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Executive Summary

Massachusetts residents have repeatedly said in polling that their taxes are too high. Those
concerns have inspired a 2026 ballot initiative that would reduce the Commonwealth's income
tax from 5% to 4%.

Economic research shows income tax cuts allow taxpayers to keep more of their paychecks,
prompting greater spending in the economy. Previous research from the Mass Opportunity
Alliance (MOA) estimates the proposed tax cut would save taxpayers roughly $1,300 per year,
which they can spend on their families, patronize local businesses, and grow the state’s economy.

In a new analysis of historical budget and economic data, MOA finds the proposed rate cut would
have a modest short-term impact on revenue during implementation, but collections would
recover quickly and grow faster following the full implementation of the cut.

Findings include:

e Following fullimplementation of the tax cut in 2029, income tax revenues are projected to
immediately grow again every year after.

« After the tax cut, annual income tax revenue is projected to grow nearly twice as fast
compared to before the tax cut went into effect.

e The annualimpact on revenue is estimated to be $680 million for three years
of implementation. This is roughly one-tenth of what the state overspent on its
budget in fiscal year 2025."

e Considering the potential positive impacts on state GDP resulting from income tax rate
reductions, estimated short-term revenue losses drop to as low as $626 million annually
across three years of implementation.

« |fthe proposed revision to Massachusetts’ cap on revenue also passes,
projections show the revenue cap would not negatively impact revenues during the
implementation of the tax cut.
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Data

To understand how income tax revenue would likely be affected by a rate cut, we used data on
historical revenue changes under previous income tax cuts to build our model for the future.
We constructed a fiscal-year dataset combining Massachusetts tax revenue collections,
statutory tax rates, and economic indicators to estimate the effects of changes in the
individual income tax rate on state income tax revenue. The dataset spans fiscal years (FY)
1997 through 2024, reflecting a period that encompasses major income tax policy changes
over the past few decades.

The primary outcome variable is Massachusetts' individual income tax revenue, sourced from
fiscal year collections data reported by the state Office of the Comptroller in its Statutory Basis
Financial Reports (SBFR), which are audited and submitted to fulfill legal disclosure requirements
in the state of Massachusetts.? Given several changes to various components of income tax
revenue over the years, we adjusted total income tax revenue to standardize the comparison for
all years in the dataset. To better isolate revenue tied to the base income tax rate and reduce
year-to-year volatility not attributable to historical income tax rate reductions, we adjusted

the raw total income tax revenue to exclude capital gains revenue (which has experienced its
own tax rate changes over this period). Capital gains revenue numbers were compiled from

both official state budget documents and the Statutory Basis Financial Reports (SBFR), and
subtracted from raw income tax revenue levels. For a few fiscal years in which capital gains data
were only available on a calendar year basis, proxy fiscal year estimates were constructed by
proportionally apportioning calendar year capital gains revenue.

Income tax revenue generated by the surtax on income over $1 million and one-time refunds
issued under the state’s existing revenue cap, Chapter 62F, are also excluded, as these
components do not reflect broad-based changes in the income tax base over time. In addition,
revenue from the pass-through entity excise tax, which first generated collections in fiscal year
2022, is excluded to maintain consistency in the income tax revenue series over time.

To make historical (adjusted) total revenue levels directly comparable, we then adjusted all
years based on inflation using the Consumer Price Index for All Urban Consumers (CPI-U) for the
Boston-Cambridge-Newton metropolitan area.® All data and projections from this model are
therefore reported in 2024 dollars, based on the latest complete year in our data set.

Our main independent variable in the model is the statutory base income tax rate (i.e. the rate
that applies to all residents’ wage and salary income under $1 million). To account for underlying
economic conditions in our model, other independent variables include Massachusetts’ real
gross domestic product (GDP) as a measure of overall economic activity, the statutory individual
income tax rate, the inflation rate, seasonally adjusted unemployment rate, and number of

tax filers in the state. Real GDP data comes from the U.S. Bureau of Economic Analysis*, while
inflation and unemployment measures are collected from the U.S. Bureau of Labor Statistics.®
Tax filer counts are obtained from the U.S. Internal Revenue Service Statistics of Income dataset.®



MASS OPPORTUNITY ALLIANCE

All revenue numbers were reported in nominal terms and converted to real 2024 dollars. Inflation-
adjusted income tax revenue and state-level real GDP are used in the primary model specification
to ensure comparability across fiscal years.

Methods

We employed a multiple linear regression model to estimate how base individual income tax revenue
changes in response to changes in the statutory income tax rate, controlling for broader economic
conditions. The model is estimated using historical fiscal-year data and is subsequently used to
project revenue outcomes over a ten year forecast period.

The relationship is estimated using the following regression model:

IncomequlQevenuet =

B, + B,RealGDP,_+ B TaxRate, + B.Inflation, + B,Unemployment, + B Filers + &,

Where:
IncomeTaxRevenue, denotes inflation-adjusted individual income tax revenue in year t;
TaxRate, is the statutory individual income tax rate;
RealGDP, is Massachusetts real gross domestic product;
Inflation, is the CPI-U inflation rate;
Unemployment, is the seasonally-adjusted unemployment rate; and

Filerst is the number of Massachusetts tax filers.

Using the estimated coefficients, we simulated the revenue impact of a phased reduction in the
individual income tax rate from 5% to 4%. The modeled phase-in schedule reduces the tax rate to 4.67%
in 2027, 4.33% in 2028, and 4.0% in 2029, with all other model parameters held constant.* Projected
revenues are generated by applying the estimated regression coefficients to annual projected values of
real GDP, inflation, unemployment, and number of tax filers, together with the statutory income tax rate
as specified under the phased-in reduction schedule, using the last fiscal year with observed data as the
starting point for the forecast. For the purposes of this analysis, FY2025 and FY2026 are modeled with
the above economic parameters, and the effective tax rate held at 5.0%. FY2027 is modeled as Year 1
of the three-year implementation of the tax cut, for continuity with historical data.

To assess sensitivity to economic conditions, the model is evaluated under three alternative
economic scenarios reflecting worsening, stable, and improving conditions. These scenarios adjust
assumptions related to inflation and unemployment while holding the decreasing tax rate constant,
allowing revenue outcomes to be compared across economic environments.

* The official ballot measure language implements these changes by calendar year (2027-2029); to keep the analysis in
line with state budget reporting, we use fiscal years (FY2027-2029).
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Results

How Revenues Fare Across Economic Conditions

Table 1 shows the results of our multiple regression analysis. This model finds a statistically
significant positive relationship between tax rates and related revenues, showing a one
percentage point cut in the income tax rate results in a $3.49 billion reduction in individual
income tax revenue.

However, this result does not directly measure the proposed income tax rate cut, as the
proposed implementation of a one percentage point decrease will be phased in over three
years, with a one-third of a percentage point rate cut each year. This means that other
economic factors will affect yearly changes in revenue while the income tax cut is still being
phased in. Therefore, the net impact on revenue that can be directly attributed to the tax cut
must be measured by taking into account other variables that may also change over the course
of three years. As such, we calculated the estimated net revenue effects using our model and
coefficients with three potential economic scenarios in mind: a worsening economy, a stable
economy, and an improving economy.

Table 2 shows the estimated revenue values for FY2025 through FY2037 (ten years after the
tax cut begins). Numbers below annual revenue levels show year-over-year change, with red
for losses and green for gains. Column A shows estimated annual revenue levels based on
worsening economic conditions, marked by higher unemployment and inflation. In this worse-
case scenario, the state would lose $744.9 million in FY2027, $735.5 million in FY2028, and $725.8
million in FY2029, totaling $2.21 billion over three years, after which revenues would begin to
grow annually. Column B shows estimated revenues based on economic conditions holding at
current levels. In this scenario, the state would lose $692.4 million in FY2027, $682.9 million in
FY2028, and $673.2 million in FY2029, totaling roughly $2.05 billion over three years, after which
revenues grow annually. Column C shows estimated revenue levels based on better economic
conditions, based on decreasing unemployment and inflation. In this better-case scenario, the
state would lose $660.7 million in FY2027, $651.3 million in FY2028, and $641.6 million in FY2029,
totaling roughly $1.95 billion, after which revenues would grow annually.

Figure 1 represents each of these scenarios and revenue levels during and after the tax cut.
Regardless of economic conditions, the model estimates the state will experience modest
year-over-year decreases in income tax revenue in the three years of implementation, but
immediately following full implementation, year-over-year revenues will grow.
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Figure 1: Income Tax Revenue FY2026-2037
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How Revenues Fare With Positive GDP Impacts

Economists have documented that income taxes also reap positive economic benefits, through
higher disposable income for taxpayers due to relative tax savings invested back into businesses
and the economy. As a result, economic studies have found reducing income tax rates increase gross
domestic product (GDP). To measure the potential positive impacts of the tax cut, we estimated the
annual revenue impacts with these potential GDP increases. Using a range of estimated impacts on
GDP from the literature, we estimate how these impacts could affect income tax revenue levels.

Table 3 shows the two chosen GDP boost scenarios based on the lower and higher ranges in the
literature. A more modest estimate of income tax cuts on GDP estimate there will be a 0.5% additional
increase in GDP immediately upon fullimplementation of a 1% income tax reduction. Resulting annual
revenue estimates are in Column E. Since this boost takes effect upon full implementation, the resulting
increase in GDP takes effect in FY2029, and as a result reduces the net amount of revenue lost due

to the tax rate reduction. The state would lose $660.7 million in FY2027, $651.3 million in FY2028, and
$566.2 million in FY2029 — a cumulative revenue loss of $1.88 billion across three years. On the higher
end of the literature, economists estimate GDP could increase as much as 2.5% by three years after
full implementation of a 1% income tax reduction. Resulting annual revenue estimates are in Column

F. Since this GDP boost takes place three years after fullimplementation (estimated for FY2032),

the added positive impacts do not take place during the three implementation years typically facing
modest revenue losses, but provide a quicker recovery. In this scenario, the state would experience the
estimated annual revenue losses from FY2027-FY2029 as laid out in the previous economic conditions
analysis, but see a spike in GDP, and therefore income tax revenue, in FY2032 and beyond.
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Figure 2 represents the timeline of these impacts compared to the baseline economic
scenarios in the previous section.

Figure 2: Income Tax Revenue FY2026-2037
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Regardless of economic conditions or the extent of positive impacts of the tax cut affecting
income tax revenues, all estimates show the state would undergo modest annual reductions
during the three years of phasing in the income tax cut from 5% to 4% from FY2027 to
FY2029. Every model in this analysis shows that immediately upon full implementation,
revenues would grow every year and surpadss pre-tax cut levels in as early as three years
following the full implementation.

This analysis also finds compared to the recent period following the state’s last income tax
reduction in 2020, state revenues will grow as much as twice as fast. In the years since the last
income tax cut (FY2020 to FY2024), adjusted income tax revenues (without capital gains, 62F
refunds, or surtax revenues) grew on average 1.5% annually. Following full implementation of
the income tax rate cut, revenue is projected to grow faster, by 2.5-2.8% annually.
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Conclusion

The model concludes that while there may be modest reductions in income tax revenue during
the three-year implementation period, the state willimmediately begin increasing income tax
revenue the year after full implementation. Future year income tax revenue increases will grow at
a higher rate than the historical pre-tax cut average.

In addition, this model upholds the theory behind the proposed revision to Massachusetts’
revenue cap: it will restrain overall tax revenue from unsustainable spikes (by prompting refunds
to taxpayers in the cases that revenue does substantially increase) while also adjusting to modest
revenue declines where necessary. Our model finds during the three-year implementation period,
modest revenue losses keep the state below the effective revenue cap ceiling. Yet once revenues
start growing, the cap places guardrails on potential revenue spikes.

Appendix

Table 1: Revenue Regression Results

Income Tax Revenue

3,494,369.08**

Tax Rate 010
21.23**
Real GDP 0,019
Inflation -17,038,712.15
(0.271)
-126,978.68
Unemployment Rate ©0350)
i 4.60
Number of Filers P
Intercept -27,211,152.6**
® (0.016)
Observations 27
R Square 085

F-Stat F(5,21) =23.88,p < 0.01
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Table 2: Estimates of Future Annual Revenues
Based on Economic Scenarios

Year TI:;TQn;:e (A) Economy Gets Worse (B) Economy Stays the Same (C) Economy Gets Better
FY2025 5.00% $19,586,184,581 $19,586,184,581 $19,586,184,581
FY2026 5.00% $19,996,735,450 $20,049,298,614 $20,080,939,875
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Total Loss -$2,206,299,947 -$2,048,610,456 -$1,953,686,674



MASS OPPORTUNITY ALLIANCE

Table 3: Estimates of Future Annual Revenues Impacted by GDP Boosts

Year Income 1% Tax Cut Causes 0.5% 1% Tax Cut Causes 2.5% GDP
Tax Rate GDP Boost On Impact Boost After 3 Years
FY2025 5% $19,586,184,581 $19,586,184,581
FY2026 5% $20,080,939,875 $20,080,939,875
SR SR
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Total Loss -$1,878,285,862 -$1,953,686,674
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Additional Effects of the Proposed Revenue Cap Revision

Another proposed ballot measure moving toward the 2026 elections looks to revise the
state’s revenue cap and base it on actual previous state revenue collections to trigger

more refunds to taxpayers. This change would also include all tax revenues under the cap,
compared to the current formula, which removes certain revenues (such as revenue from the
4% surtax on income over $1 million) from being subject to the cap on revenue.

MOA modeled how this proposal would coincide with changes to total revenue due to the
tax cut. If enacted, beginning with FY2028 the state’s cap on allowable revenue for the state
to collect before refunding excesses back to taxpayers would be revised. First, it would be
calculated based on the previous year's (FY2027) actual revenue collections and increased
for wage and salary growth. Second, it would include all revenue collected by the state in the
previous year (FY2027), notably including surtax collections.”

This model estimates that as modest income tax collection reductions occur during the years
where the income tax rate cut is being phased in, the revenue cap will respond accordingly, as
it is tied to previous years' actual collections. Therefore, the revenue cap will be responsive to
actual revenue changes and will not trigger refunds during the phase in period (FY2027-2029).

Projections of the revenue cap revision proposal, in FY2024 dollars, illustrate the likely effect
of both ballot measure proposals.

Projected Revenue Cap Revisions Amid Income Tax Changes
(in 2024 Dollars, Fiscal Years)

- Revenue Cap
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Chart: Mass Opportunity Alliance « Created with Datawrapper
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