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[image: image2.png]Distributional Impact of "Revenue-Neutral" Sales Tax Swa

Eliminate Grocery Tax, Hike Rate on Other 4% Items
All South Dakota Families and Individuals, 2010 income levels

2010 Income Group| Lowest 20% | Second 20%| Middle 20% | Fourth 20% | Next15% | Next4% | Top1%
Income| LessThan | $18,000— | $34,000— | $54,000— | $85,000— | $153,000— | $424,000— | g oo g
Range| $18,000 $34,000 $54,000 $85,000 | $153,000 | $424,000 Or More Change
Average Income in Group| $11,000 | $26,000 | $45000 | $68,000 | $107,000 | $224,000 | $1,220,000 | ($1,000s)
Eliminate 4 Percent State Sales Tax on Groceries, Except Candy/Soft Drinks; State Rate from 4% to 4.388%
Tax Change as % of Income| _ —0.1% —0.0% —0.1% ~0.0% —0.1% —0.0% 0.0% s
Average Tax Change[ 21 17 37 36 —a9 =56 +265
Eliminate 4 Percent State Sales Tax on Groceries, Except Candy/Soft tate Rate from 4% to 4.35%
Tax Change as % of Income| _ —0.1% —0.1% —0.1% ~0.1% —0.0% 0.0% s 6,000
Average Tax Change[ =25 25 —a9 50 —77 +205 '
Eliminate 4 Percent State Sales Tax on Groceries, Except Candy/Soft Drinks; State Rate from 4% to 4.4%
Tax Change as % of Income| _ —0.1% —0.0% —0.0% ~0.0% —0.1% —0.0% 0.0% $ 2,000
Average Tax Change[ 20 —1a 31 =31 a3 —a9 +283 8

SOURCE: Institute on Taxation and Economic Policy Microsimulation Tax Model, January 2011
Description of ITEP Microsimulation Tax Mode! available at:

http://itepnet.org/about/ITEP_tax_model_simple.php
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Quick Facts – HB 1216 Food Tax Swap 





South Dakota House Bill 1216 proposes lowering state sales tax on certain food items and increasing sales tax on other goods and services in a revenue-neutral exchange.





In layman's terms this means:





dropping the state 4% sales tax on grocery food items (except pop and candy)


 increasing the state sales tax on all other goods and services (currently taxed at 4%) enough to make up the lost tax revenue.  





The bill suggests a 0.35 cent increase (increasing state sales tax from 4 cents to 4.35 cents).





Fiscal analysis of South Dakota's food tax and this bill reveals the following points:





Raising state sales tax 0.388 cent would have offset the estimated cost of removing state sales tax from groceries in 2010.  (Data source:  Institute on Taxation and Economic Policy Microsimulation Tax Model, January 2011 - see table on page 2)





Raising sales tax 0.388 cent and eliminating taxes on groceries would decrease annual sales tax paid by all South Dakota income groups except the top 1% of earners  (those earning $424,000 or more with an average group income of $1.22 million per year).  This top income group is currently paying the lowest percentage of its income in state and local taxes.   See charts on page 2.





A former program to provide food tax refunds in South Dakota was changed in 2009.  This reduced a $3 million food-tax refund program serving 42,161 households by over 97%, leaving less than 300 South Dakota households currently receiving benefits.  (data source:  SD Dept of Social Services Annual Statistical Report FY2010, testimony 2-3-12 House Appropriations)
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Utilizing the Institute on Taxation and Economic Policy's Microsimulation Tax Model - the estimated necessary sales and use tax hike to remain revenue neutral based on 2010 South Dakota specific income and expenditure data was an   





As part of their mission to promote equitable and responsible fiscal policy through research and education, the South Dakota Budget & Policy Project researched the fiscal impact of the bill.  








Sources:  


Institute on Taxation and Economic Policy � HYPERLINK "http://itepnet.org/about/ITEP_tax_model_simple.php" ��Microsimulation Tax Model� http://itepnet.org/about/ITEP_tax_model_simple.php
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The above table depicts the impact of the proposed sales tax change on South Dakotans by income group, based on 2010 data.  Each income group would see their current state sales tax on food disappear and their state sales tax on other 4% items increase.  The Average Tax Change represents the combined effect of the "revenue-neutral" tax swap.  Illustrations are provided at various rates of increase.   The top income group which would experience a tax increase currently pays the lowest percentage of their income in state and local taxes.


�


       Source:  ITEP Who Pays Report





The South Dakota Budget & Policy Project produced this analysis as a part of its mission


 to promote responsible and equitable fiscal policy through research and education.





For further information, contact Joy Smolnisky      joys@sdbudgetandpolicyproject.org




















