What real Iowa tax reform would look like
Iowa is an average-tax state. Even before expensive tax cuts
passed in 2018 to benefit the wealthiest, Iowans paid about
2.5 percent of their income toward income taxes, 2.3 percent
for sales taxes, which earns us a rank of 20th and 25th,
respectively, among the 50 states.1 Business taxes are right in
the middle as well, according to recent studies by two
accounting firms.2

Destination:
A tax system that raises revenue
fairly and adequately to meet
critical public service needs that
benefit all Iowans.

But our tax system already failed the fairness test before those
new tax cuts. The highest income Iowans pay a smaller share of their income to state and local
taxes than lower and middle-income Iowans — our tax system is regressive.3 And hundreds of
millions in tax revenue are lost every year to corporate loopholes and to business tax credits that
produce little or no benefit to the state. At the same time, the state struggles every year to
adequately fund education, public safety, health care and other priorities.
Real tax reform, given that context, would mean three things: (1) ensuring adequate revenue, (2)
reducing the regressivity of our tax system, and (3) reining in corporate tax credits and loopholes.
Recent tax bill fails the test
The legislation signed into law in May of this year does none of these things. It cuts revenue,
makes the tax system more regressive by concentrating tax cuts on the rich, and fails to reform
credits or loopholes.4 The package had one true benefit: modernizing the sales tax to include
online purchases and level the playing field for local and state-based businesses.
Little for the middle class: Tax bill benefits the wealthiest
Average tax cuts, percent of total cuts, by income, Iowa residents, 2021
Percent of
Tax Cut:
Adjusted Gross Percent of
Average
Percent
Total Tax Percent of
Income Taxpayers
Tax Cut Reduction
Cut
Income
Under $30,000
39.6% $
(21)
-17.2%
2.8%
-0.23%
$30,000 to $60,000
25.5% $
(121)
-8.4%
10.3%
-0.28%
$60,000 to $100,000
17.1% $
(232)
-7.5%
13.2%
-0.30%
$100,000 to $250,000
15.4% $
(534)
-8.2%
27.3%
-0.38%
$250,000 to $1 million
2.3% $ (4,014)
-17.5%
30.4%
-1.00%
$1 million or more
0.2% $ (24,636)
-19.4%
16.1%
-1.01%
Total
100% $
(300)
-11.1%
100.0%
-0.48%
Source: Iowa Department of Revenue, Memo to Legislative Services Agency, May 2, 2018, Table 9A

Under this legislation, however, the income tax savings to a middle-class family by 2021 amount to
just $5 to $10 a week and much of that will be taken back by the sales-tax increase. Millionaires, on
the other hand, will see on average a $24,636 cut for the year. Almost half of the tax cuts will go to
the richest 2.5 percent of Iowa taxpayers, those making $250,000 or more.

The 2018 tax bill also piles $40 million in corporate tax cuts on top of commercial property tax
cuts enacted several years ago that have cost local governments millions of dollars. A new special
tax break for business owners who receive “pass-through” income will cost in excess of $65
million a year, with 60 percent of the benefit going to the top 2 percent of taxpayers.
Overall, the bill will take $300 to $400 million a year out of the budget that could have gone to
adequately fund education or public safety or mental health care. Those revenue cuts will happen
regardless of the state of the Iowa economy or the budget; no safeguards will prevent it, despite
the bill’s much touted “triggers.”5
To add insult to injury, the tax bill is far more likely to hurt the Iowa economy than to help it. The
tax cutting experiment in Kansas was a failure, harming the state economy rather than helping it.6
And Iowa’s own experience with massive tax cutting, in the late 1990s, not only failed to stimulate
growth, but likely contributed to the subsequent slowing of the state’s economy.7
Policy Alternatives: Real reform is needed more than ever
True reform would ensure adequate funding for our schools, which have been underfunded for
years, revenue failing to keep pace with costs. It would end the cuts to state funding of Iowa’s
public universities and community colleges, which have been forced to raise tuition, leaving
students and families with rising debt.
True reform would plug corporate tax loopholes that cost Iowa a conservatively estimated $100
million a year. It would rein in business tax credits that have grown from $200 million to $423
million over the past six years.8
And true reform would make our tax system fairer, and better based on ability to pay. This
should be done by providing enhanced recognition of the cost of raising a family by expanding the
child tax credit and the child and dependent care credit. It should include eliminating federal
deductibility while reducing selected income-tax rates, but not reducing revenues, a key reform
abandoned in the final version of the 2018 bill.9 This rebalancing of elements of the tax code
would reduce its current regressive nature, which imposes higher taxes as a share of income on
lower- and middle-income Iowans than on the wealthy.
Taxes as a percent of state personal income for the most recent five years available, 2011-2015, from the U.S. Census, Census of Government
Finances.
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