
Middle Class Tax Reform: Exempting Overtime Pay

The Problem
Middle class families across Wisconsin have been suffering since the waning days of the pandemic.
Inflation has driven up the cost of everyday necessities like gas, energy, and groceries - putting pressure
on family budgets. On average, American families are now spending $709 per month more than they
were just two years ago.1 Families have been forced to make hard choices - whether it’s cutting other
parts of their monthly budget or picking up extra hours at work. At the same time, Wisconsin is facing a
worker shortage in almost all sectors of the economy.2 Employers cannot find enough workers to fill
vacant positions.

The Solution
Wisconsin should let hard working Wisconsinites keep the money they earn by eliminating the income
tax on wages for overtime work and on bonuses up to $2,500. This will help families struggling with the
effects of inflation, provide an incentive for workers to keep the economy moving, and reward those who
are putting in the extra hours.

The Details
According to the Bureau of Labor
Statistics, the average manufacturing
worker works roughly 3.6 hours of
overtime per week.3 The average
manufacturing worker in Wisconsin
earns $21.76 an hour4 and $32.64 an
hour for any work in excess of 40
hours in a given week. Eliminating
the state income tax on overtime
pay would save the average
Wisconsin worker over $320
annually.

Other states have already done this
and some are currently considering
legislation. This year, Alabama
passed bipartisan legislation with
the backing of the House Minority Leader and the Speaker of the House that eliminated income tax on
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overtime wages5. North Carolina has pending legislation that would provide the same relief in
perpetuity.6

Helping the Middle Class
According to DWD, in September of 2023 there were 480,900 workers employed in the manufacturing
industry in Wisconsin.7 Based on BLS data, we can estimate that this industry alone would see over $155
million in annual savings.

Inflation has hit the middle class hard. All of life’s necessities have risen in price - groceries, gas, energy,
and transportation. As of September 2023,
inflation was still at 3.7%8, almost two points
higher than the Federal Reserve target rate
of 2%.9 Months of high inflation have taken a
real toll on Wisconsin family budgets.
Wisconsin’s median household salary of
$67,080 has lost 16% of its buying power
since January of 2020.10

It’s not just private sector employees that will benefit from the elimination of income taxes on overtime
wages. There are many public sector employees that will see a savings too; public safety employees will
keep more of their hard earned wages when they work longer hours keeping our communities safe.

Middle class workers and families need tax relief and exempting their overtime pay from state income
taxes is a good start. By allowing workers to keep more of their overtime wages will help struggling
families cope with increased prices. A shift in policy could also help to solve the worker shortage in
Wisconsin, by incentivizing workers to take on additional hours. In fact, when polled in April of this year,
64% of Wisconsinites thought that eliminating income tax on overtime pay would help solve the worker
shortage.11

What’s Next
Earlier this year, the legislature passed a historic $3.5 billion tax cut. Unfortunately, 95% of this tax cut
was vetoed by the Governor. The legislature has since proposed alternative cuts, but they have not sent
a new bill to the Governor’s desk. The legislature and governor have until spring of next year to agree on
meaningful tax reform to help workers before the current legislative session is over.
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