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The tax shift
For too long, regular Ohioans have been asked to sacrifice their health, the education
of their children, and the vitality of their communities to give tax breaks to the rich,
to open needless loopholes, and to provide special treatment for wealthy
corporations. The politicians who write state tax policy often justify these demands
with promises of coming abundance and romantic divinations of future fortunes.
However, the impact of Ohio’s tax legislation over the past 17 years is unambiguous.
The people with the lowest incomes are paying more, the wealthy are receiving
handouts, and the state is being drained of the resources it needs to ensure the
prosperity of its residents.
Major changes in Ohio tax legislation since 2005 have led the 60% of Ohio
households with the lowest incomes to pay more annual taxes, on average, while the
richest 1% of Ohio households, with an average annual income of almost $1.5 million,
now contribute an average of nearly $51,000 per year less than they once did. (See
Figure 1.) The wealthiest 20% of households (making more than $107,000 per year)
pay, on average, over $5,500 less annually than they did in 2005. The result is a state
revenue shortfall of about $8 billion a year, stunting the state’s ability to provide the
groundwork for a thriving society for years to come.
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Figure 1
Ohio’s upside-down tax code benefits few at the expense of many
Impact of Ohio’s major taxation legislation since 2005 by income level

Source: Institute on Taxation and Economic Policy, December 2021, based on estimated 2022 incomes. Includes
Ohio residents only. See appendix for further details of the analysis. Note: Estimates for “Top 1%” are also included in
calculation of “Top 20%.”

These are some of the most significant findings of a new analysis conducted for
Policy Matters by the Institute on Taxation and Economic Policy (ITEP), a nonpartisan think tank with a long history of state-level tax analysis. ITEP used a
sophisticated model of the state and local tax system to estimate the impacts of
major tax legislation since Governor Taft’s 2005 State Budget Bill. These legislated
changes include adjustments to the state’s personal income taxes, the restructuring
of in-state corporate taxation, and changes made to sales and excise taxes. Figure 2
shows the estimated impact of major tax changes since 2005 on Ohioans in different
income groups.
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Figure 2
The wealthiest 1% of Ohioans pay an average of $50,716 less in taxes
Impact of Ohio’s taxation legislation, 2005 to date
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Source: Institute on Taxation and Economic Policy, February 2022, based on estimated 2022 incomes. Includes Ohio
residents only. See appendix for further details of the analysis. Note: Estimates for “Richest 1%” are also included in
calculation of “Richest 20%.”

While the results for individual taxpayers vary, on average, those who have more
have benefited most from recent legislation both in absolute terms and as a share of
their income. Notably, the increases in the taxation of those paying more,
concentrated among the 60% of Ohio households with the lowest incomes, has not
offset the cost of the subsidies provided to wealthiest households. The result was a
state budget shortfall of about $8 billion per year. This means people with the lowest
incomes are paying for these changes both with higher taxes and by sacrificing basic
services like health care, education and infrastructure.
Furthermore, Figure 2 does not account for the skewed impact of these tax changes
in terms of Ohio’s demographic composition. The enduring legacy of racialized
segregation is a major characteristic of Ohio’s demographic landscape: African
American and Hispanic Ohioans1 are disproportionately represented in the state’s
poorest quintiles. According to ITEP data described in an earlier report, roughly 75%
of Hispanic Ohioans and 79% of African Americans are in the 60% of Ohio
households with the lowest incomes, while the number for white Ohioans is about
56%.2 Meanwhile, 22% of white Ohioans are in the richest 20% of households
compared to 8% of African Americans and 10% of Hispanic Ohioans. This means that
Ohioans of color are significantly more likely to have pay a higher share of their
incomes in taxes because of recent changes to the state’s tax code, while white
Ohioans are more likely to be affluent and have benefited.

1 Though we acknowledge that the term Hispanic is imprecise and limiting, it is the official terminology used in US census data, from
which this figure is derived.
2 Patton, W. (2021) Ohio’s tax structure and racial disparities. Policy Matters Ohio. This figure is 75% for those identifying with multiple
races. https://www.policymattersohio.org/research-policy/quality-ohio/revenue-budget/tax-policy/ohios-tax-structure-and-racialdisparities
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Breaking down the results

There are two major categories of tax changes included in ITEP’s analysis. First, and
most impactful, is legislation concerning taxation of personal income. This category
includes changes to the rates, bracket structures, exemptions and deductions
applying to all forms of personal income, including business income, reported in
annual tax filings. The second category of tax changes included in the model are
other taxes, including sales taxes, excise taxes and the structure of corporate
taxation. (See appendix for the full list of changes included in the model.)
Ohio policymakers have made significant changes to personal income taxes over the
past 17 years, lowering rates and making the structure more regressive. Since state
lawmakers passed House Bill 66 in 2005, they have slashed income tax rates across
the board, increased the threshold at which low-income households begin to pay
taxes, and eliminated the top income bracket. The households with the lowest
incomes benefited from a 30% Earned Income Tax Credit, but the impact is limited
since the credit is nonrefundable. On the other hand, wealthy Ohioans have benefited
especially from the Business Income Deduction (also known as the LLC loophole),
which allows owners of many Ohio businesses to pay no taxes on the first $250,000
of business income and a reduced tax rate on business income above that threshold.3
The total effect of personal income tax changes has been a reduction of taxes for the
majority of tax filers, but the bulk of those tax cuts has gone to the rich. As shown in
Figure 3, 31% of the total value of personal income tax cuts has gone to the richest 1%
of households, 76% to the richest 20% of households. Personal income tax rates are
graduated based on income levels, so when they are cut across the board, the
wealthiest households benefit most. In addition, the most recent budget bill
especially benefited the most affluent by cutting out the top bracket and further
reducing the top tax rate.4 In terms of actual dollar value, the 20% of tax filers with
the lowest incomes have received average annual income-tax cut of $73 while the
richest 20% have gotten an average tax cut exceeding $5,880.

3 Schiller, Z. (2019) Closing the LLC Loophole. Policy Matters Ohio. http://bit.ly/LLCLoophole2019
4 As previously reported, the 2021 State Budget Bill did away with the top tax bracket and reduced the tax rate on income over
$110,650 to 3.99%. Previously, the rate was 4.797% on income over $221,300 and 4.413% on income over $110,650. As a result, those
making more than $221,300 were doubly benefitted by the new tax structure. Together, these two changes cut annual revenue by
more than $400 million. Schiller, Z. (2021) Ohio tax cuts would go mostly to the very affluent. Policy Matters Ohio.
https://www.policymattersohio.org/research-policy/quality-ohio/revenue-budget/ohio-tax-cuts-would-go-mostly-to-the-very-affluent
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Figure 3
Wealthiest Ohioans received largest share of state income tax cuts
Impact of Ohio’s personal income tax legislation, 2005 to date
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Source: Institute on Taxation and Economic Policy, February 2022, based on estimated 2022 incomes. Includes Ohio
residents only. See appendix for further details of the analysis. Note: Estimates for “Richest 1%” are also included in
calculation of “Richest 20%.”

The income-tax cuts received by the three-fifths of Ohioans with the lowest incomes
are more than outweighed by the deeply regressive policy changes made in other
taxes since 2005. Taken as a group, the bottom 99% of Ohio’s households saw an
increase in their tax contributions due to changes to sales taxes, excise taxes and
business taxes. Meanwhile the richest 1% of Ohio tax filers now pays an average of
nearly $3,000 per year less than they did before. (See Figure 4.) This reduction in
taxes is driven by changes in the way corporate activity is taxed.

Figure 4
Corporate tax cuts and sales taxes increase skew in Ohio’s tax code
Impact of Ohio’s sales, excise and business tax changes, 2005 to date
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Source: Institute on Taxation and Economic Policy, February 2022, based on estimated 2022 incomes. Includes Ohio
residents only. See appendix for further details of the analysis. Note: Estimates for “Richest 1%” are also included in
calculation of “Richest 20%.”

In 2005, House Bill 66 fundamentally restructured and lowered corporate taxes. The
bill created the Commercial Activity Tax (CAT) and repealed both the Tangible
Personal Property and Corporate Franchise Taxes. Ostensibly a means of
encouraging entrepreneurship and levelling the playing field between manufacturing
and other corporate activity, a main feature of the new business tax system was that
the revenue collected was about half of what it had been before. In essence, the CAT
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taxes gross receipts, while the previous tax structure focused on profits and physical
assets (machinery, inventory, etc.).5
Furthermore, the new taxation structure facilitates the transfer of the costs of taxes
onto consumers in the form of increased prices and lower wages. Before 2005, the
proportion of corporate taxation that was transferred onto the 60% of households
with the lowest incomes amounted to 11% of the two major business taxes that were
repealed that year. After the restructuring in 2005 the proportion of those corporate
taxes passed on to that same consumer base more than tripled to 39%. In other
words, the richest households passed the costs of providing the social and material
infrastructure for their business onto lower-income consumers and workers, all while
shortchanging state revenue collection by as much as $2 billion. This figure, in turn,
was mostly offset by an increase in sales taxes, gas taxes and cigarette taxes, which
disproportionally fell on the households with the lowest incomes.

Putting it all together
The cumulative impact of major tax legislation since 2005 is a revenue loss of about
$8 billion a year and unmeasurable additional stress placed on Ohio’s families. This
comes in a time when there is a clear need for state funding in areas such as
education, health, infrastructure and social services. The 2021 State Budget Bill, for
example, legislated a new Fair School Funding Plan without most of the needed
funds.
If we had these resources on hand, we could make a lasting impact on Ohio families.
Lawmakers could improve the resiliency of our health care system by expanding
funding to locally based public health systems. They could help rebuild communities
ravaged by the COVID-19 pandemic by restoring revenue-sharing with local
governments. State revenue could increase access to high quality child care, do more
to protect seniors in danger of abuse, and improve college affordability. Part of the
missing tax revenue could help staff the Division of Industrial Compliance to fight
wage theft and ensure living wages for home health care workers. Part could be
directed to the Ohio Housing Trust Fund to fight homelessness. These are just a few
of the pressing needs included in our 2021 People’s Budget and our Review of Ohio’s
2022-23 budget.6

5 In a recent report, we have explained why Ohio needs a corporate profits tax. See: Schiller, Z. (2021) Ohio needs a corporate profits
tax. Policy Matters Ohio. https://bit.ly/TaxCorporateProfits
6 Patton et al. (2021) A budget for everyone. Policy Matters Ohio. Policy Matters Ohio https://bit.ly/BudgetForEveryone;
Patton et al. (2021) Review of Ohio’s 2022-23 budget. Policy Matters Ohio. http://bit.ly/2022BudgetReview
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Meanwhile, the prosperity promised by advocates of the current tax strategy remains
wishful thinking. They have had their way in the Statehouse for years and yet, Ohio
continues to fall behind the rest of the nation in terms of economic growth and job
creation.7 Seductive fortune-telling about the supposed benefits of recent tax
legislation must be confronted with the concrete impact of these changes on regular
Ohioans. Ultimately, the people with the lowest incomes are being asked to pay
more, the wealthy are receiving handouts, and the state is being drained of the
resources it needs to ensure the prosperity of its residents. Regular Ohioans can bear
no more of this type of tax legislation. State lawmakers should ensure that the state
has the resources to provide an equitable thriving society for generations to come by
constructing a taxation structure in which Ohioans contribute according to their
ability.

This report was made possible by the tireless support of Neva
Butkus and Aidan Davis from ITEP, thank you.

Appendix
The analysis presented in this report was derived from ITEP’s proprietary
microsimulation tax model, which estimates the amount of federal, state and local
taxes paid by residents of every state at different income levels under current law
and alternative tax structures. The current iteration estimates the impact of Ohio’s
major tax legislation since HB 66 in 2005 on Ohio tax filers. The model includes:
•
•
•
•
•
•

•
•

Five personal income tax rate cuts (21%, 10%, 6.3%, 4%, and the latest 3%
reductions).
Adjustments to bracket thresholds to account for inflation.
Condensed income tax brackets (from 9 brackets to 4), including 2021
elimination of top bracket and reduction of top rate to 3.99%.
Zeroing out tax for taxable income under $25,000.
The 30% nonrefundable state earned income tax credit.
Creation and later expansion of the Business Income Deduction covering the
first $250,000 in passthrough business income and lowering the rate to 3% on
business income over that amount.
Limitation of the $20 personal exemption credit to those with Ohio Taxable
Income of less than $30,000 a year.
Expanded personal exemptions for those making $80,000 or less.

7 According to the Bureau of Economic Analysis and the Bureau of Labor Statistics, Ohio has consistently lagged national averages in
terms of average rate of nonagricultural job creation, GDP growth rates, and growth in personal incomes. See https://bit.ly/3gwSp9S
and https://bit.ly/3rCstjp. Though Intel’s announcement of a new major chip plant is positive news, Ohio’s economic trajectory is weak.
The economic forecast used to develop Ohio’s state budget, cited in testimony by the budget director last June, predicted that Ohio
would underperform the nation on virtually all economic indicators during the two-year budget cycle. See Murnieks, Kimberly,
Testimony to Conference Committee, June 17, 2021, p. 3, at https://obm.ohio.gov/home/news-and-events/testimony-06-17-2021
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•
•
•
•
•
•
•
•
•
•

Means testing of the senior and retirement income credits at $100,000.
Sales tax increase from 5% to 5.75%.
Cigarette tax increases.
Gasoline and diesel tax increases.
Enactment of the Commercial Activity Tax.
Repeal of Corporate Franchise Tax.
Repeal of Business Tangible Personal Property Tax.
Repeal of 10% property tax rollback for commercial and industrial properties.
Repeal of the Dealers in Intangibles Tax.
Enactment of Financial Institutions Tax (FIT).

The model does not include estimates of the new Petroleum Activity Tax. It also
excludes the elimination of the estate tax, and the taxation of casinos.
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