Deconstructing Rhode Island taxes
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A Dec. 27 Journal editorial ("R.I.'s uncompetitive taxes") stated that Rhode Island "has no choice" but to lower its top marginal personal-income-tax rate. As the discussion of cutting taxes ensues, it's important to get the facts straight.

Looking only at top rates on salary income doesn't tell the whole story about the actual taxes that high-income people pay.

Rhode Island allows far more exemptions and deductions from taxable income than does Massachusetts, whose residents cannot, for example, deduct mortgage interest or charitable contributions -- an important consideration for taxpayers who itemize deductions.

Massachusetts taxes capital gains (gains from the sale of assets such as stocks) at a top rate of 12 percent. Dividends and interest earned outside Massachusetts banks are also taxed at 12 percent. By contrast, Rhode Island taxes capital gains at a top rate of 5 percent; interest and dividends are subject to the same rates as ordinary income, with a top rate of 9.9 percent.

According to Internal Revenue Service data, high-income households derived nearly a quarter of their income in 2003 from interest, dividends, and capital gains.

As a result, actual tax rates paid by upper-income Rhode Islanders are only slightly above rates paid to Massachusetts. Data from the Rhode Island Division of Taxation show that taxpayers earning more than $1 million in 2002 paid an average income-tax rate of 5.8 percent. The Institute for Taxation and Economic Policy estimates that in 2002, the top 1 percent of Massachusetts taxpayers (with an average income of $1.3 million) paid 5.1 percent in income taxes.

Policymakers should keep in mind that Rhode Island's income tax is also less burdensome on middle-income households than is the Massachusetts income tax. The 98 percent of Rhode Island taxpayers who earn less than $250,000 almost certainly pay less income tax to Rhode Island.
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