
Memorandum 
 

To:  Vermont Tax Structure Commission 
From:  Paul A. Cillo, Public Assets Institute 
Date:  December 17, 2020 
Re:  Comments on the Commission’s draft report 
 
We recognize that you are still revising various parts of your report, and we can imagine that you 
all are eager to wind up this two-year effort. We will keep our final comments brief. 
 
1. Consumption taxes. The drafts to date make a good case for reducing or eliminating the 

exemptions for consumption taxes. They also have been clear about the need to protect low-
income Vermonters who will find it burdensome to pay these inherently regressive taxes. It 
appears the Commission plans to leave it to the Legislature and the Tax Department to 
develop a mechanism to credit, rebate, or otherwise offset the consumption taxes paid by 
low-income residents. That makes sense. But we would encourage the Commission to 
include recommendations for how the mechanism should work. For example, rebates or 
credits can be a problem because the relief comes once a year and after the fact. However 
low-income taxpayers are made whole, it would be best if they don’t have to wait for a 
refund. Ideally, the mechanism to rebate or refund consumption taxes should be a tax 
expenditure rather than an appropriation. Unlike tax expenditures, appropriations can be 
separated from their purpose, which makes them vulnerable to cuts in times of budget stress. 
 

2. Income-based education taxes. In your drafts and exchanges about an income-based 
education tax, we appreciate your emphasis on simplicity and fairness. We certainly believe 
those are two important features of an income-based tax. But both bear repeating, especially 
the fairness aspect. We still see and hear messages that seem designed to stigmatize the 
income-based education tax. The property tax is portrayed as the correct way to fund 
education, and those who don’t pay the property tax are somehow not paying their fair share. 
For example, the Tax Department’s Property Tax Credit reports include this definition of the 
Total Education Credit: “The total amount of education property tax credit granted. This 
represents lost FY20 revenue for the education fund.” In other words, the Education Fund is 
being short-changed because some people are paying an income-based tax. Vermonters who 
pay school taxes based on the homestead income rate are paying what the Legislature has 
determined is their fair share. By moving to an income-based tax for all residents, perhaps we 
can finally agree that everyone is paying their fair share. 
 

3. Progressivity. As we read your various drafts, we also reviewed our own testimony and the 
testimony from others. When we testified in late August about the regressivity of Vermont’s 
overall tax structure, we overlooked the report submitted by the Vermont Futures Project. We 
both drew on a study by the Institute on Taxation and Economy Policy (ITEP), the sixth 
edition of “Who Pays?”, but clearly read it differently. On page 4 of its report, the Vermont 
Futures Project says the ITEP study “indicates that the Vermont tax structure is already 
highly progressive.” The accompanying ITEP chart shows Vermont with an “inequality 
index” of +1.5 percent. 



 
According to the ITEP methodology, however, the positive index does not signify that 
Vermont’s tax system is highly progressive. As ITEP explains: “In states with positive tax 
inequality indexes, incomes are at least somewhat more equal after state and local taxes than 
before.” The full index, which is included in Appendix B of the study, shows that low- and 
middle-income Vermont taxpayers still paid a slightly larger share of their income in taxes 
than did those in the top 1 percent income bracket. The ITEP study found Vermont’s tax 
system, while better than most, was regressive. 
 
We work frequently with ITEP, and we contacted Aidan Davis, senior analyst, to ask her to 
clarify ITEP’s inequality index. Her email response is attached. 
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Jack͕  
 
Iƚ ǁaƐ gƌeaƚ ƚo heaƌ fƌom ǇoƵ͘  
 
Heƌe aƌe mǇ ƚhoƵghƚƐͬcommenƚƐ͘ PleaƐe leƚ me knoǁ if ƚheƌe͛Ɛ anǇƚhing ǇoƵ͛d like ƚo diƐcƵƐƐ͘  
 
ITEP͛Ɛ Taǆ IneqƵaliƚǇ Indeǆ iƐ a meaƐƵƌe of ƚhe impacƚ each Ɛƚaƚe͛Ɛ ƚaǆ ƐǇƐƚem on income ineqƵaliƚǇ͘ Iƚ eǆamineƐ ǁheƚheƌ 
ƚhe gap in familieƐ͛ ƐhaƌeƐ of income iƐ ǁideƌ oƌ naƌƌoǁeƌ afƚeƌ Ɛƚaƚe and local ƚaǆeƐ͘ In ƚhe Ɛiǆƚh ediƚion of Who Pays͍͕ 
ǁe idenƚifǇ ƐƚaƚeƐ ǁiƚh moƌe eqƵiƚable Ɛƚaƚe and local ƚaǆ ƐǇƐƚemƐ͘ Siǆ ƐƚaƚeƐ͕ Veƌmonƚ inclƵded͕ ƌepoƌƚ poƐiƚiǀe ƐcoƌeƐ 
on ƚhe Indeǆ͕ meaning ƚhaƚ ƚheiƌ Ɛƚaƚe and local ƚaǆ ƐǇƐƚemƐ do noƚ ǁoƌƐen income ineqƵaliƚǇ͘ BƵƚ ƚhaƚ͛Ɛ noƚ ƚo ƐaǇ ƚhaƚ 
ƚheƐe ƚaǆ ƐǇƐƚemƐ aƌe ƌobƵƐƚlǇ pƌogƌeƐƐiǀe͕ ǁheƌe ƚhe loǁeƐƚͲincome ƚaǆpaǇeƌƐ paǇ ƚhe ƐmalleƐƚ amoƵnƚ aƐ a Ɛhaƌe of 
income and ƚaǆeƐ incƌeaƐe ǁiƚh each income leǀel͘  
 
OƵƌ analǇƐiƐ of Veƌmonƚ͛Ɛ Ɛƚaƚe and local ƚaǆ ƐǇƐƚem idenƚifieƐ ƚhaƚ ƚheƌe iƐ Ɛƚill ƌoom foƌ impƌoǀemenƚ on ƚhe meaƐƵƌe 
of ƚaǆ eqƵiƚǇ͘ Foƌ inƐƚance͕ VeƌmonƚeƌƐ in ƚhe middle qƵinƚileͶǁiƚh incomeƐ beƚǁeen Ψϯϵ͕ϬϬϬ and ΨϲϬ͕ϬϬϬͶpaǇ moƌe 
aƐ a Ɛhaƌe of ƚheiƌ income in Ɛƚaƚe and local ƚaǆeƐ ƚhan ƚhoƐe ǁiƚh incomeƐ beƚǁeen ΨϲϬ͕ϬϬϬ and Ψϵϰ͕ϬϬϬ͘ SimilaƌlǇ͕ 
ƚhoƐe ǁiƚh incomeƐ beƚǁeen Ψϵϰ͕ϬϬϬ and Ψϭϵϲ͕ϬϬϬ paǇ moƌe aƐ a Ɛhaƌe of ƚheiƌ income ƚhan ƚhoƐe ǁiƚh incomeƐ 
beƚǁeen Ψϭϵϲ͕ϬϬϬ ƚo ΨϰϲϬ͕ϬϬϬ͘   
 
PeƌhapƐ moƐƚ noƚablǇ͕ oƵƌ analǇƐiƐ conclƵdeƐ ƚhaƚ ƚhe ƚop ϭ peƌcenƚ of eaƌneƌƐ͕ ǁiƚh incomeƐ in eǆceƐƐ of ΨϰϲϬ͕ϬϬϬ͕ 
cƵƌƌenƚlǇ paǇ an oǀeƌall Ɛƚaƚe and local ƚaǆ ƌaƚe ƚhaƚ iƐ ǀeƌǇ Ɛimilaƌ ƚo ƚhe ƌaƚe paid bǇ laƌge nƵmbeƌƐ of familieƐ cloƐeƌ ƚo 
ƚhe middle of ƚhe income diƐƚƌibƵƚion͘ Thaƚ iƐ͕ ƚhe ƌaƚe paid bǇ ƚhiƐ afflƵenƚ gƌoƵp iƐ ǁiƚhin Ϭ͘ϯ oƌ Ϭ͘ϰ peƌcenƚage poinƚƐ 
of ƚhe ƌaƚe paid bǇ familieƐ eaƌning beƚǁeen Ψϯϵ͕ϬϬϬ and ΨϲϬ͕ϬϬϬ͕ aƐ ǁell aƐ familieƐ eaƌning beƚǁeen Ψϵϰ͕ϬϬϬ and 
ΨϰϲϬ͕ϬϬϬ͘ ThiƐ lack of meaningfƵl pƌogƌeƐƐiǀiƚǇ in ƚaǆing ƚop eaƌneƌƐ iƐ a noƚable depaƌƚƵƌe fƌom Veƌmonƚ͛Ɛ Ɛƚƌong 
pƌogƌeƐƐiǀe ƚƌadiƚion in oƚheƌ policǇ aƌeaƐ͘ BǇ definiƚion͕ Veƌmonƚ͛Ɛ ƚop eaƌneƌƐ aƌe mƵch moƌe able ƚo paǇ a higheƌ ƚaǆ 
bill ƚhan ƚhe ǀaƐƚ majoƌiƚǇ of familieƐ͘ And Ǉeƚ ƚogeƚheƌ͕ ƚhe Ɛƚaƚe and local goǀeƌnmenƚƐ aƐk ƚheƐe foƌƚƵnaƚe indiǀidƵalƐ 
and familieƐ ƚo paǇ a ƌaƚe ƚhaƚ iƐ neaƌlǇ idenƚical ƚo ƚhe ƌaƚe iƚ chaƌgeƐ ƚhe Ɛƚaƚe͛Ɛ middleͲclaƐƐ͘  
 
MǇ ƐoƵƌce͗ hƚƚpƐ͗ͬͬiƚep͘ƐfoϮ͘digiƚaloceanƐpaceƐ͘comͬVeƌmonƚͲƚoƚalͲgƌaph͘jpg 
 
MǇ beƐƚ͕  
 
Aidan DaǀiƐ 
Senioƌ AnalǇƐƚ 
InƐƚiƚƵƚe on Taǆaƚion and Economic PolicǇ 
ϮϬϮ͘Ϯϵϵ͘ϭϬϲϲ ǆϯϬ 


