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Minnesota needs bold action that prioritizes and protects Minnesotans’ health and economic well-being in
response to unprecedented federal funding cuts and harmful policy changes to health care, food support, and
other services that make a meaningful difference in Minnesotans’ lives.'

Enacting a new “5" tier” income tax bracket is one way that state policymakers can raise additional tax
revenues from those with the most resources, in order to replace lost federal funding and fund public services
people need. Raising income taxes on those with the highest incomes is an effective strategy that Minnesota
has used in the past and other states are using today. It calls for a greater contribution from those who benefit
most from our current tax system and economy to protect those the federal government has left behind.

What is a 5" tier and what would it do?

In recent years, Minnesota policymakers have considered creating an additional top income tax bracket on
the highest-income Minnesotans - often called a “5" tier” — as a way for these households to contribute more
to fund public services in Minnesota.?

Income taxes are the primary tool that states use to raise revenues based on taxpayers’ ability to pay. In
general, it is a progressive tax, meaning high-income households pay a larger share of their income in income
taxes than lower- or middle-income households.

Minnesota currently has four income tax brackets (or tiers). Tax rates are applied to a household’s taxable
income, which is smaller than their total income.> The current 2026 Minnesota income tax rates and brackets
for three of the major filing statuses are shown below. These brackets are increased each year to reflect
inflation. In addition, households may pay an additional 1 percent “net investment tax” on certain kinds of
investment income exceeding $1 million per year.*

Current Minnesota income tax brackets, by filing status (2026 tax year)*

Married Filing Jointly Head of Household Single
e s I e I
5.35% $0 $48,700 $0 $41,010 $0 $33,310
6.80% $48,701 $193,480 $41,011 $164,800 $33,311 $109,430
7.85% $193,481 $337,930 $164,801 $270,060 $109,431 $203,150
9.85% $337,931 And above $270,061 And above $203,151 And above

Enacting a 5 tier would create an additional bracket with a higher rate above the existing top rate of 9.85
percent. Recent proposals vary on where the 5 tier would start, ranging between $400,000 and $1.3 million
in taxable income for head of household filers and $500,000 to $1.7 million in taxable income for married
joint filers.®

How much a 5" tier would raise would depend on what the rate is and what levels of income it would apply
to. For example, if a new 5" tier was imposed on taxable income over $600,000 for single filers and over
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$1,000,000 for married filers, each 0.1 percentage point increase in the income tax rate beyond the current
top rate of 9.85 percent would raise around an additional $30 million per year.”

High-income Minnesotans are benefiting from our current tax system and economy

It makes sense to ask those with the most
resources to contribute more to fund essential
public services that benefit everyone. These
folks received substantial tax cuts from H.R.
1, the same federal tax and budget bill that
made big cuts to Medicaid, SNAP, and other
essential public services.

In 2026 alone, the top 1 percent of
Minnesotans collectively are getting $1.6
billion in federal tax cuts from H.R. 1. These
households with annual incomes more than
$927,700 are getting an average federal tax
cut of $52,370 — more than 200 times bigger
than what the 20 percent of Minnesota
households making less than $36,000 is
receiving on average. This group of lower-
income Minnesotans is getting an average
federal tax cut of $240 in 2026.°

Less than
$36,000

Bottom
20%

-$240

I m pact of H . R. 1 in M N Average tax change by income group in 2026
$36,000 to $63,300t0 $103,000 to $159,000 t0 $375,100 t0 $927,700
$63,300 $103,000 $159,000 $375,100 $927,700 and above
Second Middle Fourth Next Next Richest
20% 20% 20% 15% 4% 1%
— - .
$1.890 52550
-$6,080
-$19,530
-$52,370

Source: Institute on Taxation and Economic Policy Tax Microsimulation Model, July 2025

These federal tax cuts are amplifying the fact that the benefits of the U.S. economy are increasingly going to a
smaller number of high-income households. As the graph below shows, the growing gulf between the wealthy
and everyday people can be demonstrated by looking at household net worth, which is assets minus liabilities

or debts. At the beginning of 2026, the wealthiest
1 percent of American households owned 32
percent of all the household wealth in this
country, nearly the same amount as the lower 90
percent of the wealth distribution combined. And
in fact, the 50 percent of U.S. households with

the least amount of wealth own just 2.5 percent
of all household wealth.’

Looking at Minnesota’s tax system, the highest-
income households pay a smaller share of their
incomes to fund state and local public services
than most other Minnesotans. In 2023, the
highest-income 1 percent, with household
incomes over $677,621, paid Minnesota state and
local taxes equivalent to 11.8 percent of their
income, while most other income groups pay 12
percent or more of their incomes for state and
local taxes. ' If the highest-income households
paid taxes at just the state average of 12.2
percent, they would be contributing about $205
million per year more to support public services.

Share of U.S. wealth

The wealthiest 1 percent of households owns

nearly one-third of the nation's wealth in 2026

Top 1%

90-99%

Bottom 50%

50-90% 90-100%

U.S. households by wealth

Source: Federal Reserve System
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Despite some claims to the contrary, most people, including high-income people, are unlikely to migrate out
of the state because of tax policy. Research shows that tax rates are not a significant deciding factor for the
majority of moves between states; rather, housing costs, proximity to jobs and family, and climate are ranked
as the most important reasons people move to other states.™ After Minnesota created the 4" tier in 2013, the
rates of high-income people (defined as adjusted gross incomes of $200,000 or more) moving in and out of
the state did not significantly change.'® In addition, between 2011 and 2021, Minnesota had a lower rate of
out-migration by high-income households than some states without any income taxes at all, like Tennessee
and Florida. The impact of tax policy on people’s moves is not zero, but it does not have the huge impact some
claim there to be and should not be what’s keeping Minnesota from raising the revenues we need to uphold
the services Minnesotans count on.

More state revenues are needed to respond to harmful federal actions and other state
budget challenges

The state needs to raise more revenues to protect Minnesotans health and well-being as the state confronts
unprecedented federal funding cuts and harmful policy changes. In H.R. 1, federal policymakers have
dramatically stepped back from their commitments to health care, food support, and other services
Minnesotans count on to be healthy and get by. They shifted more responsibilities for delivering and funding
public services to the states, and at the same time, cut funding to the states.

Minnesota is estimated to lose nearly $2 billion in federal funding for state-administered programs from FY
2026 through FY 2029 due to H.R. 1; over $1 billion of cuts will come from Medicaid and health care alone. "
Counties, which partner with the state in delivering essential services, could face additional administrative
costs to the tune of hundreds of millions of dollars.

The scale of budget pressures on Minnesota from H.R. 1, alongside additional and ongoing federal threats to
essential services, means raising additional tax revenues must be part of the state’s response to ensure
Minnesotans are receiving the public services they need.

Minnesota is not currently raising enough revenues to fund our existing commitments to public services into
the future. The most recent budget projections show Minnesota is facing a projected negative balance of $55
million in the next two-year budget cycle (FY 2028-29), taking into account what it would take for existing
services to keep up with inflation.* But we cannot continue the recent actions of cutting services to balance
the budget without harming Minnesotans who need vital services, like health care, education, and food
assistance, to have healthy and happy lives.

And these budget figures understate the size of the challenge, as they do not fully reflect the actions
Minnesota needs to take to mitigate the lasting harm of this new federal environment." For example, the
budget figures do not include the estimated $130 million in annual funding for SNAP benefits that state
policymakers will need to fund starting in 2028 so that Minnesotans can continue receiving critical food
assistance.'®

A 5" income tax tier would raise revenues needed to meet what this moment demands

Raising progressive revenues by creating a new income tax bracket on the highest-income households is a
strategy Minnesota has successfully used before. In 2013, Minnesota passed a 4™ tier income tax bracket in a
progressive tax package that increased Minnesota’s tax revenues by $1.1 billion in the FY 2014-15 biennium.
This tax package ended a decade of frequent budget deficits and deep cuts to higher education, health and
human services, and economic development, while funding investments in crucial public services.
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It’s also a strategy being used by states across the country. Massachusetts has had a successful millionaire’s tax
since 2022, followed by a similar tax change recently enacted in Washington. And income tax increases on
the highest-income tax-filers in Maine, Rhode Island, and Hawai’i passed in 2026."

Minnesotans are facing a barrage of existing and impending threats to health care, food support, and other
public services that they count on. Minnesota policymakers should prioritize raising the revenues needed to
respond to federal funding cuts and sustainably fund essential services for Minnesotans, their families, and
communities. A 5 tier income tax bracket would be a strong part of a revenue-raising package that
Minnesota could use that calls on those with the most resources to contribute more to meet what this
moment demands.

By Haleigh Sinclair
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