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Income taxes bring growth, volatility, and tax burden balancing to Utah’s tax portfolio

Growth - In recent decades, income tax revenue growth
outpaced growth in the two other major taxes (property tax
and sales and use tax), even with tax rate cuts. In fact, since full
implementation of Utah's current single rate system in 2008,
Utah'’sincome tax base has more than paced with the economy.
This strong income tax base growth helps to offset fuel taxes
and sales and use taxes whose bases have grown over time,
but historically failed to pace with economic growth.

Volatility - Income tax revenue can be quite inconsistent over
the business cycle. By some measures, Utah ranks among the
most volatile state income tax systems. High growth years
produce plentiful income tax revenues, while economic cycle
downsides produce major state budget challenges.

Tax Burden Balancing - Even with a single rate, Utah’s income
tax remains moderately progressive through tax credits. That
is, low-income taxpayers pay a smaller share of their annual
income in the income tax than high-income taxpayers. This
income tax progressivity balances out the regressivity of
other taxes to produce a state and local system that is roughly
proportional, although with some regressivity at upper
income levels. The ability to more narrowly target income tax
provisions creates the most flexible opportunities to balance
out Utah's tax system, such as by offsetting the sales and use
tax’s regressivity or the property tax’s cash flow challenges for
fixed-income taxpayers.
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Capital Gains

Wage and retirement Wage and Retirement Income Other Income
income exhibit steady °°%
growth, while other 40%
Income sources are 20%
much more volatile.
0% -
Figure 7: Year-Over Growth
Rates for Various Major -20%
Sources of Utah Individual 44,
Income, 2001-2020
, - -60%
Source: Utah State Tax Commission —CANNTNONONO—ANMTINON OO O CANNTNONODOANO—ANMTINON®DO O
00000000 = — = = — — — — — — I OO0 0000 OO O & = == = — — — = — —
OO OO0 O0O0O0O0OO0O [cNolololoNoNo) OO0 0000000000000 O0O0O0OO
ANAN AN AN ANANANANANANANANANANANNANNNAN AN AN AN AN AN AN ANANANANANANNANANANANANANA
— Wages — Taxable Pensions, IRAs, = Interestand == Capital Business Income
and Social Security Dividends Gains (Sole and Partnership)
Wages are the single
< TORTD!
largest source 0
of income. E L — 9.1%

Figure 8: Utah Individual
Income by Source, 2020

Note: Other income is excluded
from the graph as it totals to a
negative number.

Source: Utah State Tax Commission

68.5%

18

SELEEEEEEEEEEEEEELE
SEELEEEEEEEEEEEEEELE
SELEEEEEEEEEEEEEEELE
SELEEEEEEEEEEEEEELE
SELEEEEEEEEEEEEEELE

3.2%

Business Income
(Multiple Owners)

/.4%

Taxable Pensions &
IRA Distributions

fe6+]
o
Y ories ‘ 2 6%
- Interest and
oD Dividends
Ta);abIeSociaI
Security
o)
rEe EEe e EEE ree (U 1.8%
B Business Income
N g ) e
. 0,
!/olatllenon-wage 18802 ------..----....--..-
income sources 80%
make up an increasing %
share of individual 50%
. 40%
income. 300
Figure 9: Composition of ?g;/z
Individual Income Sources, 0%

2000-2020

Note: Other income is excluded as it
totals to a negative number.
Source: Utah State Tax Commission

©O = o m < ! OV N ©
S o o 9o © 9O © o o
S © © & © © © © o
N N N NN NN NN

W Wages Taxable Pensions, IRAs, Capital
and Social Security Gains

2009

2010
2011

|7 Partnerships

2012

2013
2014
2015
2016
2017
2018
2019
2020

M Interest and Dividends M Sole Proprietors

INFORMED DECISIONS™

gardner.utah.edu | February 2023



100%

The use of income
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Major Income Tax Considerations in 2023

- Growth - Will state income tax revenues continue growing
strongly as they have recently?

- Volatility - Is recent strong revenue growth sustainable
over the business cycle? Are contingency plans in place if
income tax revenues take a turn for the worse?

- Income Tax Fund Uses - How much constitutional
flexibility should the Legislature have to allocate income
taxes revenues to different potential uses?

Source: Kem C. Gardner Public Finance Council

- Tax Levels - Should the state cut income taxes? If so,
by how much and with which mechanisms (tax rate,
tax credits, etc.)?

- Tax Burden Distribution - If income taxes are cut, what is
the distribution between low-income, middle-income, and
high-income households? Should the income tax be used as
an offset to other taxes, such as the property tax?
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