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Tax Cuts and Jobs Act 0of 2017  Seem;
B

o Signed into law on December 22 by President Trump, the Tax
Cuts and Jobs Act:

O Reduces most income tax rates for individuals and
increases standard deduction

O Repeals personal exemptions and limits some itemized
deductions, including for state and local taxes (SALT)

O Permanently reduces corporate taxes, replacing current
structure (with top rate of 35%) with a single 21% rate

o CBO estimates law will increase deficit by nearly $1.5 trillion
over 10 years
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SALT Debate EREMI

0 New law caps SALT deduction, which previously was unlimited

o Taxpayers allowed to deduct state and local income, sales and property
taxes up to a total of $10,000

o The final language was a compromise
m Early Republican framework called for eliminating SALT

m Republicans from high-cost, high-tax states insisted at least partial
preservation

O Proponents for getting rid of the deduction say it disproportionately
benefits high-earners

o Opponents say ending SALT would burden states that rely on the
provision as de facto subsidy (making it easier for states to raise taxes)

Sources: CNN Money, Vox, Tax Foundation
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Regional Effects Moea

Tax Policy Center
estimated
California and
New York alone
would have paid
for 31% of the
total tax increase
if SALT had been
eliminated.
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FIGURE 2

Average Tax Increase from Repealing SALT TPC

$1,500  $2,000  $2,500

Source: Urban-Brookings Tax Policy Center Microsimulation Model (version 0515-1).
Note: Average increase only among tax units with tax increase from repeal of the state and local tax deduction

Graphic: Tax Policy Center



State Response EREW

0 The changes are inspiring alternative approaches, so states
can shield households from the effects

0 Proposed workarounds:
o Converting income tax to payroll tax

O Giving taxpayers the option of making donations
instead of paying taxes, so they can use the charitable
deduction

0 Even though high-tax states bear the brunt of the change,
any state with an income tax might weigh alternative
approaches
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0 States could switch from individual
income tax to employer-side payroll
tax

o Collect taxes from corporate
payrolls instead of individuals

o Companies would be able to take a
deduction on the corporate tax

o New York Gov. Andrew Cuomo is
weighing this option

Source: Reuters
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NY Gov. Andréw Cuomo.
Photo credit: Diana Robinson,
Wikimedia Commons



Pros and Cons of Payroll Tax Mrem
e ,,—,—,—,—,,

0 Advantages:

O Iltemizers regain deductibility of majority of their income

O People taking standard deduction also receive deduction

O Businesses could deduct payroll taxes from corporate taxes
0 Potential complexities:

o Jared Walczak, Senior Policy Analyst, Tax Foundation:

m IRS could view this as companies remitting employees’
individual tax - legal but not eligible for deductions

m States with graduated-income taxes would face challenges
designing graduated-payroll tax

Source: Tax Foundation
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Modeling Scenarios A remi

-1
o Cap SALT Deductions at $10,000
O Effect on Taxpayers taking Itemized Deduction

0 States Convert Wage/Salary Income Tax to Payroll Tax
O Effect on Taxpayers taking Itemized Deduction
O Effect on Taxpayers taking Standard Deduction
O Effect on Businesses

0 Scope of Analysis: 50 states + D.C., 2018-2022
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Model Framework ?REW
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Model Structure : REMI

(1) Output and Demand

State and Local

Government Spending Output Consumption

Investment Exports Real Disposable Income

(3) Population and (2) Labor and (5) Market Shares

Labor Supply Capital Demand
Migration Population Employment
Participation Labor Force Optimal Capital Labor ‘ Domestic International
Rate Stock Productivity Market Share Market Share

(4) Compensation, Prices, and Costs

Employment Composite

Compensation Rate Production Costs

Opportunity

Housing Price

what does REMI say? ™

Compensation Rate

Real

Consumer Prices .
Compensation Rate

Composite Prices



Cap SALT Deductions A remi

I
0 Methodology, data sample (IRS)

Total Excess

Deduction Difference  Excess SALT
SALT with S10K Total SALT in SALT SALT Deduction,
Returns  Deduction Deduction Deduction Deduction 20% Tax

State (Millions)  (Billions) (Billions) (Billions) (Billions) (Billions)
Alabama 0.52939 5.2939 2.981157 -2.312743 0 0
Alaska 0.07715 0.7715 0.3695 -0.402 0 0
Arizona 0.80141 8.0141 5.626575 -2.387525 0 0
Arkansas 0.27653 2.7653 2.438026 -0.327274 0 0
California 5.89631 58.9631 101.11201 42.148911 42.148911 8.4297822
Colorado 0.83032 8.3032 7.139648 -1.163552 0 0
Connecticut 0.71806 7.1806 13.599857 6.419257 6.419257 1.2838514
Delaware 0.14057 1.4057 1.237089 -0.168611 0 0
District of Columbia 0.13205 1.3205 2.040489 0.719989 0.719989 0.1439978
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Cap SALT Deductions
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Cap SALT Deductions REMI

SALT 2018 Talks compared to Standard Regional Control - Difference - REMI Pl+ v2.1
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Cap SALT Deductions
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Cap SALT Deductions & M

O] Employmt impacts, by state
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~ [ Gross Domestic Product Standard Regional Control
ra o o1 ti
= egion
» (3 Real Gross Domestic . W
» (3 Real Gross Value Add...
Category Units \ 2017 | 2018 +| 201 020 2021 022

[ personal Consumption Bilons of Fixed (2015) Dolars | 0,000 42455 35288 34612 3233 -30.371
| |Gross Private Domestic Fived lnvestrnemlﬁwllmns of Fixed (2016) Dolars 0,000 14642 -17.651  -17.594  -15.373  -12.416
| |tmports of Goods and Services |Bilions of Fixed (2016} Dollars™ 0.000 8,220 8514 -9.080 -9.078 -8.883
| | Gavermment Consumption Expenditures «[gilians of Fixed (2016) Dolars 0.000 -1.725 2492 -2.833 -2.878 -2.761
| |cnange in Private Tnventories |Bilions of Fixed (2016} Dollars™ 0.000 0.0% -0.085 -0.075 -0.058 -0.082
| |Exegenous Final Demand |Bilions of Fixed (2016) Dollars™ 0.000 0.000 0.000 0.000 0.000 0.000
| |Exports of Goods and Services |Bilions of Fixed (2015 Dollars™ 0.000 41520 +1408  +1619  +1850  +2.0%

Real Gross Domestic Product by Major Component, Fixed Dollars - Al Regions
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Payroll Tax: Itemized Deduction Mo

I
0 Methodology, data sample (IRS, Pew, REMI baseline)

Payroll:

Decrease

in Excess

Payroll: Real Estate  Payroll: SALT
Income Tax Income Tax Sales Tax Tax Total SALT Deduction,

Component Component Component Component Deduction 20% Tax

State (Billions) (Billions)  (Billions)  (Billions)  (Billions) (Billions)
Alabama 2.23604339 0.78234726 0.12501447 0.62009913 1.52746086 0
Alaska 0 0 0.02610125 0.34339875 0.3695 0
Arizona 3.40041443 1.1897376 0.31305082 1.91310975 3.41589817 0
Arkansas 1.92308165 0.67284815 0.06882161 0.44612275 1.1877925 0
California 73.6542003 25.7701446 1.36486627 26.0929444 53.2279553 -8.4297822
Colorado 5.10637817 1.7866205 0.09279592 1.9404739 3.81989032 0
Connecticut 8.60789469 3.01173171 0.04549953 4.94646278 8.00369402 -1.1192326
Delaware 0.91401875 0.31979704 0 0.32307025 0.64286729 0
District of Columbia 1.67626414 0.58649159 0.00367013 0.36055474 0.95071646 -0.1439978
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Payroll Tax: Itemized Deduction Mo

0 Economic migration patterns

2 = > Resul SALT 2018 Talks compared to Standard Regional Control - Difference - REMI PI+ \
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Browser <« | SALT 2018 Talks Economic Migrants
e Difference compared to Migrants under age 65 (who were part of the civilan population the preceding year) wh respond to economic and amenity factors; if value is negative, then more people are moving out of a region than
g maving in, and vice versa,

~ (= Total Net Migrants Standard Regional Control

ra onol

- ategory
» 3 NetRetired Migrants [ Fye =
.

(3 Net Migr...

. Region Units 017 | 018 | 201 020 2021 022 ~
(3 special Populations Mi...
| |caifornia [ Thousands 0.000 41537 +1092 40887 +0.690  +0.4% E
| [Texas [ Thousands 0.000 40638 +0.377  +0.325 40278 +0.362
| |Fiorida [ Thousands 0.000  +0.634  +0.481  +0.388 40293 +0.217
| |glincis [ Thousands 0.000 40434 +0.312  +0.248 40181 +0.127
| |Georgia [ Thousands 0.000 40,230 +0.214 40,181 40190 +0.108
| {ohio [ Thousands 0.000 40285 +0.211 40178 40138 +0.110
| [washington [ Thousands 0.000 40278 +0.202 40,168 +0.125  +0.091
| |Michigan [ Thousands 0.000 40265  +0.196  +0.157 40,132 +0.104
Arizona [ Thousands 0.000 40243 #0.475  +0.145 40408 +0.073 -

Net Economic Migrants - All Races
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Payroll Tax: Itemized Deduction Mo

SALT 2018 Talks compared to Standard Regional Control - Difference - REMI Pl+ v2.1

0 National employment impacts
LIRSl
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Browser « | SALT 2018 Talks Private Non-Farm Employment
eployment s ms o Employment comprises estimates of the number of jobs, fuil-tme plus part-tme, by place of work for all industries except government and farm. Full-fine and part-time jobs are counted at equal weight.

- Employees, sole proprietors, and active partners are induded, but unpaid family workers and volunteers are not included,
- Standard Regional Control

(= Employment

- Industry -
Rz
v

[\l

‘& :(mpahm Category Units 2017 2018 018 020 2021 022
[HPrivate Non-Farm Employment [ Thousands (Jobs) 0.000 31508 20,162  -28.075 24886  -21.676
| |mtermediate Demand Employment | Thousands (Jobs) 0.000 5702 5222 4975 33 -3.660
| |Local Cansumption Demand Employment [Thousands (Jobs) 0.000 11910 -9.971 9557 8713 7.933
| |Government Demand Employment | Thousands (Jobs) 0.000 -0.090 0.126 -0.139 0.13% -0.125 =
| |mvestment Activity Demand Employment [Thousands (Jobs) 0.000 4,021 -4.626 4,400 -3.620 -2.691
| |Exports to Multiregions Employment | Thousands (Jobs) 0.000 2804 8284 6118 8347 747
| |Exports to Rest of Nation Employment [ Thousands (Jobs) 0.000 0.000 0,000 0,000 0,000 0.000
| |Exports to Rest of World Employment | Thousands (Jobs) 0.000  40.018  +0.086  +0.115  +0.163  +0.203
Exogenous Industry Sales Employment | Thousands (Jobs) 0.000 0.000 0.000 0.000 0.000 0.000 -

Private Non-Farm - All Regions
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Payroll Tax: Itemized Deduction Mo

0 National GDP impacts
LRl

FILE HOME Navigation TABLES i S
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Browser « | SALT 2018 Talks Gross Domestic Product (GDP)
Gross Domestc Product Difference compared to The market value of goods and services produced by labor and property in the United States, regardiess of nationalty.
r0ss DOmestc Produ

BN ros Domestic Product Standard Regional Control

i

¥ (3 Real Gross Domestic ..
» (3 Real Gross Domesti e
(5 Real Gross Domestic .. Lo
» (3 Real Gross Value Add...
Category Units T 2018 2019 020 2021 022

[P|real Gross Domestic Product in Fixed Dol [Bilions of Fixed (2016) Dolars 0.000 -3.183 3012 -2.960 2677 -2.364
| [Real Gross Domestic Product in Chained I |Billions of Chained (2009) Doll 0.000 -2.831 -2.683 -2.636 -2.385 -2.106
| |real Gross value Added in Fixed Dolars[Bilions of Fixed (2016) Dolars™ 0.000 -3.183 3012 -2.960 2677 2364

Gross Domestic Product - All Regions
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Payroll Tax: Standard Deduction #oem

I
0 Methodology, data sample (IRS, Pew, REMI baseline)

Standard

Deduction

Implied Payroll

Income Tax State Deduction,

Component State AGlI Income Tax  15% Tax

State (Billions) (Billions) Rate (Billions)
Alabama 2.236043394 107.9367 0.0345271 -0.1453696
Alaska 0 24.27239 0 0
Arizona 3.400414434 161.9286 0.0349991 -0.2210677
Arkansas 1.923081645 65.05434 0.0492686 -0.1250233
California 73.6542003 1287.368 0.095355 -4.7884056
Colorado 5.106378173 179.6006 0.0473864 -0.3319758
Connecticut 8.607894688 164.1109 0.0874195 -0.5596163
Delaware 0.914018751 27.51602 0.0553628 -0.0594222

District of Columbia 1.676264136 29.79659 0.0937615 -0.1089773
what does REMI say? s™



Payroll Tax: Standard Deduction #oeam

0 Economic migration patterns

2 = > Resul SALT 2018 Talks compared to Standard Regional Control - Difference - REMI PI+ \

FILE HOME Navigation TABLES i S

o0 %, Units
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Results Tables Display Options Forecast Report  Export

Browser <« | SALT 2018 Talks Economic Migrants
— e Mgrants und;r gz 65 (who were part of the dvilian population the precding year) who respand to econamic and amenity factors; if value is negative, then more people are moving out of a region than
e o e moving in, and vice versa,
ra onol
» (3 Net Retired Migrants %
All Races
» 3 Net Migr...
. Region Units 2017 | 201 ~| 201 020 2021 022 ~
(3 special Populations Mi...
| |caifornia [ Thousands 0.000 +16.271  +9.971  +7.838 45513  +3.667 E
| |ew Yark [ Thousands 0.000 45265  +3.178  +2284  +16%  +L160
| [Maryland [ Thousands 0.000 42660 42215 +1.952  +1557  +1114
| |Massachusetts [ Thousands 0.000 42001  +1833  +L705  +153%  +1127
| [Mirresot= [ Thousands 0.000  +1980  +1.956  +1.663  +1323  +0.914
| |connecticut [ Thousands 0.000  40.940  +0.788 40728 +0.567  +0.466
| |oregon [ Thousands 0.000  +0.893  +0.573 40374 +0.231  +0.130
| |wisconsin [ Thousands 0.000 40,697  +0.820  +0.804 40713 +0.557
New Jersey [ Thousands 0.000 40516 +0.195 40311 +0.3%  +0.54 -

Net Economic Migrants - All Races
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153 out of 256 policy variable(s) active.  Saved

what does REMI say? *™




Payroll Tax: Standard Deduction #oeam

0 National employment impacts
LIRSl

SALT 2018 Talks compared to Standard Regional Control - Difference - REMI Pl+ v2.1

FILE HOME Navigation TABLES £

o0 %, Units
% ﬂ [ Model Linkages  [7] Table oog a_  » % Units » Levels C— ] ‘} =
([l Devsight ~ Chart ¥ | @ C)Pivot ¥ % Change et
Backto | Economic Demographic Custom .| Btend | Add
e V e ™ G Baras v O Map 2 vears - | Difctences]| BB Regiors ~ | Bene | R

Results Tables Display Options Forecast Report

Browser « | SALT 2018 Talks Private Non-Farm Employment

Employment Difference compared to
~ [= Employment Standard Regional Control

= = Industry =
lPvate tonFam | Frrm—

re Category Units 2017 2018 018 020 2021 022
[HPrivate Non-Farm Employment [ Thousands (Jobs) 0.000 +394871 +367.610 4352038 +311764 +268.781
Intermediate Demand Emplayment | Thousands (Jobs) 0.000 478287 472872  +69.501 460828  +51614
Local Consumption Demand Employment |Thousands (Jobs} 0.000 +161270 +137.031 +131.459 +120.386 +110.050
Government Demand Employment | Thousands (Jobs) 0.000 41035 +1441  +1580 41538 +L37
Investment Activity Demand Employmeni | Thousands (Jobs} 0.000 +57.385  +67.665  +65.086  +54314  +4L111
| |Exports to Multiregions Employment | Thousands (Jobs) 0.000 487148 +99.464 485906  +76.824  +67.25%
Exports to Rest of Nation Empioyment ~ |Thousands (Jobs} 0.000 0.000 0,000 0,000 0,000 0.000
Exports to Rest of World Employment [ Thousands (Jobs) 0.000 0247 0.863 -1.486 2,116 -2.626
Exogenous Industry Sales Employment | Thousands (Jobs) 0.000 0.000 0.000 0.000 0.000 0.000

Employment comprises estimates of the number of jobs, fuil-tme plus part-tme, by place of work for all industries except government and farm. Full-fine and part-time jobs are counted at equal weight.
Employess, sole proprietors, and active partners are induded, but unpaid famiy workers and volunteers are not induded.

* (3 Ocaupation
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Payroll Tax: Standard Deduction #oeam

O] Employment impacts, by state

Difference - REMI P+ \

FILE HOME

Nawgalmn TABLES

SALT 2018 Talks compared to Standard Regional Control -

= @ R
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Frivate Non-Farm Employment.

Browser « | SALT 2018 Talks
e Employment comprises estmates of the number of jobs, full-time plus part-time, by place of work for all industries except government and farm. Full-time and part-time jobs are counted at equal weight.
Employment N Employees, sole proprietors, and active partners are induded, but unpaid family workers and volunteers are not induded.
~ = Employment Standard Regional Control
e Category
vo
Private Non-Farm Employm
=
- Region Units 017 | 018 | 201 020 2021 022
* 3 Ocaupation
| |caifornia [ Thousands (Jobs) 0.000 +80.528  +75.975 474233  +67.766  +60.576
| |ew Yark | Thousands (Jobs) 0.000 +35.736  +33.642 432712 430032 +27.122
| [pennsyivaria [ Thousands (Jobs) 0.000 +16.805  +15.663  +15103  +13.581  +12.07
| [Texas | Thousands (Jobs) 0.000  +15634 +13.889  +11872 48200  +45%
| {incis [ Thousands (Jobs) 0.000  +16.009  +15.092  +14.502  +12.833  +11.275
| [Massachusetts [ Thousands (Jobs) 0.000  +14358  +14.474 414441 413437 +12.113
| [mew tersey [ Thousands (Jobs) 0.000  +13.245  +12.264 +11895  +10.737  +9.531
| {ohio [ Thousands (Jobs) 0.000  +12847 +12.003  +11.336 49918 +8.412
Georgia [ Thousands (obs) 0.000  +11192 +10.551 +10.033 4883  +7.571
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153 out of 256 policy variable(s) active.  Saved
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Payroll Tax: Standard Deduction #oeam

o National GDP impacts

% ﬁ & Model Linkages

Table oop o_ 3 M Units v Levels Qrorecasts | STE ‘} m

([l Devsight ~ Chart ¥ | @ C)Pivot ¥ % Change et
Backto | Economic Demographic Custom > B Regions | Extend | Add | Export
s v v v w Extras v L] Map T vears v Results

Results Tables Display Options Forecast Report  Export

Browser Grass Domestic Product (GDP)

Gross Damestic Product

Gross Domestic Product

(3 Real Gross Domestic ..
- [Region
(5 Real Gross Domestic .. [ oo
(3 Real Gross Value Add...
Category Units [ 217 2018 018 2020 2021 022
Real Gross Domestic Product in Fixed Dol [Bilions of Fixed (2015) Dolars' 0,000 +37.841 435,743 +34750 431040  +27.012

| |Real Gross Domestic Product in Chained t|ilions of Chained (2009) Dollz 0.000 433745 431839  +30.954 427649  +24.061
| |real Gross value Added in Fixed Dolars[Bilions of Fixed (2016) Dolars™ 0.000 437941 +35.743 434750 431040 +27.012

SALT 2018 Talks
Difference compared to
Standard Regional Control

The market value of goods and services produced by labor and property in the United States, regardiess of nationality

[\]

Gross Domestic Product - All Regions

| == Real Gross Domestic ...
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[~ Real Gross Value Add

IS

3 v :

Report 2m7 2018 2019 2020 2021 2022
Real Gross Domestic Product in Fixed Dollars

153 out of 256 policy vi
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Payroll Tax: Businesses

I
0 Methodology, data sample (IRS, Pew, REMI baseline)

State

Alabama

Alaska

Arizona

Arkansas

California

Colorado
Connecticut
Delaware

District of Columbia

what does REMI say? s™

State AGI

(Billions)

107.9367
24.27239
161.9286
65.05434
1287.368
179.6006
164.1109
27.51602
29.79659

Implied

State
Income Tax

Rate
0.0345271
0
0.0349991
0.0492686
0.095355
0.0473864
0.0874195
0.0553628
0.0937615

Biz Payroll
Deduction,
21% Tax
(Billions)
-0.5087936

0
-0.7737369
-0.4375817
-16.759419
-1.1619152

-1.958657
-0.2079776
-0.3814204
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Payroll Tax: Businesses REMI

SALT 2018 Talks compared to Standard Regional Control - Difference - REMI Pl+ v2.1

0 National employment impacts
LIRSl
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[ srowser « | SALT 2018 Talks Private Non-Farm Employment

Employment comprises estimates of the number of jobs, fuil-tme plus part-tme, by place of work for all industries except government and farm. Full-fine and part-time jobs are counted at equal weight.

Difference compared to
- Employess, sole proprietors, and active partners are induded, but unpaid famiy workers and volunteers are not induded.

Standard Regional Control

Employment

(= Employment

= = Industry =
lPvate tonFam | Frrm—

re Category Units 2017 2018 018 020 2021 022

[HPrivate Non-Farm Employment [ Thousands (Jobs) 0.000 +2317.743 +2293.045 +2276.784 +2092.712 +1868.725
Intermediate Demand Emplayment | Thousands (Jobs) 0.000 +473.051 +475.966 +477.221 +44L774  +397.084

Local Consumption Demand Employment |Thousands (Jobs} 0.000 4302127 +735.558 +776.235 +720.310 +663.839

Government Demand Employment | Thousands (Jobs) 0.000 46284  +8.306  +10.678  +10.832  +10.294 =

Investment Activity Demand Employmeni | Thousands (Jobs} 0.000 +353.062 +443.441 4444393 +390.683  +316.690

| |Exports to Multiregions Employment | Thousands (Jobs) 0.000 +571076 +558.664 +556.310 4516135 +467.347

Exports to Rest of Nation Empioyment ~ |Thousands (Jobs} 0.000 0.000 0,000 0,000 0,000 0.000

Exports to Rest of World Employment [ Thousands (Jobs) 0.000 47151 +10.111  +11844 412974 +13.425

Exogenous Industry Sales Employment | Thousands (Jobs) 0.000 0.000 0.000 0.000 0.000 0.000 -

* (3 Ocaupation

Private Non-Farm - All Regions
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Payroll Tax: Businesses REMI

o National GDP impacts
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* (3 Real Gross Value Add...
Category Units T 018 2019 2020 2021 022

[P|real Gross Domestic Product in Fixed Dol [Bilions of Fixed (2016) Dolars 0.000 +228.455 +233.483 +238.617 +225530 +208.072
| |Real Gross Domestic Product in Chained t|ilions of Chained (2009) Dollz 0.000 +204.081 +207.986 +212.554 +200.897 +185.346
| |real Gross value Added in Fixed Dolars[Bilions of Fixed (2016) Dolars™ 0.000 +228.455 4233483 +238.617 +225530 +208.072
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Conclusion ?REMI

N
0 Only one piece of the puzzle
0 Inisolation, SALT cap shrinks national economy &
generates migration from high- to low-tax states
o0 Switching to employer payroll tax (if possible):
o Heavily dampens SALT cap impact
O Generates additional benefits to states:

m Those taking standard deduction get wage income deducted

m Businesses can deducted payroll tax against federal corporate
income tax

m Benefit high-tax states more than low-tax, reverse migration

what does REMI say? s™



