Building Our Future

A Revenue Plan for World-Class Schools in Maryland

By Christopher Meyer

Maryland policymakers have a once-in-a-generation opportunity in this legislative session to guarantee children
across Maryland a world-class education. Strengthening our education system and investing in our children’s
future is essential to building a thriving state and ensuring our economy fires on all cylinders. After a decade of
eroding funding since the Great Recession, achieving the vision of the Commission on Innovation and
Excellence in Education (Kirwan Commission) requires us to strengthen our commitment to Maryland’s public
schools. The evidence is clear that investing in things like universal prekindergarten, expanded learning time,
and one-on-one instruction for struggling learners will increase opportunity for children across the state and
strengthen our economy in the long term. It is also clear that our schools cannot make these changes without
additional resources.

Smart reforms to our state’s revenue system can close loopholes placed there by special interests and
provide the additional funds our schools need. Our tax code today includes several ineffective components that
hold Maryland back from being the best state we can be. As a result, revenue growth generally does not keep up
with our needs, and our tax responsibilities get distributed upside-down—allowing the wealthiest to avoid
making the same contributions the rest of us do.! If we clean up our tax code, we can afford to build a world-class
public school system that will enable children across our state to thrive.

The Wealthiest Marylanders Pay a Smaller Share of their
Income in State and Local Taxes than the Rest of Us

Bottom 80% (income below $120,000) pay
10.5%

Bottom 99% (income below $535,000) pay

10.4%

Top 1% (income above $535,000) pay
9.0%

Source: Institute on Taxation and Economic Policy, 2018, with calculations by MDCEP.
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A Revenue System for Maryland’s Future

We can build a stronger, more equitable revenue system by taking three steps:

1. CLEAN UP OUR TAX CODE, We should clean up Maryland’s revenue system by closing corporate tax

loopholes, eliminating ineffective economic development subsidies, and reversing a recent cut to our
millionaire estate tax. These special tax breaks benefit the powerful few but do nothing to help our

economy.

2. MODERNIZE OUR SALES TAX, Maryland’s economy has changed a lot over the past several decades, but

our tax code hasn’t kept up. We should modernize Maryland’s sales tax to reflect the increasing
importance of services and online commerce to our economy. We can offset the impact on struggling

Marylanders by expanding working family tax credits.
3. STRENGTHEN OUR INCOME TAX, Restructuring Maryland’s income tax will enable us to raise significant

revenue, lower income taxes on most low- and middle-income Marylanders, and improve our upside-

down tax code.

Together, these reforms will increase state revenues by $1.9 billion in fiscal year 2030 (adjusted for inflation)—
enough to fully fund the state share of a robust public education reform package. Table 1 summarizes the plan

for strengthening Maryland’s revenue system.

TABLE 1. REVENUE REFORM COMPONENTS

CLEAN UP OUR TAX CODE:

=  Close corporate income tax loopholes (adopt combined reporting, throwback rule)
=  Close pass-through loophole for large businesses
=  Eliminate ineffective economic development subsidies

= Restore the millionaire estate tax

MODERNIZE OUR SALES TAX:

=  Apply consistent standards to tangible goods, digital goods, and services

=  Maintain prudent exemptions

= Offset impact by expanding working family tax credits

STRENGTHEN OUR INCOME TAX:

= Restructure income tax rates

=  Lower income taxes for most low- and middle-income Marylanders
= Decouple from flawed federal legislation
= Offset special treatment of capital gains

TOTAL:

$560 MILLION

$460 MILLION

$920 MILLION

$1.9 BILLION

Note: Revenue estimates are for fiscal year 2030 and expressed in 2020 dollars. See

technical appendix for details.
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Strengthened Investments Are the Key to Great Schools

Great public schools are part of the foundation of a thriving community. They reflect our understanding that

every child has something to contribute and embody our commitment to providing the support children need to
learn and thrive. Strong schools build the groundwork for our future prosperity by creating tomorrow’s skilled
workforce and making Maryland an attractive place for families and businesses. While our state’s best schools
demonstrate what is possible when we invest in learning, Maryland’s current education system does not grant all
children the same opportunities.

A Story of Progress and Retreat
_____________________________________________________________________________|]

Maryland made significant progress in

Maryland's Bridge to Excellence Law: A Story of

guaranteeing all children access to high- Progress and Retreat

quality schools during the early years of

the 21%t century. Following passage of the eooo
Bridge to Excellence in Public Schools 20.02: Before the state began phasing in the
Bridge to Excellence formula, only 4 Maryland
Act of 2002, the state ramped up school districts were fully funded.
education funding based on an analysis of
the resources school districts needed to 000000
satisfy the state’s academic standards. 2008: After si . stont
. . ) : After six years of consisten 000000
During this ramp-up, the number of funding, 23 school districts were fully
school districts at or close to this funded. 000000
standard increased from four in 2002 to 00000
23 in 2008—all but one of Maryland’s 2
X yands a4 YYYYY)

county-based school districts.ii

Students’ test scores also improved 2015: After seven straight years of cuts, only 6
during these years across multiple school districts were still fully funded.
districts, subjects, and grade levels. For

example, the share of third graders Source: Department of Legislative Services Jan. 2017 presentation to the

scoring proficient or advanced on the Commission on Innovation and Excellence in Education. School districts are
. marked as fully funded if they are at or above 95 percent of the Bridge to
Maryland School Assessment increased Excellence adequacy standard.

by 10 percentage points in math and 12

percentage points in reading from the

2003—-2004 school year to 2007—2008.iii The gains were even larger in school districts where large numbers of
students face barriers to learning because of low family income or the legacy of racial segregation.

As the Great Recession dragged house prices down and unemployment up, state and local revenues
declined. Policymakers responded by suspending scheduled inflation adjustments in our school funding formula
from 2009 to 2012 and capping the adjustments through 2015. During these years, improvements in student
achievement stalled. For example, the share of third graders scoring proficient or advanced on the Maryland
School Assessment in math increased by only 5 percentage points from 2007-2008 to 2011—2012, while the
proficient and advanced share in reading increased by only 2 percentage points.¥
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Although the state has since
resumed making annual
inflation adjustments, the cuts
made between 2009 and 2015
continue to harm students.
Because prices throughout the
economy continued to rise
during these years, it would
have required an extra-large
catch-up adjustment to make
up the lost ground. The state
instead simply returned to
making routine annual

More than Half of Black Students in Maryland Attended
Substantially Underfunded Schools as of 2015

21% attend fully
funded districts.

Source: MDCEP analysis of Jan. 2017 DLS presentation to the Kirwan Commission and NCES
Enroliment Data. Substantially underfunded are those that are funded below 85% of the Bridge to
Excellence adequacy standard. Fully funded districts are those at or above 95% of the standard.

53% attend substantially

Black underfunded districts.

adjustments, as if the earlier cuts had never happened. This decision made the cuts effectively permanent.

Underfunding is now baked into our school funding formula, even in years when there are no additional cuts.

By 2015, the number of fully funded school districts had fallen to six, nearly back to the number in 2002."

Because Maryland schools are among the most racially segregated in the nation,¥! these cuts hit students of color
hardest. More than half of all Black students in Maryland attended a school district that was underfunded by 15
percent or more as of 2015."1 Eroding school funding also made a tangible impact in the classroom. Maryland

public schools served 29,000 more students in the 2014—2015 school year than in 2007—2008, but they did so

with fewer teachers to help these children learn. i

As Maryland’s history of school funding shows, we have not invested enough in education in recent years to

set our children up for success—but that hasn’t always been the case. We committed to providing all children a

great education in the early years of this century, and for a few years we made that vision a reality. We can do it

again.

The Verdict Is In: Investing in Education Works

Eroding school funding over the last decade has put Maryland children in a worse position to succeed in our

modern economy and fully participate in their communities. Continuing down this path would ultimately

undermine the foundation of our state’s prosperity. On the other hand, we know that we can build a strong

public education system if we are willing to make the needed investments. A large body of careful research

makes clear that sufficient funding is essential to providing all children a high-quality public education.

A highly regarded study published in 2016 examined the effects of court-ordered education finance reforms

on students’ success in school.* More than half of states have enacted such reforms after courts concluded they

had fallen short of their constitutional obligations to educate children. The researchers found that when school

funding increased in response to a court order, students went on to complete more years of education, earn more

in adulthood, and experience lower poverty rates. The improvements were strongest among students in low-

income families. Several other studies of court-ordered school finance reforms have drawn similar conclusions

using a variety of analytical methods.x Together, the results of multiple studies using credible research designs,

different data sources, and different outcome measures provide compelling evidence that increased education

funding makes a difference.

Researchers have also learned a great deal about what specific in-school practices can help students

succeed.® Many of these strategies are supported by randomized controlled trials—often referred to as the “gold
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standard” of evidence in social science. Research-backed approaches include prekindergarten, smaller class

sizes, improved teacher pay, and expanded learning time. Children who face additional obstacles particularly
benefit from services like physical and behavioral health care provided at the school site to ensure they are
healthy and ready to learn. Each of these strategies can yield significant gains for students and the economy—
and each one requires sufficient resources to succeed.

Conversely, a strategy of hoping for better results while continuing to fund Maryland schools at the current,
inadequate level is all but guaranteed to fail. This is the key insight confirmed by research in the field of
education cost analysis: In education as in every other part of life, better results cost more.* When states raise
their expectations of students, as Maryland has in recent years, more resources such as additional teachers or
better teacher pay are needed to make those expectations achievable. The implications for Maryland are clear: if
we are serious about guaranteeing a world-class education to children in every part of our state, we have to
commit to investing more in our public schools.

A Rare Opportunity

Maryland policymakers now have a rare opportunity make this vision a reality. The Commission on Innovation
and Excellence in Education (the Kirwan Commission) has been working since 2016 to develop
recommendations for improving the state’s education policies. The commission is now putting the finishing
touches on its proposals and preparing recommendations for the governor and legislature. If the process
generates effective reforms, it will yield major benefits for Maryland children and our state’s economy for many

years to come.

A Revenue System for

Maryland’S Future Top 1 Percent of Maryland Households Have Doubled
their Slice of the Economic Pie
Income share of the top 1 percent in Maryland, 1975-2015

Putting Maryland schools back on track 20%
will require us to make new investments,

and policymakers will have to decide how

to raise the necessary resources. The best

choice is to increase revenue by 15%
reforming our state’s tax code. If we

address weaknesses in our current

revenue system, we can build a tax code 10%

that is more effective and more

equitable.xii
Maryland’s tax code today has three 59,
major shortcomings that hold us back
from being the best state we can be:
* Special interests get tax breaks

that don’t help our economy. A 0%

1975 1980 1985 1990 1995 2000 2005 2010 2015

Source: Sommeiller, Estelle, and Mark Price. 2018. The New Gilded Age: Income

small number of powerful actors like

large, multistate corporations and Inequality in the U.S. by State, Metropolitan Area, and County. Economic Palicy
Institute, July 2018.

ultra-wealthy heirs have used their
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outsized influence to promote policies that reduce their own tax responsibilities. These special tax breaks

cost the rest of us millions and do nothing to strengthen Maryland’s economy.

= QOutdated policies have chipped away at our sales tax. Maryland’s economy has changed a lot over
the past several decades, but our tax code hasn’t kept up. Services increased from less than one-third of
household consumption nationwide in 1970 to nearly half as of 2011.™" But we still exempt most services
from the state sales tax, a relic from 20t century tax policy. As a result, sales tax revenue has grown more
slowly than Maryland’s overall economy.™

=  Qur tax responsibilities are upside-down. The wealthiest 1 percent of Maryland households pay a
smaller share of their income in state and local taxes than the rest of us do, despite doubling their slice of the
economic pie over the last 40 years.™ This means that our tax code further concentrates wealth and power
in a few hands and does nothing to reduce the economic barriers that hold back many Marylanders,
especially people of color.

Recent changes in federal tax policy have made our overall tax system—federal, state, and local—even more
lopsided. The hastily drafted 2017 federal tax overhaul gave away trillions to wealthy households and large
corporations, undermined the federal government’s fiscal position,i and heightened obstacles to opportunity
for people of color nationwide.xviii

We can raise the resources needed to invest in the pillars of our economy if we take three steps to move
Maryland’s revenue system onto a better path.

Step 1: Clean Up Our Tax Code

We should clean up Maryland’s revenue system by getting rid of special tax breaks that benefit the powerful few

but do nothing to help our economy:

= Close corporate tax loopholes. We should adopt a strong combined reporting requirement to prevent
large corporations from artificially stashing profits in low-tax states or overseas tax havens. About half of

Federal Tax Cut Law Primarily Benefits Wealthiest White Households

Average tax cut under 2017 federal overhaul by income  Distribution of tax cuts among racial and ethnic groups

group in Maryland nationwide
$o0 —— 67% of households are white.
They get 80% of tax cuts
10% of households are Black.
-$15,000 They get 5% of tax cuts.

12% of households are Latinx.
-$30,000 They get 7% of tax cuts.

v

-$45,000
olo oo slo sle olo ole olo
I T S S L PN : .
& & N4 N & ar ' 11% of households are in other racial groups.
& &P & = They get 9% of tax cuts

\’0 "—)Q’ @ o) Y g o X Cuis.
Source: Institute on Taxation and Economic Policy, Source: Prosperity Now and Institute on Taxation and Economic
2017. Policy, 2018.
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|
HOW DOES THE CASINO LOCKBOX FIT IN?

states that levy corporate income taxes
use combined reporting, and a growing

number are including overseas tax Voters last November approved an amendment to the state constitution
. . <ix requiring gambling revenues to add to public school funding rather than

havens in this system.™ We should replacing existing funding. This amendment (informally called the

also adopt the throwback rule, a reform “lockbox”) will fulfill the promise policymakers made when the state

expanded gambling in 2007 and 2012. At the same time, it is only one
part of the solution to guaranteeing all children in Maryland a great public
income” that is not taxable in any state. education and investing in other pillars of our economy like health care
and transportation.

that eliminates corporate “nowhere

= Close the pass-through loophole.

= The state budget for the current year anticipates $532 million in casino
revenue earmarked for schools. Casino revenues have averaged a
little under $500 million annually over the last five years. While putting

pass-through entities can avoid paying this revenue on top of existing school funding is a significant step

forward, a greater investment is needed to guarantee all children a

world-class education.

Today, businesses that organize as S-
corporations, LLCs, or other so-called

corporate income tax, no matter how
large or profitable they become.™ We

should partially offset that special = Gov. Hogan has proposed to put the lockbox funding toward school
construction rather than operating costs. More investments in school
construction are sorely needed to ensure all children can go to school
in an up-to-date building with safe temperatures all year round. In the
on the largest pass-through businesses. 2016-2017 school year, nearly one-third of Maryland students
attended a school district in which the average school building was
over 35 years old.

treatment by levying a 4 percent tax—
just under half the corporate tax rate—

This reform would continue to protect
small businesses by allowing all

companies to deduct their first $1 = In practice, the lockbox requires the state to shift money from other
parts of the budget into education. Cleaning up our tax code will allow
us to make the needed investments in public schools while protecting
other essential services like health care and transportation.

million in profits and exempting sole
proprietorships.

= Eliminate ineffective economic
development subsidies. Maryland
currently spends millions on special tax breaks for businesses in hopes of spurring economic development,
despite growing evidence that these subsidies do not work. We should eliminate five subsidy programs that
state analysts have found to be deeply flawed: the Enterprise Zone Tax Credit, the Film Production Activity
Tax Credit, the Biotechnology Investment Incentive Tax Credit, the Businesses that Create New Jobs Tax
Credit, and the One Maryland Economic Development Tax Credit.® We should also allow several other
subsidy programs to expire as scheduled.

* Restore the millionaire estate tax. The General Assembly in 2014 increased the estate tax exemption
from $1 million to over $5 million, handing a windfall to a small number of ultra-wealthy heirs and making
it harder for the state to invest in essential services. This change was misguided to begin with and, because
of changes made by the 2017 federal tax overhaul, even its stated goal of matching the Maryland estate tax to
the federal exemption no longer applies. We should reverse the flawed choice we made in 2014 and restore
the exemption to $1 million.

By fiscal year 2030, the year the Kirwan Commission’s school funding package fully phases in, these reforms
would increase state revenues by about $560 million, adjusted for inflation.xi

Step 2: Modernize Our Sales Tax

We should modernize Maryland’s sales tax to reflect the increasing importance of services and online commerce
to our economy:xiil
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Apply consistent standards to tangible goods, digital goods, and services. We should expand the
sales tax base to include digital goods like apps and ebooks, as well as the majority of services. This will
reverse the erosion of sales tax revenue that has occurred over the last several decades as people have
changed their buying habits and prevent future erosion.

Maintain prudent exemptions. While policymakers should steer clear of arbitrary exemptions designed
to benefit special interests, two kinds of services should not be subject to taxation. First, we should exempt
necessary services like health care and tuition—just as we currently exempt necessary goods like groceries
and some personal hygiene products.™" Second, policymakers should exempt services that are purchased
exclusively by businesses, such as payroll processing and commercial real estate management. This
exemption would prevent so-called “pyramiding” in which businesses pass these taxes through to customers
in the form of higher prices.

Offset impacts on struggling families. Modernizing the sales tax is the right choice because it will make
our revenue system more effective and enable us to invest in strong schools and other essential services. At
the same time, families with low incomes pay an outsized share of their income in sales taxes because they
are more likely to live paycheck to paycheck. We should offset the impact of a broader sales tax base by

expanding tax credits for working families like the Earned Income Tax Credit.

Together, modernizing the sales tax and expanding working family tax credits would increase fiscal year 2030

revenues by about $460 million.

Step 3: Strengthen Our Income Tax

We should improve our upside-down tax code by building a stronger, more equitable income tax. The brackets
and tax rates shown in Table 2 would raise significant revenue while reducing income taxes for the majority of

low- and moderate-income Marylanders.

TABLE 2. REFORMED INCOME TAX STRUCTURE

SINGLE OR MARRIED FILING MARRIED OR HEAD OF
SEPARATELY HOUSEHOLD
MARGINAL

TAXABLE INCOME BASE TAX TAXABLE INCOME BASE TAX TAX RATE
$0 to $3,000 $0.00 | $0 to $4,500 $0.00 3.0%
$3,000 to $6,000 $90.00 | $4,500 to $9,000 $135.00 3.5%
$6,000 to $12,000 $195.00 | $9,000 to $18,000 $292.50 4.0%
$12,000 to $24,000 $435.00 | $18,000 to $36,000 $652.50 4.5%
$24,000 to $48,000 $975.00 | $36,000 to $72,000 $1,462.50 5.0%
$48,000 to $96,000 $2,175.00 | $72,000 to $144,000 $3,262.50 5.5%
$96,000 to $192,000 $4,815.00 | $144,000 to $288,000 $7,222.50 6.0%
$192,000 to $1 million $10,575.00 | $288,000 to $1 million $15,862.50 6.5%
Over $1 million $63,095.00 | Over $1 million $62,142.50 7.0%
Note: “Base tax” refers to the tax responsibility of a household at the bottom of a given income
bracket. For example, a single filer with $48,000 taxable income will pay $2,175 in state income
tax. A filer's tax responsibility is equal to Base Tax + Marginal Tax Rate x (Taxable Income —
Bracket Lower Bound). For example, a single filer with $50,000 taxable income would pay $2,175 +
5.5% x ($50,000 — $48,000) = $2,285. Under the current structure, this filer would pay $2,322.50.
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The state should take two additional steps to strengthen our income tax:

* Decouple from flawed federal legislation. The 2017 federal tax overhaul eliminates a rule known as
the Pease Disallowance, which phases out itemized deductions for the highest-income tax filers. Eliminating
this rule is in line with the law’s overall approach of handing massive tax breaks to a small number of
powerful beneficiaries—and it automatically translates into an additional cut in state taxes for the same
households. We should reinstate the Pease Disallowance for Maryland taxes.™"

=  Offset special treatment of capital gains. The federal tax code gives special treatment to income from
capital gains—the net gain from the sale of an asset that has increased in value. The top federal tax rate on
capital gains income is 23.8 percent, far below the 40.8 percent top rate on income from work. Because
capital gains go only to households with accumulated wealth, they are even more lopsided than income from
other sources. Nationwide, the wealthiest 1 percent of tax filers get two-thirds of all capital gains income,
compared to one-sixth of income from all sources.™ The special treatment of capital gains is also an
important driver of racial and ethnic inequity, because the wealthiest 10 percent of white households control
nearly two-thirds of all wealth nationwide. ™" The state should partially offset this special treatment with a 1
percent surtax on capital gains income.

Together, these reforms would increase fiscal year 2030 revenue by $920 million.

Combined Impact: A Stronger, More Equitable Tax Code

Table 3 summarizes the combined impact of steps 1 through 3. Together, these reforms would increase state

revenues in fiscal year 2030 by
$1.9 billion. If the state
continues to provide half of all
non-federal funding for Maryland
public schools, this revenue will
fully cover the state share of the
education reform plan the Kirwan
Commission is considering.
Details on the revenue estimation
methodology are available in the
technical appendix.

The reforms outlined in this
section would go a long way
toward fixing Maryland’s current
upside-down tax code. The
wealthiest 5 percent of
Marylanders—who currently pay
a smaller share of their income in
state and local taxes than the rest
of us do—would be responsible
for 58 percent of the increase in
revenue from these reforms.=ii
Meanwhile, the 60 percent of

TABLE 3. REVENUE REFORM COMPONENTS

CLEAN UP OUR TAX CODE: $560 MILLION

=  Close corporate income tax loopholes (adopt combined reporting, throwback rule)
=  Close pass-through loophole for large businesses
=  Eliminate ineffective economic development subsidies

=  Restore the millionaire estate tax

MODERNIZE OUR SALES TAX: $460 MILLION

=  Apply consistent standards to tangible goods, digital goods, and services
= Maintain prudent exemptions

=  Offset impact by expanding working family tax credits

STRENGTHEN OUR INCOME TAX: $920 MILLION

=  Restructure income tax rates
=  Lower income taxes for most low- and middle-income Marylanders
= Decouple from flawed federal legislation

=  Offset special treatment of capital gains

TOTAL: $1.9 BILLION

Note: Revenue estimates are for fiscal year 2030 and expressed in 2020 dollars. See
technical appendix for details.
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Marylanders with household income under $79,000 would be responsible for 5 percent of the revenue

increase.xix

Fixing our upside-down tax code would help reduce barriers facing Marylanders of color who today are too
often locked out of economic opportunity. About half of Black and Latinx Marylanders have household income
under $44,000, placing them among the lowest 40 percent of households by income. Meanwhile, only one in
nine have household incomes above $120,000, high enough to place them among the wealthiest 20 percent.
Furthermore, several of the reforms outlined above would improve racial and ethnic equity by eliminating or
offsetting special tax breaks that benefit only households that have significant accumulated wealth. Because a
long history of discriminatory policies has concentrated the majority of the nation’s wealth among a small
number of white households, reforms like combined reporting, closing the pass-through loophole, and offsetting
special treatment of capital gains are key to building a more equitable tax code.

Tax Reform Would Help Build a More Equitable Revenue System in Maryland

Impact of tax reform as a share of income by income group

12% o +0.2%  +0.4% -

o % gy e T == 105% w9 1IN 9

5% ] Black and Latinx households
are among the wealthiest 20%.

6%

4%

2% 1ind

White households are among

Lowest Second Middle Fourth  Next Next Top the wealthiest 20%.
20% 20% 20% 20% 15% 4% 1%
Current Tax Responsibility =~ ®Tax Reform Impact
Source: Institute on Taxation and Economic Policy. Some revenue components are excluded from distributional
estimates due to insufficient data. Note that the income classes used to define current tax responsibility differ
slightly from those used to estimate tax reform impact. See endnotes xxviii and xxix for details

0%

Strengthening Our Tax Code Is the Right Choice for Maryland’s
Economy

If we strengthen Maryland’s revenue system by closing loopholes and fixing our upside down tax code, we can
afford to invest in the pillars of our economy. Other states that have taken this step have enjoyed strong job and
wage growth while investing more in the foundations of long-term prosperity.

California’s Proposition 30 is a recent example.** Like Maryland, California responded to revenue shortfalls
in the aftermath of the Great Recession with deep cuts to public school funding. By the budget year that began in
July 2012, state and local investments in California schools were 15 percent below the national average.* For
five years straight, schools weren’t able to hire enough teachers to keep up with enrollment growth, leading to
larger classes and less individual attention for students. i

The state started on a different path in 2012. That year, voters approved a ballot measure to raise revenue
with higher income tax rates on the state’s wealthiest families and a small increase in the sales tax.
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The revenue from this measure . ) o
allowed the state to rebuild its New Re_venue AI_Iowed California to Start Rebuilding
Education Funding

investments in public schools. State and Change in state and local K-12 funding per pupil before and after
local school funding in California Proposition 30 passage (adjusted for inflation)

increased by 10 percent per pupil from
2013 to 2015, adjusted for inflation—
more than three times the national

average.*i With this added funding, Before Proposition 30
schools were able to hire more teachers 2.4%
and start bringing back down the number

of students per teacher. v

Meanwhile, California’s economy
thrived. In the three years following
After Proposition 30

passage of Proposition 30, the

unemployment rate fell faster in +2.9%
California than in two of the state’s three

neighbors and faster than the national

unemployment rate.* This strong = California+ Nationwide

Souce: MDCEP analysis of National Center for Education Statistics Common Core

performance mirrors the flndlngs ofa of Data. Adjusted for inflation using the Implicit Price Deflator for State and Local

sophisticated apples-to-apples analysis Government. "Before" period begins in the 2010-2011 school year and ends in the
2012-2013 school year. "After" period begins in the 2012-2013 school year and
by researchers at the UC Berkeley Labor ends in the 2014-2015 school year.

Center.»vi From 2011 to 2016—a period
that includes Proposition 30 as well as several new legal protections for California workers and the
environment—California outperformed a group of comparable states in job growth, wage growth, and total
economic output. The state’s residents signaled their satisfaction with these results in 2016, with more than 60
percent voting to extend high-end income tax rates that were scheduled to expire. i
What California’s experience makes clear is that it is possible to simultaneously build an equitable revenue
system, invest in public schools, and enjoy strong economic performance. Multiple factors influenced
California’s economy during this period, so it is prudent to withhold judgment on the degree to which
Proposition 30 is directly responsible for the state’s success. The full benefits of investing in education will only
be realized over the long term as today’s students enter the workforce.
California’s experience is consistent with credible academic research on the impacts of tax policy on state
economies. Here’s what that research shows:
= Other factors matter more when families move. High-quality research shows that families consider
jobs, housing costs, weather, and where their relatives live when they decide where to locate. Taxes generally
don’t make the list or appear near the bottom.Xxxviii Those with the highest incomes move across state lines
less frequently than other families, and tax rates don’t have an economically significant impact on where
they choose to live XXxix

= Other factors matter more for job growth. Most job creation comes from young, homegrown
companies expanding—and most entrepreneurs launch a business in the state where they already live.x!
Even when companies do move, other factors like skilled workers and reliable transportation matter more
than taxes.™ That’s partly because state and local taxes add up to only 2 to 3 percent of most companies’

xlii

business costs.
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The fact is, Maryland has a lot to offer as
a place to live, work, and do business. We California Labor Market Continued to Strengthen After

High-End Tax Increase

h he high ian h hol
ave the highest median household Decline in unemployment rate before and after Proposition 30 passage

income among the 50 states. il Our

workforce is highly educated, with the UnemploymtlerPt fell more quickly i." the three years
. after Proposition 30 passed than in the three years
second-highest share of advanced degree before.
holders.xv College graduates have moved
into Maryland at higher rates in recent alforn 11/09 to 11/12: 2.1%
dalifornia
years than into most other states.xV We 11/12 to 11/15: 4.1%

have the nation’s highest share of

After Proposition 30 passed, unemployment fell
more quickly in California than in two of its three
taxes and services is among the most neighbors.

millionaires per capita.*™ And our mix of

favorable to businesses, according to the

accounting and consulting firm Ernst and % Arizona 3.0%
We face a choice: Do we clean up our §
tax code to invest in world class schools, % Nevada 1.9%
or do we go down a path that leaves our 2
schools falling further behind and our
economy worse off? Without additional Oregon 2.3%
revenues, the only way to adequately
fund schools would be to drastically cut
other services Marylanders rely on, like Unemployment fell more quickly in California than
health care and transportation. nationwide.
Voluminous evidence tells us that 20%
leaving our schools in their current state Nationwide

is likely to damage our economy in the 2.7%

long run. Our children will grow up with

fewer skills, making it harder for them to Faster decline in unemployment >
succeed on the job market, and Source: MDCEP analysis of Bureau of Labor Statistics Local Area
businesses will have a harder time Unemployment Statistics.

finding the workforce they need.

Cutting from other areas of the budget to invest more in schools is no more promising. After a decade of
gradual cuts since the Great Recession, Marylanders’ unmet needs are beginning to pile up across a wide range
of areas. Our population is aging, increasing the need for long-term care that is largely paid for through
Medicaid. The transit systems that keep our state’s metropolitan anchors humming have a growing list of
maintenance needs. Nonpartisan legislative analysts recently estimated that state agencies are understaffed to
the tune of nearly 2,500 workers.*Viii Cutting budgets further would only make these problems worse and
ultimately threaten Maryland’s future prosperity.

There is a better way. States that have closed special interest loopholes and improved their upside down tax
codes have been able to strengthen their schools while enjoying strong economic performance. Maryland’s own
investment in public schools in the early years of this century is proof that we are capable of big things. We
should recommit to the smart choices we made in the past by cleaning up our tax code and using the gains to
invest in Maryland’s future.
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