LEGISLATIVE PRIORITY

Timing of Personal Income
Tax Increase Wrong for
Delaware’s Recovery
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THE COVID-19 PANDEMIC is just over a year old and
remains at the forefront of most Delawareans’ lives as we remain
under a continued State of Emergency. As the vaccination rollout
continues, there is hope for light at the end of this long tunnel, and
we hope that recovery, and a return to normalcy, will happen soon.
Economically, Delaware has overall fared well, and the most
recent Delaware Economic and Financial Advisory Council’s forecasting shows a surplus with a balanced budget still on track.
Largely, this is a result of careful budgeting, a commitment by the
Carney Administration and the General Assembly to set aside funds
for budget smoothing, and assistance from the Federal Government
through CARES Act funding.
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As the businesses that were able to remain open, and we all know
there are many that had to permanently close their doors, continue
to struggle to remain open during the pandemic, legislation has
been introduced that will have another major impact.
Earlier this year, House Bill 64 was introduced and would create
three new personal income tax brackets, topping out at 8.6 percent,
a full 2 percent more than the top bracket currently. This perennial
bill filed by Rep. Kowalko (D-Newark) would put Delaware at a
competitive disadvantage at attracting new residents and businesses
from surrounding states, and comes at a time when Delaware businesses and employees face unprecedented uncertainty related to the
COVID-19 pandemic.
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Supposedly only impacting 5 percent of Delawareans, the bill,
based on prior year’s fiscal analysis, would raise less than $100
million. The reality is that not only will the bill bring in considerably less money, the damage it would do far outweighs the benefits.
Considering how the analysis is performed predicting how much
revenue the bill would raise there are two major shortcomings:
The first is that the estimation is not a dynamic forecast. The fiscal
note is created by looking at Delaware filers who would be in the
new brackets, and a simple calculation of what they would pay equals
their estimate. It does not take into consideration, because it can’t,
any change in behavior of Delawareans — where they choose to live
and work, how they choose to file, what deductions they can utilize
to lower their income to avoid being in the new brackets, etc.
The second is the impact telework has had during the pandemic.
For those working from home, their tax filing status may change
from Delaware to Pennsylvania, Maryland or New Jersey quite easily,
and is impossible to reliably predict. Both of these shortcomings
virtually guarantee Delaware will see less money than predicted.
Adding insult to injury, these top brackets suddenly make
Pennsylvania look more attractive. Just across the border, while
Pennsylvania residents may pay significantly more in property tax,
they pay a flat income tax rate of just over 3 percent. Delaware’s
higher tax brackets would largely obviate the discrepancy with

property taxes, and an argument could be made that the pending
property tax reassessments Delaware will be forced to conduct
following the recently settled education funding lawsuit eliminate
that gap altogether.
Delaware is not facing a budget crisis where increased taxes are necessary. In fact, legislative efforts would be better suited in finding creative
ways to help Delaware’s small- and medium-sized businesses stay open
and keep Delawareans employed — the other 95 percent of Delaware
— rather than falling back on “pay their fair share” tropes.
Working to cultivate an environment where companies want to
come to, and invest in, Delaware is the best way to secure Delaware’s
economic future. Working together, the State Chamber and the
Business Roundtable have created a blueprint to do just that. It
calls for investments in Delaware workers and families, protecting
Delaware’s natural resources, attracting and maintaining jobs for
Delawareans, and establishes a path forward for education equity and
opportunity across the state. More information
can be found at www.dscc.com/priorities.
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THE FUTURE IS NOW:
TACKLING THE SKILLED LABOR SHORTAGE
MANUFACTURING & POLICY CONFERENCE
HOSTED BY:

DELAWARE STATE CHAMBER OF
COMMERCE &
DELAWARE MANUFACTURING
ASSOCIATION

PRESENTED BY:

WEDNESDAY, MARCH 24, 2021
8:30 AM - 11:00 AM

Gold:
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Silver:
Friend:
Goldman Sachs 10,000 Small Businesses at CC of Philadelphia
Legal Shield
As of 2/18/21
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