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Evaluating Mississippi’s Plan to  
Phase Out the Individual Income Tax

Key Findings

 • Mississippi House Bill 1439 would phase out the state’s individual income 
tax by making the personal exemption more generous over time, funded by 
increases to sales and excise tax rates and the dedication of future revenue 
growth to the tax’s elimination. The legislation also phases in a reduction of 
the sales tax on groceries from 7 to 3.5 percent.

 • Many states have found success with lowering, or going without, an income 
tax, and reducing reliance on the individual income tax would improve 
Mississippi’s economic competitiveness. It is, however, important that 
policymakers get the details right.

 • Phasing out the individual income tax through incremental expansions of the 
personal exemption is inferior to an approach which gradually lowers rates.

 • At present, there is no publicly available fiscal note indicating how much 
revenue is generated from each offset. This is important in evaluating the 
impact on businesses, which would have many of their inputs taxed at higher 
rates under the proposal, and in ensuring that policymakers have identified 
adequate offsetting revenues.

 • With the bill now headed to the Senate, lawmakers should take the time that 
remains (session adjourns March 15th) to ensure that the final legislation is 
sustainable and will enable Mississippi to meet its goals.
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Introduction

Only one state (Alaska) has ever repealed a broad-based individual income tax. Mississippi and West 
Virginia are now vying with each other to be the second—but can they do it? 

A bill introduced by Mississippi House Speaker Philip Gunn (R) to phase out the state’s individual 
income tax has moved quickly through the House, advancing through the Ways and Means 
Committee on February 22, and passing the full House the next day. House Bill 1439, the “Mississippi 
Tax Freedom Act,” would phase out the individual income tax over a period of 10 years or more, 
contingent upon revenue availability. In the short term, the bill would dramatically increase the 
personal exemption so that an estimated 60 percent of Mississippians would not pay the individual 
income tax starting in 2022, offset by higher sales taxes. In future years, year-over-year revenue 
growth (after accounting for inflation) from recurring revenue sources would be used to continue 
increasing the personal exemption, culminating in complete repeal. While advanced by a Republican 
Speaker, the bill passed the House with a bipartisan coalition that included the Minority Leader and 
Minority Deputy Leader.1

Nine states forgo broad-based individual income taxes. (One, New Hampshire, taxes interest and 
dividend income only, and Tennessee taxed income from those narrow sources until this year.) Some 
of these states, like Alaska, South Dakota, and Wyoming, are able to lean heavily on severance 
tax revenues from oil and gas, an option not available to all states. But in states like Florida, New 
Hampshire, Tennessee, and Texas (where severance tax revenues are meaningful, but not a full 
explanation), different strategies have worked—and worked well.

Over the past decade, states which forgo income taxes have seen their populations grow at twice 
the national rate.2 And the ongoing migration from high- to low-tax states, and particularly states 
with low income taxes, is likely to accelerate with the growing viability of telework post-pandemic.3 
Increasingly, many people will be able to live wherever they wish. Those who are highly sensitive to 
taxes will find it easier than ever to relocate to jurisdictions with lower tax burdens, regardless of 
where their employer may be located. And employers themselves will have more location flexibility as 
geography becomes less of a constraint on their workforces.

Broadly speaking, taxes on consumption are more economically efficient than taxes on income. The 
sales tax falls on consumption, while the individual income tax falls on consumption and savings, 
meaning that it taxes both labor and investment and reduces the return to both. Reducing reliance on 
income taxes can be a very good thing—and 20 states and the District of Columbia have cut individual 
income tax rates since 2008, often to considerable success.

1 H.B. 1439 vote tally, 2021 Regular Session, http://billstatus.ls.state.ms.us/2021/pdf/votes/house/0500053.pdf. 
2 Jorge Barro, Joseph Bishop-Henchman, and Russ Latino, “Better Jobs Mississippi: Tax Structure for Growth,” Empower Mississippi, https://empowerms.org/

wp-content/uploads/2021/02/Better-Jobs-report-.pdf. 
3 Chris Edwards, “Migration to Low-Tax States Continues,” The Cato Institute, Jan. 9, 2020, https://www.cato.org/blog/migration-low-tax-states-continues.  

http://billstatus.ls.state.ms.us/2021/pdf/votes/house/0500053.pdf
https://empowerms.org/wp-content/uploads/2021/02/Better-Jobs-report-.pdf
https://empowerms.org/wp-content/uploads/2021/02/Better-Jobs-report-.pdf
https://www.cato.org/blog/migration-low-tax-states-continues
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When it comes to making major changes to the tax code, however, details matter. The revenue 
offsets matter, as does the design of phasedowns. 

Reducing the tax rate over time, as Gov. Tate Reeves (R) had proposed, would provide a more stable 
path to phaseout than expansion of the personal exemption.4 Increased sales tax on intermediate 
transactions will create more tax pyramiding, where the same final good or service is taxed multiple 
times throughout the chain of production, putting some Mississippi businesses at a competitive 
disadvantage. As of this writing, House Bill 1439 does not have a fiscal note, so a detailed breakdown 
of how much revenue each offset would generate is not publicly available. It will be important for 
lawmakers to have a detailed understanding of the bill’s revenue implications to inform further 
deliberations. 

Proposed Individual Income Tax Phaseout

Under current law, in arriving at Mississippi taxable income, a personal exemption of $6,000 (single 
filers), $12,000 (joint filers), or $9,500 (head of family filers) is allowed. A dependent exemption 
(generally $1,500 per dependent) is also allowed. In addition, taxpayers may claim itemized 
deductions or the state standard deduction ($2,300 for single filers and $4,600 for married couples).

A taxpayer’s Mississippi taxable income is then subject to the following rate schedule. Note that for 
tax year 2021, the first $4,000 in taxable income is not taxed. In tax year 2022, the 3 percent rate is 
scheduled to be repealed, leaving the 4 percent rate on marginal income exceeding $5,000 and the 5 
percent rate on marginal income exceeding $10,000.5

Mississippi’s Individual Income Tax Rate Schedule  
(Tax Year 2021, All Filers)

3% > $4,000

4% > $5,000

5% > $10,000

Source: State statutes; Bloomberg Tax.

Under House Bill 1439, the personal exemption would immediately increase nearly five-fold for head 
of family filers and even more—nearly eight-fold—for single and joint filers. (In tax year 2022, single 
filers would receive a $47,700 exemption, joint filers would receive a $95,400 exemption, and head 
of family filers would receive a $46,600 exemption, which is oddly slightly less than what single filers 
would receive). This large and immediate offset, which immediately eliminates about two-thirds of all 
individual income tax collections, would be paid for through higher sales taxes.

In each year thereafter, the exemption would increase contingent upon revenue growth. Specifically, 
each year, the state would determine the amount by which the prior year’s tax collections from 
recurring revenue sources grew above inflation compared to the year preceding it. The income tax 
phases out subject to revenue availability, not on a strict schedule. According to the bill sponsor, 

4 Katherine Loughead, “Will Mississippi Be the Next State to Phase Out its Income Tax?” Tax Foundation, Nov. 24, 2020, https://taxfoundation.org/
mississippi-income-tax-phase-out/. 

5 Id. 

https://taxfoundation.org/mississippi-income-tax-phase-out/
https://taxfoundation.org/mississippi-income-tax-phase-out/
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if revenue grows according to projections, the individual income tax would be phased out in its 
entirety after approximately 10 years, with fewer and fewer Mississippians paying individual income 
taxes over time. As Speaker Gunn has explained, starting in tax year 2022, almost 60 percent of 
Mississippians would be removed from the individual income tax rolls entirely.6 

In other states, phased-in income tax reductions have generally focused on rates more than on 
exclusions. While they have sometimes been accompanied by higher initial standard deductions or 
other income exclusions, or have accelerated reductions for lower income brackets, phasing down 
the tax entirely by increasing the amount of income exempted until all taxpayers are exempt is a 
novel approach. Phasing in an increase to the personal exemption gives many taxpayers full relief 
immediately, while leaving other taxpayers on the tax rolls for many years, despite reducing their 
overall liability. If policymakers are set on full repeal of the income tax, this approach may increase 
the chance that phasedown efforts will stall, with there being less political will to continue putting 
revenue growth toward further reductions. Even if policymakers wished to target more of the initial 
relief to low-income taxpayers, phased rate reductions would have a greater chance of yielding full 
repeal in time. They would also affect the marginal rates at which investment decisions are made. 
While all taxpayers will experience immediate tax relief under this proposal, higher income taxpayers 
and particularly small business owners—who overwhelmingly pay individual, not corporate, income 
taxes on their business income—would still face the same rate on marginal income, initially limiting 
the impact on encouraging additional investment. 

Proposed Sales Tax Changes

Currently, Mississippi’s combined state and average local sales tax rate is 7.07 percent, the 23rd 
highest combined rate in the country, in the middle of the pack among the 46 states that levy state 
and/or local sales taxes.7 While Mississippi’s state-level sales tax rate of 7 percent is the second 
highest such rate in the country, a significant share of revenue collected under the state sales tax is 
distributed to localities, which is why Mississippi has one of the lowest average local sales tax rates in 
the country at only 0.07 percent. 

Under House Bill 1439, Mississippi’s general sales tax rate would increase to 9.5 percent, bumping it 
up to the highest statewide sales tax rate in the country, followed by California at 7.25 percent. With 
a state sales tax rate of 9.5 percent, Mississippi’s combined state and average local sales tax rate 
would increase to approximately 9.57 percent, making it the highest combined rate in the country, 
followed by Tennessee at 9.55 percent. 

While a combined rate of approximately 9.57 percent is indeed high, it would be on par with several 
of the states that levy no individual income tax, including Tennessee (9.55 percent), Washington 
(9.23 percent), Nevada (8.23 percent), and Texas (8.19 percent). Notably, it would also be on par with 
its three other neighboring states other than Tennessee. Alabama (9.22 percent), Arkansas (9.51 
percent), and Louisiana (9.52 percent) all have similar combined sales tax rates despite imposing an 
individual income tax as well, which Mississippi would substantially limit, and ultimately repeal, under 
this proposal. 
6 Courtney Ann Jackson, “Mississippi House Passes Tax Reform Proposal That Includes Phasing Out State Income Taxes,” WLBT, Feb. 23, 2021, https://www.

wlbt.com/2021/02/24/mississippi-house-passes-tax-reform-proposal-that-includes-phasing-out-state-income-taxes/. 
7 Janelle Cammenga, “State and Local Sales Tax Rates, 2021,” Tax Foundation, Jan. 6, 2021, https://taxfoundation.org/2021-sales-taxes/. 

https://www.wlbt.com/2021/02/24/mississippi-house-passes-tax-reform-proposal-that-includes-phasing-out-state-income-taxes/
https://www.wlbt.com/2021/02/24/mississippi-house-passes-tax-reform-proposal-that-includes-phasing-out-state-income-taxes/
https://taxfoundation.org/2021-sales-taxes/
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FIGURE 1.

8 Steven M. Sheffrin and Anna Johnson, “Rethinking the Sales Tax Food Exclusion with SNAP Benefits,” State Tax Notes, Jan. 11, 2016, 157, https://pdfs.
semanticscholar.org/6f18/cca38dfaa9591be264e4bff539573dae6d7c.pdf.  

Significantly, Mississippi can offset about two-thirds of the income tax by increasing sales tax 
collections by just over one-third, something that would not be viable in most states. Mississippi’s 
income tax generates about 27 percent of state tax revenue, while the sales tax generates nearly 40 
percent. The state’s below-average household income results in lower income tax collections than 
most others would see with similar rates. Matching the sales tax rates of neighboring states pays 
down a significant portion of Mississippi’s income tax. 

While this bill seeks to raise the general sales tax rate from 7 percent to 9.5 percent, it would reduce 
the sales tax rate on groceries. Currently, groceries are included in Mississippi’s sales tax base and 
taxed at the general sales tax rate of 7 percent. Under House Bill 1439, the sales tax on groceries 
would be reduced to 4.5 percent on July 1, 2021, to 4 percent on July 1, 2024, and to half its current 
rate (3.5 percent) starting on July 1, 2026. 

While many proponents of a preferential sales tax rate on groceries view it as a way to reduce the 
regressivity of the sales tax, there is little economic justification for lowering the sales tax rate on 
groceries while raising the rates on other goods and services, with empirical research suggesting 
that the higher general rates necessary to offset a reduced or zero rate on groceries have more of an 
impact on lower-income consumers than does the inclusion of groceries at the ordinary rate.8 This 
counterintuitive finding is largely explained by existing policies in all states, driven by federal law, 
excluding SNAP and WIC purchases from the sales tax base. Above that threshold, grocery purchases 
tend to scale well with income. An ideally structured sales tax is one that applies to a broad base of 
final consumer purchases at a single rate, while exempting business inputs to prevent tax pyramiding. 

Mississippi has a Lower Combined Sales Tax Rate Than Its Neighbors
Combined State & Average Local Sales Tax Rates and Rankings, January 2021

TAX FOUNDATION

Lower Higher

Combined State & Average
Local Sales Tax Rates

TN 9.55% #1
AR

9.51%
#3

AL
9.22%

#5
MS

7.07%
#23LA

9.52%
#2

Note: City, county, and municipal rates vary. These rates are weighted by population to compute an average local tax rate. National rankings shown.
Sources: Sales Tax Clearinghouse; Tax Foundation calculations; State Revenue Department websites

https://pdfs.semanticscholar.org/6f18/cca38dfaa9591be264e4bff539573dae6d7c.pdf
https://pdfs.semanticscholar.org/6f18/cca38dfaa9591be264e4bff539573dae6d7c.pdf
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While no state adheres perfectly to this ideal—every state with a sales tax exposes some business 
inputs to taxation—HB 1439 would raise tax rates on several business inputs. For example, the sales 
tax rate on farm equipment and manufacturing machinery would increase from 1.5 to 4 percent. 
Sales to electric power associations would be taxed at a rate of 3.5 percent, up from 1 percent. 
Certain sales to railroad operators would be taxed at a rate of 5.5 percent, up from 3 percent. Dairy 
producers would pay a sales tax rate on their business inputs of 6 percent, up from 3.5 percent. 
These increased sales tax rates on business inputs would be significant to those businesses affected, 
forcing them to raise consumer prices or reduce employee jobs or wages in response.

Notably, moreover, sales taxes on business inputs affect business competitiveness in a way that sales 
taxes on final consumption do not. Although Mississippi’s sales tax is origin-sourced, most sales taxes 
are destination-based. A Louisiana purchaser of goods from a Mississippi company does not currently 
get a sales tax break because Mississippi’s rate is lower than Louisiana’s, nor would they be affected 
by a future higher rate, since they would pay Louisiana’s sales tax, not Mississippi’s. Therefore, the 
Mississippi business is not placed at a competitive disadvantage in multistate sales. This changes, 
however, when the sales tax increases the cost of its inputs, as it must compete in the market with 
rivals based in other states which do not face such taxes.

In addition to the sales tax rate increases on certain business inputs, the sales tax rate on cars, trucks, 
and other vehicles would increase from 3 percent to 5.5 percent. Because vehicles are high-dollar 
purchases, this is a significant source of additional revenue, and one that aligns with best practices in 
other states, which often (without much justification) provide lower rates on automobiles, but usually 
not as low as 3 percent. 

While consumption is a less economically harmful tax base than income, policymakers should 
use caution when it comes to raising various sales tax rates on an ad hoc basis. Where possible, 
policymakers ought to consider expanding the sales tax base to additional consumer (not business-
to-business) purchases that are currently exempt—or reconsider various narrowly-targeted individual 
income tax incentives—to avoid significant rate increases. 

Proposed Excise Tax Changes

House Bill 1439 would also raise revenue from higher excise taxes. Alcoholic beverages are included 
in the sales tax base, so they would see a rate increase from 7 to 9.5 percent along with other 
goods taxed at the ordinary rate. This makes sense, though it is important to note that Mississippi 
is a control state, where the state administers alcohol sales and marks up prices by 27.5 percent 
(effectively a tax) before such products are sold.

The bill also proposes raising the cigarette tax rate by 50 cents per pack (from $0.68 to $1.18 per 
pack of 20 cigarettes). Currently, Mississippi’s cigarette tax rate is 39th highest in the country, and 
if it were increased to $1.18, it would become the 34th highest in the country. This is not a high 
rate, though policymakers should bear in mind that cigarette tax revenue generation is notoriously 
unstable due to the ongoing decline in smoking.9 While an increase in the cigarette tax rate would 

9 Ulrik Boesen and Tom VanAntwerp, “How Stable is Cigarette Tax Revenue?” Tax Foundation, July 9, 2020, https://taxfoundation.org/
cigarette-tax-revenue-tool/. 

https://taxfoundation.org/cigarette-tax-revenue-tool/
https://taxfoundation.org/cigarette-tax-revenue-tool/
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produce a short-term revenue spike, much of that will erode over time with tobacco cessation. 
Depending on assumptions, this may mean somewhat less revenue than anticipated to trigger future 
expansions of the personal exemption. 

Finally, House Bill 1439 proposes including vapor products in the definition of tobacco products, 
which would subject them to taxation at 15 percent of the manufacturer’s list price. Vapor products 
are not currently taxed in Mississippi. This rate would be lower than in several other states but would 
subject vapor products to an inappropriate price-based tax.10 The relatively low rate is positive since 
vapor products are less harmful to consumers than cigarettes, so there is good economic justification 
to tax them at lower rates than more harmful, combustible alternatives.11 

Conclusion

Mississippi policymakers have latched onto a bold plan, and one that is generating bipartisan support. 
Mississippi has an opportunity to become the 10th state without an individual income tax and to 
do so with sales tax rates which, while certainly high, are in line with regional competitors. For 
such a momentous undertaking, however, policymakers should be equipped with reliable revenue 
projections and a detailed accounting of how much revenue is projected to come from each offsetting 
change. The absence of a fiscal note is concerning, and something that can hopefully be rectified 
in time for Senate deliberations. (The legislature is scheduled to adjourn March 15th.) This would 
also enable policymakers to better grapple with the magnitude of increased taxation on business 
inputs and would provide the public with more information about how the subsequent phasedown is 
expected to proceed.

A change worth doing is worth doing right. Many states have successfully reduced reliance on broad-
based income taxes, and nine states do admirably without one. But proponents and opponents of 
reform often talk past each other. Some on one side have little interest in acknowledging Texas, 
Florida, Tennessee, or many other states that have reduced or go without an income tax and reap the 
benefits. Some on the other side would often prefer not to talk about Kansas, where haste, wishful 
thinking, and a desire to implement a sizable net tax cut without identifying offsets or spending 
reductions made for a notoriously failed experiment. With the bill now headed to the Senate, 
lawmakers should take the time that remains to ensure that the final legislation is sustainable and will 
enable Mississippi to meet its goals.

 

10 Janelle Cammenga, “How High Are Vapor Taxes in Your State?” Tax Foundation, June 3, 2020, https://taxfoundation.org/vaping-taxes-by-state-2020/. 
11 Scott Drenkard, “Vapor Products and Tax Policy,” Tax Foundation, Mar. 22, 2016, https://taxfoundation.org/vapor-products-and-tax-policy/. 

https://taxfoundation.org/vaping-taxes-by-state-2020/
https://taxfoundation.org/vapor-products-and-tax-policy/

