to 4% would result
in significant tax savings for residents across all income levels. Based on projected taxable
income estimates and number of tax returns, the cut to a 4% income tax rate would save
the average Massachusetts taxpayer roughly $1,336 per year. In addition, if the tax cut
were to be phased in over a three year period, the average taxpayer could save roughly
$3,000 dollars by the time the full cut takes effect.

Added together, an income tax cut would yield billions in savings for all Massachusetts
taxpayers. Based on projected 2027 taxable income estimates, an income tax rate
reduction from 5% to 4% in 2027 would save roughly $4.81 billion for taxpayers that year
compared to the status quo 5% rate. The same reduction phased in over three years,
reaching 4% by 2029 would save taxpayers roughly $10.5 billion across those three years
compared to the status quo.

Total Tax Savings Per Year Statewide

Ti F One-Year Implementation Phased in Over 3 Years
ime Frame (4% in 2027) (4% in 2029)
$4.81 Billion 2027: $1.60 Billion
Total Tax Savings 2028: $3.41 Billion
2029: $5.46 Billion

Massachusetts GDP could increase by up to $17.5 billion in the years following
full implementation of the 4% income tax rate.

Our economic model draws on several empirical studies that examine the macroeconomic
effects of income tax reductions. These studies typically assess the short- and long-term
impacts of a full,immediate 1 percentage point cut in the average personal income tax
rate, and find GDP increases ranging from 0.5% to 2.5% over time.

Projected changes in GDP were calculated using data from the U.S. Bureau of Economic
Analysis (BEA),* focusing on the period from 2000 onward to estimate the impact of
the proposed tax cut. To calculate the change in Massachusetts GDP, we calculated the

4 U.S.Bureau of Economic Analysis and Federal Reserve Board of St. Louis: https://fred.stlouisfed.org/
series/MANGSP#
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average growth rate in GDP over the past 24 years. Using this growth rate, we projected
the GDP for 2026 under a baseline scenario without policy changes. Then, drawing on prior
research, we applied a range of estimated impact factors to model how a 1 percentage
point reduction in the state income tax rate could influence the 2029 GDP (once the full tax
cut is implemented), producing a range of potential GDP outcomes reflecting the tax cut's
economic effect.

To capture the responsiveness of state-level economic growth to changes in the income tax
rate, we rely on elasticity estimates from economic literature studying income tax reductions.
The studies were selected based on their methodologies and relevance to our proposed tax cut
initiative in Massachusetts. The elasticities in these studies measure how responsive economic
variables (i.e., GDP) are to changes in tax rates. While the elasticities vary across studies, their
range provides a useful framework for modeling potential outcomes under different behavioral
assumptions. The following summary table presents key elasticity estimates used in this analysis,
along with brief descriptions about each study’'s approach and context.

Summary of Studies on Tax Cut Elasticities on Economic Growth

STUDY PURPOSE FINDING NOTES
Mertens et al. | Studies the effect of changes to  |A 1 percentage point cut in the average Elasticity is based on real GDP
(2013)° and U.S. federal average personal personal income tax rate increases real per capita; we assume stable
(2018)° and corporate income tax rates |GDP per capita by 1.4% within 1 quarter |population to approximate
on real GDP per capita. and up to 1.8% after 3 quarters. [1.4 - 1.8] |change in total GDP.
Nguyen et al. Estimates the effects of income |A 1 percentage point decrease in average |Estimates are based on UK-
(2021)7 and consumption tax changes in |income tax rate leads to a 0.78% increase |wide data; applied to MA
the UK on GDP, consumption, |in GDP within 1 quarter and 1.5% after 4 |assuming similar directional
and investment. quarters. [0.78 - 1.5] effects, though scale may vary.
Cloyne et al. Provides estimates of the A 1 percentage point cut in taxes as a Tax cut is measured as a
(2013)8 macroeconomic effects of proportion of GDP increases GDP by reduction in taxes relative to
national tax changes in the UK. |0.6% on impact and 2.5% over nearly 3 GDP, not a statutory rate cut.
years. [0.6 - 2.5]
Cloyne et al. Studies effects of national tax A 1 percentage point cut in taxes as a Tax cut is measured as a
(2024)° changes on UK GDP between proportion of GDP increases GDP by 0.5- |reduction in taxes relative to
1918-1939. 1.0% on impact, exceeding 2.0% after one | GDP, not a statutory rate cut.
year. [0.5-0.1, 2.0]

5 Mertens, Karel and Morten O. Ravn. 2013. “The Dynamic Effects of Personal and Corporate Income Tax
Changes in the United States.” American Economic Review, 103 (4): 1212-47.

6 Mertens, Karel and Morten O. Ravn. 2018. “The Dynamic Effects of Personal and Corporate Income Tax
Changes in the United States: Reply to Jentsch and Lunsford.” Federal Reserve Bank of Dallas. https://
doi.org/10.24149/wp1805

7 Nguyen, Anh D. M,, Luisanna Onnis, and Raffaele Rossi. 2021. “The Macroeconomic Effects of Income
and Consumption Tax Changes.” American Economic Journal: Economic Policy 13 (2): 439—-66.

8 Cloyne, J. (2013). Discretionary tax changes and the macroeconomy: New narrative evidence from the
United Kingdom. American Economic Review, 103(4), 1507—-1528.

9 Cloyne, J.,, Dimsdale, N., & Postel-Vinay, N. (2024). Taxes and growth: New narrative evidence from inter-
war Britain. Review of Economic Studies, 91(4), 2168—2200
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While our proposal ultimately targets a similar 1 percentage point reduction (from 5% to
4%), it is expected to be phased in gradually over three years, with fullimplementation by
2029. To account for this, we modeled GDP effects under two scenarios: (1) the impact

in the first year, when the cut is only partially (1/3) in effect, and (2) the impact after three
years, once the full 4% rate is implemented.

Estimated GDP Increases from Income Tax Cut

Estimated GDP Increase (Low) Estimated GDP Increase (High)

Before full phase in

Year 1 - First year cut
from 5% to 4.67% $227.9M $455.9M

After full phase in

Immediate $669.9M $1.3B
Short Term $7.6B $13.6B
Long Term $14.6B $17.5B

The results show that in the first year of a phased-in tax cut, Massachusetts could see a
boost in GDP between $227.9M and $455.9M. This would represent an increase from a
projected baseline GDP of approximately $890.9 billion in 2027.

As the tax cut is fully phased in (tax rate is 4%), the effects grow substantially. The
immediate (within a quarter) gains post-implementation range from $669.9M to $1.3B
while the short-term effects (less than a year) could reach between $7.6B and $13.6B.

Over the longer term (one to three years after full implementation), the state’'s GDP is

estimated to increase by $14.6 billion to $17.5 billion, relative to a projected 2029 baseline
GDP of $972.9 billion.

Cutting the income tax rate can boost GDP and save taxpayers money without
necessarily requiring budget cuts. Economic research shows that allowing taxpayers
to keep more of their income increases their disposable income, which drives higher
consumer spending. This increased spending and investment has a compounding
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effect over time, fueling continued growth in the local economy. As a result, the state
captures more revenue through sales taxes from consumer purchases, corporate
taxes on increased business activity, and taxes on investment transactions in the
years following the income tax cut and GDP boost. Overall, the increase in economic
activity from higher disposable income due to an income tax cut could bring greater
economic prosperity and competitiveness to the Commonwealth.

LIMITATIONS

The studies informing our model generally analyze the macroeconomic impact on tax
reductions using similar approaches, focusing on changes to average tax rates and
their effects on GDP growth over time. However, they differ in aspects such as type

of tax change measures (e.g., statutory tax rate vs. total tax-to-GDP ratio), timing
assumptions (immediate vs. phased implementation), and geographic scope (national
vs. state-level analysis).

It is important to note that two studies conducted by Cloyne, which informed our
model, differ from the others in that they estimate the effects of a one percentage
point reduction in taxes as a share of GDP, rather than a direct cut in income tax rates.
To apply their findings to our state-level analysis, we translated our proposed rate
reduction into an equivalent change in the tax-to-GDP ratio and applied Cloyne's
elasticities to approximate the potential impact on Massachusetts GDP.

While this provided a useful estimate of GDP growth, the elasticities from Cloyne's
studies don't directly translate into specific dollar impacts without adjustment.
Although the methodologies are not directly comparable, this transformation allowed
us to use their results as supporting evidence for the broader economic benefits of
lowering a state’s overall tax burden.

CONCLUSIONS

High taxes are making it harder for Massachusetts residents and their families to

afford to live in the state. One way to alleviate this pressure is by reducing the state's
income tax rate—making it more likely that people will remain in Massachusetts while
continuing to contribute to the local economy. Our analysis of a proposed 1 percentage
point reduction shows that the average taxpayer could save over $1,300 annually,
while the state’s GDP could grow by up to $17.5 billion after a few years. At a time when
both residents and businesses are reevaluating their futures in Massachusetts, bold tax
reform like this can help keep the state competitive and economically resilient.



