INSTITUTE ON TAXATION AND ECONOMIC POLICY

Creating Racially
& Economically
Equitable Tax Policy

in the South

Report by Kamolika Das « June 2022



ITEPor

About the Institute on Taxation and Economic Policy

ITEP is a non-profit, non-partisan tax policy organization. We conduct rigorous analyses
of tax and economic proposals and provide data-driven recommendations on how to
shape equitable and sustainable tax systems. ITEP’s expertise and data uniquely enhance
federal, state, and local policy debates by revealing how taxes affect both public revenues
and people of various levels of income and wealth.
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"From the inception of the emerging American nation, the South is a
central battleground in the struggles for freedom, justice, and equality.

It is the location of the most intense repression, exploitation, and reaction
directed toward Africans Americans, as well as Native Americans and
working people generally. At the same time the South is the site of the
most heroic resistance to these oppressive conditions."

Walda Katz-Fishman and Jermone Scott
The South and the Black Radical Tradition: Then and Now'

Imani Perry
As Goes the South, So Goes the Nation?

Southern people deserve far more than the upside-down, anti-democratic tax policies
supported by many southern state lawmakers. Southern states raise less tax revenue
per capita than states in other regions. They also generally fare worse on indicators of
well-being, from poverty to health to educational attainment. These regional disparities
are linked to southern states’ continuing underinvestment in public services, a willful
austerity that inhibits opportunities for the region’s residents to thrive and are traceable
to the South's historical efforts to maintain a racial caste system. For generations,
marginalized Black, Hispanic, Native and other multiracial communities in the South
have resisted oppressive austerity politics with spurts of success but the dominance of
racially-biased, regressive policies have mostly eclipsed these efforts.

In 2019, the South accounted for more than half of states facing the greatest levels
of food insecurity, and Black families were twice as likely as whites to be affected.®*
Many of these states offer the lowest unemployment benefits in the nation and are
considering bills that would cut benefits even further.> Amid this precarious economic
environment, southern states (Arkansas, Kentucky, Louisiana and West Virginia excepted)
generally have higher uninsured rates than average and also account for most states that
opted not to expand Medicaid under the Affordable Care Act even though the federal
government picked up the bulk of the cost. This refusal unnecessarily leaves hundreds
of thousands of low-income adults uninsured.® Even in states with comparatively lower
uninsured rates like Kentucky and Louisiana, more than four times as many Hispanic
residents are uninsured than their white counterparts.” Additionally, because of health
care budget cuts and staff shortages, the number of rural hospital closings is on the rise
in states that refuse to expand Medicaid, creating large health care deserts.® The lack
of internet access in the Black Rural South compounds the problem by reducing the
effectiveness of telehealth and virtual health appointments.®
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A Note on the
Definition of
the South

Defining the American South is a complex and
loaded exercise. Although the American South is
frequently discussed and culturally significant, there is
No consensus as to its precise boundaries. The US Census Bureau
defines the South as being composed of Texas, Oklahoma, Arkansas, Louisiana,
Mississippi, Alabama, Tennessee, Kentucky, West Virginia, Maryland, the District of Columbia,
Delaware, Virginia, North Carolina, South Carolina, Georgia, and Florida.’® However, public
perception of the South does not always correspond neatly with state boundaries, and certain
places on the US Census Bureau list such as Maryland and the District of Columbia seem more
economically and politically aligned with parts of the Mid-Atlantic.

Definitions rooted in history are as fraught as geographic definitions. Some academics have
defined ‘the South’ as the states that composed the Confederacy, but this leaves out several
slaveholding border states that did not join the Confederacy. Some would define the area
based on linkages to cotton cultivation and plantation agriculture, but this does not account
for the more metropolitan areas. Others have argued that “the extent to which a state is
popularly considered southern depends on how much it succeeds or fails at distancing itself
from the legacy of black enslavement,” pointing to Texas's success at painting itself as a symbol
of the American West and the root of cowboy culture rather than the expansion of an economy
and society built on enslavement.” Other cultural indicators of the South are as varied and
diverse as the population itself.

Given all these caveats, for the purposes of this report, we focus on a dozen southeastern
states stretching from Florida as far north as Virginia and West Virginia, and as far west as
Arkansas and Louisiana (specifically, Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana,
Mississippi, North Carolina, South Carolina, Tennessee, Virginia, and West Virginia). There are
many historical coommonalities between these states, from slavery through Jim Crow. And even
today, all these states except Virginia continue to confront below-average incomes and above-
average rates of poverty. That said, it is important to emphasize that the South does not have a
monopoly on racial and economic inequities and that most of the issues explored in this report
can be found to some extent in every region of the country.
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The region's negative outcomes on measures of wellbeing are the result of a century
and a half of policy choices. Policymakers have many options available to make concrete
improvements to tax policy that would raise more revenue, do so equitably, and generate
resources that could improve schools, healthcare, social services, infrastructure, and
other public resources.

The negative impacts of the South’s inadequate revenues also affect public education.
Every southern state spends less per pupil than the national average.? Since greater
funding is linked to higher graduation rates and increased earnings for students in
adulthood, southern states’ inadequate investment in education intensifies existing
income and wealth inequalities.® At the higher education level, Alabama, Louisiana, and
Mississippi cut per-student funding by more than 30 percent between 2008 to 2018,
which resulted in higher tuition bills for public colleges.”* This means that several states
with the highest tuition increases also have the lowest average household incomes and
the least ability to pay. At every turn where public policy could have a positive impact on
health and economic wellbeing, southern political leaders collectively demonstrate an
unwillingness to adequately invest in people and communities, creating a vicious cycle
that entrenches the poor into deeper and persistent poverty.

Investment, of course, requires robust, progressive taxes. But southern politicians
have long refused to create adequate and equitable tax systems, a reluctance rooted
in the region’s history of protecting the white elite and suppressing Black political
power, while fomenting racial animosity toward Black and brown people by poor
and working-class whites who otherwise could be political allies. From overt acts of
violence targeted at Black politicians who increased taxes during Reconstruction to
the adoption of supermajority requirements that would block future tax increases after
Black enfranchisement during the Civil Rights era, tax policies in southern states are
emblematic of Black oppression and exclusion.

Remedying regressive tax policies alone will not reverse systemic injustices, but it is
essential to forging a path toward a more equitable future. The South'’s past and present
are the nation’'s past and present. This paper examines southern state tax policies
through a historical and present-day racial and economic lens but political leaders in
other regions of the country also create structural imbalances that perpetuate race-
and class-based inequities and are not absolved from criticism. We focus on the South
because the disparities in that region are often more pronounced and deserve scrutiny.
This report also provides concrete recommendations for policymakers that could flip the
regressive nature of these tax systems on their head.
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SOUTHERN STATE'S HEAVY RELIANCE
ON REGRESSIVE TAXES HAS NEGATIVE

IMPACTS FOR RACIAL EQUITY

Southern state tax systems are uniformly regressive. This means they assess a
higher effective tax rate on low-income households than high-income households
due to how states in this region design their tax policies. State and local governments
have historically relied on three broad types of taxes — personal income, property, and
consumption (sales and excise) — but these types of taxes produce very different effective
tax rates by both household income level and race.”® As the table below demonstrates,
Southern states typically rely more on consumption taxes and less on income or property
taxes than the national average — a pattern that worsens income and racial inequality.

Share of State and Local Tax Revenue by Category in 2019

United States 34.4% 31.0%

Southeast 42.0% 28.8%

L 344% 310% |
. a0% | 288%
Alabama
Arkansas
Florida
Georgia
Kentucky
Mississipp
North Carolina 37.2% 24.6%
South Carolina 33.1% 32.7%
Tennessee 56.6% 24.4%
Virginia 25.4% 32.9%

West Virginia 38.0% 21.4%
mSales & Excise  ®Property Individual & Corporate Income Other

Source: ITEP analysis of the U.S. Census Bureau's Annual Survey of State and Local Finances, FY 2019.
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Consumption taxes (i.e, sales and excise taxes) are the most regressive major tax
category. These taxes tend to worsen income inequality along both racial and economic
dimensions. They are based on spending, not income or ability to pay. Low-income
households, a disproportionate share of whom are households of color, spend most or
all of what they earn to make ends meet. This means that a larger share of their income
is subject to consumption taxes than high-income households and that lower-income
households, therefore, pay a higher consumption tax rate, relative to their income.

Property taxes typically apply to real estate and sometimes to motor vehicles.
These taxes tend to be regressive, although to a much lesser degree than taxes on
consumption. Their regressive effects are partly because home values are higher as a
share of income for low-income households compared to the wealthy. Moreover, research
has demonstrated that Black and Hispanic homeowners are more likely to have their
property over-assessed for tax purposes and under-assessed when refinancing or selling.
This housing market discrimination means Black and Hispanic homeowners often pay
higher property tax rates relative to their home value than white homeowners.'®

To counterbalance these regressive and racially inequitable taxes on consumption and
property, state lawmakers who aspire to create an overall flat tax system—much less a
progressive one—must include a robust and graduated personal income tax with rates
that increase as incomes increase.

Unfortunately, few southern
states have graduated income
tax rates. Two states lack a L
personal income tax altogether LLES UL
(Florida and Tennessee), Kentucky: Graduated

Flat
two have flat rate personal q
. p Tennessee: Virginia:
income taxes (Kentucky, North No Personal Virtually Flat
Carolina), two will soon have lrgerme e
Arkansas:

flat rate personal income taxes b
Graduated .
North Carolina:
Flat

(Mississippi, Georgia) and two
South Carolina:
' Graduated
Georgia:

have personal income taxes
that are virtually flat (Alabama,

Flat (beginning
in 2024)

Supermajority Required
to Raise Taxes

Virginia). Also of note is that in
three of these states (Arkansas, Louisiana:
West Virginia, Mississippi), Gl

to eliminate their income taxes : .lk

lawmakers have actively tried

Alabama:

within the last couple years, Mississiopi VU2l Flat Florida:
. . . . ississippi: No Personal
either in misguided attempts to e
9 P Flat (beginning Income Tax

grow their states’ economies or in 2023)
to intentionally enrich powerful

. Note: In Kentucky, a three-fifths supermajority is required for raising
interests. Further, some states

revenue or appropriating funds in odd-numbered years only. In even-
(as shown in the image to numbered legislative session years, a simple majority is required for
the right) have supermajority revenue and appropriations bills.

requirements to pass tax

increases. The supermajority rules limit state lawmakers’ options for raising revenue

during economic downturns and protect tax breaks for special interests.
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Supplanting Tax Revenue with
Fines and Fees Increases Taxes on Poor
Residents and on Black Communities

In addition to the disparate impacts of cutting public programs, inadequate
state tax revenues introduce other issues that hit commmunities of color the
hardest. This problem can be particularly acute when a state cuts funding for
localities while simultaneously constraining local governments’ options for
generating revenue. For example, municipal leaders should be able to raise
revenue by eliminating city-level corporate tax breaks, adopting municipal income
taxes or “commuter” taxes, adopting “mansion taxes” and so on, but states often
bar these kinds of actions.”

Therefore, when local policymakers face intense budget pressures, they often
rely on regressive fines and fees to close the gaps. Fines and fees often provide
dedicated funding for local court systems or other public services, so municipal
leaders may be wary of eliminating this source of revenue, even if they recognize
the regressivity of the practice. In some states, surcharges on fines and fees
fund indigent defense even though imposing fines and fees often hurts the
very people most in need of strong indigent defense services. South Carolina,
for example, imposes assessments on top of criminal fines and Georgia imposes
surcharges on bail.®

Instead of easing financial pressures for low-income families during the
pandemic and economic downturn, many municipalities have been issuing
new fines to shore up their finances.”” This practice of levying significant fines
and fees is especially acute in southern states, particularly Arkansas, Georgia,
Louisiana, Texas and Oklahoma, along with New York.?° One study found that
the use of fines and fees is deeply connected to the proportion of residents who
are Black.? Not only do residents in majority-Black communities face more fines
and fees than in majority-white neighborhoods, but Black residents are also
more likely to be subjected to collection actions, judgment payments, and wage
garnishments.? State and local tax structures must raise enough revenue without
relying on practices that place low-income Black residents in a cycle of debt and
criminalization.?®
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SOUTHERN TAX HISTORY

IS ROOTED IN RACISM
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The roots of the South’s current-day tax inequities can be traced to the pre-Civil War
era and longstanding efforts to protect slaveholding landowners from taxation. In the
early colonial era, southern colonies relied heavily on customs duties and poll taxes
instead of land taxes because influential, large landholders objected to land taxes.?* Poll
taxes in the colonies were not linked to voting rights as they were in later years; the poll
tax was essentially a ‘head tax’ and applied to all free men regardless of occupation or
property holdings. However, poll taxes on enslaved people formed part of the property
tax base since enslaved people were considered personal property. In 1774, enslaved
people and servants accounted for more than a third of all “private physical wealth”
in the South.?®> The historian Robin Einhorn argues that southern state constitutions
adopted “uniformity clauses” in the 1820s and 1830s to protect slaveholders from paying
special, higher taxes on enslaved people than on other forms of personal property.?®
Maryland first included the clause in its state constitution and other states followed
including Mississippi, Tennessee, Arkansas, Florida, Louisiana, and Texas. In later years,
the uniformity clauses prevented states from creating special taxes on corporate
assets and adopting estate taxes, inheritance taxes, and progressive rate structures.?’
Academics Katherine S. Newman and Rourke L. O'Brien claim that the uniformity clauses
suppressed tax revenue altogether and added pressure to generate revenue from other
sources such as license fees and other business taxes.?®

The Civil War left widespread devastation and poverty, spurring the South to increase
property taxes to fund direct aid and government programs. From as far back as
Reconstruction, the American right used fiscal conservatism and the fear of higher taxes
to oppose Black political power.?® During this time, higher land taxes were key to the
economic restructuring envisioned by progressive leaders. New Black political leaders
raised taxes and expanded funding for infrastructure repairs and public education.
Although per-capita property taxes were still low in the South compared to the North,
rates doubled or more within a decade in several states.?® Wealthy land-owning elites
were then able to generate opposition to the changes from poor white farmers, who
were newly affected by the higher rates.

Fighting Taxes through Both Racial Terror & Administrative Tyranny

According to the economist Trevon D. Logan, white Southerners violently resisted
changes to the tax code, organizing ‘Taxpayer conventions), rifle clubs, and other
‘civic’ organizations to intimidate Black politicians.® During the Vicksburg Massacre
in Mississippi in 1874, the local taxpayer league opened fire on the Black militia after
demanding that all Black officeholders resign.*? Logan found that larger tax revenues
were strongly correlated with an increased likelihood of violent attacks against Black
policymakers and ultimately, counties with the most violence saw their taxes fall the
most from 1870 to 1880. Even after property tax rates fell, landowners were doubly
advantaged by having the assessed value of their properties artificially lowered during
this time.>®* When federal troops retreated and the white South reasserted power and
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removed Black rights after Reconstruction, local property tax assessors in the Jim
Crow South taxed Black property owners at higher effective rates than their white
counterparts. For example, Professor Andrew W. Kahrl found that in Virginia in 1916,
the average assessment on white-owned farmland was 33.1 percent of its market value
compared to 45.3 percent for Black-owned land.**

Wealthy white southerners not only used physical violence and administrative
corruption to resist tax hikes, they also swayed mainstream white public opinion against
Black leaders by painting Black-led government spending as wasteful and corrupt. As
the white elite campaigned against Black political power and government spending,
they simultaneously fought to disenfranchise newly enfranchised Black voters.
According to the scholar Vanessa Williamson, they adopted a new identity as concerned
taxpayers rather than racist former slaveholders, and this new identity helped develop a
political alliance with small white farmers. Thus, the idea of who is considered a ‘taxpayer’
has long been racially fraught. In 1866, white legislators fought against extending the
Freedmen's Bureau for two additional years by arguing that white taxpayers were being
asked to support “lazy and worthless men.”** In 1892, Ida B. Wells documented newspaper
coverage of a Memphis massacre that stated that the massacre was justified since the
Black victims “received educational advantages at the hands of the white taxpayers.”*¢
In the late 19th century, a popular Louisiana political slogan stated “‘the whites pay the
taxes and the Negroes go to school” as justification for racial inequities.>”

In reality, nothing could be further from the truth. Former confederate states
divided their tax receipts by race to ensure revenue for Black schools did not exceed
tax contributions paid by Black taxpayers, but the opposite proved far more common.
Historical tax receipts from Virginia, North Carolina, and Georgia reveal that Black
taxpayers regularly subsidized whites-only schools by paying more tax dollars than
they received in school funding; in 1910, Black taxpayers in the South subsidized white
schools to the tune of $9.5 million annually.?® This dual tax structure demonstrates the
bureaucratic exploitation that existed in tandem with the more outright forms of racial
violence. And the comparatively heavy taxation on Black residents was not enough
to keep up with the South’s education needs. Per-pupil expenditures in the South
plummeted between 1870 and 1890 and the length of the school year was shortened by
20 percent.®

Fighting Taxes through the State Constitution

In Alabama, wealthy, white property owners revised the state constitution as backlash
against Reconstruction-era tax reforms. Alabama has had six state constitutions, starting
with the 1819 document that created the state. The 1868 version, crafted by a biracial
convention during Reconstruction, aimed to raise revenue and expand state services.
Less than a decade later, the 1875 constitutional convention ‘redeemers’ overthrew
Reconstruction reforms by rewriting the constitution and limiting the powers of taxation
by state, county, and municipal governments.“® More specifically, the constitution
adopted highly restrictive property tax limits that protected white property owners from
future tax increases.®
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In 1901, white supremacists adopted another statewide constitution that went
even further to cement the dominance of white, male property owners. The best way
to ensure white property owners did not pay property taxes was by disenfranchising
Black residents who generally did not own a lot of property and were anxious to tax it
to fund public schools.*? The 1901 constitution, therefore, disempowered Black people,
placed caps on education funding, further lowered the maximum property tax rate, and
required statewide referendums for any county-level increases.®® As a result, the tax base
shifted from property taxes to personal income taxes and corporate income taxes and
then, dramatically, to sales taxes in the 1930s.

The Advent of the South’s Reliance on Sales Taxes

The Great Depression wreaked havoc on the South’s already insufficient property tax
base. Property values tanked but tax assessments, and subsequently tax bills, remained
high year after year until property tax delinquencies grew across the region. Property
tax revenue declined by 20 percent between 1930 and 1932.44 In 1932, Mississippi became
the first state to adopt a 2 percent general sales tax to raise much-needed revenue and
shift taxes away from property owners; many other states throughout the nation quickly
followed Mississippi's lead, despite pushback from progressive politicians. As many
southern states made it more legally and procedurally difficult to raise other forms of
revenue, reliance on the sales tax grew. In 1935, Arkansas also adopted the sales tax but
the revenue was used to pay down debt and further reduce property taxes.** Over the
years, states have tended toward exempting groceries from their sales taxes to curb the
steeply regressive nature of these taxes but today, five of the 13 states continuing to tax
groceries either in full or in part are located in the South: Alabama, Arkansas, Mississippi,
Tennessee, and Virginia.*®

From High Corporate Income Taxes to the Current Race-to-the-Bottom

Before World War Il, southern states also had the highest corporate income taxes
in the nation —again, as a means of facilitating lower levels of tax on landowners. After
the Panic of 1837 financial crisis, states generated new revenue by expanding special
corporate and license taxes. In 1842, Virginia had adopted a first-of-its-kind tax on
“dividends of profit” for transportation companies and later adopted special taxes on
express and telegraph companies. In 1858, Georgia began levying a gross profits tax.*’
But during the post-World War Il economic expansion, state leaders slashed corporate
tax rates to entice businesses to move to the South. To quote Taxing the Poor, “Historian
Gavin Wright notes, “Between 1950 and 1978, the median corporate tax rate in the South
went from 85 percent above, to 13 percent below, that of the rest of the country.”” Access
to the new, industrialized job market was highly racialized; although Blacks accounted
for nearly half the population of the Deep South in 1950, less than 1in 5 obtained
new nonagricultural jobs.*® The corporate tax breaks benefited predominantly white
shareholders who owned companies that employed predominantly white workforces.

To this day, echoes remain of the South’s history of tax policies that often ignored
the need to build a civil society that worked for all its people to appease the wealthy
white elite. The prioritization of corporate interests, especially at the expense of workers
through right-to-work provisions and opposition to labor organization, has continued.
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Today, subsidies, tax credits, and tax loopholes weaken the corporate income tax base,
sometimes with little to no return-on investment in the form of well-paid jobs for state
residents. Nationwide, business incentives have more than tripled since 1990 despite
evidence that incentives have little correlation with future economic growth.*® North
Carolina lawmakers recently agreed to eliminate the state’s corporate income tax

altogether. West Virginia lawmakers just approved a $30 million “deal closing” slush
fund with zero guard-rails such as reporting requirements, oversight, spending rules or
opportunities for the state to recoup the funds if quality jobs do not materialize.>®* Good
Jobs First found that in South Carolina, public school districts lost $423 million due to
corporate tax breaks in 2019 alone, with already-poor districts that primarily serve Black
and Hispanic students disproportionately bearing the brunt of the loss.” Although

this race-to-the-bottom is not unique to the South, the South already has relatively
inadequate tax revenues and this leaves even less for education, infrastructure, health
care, and other programs.

Legal & Procedural Barriers to Generating
Adequate Tax Revenue

Simple changes in tax policy could address much of what's wrong with
southern tax codes. However, not only are current tax systems in the South
inadequate and inequitable, many are also exceedingly difficult to change due
to legal and procedural barriers. Legislators instituted obstacles to progressive
taxation each time the political winds shifted and the wealthy, white elite worried
their taxes would increase. From the ‘redemption’ era following Reconstruction
to the New Deal era during the Great Depression to the 1960s civil rights era,
additional barriers were put in place as racial tensions flared.>? Florida, Louisiana,
and Mississippi passed their supermajority requirements directly following the
Voting Rights Act of 1965, presumably to protect the existing tax rates from new
Black voters. Today, Arkansas, Florida, Kentucky, Louisiana, and Mississippi all
require supermajority votes for tax increases.>

Florida is an example of a state with extreme limits on taxing powers. Florida
lawmakers have five methods for amending the state Constitution to allow for
an income tax: 1) with a three-fifths vote of the membership of both houses in
the Florida legislature; 2) by a Constitutional Revision Committee which meets
every 20 years to consider and propose amendments; 3) by the Taxation and
Budget Commission which meets every 20 years to consider and propose
amendments; 4) by voter initiative and a simple majority approval by voters to
call a Constitutional Convention to consider and propose amendments; and 5)
by voter initiative, as a proposed amendment to appear on the ballot; issues that
raise taxes require 2/3rds support from voters while all other amendments require
3/5ths support. In short, the barriers to adopting an income tax in Florida are so
high that they are nearly insurmountable even if a clear majority favored doing so.
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POLICY CHANGES DURING THE 2022
LEGISLATIVE SESSION WORSENED

EXISTING TAX STRUCTURES

Whether in the South, in other states, or at the federal level, anti-tax advocates have
depended on a messaging strategy that undermines the role of government and, thus,
the need to raise revenue via taxation to support critical government services. Southern
politicians especially used violence and other means to suppress Black political power,
reduce taxes for the wealthy white elite, and underfund public services. The region's
disparate outcomes on education, health and other measures of wellbeing are the result
of a century and a half of policy choices.

Policymakers today are enacting tax changes that parallel the South’s long history
of adopting racially inequitably policies. In 2022, many state policymakers used surplus
revenues and concerns about inflation as cover to justify top-heavy tax cuts. The state
surpluses are fleeting and deceptive, but several states enacted permanent, structural
changes based on these temporary funds.>

For instance, Mississippi lawmakers chose to abandon a slightly progressive
income tax bracket structure and shift to a 4 percent flat-rate income tax instead. This
restructuring is heavily tilted to the wealthy and will cost the state more than $500
million annually, leaving less revenue for investments in education, infrastructure, health
services, and other priorities. The table below shows that the shift will also worsen racial
income inequalities as most of the tax dollars flow to white households. And due to
the supermajority requirement to raise taxes, Mississippi has few options to undo this
misstep when the temporary state surplus runs out and the state confronts revenue
shortfalls. Further, the 4 percent flat tax bill also includes vague language directing
legislators to consider additional tax cuts, and even full income tax elimination, in
2026.%° Studies have shown that eliminating the income tax would lead to fewer state
government jobs, a net decrease in population, and an overall loss in personal income,
but some state leaders continue to push for this disastrous goal.>®

Mississippi Georgia

Share of
Share of Tax Total Tax
Returns Change from

Share of Total

Share of Tax Tax Change

Returns
from MS HB 531 GA HB 1437

White (not Hispanic) 5 7 55% 65%

Black or African American
(not Hispanic) 32% 22%

Asian (not Hispanic) 3% 5%
Hispanic 8% 6%

Multiple race and/or
ethnicities (Non-Hispanic) N/A N/A 1% 1%

Note: Mississippi and Georgia both adopted flat taxes during the 2022 legislative session. The table shows

that white households will receive a disproportionately higher share of tax dollars from the flat tax proposals.
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Even without supermajority requirements, it is difficult to find the votes to increase
taxes. Messaging from top state officials has perpetuated the myth that cutting top
income tax rates primarily benefits middle-income households even when the facts
prove otherwise.’” Kentucky's 2018 move to a 5 percent flat tax, plus the addition of some
limited sales tax increases, resulted in a net tax increase for a large majority of residents.
The state's richest 5 percent of earners were the only group to receive a net tax cut on
average. Yet in 2022, Kentucky passed legislation to further reduce the 5 percent rate
to 4 percent in 2024, which will cost the state more than $1 billion annually in revenue
and disproportionately benefit the top 1 percent. Since Black Kentuckians have been
historically excluded from labor markets and wealth-building opportunities, they are
disproportionately represented in the poorest quintile — an income group that will see
the least benefit from recent state tax changes.

Georgia also moved to a flat tax this year, with a 4.99 percent tax rate that will reduce
state revenues by over $2 billion annually when fully implemented and the benefits will
again flow to top earners.®® While the 1 percent of earners will save, on average, nearly
$10,000, families at the median will save a couple hundred dollars. The flat tax bill will
also exacerbate existing racial income inequalities; white households account for just 55
percent of Georgia taxpayers but will receive 66 percent of the total tax-cut value.*®

A flat income tax with one single bracket that applies to all taxable income may seem
more fair but income tax rates do not exist in isolation. Given the fact that nearly all other
taxes and tax breaks are regressive, states need graduated income tax rates just to arrive
at the minimal standard of tax fairness, an overall flat tax system. Since legislators would
not adopt a flat rate that is higher than the existing top marginal rate, moving to a flat tax
inherently cuts taxes for high-income households. The tradeoffs are simple; lawmakers
can either cut back on public investments to account for the revenue loss or shift more
taxes to low- and middle-income families. In either scenario, historically marginalized
communities of color generally bear the brunt of these tax policy changes.

At every turn, these state lawmakers could have made more sensible policy decisions.
Mississippi could have increased taxes at the top and eliminated grocery taxes altogether.
Georgia could have capped the state’s costly and ineffective film tax credits, as discussed
earlier in the 2022 legislative session.®® State lawmakers could have used their temporary
surpluses to meaningfully improve residents’ lives, such as Washington State's historic
investment in combatting homelessness. Instead, lawmakers in Mississippi, Kentucky,
and Georgia chose to continue their legacies of prioritizing and protecting wealthy
households from taxation at the expense of everyone else, and at the expense of a
different future with better outcomes in the South.
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RECOMMENDATIONS FOR A MORE

PROSPEROUS, EQUITABLE FUTURE

Surmounting the barriers to sustainable, adequate and progressive tax policy is worth
the effort. Flipping the regressivity of southern state tax codes would have tremendous
impacts on the everyday lives of low- and middle-income southerners. Southern state
legislators can adopt concrete policies to help reverse the inadequate, upside-down
tax codes that have been shaped over centuries. We can create the political will to drive
progressive change by illustrating a bold vision of a shared, prosperous future.

While ITEP’s specific recommendations vary
by state, policies common to all states include:

Removing Legal & Procedural Barriers for Raising Revenue

Some of the policy recommendations below can only be implemented if

the legal and procedural barriers described earlier are removed—such as
supermajority requirements and prohibitions on state or local income taxation.
Removing the barriers is a significant precondition for adopting some of the
most meaningful changes — such as a graduated income tax structure.

Higher Reliance on Graduated Income Taxes with High-Income Brackets

Adopting a graduated income tax is the most impactful and fair strategy for
creating a progressive state tax system since graduated income taxes are
explicitly based on one’s ability-to-pay. Due to centuries of systemic racism in
labor markets, housing markets, and education systems, white families are
disproportionately concentrated among the nation’s highest earners. Taxing
top incomes would raise substantial revenues to fund key priorities and would
also help lessen the growing racial wealth divide. As of now, most southern
tax structures have flat or nearly flat income taxes, or do not tax income at

all. During the 2022 legislative session, some states including Mississippi and
Georgia have opted to move in the opposite direction and flatten their income
tax brackets — a move that, in Mississippi, will create 75 percent more tax savings
for white households than Black.®

Q09 '\ state Child Tax Credit (CTC)

LA

States should adopt a state-level CTC that would reduce child poverty and

make up for inequalities in the federal CTC structure that leave out the nation’'s
poorest families.?? State CTCs are especially needed in the South, a region that
has the highest child poverty rates. In 2018, 45 percent of the nation’s children

in poverty lived in the South.®® The ten states with the highest child poverty
rates are, in order, Mississippi, Louisiana, Florida, Arkansas, Kentucky, Alabama,
West Virginia, Oklahoma, South Carolina, and Tennessee. Child poverty is hard
on children of all races, and Black and Hispanic children are overrepresented
among the nation’s impoverished population. In the top two states, Mississippi
and Louisiana, more than 60 percent of the state’s poor children are Black. State
child tax credits are particularly important now since the expanded federal child
tax credit has expired.
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State Earned Income Tax Credit (EITC)

ITEP.org

The state EITC is one of the simplest, most targeted strategies for counteracting
regressive state tax codes; the tax credits reduce state income tax liability for
low-income taxpayers. Since state EITCs are modeled on the federal credit,

they are easy for states to administer. Nationally, 30 states plus the District of
Columbia and Puerto Rico have enacted state EITCs. But in the South, only
three states have adopted them (Louisiana, South Carolina, and Virginia). The
value of Louisiana’s credit is exceedingly low and the credits in South Carolina
are non-refundable, meaning that they can only be used to offset income tax
liability. On the other hand, refundable credits do not depend on the amount
of income taxes paid; if the credit amount exceeds one’s income tax liability,
the excess amount is refunded to the taxpayer. Refundability is a key feature
for offsetting the regressive taxes that low-income families face. Fortunately,
after years of tireless work, advocates in Virginia are celebrating the fact that
the state’s EITC will soon be partially refundable. State EITCs help families of all
races and recent studies have also found that the EITC lowers income inequality
between Black and white households by 5 to 10 percent each year, though the
impacts are less marked for those in deep poverty.®* Virginia's recent success
should serve as a model for other southern state lawmakers.

Estate Tax & Inheritance Tax

Historically, estate and inheritance taxes have played an important role in raising
revenue and deconcentrating generational wealth. Until 2001, all states had

an estate tax. Unfortunately, states have slowly been weakening or eliminating
their estate taxes over time after President Bush signed legislation gradually
phasing out the federal credit allowed for state estate taxes. The 2017 federal

tax law further weakened the federal estate tax by doubling the exemption, but
states with an estate tax often set their estate tax thresholds independently of
the federal exemption anyway. As of now, 17 states plus the District of Columbia
have an estate or inheritance tax — but this list does not include any states

in the South other than Kentucky.®> A Center for American Progress analysis
found that in 2016, although six out of 10 households are white, nine out of 10
households with a net worth above the federal estate tax threshold ($12.06
million for a married couple in 2022) are white. To be clear, the overwhelming
majority of white families also fall far below this threshold: only two out of every
thousand estates are large enough to be subject to the federal estate tax.®®
State estate taxes kick in at a lower level, but still affect only relatively large
estates. White households are four and a half times more likely to receive a gift
or inheritance from family members than Black households and tend to receive
much larger inheritances on average, but most inheritance gifts, for households
of any race, fall below the threshold that would be subject to taxation under
most state estate taxes.?” Because wealth is so unequally distributed and so
disproportionately held by white households, strengthening state estate taxes is
one of the few ways to reduce both economic and racial wealth gaps.
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@ Property Tax Reform
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Property taxes are an important source of revenue for state and local
governments but they are regressive.®® Racial bias in the housing market also
creates problems with this revenue source. Historically, property taxes applied
to real property and personal property, though most states no longer impose
taxes on personal property beyond motor vehicles. Residential property taxes
are regressive since home values are higher as a share of income for low-
income families than the wealthy. Further, racial discrimination in property
tax assessments and in the housing market means that Black and Hispanic
homeowners pay higher property tax rates relative to home value than white
homeowners. Therefore, not only has the exclusion of Black people from capital
and labor markets created a racial homeownership gap, Black and Hispanic
people who do become homeowners do not reap the same benefits as white
homeowners on average.

Nearly every state offers property tax relief through homestead exemptions
that reduce the assessed value or property tax credits that directly reduce or
reimburse part of the property tax bill. Homestead exemptions are generally
less targeted toward low- and middle-income taxpayers than “circuit breaker”
programs which are explicitly designed to offset regressivity and protect low-
income taxpayers hit hardest by property taxes. The most progressive circuit-
breakers are available to lower-income working-age residents (as opposed to
just the elderly) and renters (as opposed to just homeowners).®® As the racial
homeownership gap has grown during the COVID-19 pandemic, the need

to extend circuit breakers to renters is more important than ever — especially
given new evidence that Black and Hispanic Americans pay higher rents than
whites.”?”" As of now, just North Carolina and West Virginia have circuit-breakers
in place in the South and these are limited in scope.

Corporate Income Tax Reforms

States should consider increasing corporate income tax rates as well as
broadening the corporate tax base. Corporate income taxes in the South
account for approximately 1.6 percent of state and local general revenues,
which is slightly less than the national average of 1.7 percent.”? Most states

levy corporate income taxes on profits earned by C corporations, though tax
subsidies, tax avoidance techniques and rate reductions have eroded the state
corporate tax base.” Because the owners of corporate stock are predominantly
white and affluent, corporate tax cuts drive racial and income inequality. The
wealthiest 10 percent of American households owned 89 percent of US stock
in late 2021, meaning that the vast majority of Americans of any race own little
in stock value.” Corporate tax breaks further enrich the narrow sliver who owns
most of this wealth. Nationally, close to 90 percent of corporate equities and
mutual fund shares are owned by white families while just 1 percent are owned
by Black families and less than 1 percent are owned by Hispanic families. In
addition to low corporate tax rates, many states also provide massive subsidies
to corporations in a misguided attempt to attract new businesses and bolster
the economy.
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State EITC

State CTC

Estate Tax

Circuit Breaker

Combined
Reporting

Inheritance
Tax

Alabama
Arkansas
Florida
Georgia
Kentucky
Louisiana

Mississippi

North Carolina

South Carolina

Tennessee

Virginia

West Virginia

*$100 per child under age 17 on the last day of the tax year. Eligible if federal adjusted gross income

X X X X X

X

X (eliminated
in 2013)*

125% nonref.

X

15% ref./
20% non-ref.

X

X
X
X
X
X
X
X

Credit for
Children*

<X X X X

X X X X X X X X

X X X X

X X X X X X

X

Elderly or
disabled
homeowners

X
X

X

Elderly only

X

Yes

is below $100,000 for married filing jointly, $80,000 for head of household, $60,000 for single,
$50,000 for married filing separately.

**The 2022 budget will make the VA EITC refundable up to 15 percent of the federal EITC.

housing and other shared priorities.
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All of these policies could transform southern states’ ability to fund schools, healthcare,



Structural racism and austerity politics are not unique to the South. As historians have
noted, anti-tax convictions find support in the North, just as leftist traditions to challenge
power structures find support in the South.” The South boasts an incredibly rich history
of grassroots organizing and resistance against oppressive conditions.” Yet as the target
of regressive, inequitable policies, the South is a region that is inarguably beleaguered
with racial oppression, poverty, and the multi-generational impacts of plantation slavery.
Even today, the legacy of slavery and sharecropping contribute to persistent poverty
rates, low homeownership rates, and a lack of economic development along the Black
Belt and neighboring regions. The states with the highest percentages of poverty are
concentrated in the South with Mississippi, Louisiana, Kentucky, Arkansas, West Virginia,
and Alabama topping the list. The South also accounts for states that top other indicators
of financial instability such as unbanked and underbanked households.””

Southern states are doing far less than they could to address these inequities through
their tax codes. This lack of progress is not accidental, given the fact that there is a long
history of explicitly racist tax policy writing in the South, echoes of which can be seen
even today. Southern politicians’ reluctance to adopt refundable tax credits or adopt
adequate tax rates for high-wealth
individuals and corporations exacerbate
the racial inequities in the tax code. Such
policymaking is also fundamentally
undemocratic since it deepens c
inequality and wealth concentration People 1n tlle Soutll
which, in turn, concentrates the power
to influence government policy and
ideology. It perpetuates a system in
which the voices of the wealthy and

powerful have more weight. is a CIear pat}l forward.

People in the South deserve better,
and there is a clear path forward.
Reversing upside-down tax codes that
reward corporations and households
with inherited wealth can help balance
the playing field and create a more equitable future for all southerners. To quote the
scholar Imani Perry, “As Goes the South, So Goes the Nation.” Equitable tax policy in the
South is necessary for reimagining a vision of the South as it could and should be —a
prosperous and equitable region that broadens economic power for the most vulnerable,
marginalized, underserved and persevering communities in the nation.

deserve better, and there
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