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O n  O fto lK T  7, I9H5. t h e  W axhinK tun P ost r e p o r te d :

C h - y i d r r ,  M itH uhh th i  S o l  J » i n l  U .S . V e n tu r e  
C h r y r d e r  ( 'or]) ,  u m i  M i t s u b i s h i  M o t o r s  C o rp .  lo s t  n ie l l i  
s i g n e d  a  $501) m il l io n  a g r e e m e n t  l o  b u i ld  IHO.UOO s u b c o in  
p o o l  o u rs  n y o u r  in  t h e  U n i t e d  S lu t e s .  I ie g in n in g  in  I9H9. 
a c c o r d i n g  t o  i n d u s t r y  s o u r c e s . . . .

T h e  p l u n l  is  t o  Im: b u i l t  in  t h e  H lo o m in g t o n N o r r n u l ,  III.
a r e a ,  a c c o r d in g  t o  t h e  A s s o c i a t e d  P r e s s  T o  u l l r u c t  t h e
p l a n t ,  t h e  A P  re |H»rled. t h e  s t u l e o f  I l l ino is  u n d  B loom ing -  
I o n - N o r m a l  o f f e r e d  t h e  a u t o m a k e r s  a b o u t  $ 1 0  m il l io n  
w o r t h  of  lu n d .  $ 2 0  m i l l io n  in  local re a l  e s l u l e  tu x  b r e a k s  
o v e r  1 0  y e a r s  u n d  v a r i o u s  o t h e r  i n c e n t iv e s  v a lu e d  c o n s e r ­
v a t iv e l y  u l  m o r e  t h u n  $ 1 0 0  m il lion .

T h e  j o i n t  v e n t u r e  b e t w e e n  C h r y s le r  u n d  M i t s u b i s h i  is 
e x p e c t e d  l o  y ie ld  2 .5 0 0  ( i ro d u c l io n  j o b s  u n d  9 .0 0 0  jo b s  in  
r e l u t e d  i n d u s t r i e s  w h e n  t h e  p l u n l  is  0 |> c ru l in g  o n  t w o  
s h i f t s ,  t h e  s o u r c e s  s a id

A n n o u n c e m e n t s  su i  h u s  t h a t  o l  t h e  C h r y s l e r - M i t s u b i s h i  jo in i
I) S  v e n t u r e  l iu v e  r ip p le  e f f e c ts  t h r o u g h o u t  s t a t e  l e g i s l a tu r e s  a n d  
o th e r  sluU- b o d ie s  in vol vis] in  e c o n o m ic  t lev t - lo p m e n i  p o l ic y  u n d  
p r o g r a m s  T h e  c lea r  im p l ic a t io n  o f  t h e  u r l i c l c  is  l l i u l  t h e  n e w  fut i l ­
i ty  w a s  " a t t r a c U H l "  t o  t h e  H lo o m in g to n - N o r m u l  u r e a  h e c a u a e  o f  
t h e  p a c k a g e  o f  i n c e n t i v e s  o f fe re d  h y  t h e  s l u t e  u n d  lo c a l i ty .  A a  a 
c o n s e q u e n c e  o f  t h i s  t y p e  of  i n f o r m a l ^ '  , f M is in fo rm a tio n ,  s l u t e s  
a n d  local g o v e r n m e n t s  h o v e  jo in e d  t h e  r a r e  to  p r o v id e  l i ro u d  a n d  
e x p e n s iv e  p a c k a g e s  o f  i n d u s t r i a l  a s s i s t a n c e .

S in c e  1975, s t a l e  s u b s i d i e s / i n c e n t iv e s  l o  b u s in e s s  h a v e  p r o ­
l i f e ra te d .  S t a l e s  n o w  o f fe r  a  b r o a d  a r r a y  o f  in c e n t i v e s  l o  f i rm s  
lo c a t in g ,  e x p a n d i n g ,  o r  a g r e e i n g  l o  r e m a in  in  t h e i r  j u r i s d i c t i o n s .  
T h e s e  i n c lu d e  lo a n s ,  lo a n  g u a r a n t e e s ,  d i r e c t  i n t e r e s t  s u b s i d ie s ,  lu n d  
w r i u - d o w n s .  t a x - e x e m p t  f in a n c in g ,  a n d  e q u i t y  a n d  n e u r - e q u i l y  i n ­
v e s t m e n t s .  a n d  in  a  few  c a s e s ,  o u t r i g h t  g r a n t s  ( T a b le  I ). 1 T h e  
c e n te r p i e c e  o f  m o s t  s l a t e  i n d u - l r i o l  f in a n c e  p r o g r a m s ,  h o w e v e r ,  is 
l a x  c o n c e s s io n s  in  t h e  f o rm  o f  e x e m p t i o n s ,  d e d u c t io n s ,  c r e d i t s ,  a n d  
a b a t e m e n t s  1 T h i s  a r r u y  of  s t a l e  a n d  locul s u b s i d i e s  l o  i n d u s t r y  b u s  
Ihh-ii descrilK sJ a s  a " w e l l - s to c k e d  c a n d y  s t o r e . " ’

T h i s  r a p id  p r o l i f e r a t i o n  o f  s t u t e  u n d  locul p r o g r u m s  t e s t i f i e s  t o  
t h e  w id e s p r e a d  Irelicf a m o n g  p o l i c y m a k e r s  a n d  p r a c t i t i o n e r s  t h u l  
un  a r s e n a l  o f  d e v e l o p m e n t  i n c e n t i v e s  is  c o n s id e r e d  c r i t ic a l  l o  in te r -  
ju r i s d ic t io n a l ,  i n t e r s t a t e ,  a n d  re g io n a l  c o m p e t i t i o n  fo r  i n d u s t r y

u n d  jo b s  D e s p i t e  t h e  c r e u l i v i t y  d c m o n s l r u i e d  by  s t u t e  u n d  local 
g o v e r n m e n t s  in  p r o v id in g  s o p h i s t i c a t e d  fm unciu l a s s i s t a n c e  jiack-* 
a g e s  to  l i r m s  in v o lv in g  Ix i th  p u b l ic  a n d  p r iv a t e  funds ,  s u h s u h / a -  
t io n  of p r i v a t e  e n t e r p r i s e  l o  a c h ie v e  pu b l ic  o b je c t iv e s  r e m a in s  a 
n ii i l i iu t ir ished  a r t  fo rm . T h e  e f f e c t iv e n e s s  of i n t e r s t a t e  b u s i n e s s  in ­
c e n t iv e s  in  e x e r t i n g  a n y  s ig n i f i c a n t  in f lu e n ce  oil f irm  lo c u t io n  d e c i ­
s ions .  h o w ev e r ,  is u m le i i i u n s l r u te d

T a b l e  1.

S t a l e  InduH tr iu l  In c e n t iv e s

N u m b e r
Incen t ive  0 f S u t e a

t i r a n t s  4

D ebt l i is t ru r i ien is  

D i m t  In te re s t  S u b s id ie s  3
I  .IMIIIS

Direct S t a l e  I .nans 21
I '11 v a le  D eve lopm ent C red it  C orpora t ion  17

Indus tr ia l  Iteveiiuc H a n d s  
.S ta le-Issued  i i
. .o iully I s su e d  46

G enera1 I tev enu e  l lu n d s  4
U mbrella H an d s  10
l.uun G uaran tees  11
Indus tr ia l  I tevenue  H and  G u a ra n te e s  11

Kijuitv an d  N ea r-H q u ily  F in a n c in g  

S ta te  ( 'b a r t e re d  K q u i ly /V rn lu re  Capital C o r |a i ra l to n s  It

Tux K xem plinns .  C red i ts ,  D ed uc tiu ns ,  and  S|iecial t r e a t  m en t

J o b  C rea t ion  T ax  C re d i t s  l ‘J
In v e s tm e n t  T ax  C re d i t s  «!J
I’rnper ty  T a x  A b a te m e n ts  31
llu-on.-is In v e n to ry  36
Goods in lY a n s i t  4J
Itesearch a n d  D eve lop m e n t 43
I ’t.lliilion ( 'o n l ro l  K ip o pm en t 37
Indus tr ia l  F ue ls  a n d  Haw M a te r ia ls  46
K n i lg y  a n d  Fuel C o n se rv a t io n  M easu res  41

Source William H am il ton .  I j i r r v  Ixsleliur.  a n d  Dctiorah  M a t r .  tn d u i in a t  
Int enOeev I'uh lic  / ’/o m u rm n  0/  / ’m  ore  k 'n l r t f i n i t  i l t a s h m g i u n .  
D t  A sian  H iess  I'lHfit p p  4 6



m u s t s "  c e n l c r 'o n  p r o x i in i l y  l o  m a r k e t s  u n d  su p p l i e s .  l a b o r  eontli* 
.o ils  u iu i c o s t s .  a n d  a m e n i t i e s .  " K a s e  in  o b t a i n i n g  e n v i r o n m e n t a l  
c r i i u t s "  is  t h e  o n ly  " m u s t "  d i r e c t ly  u n te n a b le  Jo g o v e r n m e n t  at* 
ion  in  (hi* s h o r t  t e r m .

A s u r v e y  o f  in f lu e n c e s  o n  p l a n t  lo c a t io n  d e c i s io n s  in  M ic h ig u n  
in d u c e d  s i m i l a r  r e s u l t s  ( T a b le  Ii). A m o n g  t h e  m o s t  i m p o r t a n t  fuc- 

. i rs  u re  a c c e s s  l o  m a r k e t s  a n d  s u p p l i e r s ,  locul c o s t  c o n s id e r a t i o n s ,  
n d  lu b o r  s u p p l y  u n d  q u u l i l y .  Ix>cul p r o p e r l y  t a x e s  u r e  im p n r l u n l ,  
u n k in g  f i f th .  T u x  c o n c e s s io n s ,  o n  t h e  o t h e r  huntl ,  r a n k e d  K ith  
. in o n g  t h e  23  m o s t  i m p o r t a n t  in f luences .

F in a l ly ,  a  19M t s u r v e y  o f  5 0 0  of  t h e  1 ,000 l a r g e s t  U .S .  i n d u s t r i a l  
o r p o r a t i o n s  a s s e s s e d  t h e  i m p o r t a n c e  o f  f u c lo r s  in  lo c u t in g  p l u n l s  
n t h e  c o n t i n e n t a l  U n i t e d  S l a t e s  (T a b le  4). In  t h i s  s t u d y ,  " s t u t e  u n d  

.ocal a t t i t u d e  t o w a r d  t a x e s  u n d  b u s i n e s s  a n d  i n d u s t r y "  (i.e., lu x  
• t m c l u r e s a n d  ru le s )  r a n k e d  f o u r th  in  o r d e r  o f  im p o r ta n c e .  "  F i n a n ­
c in g  i n d u c e m e n t s "  r a n k e d  1 5 lh .  w i t h  77 p e r c e n t  o f  t h e  r e s p o n d in g  
f i rm s  i n d i c a t in g  t h a t  t h e s e  i n d u c e m e n t s  w e re  " f a i r l y ”  (29 p e rc e n t  I. 
" q u i t e "  (32 p e r c e n t l .  o r  " e x t r e m e l y "  (16 p e r c e n t )  i m p o r t a n t  I t  u p  
p e a r s ,  t h e r e f o r e ,  t h a t  v> m e lorrn*- of f in an c ia l  in c e n t iv e s ,  a l t h o u g h  
n o t  r v o f s s a r d v  t a x  c o n c e s s io n s ,  a r t  i m p o r t a n t  in t h e  s i l t  lo c a l .o n  
<i**i*oori* o l  o i r *  j o n t y  ol la x g t  *orpora iio r»s  ir, i f *  I. '*Vc‘.<r*

T a b l e  2.

I n f lu e n c e s  o n  P l a n t  L o c a t io n  D e c in io n a - N a t io n a l  

P l a n t  O p e n i n g s  in  A ll  I n d u s t r i e s

P e r c e n t  o f  P l a n t s
F a c to r s  V iew ed a H " M u a t a " C i t in g  F a c to r

”  v o rs b le  la b o r  c l im a te 7 6 %
I 'ro x im i ly  to  m a r k e t 55
A t t r a c t i v e  p lace  for e n g in e e r s /m a n a g e r s  lo  live 35
P ro x im i ty  to  sup p l ie s ,  re s o u rc e s  ( inc lud ing  energy) 3)
l a w  l*l>or r a t e s 30
fT o x im ity  t o  e x is t in g  fac i l i t ies  or d iv is io n /c o m p a n y 25
K ase  in o b ta in in g  e n v i ro n m e n ta l  j ie rm its 17

Source. K oger  S c h m e n n e r .  " L o c a t io n  D ecis ions  o f  L a rg e  F irm s .  Im plies-
l io n s  /o r Public  Po licy ."  f 'u m m r n ta r y .  J a n u a r y  PJ8 I

r \

I n f lu e n c e s  o n  P l a n t  la r c a t io n  D ec is io n s  M ich igan  

( e s t a b l i s h m e n t  W r ig h le d l

T able 3.

Criterion T ota l S a m p le

A ccess  to  iimrki-lN 1

Lund, building, re n t  cos t 2

l.iihor cost 3
Skilled lulior jiool 4
Local jirojierty  tuxes 5
'IVunspollutiun 6

v |ieciuli /ed suji | i liers 7
U uulily  of living 8

Ituw n iulerm ls 9
K nergy 10

Uuulificd p ro fess iona ls II
S tu te  tu acs on  b u s in e ss 12

F inanc ing  an d  cupitu l 13
Luhor/rnunuge inen t re la t ion s H
U neni | i loym enl c o m p e n s a t io n  co s t 15
Tux incen tives 16
A l t i tu d e  id  s tu te  g o v e rn m e n t 17
Crime ra te s 18
Workers com jiensalion  cost in
Licensing and  s t a le  reg u la t io n s 2d
W ater 21

S la te  and  local g o v e rn m e n t  services 22

Access to  universit ies 23

Source: Patric ia  A. B rad en  an d  S u s a n  It Hideout. ‘‘Location  Decision
M aking  in K x jx ir t-O rien ted  B u s in e s s  anil I n d u s t ry "  (Ann Arlnjf. 
Division of I tesearch .  G r a d u a te  School of B u siness  A d n im is t ra  
lion. U n iv e rs i ty  of Michigan. I97H). p 111 13.

Recent Experience
T h r e t  e x u m p le s  of  s i t e  s e le c t io n  d e c is io n s  of m a jo r  c o r p o r a t io n s  

th a t  received  n u t io n u l  u l l c n l io n .  M ic ro e le c t ro n ic s  a n d  C o m p u te r  
Techno logy  C o r p o r a t i o n  IMCC). G e n e ra l  M o to r s '  S a t u r n  P lu n l ,  
and  V o lksw agen ,  p r o v id e  a d d i t io n a l  ev id e n c e  on  t h e  p o ss ib le  ro le  o f  
lax  concess ions .

B o th  M C C  a n d  G e n e r a l  M o to r s  w ere  v ig o ro u s ly  c o u r te d  b y  
s t a t e s  a n d  c i t i e s ,  m a n y  of  w h ic h  o f fe re d  e x t r e m e l y  g e n e r o u s  
p a c k a g e s  of f inunciu l i n c e n t iv e s  t o  a t t r a c t  t h e  n ew  facilities. A f t e r



r

P e n n s y lv e f' h a n d  O h io  o f f  a g a i n s t  o n e  a n o t h e r  to  ob lt t in  t h e  b e s t  
p o ss ib le  d e a l  f ro m  P e n n s y l v a n i a .  T h e  s l a t e  r e s p o n d e d  hv  o f fe r in g  
i n c r e a s u g  c o s t ly  l a x  c o n c e s s i o n s  t o  lock u p  th e  d ec is ion  T h e  
c h a r a c t e r i z a t i o n  of  t h i s  s p e c t a c l e  a s  " t h e  I t a h b i l  t h u l  a l e  P e n n ­
s y l v a n i a "  is  d e s c r ip t iv e .

Summary of Existing Euidence

T h e r e  a p p e a r s  lo  Ik? l i t t l e  o r  n o  e v i d e n c e  t h u t  ta x  c o n c e s s io n s  
p la y  a m a j o r  o r  e v e n  s i g n i f i c a n t  ro le  in  t h e  s i t e  se lec tion  p r o c e s s e s  
o f  f irm s.  T h e  b u s i n e s s  f a c i l i ty  l o c a t i o n  d e c is io n -m a k in g  p r o c e s s  is 
c o m p le x  a n d  d r iv e n  p r i m a r i l y  b y  e c o n o m ic  c o n s id e ra t io n s  b e y o n d  
t h e  c u p a c i ty  of s t a l e  u n d /o r  lo c a l  g o v e r n m e n t s  lo  a ffec t,  p a r t i c u l a r ­
ly  in  th e  s h o r t  t e rm .

T h is  d i c h o to m y  b e t w e e n  t h e  b e l ie f  of m a n y  p o l ic y m u k e rs  a n d  
p r a c t i t i o n e r s  in  t h e  e f f i c a c y  a n d  n e e d  lo r  l a x  c o n c es s io n s  a n d  t h e  
f in d in g s  o f  e x i s t i n g  r e s e a r c h  l i t e r a t u r e  is  paradox ica l .  11 a p j i e a r s  
t h a t  w h a t  a r e  " g o o d  b u s i n e s s  p r a c t i c e s "  for s l a t e  a n d  local g o v e r n ­
m e n t s  a n d  s o u n d  p u b l ic  p o l ic y  u r e  in c o n f l i c t  w i th  w h a t  is v ie w e d  u s  
" g o o d "  o r  " e x p e d i e n t "  p o l i t ic s .

T u x  s t r u c t u r e s  u n d  r u l e s  u n d  f o r m s  of  f inunciul in c e n t iv e s ,  
o th e r  t h a n  t a x  c o n c e s s io n s ,  h o w e v e r ,  d o  a p p e u r  lo  he  im p o r t a n t  
c o n s id e r a t io n s  in  t h e  s i t e  s e l e c t io n  p r o c e s s  of  cor|>orulioiis. T h i s  
s u g g e s t s  l h a t  s t a l e s  (u n d  lo c a l i t i e s )  (u) s h o u ld  Ik? co n c e rn ed  uImiuI 
t h e  e f f e c ts  o f  t a x e s  o n  t h e  c o m p e t i t i v e n e s s  of  b u s in e s se s  in  th e i r  
ju r i s d ic t io n s ,  a n d  (b) s h o u l d  c o n s i d e r  m o r e  cos t-e ffec tive  i n d u s t r i a l  
in c e n t iv e s  if s e e k in g  l o  o f f e r  f i r m s  f in a n c ia l  a s s i s ta n c e  lo  in f lu e n ce  
th e i r  b e h a v io r  t o  a c h i e v e  s o m e  s p e c i f i e d  p u b lic  purpose.

Cost-Effectiveness of Industrial Incentives

C o s l -e f f e c l iv e n e s s .  fo r  p r e s e n t  p u r p o s e s ,  is def ined  u s  th o  r a t i o  
of  a c tu a l  b e n e f i t s  r e c e iv e d  b y  t h e  o s s i s t e d  f irm  lo  t h e  reul c o s t  of 
t h e  a s s i s t a n c e  l o  t h e  a d m i n i s t e r i n g  g o v e r n m e n t .  U se  o f  t h i s  
m e a s u r e  w o u ld  p e r m i t  s t a l e  u n d  loca l  g o v e r n m e n t s  lo  id e n t i fy  t h e  
bene f i t  d e r iv e d  b y  t h e  f i r m  p e r  d o l lu r  o f  p '  b lic  e x p e n d i tu r e  a n d  lo  
u l loca le  s c a r c e  d e v e l o p m e n t  r e s o u r c e s  U  th e i r  m o s t  co s t -e f fe c t iv e  

u se s
A c tu a l  b e n e f i t  to  t h e  f i r m  o f  u n y  f o rm  of pub lic  a s s i s t a n c e  is  t h e  

d i f fe ren ce  b e t w e e n  o |K ? ro l in g  c o s t s  in  t h e  a b s e n c e  of th e  g o v e rn -  
• * ...... -••• i.- ••• »!>•• n r»m >nren(  th i s  a s s i s t a n c e  " T h e

T h e  m a jo r  o f f s e t t i n g  c o s t  is t h e  lo ss  of t a x  b e n e f i t s  for w h ic h  th e  
f i rm  w ou ld  h a v e  b e e n  e l ig ib le  in  t h e  a b s e n c e  of  t h e  d e v e lo p m e n t ' i n ­
c e n t iv e  o r  la x -o f f s e ls .  F i r m s  p a y  b o lh  s t a l e  u n d  federa l  c o r p o r a t e  
in c o m e  t a x e s  o n  n e t  r e v e n u e s ,  t h e  e f fe c t iv e  ru le  of t a x  r a t i o  v a r y in g  
w i th  t h e  level o f  p r o f i t a b i l i t y  u n d  th e  tu x  |Kihcies of t h e  s l a t e  A n 
in c e n t iv e  t r e a t e d  a s  r e v e n u e  for t a x  pur|>oM?s is d i r e c t ly  ta x ed ,  
r e d u c in g  t h e  b e n e f i t s  l o  t h e  f i rm  of  t h e  a s s i s ta n c e .  F o r  e x a m p le ,  il u 
f i r m 's  m a rg in a l  t a x  r u l e  u n d e r  c u r r e n t  federa l  r a l e s  is  -Iti p e rc e n t ,  
t h e  a c tu a l  v u lu c  of  a  d o l lu r  o f  p u b l ic  a s s i s t a n c e  to  u f irm  ru u k in g  u 
p r o f i t  is  f>*1 c e n t s .  I n c e n t i v e s  t h u t  r e d u c e  o p e r u l i n g  c o s t s  o f  f i rm s  
t h a t  o th e r w is e  w o u ld  Ik? lu x  d e d u c t i b l e  if in c u r re d  b y  t h e  f i rm  from  
i t s  o w n  r e s o u r c e s  d e c r e a s e  t h e  vu lu e  o l  u s s i s tu n c e  in t n e  s a m e  m a n  
nor. F o r  e x a m p le ,  f o r m s  o f  a s s i s t a n c e  t h u t  s u b s id iz e  d e p r e c ia b le  
a s s e t s  s u c h  us a  p l a n t  u n d  i t s  e q u i p m e n t  r e d u c e  t h e  a m o u n t  ol 
d e p r e c ia t io n  d e d u c t ib l e  f ro m  t h e  f i rm  s  incom e.

C o s t s  t o  g o v e r n m e n t  o f  d e v e lo p m e n t  in c e n t iv e s  in c lu d e  d irec t  
o u t l a y s  a n d  r e v e n u e s  fo rg o n e  W h e n  che s u b s id y  in v o lv e s  a flow ol 
g o v e r n m e n t  c o m m i t m e n t s  o v e r  l im e ,  u s  m  t h e  c a s e  o l  t a x  aba le-  
i n c u t s ,  t h e  p r e s e n t  v a lu e  of t h e  c o s t  is d e t e r m in e d  by  d i s c o u n t in g  
t h e  t u n e  s t r e a m  o f  d i r e c t  c o s ts .  T h e  n e t  c o s t  t o  g o v e r n m e n t ,  how 
e v e r ,  m u y  In? le s s  l l iu n  t h e  g r o s s  o u t l a y  Ik-cuusc s u b s id ie s  in c re a s  
i n g  f i rm  r e v e n u e s  o r  r e d u c in g  o jK -ra lm g  c o s t s  a l so  r a i s e  t h e  tux 
l iab i l i ty  o f  th e  f irm .

A  m in im u m  cu iu litio n  o f  m u m l  s to le  and 'ur local g o vern m en t  
b u sin ess  p ru c ticv  in p ro v id in g  in cen tive s  tu  business is th a t the  
ra tio  o f  b en e fits  rece ived  b y  th e  firm  from  the  a ss is ta n ce  ex c e ed  the  
c o s t tu  th e  a d m in is te r in g  g o vern m en t.  T h e r e  upjH 'urs l o  Ik? no 
j u s t i f i c a t i o n  for p r o v id in g  a s s i s t a n c e  lo  p r iv u t c  f i rm s  f ro m  p ub lic  
c o f fe r s  w h e r e  g o v e r n m e n t  c o s t s  u re  g r e a t e r  t h a n  p r i v a t e  iK-nehts

S o m e  will u r g u c  t h u t  m e a s u r i n g  on ly  d i r e c t  b e n e f i t s  l o  f i rm s  in 
t e r m s  o f  e f f e c ts  o f  a s s i s t a n c e  u n d e r s t a t e s  (h e  rea l  v a lu e  ol t h e  hi 
c c n t iv e .  T h i s  l ine  o f  a r g u m e n t a t i o n  l a k e s  tw o  la ck s .  F i r s t ,  t h e r e  are  
b e n e f i t s  l o  u c o m m u n i t y  o r  s t a l e  o f  t h e  lo c a t io n  o r  e x p a n s i o n  of 
e c o n o m ic  a c t i v i t y  t h a t  u re  n o l  r e a d i ly  q u a n t i f i a b le  ( su ch  a s  t h e  u n  
a g e  o f  t h e  b u s in e s s  c l im a te .  im j r o r l a n c e u f  t h e  fac il i ty  a s  a t u r n k e y  
o r  c u t a l y s t  in t h e  e c o n o m ic  d e v e lo p m e n t  p ro c e ss ,  c o n t r i b u t i o n s  to  
t h e  c o m m u n i ty ,  a n d  50  on). S e c o n d ,  t h e  b u s e h n e  m e a s u r e m e n t  ig 
n o r e s  s e c o n d a r y  b e n e f i t s  g e n e r a t e d  th r o u g h  t h e  e m p lo y  n e n t  a n d  
in c o m e  m u l t ip l ie r  p r o c e s s e s  u s  n e w  in c o m e s  u re  s p e n t  a n d  r e s p c n l  
in  t h e  ec o n o m y .

T h e  lo g ic  o f  t h e s e  a r g u m e n t s  c a n n o t  b e  d e n i e d .  T h e  f i r s t  
c a t e g o r y  o f  b e n e f i t s ,  h o w e v e r ,  is  c s se n l iu l ly  i n t a n g ib le  a n d .  111 th e  
a b s e n c e  of ( |u u n t  if icu l ion ,  c a n  Ik- u s e d  to  j u s t i f y  a l m o s t  a n y  u n d e r  
t a k i n g  W h i le  t h e s e  i n t a n g ib le  la -nefi ts  s h o u ld  Ik- re c o g n iz e d .  p a s t
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h ig h  t e c h n o lo g y  m a n u f a c t u r i n g .  (3) w h o le s a le  s u p p ly ,  uitil (-1) u 
b u s in e s s  s u p p l y  s e rv ic e  i n d u s t r y .  T w o  p r i m a r y  f in d in g s  e m e rg e d .

• Allhough numerators and denominators of the cost- 
effectiveness rulios vuricd widely across ty|Hiof tux con­
cession, firm size, und industry, none of the rulios ex­
ceeded one; i.e.. in no case mere (he (ax concessions cost- 
vffecdoe.

• In every case, even where tux concession rulios uj>- 
proached unity, there is alwuys some more cost-effective 
instrument for pursuing the public purpose.

The importance of lax incentives lies primarily in psychological 
effects on businesses. They often ure viewed as measures of a juris­
diction's business climute und willingness to work with business to 
improve their operating environment. This viewr uni urgucs thut 
stute and local governments should offer a small set of Lux conces­
sions that are relatively inexpensive in terms of lax revenues 
forgone.

Cost-effective industrial incentives arc those thut leverage in­
vestment from comiru-reiul lending und investing institutions. 
Among these are lour guarantees, direct interest subsidies, und in­
centives targeted lo nondepreciable ussels.

Ix>an guarantees to small businesses ure the mosl cost-effective 
of all industrial incentives evaluated. Ala default rule of 22 per­
cent. the cosl-effecliveness ratio of this form of assistance to small 
firms is 0.79. This ratio is highly sensitive lo the ex-post default 
discount rate. Estimates indicate that default rales can be as high 
as 40 percent before loan guarantees are no longer u cost-effective 
instrument of industrial finance.

Conclusion

State and locaJ governments’ rush to provide tax concessions to 
business is paradoxical in the absence of any substantive evidence 
that these incentives influence firm decisions and behavior in ways 
lliul contribute to the public purpose. IVoliferation of tax incen­
tives occurs, in part, Ixxuuse of the failure of researchers to effec­
tively communicate the inadequacies of concessions as tools of 
public policy and the penchant of pobcymakers to dismiss research 
us being "academic" and not an accurate representation of thu
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against business tax concessions risk being lul>eled "antibusiness." 
a |K!jorulive reference, presumably entailing jxilitical risk Hut it 
also occurs liecuusc business has luurned to pluy the game, and lo 
pluy it well Site locution decisions are mude pnmurily on the busts 
of considerations thut lie beyond the cupucily of stute and local 
governments to influence. Once the decision is mude. however, 
many businesses upjK-ur quite willing to pressure slate and locul 
governments for tux breaks and lo play governments off ugumst 
one unother to increase their Icveruge in obtaining reductions m 
their tux liuhihlics. Where these tax concessions are grunted, 
businesses are subsidized for undertaking actions llutt are m their 
own financial self interest und that would huve been undertaken m 
the absence of public assistance.

Throughout the United States, stute und local governments are 
being subjected to pressures lo provide spcciul lax concessions in 
the numc of "economic development." Suhnalionul governments 
must become increasingly sophisticated in dealing with these 
issues und develop the cupucily lo sit ul the burguirung table with 
industry us informed, equul partners. Two initial steps are 
ncccssury. First, slate arid local governments should understand 
the cosl-effecliveness of various tools of government for assisting 
business enterprise. Second, they should establish a consistent 
decision-mukmg framework und guidelines for evulualmg the 
desiruhility of awarding incentives to firms und avoid the trap of 
making these decisions on an ud hoc case-by-case basis.

Nine basic guidelines are recommended to the stale and local 
governments as central pillars in a decision-making frumework:

(l| The primary responsibility of local government is to 
provide the level und quulity of public services and 
public infrastructure consistent with the preferences 
and requirements for basic welfare of its citizens, and 
to ensure the revenue base necessary to this end 

(2) The appropriate concern of local government is the 
overull tux structure, its capacity lo generate neces­
sary revenues, equity in the distribution of lax burdens 
between citizens and businesses, and the effect of 
business luxes on the competitiveness of the local 
business environment.

(31 Subsidization of business enterprise lies beyond the 
conventional scope of responsibilities of locul govern 
ment and should be considered only in exceptional cir­
cumstances in which the essential welfare of the juris­
diction is ul issue.



(4) Revenues forgone through tax concession should In? 
regarded as costs lo the local government no less real 
thun direct exjH*nditurea.

(51 I n d u s t r i a l  s u b s i d i e s  s h o u l d  n o t  h e  a w a r d e d  l o  
b u s in e s s e s  for  a c t i o n s  u n d e r t a k e n  in  p u r s u i t  o f  t h e i r  
o w n  ( inunciu l  s e l f - in te r e s t s .

(fi) I x k /i I g o v e r n m e n t  s h o u ld  e s t a b l i s h  o v e ra l l  po l ic ie s  o n  
i n d u s t r i a l  s u b s i d i e s  u n d  u v o id  o p e r a t i n g  oil  a n  a d  hoc  
o r  c a s e -h y  c a s e  b a s i s .  T h e s e  p o licy  g u id e l in e s  .should he  
o v e r r id e n  o n ly  in  e x c e p t io n a l  c i r c u m s ta n c e s .

|7 |  I n d u s t r i a l  i n c e n t i v e  p r o g r a m s  s h o u ld  u p e r u t c  w i th in  
c a re fu l ly  s p e c if ie d  b u d g e t  c o n s t r a i n t s .  A ll to o  o f te n  i n ­
c e n t iv e  p r o g r a m s  a r c  a d m i n i s t e r e d  w i th  n o  c le a r  a c ­
c o u n t  o f  t h e i r  c o s t s ,  e s p e c ia l l y  t h o s e  r e s u l t i n g  f ro m  off- 
h u d g c i  p r o g r a m s  a n d  t a x  e x p e n d i tu r e s .  A d h e r e n c e  to  
b u d g e t  c o n s t r a i n t s  e n c o u r a g e s  th e  c u re fu l  t a r g e t i n g  of  
r e s o u r c e s  u n d  t h e  u s e  o f  t h e  m o s t  c o s t -e f fe c t iv e  i n s t r u ­
m e n t s  t o  a c h ie v e  p u b l ic  d e v e lo p m e n t  o b je c t iv e s .

(H| J u r i s d i c t i o n s  s h o u ld  u s e  t h e  m o s t  c o s t -e f fe c t iv e  i n s t r u ­
m e n t  (or a c c o m p l i s h in g  t h e i r  p u r p o s e s .  In  m o s t  c a s e s ,  
t h e r e  will la- l i t t l e  j u s t i f i c a t i o n  for u s i n g  le s s  e l fe c t iv e  
i n c e n t i v e s  T w o  p o s s ib le  e x c e p t io n s  l o  t h i s  g e n e r a l  ru le  
c a n  la- id e n t i f ie d  F i r s t ,  ( h e  u s e  of l im i te d  tu x  c o n c e s ­
s io n s  w i th  f i rm s  c o n s id e r in g  r e lo c a t io n  f ro m  o th e r  j u r ­
i s d i c t i o n s  o r  r e lo c a t io n  t o  a n o t h e r  j u r i s d i c t i o n  m a y  h e  
j u s t i f i e d  b e c a u s e  of  t h e  p s y c h o lo g ic a l  d im e n s io n s  o f  
c o n c e s s io n s  t o  b u s in e s s e s .  E v e n  in  t h e s e  cu scs ,  j u r i s ­
d ic t io n s  will w a n t  t o  e n s u r e  t h a t  t h e y  a r e  n o t  b e in g  
" b l u c k m u i l e d "  b y  t h e  p o s s ib i l i ty  o r  l l i r e u l  o f  re lo c u ­
t i o n s  s im p ly  t o  " s w e e te n * ’ a  m o v e  t h a t  t h e  f i rm  w o u ld  
u n d e r t a k e  in  a n y  ca se .  S e c o n d ,  in  s o m e  c a s e s ,  j u r i s d i c ­
t i o n s  m i g h t  b e  j u s t i f i e d  in  u s i n g  a n  in c e n t i v e  o f  le s se r  
c o s l - e f f e c l iv e n e s s  t h a t  d e l iv e r s  u h ig h e r  e f f e c t iv e  v u lu e  
t o  t h e  f i rm  in  o r d e r  l o  a c h i e v e  th e  n e c e s s a r y  le v e r a g e  
w i th  t h e  f irm .

(9) C o s l - e f f e c l iv e n e s s  r a t i o s  s h o u ld  b e  u s e d  l o  r a n k  a p p l i ­
c a n t  f i r m s  u n d  d e t e r m i n e  p r i o r i t i e s  fo r  u l l o c u l i n g  
l i m i t e d  s t a l e  u n d  locu l i n d u s l r i u l  d e v e l o p m e n t  r e ­
s o u rc e s .  T h e s e  r u l io s  m e a s u r e  t h e  e f f ic ien c y  of  s l u l e  e x ­
p e n d i t u r e s  in  p r o v i d i n g  f in an c iu l  a s s i s t a n c e  l o  f irm s.  
T h e y  u re .  t h e r e f o r e ,  t h e  u p j i r o p n u t e  r e f e r e n c e  fo r  
g u id in g  d e c i s io n s  o n  a l l o c a t in g  in d u s l r iu l  d c v e lo j i in e n t  
re so u rc e s .

Notes
•

1. For in fo rm at ion  on  s tu te  in d u s l r iu l  incen t ives  a n d  re c e n t  innovu  
linns, see  Willium H am il to n .  I .u rry  l .edch u r ,  und I h-Umih M uU , In d u s tr ia l  
I n n n l i v e s  Pollin ' P ro m o tio n  o f  P riva te  H o te rp n se  iW u s lu n g to n .  D C  
A sian  P ress ,  1985). u n d  D elioruh M utz . A n  A n a ly s is  o f  In n u v a t i r e  S ta i r  
E c o n o m ic D e v e lo p m e n t F in u n cm p  P ruprum s  iW u s ltm g um . D C.. N u tn m u l 
A ssociutin ii  o l  Stull* D eve lop n ien l  A gencies ,  I ‘JMS)

2. E x e m p tio n s  e x c lu d e  p a r t ic u la r  i t e m s  or ac t io n s  from ta x a t io n  
D e d u c tio n % r edu ce  th e  h use  u p o n  winch u tux  is co m p u ted  ( ’re d its  a re  nu b  
t r u c te d  f ro m  th e  tu x  du e ,  t h e r e b y  re d u c in g  th e  uc tu u l  la x  p a y m e n t  
A b a te m e n ts  ure  red u c t io n s  in. o r  fo rg iv en e ss  from, tuxes  (usually  p rop e r !  v 
luxes) p ro '  ided lor u specified per io d  ol l im e  For u m ore d e ta i led  d is c u s  
su m  o( fo rm s of lux  co ncess ions ,  see  In d u s tr ia l I m m u n e *  P ub lic  P ro m o  
to m  o f P riva te  E n terpr ise .

.’I J o h n  (>ruy u n d  D eun  S p in a ,  " S t u t e  und l.ocul In d u s t r i a l  I x x u t io n  
In c e n t iv e s —A Well S ti tch ed C a n d y  S to r e ,"  Jo u rn a l o f  C orpora tion  Ia iw , 
S p r in g  198(1. pp  5l7-fiB7.

4 . U .S .  O ff ice  o l  M a n a g e m e n t  a n d  H u d g e l ,  M a n a g i n g  F e d e ra l  
A s s is ta n c e  in th e  IlMOs (W ash in g to n ,  D C .:  Office ol M anu gm eiU  und 
H u d g e l ,  I'JHO)

5 ( .e s te r  Snlum on, " I t e t h m k in g  Public M unu gem en t.  T h i rd  P a r ty  
G o v e rn m e n t  und  C h a n g in g  F o rm s  of G o v e rn m en t  A c tio n ."  P ub lic  Policy, 
S u m m e r  I ' JH I .p p  2 55-275 .

fi For  rev iew s of th e s e  s tud ies ,  see I.urry C. I .edebur a n d  D a v id  W 
H u sm u ssen .  " S l a t e  D ev e lo pm e n t  In c e n t iv e s "  I U rb a n  I n s t i t u t e  I teporl .  
M uy IU. 19831. und  G e o rg e  A I te ige lu ih  und  H aro ld  W olm an , " T h e  I)e ter  
n im u n ls  und  Im p l ica t io n s  of C o m m u n it ie s  C h ang in g  C o m p e t i t iv e  A d v u n  
luges: A Review of L i t e r a tu r e "  f t f ih u n  I n s t i t u te  R eport .  J a n u a r y  9. 19791

7. Michael K ieschnick . T a xes a n d  ( Irv w th  b u s in e s s  In c e n t iv e s  a m i  
E co n o m ic  D e v e lo p m e n t  (W ash in g to n ,  D C . :  Council o l  S t a l e  P la n n in g  
A gencies .  19811

8 . R oger  V au g h an .  T h e  U rban Im p a c ts  o f  F ederal Policies. V o l Z  
E co n o m ic  D ev e lo p m e n t  IS an la  M onica. T h e  Rund C orp o ra t ion .  J u n e  1977)

9 R oger  S ch m en n c r ,  " T h e  Ixxrution Decisions ul I .a rge , M u l t i -P lan t  
C o m p an ie s ."  m im eo g rap h ed .  1980.

10. C onc lus ions  ol H arry  M. R u b in  a n d  C. K u r t  Zorn. " S e n s ib le  S t a t e  
a n d  Ixx'al Kconomic D ev e lo p m e n t .”  P ublic  A d m in is tra tio n  I te m  tie . M ar 
cli /April  1985. pp. 333 -33 9 .  A s  so u rce s  su p p o r t in g  th e s e  conc lu s io ns ,  th e  
a u th o r s  c ite M ichael W asy lenk o ,  " T h e  Ix>calion o l  F irm s:  T h e  Role of 
T a x e s  an d  F iscal In cen t iv e s .”  in U rban ( lo v e m n i tn t  F inance, ed. Roy Hahl 
(Hcvcrly  Hills. California: S a g e  P ub lica tions .  1981). p p  155-190

11. J e r r y  J a c o b s ,  H id d tn n  for b u s in e s s  (W a s h in g to n .  D  C.: P ub lic  In 
te r c s l  R esea rch  G rou p .  1979)

12. R o g e r  W . S c h m c n n e r .  A ta k in g  b u s i n e s s  L o c a tio n  D e c is io n s  
(E ng lew ood  (J i f f s ,  N .J . :  Prentice-1 fall I n c .  I982 |

13. C a lcu la t io n  of th e  vulue of b en e f i ts  to  f i rm s req u i re s  id en t if ica t io n  
of (he  flow of g ro s s  b e ne f i ts  from th e  incentive, th e  a p p ro p r ia t e  d is c o u n t  
ru le  to  c o m p u te  p re s e n t  va lues  of flows accru ing  o ve r  l im e ,  an d  a n y  offse t  
t in g  c o s t s  ol a c c e p t in g  th e  a s s is ta n c e



p u b l ic  e x p o d i l u r e s  a r g u e s  for  e x t r e m e  c a u t i o n  in  w e ig h in g  t h e s e  

f a c to rs .
S e c o n d a r y  in c o m e  u n d  e m p lo y m e n t  b o n u f i l s  cu n  b e  q u a n t i f i e d .  

T h e  c o s t  e f f e c l iv e n e u s  m o d e l  c u n  b u i ld  in in c o m e  u n d  e m p l o y m e n t  
m u l t i p l i e r s .  A p p l i c a t i o n  of  t h e  e x p u n d e d  m o d e l ,  h o w e v e r ,  b u s  
d e m o n s t r a t e d  t h u t  p r o j e c t s  t h u t  u re  n o t  c o s t -e f fe c t iv e  in  t e r m s  of 
d i r e c t  b e n e f i t s  t o  t h e  r e c ip ie n t  f i rm  s e ld o m  l ie co m e  c o s t -e f fe c t iv e  
e v e n  w h e n  s e c o n d a r y  l i t n c f i l s  u r e  in c lu d e d .  F u r t h e r ,  m u l t ip l i e r s  
u s e d  b v  s u i t e  u n d  locul g o v e r n m e n t s  u re ,  o l  t im e s ,  s o m e w h a t  u n ­
re a l is t i c .  A b s u r d l y  l a r g e  m u l t i p l i e r s  h u v e  b e e n  u s e d  l o  j u s t i f y  p r o j ­
e c t s  t b n l  o t h e r w i s e  w o u ld  noL m e e t  u r c u s o n u h lc  l e s t  ol b e n e f i t s  to  
c o s t s  T h e r e f o r e ,  o n e  s h o u ld  In.* c a u t i o u s  in  t h e  u p p l ic u l io n  o f  s e c o n ­
d a r y  Iw n e f i t  t e s t s  o f  c o s l -e f fe c l iv e n e s s .

C a l c u l a t i n g  t h e  c o s t  of d e v e l o p m e n t  i n c e n t i v e s  is  c o m p l ic a te d  
b y  t h e  m u l t i l e v e l  s t r u c t u r e  o f  t h e  U .S . fed e ru l  s y s t e m .  C h u n g e s  in 
t a x  r e v e n u e s  r e s u l t i n g  f ro m  i n c e n t i v e s —b o t h  p o s i t i v e  a n d  n e g a ­
t i v e — m a y  a c c r u e  l o  b o t h  s l a t e  a n d  fede ru l  g o v e r n m e n t s ,  u n d  th e  
full p u b l i c  s e c t o r  c o s t  o f  a  d e v e l o p m e n t  s u b s i d y  is  t h e  c o m b in e d  
fed e ra l  u n d  s t a l e  c o s t .  F o r  e x a m p le ,  t h e  m o s t  c o s t -e f fe c t iv e  i n s t r u ­
m e n t  o f  i n d u s t r i a l  f in u n ce  a v a i l a b le  t o  s l a t e  u n d  local g o v e r n m e n t s ,  
b y  fa r .  is  i n d u s t r i a l  d e v e l o p m e n t  b o n d s .  C o s t s  o f  I D l i s  u re  b o r n e  b y  
t h e  fed e ru l  g o v e r n m e n t  in  t h e  f o rm  o f  t a x  e x p e n d i t u r e s  r e s u l t i n g  
f ro m  t h e  t a x - e x e m p t  n a t u r e  o f  t h e s e  b o n d s .  T h e  c o s t  to  t h e  s t a l e  is 
a  r e la t iv e ly  m o d e s t  t a x  e x p e n d i t u r e ,  w h i le  t h e  b e n e f i t s  l o  t h e  f i rm  
m a y  b e  g r e a t .  T h i s  s i t u a t i o n  r e s u l t s  in  u low ( t h a t  is  fuvorub lc )  cos t-  
( o - g o v e m m e n l / l i e n t f i l - lo ^ f i r m  r a t i o  f ro m  t h e  s l a t e  a n d  local g o v ­
e r n m e n t  p e r s p e c t i v e .  C o n s e q u e n t ly ,  u s e  o f  I D l i s  h a s  p ro l i f e ra te d .  
In c lu s io n  o f  f e d e ra l  t a x  e x p e n d i t u r e s  in  t h e  I D H  c o s l - e f f e c l iv e n e s s  
c a lc u la t io n s ,  h o w e v e r ,  r e d u c e s  t h e  e f f e c t iv e n e s s  o f  t h i s  i n s t r u m e n t  
b e lo w  s e v e r a l  o t h e r  to o l s  o f  i n d u s t r i a l  f in an c e .

C o s t - e f f e c t i v e n e s s  r a t i o s  fo r  s e le c te d  i n t e r e s t  s u b s id ie s ,  s u b ­
s id ie s  fo r  p r o d u c t i o n  in p u t s ,  a n d  s t a t e  a n d  loca l  t a x  a b u l e m e n t  a re  
p r e s e n t e d  in  T a b l e  5. C o s t - e f f e c t iv e  in c e n t i v e s  will h a v e  r a t i o s  of 
le s s  t h u n  one .  N e g a t i v e  r a t i o s  i n d ic a t e  t h e  m o s t  c o s t -e f fe c t iv e  i n ­
c e n t iv e s .  A g e n e r a l  p r in c ip le  e m e r g i n g  f ro m  t h i s  t a b l e  is  t h u t  t h e  
fed e ra l  s y s t e m  d i m i n i s h e s  t h e  c o s l - e f f e c l i v e n e s s  o f  m u n y  f u r m s  of  
d e v e lo p m e n t  in c e n t iv e s .  W h e n e v e r  a  fo rm  o f  a s s i s t a n c e  r a i s e s  p r o ­
f i t s  o r  lo w e rs  c o s t s ,  t h e  a i d e d  f i rm  fuccs  a n  in c re u s e d  in c o m e  t a x  
l iab i l i ty .  S in c e  t h e  federu l  g o v e r n m e n t  r e c e iv e s  m o s t  in c o m e  lu x  
r e v e n u e s ,  t h e  s t a l e s ,  in  e f fec t ,  s u b s i d i z e  t h e  fede ru l  g o v e r n m e n t  
w h e n  t h e y  a s s i s t  b u s i n e s s  f i rm s .

' I 'ax  c o n c e s s io n s  o r e  n o t  c o s t  e f fec t ive .  S t a l e  a n d  loca l  g o v e r n ­
m e n t  r e v o k e s  fo rg o n e  th r o u g h  t a x  e x |> o n d i tu re s  o re  g r e a t e r  t h u n  
• t i l  1 1  ,. firm*! It im imliWely t h a t  im v  lo r iu  of

t a x  c o n c e s s io n  c a n  b e  co s t -e f fe c t iv e .  O n e  a p p l ic a t io n  of t h e  cost-  
e f f e c t iv e n e s s  m e th o d o lo g y  e x a m in e d  t h e  b e n e f i t s  to  f i rm s  a n d  coa l  
l o  g o v e r n m e n t s  o f  b u s i n e s s  in c o m e  t a x e s ,  p r o p e r ty  t a x e s ,  a n d  
e m p l o y m e n t  tu x  c r e d i t s  in  o n e  s t a l e .  T h e  c o s l-e f fe c l iv en es s  o f  th e s e  
(ux  c o n c e s s io n s  w a s  e x a m in e d  for  la rg e  u n d  sm ull f i rm s  in  fou r  in ­
d u s t r ie s :  (!) c a p i t a l - in te n s iv e  m a n u f a c tu r in g .  Cl) labo r- in tens ive .

T a b l e  5.

C o s t - I - T f e c t iv e n e u a  I t a t i o u  f o r  S e l e c t e d  D e v e l o p m e n t  l o c c n l i v c a

Coat to  G o v e rn m en t /B en ef i t  to  F irm
Inc en t iv e Federa l S la te Cotnbin
L ow -P ro fi t  F irms*

Interest. S u b s id ie s
In d u s t r i a l  reven ue  b o n d s *1 201 0 18 2.19
S u b s id ized  d irec t  loan - 0 3 0 1.47 1 1 4
L oan g u a r a n t e e ' 0  79 .079

S ubs id ized  P ro d u c t io n  I n p u t s
F q u ip m e n l - I I I 2 36 1.25
L an d - 0  58 1 58 1 00
P la n t - 1 . 4 0 2 4 0 1 00

T ax  A b a te m e n t - 0  42 1 42 1 00
H igh-Profit  F i r m s '1

In te r e s t  S ub s id ie s
In d u s t r ia l  re v en ue  bonds'-* 2 24 0 25 2 49
S u b s id ized  d irec t  loan — 0 84 1 82 0  98

S u b s id iz ed  P ro du c t ion  I n p u t s
K q u ip m en t - 0  53 1.71 1.18
L an d - 0 5 8 I 58 1.00
P la n t —1.40 2 40 1 00

T ax  A b a te m e n t - 0 8 5 1 85 1 00

N otes: a. l .ow profit  f i rm s face a federal c o rp o ra te  income Ux ra t*  o l  20 
p e rcen t  an d  a n  a v e ra g e  s t a l e  co rp o ra te  income U i  of 5 pe rcen t  
T h e  com bined  ux r a t e  is 24 pe rcen t  u n d e r  the  a s s u m p t io n  th a t  
s t a l e s  do  not allow th e  d ed uc t ion  of federal incom e ta x e s

b. In d u s t r i a l  revenue  b o n d s  a re  federally  funded via Ux e x p en ­
d i tu re s .

c. A s s u m e s  a d e fau l t  r a l e  of 22 percent.
d. H ig h  p ro f it  f i rm s  face th e  m a x im u m  fed tra t  c o rp o ra te  Ux ra le  

a n d  an  a v e rag e  s t a t e  co q x iru le  incom e tax  of 6 p e rcen t .  T h e  
Combined U x  ra te  is 4M 7 |>ercrnt u n d e r  th e  a s s u m p t io n  l l u l  
s t a t e s  do  not allow th e  d edu c tion  of federal incom e ta x e s

S o u rc e :  D a v id  I t a s m u s s e n ,  M a r c  l l r n d i c k ,  a n d  l . a r t y  l .e t leb u r .  “ A 
M eth od o log y  for S e lec t ing  Kcnnomic D evelopm ent In c e n t iv e s ," 
( i n i i r l h  a m i  ( '/ lunge . Vol IS. J a n u a r y  1984 pp



T a b l e  4.

F o r t u n e  S u r v e y

C o m p a r a t i v e  I m p o r t a n c e  o f  F a c l o r a  in  l iO c a l i r .g  N e x t  M u i n h u u l

U.S. P l a n t

(19HI lU n k  O rder)  ,
PJHI F a c to r  W e ig h ted  Scare*
R a n k  N o tab le
F igu re*  in t ) a rc  1976 r a n k a  19H1 11/7(1 Chungc//

1. P ro d u c t iv i ty  of w o rk e rs  (I) H2 H2
2. KfficiPnt t ran sp o r ta t io n  facilities for materials

a n d  p r o d u c t s  (II 79  H2
2. C o m m u n i ty  re c e p t iv i ty  lo  b u s in e s s  a n d

in d u s t r y  131 79  HO
4. S t a t e  a n d /o r  local a t t i t u d e  to w a rd  ta x e s  on

b u s in e s s  a n d  in d u s t r y  |5 |  77 79
5. A vailab i l i ty  of e n e rg y  sup p l ie s  (3) 75 HO - 5
fi. A m p le  a re a  fur fu tu re  e x p a n s io n  (H) 71 70
7 C o s t s  o f  p ro p e r ly  a n d  c o n s t ru c t io n  (6) 70 71
7. A v a ilab i l i ty  of sk i lled  w o rke rs  (I I) 70 05 ( 5
7 f u t i l i t y  o f  life for e m p lo y e e s  (it/a) 70 n/a

10. S l a t e  a n d  local p o s tu r e  on  e n v iro n m e n ta l  
c o n tro ls  a n d  p ro c e s s in g  of e n v iro n m e n ta l
im p ac t  r e p o r t s  Oil 69  71

11. W a te r  su p p ly  191 •'(> tm
11. C a lm  a n d  s ta b le  social c l im a te  (14) (ifi 02  + 4
lit. A d e q u a te  civ ic  w a s te  t r e a tm e n t  facili ties  (14) till 02
14. A v a ilab i l i ty  of te ch n ica l  o r  p ro fess io na l

w o rk e rs  122) 62  S3 4 9
15. F in a n c in g  in d u c e m e n ts  (23) 01 51 + •**
15 F isca l  h e a l th  o f  s t a l e  a n d /o r  c i ty  112) til 03
15. P ro x im i ty  l o  c u s t o m e r s  (12) 61 63
15. A v a ilab i l i ty  of u n sk i l led  o r  sem i ski lled

w o rk e rs  ( 10) 61 66 - 5
19. S t a t e  a n d /o r  local p e rso n a l  incom e la x

s t r u c t u r e  (17) 60  60
20. P ro x im i ty  to  raw  m a te r ia ls ,  c o m p o n e n ts ,  o r

su p p l ie s  (16) 61
20. P ro x im i ty  lo  se rv ice s  (17) 59  60
20 Kffic ient t r a n s p o r t a t i o n  facili ties for peop le

1201 -VJ •‘•5 1 4

n

—

111/M 1 R an k  O rd rr)
HIM I F a c to r
Itunk
F ig u re s  in I i a re  1976 r a n k a

W eigh ted  S c o n *

N o lab lr  
1981 1976 C hange*

23 A g ro w in g  regionul m a r k e t  120) 57 55
24. Avtiiluliihly of clerical w o rk e rs  (24) 49 47
25. P e rso n a l  p re fe ren ces  ol e o m p im y  execu t ives

(26) 42 36 » 6
26. P ro x im i ty  to  o th e r  c o m p a n y  facili ties (251 37 37

n/u: n o l  asked .

• W e ig h te d  Score: R es |>ondcnts  were a sk e d  lo  ra te  each of 26 possib le  
fac to rs  a s  lo  the ir  nii |>ortunce in lo c a t i rg  th e  c o m p an y 's  pro l iab le  next 
new plan t .  T h e  ru l in g  scale  Imd five |x iin ts .  rang ing  from " e x t re m e ly  im 
(H ir tan t"  t o  " n o t  ul ul! im |K ir tun l ”  For e u se o f  i i i te rpre ta iiun . t h e  answ ers  
w ere  p re s e n te d  in th e  form  of "w e ig h ted  s co re s"  so th a t  if eve ry  respon  
d e n t  bad  suid " e x t r e m e ly  m i |H ir lan l ."  th e  w eigh ted  score w ould  lie 100. 
u nd  if e v e ry  r e s p o n d e n t  hud  suid " n o l  o l  all im p o r ta n t ."  th e  w eighted  
sco re  w ould  be  0 .

S o u rce :  F o r t u n e  M a r k e t  K e se u rc h  S u rv e y .  ll 'Ay C o rp u ra le  A m t n c a  
Afucr*  XVhtrtf (New York. N Y : T im e. I n c . I9H2I. p  9.

n u l io n u l  s i t e  s e le c t io n  p r o c e s s e s ,  M F C  c h o s e  A u s t in .  T e x a s ,  am i 
f i i ' i ic ru l  M o t o r s  u n n o u n c e t l  i t s  in te n t io n  t o  locu te  in  S p r in g h i l l .  
T e n n e s s e e .  In  n e i th e r  c u s e  d id  l a x  c o n c e s s io n s  pluy a  ro le  in t h e  s i ie  
s e le c t io n  p ro c e s s .  T h e  s t u t e  o f  T e x a s  a n d  c i ty  of A u s t i n  m a d e  a 
c o m m i t m e n t  t o  p r o v id e  o n g o in g  s u p p o r t  lo  th e  s t u t e ’s  e d u c u tm n  
s y s t e m ,  a  c o m m i t m e n t  iH incfi ling  ull f i rm s  a n d  r e s id e n t s ,  a n d  to  
a s s i s t  e m p lo y e e s  in lo c a t in g  s a t i s f a c to r y  h o u s in g .  T h e  S a t u r n  deci 
s io n  w a s  m a d e  o n  t h e  b a s i s  of t ru d i t io n i i l  lo c a t io n  f a c to rs ,  p r im a ri ly  
a c c e s s  l o  m u r k e l .  lu lm r q u a l i t y  u n d  c o s t s ,  u n d  locul a m e n i t i e s  

T h e  V o lk s w a g e n  c a s e  p r o v id e s  a n  u n f o r t u n a t e  e x a m p le  of co r­
p o r a t e  l io h u v io r  in  t h e  s i t e  se lec t io n  p ro ce ss .  M o s t  k n o w le d g e a b le  
o b s e r v e r s  a g r e e  t h u t  V o lk s w a g e n  m a d e  U s d ec is ion  p r im a r i ly  on  
t h e  b a s i s  o f  a c c e s s  lo  m u r k e l ,  ac c e ss  t o  r e s o u r c e s  a n d  su p p l ie s ,  am i 
lu lm r c o n s id e r a t io n s .  I lu v i i ig  m ude .  b u t  n o t  a n n o u n c e d ,  t h e  tltvi- 
s u m  l o  loc i i lc  m  P e n n s y lv a n ia ,  t h e  cn r |» o ra t io i} ^ K o c m Je d  to  play



T h e  U n i t e d  S u i t e s  O ff ic e  of  M a n a g e m e n t  u n d  H u d g e l ,  u f l e r  u 
tw o - y e a r  s t u d y ,  co n c lu d e d :

T h e  r e l a t i v e  e f f e c t iv e n e s s  o f  d i f f e r e n t  f o r m s  o f  a s s i s t a n c e  
s u c h  u s  g r u n t s ,  lo a n s ,  u n d  r i s k  u s s u m p l i o n  for m e e t i n g  dif- 
f e r e n l  ty |>es  of  p r o g r u m  o b je c t i v e s  h u s  n o t  b e e n  s y s t e m a ­
t ic a l ly  re v ie w e d ,  in  p u b l i c  l i t e r a tu r e .  I n  t h e  l ig h t  o f  t h e  
s c o p e ,  m u g n i t u d e u n d  i m p o r t a n c e  o f  u s s i s t u n c e  o s  u to o l  o f  
n a t io n a l  le u d e r s h ip ,  m u c h  m o r e  n e e d s  t o  lie know n.*

T h e  s ig n i f ic a n c e  o f  t h i s  d e f ic ie n c y  in  t h e  l i t e r a t u r e  h u s  b ee n  e m ­
p h a s i z e d  by  l i s t e r  S a lo m o n :

T h e  w id e s p r e a d  u s e  o f  to o l s  l ike louns ,  loun  g u u r u n le e s ,  
sociu l r e g u la t io n ,  i n s u r a n c e ,  g o v e r n m e n t  c o r p o r a t i o n s ,  tu x  
in c e n t iv e s ,  v a r io u s  t y p e s  o f  g r u n t s  u n d  o t h e r s —m a n y  of 
w h ic h  i n v o l v e  t h e  p e r v a s i v e  s h a r i n g  o f  g o v e r n m e n t a l  
a u t h o r i t y  w i th  u h o s t  o f  " t h i r d  p a r l i e s ”  . . .  b u s  s ig n i f i ­
c a n t l y  a l t e r e d  t h e  p r a c t i c e  ol p u b l ic  m o n u g e m c n l . . .  . T o  
c o m e  lo  t e r m s  w i th  t h e  n ew  re a l i ty ,  i l  will be  n e c e s s a r y  to  
c h a n g e  t h e  u n i t  o f  a n a l y s i s  in  p u b l ic  m a n a g e m e n t  u n d  i m ­
p l e m e n t a t i o n  r e s e a r c h  f ro m  t h e  in d iv id u a l  p r o g r a m s  o r  
a g e n c i e s  t o  the. g e n e r ic  to o l s  o f  g o v e r n m e n t  a c t io n  u n d  lo  

. d e v e l o p  a s y s l e m u l i c  b o d y  o f  k n o w l e d g e  a b o u t  t h e  
d y n a m i c s  u n d  c h u r u c l e r s ,  t h e  d i s t i n c t i v e  " p o l i t i c a l  
e c o n o m ic s . "  a n d  r e s u l t i n g  a d v a n t a g e s  u n d  d i s a d v a n t a g e s  
o f  d i f f e r e n t  to o l s  t h r o u g h  w h ich  t h e  p u b l ic  s e c to r  now  
o c t s . '

Existing Evidence

V a r i a t i o n s  in  b u s i n e s s  t a x  l i a b i l i t i e s  a m o n g  s l a t e s  u n d  
m u n ic ip a l i t i e s  u r e  u n l ik e ly  t o  p lu y  u m a j o r  ro le  in b u s i n e s s  s i t e  
se le c t io n ,  lo c a t io n ,  o r  r e lo c a t io n  d e c is io n s .  K x i s l i n g  s tu d i e s ,  w i th  u 
s t r i k i n g  d e g r e e  of  c o n s i s t e n c y ,  h a v e  failed  l o  d e m o n s t r a t e  u s ig n i f i ­
c a n t  r e l a t i o n s h i p  b e t w e e n  t a x e s  u n d  lo c a t io n  d e c i s io n s  o f  b u s in e s s  

firms.*

Studies
n

N o  e m p ir ic a l  a n a l y s i s  b u s  liven a b le  to  find u s ig n i f ic a n t  
r e l a t i o n s h i p  b e t w e e n  loCtil t a x e s  a n d  e c o n o m ic  d e v e lo p  
m e n t . '

O n ly  ;i.:t p e r c e n t  o f  t h e  n ew  f i rm s  | in  a s u r v e y | .  n o n e  of  th e  
e x p a n s io n s ,  a n d  li.ll |>ercent of t h e  new b r u n c h  p l u m s  hi 
(h e a l e d  th e y  w o u ld  h a v e  lo c a te d  m  a n o t h e r  s t a l e  in  th e  
a b s e n c e  of l a x  in c en t iv es .*

T a x  le v e ls  u re  e i t h e r  n o t  a p p l i c a b le  or  o f  low c o n c e r n  l o  th e  
ty p ic a l  r e lo c a t i n g  p lu n l .  . . . | 0 | o l y  a b o u t  u q u a r t e r  t o  u 
th i r d  of  t h e  r e lo c a t i n g  p l a n t s  a c tu a l ly  m o v e  t o  n ew  loco 
l i o n s  w i th  lo w e r  p r o f i e r iy  lu x  r u le s  T h e  b u lk ,  41) to  5 0  jn-r 
c e n t ,  m o v e  w i th in  t h e  s u m e  t a x i n g  ju r i s d ic t io n  or  t o  locu 
l i o n s  in t o w n s  w i th  s im i la r  t a x  r a t e s  A n o t h e r  q u a r t e r  
m o v e  lo  j u r i s d i c t i o n s  w i th  h ig h e r  p ro |>er ty  lu x  ru les.*

D e s p i t e  t h e  p e r c e p t io n  u in o n g  po licy  m u k c r s  t h a t  lu x e s  
m u L le r  un d ,  th e re fo r e ,  u g o o d  in c e n t iv e  p u c k u g e  s h o u ld  
c o n l u in  tu x  c o n c e s s io n s ,  t h e  o v e r r id in g  c o n c lu s io n  f ro m  
p r e v io u s  r e s e a r c h  is  t h a t  lu x e s  d o  n o l  p la y  a  s ig n i f ic a n t  
ro le  in  u f i r m 's  ch o ic e  of  lo c a t io n  a m o n g  reg io n s .  I le se u rch  
u lso  h u s  s h o w n  t h a t  t h e  o t h e r  n o n lu x  c o n l ro l lu h le s  c o n ­
t a in e d  in  s t a l e  u n d  local i n d u s t r i a l  in c e n t iv e  p a c k a g e s  pluy 
l i t t l e  o r  n o  ro le  in  a f i r m 's  in te r r e g io n a l  c h o ice  o f  lo c a t io n  
H u t  u s  t h e  g e o g r a p h ic a l  u re a  d im in is h e s ,  t h e  im p o r t a n c e  
o f  t a x e s  a n d  f isca l  i n c e n t iv e s  in c re ase s .  T r a n s p o r t a t i o n ,  
e n e r g y ,  l u b o r  c o s t  u n d  m a r k e t  d i f f e r e n t i a l s  t e n d  t o  
d e c r e a s e  a s  t h e  u r e a  u n d e r  c o n s id e r a t io n  d im in is h e s ,  m a k ­
in g  t u x e s  u m o r e  s ig n i f i c a n t  locu iionu l d e t e r m i n a n t . M

F u r th e r ,  it h a s  b e e n  a r g u e d  t h a t  t h e  a v a i la b i l i ty  o f  s p e c ia l  s u b  
s il l ies  lo r  b u s in e s s  l ia s  i n c re a s e d  l o  t h e  (wmii t h a t  m o s t  s t a l e s  now  
offer  s t a n d a r d  t y p e s  o f  b u s i n e s s  lo c u t io n  in c e n t iv e s  *' T o  t h e  e x t e n t  
t h a t  t h i s  is  t h e  c a se ,  t h e  u s e f u ln e s s  of t h e s e  s u b s id ie s  in  a f f e c t in g  
i n t e r s t a t e  c o s t  d i f f e r e n t i a l s  is  " w a s h e d  o u t . "

Surveys

C o r p o r a t i o n s  d o  n o t  id e n t i f y  tu x  c o n c e s s io n s  u s  s ig n i f ic a n t  ta i­
lo r s  in lo c a t io n ,  r e lo c a t io n ,  o r  e x p a n s i o n  d ec is io n s ,  l in g e r  S ch inen-  
ner ,  in u fu r - re u c h in g  e x a m i n a t i o n  of d e t e r m i n a n t s  o l  b e h a v io r  of 
la rg e  f i rm s ,  id e n t i f ie d  t h e  m o s t  in i |H ir tu iil  in f lu e n c e s  in  n a t io n a l  

■ ' •    •»» •( M-ven v iew ed  a s
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a f t e r  17-11-07

X 1 1 2 7 -7 -1 5 (1 ) ,  2 7 - 7 - 1 5 ( 4 ) 0 ) ,
2 7 - 7 - 2 J ( c J ( ? ) ( l )

1141 .411 .  Union E l e c t r i c  Co. « .  C o a le .
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X I I S - 3 1 - 113(1)
X I I S -3 1 -3  ,  I .  1987, c .  616. e f f .  f o r

tax  y e a r s  b eg in n in g  a f t e r  17-31-07 
1 7 7 -7 7 1 6 (7 ) ,  L. 1904, IB 1124, e f f .  

f o r  t a x a b l e  y e a r s  be g inn ing  o n / a f t e r  
1-1-64

X 1 1 7 7 -A : ! .1 1 1 (a ) ,  77-A :i .V I
X I7 7 -A :3 . 1 1 (b ) ,  t .  1986, c .  IS3 .  e f f .

f o r  ta x  y e a r s  beg in n in g  a f t e r  
6 -30-06

X 154:10A -4(b )(1 )
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X 1 1 7 0 0 .9 (a ) (1 )  1 (7 )  and ( b ) ( 7 )

11 10 5-130 .7 ,  10 5 -1 3 0 .4 ( f )
X 157 -30 -0 1 .8
X I .  1987. H.B. 1064. e f f e c t l r e  f o r

ta x  y e a r s  b eg in n in g  a f t e r  
I7-3I-BB

1 57 3 3 .0 4 (I ) ( ? )
1 7 )5 8 .A.4 . b
1 1 1 / . 7 6 / ( 2 ) ,  C. I ,  Oregon tew s 1984, 

r f f .  f o r  t ax y e a rs  h e g ln n ln g  o n / a f t e r  
1-1-06 

1 17 4 0 1 (3 )1 .(A) L (0 )
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... The states should stress the uniform, 
equal, predlcatble and certain application 
of taxes to all businesses.

g e n e ro u s  tax deal,  an d  b e c a u s e  the  ev id en c e  s u g ­
g e s ts  p re t ty  c lea r ly  th a t  th e s e  offers a re  n o t  m a ­
jor d e t e r m in a n t s  of the  location  dec is ion ,  th a t  the  
s ta te  th a t  d a r e s  to  tu rn  its b a c k  o n  th is  g a m e  is 
likely to  a t t r a c t  favorab le  a t te n t io n .

I c o m m e n d  th is  to  you  a s  food  for th o u g h t .

NOTES
1 Gray C Corma W illiam  A Testa. and Frederick D Stoker State 
Loc.il Fiscal Incentive} and Economic Development. lUtOan and 
Regional Development Series Mo 4), Academy lo i C on lrm ponry  
ProDlems. Columpus. June 1978.
2 George W Morse and Michael C Farmer. Ux Abatement I.<jcj 
linn Im eaiment Eileen l)oc\ me Ohio flcinucsimcnl Area fa» E.irmp. 
lion Re.iihj WorltJ (Repori ESS 605l Department o l Agricultural 
Econom ic! and Rural Sociology. The Ohio Stale University Colum 
bus November 1983

F r e d e r i c k  D.  S t o c k e r  i s  a  P r o l e s s o r  o l  E c o n o m i c s  a n d  

P u b l i c  A d m i n i s t r a t i o n  a t  O h i o  S t a l e  U n i v e r s i t y .  T h i s  p a p e r  

w a s  o r i g i n a l l y  p r e s e n t e d  a t  t h e  W e s t e r n  S t a t e s  A s s o c i J '  

t i o n  o l  T a x  A d m i n i s t r a t o r s  m e e t i n g  i n  B o i s e .  I d a h o ,  o n  

S e p t e m b e r  1 7 .  1 9 8 4 .

The State ‘Unitary Tax’ Dispute
b y  C o n g r e s s m a n  B y r o n  D c r g a n

M ost o f  th e  m a jo r  n e w s p a p e r s  in th e  U nited  
S ta te s  h ave  p r in te d  s to r ie s  a n d  e d i to r ia l s  in th e  
pas t  year  o n  th e  su b je c t  o f  a  "un i tary  tax" d ispu te ,  
an  is su e  th a t  h a s  d iv id e d  th e  U.S. a n d  s o m e  cf  
its a l l ie s  a n d  h a s  r e a c h e d  all th e  way to  th e  Oval 
Office in th e  W hite  H ouse .

T h e  c o n t ro v e rs y  is s h r o u d e d  in t h e  l a n g u a g e  
of tax  law yers  a n d  c o r p o r a te  a t to rn ey s ,  b u t  the  
d i s p u te  is rea lly  s im p le .

S o m e  s ta te  g o v e r n m e n ts ,  in c lu d in g  t h e  s ta te  
th a t  I’m  f ro m  (M orth D ako ta ) ,  r e q u ir e  a c o r p o r a ­
t ion  d o in g  b u s in e s s  in th a t  s ta te  to  r e p o r t  for 
in c o m e- ta x  p u r p o s e s  o n  a  u n i ta ry  w orldw ide  
c o m b in a t io n  basis .

S im p ly  pu t.  th a t  m e a n s  a  c o r p o r a t io n  d o in g  
b u s in e s s  all a r o u n d  th e  g lo b e ,  a n d  a l s o  in N orth  
D ako ta ,  is a s k e d  to  r e p o r t  to  N o r th  D a k o ta  a 
p o r t io n  o f  its to ta l  i n c o m e  for t h e  p u r p o s e  of  
a l low ing  N o r th  D a k o ta  to  c o m p u t e  th e  in c o m e-  
tax liabili ty  it o w es  t h e  s ta te .

T h a t  p o r t io n  o f  in c o m e  a t t r ib u ta b l e  to  N orth  
D ako ta  is c o m p u te d  by  requ ir ing  .lie co rp o ra t io n  
to  re p o r t  i ts  payroll ,  p r o p e r ty  a n d  s a le s  in  N orth  
D ak o ta  a n d  c o m p a r e  t h a t  to  its payroll ,  p r o p e r ty  
a n d  sa le s  e v e ry w h e re  e lse .  T h e s e  th r e e  f ra c t io n s  
th e n  a re  a p p l i e d  to  th e  to ta l  in c o m e  o f  t h a t  co r ­
p o ra t io n .  a n d  th a t  s  t h e  p ie c e  o f  t h e  i n c o m e  p ie  
a t t r ib u ta b l e  to  N o r th  D a k o ta  a s  a  ta x  b a s e .

S o m e  C o r p o r a t i o n s  h av e  b e c o m e  very  u p s e t  
with t h a t  a p p r o a c h .  T h e y  be l ieve  s t a t e s  a re  
a t te m p t in g  to  tax  fore ign incom e.  That,  o f  course ,  
is n o t  t h e  c a se .  T h e  s t a te s  a re  o n ly  a t t e m p t in g  
to  tax  a  fair  p e r c e n t a g e  o f  th e  to ta l  c o r p o r a t io n 's  
in c o m e  a s  m e a s u r e d  by th e  c o r p o r a t i o n s  activity 
in th a t  s ta te .

T h e  c o r p o r a t i o n s  say  th e  s t a te  s h o u ld  u se  
s o m e t h i n g  c a l le d  th e  ' a rm 's - le n g th  m e t h o d "  of 
c o m p u t in g  a c o rp o ra t io n 's  s ta te  in c o m e  tax. T h is  
m e t h o d  is s im i la r  to  t h e  o ld  she ll  g a m e  a t  th e  
carnival.  You o n ly  g e t  to  lo o k  a t  o n e  por t io r .  of 
th e  c o r p o r a t io n 's  f in an c ia l  p ic tu re .  T h e  r e su l t  is 
c o r p o r a t i o n s  p r ice - t ra n s fe r  th e i r  p ro f i t s  a r o u n d  
a n d  p la y  t h e  she ll  g a m e  to  avoid  p a y in g  th e i r  
s ta te - ta x  liability. T h a t ' s  w hy th e y  like th is  
m e th o d .

S o m e  c o r p o r a t i o n s  h e a d q u a r t e r e d  in G re a t  
B rita in  h av e  b e e n  e s p e c ia l ly  ac t iv e  in try in g  to  
c o n v in c e  th e  Brit ish  g o v e r n m e n t  t h a t  th e y  a re  
b e in g  m i s t r e a t e d  w h e n  th e y  d o  b u s in e s s  here .

All o f  t h a t  is p u r e  n o n s e n s e .  T h e r e  is n o t  a 
sh red  of  e v id en c e  an y w h e re  th a t  th e  s ta te  g o v e rn ­
m e n ts .  u s in g  t h e  u n i ta ry  w orldw ide  c o m b in a t io n  
a p p r o a c h ,  h a v e  o v e r r e a c h e d  a n d  a r e  a t t e m p t in g  
to  r e q u i r e  m o r e  t h a n  a n  a p p r o p r i a t e  s h a r e  of  a 
c o rp o ra t io n 's  tax  b a s e  to  b e  re p o r te d  to  th e  s ta te s  
for in c o m e - ta x  p u r p o s e s .

Let m e  r e p e a t — th e re 's  n o t  a s in g le  c re d ib le  in ­
s ta n c e  th a t  I k n o w  o f  in w h ic h  in ju ry  to  t h o s e  c o r ­
p o r a t i o n s  h a s  b e e n  d e m o n s t r a t e d ,  a n d  I d o n ' t  
be l ieve  it eve r  will be .  b e c a u s e  t h e  i s su e  is p u r e  
m yth .

W h e n  I w a s  tax  c o m m is s i o n e r  for th e  s ta te  o f  
N o r th  D a k o ta .  I l e a r n e d  very  q u ic k ly  t h a t  th e  
p r o b le m  is n o t  th a t  t h e  s t a te s  a r e  o v e r r e a c h in g  
to  try  to  tax  in c o m e  th a t  d o e s  n o t  b e lo n g  to  them . 
T h e  p r o b l e m  is t h a t  t o o  m a n y  o f  th e  m u l t i n a ­
t io n a l  c o r p o r a t i o n s  a r e  u n d e r r e p o r t i n g  th e i r  
i n c o m e  a n d  a v o id in g  s c a n d a lo u s  a m o u n t s  or 
s t a t e  i n c o m e  taxes.

Byron L  Dorgan •  Democrat Irom Bismarck. >S North 
Dakota» U S  representative This article was originally 
published m The Denver Post. Oct 13. 1984
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T a x  C o m m i s s i o n

A New York Perspective on Tax Incentives
The Role of S ta te  Tax Incentives in Attracting and Retaining Business 

b y  R i c h a r d  D . P o m p *
C hief  J u s t i c e  M arsha ll  o n c e  w ro te  th a t  th e  p o w er  to  

tax  involves th e  pow er  to  destroy. T h is  e s sa y  e x a m in e s  
th e  1985 version  of  th a t  s ta te m e n t :  w h e th e r  th e  pow er  
n o t  to  tax involves th e  pow er  to  c rea te .  M ore  sp e c i f ic ­
ally. a re  s ta te  tax  incen tives  a n  eff ic ien t s t r a t e g y  
for a t t r a c t in g  a n d  re ta in ing  b u s in e s s e s  a n d  th e ir  
e m p lo y e e s ?

S ta te s ,  m u n ic ip a l i t i e s ,  a n d  b ig  b u s in e s s e s  a r e  c u r ­
ren tly  p lay ing  a h ig h  s ta k e s  g a m e .  T h e  p r e m is e  of  th is  
g a m e  is th a t  a  h e a l th y  s ta te  e c o n o m y  c a n  b e  c r e a te d  
(or  m a in ta in e d )  by p rov id ing  tax  incen t ives  th a t  affect 
a  b u s i n e s s s  lo c a t io n a l  d ec is io n . '  If a  s ta te  d o e s  n o t  
m e e t  th e  g o in g  a n t e  in te rm s  of  incentives ,  it r u n s  th e  
risk th a t  a  b u s in e s s  will locate  in a re a s  offering g re a te r  
in d u c e m e n ts .  It is a  h ig h  s ta k e s  g a m e  th a t  p i ts  n e i g h ­
b o r  a g a in s t  ne ighbor.  Morlh ag a in s t  Sou th .  If tax in c en ­
tives are  th e  new a m m u n i t i o n  in th e  latest war b e tw e en  
t h e  s ta tes ,  a s  s o m e  c o m m e n t a to r s  have c la im e d ,  th e n  
th e  cour tsh iD  of  G e n e ra l  M otors  for its S a tu r n  p la n t  
m u s t  b e  th e  m o s t  r e c e n t  battle.*'

T h e  u s e  of  tax  incen t ives  is n o t  new. Tax p o l ic y ­
m a k e r s  a n d  th e o r i s t s  have c o n c e r n e d  th e m s e lv e s  with 
t h e  im p a c t  of ta x e s  o n  b u s in e s s  ac tiv i ty  a n d  e m p lo y ­
m e n t  since g o v e r n m e n ts  b e g a n  levying taxes. F ro m  th e
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e a r ly  y e a rs  o f  t h e  U nion ,  s t a t e  g o v e r n m e n ts  have 
s o u g h t  to  in f lu e n c e  th e  c h a r a c t e r  a n d  p ac e  o f  e c o ­
n o m ic  ac tiv i ty  w ith  tax  policy, d i re c t  e x p e n d i tu re s ,  
p u b l ic  re la t ions ,  a n d  r e g u la t io n s .3 D uring  y e a r s  o f  
s low grow th , s t a t e s  h av e  in c re a s e d  th e ir  e f fo r ts  to 
a t t r a c t  in d u s t ry  a n d  to  s t im u la te  e m p lo y m e n t  an d  
in c o m e .

New York h a s  ac tive ly  u se d  its tax  laws in an  a t t e m p t  
to  a t t rac t  an d  m a in ta in  b u s in e s se s  an d  the ir  e m p lo y e e s  
by a d o p t in g  tax  c r e d i t s  a n d  o th e r  spec ia l  p rov is ions .  
A l th o u g h  th e s e  p ro v is io n s  m a y  b e  cost-effective, the  
S t a t e  h a s  n ev e r  d e m a n d e d  a r ig o ro u s  o r  s y s te m a t ic  
e v a lu a t io n  e i th e r  p r io r  to  o r  a f te r  th e i r  a d o p t io n .  This 
fa ilu re  is p e r h a p s  u n d e r s t a n d a b l e  b e c a u s e  it is d u r in g  
p e r io d s  of  slow g ro w th  th a t  th e  t e m p ta t io n  a n d  p r e s ­
s u r e  to  a d o p t  t h e s e  p ro v is io n s  w ith o u t  a d e q u a t e  
r e s e a r c h  is g r e a t e s t /

In o r d e r  to  p ro v id e  for a n  in fo rm e d  d e b a te  o v e r  th e  
u s e  o f  s u c h  p rov is ions ,  a n d  m o r e  g e n e ra l ly  to  a n a ly z e  
th e  effect o f  New York’s  overall b u s in e s s  tax s t ru c tu re ,  
th e  S taff  o f  th e  Legislative C o m m iss io n  o n  th e  M o d e rn ­
iza tion  a n d  S im p l i f ic a t io n  of  Tax A d m in is t ra t io n  a n d  
th e  Tax Law (Tax S tu d y  C o m m iss io n )  u n d e r to o k  a  c o m ­
p re h e n s iv e  s tu d y  o f  t h e s e  is su es .4 T h e  S ta f f  first 
rev iew ed over  3 0  y e a r s  o f  r e s e a r c h  o n  th e  fac to rs  th a t  
in f lu e n c e  w h e re  a  b u s in e s s  lo c a te s .6 This  b o d y  of 
le a r n in g  s u g g e s t s  th a t  lo c a t io n a l  d e c is io n s  a r e  ex ­
t r e m e ly  c o m p le x  a n d  th a t  s ta te  b u s in e s s  taxes  a re  just 
o n e  o f  i n n u m e r a b le  fac to rs  th a t  v a ry  a m o n g  ju r i sd ic ­
t ions .  T h e  m a jo r i ty  o f  s tu d i e s  c o n c lu d e  th a t  s t a t e  a n d  
local b u s in e s s  taxes  d o  n o t  s ignificantly  influence m o s t  
b u s in e s s  lo c a t io n a l  d e c i s i o n s /

T h e  S taff  th e n  a t t e m p t e d  to  d e t e r m in e  w h e th e r  t h i s )  
^ ^ c o n d u s i o n  was valid reg a rd in g  New York ta x e s  A re  th e  /  

S ta t e  s b u s in e s s  t a x e s  out-of-line w ith  th o s e  o f  o th e r
s ta te s  so  th a t  s tu d ie s  o n  locational  d e c is io n m a k in g  are  
n o t  val id  for New York? To a n s w e r  th is  q u e s t io n ,  th e  
im p a c t  o f  t h e  c o r p o r a te ,  sa les ,  a n d  p ro p e r ty  ta x e s  o n  
th e  a f te r  tax  ra te s  o f  r e tu r n  of  r e p re se n ta t iv e  m a n u f a c ­
tu r in g  f i rm s  w as  e v a l u a t e d /  A c o m p u t e r  m o d e l  was 
u s e d  to  s im u la te  a  re p re se n ta t iv e  m a n u fa c tu r in g  firm  s
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profi ts  over  a  p e r io d  o f  t im e  b o th  in New York a n d  in 
a varie ty  of o th e r  lo c a t io n s  in the  U n ited  S ta le s .  S i m u ­
la t io n s  w ere  m a d e  u n d e r  ex is t in g  law a n d  u n d e r  a 
n u m b e r  of  p o s s ib le  c h a n g e s .  T h e s e  s im u la t io n s  p r o ­
v ided  a b a s is  for e v a lu a t in g  th e  im p a c t  of th e  S ta te  s 
overall tax  s t r u c tu re  o n  th e  after-tax ra te s  o f  re tu rn  of  
v a r io u s  m a n u f a c tu r in g  f i rm s  a n d  t n e  im p a c t  of t h e  
S ta te 's  in v e s tm e n t  ta x  cred it ,  th e  e m p l o y m e n t  i n c e n ­
tive c re d i t .  th«* r e c e n t ly  r e p e a le d  jo b  incen t ive  c red i t ,  
a n d  t h e  d o u b l e  w e ig h te d  rec e ip ts  factor, a s  well a s  
c h a n g e s  in th e  c o r p o r a te  tax  rate, t h e  a d o p t io n  of t h e  
federal ru les  c n  d e p re c ia t io n  (ACRS). a n d  th e  a d o p t io n  
o f  a so -ca l led  th r o w b a c k  r u l e /  C o m p a r i s o n s  w ere  
m a d e  b e tw e e n  New York a n d  seven o th e r  s ta te s .  T h e  
r esu l ts  o f  t h e s e  s im u la t io n s  w ere  c o n s i s t e n t  with th e  
c o n c lu s io n s  d raw n  f ro m  th e  l i t e ra tu re  review.

T h e  c o m b in a t io n  o f  th r e e  d e c a d e s  of  r e s e a r c h  a n d  
ana lys is  an d  t h e  m ic ro s im u la t io n s  c o n d u c te d  spec if ic ­
ally  for New York s u g g e s t  th a t  c h a n g e s  in b u s in e s s  
taxes  c a n n o t  b e  v iew ed a s  a n  effec tive m e a n s  of  in f lu ­
e n c in g  b u s i n e s s  lo c a t io n a l  d e c i s i o n s . 10 ii ' e r s t a t e  
d if fe ren ce s  in c o r p o r a te ,  sa les ,  a n d  p r o p e r ty  ta x e s  
a m o n g  th e  s t a t e s  d o  n o t  s e e m  to h av e  a la rg e  im p a c t  
o n  af te r  tax  r a te s  c f  re tu rn .  T h e  r e a s o n  w hy c h a n g e s  
in th e  S t a t e ’s b u s in e s s  ta x e s  a r e  un l ik e ly  to  b e  a  s u c ­
cessfu l  po l icy  c a n  b e  s u m m a r i z e d  a s  follows.

First, i n n u m e r a b le  fac to rs  a re  i m p o r t a n t  to  a 
b u s in e s s  in its  d e c i s i o n  a b o u t  w h ere  t o  loca te .  D e p e n ­
d in g  o n  th e  ty p e  o f  b u s in e s s  a t  issue ,  th e  lo c a t io n a l  
d e c is io n  c a n  b e  in f lu e n c e d  by p la n t  o r  s i te  av a i lab i l i ­
ty ."  a c c e s s  to  f in a n c in g ,  a c c e s s  t o  a n d  c o s t  o f  
t r a n s p o r ta t io n . ’1 q u a l i ty 13 a n d  cos t  o f  la b o r . '4 p ro x im i­
ty  to  m a r k e t s . 11 th e  c o s t  o f  u t i l i t ie s . '4 p ro x im ity  to  
supp lies ,  p rox im ity  to  o th e r  c o m p a n y  facilities, th e  
regu la to ry  e n v i ro n m e n t ,  th e  qual i ty  o f  c  s ta te 's  schools ,  
c o l le g e s  a n d  u n iv e rs i t i e s . ' ’ t h e  cos t  o f  h o u s i n g / 0 t h e  
level a n d  q u a l i ty  of p u b l ic  s e r v i c e s /1 a n d  th e  r a n g e  of 
o th e r  a m e n i t i e s  th a t  e n t e r  in to  the  g e n e r a l  q u a l i ty  o f  
life o f f e r e d / 3

S e c o n d ,  t a x e s  a re  o n e  of  t h e  m a n y  c o s ts  o f  d o in g  
b u s in e s s  a n d  t h e  m a g n i t u d e  u f  th e s e  o th e r  c o s t s  m a y  
ea s i ly  s w a m p  t h e  a m o u  it  o f  s ta te  ta x e s  involved. For  
e x a m p le ,  a S ta f f  a n a ly s i s  o f  t h o s e  c o r p o r a t i o n s  w h ic h  
a l lo c a te  th e ir  i n c o m e  for p u r p o s e s  o f  th e  S t a t e  f r a n ­
c h i s e  t a x — a g r o u p  t h a t  p ays  a p p r o x im a te ly  7 0 %  o f  
th e  c o r p o r a te  tax  r e v e n u e s — in d ic a te d  th a t  th e i r  l a b o r  
c o s t s  in  New York a r e  5 3  t im e s  a s  l a rg e  a s  th e i r  S t a t e  
c o r p o r a t e  tax  p a y m e n t s .  A 2 %  w a g e  d if fe ren t ia l  is 
e q u iv a le n t  in i ts  effect o n  p ro f i t s  to  a  1 0 6 %  c o r p o r a t e  
tax  differential.  For  a  labor- in tens ive  co rp o ra t io n ,  a few 
p e n n ie s  d i f fe rence  in t h e  h o u r ly  w ag e s  p a id  to  e m p lo y ­
e e s  m ig h t  r e d u c e  its c o s t s  by  m o r e  t h a n  a n y  c o n c e iv ­
ab le  tax  s a v in g s  th a t  w o u ld  resu l t  f ro m  lo c a t in g  in o n e  
s ta te  r a th e r  t h a n  a n o t h e r / 3

Third, s ta te  a n d  loca l  tax  p a y m e n t s  a re  d e d u c t ib l e  
for p u r p o s e s  o f  t h e  f e d e ra l  c o r p o r a t e  i n c o m e  tax. T h e  
effect o f  th is  d e d u c t io n ,  t h e  s o < a l l e d  fed e ra l  o ffse t ,  is 
to  r e d u c e  b o th  t h e  a b s o lu t e  b u r d e n  o f  s ta te  a n d  local  
taxes  a n d  d l f i v e n c e s  In b u r d e n s  a m o n g  th e  s t a t e s  For 
e x a m p le ,  c o n s id e r  a  c o r p o r a t i o n  s u b je c t  to  4 6 %  fed
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oral c o r p o r a te  m a rg in a l  tax rate. A s s u m e  th a t  th is  c o r ­
p o r a t io n  is d e c id in g  w h e th e r  to  m o v e  f rom  S la te  A to  
S ta te  B. Taxes would b e  5 2 0 0  in S ta te  A but would on ly  
b e  S I 0 0  in S ta te  B — a 5 1 0 0  difference. A fter  t a k in g  
in to a c o u n t  th e  fede ra l  offse t,  however, th e  ou t-of  
p o c k e t  c o s t  o f  s ta te  ta x e s  is S 108 in S ta le  A a n d  5 5 4  
in S ta te  B. T h e  net d if fe rence in taxes b e tw e en  A a n d  B 
is  r e d u c e d  to  5 5 4  ( 5 1 0 8 - 5 5 4 ) .  f r o m  5 1 0 0  
( 5 2 0 0 - 5 10 0 ) /*

F ourth ,  d i f fe re n c e s  in s ta te  a n d  local taxes  m a y  
reflect d i f fe ren ce s  in t h e  level an d  q u a l i ty  of  s ta te  a n d  
local p u b l ic  g o o d s  a n d  services ,  a n d  th e s e  g o o d s  a n d  
se rv ic es  a l s o  affect b u s in e s s  lo ca t io n a l  d e c is io n s .  Low 
taxes a r e  n o t  n ecessa r i ly  a t tractive to  b u s in e s se s  if th e y  
m e a n  th a t  t h e  f irm  will h ave  to  supp ly ,  a t  its o w n  
e x p e n s e ,  w h a t  is s u p p l i e d  th r o u g h  th e  p u b l ic  s e c to r  
m o th e r  s t a t e s  o r  o t h e r  ju r isd ic t io n s .  F u r th e r m o r e ,  if 
low ta x e s  m e a n  in fer io r  sch o o ls ,  a s t a te  m a y  lack  t h e  
e d u c a t e d  a n d  l i t e ra te  la b o r  force th a t  is e s s e n t i a l  to  
c e r ta in  t y p e s  of  b u s i n e s s e s / 1 O f  c o u r s e ,  no t  all 
pu b l ic  g o o d s  a n d  se rv ic e s  a r e  vqual ly  im p o r ta n t  to  
b u s in e s se s .

Fifth, to  t h e  e x t e n t  th a t  tax  ra te  d if fe ren t ia ls  a r e  
cap ita l ized ,  th e ir  im p a c t  will b e  reduced .  For e x a m p le ,  
low p r o p e r ty  taxes  in o n e  ju r isd ic t ion  m ig h t  m e a n  th a t  
land  s e l ls  t h e r e  for a  h ig h e r  p r ice  th a n  it w o u ld  se ll  for 
in a n o t h e r  ju r i s d ic t io n  h a v in g  h ig h e r  p r o p e r ty  taxes .  
In o th e r  w ords ,  la n d  lo c a te d  in a  h ig h -p ro p e r ty  tax 
ju r isd ic t io n  m a y  sell for le ss  th a n  a n  e q u iv a le n t  p a rc e l  
o f  la n d  in a  low-tax ju r isd ic t ion ,  a s s u m i n g  th a t  d if ­
fe ren c es  in t a x a t io n  a r e  n o t  r e f lec ted  in d i f fe re n c e s  in 
p u b l ic  se rv ices ,  w h ic h  m ig h t  a lso  b e  c a p i t a l i z e d / 4 

Six th ,  m o s t  r e lo c a t in g  c o m p a n i e s  p la n  to  s tay  at 
the ir  n ew  s i t e  y e a rs  l o n g e r  t h a n  an y  g r o u p  of  e l e c te d  
offic ia ls  is l ikely  to  b e  in office. C o n s e q u e n t ly ,  c u r r e n t  
tax  levels, s p e c ia l  c o n c e s s io n s ,  o r  s p e c ia l  f e a tu re s  o f  
t h e  tax  law m a y  n o t  b e  a  re l iab le  b a s i s  u p o n  w h ich  to  
m a k e  a  m u l t i -m i l l io n  d o l la r  in v e s tm e n t .  W h a t  o n e  
g r o u p  o f  le g is la to r s  m i g h t  g r a n t  to d a y  by w ay of  c o n ­
ce ss io n  a n o t h e r  m ig h t  e l im in a te  tom orrow , e s p e c ia l ly  
if f in an c ia l  c o n d i t i o n s  c h a n g e  significantly . F isca l s t a ­
bility a n d  p r e d ic ta b i l i ty  m a y  b e  m o r e  im p o r ta n t  t h a n  
sp e c ia l  c o n c e s s i o n s / ’

S e v e n th ,  a  s t a t e  ta x  in c e n t iv e  th a t  is g r a n t e d  by w ay 
of  i n c o r p o r a t in g  a  s im i la r  federa l  p ro v is io n  m a y  h a v e  
n o  im p a c t  o n  a  f i rm 's  d e c i s i o n m a k in g  if t h e  fu tu re  o f  
th e  fede ra l  p ro v is io n  i tse lf  is in  jeopardy . F o r  e x a m p le ,  
s ta te s  h a v e  b e e n  u r g e d  to  a d o p t  th e  federa l p ro v is io n s  
<■ n d e p r e c ia t io n  (ACRS) in o r d e r  to p rov ide  a  tax  in c e n ­
tive to  b u s in e s s e s .  B e c a u s e  t h e  US. T re asu ry  h a s  p r o ­
p o s e d  e l im in a t in g  ACRS it is  h ig h ly  un l ike ly  th a t  a n y  
b u s in e s s  w o u ld  m a k e  a  m a jo r  in v e s tm e n t  d e c i s io n  o n  
t h e  b a s i s  o f  w h e th e r  a  s ta te  h a d  a d o p t e d  A C R S /*  

E ig h th ,  s t a t e  tax  in c e n t iv e s  m a y  c o n ta in  th e ir  o w n  
s e e d s  o f  d e s t r u c t io n .  If in c en t iv es  a r e  effec tive  a t  all.  
a  s ta te  will g a m  on ly  a  short- lived a d v a n ta g e  over o th e r  
s ta te s  b e c a u s e  th e  la t te r  c a n  b e  e x p e c t e d  to  a d o p t  
s im ila r  o n e s / *  A tax  in c e n t iv e  th a t  is a d o p t e d  by all 
s ta te s  is  e q u iv a le n t  to  n o  incen tive  a t  all. e x c e p t  t h a t  
tax  rev e n u e  is n e e d le s s ly  l o s t  In reality, however, s t a t e s
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a r e  a fra id  of le t t in g  any  o th e r  s ta te  o b ta in  a n  a d v a n ­
ta g e .  a n d  th u s  tax incen tives  a re  o f ten  a d o p t e d  w ithou t  
e v a lu a t in g  th e  r e su l t s  th a t  o c c u r re d  e lsew h e re .

N inth ,  s o m e  ex e cu t iv es  c h a r g e d  with t h e  lo ca t io n a l  
d e c is io n  m a y  b e  u n in f o rm e d  a b o u t  th e  e x i s t e n c e  of 
tax  incentives. For ex a m p le ,  o n e  re se a rc h e r  found  thi* 
m o s t  f i rm s  w ere  un aw a re  of  w h e th e r  tax  incen t ives  
e v e n  e x is te d  w h e n  m a k in g  'h e i r  lo c a t io n a l  d ec is ions .  
In th e  c a se  of th o s e  f i rm s  w hich  were aw are ,  o n ly  a 
s m a l l  p o r t io n  c l a im e d  th a t  th e y  w ou ld  h ave  lo c a te d  in 
a n o t h e r  s ta te  in th e  a b s e n c e  of th e  incentives. F urther,  
m o s t  f i rm s  m a k in g  new in v e s tm e n ts  dlo n o t  even  c o n ­
s id e r  lo c a t in g  in any  s t a te  o th e r  th a n  th e ir  final 
c h o ic e .10

... the v/eight of the evidence Indicates that 
business tax incentives cannot play a sign ifi­
cant role in attracting or maintaining firms.

Finally, th e r e  a re  re la tive ly  few fo o t lo o se  f i rm s  th a t  
c a n  b e  a f fec ted  by tax  incen t ives .11

B e c a u s e  t h e  w e igh t  of t h e  ev id e n c e  in d ic a te s  th a t  
b u s in e s s  tax  in c en t iv es  c a n n o t  p lay  a s ign if ican t  ro le  
i.i a t t r a c t in g  o r  m a in ta in in g  firms, the ir  u s e  p r o b a b ly  
r e s u l t s  in a n e e d le s s  loss o f  S t a t e  revenue .  U n fo r tu ­
nately. the  New York Legislature, like m o s t  legisla tures, 
is u n aw a re  of th e  o n g o in g  cos t  o f  var ious  sp e c ia l  p rov i­
s io n s  in th e  ta x  law. A s id e  f ro m  a n  initial r e v e n u e  e s t i ­
m a t e  th a t  is s o m e t i m e s  m a d e  w h e n  a tax in c en t iv e  is 
p r o p o s e d  th e  L eg is la tu re  h a s  n o t  r e q u e s te d  a n  a n n u a l  
a c c o u n t in g .  Yet s u c h  c o s t s  c a n  in c re a se  d ram a tic a l ly .

A s  a n  illustration , c o n s id e r  th a t  n o  revenue  e s t im a te  
a c c o m p a n ie d  e i th e r  th e  a d o p t io n  o f  th e  New  York 
in v e s tm e n t  tax  c r e d i t  (ITC) in 1969 or  t h e  re la te d  
e m p l o y m e n t  in c en t iv e  tax  c r e d i t  (E1C) in 1975 .13 By 
1982. h ow ever— th e  m o s t  r e c e n t  y e a r  for w h ic h  d a t a  
is a v a i la b le — 5 1 3 6  m il l ion  o f  ITCs w ere  c la im e d ,  w ith  
51 3 3  m il l io n  o f  u n u s e d  in v e s tm e n t  a n d  e m p l o y m e n t  
tax  c r e d i t s  c a r r ie d  forw ard in to  1983. In d ee d ,  th e  
a m o u n t  o f  u n u s e d  c r e d i t s  c a r r ie d  forward in to  1983 
e x c e e d e d  t h e  to ta l  a m o u n t  o f  c re d i ts  c l a im e d  in 1980. 
Moreover, in 1982 tw o c o rp o ra t io n s  u se d  n ea r ly  4 0  p e r ­
c e n t  (5 5 7  m illion) o f  th e  to ta l  a m o u n t  of ITCs a n d  E lC s 
used .  Overall, f ro m  1970 to  1982  m o r e  th a n  two-th irds 
of  a bill ion d o l la rs  of ITCs a n d  EICs have b e e n  c la im ed .  
T h is  ra p id  e s c a la t i o n  in c o s t  a n d  th e  m a r k e d  c o n c e n ­
t r a t io n  o f  t h e s e  c r e d i t s  h av e  o c c u r re d  w i th o u t  a  full 
a c c o u n t in g  to  t h e  L eg is la tu re .

In effect, ta x  in c en t iv es  a r e  t a n t a m o u n t  to  a  s p e n d ­
in g  p r o g r a m  th a t  is  i m p l e m e n te d  th r o u g h  th e  tax  
s y s te m .  For e x a m p le ,  in l ieu o f  e n a c t in g  t h e  ITC t h e  
S t a t e  c o u ld  h a v e  a d o p t e d  a n  exp l ic i t  s p e n d in g  p r o ­
g ra m .  Rather  t h a n  filing a fo rm  c la im in g  an  in v e s tm e n t  
tax  cred i t  w ith  t h e  Tax D e p a r tm e n t ,  th e  ta x p a y e r  co u ld  
h av e  f iled  th e  s a m e  fo rm  w ith  a  d iffe ren t a g e n c y ,  p e r ­
h a p s  t h e  C o m m e r c e  D e p a r tm e n t .  T h e  C o m m e r c e  
D e p a r tm e n t  w o u ld  t h e n  have issued  a  c h e c k  to  th e  ta x ­
payer.  in s te a d  o f  th e  c u r r e n t  a p p r o a c h  in w h ic h  t h e

c o r p o r a t i o n  rec e iv e s  a n  im plic i t  c h e c k  t h r o u g h  a 
re d u c t io n  in its tax  liability.

By c h o o s in g  a  tax  Incentive  over a n  ex p l ic i t  s p e n d ­
ing  p r o g ra m ,  th e  S ta te  s u r r e n d e r s  c o n t ro l  over  th e  
a m o u n t  it e x p e n d s  e a c h  y e a r  o n  t h e  ITC a n d  t h e  EIC 
a n d  a b d ic a te s  its r e sp o n s ib i l i ty  for f inanc ia l  a c c o u n t ­
ability. In a  co n v e n t io n a l  d irec t  s p e n d in g  p r o g r a m ,  th e  
S ta te  a p p r o p r i a t e s  a  spec if ic  a m o u n t  of fu n d in g .  T h e  
a p p r o p r ia te d  a m o u n t  r e p re se n ts  th e  S ta te  s m a x im u m  
revenue  ex p o su re  a n d  p re su m a b ly  reflects a  Legislative 
ju d g m e n t  a b o u t  th e  cos ts  a n d  b ene f i ts  of th a t  p r o g ra m  
re la tive  to  o th e r  p r o g r a m s  c o m p e t i n g  for fu nd ing .  Tax 
incentives ,  however, a r e  m o r e  like a n  e n t i t l e m e n t  p r o ­
g r a m .  in w h ich  a n y  ta x p ay e r  th a t  m e e t s  th e  s ta te d  
cr i te r ia  qua l i f ie s  for th e  benefit .  T h e  S ta te  c a n n o t  c o n ­
trol th e  to ta l  e x p e n d i tu r e  in a d v a n c e  a n d  t h e  p r o g r a m  
h a s  u n p r e d ic ta b l e  f inanc ia l  c o n s e q u e n c e s  for th e  
b u d g e t .

T h e  lack  o f  c o n t ro l  over th e  cos t  o f  tax  in c e n t iv e s  is 
e x a c e rb a te d  by th e  Leg is la tu re 's  failure to  review th e s e  
c r e d i t s  in t h e  s a m e  m a n n e r  it reviews o th e r  s p e n d in g  
p r o g r a m s  D irect su b s id y  p r o g r a m s  a re  reviewed a n n u ­
ally  th r o u g h  t h e  L egis la t ive  a p p r o p r ia t io n  p ro cess .  
U s ing  th e  tax  s y s t e m  to  im p l e m e n t  a  p r o g r a m  to  
e n c o u r a g e  c a p i ta l  in v e s tm e n t  avo ids  th i s  p ro ce ss .  
In d ee d ,  n o  p u b l i s h e d  in fo rm a t io n  is even a v a i la b le  to  
fac il i ta te  p e r io d ic  review. For  ex a m p le ,  u n t i l  a  r e p o r t  
by  t h e  S ta f f  o f  th e  Tax S tu d y  C o m m is s io n ,  th e r e  w as 
n o  pub l ic ly  av a i la b le  d o c u m e n t  in d ic a t in g  t h e  a n n u a l  
a m o u n t  a n d  d i s t r ib u t io n  of  ITCs o r  EICs c l a im e d  by 
c o r p o r a t i o n s 11 B ut t h e  n e e d  for th is  e v a lu a t io n  m a y  
b e  g r e a t e r  in th e  c a s e  of  a s p e n d in g  p r o g r a m  th a t  is 
im p l e m e n t e d  th r o u g h  th e  tax  s y s te m  th a n  in th e  c a s e  
o f  a n  e x p l ic i t  s p e n d in g  p r o g ra m .  In th e  f o rm e r  case ,  
t h e  d e ta i l s  a r e  o f te n  b u r ie d  in th e  te c h n ic a l  a n d  
a b s t ru s e  la n g u a g e  th a t  exem plif ies  th e  tax law. F u r th e r ­
m o r e .  in p e r io d s  w h e n  th e  b u d g e t  is sc ru t in iz e d  in 
o r d e r  to  ferret o u t  an y  p o ss ib le  waste, a n d  p a in fu l  d e c i ­
s io n s  a r e  c o n f r o n te d  r e g a rd in g  t h e  p ro v is io n  o f  s e r ­
v ic e s  th e  tax  sy s te m  e s c a p e s  th is  s a m e  d e g r e e  o f  fiscal 
v igilance. Tax incen tives  th u s  avoid th e  trad i t iona l  cost- 
b e n e f i t  a n a ly s i s  th a t  is a p p l ie d  to  o th e r  g o v e r n m e n ta l  
p r o g r a m s

In a d d i t io n  to  th e  exp l ic i t  lo ss  In revenue ,  ta x  i n c e n ­
tives im p o s e  in ev i tab le  a d m in is t ra t iv e  c o s ts  a n d  resu l t  
In " l e a k a g e ' '  a s  t a x p a y e rs  p u r s u e  a g g r : i s i v e  ta x  p l a n ­
n in g  t e c h n iq u e s  to  qu a l i fy  for t h e  s p e c ia l  b e n e f i ts .  
T h e s e  p r o b l e m s  a r e  n o t  u n iq u e  to  th e  S ta te .  A  re c e n t  
e x a m p l e  o f  p o s s ib le  a b u s e  o f  t h e  federa l  in v e s tm e n t  
ta x  c r e d i t  involves a  m a jo r  a c c o u n t in g  f irm . In a  civil 
c o m p la in t ,  t h e  J u s t i c e  D e p a r t m e n t  a l le g e d  th a t  th is  
f i rm  e n g a g e d  in a  p a t t e r n  a n d  p ra c t ic e  o f  m isc lo s-  
s i fy ing  p r o p e r ty  th a t  w a s  c le a r ly  u n q u a l i f ie d  for t h e  
in v e s tm e n t  tax  c r e d i t  F o r  e x a m p le ,  it w as  a l l e g e d  th a t  
t h e  f i rm  e n c o u r a g e d  i ts  c l ie n t s  to  c lass ify  c o n c r e t e  
b lo c k  walls  a s  p o r ta b l e  p lu g  in p a n e l s  a n d  to  c lass i fy  
im m o v a b le  i n /  j s t r ia l  h e a l in g  u n i t s  a s  un i t  h e a t e r s  s o  
th a t  th e y  w ou ld  n o t  a p p e a r  a s  b u i ld in g s  o r  s t r u c tu ra l  
c o m p o n e n t s  o f  b u i l d i n g s  w h ich  a r e  in e l ig ib le  for t h e  
fede ra l  ITC.14
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In d ica t io n s  ex is t  s u g g e s t in g  th a t  taxpaye rs  a r e  obus- 
in g  th e  S t a t e  ITC a n d  EIC. F o r  ex a m p le ,  w h e n  th e  
a m o u n t  o f  EIC c l a im e d  by  a c o r p o r a t io n  in 1 9 8 0  w as 
m a tc h e d  by a c o m p u te r  a g a in s t  th e  m a x im u m  a m o u n t  
o f  EIC th a t  c o u ld  h av e  b e e n  c l a im e d  le g i t im ate ly ,  it 
a p p e a r e d  th a t  n e a r ly  o n e -h a l f  o f  th e  c o r p o r a t i o n s  
c l a im e d  a n  EIC th a t  w as  to o  h igh . T h e s e  a p p a r e n t  
e r r o r s  Involved a b o u t  th r e e  fo u r th s  of t h e  va lu e  of th e  
to ta l  EICs c l a im e d  in 1980, o v er  530  m i l l io n .11

Tax incen tives  a l s o  ra ise  s e r io u s  q u e s t io n s  of equity . 
T h e  S t a t e s  in v e s tm e n t  a n d  e m p l o y m e n t  lax c re d i ts ,  
for e x a m p le ,  r a ise  four d if fe ren t  se ts  of e q u i ty  c o n s i d ­
e ra t io n s .  F irs t,  o v e r  9 7  p e r c e n t  o f  all c o r p o r a t e  filers 
d o  n o t  b e n e f i t  f r o m  t h e  I"! I a n d  over 9 9  p e r c e n t  d o  
n o t  b e n e f i t  f ro m  t h e  EIC. yet t h e y  ind irectly  b e a r  th e  
c o s ts  of th e s e  c r e d i t s  th r o u g h  h ig h e r  rates. By con tra s t ,  
t h e s e  c r e d i t s  h ave  a l lo w ed  n e a r ly  4 ,0 0 0  c o r p o r a t i o n s ,  
inc lu d in g  s o m e  of  th e  la rges t  c o rp o ra t io n s  in th e  S ta te ,  
to  p ay  th e  5 2 5 0  m i n i m u m  tax.

S e c o n d ,  even  th o u g h  th e  ITC a n d  EIC a r e  c l a im e d  
p r im a r i ly  by m a n u f a c tu r e r s ,  t h e  b e n e f i t s  a r e  h ig h ly  
skew ed .  In 1982. le s s  t h a n  16 p e r c e n t  o f  all m a n u f a c ­
tu re r s  c la im e d  a n  ITC a n d  less th a n  six p e rc e n t  c l a im e d  
a n  EIC. Two c o r p o r a t i o n s  rece ived  4 0  p e rc e n t  of all th e  
c r e d i t s  u s e d  in 19 8 2  a n d  t e n  c o r p o r a t i o n s  rec e iv e d  
5 0  p e rc en t .

Third ,  c o r p o r a t i o n s  r e c e iv in g  a n  ITC p ay  lower ta x es  
th a n  d o  e q u iv a le n t  f irm s th a t  a r e  n o t  investing in a s se ts  
q u a l i fy in g  for th e  c red it .  If s u c h  c o r p o r a t i o n s  a r e  c o m ­
pet ito rs .  th e  S ta te  h a s  p rov ided  o n e  g ro u p  o f  f irm . with 
a n  "edge" o v e r  a n o th e r .  To t a k e  ju s t  o n e  e x a m p le ,  a  
c o r p o r a t i o n  m a n u f a c tu r in g  o r  p ro c e s s in g  f rozen  g o u r ­
m e t  d in n e r s  re c e iv e s  a n  ITC o n  its  qu a l i fy in g  a s se ts ,  
w h e r e a s  a  fast f o o d s  r e s t a u r a n t  is ine lig ib le  for th e  
c re d i t .  If th e  c r e d i t  is  re f lec te d  in th e  p r ice  of  t h e  final 
p r o d u c t ,  f ro z en  g o u r m e t  d i n n e r s  have rec e iv e d  a  s u b ­
s idy  f ro m  t h e  S t a t e  w h ile  c o r p o r a t i o n s  p r o d u c i n g  a 
c o m p e t i n g  p r o d u c t  h ave  n o t .  T h e s e  h a p h a z a r d  e f fec ts  
a re  in e v i ta b le  w h e n e v e r  t h e  tax  s y s te m  is u s e d  to  s u b ­
s id ize  c e r ta in  a c t iv i t ie s  o r  in v e s tm e n ts  over  o th e rs .  
S in c e  su c h  e f fec ts  a r e  n e i th e r  o b v io u s  n o r  ea s i ly  'race -  
ab le .  they  a r e  u n l ik e ly  to  r e p r e s e n t  a  c o n s c io u s  i n d u s ­
tr ia l  po l icy  by  t h e  S ta te .

F ou rth ,  m o s t  ta x  in c en t iv es  favor cap ita l r a th e r  th a n  
labor.  C o n s e q u e n t ly ,  th e i r  e ffec t  m ig h t  b e  to  lower 
e m p lo y m e n t .  A n  in v e s tm e n t  ta x  cred it ,  for e x a m p le ,  
low ers  th e  co s t  o f  c a p i ta l  r e la t iv e  to  labor,  w h ic h  
e n c o u r a g e s  b u s i n e s s e s  to  sh if t  f r o m  th e  u s e  of  la b o r  
to  t h e  u s e  o f  c a p i ta l ,  a n d  c a n  re s u l t  In a  d e c l in e  in 
e m p l o y m e n t  In a d d i t io n ,  m u c h  n ew  e q u i p m e n t  t e n d s  
to  b e  l a b o r  sa v in g  (e.g.. ro b o t ic s ) .  Indeed ,  t h e  m o r e  
successfu l  t h e  ITC m ig h t  b e  a t  in d u c in g  in v e s tm e n t  th e  
le ss  su c c e s s fu l  it m i g h t  b e  a t  c r e a t i n g  j o b s  T h e  New 
York d a t a  is  c o n s i s t e n t  w ith  th i s  s u p p o s i t io n .14

In a d d i t io n  to  t h e s e  p r o b l e m s  s ta te  ta x  In ce n t iv es  
a r e  in h e re n t ly  w as te fu l .  B e c a u s e  o f  th e  fed e ra l  o ffse t,  
a  s t a t e  m a y  fo rgo  5 2  in  r e v e n u e  y e t  a  c o r p o 'a t l o n  may. 
a f te r  t a k in g  in to  a c c o u n t  t h e  in c re a s e  in  t s  fede ra l  
c o r p o r a te  in c o m e  tax. receive  b a re ly  m o re  th a n  51. T h e  
d i f fe re n c e  b e t w e e n  w h a t  a  s t a te  f o rg o e s  a n o  w h a t  th e
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c o rp o ra t io n  receives in u res  to  th e  benefit  o |  th e  federal 
g o v e r n m e n t — re v e n u e  shari / ig  in reverse .1'

Most tax  incen t ives  a r c  a lso  wasteful b e c a u s e  the ir  
b e n e f i t s  a re  ava i lab le  to  c o r p o r a t io n s  w h e th e r  they  
a l te r  th e ir  b e h a v io r  o r  not.  To il lustrate ,  a c o r p o r a t io n  
rece ives  th e  S l a t e  in v e s tm e n t  tax  c red i t  for all of its 
q u a l i fy in g  p u rc h a s e s ,  in c lu d in g  th o s e  w hich  it would  
h av e  m a d e  anyway. N o a t t e m p t  is m a d e  to  lim it th e  
c re d i t  to  in v e s tm e n ts  In ex c ess  of th o s e  w h ich  would  
h a v e  o c c u r re d  in any  e v e n t .14

In ad d i t io n .  New York, like all o th e r  s ta tes ,  d o e s  no t  
r e q u ir e  th a t  any  tax  sa v in g s  f ro m  th e  u s e  of a n  in c e n ­
tive b e  invested  with in  t h e  S tate . For exam ple ,  n o t  only  
d o e s  a c o r p o r a t io n  rece ive  th e  ITC for in v e s tm e n t  tha t  
it w ou ld  have  m a d e  anyway, b u t  it is th e n  f ree  to  u se  
s u c h  sa v in g s  to  f in a n c e  ac t iv i t ie s  in o th e r  s t a te s  or to  
in c re a s e  its  d iv idends .  Indeed ,  a  rec en t  s tu d y  of th e  
U.S. c o r p o r a te  in c o m e  tax  in d ic a te s  th a t  c o r p o r a ­
t i o n s  rece iv ing  t h e  la rg e s t  a m o u n t  of tax  incen t ives  
a c tu a l ly  r e d u c e d  th e ir  in v e s tm e n t  an d  in c re a s e d  th ie r  
d iv id e n d s .19

Why. d e s p i t e  t h e  e v id e n c e  to  th e  contrary ,  h a s  it 
b e c o m e  a n  a r t ic le  of faith in s o m e  q u a r te rs  th a t  a  s ta te  
c a n  affect lo c a t io n a l  d e c i s io n s  t h r o u g h  c h a n g e s  in its 
b u s in e s s  tax es?  O n e  c o m m o n  e x p la n a t io n  is t h a t  b u s ­
in e s s  ta x es  a re  o n e  of t h e  few a s p e c ts  of th e  e c o n o m ic  
m il ie u  th a t  a le g is la tu re  ca n  d irec tly  contro l .  T ra n sp o r ­
t a t io n  cos ts ,  th e  c o s t  o f  labor, th e  p u c e  a n d  availabili ty  
o f  real e s ta te ,  c l im a t ic  c o n d i t io n s ,  a n d  so  forth  a r e  less 
s u s c e p t ib le  to  s t a t e  in te rv en t io n .  A b u s in e s s  s e e k in g  
a  r e d u c t io n  in i ts  c o s ts  is likely to  focus  its po lit ica l 
ac tiv i t ie s  o n  tax relief— a n  a re a  in which th e  leg is la tu re  
a t  le a s t  h a s  t h e  p o w er  to  a c t .40 Indeed , s o m e  co r ­
p o r a t e  o ffic ia ls  view th e m s e lv e s  a s  h av ing  a n  o b l ig a ­
t io n  to  t h e  s h a r e h o ld e r s  to  p u r s u e  all p o s s ib le  tax 
in c en t iv es .41

F ro m  a  le g is la tu re 's  v iew poin t ,  taxes  a r e  o n e  of  th e  
few co s ts  o f  d o in g  b u s in e s s  th a t  car. b e  r e d u c e d  a n d  
n o  d o u b t  for th i s  r e a s o n  th e  t e m p ta t io n  to  d o  so  is 
g r e a t .  A nd .  b e c a u s e  le g is la tu re s  m a y  never  d e m a n d  
a n  a n n u a l  a c c o u n t in g  o f  th e  cos t  o f  the  var ious  specia l 
p ro v is io n s  they  have  e n a c te d ,  tax  in c en t iv es  m a y  
a p p e a r  to  b e  less  cos tly  th a n  d irec t  s p e n d in g  p ro g ra m s  
a i m e d  a t  e c o n o m ic  d e v e lo p m e n t  Moreover, legis la tors  
d o  n o t  w ish  to  b e  p e rc e iv e d  a s  b e in g  o p p o s e d  to  jo b s  
o r  e c o n o m i c  d e v e lo p m e n t  o r  a s  hav ing  th e  b lo o d  of  
a  ru n a w a y  p la n t  o n  th e i r  h an d s .  In ad d i t io n ,  n o  s ta te  
d e s i r e s  o th e r  s t a te s  lo  g e t  a  ju m p  o n  it. It is n o t  su rp r i s ­
ing .  th e re fo re ,  t h a t  tax  in c e n t iv e s  a re  e a s y  to  le g is la te  
if o n ly  b e c a u s e  th e y  give la w m a k e rs  a feeling  o f  hav ing  
d o n e  s o m e t h i n g  co n s t ru c t iv e .

A  m o r e  cyn ica l  view is th a t  tax  incen tives  m a y  allow 
s o m e  le g is la to r s  to  a c c o m p l i s h  ind irec tly  w h a t  they  
c a n n o t  d o  d i r e c t ly — low er ta x es  o n  b u s in e ss .  Indeed ,  
f r o m  a  b u s in e s s  lo b b y is t 's  pe rsp e c t iv e ,  t h e  c o m b i n a ­
t io n  of  h ig h  n o m in a l  r a te s  a n d  a  na r row  tax  b a s e  m ay  
b e  p r e f e r a b le  to  low n o m in a l  r a te s  a n d  a  b r o a d  base .  
A h ig h  n o m in a l  r a te  p ro v id es  a n  effective c lu b  th a t  can  
b e  w aved in  o r d e r  to  p e r s u a d e  a  le g is la to r  to  s u p p o r t  
s o m e  a r c a n e  c h a n g e  in t h e  tax  law. O n e  of  a  lobby is t 's
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s t a n d a r d  t o o l s — th e  In c a n ta t io n  of  " b u s in e s s  c l im a te "  
a n d  " e c o n o m ic  d e v e lo p m e n t  — d e p e n d s  o n  h ig h  n o m ­
ina l r a te s  for m a x im u m  Im pac t.

M any  N ew  York le g is la to rs  a rc  aw are  o f  th e  s u b s t a n ­
tial b o d y  o f  r e s e a r c h  Ind ica t ing  th e  in e f fec t iv e n ess  of  
tax  in c e n t iv e s  bu t  n o n e t h e l e s s  view s u c h  m e a s u r e s  a s  
s y m b o l ic  o f  a favorable b u s in e s s  c l im a te .  No e a s y  way 
e x i s t s  of e v a lu a t in g  th is  p o s i t io n  b e c a u s e  th e re  is n o  
a c c e p ta b le  de f in i t ion  or  m e a s u r e m e n t  o f  " b u s in e s s  cli­
m a te . '  M any c o n s id e r a t io n s  affect a c o r p o r a t io n 's  view 
of  New  York 's b u s in e s s  c l im a te ,  a n d  th e  i s s u e s  im p o r ­
ta n t  to  o n e  c o r p o r a t i o n — e n e r g y  c o s t s  o r  t r a n s p o r t a ­
t io n  f ac i l i t ie s— m a y  b e  u n im p o r t a n t  t o  a n o th e r .43 
T h e re  is l i t t le  d o u b t ,  however, th a t  th e  level o f  ta x es  
c o m p a r e d  w ith  th e  level a n d  q u a l i ty  of  p u b l ic  se rv ic es  
is o n e  fac tor  tha t  s h a p e s  a  b u s in e ss 's  pe rcep tion .  F i rm s  
th a t  avail t h e m s e lv e s  of  v a r io u s  tax  in c e n t iv e s  a n d  
receive th e  level of p ub lic  se rv ices  th a t  th e y  d e s i re  p r o ­
b a b ly  h ave  a  favorab le  view of th e  S ta te ' s  b u s in e s s  
c l im a te  a n d  of  its tax  law. For o th e r  c o r p o r a t io n s ,  the  
level of ta x e s  ra th e r  th a n  th e  level a n d  q u a l i ty  o f  p ub l ic  
s e rv ic e s  m a y  s h a p e  th e ir  p e rc e p t io n s .  W h e th e r  th is  
view is s h a r e d  by all c o r p o r a t io n s ,  however, is p r o ­
b le m a t ic .  For  th e  91.3 p e r c e n t  ( 3 7 9 .0 0 0 )  of  all c o r ­
p o r a t e  ta x p a y e r s  in 1982 th a t  d id  n o t  u til ize th e  
dou b le -w e ig h ted  rece ip ts  factor, o r  d id  n o t  benef i t  f rom  
t h e  lack  o f  a  th ro w b a c k  ru le ,  o r  d id  n o t  b e n e f i t  f ro m  
a n y  of  New York's sp e c ia l  c red i ts ,  b u t  b o r e  th e  b u r d e n  
o f  t h e  fo rg o n e  tax rev e n u e  th r o u g h  h ig h e r  ra tes .41 th e  
tax  law m a y  s im ply  b e  v iewed a s  a c o m p l ic a te d  m o r a s s  
o f  sp e c ia l  p ro v is io n s  b e n e f i t in g  th e i r  c o m p e t i t o r s .44 
S u c h  c o r p o r a t i o n s  m a y  feel th a t  th e  S ta te ' s  b u s in e s s  
c l im a te  w o u ld  b e  im p ro v e d  if t h e s e  v a r io u s  p rov is ions  
w ere  e l im in a t e d  w ith  a  co r re la t iv e  r e d u c t io n  in tax 
rates.  As e c o n o m is t s  r e m in d  us, n o  "free lunch"  exists. 
R e v en u e  th a t  is lo s t  th r o u g h  w astefu l  ta x  p ro v is io n s  
resu l ts  in a c o m b in a t io n  of  lowered se rv ices  a n d  h ig h e r  
ta x e s  t h a n  w o u ld  o th e r w is e  r e su l t  a n d  t h e s e  e f fec ts  
m u s t  b e  c o n s id e r e d  by p o l i c y m a k e r s  w h e n  e v a lu a t in g  
tax  incen t ives .

C o m m e n t a t o r s  c a u t io n  t h a t  th e  ro le  t h a t  ta x e s  p lay  
in a  p a r t i c u la r  f irm 's  p e r c e p t io n  o f  a  s ta te 's  b u s in e s s  
c l im a te  m u s t  b e  p la c e d  in p e rsp e c t iv e .  Z o n in g  r e g u la ­
tions. c o n s t ru c t io n  perm its ,  th e  a t t i tu d e  of  th o s e  pub lic  
o ffic ia ls  w ith  w h o m  a  firm m o s t  o f ten  d e a ls ,  th e  s p e e d  
w ith  w h ich  t e le p h o n e  calls a r e  re tu rn e d  f ro m  th e  p ub l ic  
sec to r ,  t h e  d e g r e e  o f  g o v e r n m e n t  r e g u la t io n s  a n d  
re s t r ic t io n s ,  t h e  way b u s in e s s e s  a r e  t r e a t e d  by a  tax 
d e p a r t m e n t ’s  au d i to rs ,  t h e  level o f  civility  th a t  c h a r ­
a c te r i z e s  in te ra c t io n  w ith  g o v e r n m e n t  p e r s o n n e l ,  th e  
a m o u n t  o f  " r e d  ta p e "  th a t  ex is ts ,  t h e  n u m b e r  of f o rm s  
a n d  p e r m i t s  th a t  m u s t  b e  filled o u t .  a n d  t h e  g o v e r n ­
m e n ta l  a s s i s t a n c e  o f fe red  to  a  new  f i rm  a n d  its 
e m p l o y e e s  in  re lo c a t in g  all c o n t r ib u te  to  p e r c e p t io n s  
o f  b u s in e s s  c l im a te .  P e r c e p t io n s  o f  b u s in e s s  c l im a te  
a re  a l so  b a s e d  o n  in ta n g ib le s  a n d  i m p o n d e r a b le s  th a t  
d e fy  a n a ly s i s  o r  q u a n t i f ic a t io n  (e.g..  p e r s o n a l  r e a s o n s  
o f  execu tives) .

In th i s  vein , a  l e a d in g  r e s e a r c h e r  s u g g e s t s  tha t :
. . .  s t a t e s  a n d  loca li t ie s  s h o u ld  c o n c e n t ra te

o n  h e lp in g  th e i r  m a n u fa c tu r e r s  w ith  th e  
physical  i t e m s  w h ic h  g o  in to  se le c t in g  a 
p lan t 's  location, co n s tru c t in g  it. a n d  start ing  
it up. S ta te s  a n d  loca li t ie s  s h o u ld  star.d  
r e a d y  to  offer  th e  in te re s te d  m a n u fa c tu r e r  
(i) s p e e d y  a n d  a c c u r a t e  in fo rm a t io n  a b o u t  
p o te n t ia l  sites,  (ii) h e lp  in s e c u r in g  n e c e s ­
sa ry  e n v i ro n m e n ta l  o r  z o n in g  p e rm i ts ,  a n d  
(ili) t im e ly  h e lp  with  th e  roads ,  sew erage ,  
water, w as te  t r e a tm e n t ,  a n d  la b o r  t ra in ing  
w h ich  can  m a k e  a rea l d if fe rence  to  th e  
s m o o t h  s ta r t  u p  o f  a  new m a n u fa c tu r in g  
facility. I r e m a in  c o n v in c e d  th a t  t h e  in d u s ­
trial g ro w th  o f  th e  S o u t h  h a s  h a d  m o r e  to  
d o  w ith  S o u th e r n  h o sp i ta l i ty  t h a n  with 
S o u th e r n  tax rates. T h e  reg iona l  d iffe rences 
In t h e  u s e  o f  s u c h  a s s i s ta n c e  a s  l a b o r  t r a in ­
ing s u g g e s t s  th a t  s u p p ly  d o e s  s e e m  to  
c r e a t e  a t  le a s t  s o m e  of  its o w n  d e m a n d  in 
t h e s e  m a t te rs .
Recently  th e re  h a s  b e e n  a  rise in ex p ed i t ing  
m e c h a n i s m s  to  c o u n t e r  th e  stif l ing  effect 
th a t  la rg e  b u r e a u c r a c i e s  have  o n  indus t r ia l  
d e c i s io n  m a k in g .  S o m e  c i t ie s  a n d  s ta te s  
have s p o n s o r e d  o m b u d s m e n  to  g u id e  b u s i­
n e s s e s  th r o u g h  th e  red - tap e  m a z e s .  S u c h  
p r o g r a m s  h ave  rece ived  un ifo rm ly  pos it ive  
reac t ions .  S u c h  e x p e d i t in g  is h ig h ly  va lued  
by m a n y  la rg e  c o m p a n ie s ,  a n d  exp la ins ,  in 
part,  th e  favorable o p in io n s  th e y  have  of the  
in d u s t r ia l  d e v e lo p m e n t  p r o g r a m s  o f  N orth  
C aro l ina .  S o u th  C aro l ina .  N e b ra s k a ,  an d  
e l se w h e re .  It is difficult  for th e  av e rag e  
b u s in e s s p e r s o n  to  k n o w  how  to se c u re  
q u ic k  ru l in g s  o n  z o n in g  variances,  bu ild ing  
p e r m i t s ,  e n v i r o n m e n ta l  s t a n d a r d s  a n d  
r e g u la t io n s ,  p a r k in g  r e g u la t io n s ,  a n d  tax  
a s s e s s m e n t s  a n d  a b a t e m e n t s .  T h e  m o r e  
g o v e r n m e n t  c a n  c u t  t h e  red  ta p e ,  th e  m o r e  
in d u s t ry  it c a n  ex p e c t  to  retain. T h is  ex c e e d ­
ing ly  u se fu l  f u n c t io n  co u ld  b e  p r o m o te d  
even  m o r e  t h a n  it h a s  b e e n .41

To t h e  e x t e n t  t h a t  b u s in e s s  taxes  c o n t r ib u te  to  p e r ­
c e p t io n s  o f  b u s in e s s  c l im a te ,  s o m e  re s e a r c h e r s  a r g u e  
th a t  a  s t a te  is  b e t t e r  o ff  w ith  a  b r o a d  tax  b a s e  a n d  low 
n o m in a l  r a t e s  t h a n  w ith  a  h ig h  n o m in a l  r a te  c o u p le d  
w ith  n u m e r o u s  s p e c ia l  p rov is ions .  O n  th e  o n e  h a n d ,  
s u c h  d i f fe re n c e s  s h o u ld  n o t  m a t te r .  T h e  s o p h is t ic a te d  
tax m a n a g e r  o f  a c o r p o r a t io n  is likely to  b e  m o r e  in te r ­
e s t e d  In t h e  " b o t t o m  line" liabili ty  a n d  less  c o n c e r n e d  
w ith  w h a t  t h e  n o m in a l  r a te s  m ig h t  be. O n  th e  o th e r  
h a n d ,  th e  ta x  m a n a g e r  o f  a  c o r p o r a t io n  t h a t  is c o n s i d ­
e r in g  a  n u m b e r  of  e x p a n s io n  sites, inc lu d in g  New York, 
m a y  n o t  b e  involved in c o m p i l in g  t h e  init ial  list i d e n ­
t i fy ing  w h ic h  of t h e  5 0  s t a t e s  m e r i t  f u r th e r  c o n s i d ­
e ra t io n .  S u c h  a  list m a y  b e  c o m p i le d  by p e r s o n s  s u c h  
a s  t h e  d iv is io n  g e n e r a l  m a n a g e r  w h o  m ig h t  n o t  b e  
involved  in p r e p a r in g  th e  s t a t e  tax  r e tu r n s  for th e  c o r ­
p o ra t io n .  A s ta te  w ith  a h ig h  n o m in a l  ta x  ra te  b u t  
h a v in g  fav o rab le  a l lo c a t io n  fo rm u lae ,  tax  c red i ts ,  o r

Continued on page 6
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favo rab le  ru le s  o n  d e f in in g  ta x a b le  in c o m e  m a y  be  
e l im in a te d  from  c o n s id e r a t io n  a s  a n  e x p a n s io n  s ite  in 
favor o f  a s t a te  h av ing  a lower n o m in a l  r a te  bu t a  less 
d e s i r a b le  ta x  law. W h e th e r  a s t a te  o b ta in s  th e  s a m e  
a d v a n ta g e s  w hen  it ind irectly  lowers b u s in e s s  taxes  by 
a d o p t in g  specia l  p rov is ions  ra th e r  th a n  w h e n  it d irectly  
low ers  v is ib le  tax ra te s  is a  f u n o u m e n ta l  an d  crit ica l 
q u e s t io n .46 In te rm s  of im p ro v in g  it- b u s in e s s  c l im ate ,  
a s t a te  m a y  be  b e t t e r  off e l im in a t in g  m o s t  or all o f  its 
sp e c ia l  p ro v is io n s  a n d  u s in g  th e  i n c re a s e d  re v e n u e  to  
lower r a te s .4'

O n e  c o m m e n t a t o r  h a s  c o n c lu d e d  tha t :
S ta te  tax  po l icy  s h o u ld  b e  d e s ig n e d  so  a s  
to  e m p h a s i z e  stabili ty , p red ic tab i l i ty ,  an d  
u n ifo rm ity  in s ta te  b u s in e s s  taxa t ion .  T h e  
b u s in e s s  tax c l im a te  is imp*.‘red  m o r e  th a n  
a n y th in g  e l s e  by tax  p o l ic ie s  th a t  s e e m  to 
s in g le  o u t  p a r t icu la r  in d u s t r ie s  o r  ac tiv i t ie s  
for s p e c ia l  t r e a tm e n t ,  e i th e r  b v o r a b l e  or  
punitive, c re a t in g  a s i tu a t io n  in /h ic h  every­
th in g  s e e m s  to  be  u p  for g rab s .  rax  c o n c e s ­
s io n s  to  spec if ic  f i rm s  or  i n d u s  r ie s  a r e  to  
b e  avo ided .  O n  t h e  con tra ry ,  s t a t e  policy 
s h o u ld  e m p h a s i z e  t h e  e v e n h a n d e d  a p p l ic a ­
t ion  o f  th e  tax  s t r u c tu re  to  b u s in e s s e s  of all 
k in d s .48

W h a te v e r  th e  p e rc e p t io n s  are  o f  New York s b u s in e ss  
c l im a te ,  w o rk  by t h e  S ta f f  o f  th e  Tax S t u d y  C o m m is ­
s io n  in d ic a te s  th a t  th e  S ta te ' s  b u s in e s s  ta x  s t ru c tu re  
is g e n e r a l ly  in line w ith  t h a t  o f  o t h e r  s ta te s .  Moreover, 
th e  effec ts  o f  a  r a n g e  of p o l icy  o p t io n s  t h a t  were s im u ­
la ted .  w h ic h  in c lu d e d  r a th e r  d r a m a t i c  c h a n g e s  in th e  
S ta te ' s  f ra n c h is e  tax. d id  n o t  a l te r  New York 's r a n k in g  
a m o n g  t h e  s i te s  s tu d i e d  a n d  w ere  p r o b a b ly  to o  in s ig ­
n if ican t  to  a l te r  N ew  York 's a t t r a c t iv e n e s s .49

P e rh a p s  in  recogn it ion  o f  th e  c o m p e t i t iv e n e s s  o f  the  
S ta te ' s  b u sin ess  ta x  s t ru c tu re ,  a t t e n t io n  h a s  recen t ly  
t u r n e d  to  t h e  ro le  p la y e d  by N ew  York 's personal 
in c o m e  tax .  T h e  e f fec ts  o f  a  s ta te 's  p e r s o n a l  in c o m e  
tax  o n  t h e  lo c a t io n  o f  a  b u s in e s s  h a s  n o t  ye t  b e e n  
s tu d i e d  w ith  any  rigor, p r im a r i ly  b e c a u s e  th e  i s su e  is 
n o t  a s  s u s c e p t ib le  to  th e  k in d  o f  a n a ly t ic a l  to o ls  th a t  
a re  a p p l i e d  to  b u s in e s s  taxes .  T h e  r e s e a r c h  d is c u s s e d  
a b o v e  c o v e re d  o n ly  th e  c o r p o r a te ,  sa les ,  a n d  p r o p e r ty  
ta x es  a n d  th e re fo re  its f in d in g s  c a n n o t  b e  e x t ra p o la te d  
to  t h e  S t a t e  s  p e r s o n a l  i n c o m e  tax .

This essay ... concludes that using business 
taxes as a significant part of an economic 
development strategy Is virtually certain not 
to have the impact that proponents expect.

T h e  c o n c lu s io n s  a n d  f in d in g s  o f  th e  Tax C o m m is
s io n 's  r e s e a r c h  o n  New York, w h ich  a re  c o n s i s t ' a  with
a  s u b s t a n t i a l  b o d y  of e c o n o m i c  an a ly s is ,  s e r io u s ly
q u e s t io n  t h e  e m p h a s i s  t h e  S la te  h a s  p rev iously  p la ce d  
o n  t h e  r e la t io n s h ip  b e t w e e n  b u s in e s s  ta x e s  a n d  e c o ­
n o m i c  d e v e l o p m e n t  In t h e  pas t ,  it h a s  b e e n  a s s u m e d

th a t  a c h a n g e  in th e  b u s in e s s  a l lo c a t io n  fo rm ula ,  the  
i n t r o d u c t io n  of a n  in v e s tm e n t  tax  cred it ,  th e  a d o p t io n  
of  ACRS, t h e  ability  to a l lo c a te  In c o m e  to o th e r  s ta te s  
even  if s u c h  in c o m e  is n o t  taxed  by th e s e  o th e r  s ta tes ,  
a n d  s im i la r  spec ia l  tax prov is ions ,  w ou ld  s ign ifican tly  
affect a b u s in e s s 's  lo ca t io n a l  d e c is io n .  Like m a n y  
is su es  th a t  s ta te  p o l ic y m a k e r s  co n fro n t ,  th e  q u e s t io n  
of th e  in f lu e n c e  of  taxes  o n  th e  b u s in e s s  loca tional 
d e c is io n  c a n n o t  be  defin itively  a n d  conc lus ive ly  
an sw e re d .  K n o w led g e  in th is  a r e a  is a n d  will r e m a in  
im perfect ,  which, unfortunate ly ,  d e s c r ib e s  m a n y  of the 
o th e r  a r e a s  th a t  p o l ic y m a k e r s  a r e  a s k e d  to add ress .  
C o n fro n ted  with th e  lack of  perfect Information, policy­
m a k e r s  s h o u ld  r e s p o n d  by  d e t e r m in in g  th e  d irec t ion  
in w h ich  t h e  bu lk  o f  th e  ev id e n c e  po in ts .

Clearly, a  subs tan t ia l  b o d y  of ev idence  s u g g e s ts  tha t 
s ta te  b u s in e s s  taxes  a re  un l ike ly  to  affect s ign ifican t ly  
th e  lo c a t io n a l  d e c is io n s  o f  firms. B u s in e s s e s  a re  not 
f lo ck in g  to  M ississippi.  L ou is iana ,  o r  A r k a n s a s — low 
tax s ta te s .  Conversely . R o u te  128 d e v e lo p e d  at a t im e  
w h e n  M a s s a c h u s e t t s ' s  unoffic ia l s o b r iq u e t  was "Taxa- 
chu se t ts ."  A pparen t ly ,  low taxes  d o  n o t  inevitably  
a t t rac t  f i rm s  any  m o r e  th a n  h igh  taxes  necessarily  repel 
th e m .  O f  c o u rse ,  in s o m e  c a se s  s t a t e  a n d  local taxes  
m a y  b e  t h e  d e t e r m in a t iv e  fac tor  in  a  loca t iona l  d e c i ­
sion. It is a l so  possib le  th a t  taxes  m a t te r  m o r e  for s o m e  
ty p e s  of f i rm s  th a n  for o the rs ,  a n d  th a t  th e  m ix o f  taxes 
m ig h t  a l so  b e  im p o r ta n t .  For s o m e  b u s in e s s e s ,  an  
ad v e rse  tax  p ic tu re  reinforces o th e r  d i s a d v a n ta g e s  tha t  
a s t a t e  has .  W h a t  t h e  r e s e a r c h  s u g g e s ts ,  however, is 
th a t  t h e s e  s i t u a t io n s  a re  in f re q u e n t  a n d  s h o u ld  n o t  be  
th e  "tail t h a t  w ags  th e  dog ."50 T h is  f ind ing  sh o u ld  not 
b e  m is in te rp r e te d ,  however, a s  a n  inv i ta t ion  for a  s ta te  
to  in c r e a s e  caval ier ly  its ta x e s  o n  b u s i n e s s — at s o m e  
po in t ,  d e l e te r i o u s  e f fec ts  c a n  b e  e x p e c te d .

T h e  p o l ic y  im p l ic a t io n s  s e e m  clear.  T h o s e  w ho 
a d v o c a te  u s in g  th e  tax s y s t e m  to  in f lu e n c e  b u s in e s s  
lo c a t io n a l  d e c is io n s ,  a  p o s i t io n  th a t  is s e e m in g ly  
in c o n s i s t e n t  w ith  over  3 0  yea rs  o f  r e se a rc h ,  s h o u ld  
have to  s u p p o r t  th e ir  c a se  with a  r ig o ro u s  a n d  per iod ic  
cos t-benef i t  analysis .  B e c a u se  o f  th e  r ev e n u e  an d  in e q ­
u i t ie s  a t  s ta k e ,  th e  b u r d e n  o f  p r o o f  s h o u ld  b e  o n  su c h  
a d v o c a te s .  Ironically, p r o g r a m s  c o s t in g  a  few m il l ion  
d o l la r s  rec e iv e  m o r e  s c ru t in y  th a n  tax  in c en t iv es  like 
th e  ITC a n d  EIC. w h ic h  c o s t  m o r e  th a n  t h e  b u d g e t s  
o f  m o s t  S t a t e  ag e n c ie s .

D e - e m p h a s iz in g  th e  u s e  of  b u s in e s s  tax  incen t ives  
a s  a  too l  for a t t r a c t in g  a n d  m a in ta in in g  b u s in e s s e s  
s h o u ld  b e  v iew ed  a s  a  w ay o f  e l im in a t in g  waste, ineffi­
ciency. a n d  in e q u ity  in t h e  tax  sy s te m  a n d  is n o t  ta n ta  
m o u n t  to  a b a n d o n i n g  a n y  m e a n in g f u l  p r o g r a m  of 
e c o n o m ic  d e v e lo p m e n t  o r  to  d a m a g i n g  th e  S ta te 's  
b u s in e s s  c l im a te .  To t h e  contrary ,  th e  m o n e y  th a t  
w ou ld  b e  r a i s e d  f ro m  e l im in a t in g  ineffective a n d  ineq- 
u i ta o le  p ro v is io n s  in th e  tax  c o d e  co u ld  b e  u s e d  to 
f in a n c e  r a te  r e d u c t io n s  in  t h e  c o r p o r a te  a n d  p e r so n a l  
m ; o r n e  taxes ,  to  s u p p le m e n t  ex is t in g  S t a t e  p ro g ra m s ,  
o r  to  fu n d  n ew  o n e s .  M o n e y  ra ise d  f ro m  e l im in a t in g  
p ro v is io n s  th a t  c a n n o t  su rv ive  a  c o s t-b e n e f i t  an a ly s is  
co u ld  b e  u s e d  for h u m a n  r e so u rc e  d e v e lo p m e n t ,  jo b
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t r a i n i n g ,  r e s e a r c h  a n d  t e c h n o l o g i c a l  d e v e l o p m e n t ,  

p r o v i d i n g  c a p i t a l  t o  f i n a n c e  g r o w t h  a n d  d e v e l o p m e n t ,  

i m p r o v i n g  t h e  S t a t e ' s  i n f r a s t r u c t u r e ,  a n d  e n e r g y  a n d  

n a t u r a l  r e s o u r c e s  m a n a g e m e n t .  T o  e n c o u r a g e  e c o ­

n o m i c  g r o w t h ,  m o n e y  i s  p r o b a b l y  b e s t  s p e n t  o n  p r o ­

g r a m s  t h a t  i n c r e a s e  t h e  b i r t h  r a t e  o f  l o c a l  c o m p a n i e s  

a n d  t h e  e n c o u r a g e  t h e  e x p a n s i o n  o f  s m a l l ,  l o c a l  c o m ­

p a n i e s .  T h i s  e s s a y  d o e s  n o t  a d d r e s s  t h e  s p e c i f i c  m e r i t s  

o f  t h e s e  p r o g r a m s ,  b u t  o n l y  c o n c l u d e s  t h a t  u s i n g  b u s ­

i n e s s  t a x e s  a s  a  s i g n i f i c a n t  p a r t  o f  a n  e c o n o m i c  

d e v e l o p m e n t  s t r a t e g y  i s  v i r t u a l l y  c e r t a i n  n o t  t o  h a v e  

t h e  i m p a c t  t h a t  p r o p o n e n t s  e x p e c t .

N O T E S

• Director. (.emulative Commission on the Modernization and S im plifica­
tion  of Tax Adm inistration and the Ta* Law and V isiting Scholar. Harvard 
Law School The views expressed do not necessarily represent those o f any 
group with which the author i*  associated.

I See Slaic Taxation Policy ltd. M. Barker 1983), p. x iii xv.
2. See note 27 infra.
3 See M Kieschmck, "Taxes and Growth Business Incentives and 

Economic Development, p  155 in Stare Taxation Policy supra note I at 155; 
S Kanter, A History of State Business Subsidies. Proceedings ol Ihe Mananal 
To* Association—Tax Institute of America. (1977) p 148 Massachusetts
ranted the lirst (as incentive in the country in the 17th century. See R. Pomp 
. Kanter. K Simonson, and R. Vaughan. Can Tan Policy Be Used to 

Stim ulate Economic Development.' 29 Amer L R. 207. 222 (1980) Mew 
Jersey granted a ta* evempnon to a manufacturing company established 
by Alexander Hamilton in 1791 See Fortune. March 5. 1984 p 112.

4 A  urvey be the Advisory Commission on Intergovernmental Rela­
tions found that support for business (as incentives is strongest when 
economic growth has been slowest See State Tas Incentive* How Effec­
tive Are They5 CUED Commentary. Jan. 1980. p  3.

5 The S taffs work is summarized in a Report by the Staff of the 
Legislative Commission on the Modernization and S im plification o f Tas 
Adm inistration and the Tas Law. Interstate Business Locational Decisions 
and the Effect o l the States Tas Structure on A fter Tat Rates o l Return of 
Manufacturing Firms (December 31. 1984).

6 Mearlv all o f the research was conducted on the locational decisions 
made bv esistmg firm s that were espandlng. establishing Branch operation* 
or movmq from one site to another L ittle  research has been conducted on 
the effect o f state taxation on new business formation, although in tu itive ly  
it would seem that state tases would be less im portant than other factors, 
sucn as school and fam ily ties and availability of financing

7 Kiescnmck, supra note 3 at 187 discusses numerous weaknesses in 
some o f tne existing em pirical literature. His more carefully conducted 
research is consistent, however with much o l existing literature.

8  The Stall d id not address the effect of local tases on the location 
o f Businesses w .thm the S tale—for esample, whether a property tas abate­
ment ollered Bv Jurisd iction A is likely to  be cost effective Any impact the 
personal income tas or payroll tasesmignt have on business locational deci­
sions was aiso not addressed.

9 By using after tas rates of return o f representative m anufacturing 
firm s m selected industries a number of problems that mark other studies 
o f comparative tas Burdens were avoided, Set Report o f the Staff of the 
Legislative Commission on the Modernization and Simplification of Tax A d­
m in is tra tion ang the Tas Law. Interstate Tax Comparisons Introduction and 
Overview i l985i. Kieschmck. supra note 3 at 190-198. Staff Report, supra 
note 5 at J 1 36

10 State tas incentives typically favor capital Investment le g . the invest­
ment tas credit or the adoption o l a depreciation regime like ACRS) These 
incentives can increase tne level o l investment in a state m two mdepen 
dent wav* by eneou-aging existing firm s to invest more than they other­
wise would or by encouraging firms to locate (or remain) in a state Such 
incentives however ire  rarely defended as tools for increasing the level o f 
investment m a state e ic tp t through their impact on attracting new busi­
nesses The simulations described in the teal which included doubling the 
rate c f the States ITC. as well as elim inating it  entirely, suggest that ta* 
incentives cannot be seriously defended a t a cost effective means of increas­
ing me level o l investment by existing f irm *  For a further discussion, sec 
Staff Report in fr j note 28 and Staff Report, infra note 32

11 The t r  t tape involved m site assembly may be a much greater in ­
vestment Barrier man the price o f land See R. Vaughan. S tair filia tion  and 
Economic Development 1 1 9 7 9 1 p  25

12 Trantponanon costs atfect boin ihe revenue a firm  receives Irons -is 
sales and Ihe prices it pavs lor us inputs Availability of transportation 
1 nkaqet twen as the ease w ith which trucks can make deliveries and col 
-actions or the prosim itv o l a railroad spur, shipping pier or maior airport 
can aiso oe crit-cal tor some activities Cit es like New Sork which have tradi 
tionauy housed a large number o l small firm s whose products are fairly 
transportation intensive sutler from inadequate access :o ml transportation 
and .nconven-ent access lo  truck  routes See -J 24

13 Because iram ing tabor is c ipen tive  businesses are attracted to areas 
rhat nave j  ready supply of sk-lled labor Labor that is priced low relative 
io  its sk ill «as -s m aior (actor .n the development o f manufacturing m the 
South V c v J .a  Sku:(d labor a tio  appears critical to  attracsmg technology

oriented firms. See note 19 infra.
14 The cost o f labor may be a maior consideration in competitive tabor 

Intensive industries, for example, apparel, leather, furniture, and consumer 
electronics. Another laoor consideration is whelher the workforce is likely 
to be unionized. See R. Schmenner. Making Business Location Decisions 
11982). p 37 A company w ith seasonal needs for labor has io be locaied 
In an area with a large labor pool See Vaughan, supra nore I I  at 24

15 A site nea; established markets may be essential tor industries such 
as prin ting, plastics fabrication, paper conversion and can manufacturing 
which involve commodities that have a low value to weight ratio and thus 
have transportation costs that are a high percentage of Ihe selling price of 
the goods. See Schmenner. supra note 14 at 37

16 One of the factors cued by Bankers Trust for transferring part o f its 
operations from Mew York lo  Mew Jersey was the tower cost of u tilities an 
im portant consideration presumably because of the large amount of elec 
tr ic ity  needed lo run the company s computers See Hew Ynrk Times. 
A pril 29. 1983 p  B3. Energy costs are com m only mentioned as one o l the 
reasons why the banking end insurance industries are relocating part o f their 
operations outside of Mew York City See neui York Times, March 2. 1982. 
p  D23. December 23, 1981. p DM Slate and local taies. of couise contribute 
to the cost o f energy The price and availability of office space is another 
(actor contributing to the movement o f firm s from  Mew Vork City to less 
dense regions, both wnhln and without the State.

17. For example, paper m ills  typically locale near a supply o l trees and 
water; fru it and vegetable processors are usually located near farms, and 
petrochemical complexes must be close to pipelines See Schmenner. suprj 
note 14 at 37,

18. Some manufacturing planis opeiate as satellites to a base or mam 
plant and cannot be located too far from  the mam plant without stretching 
the lines of support too taut. Schmenner. supra note 14 at 37 Savm Cor 
poration decided to build a plan) in Union. Mew York because lour o f its 
feeder planis were already in the area According to the corporation s senior 
vice president, the choice wasn t made because of tax considerations Watt 
Street Journal. Ju ly I, 1980 Nonetheles* the States Commerce Commis 
sioner chose to describe Savm s decision as a splended example o f the 
drawing power of tax incentive* Id.

State officials responsible for economic development have an institutional 
interest in  exaggerating the impact o l tax Incentive* When Churcn and 
Dwight bu ilt a new plant m Ohio, one economic development o lfic ia l 
claimed: The tax incentive was the keystone of the deal The corporate 
com ptro ller, however, stated that: The tax abatement was a nice kicker at 
the end but we chose Ohio mainly because of its strategic location lor 
d is tribu tion  and market growth.' Wall Street Journal June 30. 1978. p I.

19 H igh tech com pame* which are bemg wooed bv many stales today, 
are especially sensitive to the existence of prom inent universities having 
graduate level technical proorams that produce a pool of potential 
em ployee* A recent example involves Microelectronics and Computer 
Technology Co. a jo in t venture o l 12 m aior companies, including Control 
Data. D ig ita l Equipment. Honeywell. RCA. and Sperry, which was courted 
by fifty seven c itie *  According to the president of M icroelectronics in select 
ing Austin. Texas tar its site the corporation emphasized the output of 
technical people in the area, particularly electrical engineers and computer 
scientists with advanced degrees—and 'not whos holding a gold watch to 
get you to come. Wall Street Journal. May 12. 1983 See also note 20 infra 
The existence of high quality graduate programs no doubt explain* the 
presence of high-tech firm s along Route 128 in Massachusetts and m the
Silicon Valley in California. But see infra

According to recent report* sweeping changes m educational policies 
are bemg pursued throughout the South by a grow .-g number of persons 
who assert that the ability o l their states to  a 'iract giuw ih industries increas­
ing ly hinges on the educational depth o f the work force. Many of these 
changes are bemg financed by increased taxe* new YOrk Times. March 20
1982. p  26.

The Alabama Governors Task Force on Economic Recovery expressed 
a sim ilar concern: Alabama s traditional com bination of low taxes ang mm. 
im um  services no longer constitutes a sound basis for progress Todav 
the prem ium is on the elements which support rechnoiogy—ihe educational 
system, engineering resource* communications reseacn.' Hew York Times 
June 14. 1983. p  A I9

F lo rida  recently increased its budget for education by <227 8  m illion  
through a variety o f tax increase* The F lorida Governor supported the tax 
incteases w ith the slogan. Education Means Busmes* new York Times 
January I t .  1984

This phenomenon is not lim ited only to  the South When voters approved 
the first Dayton. Ohio public school tax m twelve yea r* they were described 
as acim a in  part from « concern for |o b i new >one Time s. June 14. 1983. 
p  A18 Business executives in  California have a lto  caned for rax mcreases 
to  finance educational re form * Business leaders fear that the poor quality 
o f public education m California is underm ining the ab ility  of then com ­
panies tu  compete with foreign countries, especially Japan which are 
perceived ro have better education systems Meui Ybrtr Time* April 23 1983 
R 1

20 The high cost o l housmg m ihe Silicon Valiev i t  apparently m aking 
it  increasingly d ifficu lt for companies to  attract employees and n  causmg 
some corpora-ions to move to I ow e 'con  area* Wan Smret journal M»v 1 1
1983. p  37 The cost of housing played a role m the selection o f Austin 
Texas bv Microelectronics and Computer Technology Co supra note 19 The 
biggest economic lector was me cost of private nousmg Taxes d id n t piav 
a significant role m our decision The governor o l Texas pu l tcqe the ' 
a statewide task <orce o l banker* industrialists educators ang po'it-cai 
figures and they did soma clever things to  reduce me hassles o l reiocai 
m g—such as getting bank com mitments lor mortgage money beio-w Fma 
ra te* and tu n in g  a iob placement center for spouse* U S A  Today 
August 24 1983 p A8

Continued on p .sgr 8
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21. Improvements in Ih *  level end duality o l public services. luch  e t e 
iie le  i  Infrastructure. w ill benefit many firms. both large and small By com 
pariton. tea incentives tend to accrue to a im a ll percentage o l large lirm i

22. According tu one o l the leading retearchers on locational decision, 
making, corporations visit a potential site in  order to gather information 
about me com m unity—its attractiveness as a place to live and raise a family. 
Its housing, schools, medical lacilltle t. cultural and recreational activities, 
and its civic pride Schmenner. supta note 14 at 20

23. Many studies have concluded that regional differences in labor costa, 
construction costs, and energy costs are generally loo large to be n llsc l by 
differences in las levels See. e g.. Cornu Testa, and Stocker. State Local 
Fiscal Incentives and Economic development. Urban and Regional develop 
ment Series No 4. Academy for Contemporary Problems (19781

24 To the e * tern that other costs of a business are also deductible, ihe 
relative differentials between such costs and tases would be unchanged.

25. See supra note I9 :C  Tiebout. A Pure Theory ol Local Expenditures. 
54 J Political Economy (1956), p 416

26 See W Oates. The Effects of Property Tases and Local Public Ser 
vices of Property Values: An Empirical Study of Tax Capitalization and the 
Tiebout Hypothesis,'' 77 J. of Political Economy (1969). p 957

27. Roger Sm ith. Chairman o f General Motors, whose Saturn plant has 
been sought alter by nearly every governor, stressed that tax breaks can t 
make a silk purse out of a sow s ear. ‘ According to Smith, we re going to 
be m business for the long te rm , .  you ve got to look at more than just what 
the great big cookie is that s coming in on the plate Detroit Free Press. 
March 18. 1985. p IA  Consistent w ith this philosophy, the first state GM 
elim inated as a site for the Saturn plant was Florida, a state that is perceived 
as having an extremely favorable tax climate (e.g.. no personal income lax. 
no estate tax, a double-weighted receipts factor, as well as its recent elimma 
tion of worldwide combined reporting) See a/so rexr accompanying rn/rj 
note 48.

28. For a fuller discussion, see Report by the S ta ll of the Legislative Com 
mission on ihe M oderm iation and S implification of Tax Adm inistration and 
the Tiix Law. The Article 9 A Franchise Tax: Should New York Adopt ACRS’  
iDecember 31. 1984) The issue of whether a state should adopt the lederal 
rules on ACRS a,so illustrates a significant difference In perspective between 
federal and stale tax law Wher. the Congress enacts special tax provisions 
designed to encourage investment, it Is mdilferent to where w ithin the Un.ted 
States such activity occurs A particular state does not snare this perspec 
tive, however If state law m itro is  federal measures designed to encourage 
investment regardless o l where it occurs a stale may lose revenue to support 
investment occurring beyond its borders, the benefits o l which may not suf 
fic lentlv  rebound to that state. If the policy question is phrased as whether 
a state should adopt a (ax incentive that results In a loss in revenue for 
investments made in other stales most offic ia ls  would answer w ith a 
resounding No Yet. if New York were simply to adopt the federal rules on 
ACRS. as has been vigorously proposed by many persons, a corporation 
would receive the benefits o l the faster depreciation for investment occurring 
ooth w ithin and without the State. Ir  .teed. most o f the revenue loss that New 
York would experience from  adopting ACRS would actually be attributable 
lo investments made in other statei See id. In order to m inim ize this revenue 
loss a state that wished to adopt ACRS should lim it it only to in state invest 
ment, which is the approach New York recently adopted Even this approach, 
however, does not ensure that the resulting loss in revenue w ill be cost effec­
tive See id.

29 For example, shortly after New York adopted its double weighted 
receipts factor Massachusetts and Connecticut adopted sim ilar provisions. 
See Report by the Stall o f the Legislative Commission on the Modernize 
tion and S im plification of Tax Adm inistration and the Tax Law. The A rtic le 
9 A Franchise Tax The Double-Weiqhted Receipts Factor (May 1985)

30. Kieschmck. supra note 3 at 325. Moreover, some economists argue 
that business accounting and organizational structures can reduce the ef­
fectiveness of a tax incentive Tax incentives operate at the overall company 
level by reducing the lina l tax. But the problem that generated the need for 
• tax incentive is often focused at the plant level, where the plant manager 
is faced with the decision to  purchase equipm ent that would otherwise be 
unprofitable without the tax incentive Consider, for example, the investment 
tax credit (ITC) Unless the tax savings at ihe overall level are allocated within 
the company to the particular plant, that plant manager m igh t be saddled 
in the company s books w ith  a high pre ITC cost for the equipment See 
Surrev. Warren. McDaniel 0  A ull. Federal Income Taxation 1 1972) Vol. 1. p  271 
at n 21 Further, the plant manager or other persons in charge of purchas 
mg equipment may be unaware of the credit. A staff member of Minnesota s 
Taxation Committee expressed a s im ilar sentiment: Weve learned that 
accountants are better at discovering tax breaks than managers.' See D Frey. 
Economic Development Tax Incentives. A  Staff Perspective. Paper Presented 
at the National Conference of State Legislatures. July 22. !964.

31. Si .ire Taxation Policy, supra note I at 89.
32. The EIC can only be claimed by those firm s which have claimed ITC 

For a complete discussion, see Report by the S taff of the Legislative Com­
mission on the Modernization and Simplification o f Tax Adm inistration and 
the Tax Law. The New York Stale Investment and Employm ent Tax Credits 
iMarch t l .  1985)

33 See id. The federal government annually pubLshcs a supplement lo  
me budget which estimates tne cost of various tax incentives See Budget 
ol the United States Government. Special Analysis G. A lew states publish 
a sim ilar analysis

34 See Ernst 0  Whmney Faces C ivil Charges lor Oexcptive ITC 
S tudies Tas :holes March 22. I9 6 2 .p  770

35 See Stall Report, supra note 32 at 56.
36 See >d at 30 3 ) 3 5 3 6
37 A reduction in the rate o f the franchise tax would also have the effect 

described in the text A sta'e program mat was structured to  provide a tax 
tree benefit to a corporation would not have such an effect provided that

■ Continued ffom page 7
the program did not reduce a cost that a business would have otherwise 
incurred

30 See Staff Report, supra note 32  at 36-37.
39 The study compared the investment patterns o l 238 profitab le  non 

financial corporations w ith the federal taxes they paid in 1981. 1982. and 
1983 and concluded that evidence that the b illions o l dollars the lederal
ovcrnment spends each year on tax incuntives lo  encourage investment 
ave failed lo  achieve then purpose is overwhelm ing" See The Failure ol 

Corporate Tax Incentives A Study of Three Years of Growing Loopholes and 
L jqgm q Investment. Citizens for Tax Justice (1985) p 4 The study found 
lhai the 50 lowest taxed corporations had an average tax rale o l m inus 8 4 
percent (I e . they received tax refunds or sold then excess tax benefits) but 
reduced (hen investment by 21 6 percent I3y contrast. Ihe 50 corporations 
w ith the hiqhcsi tax rates increased then investment over ihe same period 
by 4 3 percent while paying 33.1 percent of then prolits in federal income 
taxes Moreover, although the low tax companies cut back on then new 
investment they increased then dividends at a pace mote than 30 percent 
greater than ihe high tax companies

40 The pressure exerted on some states to  repeal worldwide combined 
reporting provides a recent illustration See also note 41 infra

41 A spokesman lor General Motors, lor example, staled that the reason 
the corporation asked Oalnmore for a tax abatement (in addition to  non tax 
benefits that were already granted) was that wed be very irresponsible lo 
our shareholders not to  request it." See New York State Com ptroller Fiscal 
Research Report. Tax Concessions for Business Development (January 19811. 
R3.

M ichael Barkers description of the role o f business is more cynical 
In virtually every stale, businesses and their trade associations make 
an annual pilgrim age to the stale capital, pleading for additional 
tax reductions or tne creation of special investment incentives 
Armed w ith studies and charts, they attem pt to show why the state 
is suddenly In danger of losing jobs to other, more attractive areas 
Usually, they stress that the tax reductions being advocated pose 
no long term  threat to  the state s treasury and that prompt action 
on tax reductions w ill provide such a stim ulus to private taxable 
activities that the changes w ill pay for themselves, producing no 
net loss in slate or local revenues But the alternative is always dear 
W ithout action, disaster looms The stale s business climate w ill be 
severely damaqed Investment capital w ill flow elsewhere. Existing 
businesses will wither and die. Workers w ill go |0blesx Tax revenues 
w ill fall as industry stagnates Business interests w ill support other, 
more responsive candidates A blight w ill move across the face of 
(he land.

That such elforts continue to prove successful in the complete absence 
of any empirical evidence that state or local taxes play an im portant role 
m gu id ing business investment decisions Is no l surprising. Business lob 
bies are powerful in  state capitals. What very few numbers do exist concern 
mg th  • impact of taxes on business investment decisions have usually been 
furnished by the very people seeking tax relief. Stale Taxation Policy supra 
note I at xiil-xiv.

42 Various groups attem pt to measure a state's business climate. One 
well known attempt by Alexander Grant has been described as lacking rigor 
and scientific methodology. See Wheeler. Interstate Differences in Tax Costs 
to C o rp o ra tio n  A Look at Some Accounting Studies. In Michigan s Fiscal 
and Economic Struclu/e (Brazer 0 Laren eds. 1982) Prolessor Wheeler notes 
that (he Alexander Grant study does not c la im  to be. nor should it be con­
strued to  be. using scientific methodology in that a whole host of internal 
and external va lid ity  problems exist.' la. 252. The Grant study has been 
criticized for counting the same variable twice, relying on poor data sources, 
and im properly measuring the factors used. See Biermann. The Validity 
o l Business C limate Rankings. A Test." Industrial Development. MarchiApnl 
1984). p  17.

Attempts to measure a state s business climate often suffer from the prob­
lems encountered in measuring a state s tax burden: most business climate 
studies are not industry specific and are thus too  general to  be very useful. 
Disparate industries are like ly  to have very different impressions o f a state s 
business clim ate and a general study that ranks various aspects o f doing 
business in a state cannot reflect the priorities o f every sector of the economy

Fantus Corporation contends (hat business clim ate studies are 
inappropriate and unusable In the site seleciion process. See Biermann. 
supra. Fantus described (he Grant study, supra, as a tremendous disser­
vice for states and industries because it  Is to  m is le a d in g .. .the ranking i t  
subiectrve and uses general data that are m isleading because they d o n t 
come to  grips w ith  the specific needs o f companies in specific locations ' 
Id- 23.

43. The North Carolina director o f industrial development stated Exist­
ing industries in most cases pay for incentives, and we d o n t burden our 
industries with th a l We treat everybody equally.”  Wall Street Journal June 30. 
1978 p  17

44 Tax subsidies tend to  provide windfalls to  large, well established 
companies and have litt le  meaning for new sm all companies that offer the 
areatest potential for local economic development Jack Faucett A i-oc  a irv  
Effectiveness of Financial lncenin.es on Investment in the Economic Deiw/op- 
mem Admimsirjtion s Designated A/ras. Economic Development Administra­
tion. U S  Department of Commerce (June (9 7 6 ) p  ill.

45. Schmenner. supra note 14 at 58 Some persons have argued that tax 
concessions should be viewed in terms o l their announcement e llect—that 
ihe businessman is a hero who is admired and loved by th t  citizenry 
Southern policymakers a r t  olten described a t accomplished practitioners 
of this stroking policy See Shannon State Income Taxes—Lzvmg with Com 
plenty. National Tax Jbu m a f(l9 77 ) p  339-340. Schmenner t  recommenda 
tio n t would seem to serve th is purpose.

In discussing the psychological e lle c lt o l investment incentives on 
business climate, one economist concluded. ~ Unloitunately. about a ll one
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can do about tuch m atter* i t  to no t* ih t ir  existence and our inab ility  to say 
anything detinue about them ' B ird Tax Ineentiues foe Investment The Slate 
ol the Art (1980) p 49 n. 10

46 A 1979 survey conducted lor the Chemical Bank asked the question- 
If you had to choot* between general tax relief and Stale assistance anJ

incentives for business, which m ould be ernphasited to improve ihe Stale t  
business c lim a te )' O f the 898 businessmen questioned. 76% chose qenaral 
tax lene l See New York Slat* Comptroller. Fiscal Research Report. Tax Con 
ce ts io n i for Businesx Development I January 19811. p  4

47 On# representative of a prominent M a ttachu ta itx  lobbying group 
was reported as staling that he would prefer an ou trigh t cut m the state s 
corporate income tax rate but since that was hard to obtain, lax Incentives 
w ill have io  do Anoiner lobbyist who was instrum ental in the adoption of 
the Massachusetts |Ob creation tax credit stated that his o igao ira iion  fully 
intended the credit to  be a g i f t ' to companies lo  compensate them for 
the States high lax rates See Harrison and Kanter. The Great State Rob­
bery (W orking Papers (or a New Society. Spring 19761. p  57.

As this essav goes to p'ess Stanley Fink. Speaker o l Ihe New York Stale 
Assembly, i t  planning io  introduce a b ill that would elim inate many o l the 
special p iov is ion t in  the New York corporate lax. coupled w ith a dramatic 
reduction m the rates H it b ill would reduce (or leave una lfecttd ) (he taxes 
paid bv 99 percent o l the corporations in ihe stale Speaker Fink s proposals 
are philosophically s im ilar to those being proposed by the US. Treasury 
Department lor reform ing the lederal corporate income lax

48 S iocktr. A Fiscal Strategy of Ohio Economic Development. I l l  
Bulletin ol Business Research (May 1977)

49 The simulations conducted actually understate New York * attrac 
iive n e tt tor four reasons. First, ihe S u te s  u x  lew has extremely favorable 
rules on ihe taxation o f dividends, interest, and capital gams. These rules 
were not simulated because only income from  manufacturing activities was 
modeled.

Second, the manufacturing firm s that were simulated were assumed to 
have a pattern o l sales lhat would magnify and exaggerate Ihe impact of 
adopting more tlnn qen t changes in the taxation o f corporations For 
example, the firm s modeled were those which would experience nearly the 
greatest decline in alter tax rates o f return i f  a throwback rule were in tro ­
duced or if a single weighted receipts lactor were adopted The overall 
decline in after lax rates o f return which would actually accompany these 
changes, even though modesi. were nonetheless overstated.

Third, ihe  computer model assumes that an out o f state firm  would ex

pand m New York through a branch ra th tr than through a new subsidiary 
If a combined report i t  filed, the Ux conteguances will bx identical reqardiesi 
o f whether tha out o f slat* firm  expands through a branch or inrouqn a suo 
tid la ry  If a combined report I t  not filed, however very different lax cons* 
guences can result By creating a subsidiary for n t  New York operations 
an out o l state corporation can achieve even more lavorebie le t  results than 
those indicated in the Staff Report supra no t* 5 (Jsmg orthodox tax pu n  
ning techniques the subsidiary can reduce n t New York taxable income 
through payments to its patent tor other related corporations) for goods or 
tervicet. tuch  at legal fees accounting feet, advertising expenses steward 
ship costs, and interest. These expenses would be deductible a t costs of 
doing business and th u t reduce Ihe corporation s New Yore taxable income 
If the payee is tubiect to a lower tax rale then the payor •  net savings results 
The creation of a branch in New York would not allow this tam e flex ib ility  
and thus the simulations understate ti j competitiveness of the New York 
lax structure

Fourth a ll other states were assumed to  have adopted the federal ACRS 
rules on depreciation To th t  extent that tom e of tha t*  steles have decoupled, 
t h t  sim ulations make New York appear text attractive men n it.

50 Theoretically, if on ly a few firms were influenced by a tax Incentive 
to  locale (or remain) in  New York. Ihe resulting benefits might still outweigh 
the venous costs end inequities that are identified in  the text Evaluating 
the benefits generated when a firm  i t  induced io locale in New York involves 
a complex te l of Issues; Are the kinds of firm s or investments attracted bv 
tax incentives consisieni w iih  ihe long term  interests of the State) W ill the 
new corporation t  employment, investment, and environmental policies com­
port w ith the needs o f tne local com m unity) W ill the new lum ormg n t own 
work force o r absorb local unemployed persons) W ill p ro lit*  bv me turn be 
invested locally or outside the State? W ill raw materials and other .npu tt 
be purchased from local firms or from our c f state turns) Whei services such 
as water, transportation, and watte disposal w ill be required by the new firm  
end how w ill these be financed)

One* the benefits have been quantified, they can be compared to the costs 
o f the tax incentive to tee whether the incentive was e sound policy or 
whether there were more cost efficient means of achieving me seme goals 
A lthough quantify ing ihe benefits generated by a new firm  is exceedingly 
com plex, some commentators have concluded that the types o l businesses 
m ost like ly to  be a traded  by tax incentives pay low wages, otfer poor worn 
ing conditions, and provide unstable employment. See R Vaughan, supra 
note I I  at 94 (c iting Harrison and Kanter)

MTC Annual Meeting 
Covered Wide Range of Tax Subjects

R e p re s e n ta t iv e s  of  tw en ty -e ig h t  s t a t e s  a n d  o f  m a n y  
b u s i n e s s e s  a t t e n d e d  th e  C o m m is s i o n 's  E ig h te e n th  
A n n u a l  M e e t in g .  This  y e a r 's  m e e t i n g  c o n s is te d  of  
p r o g r a m s  o n  S a l e s  a n d  CJse Taxes. E n fo r c e m e n t  
Efforts .  P r o p e r ty  Taxes. C o r p o r a te  I n c o m e  Taxes, a n d  
N a t io n a l  Taxes.

SALES AND USE TAXES
U n ta x e d  Mall O r d e r  S a l e s  f ro m  O u t - o f - S t a t e

Plight o f  th e  In-S ta te  Retailer 
T h e  firs t  p r o g r a m  a d d r e s s e d  th e  b u r g e o n i n g  m a i l ­

o r d e r  p r o b le m  w h ic h  faces  t h e  s ta te s .  A r th u r  W heeler .  
E xecu tive  D irec tor  o f  th e  N orth  D ak o ta  Retailers ' A sso ­
c ia t io n .  l a m e n t e d  th e  fact th a t  s o  m a n y  sa le s  a r e  m a d e  
in to  h is  s t a t e  by  ou t-of-s ta te  m a i l  o r d e r  s e l le rs  w h o m  
h is  S ta te  c a n n o t  requ ire  to  co l lec t  a n d  re m i t  ap p l ic a b le  
u s e  tax. S in c e  t h e  S ta te  c a n n o t  effec tive ly  en fo rc e  th e  
p a y m e n t  o f  t h e  ta x  by e a c h  in d iv id u a l  b u y e r  (it d o e s  
n o t  e v e n  rece ive  an y  in f o rm a t io n  w ith  r e s p e c t  to  su c h  
s a le s  f ro m  t h e  sellers) ,  Ih e  r e su l t  is. a c c o r d in g  to  
W h e e le r ,  "a n  u n r e c o g n iz e d  f o rm  o f  ta x  relief for out- 
o f -s ta te  d i r e c t  m a rk e te r s ."  In -s ta te  s e l le r s  m u s t ,  h e  
p o in t e d  o u t .  c o l le c t  a n d  r e m i t  s a le s  ta x  w ith  r e sp e c t  
to  e a c h  s a le  o f  t h e  s a m e  i t e m s  a s  t h o s e  w h ic h  su c h  
o u t-o f  s t a t e  s e l le r s  m a r k e t  tax-free. H e sa id  t h a t  th e

s a m e  s i t u a t io n  p reva i ls  a c ro s s  th e  coun try .  M an y  m ail  
o r d e r  s e l le r s  c a n  b e  re q u ire d  to  co l le c t  a n d  r e m i t  th e  
ta x  by v i r tu e  o f  t h e  fact th a t  th e y  h av e  a ju r isd ic t io n a l  
n e x u s  in  a  s ta te .  i.e. th e y  have su f f ic ie n t  c o n ta c t s  with 
t h e  s t a te  to  a l lo w  th e  S ta te  to  i m p o s e  th e  co l lec t io n  
a n d  r e m i t t a n c e  r e q u i i e m e n t  o n  th e m .  T h u s ,  S e a r s  
R o e b u c k  is s u b je c t  to  th a t  r e q u i r e m e n t  in all s ta te s  
b e c a u s e  o f  th e  fact th a t  It h a s  a t  leas t  o n e  s to re  in e a c h  
s ta te .  However, u n d e r  a  1967  U.S. S u p r e m e  C ourt  
d e c i s i o n  in  N ational Bellas H ess u. Illinois D epartm ent 
o f  R even u e , s e l le r s  w h o  o p e r a t e  so le ly  t h r o u g h  th e  
m a i l s  o r  h av e  s im ila r ly  m in im a l  c o n t a c t s  w ith  a  s ta te  
c a n n o t  b e  s u b je c t e d  to  th a t  S ta te ' s  tax co l lec t io n  
ju r i sd ic t io n .

W h e e l e r  re fe r re d  to  p r o p o s e d  federa l  leg is la t io n  
w h ic h  h a s  b e e n  d r a f te d  by s t a te  tax  a d m in i s t r a t io n  
o ff ic ia ls  for th e  p u r p o s e  o f  e x te n d in g  t h e  ju r isd ic t iona l  
' e a c h  o f  th e  s ta te s  to  e n a b le  t h e m  to  im p o s e  t h e  co llec­
t io n  r e q u i r e m e n t  u p o n  s u c h  ou t-o f-s ta te  d i re c t  m a r ­
k e te r s .  T h a t  p r o p o s a l  w ou ld  c a u s e  th e  r e q u i r e m e n t  to  
t r i g g e r  w h e n  t h e  s e l le r  e x c e e d e d  a ce r ta in  th r e s h o ld  
level of s a le s  in to  a  s ta le .  W h e e le r  o b je c te d  to  th e  
e x e m p t i o n  o f  s u c h  sa le s  below t h e  th re sh o ld  level, s ay ­
in g  th a t  th a t  w o u ld  still b e  unfa ir  to  in s ta te  se l le rs  a n d  
to  b u y e r s  f ro m  in  s ta te  se llers.  (It a p p e a r s  likely, how ­
ever. t h a t  t h e  ta x  co l lec t io n  r e q u i r e m e n t  c o u ld  a p p ly  
to  all s a le s ,  in c lu d in g  th o s e  b e lo w  t h e  th re sh o ld ,  b u t  

_______  Continued on pjge 10
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T H E  R O L E  O F  T A X A T I O N  I N  S T A T E  B U S I N E S S  C L I M A T E

Introduction

Tax policy is one of the most difficult and publicly scrutinized issues that 
state policymakers encounter. Legislators must balance many concerns when 
deciding upon tax questions. Undoubtedly, they seek to keep the level of taxation 
reasonable while also addressing demands and needs for public spending. The 
fairness and efficiency of taxation are other im portant considerations in tax policy. 
Lawmakers pursue tax fairness by attempting to tailor tax burdens to the 
taxpayer's ability to pay and by taxing individuals and businesses in similar 
circumstances under the same rules. Furtherm ore, since taxes can distort economic 
decision-making and lead to a less efficient allocation o f resources, this 
consequence of tax policy must also be weighed.

In recent years, another issue has come to dom inate tax debates in state 
capitols. Legislators and public officials have been warned that their tax system is 
the key to their econom ic fortunes -  if their tax system is not competitive with 
those o f o ther states, then businesses will chose to invest and create jobs in those 
states where taxes are lower and tax incentives for business investment arc 
greater. Since private business investment generates most employment and income 
growth, the com petitiveness o f state tax systems is largely a question of how 
differences in sta te  and local taxes effect business investment and location 
decisions . Consequendy, the effect of taxes on business location and investment 
decisions is the primary subject of this paper. Since it dom inates tax policy debate 
in many states, policymakers need to understand how taxes may shape economic 
developm ent and the results of empirical research on this question. Special 
a ttention to this issues is not m eant to imply that competitiveness should be the 
major consideration in making tax policy. Tax competitiveness is only one 
characteristic that legislators need to consider alongside traditional concerns of 
adequate and stable revenue sources, tax fairness and econom ic efficiency.

This paper is divided into five sections. The first section discusses the 
potential effect o f taxes on business investment and job growth. In the second 
section, the specific effects of different types of taxes are outlined. The next two 
sections sum m arize and critique empirical studies of taxes and economic 
development, first focusing on the cost impact of taxes and then looking at the 
indirect effects o f taxation on population. Finally, the conclusions of the paper are 
presented.



1.0 Taxesand Econom ic Growth; The M aior Tssnes
V

1.10 The Role of Different Business Investm ent Decisions in Job Creation

Business investment decisions are the m o t o r  b e h i n d  state job a n d  i n c o m e  

growth. Different regions a n d  states experience varying e c o n o m i c  conditions, 

largely b a s e d  u p o n  their particular pattern o f  business investments.1 O n e  recent 

study suggests that plant closing rates vary far less than job r e p l a c e m e n t  rates by 

region a n d  therefore, the rate of n e w  job creation is a m o r e  significant factor in 

e c o n o m i c  growth.2 Since job creation results f r o m  several kinds of business 

investment, the i m p o r t a n c e  of taxes a n d  other factors will vary with the type of 

investment involved.3 Th u s ,  state policy-makers n e e d  to k n o w  w h i c h  investment 

decisions are the largest contributors to e c o n o m i c  g r o w t h  a n d  w h i c h  are m o s t  

sensitive to tax considerations. Current research suggests that investments which 

are the largest sources of n e w  jobs are the least likely to b e  affected by tax 

considerations while the investment type that is m o s t  sensitive to taxes is a 

relatively insignificant source of job growth.

J o b  generating investment decisions can b e  g r o u p e d  into four categories:

(1) starting a n e w  business;

(2) e x pansion at a n  existing site (with o r  without a d d i n g  n e w  facilities);

(3) o p e n i n g  a n e w  b r a n c h  plant; a n d

(4) relocating a  plant or business.

Several studies indicate that on-site e x p a n s i o n  is the m o s t  important source 

of n e w  jobs while business relocations arc relatively unimportant. R o g e r  

S c h m e n n e r i s  census o f  e m p l o y m e n t  a n d  investments at 4 1 0  o f  the nation’s largest 

corporations during the 1970s uncovered that 6 0 %  of national job g r o w t h  at these 

firms resulted f r o m  on-site expansions, net o f  contractions. A n o t h e r  3 6 %  of 

e m p l o y m e n t  gains w e r e  f r o m  n e w  branch plant e m p l o y m e n t  in excess of job loss 

f r o m  plant closings. E m p l o y m e n t  growth at relocating plants accounts for only 4 %  

of the national job creation by these large c o m p a n i e s .  Results for the Sunbelt w e r e  

different, with n e w  plant e m p l o y m e n t  being the largest source of n e w  jobs. Since 

these findings apply only to large firms, they d o  not m e a s u r e  e m p l o y m e n t  fro m

lScc Roger W. Schmenner, Making Busing?? Locanon Decisions (Englewood Cliffs, New 
Jersey:Prennce-HalI. Inc. 1982), pp. 164-199; and Candee S. Hams, “The Magnitude of Jab Loss from 
Plant Closings and the Generation of Replacement Jobs: Some Recent Evidence." The Annals of the 
A m e r c a n  A c a d e m y  of Political an d  Social Science 475 (September 1984). pp. 15-27 for a detailed 
analysis o f this issue.

: See Hams. pp. 23-25.

3Sce Harold Wolman. Components employment Change m Local Economies: A B c v r*  r<i
Crmeue o f the Litcrarurc (Washington. DC . The Urban Insntute. 1979), pp. 22-29. which discusses
how the causes oehmd different sources ot job creation are likelv to vary by investment type.



two of the three m o s t  important job generating business investment decisions -  

the start-up of a n e w  business a n d  o n  site e x p a n s i o n  -  typically d o  not involve 

this type o f  site selection and, therefore, taxes are unlikely to be a location 

factor. E n t r e p r e n e u r s  typically start their business w h e r e  they w o r k  a n d  live; they 

d o  not search o ut the optimal location.7 This location m a y  b e  necessary for access 

to expertise at a university or to b e  close to a m a j o r  customer. Alternatively, the 

entre p r e n e u r  m a y  simply be choosing to stay in a n  ar e a  that is k n o w n  a n d  liked. 

F u r t h e r m o r e ,  corporate profit a n d  property taxes arc a m i n o r  c o n cern for n e w  

firms since they usually arc not profitable in the initial years a n d  d o  not hav e  

substantial assets. Consequently, tax costs are likely to b e  quite small.

E x p a n s i o n  at a n  existing site is also insensitive to taxes. In m a n y  cases, 

expa n s i o n  at a n  existing site m a y  simply involve a d d i n g  e m p l oyees, a shift a n d  

s o m e  e q u i p m e n t ,  raLher than n e w  construction. Since, in this case, expansion doe s  

not require a n e w  site, alternative sites, including their tax consequences, are 

unlikely to b e  considered a n d  evaluated. W h e n  o n  site expansion d o c s  involve n e w  

construction a n d  additional facilities, it is likely that the advantages of remaining 

at the s a m e  site (lower land costs a n d  e c o n o m i e s  of scale) a n d  the p r o b l e m s  of 

dividing u p  operations will either preclude a  search for a n  alternative site or 

o u t w e i g h  cost savings at other sites. Detailed studies of business location decisions 

indicate that o n  site expansion is the m o s t  frequent expansion route c h o s e n  by 

c o m p a n i e s . 8

R e l o c a t i o n  of a n  existing business or facility a n d  establishing a branch plant 

are the t w o  situations w h e r e  tax considerations will m a t t e r  most. T h e s e  decisions 

are likely to involve information gathering a n d  c o m p a r i s o n  of alternative sites, 

especially w h e n  the firm is large. W h e n  different sites arc c o m p a r e d ,  the tax costs 

at e a c h  site m a y  be estimated a n d  considered in evaluating the costs a n d  benefits 

of different locations.

Interstate tax differences, h o w e v e r ,  are irrelevant for m o s t  relocations since 

m o s t  firms relocate o v e r  a small distance. O n e  study estimated that 80-909& of all 

relocations are short distance m o v e s  a n d  are primarily motivated by space 

considerations.9 E v e n  a m o n g  large Fortune 5 0 0  c o m p a n i e s  m o s t  plant relocations 

are short-distance. Since "the interstate, inter-regiona’ ‘''cation is a  rare event,"10 

differentials in tax rates a m o n g  states are ’*•' i influence m o s t  business

7T his p o in t is m ade by Eva M ueller and Jam es M . M organ. " lo c a n o n  Decisions of 
M anufacturers.'* A m crcan  Economic R r - r v  52 (M arch 1962). pp. 204-217; and by W olm an pp. 23-25.

♦ •
3Sce R o g er W. Schm enner. Summary of F l i n g s -  T he M anufacturing Locanon Decision- Evidence 

from r ;n c in n a n  and 'tr.v England (C am ondage, M assachusetts: H arvard Business School. M arch 
1973), p. 2.

9See S ch m en n er (1978), p. 9.

50Schmenner (1982). p. 179.



is perhaps the most im portant determ inant o f business location and employment 
growth . 13 Thus trends in population growth and migration partly influence business 
location since they determ ine the distribution of consumer demand. Access to 
markets is likely to be most important for industries that produce goods with low 
value to weight ratios and where transportation costs are large . 14 A location close 
to customers can also be im portant for firms that supply intermediate products to 
o ther industries. When supplier firms need to regularly share information with 
customers, observe and understand their operations and meet tight scheduling 
requirem ents, proximity may be a determ ining factor in location.

Supply, of production factors. Labor, m aterials, land and energy are necessary 
inputs for production. Any plant must have an adequate supply of these resources 
to be profitable. Labor is generally the m ost im portant factor, representing the 
largest single cost and value component for most industries. Consequently, a plant 
must be located in an area where there is a sufficient supply of workers and 
where the required mix of skills is available. For firms that require highly skilled 
labor such as engineers, com puter programmers, o r scientists, the supply of skilled 
labor can be a major location factor. Similarly, technology-based operations may 
need a location that provides access to research, training and expertise at a 
university. While raw m aterial supplies arc not generally a major location factor, 
they are important for resource based industries such as paper, food processing and 
oil. 13 Energy and land availability arc less im portant issues since they are 
generally available nationwide. However, land and space considerations can 
influence the choice of suburbs over central cities for manufacturing plants.

Production and Distribution Costs. Labor and transportation costs are 
generally the most im portant location cost factors. Several studies indicate that a 
large share of manufacturers is sensitive to transportation costs . 16 A study that 
sim ulated labor, transportation, tax and energy' costs for manufacturing industries 
across the continental United States found that labor and transportation costs 
greatly exceed tax and energy costs for virtually all industries at the 2 digit SIC 
code . 17 The location of facilities that serve a national or large regional market 
will be affected by the cost of transporting goods to consumers, and will thus be 
influenced by the distribution of population. Labor costs are a consideration for

l3See Vaughan (1977), pp. 49-53 and (1982), pp. 21-23.

l4Schmcnner (1982), p. 37.

l3Schmenner (1982), p. 37.

,6See Vaughan (1982). p. 23.

, : See Barr/ M. Rubin and C Kurt Zorn. "A Comparative Analysis o f Interstate Variation in
Manufacturing Industry Business Costs'* Center for Urban and Regional Analysis. School of Public and
Environmental Atfairs. Indiana University, 1983.



of industrial concentration . 23 Location in a industrially developed and diversified 
economy may also benefit firms that rely on specialized business services and a 
range o f labor force needs.

Relationship to O ther Plants and O perations. When a firm establishes a new 
branch plant, it must consider how this plant fits into its existing operations. The 
relationship of a new branch plant to o ther plants will depend on a firm’s 
organization and m ultiplant manufacturing strategy. Schm enner outlines four 
possible strategies:

( 1 ) a product plant strategy where a plant or a few plants produce a 
product for the entire domestic m arket;

(2 ) a m arket area  plant strategy w here a plant produces a product or 
product line for an entire regional m arket;

(3) process plant strategy where a p lant is assigned a specialized stage in 
the production process for a more complex product; and

(4) general purpose plant strategy where a plant can take on a broad range 
of responsibilities with an assignment to a product, m arket area or 
process for a set period of time depending on changing conditions . 24

Process plant strategies are most likely to require plant locations that are dose to 
and closely related to o ther plants, while each m arket area plant will be placed in 
a separate  region. T he direct and logistical costs of moving people and materials 
between plants can be significant and may lead firms to cluster plants within one 
area, especially for firms following a process plant strategy . 25

r.nenl Characteristics. A  num ber of local conditions, some of which are not 
directly related to dem and, cost o r supply issues, arc important in business location 
decisions . 2 6  The quality of life in an area can influence the decision o f where to 
site a p lant or corporate headquarters. Firms are likely to prefer an area with 
good recreational and cultural amenities, good schools and less congestion and 
pollution. Quality of life consideration may be weighed heavilv for plants that must 
attract and  retain a m ore mobile, professional workforce.2̂  Several factors that 
shape the local quality o f life depend on public goods and services, e.g., recreation 
facilities and education. Local attitudes and leadership may aiso be considered.

a ACIR. p. 37.

24Sce Schmenner (1982). p. 11*12 for a discussion o f the classification.

^Schmenner (1982). p. 39.

^Sec Vaughan (1977), pp. 77*79 on these locanon factors.

•^Schmenner (1982), p. 38.



Two im portant econom ic trends provide a compelling explanation for why the 
Sunbelt grew faster than the Frostbelt since W orld W ar II. The first trend is the 
substantial shift in population from the N ortheast and Midwest to the South and 
Southwest. This pattern  of population shapes business locations in many ways. It 
has greatly increased consum er demand in these regions and shifted the locus of 
plants that serve national m arkets southward. It has also increased the labor supply 
for businesses in these regions. Secondly, U.S. industry has undergone a process of 
decentralization that has been reinforced by the  shifts of population southward and 
the developm ent o f a large interstate highway system. With industry highly 
concentrated in the N ortheast and Midwest a t the end of W orld W ar II, the greater 
growth in the Sunbelt is understandable as pa rt o f a decentralization process. As 
industry expanded during this period, it spread plant locations throughout the 
nation partly in response to a more decentralized population, partly to take 
advantage o f  better access to markets and  m aterials provided by a national 
highway system, and partly to reduce vulnerability to disruptions from labor 
stoppages, w eather ana natural disasters that were greater when production was 
centralized in one or two regions . 29

1-30 T he Potential Effect of Taxes on Business Investment

D irect Effect on Business Costs. State and  local taxes may affect businesses 
in several ways and these effects can vary w ith the scope of the geographic region 
considered. Taxes may directly affect businesses by increasing their costs. If all 
other costs are  the same, then a higher tax bill will reduce profits and lower a 
firm’s rate o f return. Since state and local taxes differ across jurisdictions, 
businesses will face lower tax bills in some states than in others. A business could 
increase its profit rate by making its plant investments in the lower tax state, 
assuming revenues and all o ther costs arc not affected. Theoretically, this potential 
consequence of taxes could, over time, result in greater levels of investment and 
employm ent in states with lower taxes than in states with higher taxes.

The investm ent impact of tax differentials is far more complicated than this 
simple hypothesis for several reasons. First, the crucial "ceteris paribus" assumption 
(everything else being equal) is not true. Non-tax costs vary considerably across 
states and a re  generally m ore significant than  taxes. Second, a tax collected from 
a business is not necessarily paid by the business's owners. A  firm may be able to 
shift taxes, such as sales and property taxes, forward to consumers o r backward to 
factor suppliers. If the cost of taxes is no t ultimately paid by the firm, then 
profits will no t be affected. While the ultim ate tax incidence question has been 
well researched, no clear conclusions have been reached . 3 0  Third, differences in 
property tax rates may be offset by their capitalization in land value, thus

29The role of decenrralizanon in the post war pattern of business investment and employment 
growth is discussed by several authors. See Mueller and Morgan, p. 14; and Schmenner (lfS2). pp. 
167-172.

30For discussions of tax incidence see Kieschmck. p. 5: and Lester Thurow. The fn-niq ^
T:rc< *n  Amercan Economy (New York: Praegcr Publishers. 1971), chapter 4.
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certain population groups. These incentives a ttem pt to use taxes to make the 
desired action economically advantageous through the value of tax savings. To be 
effective, a tax incentive must actually cause a firm to take a desired action it 
would not otherwise take rather than provide a windfall benefit to firms that 
would have acted the same way without the incentive. To be an efficient 
expenditure o f public dollars, the public benefits generated by those firms which 
acted due to the incentive must exceed the foregone tax revenues from all business 
who use the incentive.

Interregional and Tntrnrcgional Effects. As m entioned earlier, the influence of 
tax costs on business investments may vary depending on the geographic area. 
Since access to markets and resources, the nature o f the labor force, labor costs, 
transportation costs, energy costs and other business location considerations vary 
enormously between m ajor regions of the U nited States, we would expect the 
impact o f different tax bills to be less significant across regions. However, within 
the same state, among bordering states and within m etropolitan areas, where major 
business factors are fairly similar, the variation in taxes may take on more 
significance. Similarly, people may be more likely to locate based on tax 
considerations when the underlying climate, econom ic conditions and quality of life 
is similar within an area. Therefore, we might expect the potential influence of 
taxes, both dirccdy and indirectly, to be g rea ter within regions than across 
regions. This evaluation of the evidence on the effect o f taxes on economic 
growth, therefore, will consider separately the impact between regions and the 
impact within a  state o r m etropolian area.

The Im portance of Federal Taxes. State and local taxes interact with federal 
taxes as they influence econom ic decisions. Since federal taxes are significantly 
greater than state and local taxes, federal tax policy is an im portant constraint 
and influence on the potential effect of sta te  and local taxes on business 
investment. The ability o f businesses to deduct state and local taxes from their 
income for federal purposes reduces the actual cost of these taxes and the 
magnitude of differentials between jurisdictions . 3 3  With most corporations now 
paying a federal marginal tax rate of 4 6 each S100 o f state and local taxes paid 
reduces federal tax liability by S46 and thus is actually an effective tax of only 
S54. Thus, federal deductibility will reduce a S100 tax differential between two 
states to a $54 differential. Although federal deductibility does not change the 
relative difference between taxes across states, it does alter the size o f the state 
and local tax bill and thus the importance of taxes in comparison to o ther location 
costs. Federal deductibility also significantly reduces disparities in personal income 
taxes among states and thus mitigates the potential impact of these taxes on 
population m igration . 34

33Sce H erm an  B. L eonard . U nchecked Balances- The O u ter S ide of Public Spending iNew York:
Basic Books. 1986), p. 134.

34See ACIR. pp. 19 and "



2.0 The Potential Effects of_Maior State and-Local Tares

It is L ie  v a r i a t i o n  in s t a te  a n d  lo c a l ta * c s  a c ro s s  ju r i s d ic t io n s  th a t  po ten t ia l ly  
a f fec ts  b u s in e s s  a n d  ind iv idua l l o c a t io n  dec is ion s ,  a l t e r in g  the  d is tr ib u t ion  o f  
e c o n o m ic  g row th .  S ta t e s  a n d  loca li t ie s , h j \  ever, v a ry  n e t  o n ly  in  th- tr level o f  
taxes  b u t  in  th e  tax  m ix  th ey  em p loy . T w o  s ta te s  w ith  s im i l i a r  o v e ra l l  tax b u r d e n  
m ay  h a v e  v e ry  d i f f e r e n t  tax  s t ru c tu re s ;  o n e  s ta te  m ay  re ly  heav i ly  o n  sales a n d  
p r o p e r ty  tax e s  w h ile  th e  o t h e r  la rge ly  d e p e n d s  o n  c o r p o r a t e  a n d  p e r s o n a l  in com e 
taxes. S in c e  th e  m y r ia d  s tu d ie s  o n  taxes  a n d  e c o n o m ic  g ro w th  use a  varie ty  o f  tax 
b u r d e n  m e a s u re s ,  it is im p o r t a n t  to  c o n s i d e r  how  p a r t i c u la r  taxes  m ay  in fluence 
e c o n o m ic  g ro w th  b e f o r e  e v a lu a t in g  t h e i r  resu lts . T h is  s e c t io n  d iscusses the  
r e l e v a n c e  o f  o v e r a l l  tax  b u rd en ,  a n d  th e  fo u r  m a jo r  s t a t e  a n d  local taxcs-  
p ro p c r ty ,  sa le s,  p e r s o n a l  in com e  a n d  c o r p o r a t i o n  in com e  -  to  th e  d e b a te .

2.10 O v e r a l l  T a x  B u rd e n

T h e  m o s t  c o m m o n  way to  c o m p a r e  tax e s  a c ro s s  s t a te s  is to  u se  an  agg rega te  
m e a s u r e  o f  to ta l  tax  b u rd e n .  P e r  c a p i t a  tax  r e v e n u e s  a n d  tax  r e v e n u e s  as a  s h a re  
o f  p e r s o n a l  in c o m e  a r e  th e  tw o  m o s t  c o m m o n  m e a su re s  o f  to ta l  tax bu rd en . S ince 
fe e s  a r c  a l s o  u s e d  to  f in an c e  g o v e rn m en t  se rv ice s ,  it is a p p r o p r i a t e  to  inc lude  b o th  
tax  a n d  fe e  r e v e n u e  (usua lly  c a l le d  ow n  s o u r c e  rev enue)  in th e se  figures. M any  
s tu d ie s  re ly  o n  th e s e  ind ica to rs .  T h e  G r a n t  T h o r n t o n  s ta te  bu s in e s s  c l im a te  rank ing  
u se s  s t a t e  a n d  lo c a l  ta x e s  p e r  S1000 o f  p e r s o n a l  in com e  as  its tax  b u rd e n  m easu re .  
T w o  r e c e n t  s tu d ie s  o f  in te r s ta te  e f fe c ts  o f  taxes o n  b u s in e s s  in v e s tm en t  a n d  
e m p lo y u m e n t  g ro w th  a l s o  u se  o v e ra l l  tax  b u r d e n .35

A g g r e g a t e  tax  m ea su re s ,  how eve r,  d o  n o t  a c c u ra te ly  r e f le c t  th e  tax b u rd en s  
t h a t  m a t t e r  to  b u s in e s s e s  a n d  ind iv idua ls .  F i rm s  sh o u ld  b e  in t e r e s t e d  in taxes th a t  
a r e  d i r e c t  c o s t s  to  th em .  A  high tax  b u r d e n  d u e  to  a  l a rg e  sa le s  tax  fo r w h ich  
g o o d s  a n d  e q u i p m e n t  u sed  in m a n u f a c tu r i n g  a r e  e x e m p t  (a fa ir ly  c om m on  
e x em p t io n )  s h o u ld  n o t  m a t t e r  to  a m a n u f a c tu r i n g  business. S im ilarly , w e  w ou ld  n o t  
e x p e c t  h igh  tax e s  to  d i s c o u ra g e  ind iv idu a ls  f r o m  m ov ing  to  o r  r em a in in g  in a s ta te  
if  th e  m a j o r  tax  w as  a n  o il s e v e ra n c e  tax  a n d  en e rg y  co s ts  w e r e  a  sm a l l  sh a re  o f  
in c om e .  A la s k a  is a  g o o d  ex am p le  o f  th is  p ro b lem .  A la sk a  h a s  th e  h ig h e s t  ov e ra l l  
ta x  b u r d e n  p e r  S1000 o f  p e r s o n a l  in com e . H ow ev e r ,  s ince m o s t  o f  its r e v en u e s  c om e  
f ro m  o i l  s e v e r a n c e  taxes, th e  taxes p a id  by a  m a r r i e d  c o u p le  in A la s k a  a re  th e  
low e s t  in  th e  n a t io n .36

D i f f e r e n t  taxes, tax  bases, a n d  ra te s  a c ro s s  s ta tes, as w e ll as  (he com p l ic a t io n  
o f  tax in c id e n c e  a n d  cap i ta l iz a t io n ,  m a k e  it d if f icu lt to  g e t  a c c u r a te  d a t a  on  th e  
a c tu a l  tax  b u r d e n s  fo r  c o rp o r a t io n s  a n d  ind iv idua ls .  T h e r e fo r e ,  o v e ra l l  tax b u rd e n

3JSee B. Benson and R. Johnson. “Capital Formanon and Interstate Tax Competition:" and 
Michael Wasylenkn. T h e  Effect of Business Gimare on Employment Growth; A Report to The 
Minnesota Tax Study Commission." 23 June 198A cued in Neteer. p. 25.

36See AC1R. Siimftcant Futures Ctot r ^era(i?m. FJu>on {Washington. DC.
ACIR. 1986). pp. 52 and 123.



- 17

2 3 0  Corporate IncomfiJTaraa

In  1984, forty-five s t a t e s  c o l l e c te d  S15x5 b i l l io n  in c o r p o r a t e  in com e  taxes, 
r e p r e s e n t in g  on ly  3.1% o f  s t a t e  a n d  lo c a l  r e v e n u e s  n a t io nw id e .  C o r p o r a t e  tax ra te s  
a n d  tax  bases, l ike  th e  p e r s o n a l  in c om e  tax, v a ry  to  a  la rge  e x te n t  a c ro s s  s ta tes. 
T o p  r a te s  r a n g e  f r o m  235%  in M ich ig an  to  11.5 %  in C onn e c t ic u t .  T h e r e  a re  a lso  
d i f f e r e n c e s  in d e p r e c ia t io n  sch edu le s ,  i n v e s tm e n t  ta x  c red i ts  a n d  th e  a l lo c a t io n  o f  
in c o m e  fo r  m u l t i s t a t e  firms.41

S in c e  c o r p o r a t e  in com e  taxes a r e  a  c o s t  to  b u s in e s se s  th a t  d i re c t ly  r e d u c e  
th e i r  p ro f i t s  a n d  r a t e  o f  re tu rn ,  v a r i a t i o n  in th is  tax  is e x p e c te d  to  in f lu ence  
b u s in e s s  in v e s tm e n t  a n d  lo c a t io n .  F i rm s  in s t a t e s  w i th  h igh c o r p o r a t e  in com e  taxes 
m ig h t  in v e s t  1 css, wh ile  th o s e  in low  tax  s ta te s  m ig h t  h av e  a h ig h e r  ra te  o f  
in v e s tm en t .  S im ila r ly ,  firms c o n s id e r in g  n ew  p la n t  in v e s tm en ts  o r  r e lo c a t io n s  w ou ld  
fav o r  s t a t e s  w i th  lo w e r  c o r p o r a t e  in c o m e  taxes. T h i s  e f fec t will d i f fe r  by type o f  
f i rm  s in c e  th e  e f fe c t iv e  tax  is l e s s e n e d  by d e p r e c i a t i o n  write-offs, in v e s tm en t 
c re d i t s  a n d  th e  like. F u r th e rm o re ,  n ew  f i rm s  a n d  f i rm s  w ith  u n s ta b le  p ro f i ts  s h o u ld  
be less  in f lu e n c e d  by  c o rp o r a t e  tax r a t e  d i f f e r e n c e s  s in ce  th e i r  tax l iab ili t ies will 
b e  less a n d  c a n  b e  o ffse t w i th  loss ca rry- fo rw ards . T h e  p o te n t i a l  e c o n o m ic  im pac t 
o f  th e  c o r p o r a t e  in com e  tax  a lso  m ay  b e  o v e r s h a d o w e d  by p ro p e r ty  tax  ra te  
d i f f e r en t ia ls .  A  s tu d y  by th e  F e d e r a l  R e s e r v e  B a n k  o f  B o s to n  fo u nd  tha t, on  
a v e rag e ,  c o r p o r a t e  in com e  taxes  a c c o u n t e d  fo r  20%  o f  th e  s t a t e  a n d  loca l taxes 
p a id  by a  f i rm  w h i le  p ro p e r ty  taxes w e r e  43%  o f  th e  to ta l. T h e r e fo r e ,  d if fe r ing  
p r o p e r t y  tax  b u rd e n s ,  wh ich  a r e  la rge  b o t h  w ith in  a n d  a c ro ss  reg ions, m ay  have  a 
m o r e  s ig n i f ic a n t  e f f e c t  th a t  in te r s t a t e  v a r ia t io n  in c o r p o r a t e  in c om e  taxes.42

2.40 Sales Taxes

Forty-five s t a t e s  h ad  g e n e r a l  s a le s  ta x e s  in 1984 th a t  g e n e r a t e d  S62.6 b il l ion  
in r e v e n u e .  T h e  s a le s  tax is th e  m o s t im p o r t a n t  s in g le  tax fo r  s t a te  g o v e rnm en ts ,  
a c c o u n t in g  fo r  18.9% o f  re v e n u e s  in 1984. F o r  c o m b in e d  s t a t e  a n d  loca l revenues ,  
sa le s  ta x e s  r e p r e s e n t  13.9% o f  re v enu e s .  W h i le  th e  v a r ia t io n  in  s ta te  sa le s  taxes is 
l im ited ,  r a n g in g  f r o m  3 to  7.5%, th e  sa le s  ta x  b a s e  v a r i e s  e n o rm ou s ly .  S la te s  d i f fe r  
in e x e m p t io n s  f o r  c o n s u m e r  g o o d s  (c lo thes, food , e tc ) ,  c o n s u m e r  services, bu s in ess  
se rv ices, a n d  m a te r i a l s  and  e q u ip m e n t  u s e d  in m an u fa c tu r in g .  In  a d d i t io n  to  th e se  
v a r ia t io n s ,  lo c a l  s a le s  tax add-ons a r e  v e ry  c o m m o n .  O v e r  six th o u s a n d  loca l 
g o v e r n m e n t  un i ts  in  twenty-nine s ta te s  c o l le c t  s a le s  taxes.43 C on seq u en t ly ,  th e  
sa le s  ta x  b u r d e n  c a n  v a ry  a lo t  b o th  b e tw e e n  a n d  w i th in  s ta te s .

S a le s  taxes  c a n  im pose  a  co s t o n  bu s in e s se s .  H ow ev e r ,  t h e  sa les  tax's b u rd e n  
o n  bu s in ess,  a n d  th u s  its e f fe c t  o n  in v e s tm en t ,  is r e d u c e d  d u e  to  w id e s p re a d

4 ,See a G R  (1986). pp. -tO. -»8 and  103 for d a ta  on  stare co rp o ra te  incom e taxes.

i : See V aughan (1982). pp. 73 and  76.

1JD a ta  on saJes taxes is from A G R  (19861. pp. -»8. J 9 . 92 and  9a.



p ro p e r ty  w e a l th  p e r  c ap i ta .  C o n s eq u en t ly ,  c i t ie s  m ay  have  h ig h e r  p r o p e r t y  tax  ra te s  
w h i le  a p p e a r in g  to  h av e  a  low e r  leve l o f  s e rv ic e s  v a lu ed  by bu s in e s se s .  In th is 
m an n e r ,  v a r ia t io n  in tax  ra te s  a n d  se rv ic e s  w i th in  a  reg io n  c an  h av e  a  r e in fo rc in g  
e ffec t .  T h i s  s i tu a t io n  c a n  b e  a m e l i o r a t e d  th ro u g h  s ta te  a id  th a t  h e lp s  e q u a l i z e  
lo c a l i t i e s ’ ab ili ty  to  p ro v id e  se rv ice s  o r  th e i r  p r o p e r t y  tax ra tes, o r  by m e t r o p o l i t a n  
tax b a s e  sh a r in g .47

P r o p e r t y  tax d i f f e r e n t ia l s  a r e  l ike ly  to  a f f e c t  bu s in e s s  a n d  r e s id e n t ia l  l o c a t io n  
o n ly  to  th e  ex ten t th a t  th ey  a r e  n o t  c a p i t a l i z e d  in la n d  va lues. W h i le  r e s e r a c h  o n  
th is  is sue  is no t conc lu s ive , th e r e  is s o m e  e v id e n c e  (hat c a p i t a l i z a t io n  o f  tax  
d i f f e r e n t i a l s  do e s  o c cu r .4* T o  th e  e x te n t  t h a t  p ro p e r ty  tax r a te s  a r e  n o t  
c a p i ta l iz e d ,  bu s in e sse s  in v e s tm en ts  a n d  in d iv id u a l re s id en cy  w ou ld  b e  e x p e c te d  to  
s h if t  t o w a rd  low  p ro p e r ty  tax ju r i sd ic t io n s .  T h is  e f fe c t  shou ld  b e  g r e a t e r  f o r  m o r e  
c a p i ta l  in ten s iv e  firms. P ro p e r ty  taxes, by ra is ing  th e  co s t  o f  in v e s tm en ts  in p la n t  
a n d  e q u ip m e n t ,  m ay  a lso  r e d u c e  th e s e  in v e s tm en ts  a n d  low e r  th e  c a p i ta l  to  l a b o r  
ra t io .  S in c e  p ro p e r ty  taxes  g e n e r a l ly  s u p p o r t  s e rv ic e s  v a lu ed  by bu s in e sse s ,  th e  
im p a c t  o f  p ro p e r ty  tax  d i f f e r e n t ia l s  m ay  w ell b e  o ffse t  by d i f f e r e n c e s  in th e  
b e n e f i t s  f irm s rece ive  f rom  th e s e  se rv ice s . A r e a s  w ith  low e r  p ro p e r ty  tax  b u rd e n s  
m ay  a l s o  im po se  m o r e  u s e r  fees, f u r t h e r  r e d u c in g  th e  ac tu a l v a r i a t io n  in bu s in e ss  
costs.

47See Vaughan (1982). chapter 4 on this issue.

^Vaughan (1977). p. 78: Leonard. ?. 135: and Nerzer. p. 27.



3.0 Tin? PlrccMmpact ofTaxesjis a Business Cost

3.10 T h e  Relative Size a n d  Variation of State a n d  Local T a x  B u r d e n s

T h e  d i r e c t  im p a c t  o f  s t a t e  a n d  lo c a l  taxes  o n  b u s in e s s  lo c a t io n  d e c is io n s  
d e p e n d s  b o th  o n  t h e  v a r i a t i o n  in e f fe c t iv e  tax  (and fee) co s ts  a c ro s s  ju r i s d ic t io n s  
a n d  th e  s ize  o f  ta x  c o s t  d i f f e r e n t ia l s  in c o m p a r i s o n  to  v a r i a t io n s  in o t h e r  co s ts  
a n d  lo c a t io n  fa c to rs .  W h i le  th e  th e o r e t ic a l  e f f e c t  o f  e a c h  tax  m a y  differ, it is n o t  
th e  v a r i a t io n s  in t h e s e  p a r t i c u la r  taxes  th a t  m a t te r ,  b u t  r a t h e r  t h e  v a r ia t io n  in th e  
s um  to ta l  o f  taxes  in c u r r e d  by bu s in esse s . A  rev iew  o f  d a t a  a n d  s tu d ie s  in d ic a te s  
th a t  t h e r e  is s u b s t a n t i a l  v a r i a t io n  in b u s in e s s  tax b ills a c ro s s  s ta te s .  H ow ev e r ,  
t h e s e  m e a s u r e s  o f t e n  d o  n o t  a c c u r a te ly  r e f le c t  tax  co s ts  a n d  o v e r s t a t e  the  e x te n t  
o f  v a r i a t i o n  in th e  n e t  tax  co s ts  s in ce  th ey  d o  a c c o u n t  fo r  th e  b e n e f i t s  re c e iv ed  
f rom  g o v e r n m e n t  se rv ice s ,  tax in c id e n c e  a n d  tax  c a p i ta l iz a t io n .49

M e a s u r e s  o f  o v e r a l l  tax  b u r d e n  p ro v id e  a  ro u g h  in d ic a t io n  o f  th e  e x te n t  o f  tax 
v a r ia t io n .  In  1984, t h e  p e r  c a p i ta  s t a t e  a n d  lo c a l tax b u r d e n s  r a n g e d  f rom  S866 in 
A rk a n s a s  to  S4704 in A la sk a .  I f  w e  ex c lu d e  A la s k a  b e c a u s e  o f  its h igh co s ts  a n d  
u n iq u e  tax  s t ru c tu r e ,  th e  ra n g e  is S866 to  S2504, a lm o s t  th r e e  to  one , w ith  47 
s ta te s  w i th in  a r a n g e  o f  2 to  I. M e a s u r in g  tax  b u rd e n  as a  s h a r e  o f  p e r s o n a l  
in com e, t h e  v a r i a t i o n  in ov e ra l l  tax b u rd e n s  w as  s im ila r. T h e  r a n g e  f rom  the  s ta te  
w i th  th e  h ig h e s t  to  th e  low es t  b u r d e n  w as  t h r e e  fo  o n e ,  w ith  43 s ta te s  w i th in  a  
ra n g e  o f  1.3 to  1.

S in ce  b u s in e s se s  fa c e  a  sp ec if ic  s e t  o f  tax e s  a n d  d o  n o t  p ay  th e  a v e ra g e  tax 
b u rd en ,  s e v e r a l  s tu d ie s  h a v e  lo o k e d  a t  i n te r s t a t e  d i f f e ren c e s  in t h e  p a r t i c u la r  taxes  
p a id  by f irm s. T h r e e  a p p r o a c h e s  h av e  b e e n  ta k e n .  S om e  s tu d ie s  e s t im a te  th e  to ta l  
a m o u n t  o f  taxes  in i t ia l ly  p a id  by b u s in e s se s  in a  s ta te  a n d  th e n  c o m p a r e  it to  to ta l  
bu s in e s s  in com e, p ro f i t s  o r  c ap i ta l  s to ck  in t h a t  s ta te .  WTiile th is  a p p r o a c h  is 
in fo rm a t iv e  a b o u t  t h e  tax e s  p a id  by bu s in e s s  a s  a  who le , it d o e s  n o t  revea l a c tu a l  
d i f f e r e n c e s  in tax e s  f o r  spec if ic  firm s o r  c la s se s  o f  f irm s d u e  to  th e  h igh ly  
a g g re g a te d  d a t a  em p lo y e d .  T h is  m e a s u r e  is a l s o  very  s en s i t iv e  to  th e  y e a r  c h o se n  
fo r  c o m p a r i s o n  s in c e  bu s in e ss  in c om e  f lu c tu a te s  f rom  y e a r  to  y e a r  w ith  th e  
b u s in e s s  cycle. O t h e r  s tu d ie s  c o n s t ru c t  a typ ica l m a n u f a c tu r in g  f irm  o r  typ ical 
f i rm s in s e v e ra l  in d u s t r ie s  a n d  th e n  e s t im a te  th e  taxes c o l l e c te d  f r o m  th e s e  typ ical 
f irm s in e a c h  s ta te .  B o th  ap p ro a c h e s ,  h ow eve r ,  igno re  th e  in te r a c t io n  o f  fed e ra l  
tax d e d u c t ib i l i ty  a n d  d o  n o t  m e a s u r e  th e  m a rg in a l  c o s t  o f  taxes fo r  n ew  
inv e s tm en ts .  D e sp i te  th e s e  p rob lem s, b o th  k in d s  o f  a n a l y s t  a r e  b e t t e r  in d ica to rs  o f  
the  v a r i a t i o n  in s ta te  a n d  loca l taxes p a id  by b u s in e s se s  th a n  o v e ra l l  ta x  b u rd en .

T h e s e  s tud ies , w h i le  s om ew h a t  m ixed  in th e i r  results, d o  in d ic a te  th a t  a la rg e  
d e g r e e  o f  v a r ia t io n  in bu s in e ss  taxes  exists a n d  th a t  th e  v a r ia t io n  a p p e a r s  g r e a t e r  
fo r  m a n u f a c tu r in g  f i rm s  th a n  fo r all bu siness. W h e a to n 's  ana ly s is  o f  tax b u rd e n s  
fo r all bu s in e s s  a n d  m an u f a c tu r in g  firm s in th e  c o n t in e n ta l  U. S. in 1977 fo u nd

i9For a food discussion of the problems vith various measures of rax burdens as indicators ot 
business tax costs, sec Stephen Brooks. Robert Tannenwaid. Hillary Sale and Sandeep Pun. C l  

nf M.-machu«<rt? fix Sv«r?-i (Boston: Massachusetts Special Commission on Tax 
Rerorm. 19361. bp ___________



relatively small increase in w a g e  costs can ha v e  a large i m p a c t  o n  profitability. 

F o r  example, a 5 %  increase in w a g e s  for a firm with m o d e r a t e  w a g e  costs can 

reduce profits b y  over 1 6 % . 56 Legislative staff in N e w  Y o r k  estimated that a 2 %  

w a g e  differential is equivalent in its effect o n  profits to a 1 0 6 %  differential in 

corporate taxes.37 Thus, a 2 0 %  difference in w a g e  costs a m o n g  states w o u l d  

o v e r w h e l m  e v e n  a 5 0 0 %  difference in tax bills.

R u b i n  a n d  Z o m ' s  study of interstate cost difference for 2 0  m a n u f a c t u r i n g  

industries s h o w s  that absolute tax differences are far less than those for labor a n d  

transportation costs. W h i l e  estimated tax costs m i g h t  vary by 6  to 1, the actual 

cost difference w a s  usually a  matter of a  few t h o u s a n d  dollars.58 L a b o r  costs, o n  

the other hand, generally varied b y  less than 2:1, but these variations represented 

tens, of thou s a n d s  if not h u n d r e d s  of thousands o f  dollars in a nnual costs.39 

Similarly, in m o s t  industries the transportation cost differentials across states w e r e  

.at least tens o f  t housands of dollars.60 In e a c h  m a n u f a c t u r i n g  sector, 

transportation a n d  labor costs w e r e  far greater than tax costs, b y  multiples 

ranging f r o m  5  to 50.

3.20 Survey Studies

O n e  w a y  of studying the role of taxes in business location decisions is to 

survey the corporate executives w h o  m a k e  these decisions. M o s t  o f  the early 

studies of this issue w e r e  d o n e  through mail a n d  personal interview surveys of 

business executives. A  n u m b e r  of states have also c o m m i s s i o n e d  such studies to

53(_conrinued)
Michigan. See also Leonard, p. 136 for data on (he greater size and vanarion of business costs 
other than taxes.

36Assume initial annual sales of SI million, wages of S333.000. 10% profit margin and total 
raxes equal to 60% of proGts. Before tax profits are 5100.000 and after tax profits are S40.000. A 5% 
increase in wages raised the wage bill to $349,650 and reduced gross profits to S83J50. After tax 
profits arc S33J40 (S3 J50 X .40). The change in profits is S6.660 or 16.6%.

37See State of New York Legislative Commission on the Modernization and Simplificanon of 
Tax Administration and the Law. "Interstate Business Locanonal Decisions and the Effect of the 
State’s Tax Structure on Aner-Tax Rates-of-Rcrum of Manufacturing Firms." Staff Worlung Paper. 
1983. p. 76.

• .
38See Rubin and Zom. Table 2A. pp. 30-31.

39Rubin and Zom. Table 4A. pp.49-50.

^Rubtn and Zom. Table IA. pp. 16*17.



factor w a s  personal reasons or chance.62

R o g e r  S c h m e n n e r ' s  research included iftterviews with executives at d o z e n s  of 

the nation's largest U.S. firms. H e  c o ncluded that:

In n o n e  of the m o r e  than 80 interviews I h a v e  h a d  with k ey location 

decision m a k e r s  in, mainly, large c o m p a n i e s  h a v e  I h e a r d  that state or 

local levels of taxation h a v e  b e e n  the m o s t  significant d e t e r m i n a n t  of a 

plant's location. A l m o s t  every c o m p a n y  takes a  lo o k  at taxes; indeed, tax 

costs are o n e  of the costs of a n e w  site w h i c h  can b e  quantified a n d  

presented in the d o c u m e n t a t i o n  that supports the project's formal capital 

appropriation request. Nevertheless, taxes themselves are m e r e l y  a m i n o r  

consideration, capable o f  altering the decision in favor of a particular 

site only if a l m o s t  all other factors are equal.

Taxes, according to S c h m e n n e r ' s  interviews, are m o r e  likely to b e  a consideration 

w h e n  a  high rate for a very visible tax " p u s h e s” a firm a w a y  f r o m  a potential 

site.63

In a n o t h e r  analysis, S c h m e n n e r  l o o k e d  at h o w  the tax bill c h a n g e d  for 

relocating firms. If l o w e r  taxes w e r e  an important factor in firm location, then 

taxes at a n e w  site s h o u l d  b e  lower than taxes at the old site. Overall, S c h m e n n e r  

f o u n d  that the likelihood of m o v i n g  to either a  l o w e r  tax or higher tax site w a s  

a b o u t  equal. F o r  plant relocations studied in N e w  E n g l a n d  a n d  Cincinnati, slightly 

m o r e  than o n e  quarter m o v e d  to a site with l o w e r  property taxes, almost half 

f o u n d  a  n e w  site with the s a m e  property taxes a n d  one-quarter located at a n e w  

site with higher taxes. F u r t h e r m o r e ,  firms with higher capital to labor ratios, 

w h i c h  w o u l d  b e  expected to b e  m o r e  sensitive to property tax rates, w e r e  not m o r e  

likely to settle in l o w  tax jurisdictions.61 S c h m e n n e r  did find that multiplant firms 

in Cincinnati a n d  long distance m o v e r s  f r o m  N e w  E n g l a n d  w e r e  likely to c h o o s e  

n e w  sites with l o w e r  taxes. H o w e v e r ,  this pattern did not hold true for long 

distance m o v e s  by F o r t u n e  5 0 0  firms.65

M i c h a e l  Kieschnick c o n d u c t e d  a mail survey of firms concerning invcstm.nts 

they m a d e  in 1979 in 11 states offering e m p l o y m e n t  or investment incentives 

through their tax codes. Investments in creating a n e w  firm, expansion of a n  

existing plant a n d  establishment of a n e w  b r a n c h  plant w e r e  analyzed separately. 

Business a n d  personal taxes w e r e  rated as a n  insignificant o r  m o d e r a t e  factor by

62See Mueller and Morgan, pp. 207-210.
• •

*4

63Schmcnner (1982). p. 46.

61 Roger W. Schmenner. “Industrial Locanon and Urban Public Management." in Arthur P.
Solomon. Editor. The Prwccrtvc Citv (Cambridge: The MIT Press. 1980). pp. 460-461.

65Schmenner (1982), pp. 47*51.
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mixed, a f e w  studies suggest that tax considerations m a y  be w e i g h e d  m o r e  heavily 

by larger firms a n d  firms locating n e w  b r a n c h  plants. T h e  f e w  studies that look at 

the tax i m p a c t  of actual location decisions also support the v i e w  that reducing tax 

costs is not a  motivating factor in location choices.

3 J O  Evidfince f r o m - I n t c rrcgionaLEconQmctric Studies

A  second, increasingly c o m m o n  w a y  to analyze the relationship b e t w e e n  taxes 

a n d  e c o n o m i c  g r o w t h  is through e c o n o m e t r i c  studies that use a statistical m e t h o d  

k n o w n  as multiple regression. T h e s e  studies attempt to statistically explain the 

relationship b e t w e e n  business investment (or other m e a s u r e s  of state e c o n o m i c  

g r o w t h )  a n d  various causal factors using historical data. E c o n o m e t r i c  studies h a v e  

several a d v a ntages over survey studies. First, e c o n o m e t r i c  analysis is based o n  the 

actual behav i o r  a n d  experience of firms a n d  states rather than the subjective 

opinions of s u r v e y e d  executives. S e c o n d ,  these studies can provide a m o r e  precise 

m e a s u r e  of the role of taxes in states' e c o n o m i c  p e r f o r m a n c e  b y  controlling for 

the contribution of non-tax differences b e t w e e n  states. W i t h  the inclusion of 

non-tax factors in e c o n o m e t r i c  models, the variation in these factors is us e d  to 

explain differences in e c o n o m i c  g r o w t h  a n d  a better estimate of the separate effect 

of taxes c an b e  obtained. Thus, e c o n o m e t r i c  studies hold the p r o m i s e  of using 

empirical evidence to elucidate the i m p o r t a n c e  of tax factors in business 

investment.

T h e r e  are, h o w e v e r ,  potential p r o b l e m s  with e c o n o m e t r i c  studies, w h i c h  

wa r rant caution in their interpretation. First, a  study m u s t  include all the factors 

that d e t e r m i n e  business investment o r  e c o n o m i c  g r o w t h  to successfully control for 

the influence of non-tax factors. This task is difficult since so m a n y  state 

characteristics s h a p e  e c o n o m i c  g r o w t h  a n d  s o m e  factors -  for example, the talent 

of a  state’s population -  are very h a r d  to m e a s u r e .  W h e n  a n  important controlling 

factor is inappropriately omitted, the i m p a c t  of this omitted factor m a y  be partially 

attributed to factors included in the study, overstating or understating their effect. 

S e c o n d ,  w h e n  a  statistical relationship is uncovered, the underlying causality 

b e t w e e n  a factor a n d  e c o n o m i c  g r o w t h  m a y  not exist or m a y  be in the opposite 

direction than p r e s u m e d .  In the first case, the revealed correlation is spurious-a 

result of a  c h a n c e  relationship in the data o r  a u n i q u e  historical situation rather 

than underlying causality. In the s e c o n d  case, causality exists but it runs in the 

opposite direction than a s s u m e d  in the study. F o r  example, a statistical relationship 

b e t w e e n  l o w e r  tax rates a n d  greater e c o n o m i c  g r o w t h  m a y  m e a n  faster g r o w t h  

increases tax revenues, leading to l o w e r  tax rates -  rather than lo w e r  tax rates 

leading to m o r e  growth.

3.31 Study Summaries

In the past several years, several studies have b e e n  c o n d u c t e d  to relate 

differences in e c o n o m i c  g rowth a m o n g  states to differences in tax levels a n d  other 

factors. T h e s e  studies e m p l o y  a n u m b e r  of e c o n o m i c  g r o w t h  m e a s u r e s  including n e w  

firm formations, b r a n c h  plant locations, e m p l o y m e n t  growth, personal i n c o m e  

g r o w t h  a n d  business investment. M o s t  often, the study focus is o n  the 

m a n u f a c t u r i n g  sector of the e c o n o m y ,  although a f e w  studies look at b r o a d e r
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W o r k e r s ’ c o m p e n s a t i o n  a n d  u n e m p l o y m e n t  insurance rates variables often indicated 

a positive effect. Bartik concludes that his estimated effect of taxes o n  location is 

small.7* *.

T h e  remaining studies h a v e  involved m u c h  m o r e  aggregate m e a s u r e  of 

e c o n o m i c  g r o w t h  based o n  e m p l o y m e n t ,  business investment a n d  personal income. 

Since these studies are not ba s e d  o n  actual business location decisions a n d  use 

aggregate data, they arc less precise a n d  m a y  hide the effects that a p p e a r  wiLh 

m i c r o  level data. T h r e e  studies hav e  analyzed the i m p a c t  of state a n d  local 

taxation o n  e m p l o y m e n t  growth. Plaut a n d  Pluta studied h o w  manufacturing g r o w t h  

f r o m  1 9 67-1972 a n d  1972-1977 w a s  related to four location factors -  access to 

markets, cost a n d  availability of production factors, climate a n d  e n v i r o n m e n t  a n d  

business climate a n d  taxes. T h r e e  g r o w t h  m e a s u r e s  w e r e  used: e m p l o y m e n t ,  value 

a d d e d  a n d  capital stock. T h e i r  results did not d e m o n s t r a t e  a n y  strong or consistent 

negative affect f r o m  the taxation factors. W h i l e  a dding the tax variables as a 

g r o u p  i m p r o v e d  the m o d e l’s ability to predict e m p l o y m e n t  g r o w t h  a n d  capital stock 

growth, n o  such result occurred for value added. C o r p o r a t e  tax, personal i n c o m e  

tax a n d  sales tax variables w e r e  ail statistically insignificant. A  state's overall tax 

effort w a s  f o u n d  to have a negative a n d  statistically significant effect while the 

property tax variable a n d  education expenditures w e r e  significant with a positive 

effect o n  growth. T h e  authors c o n c l u d e d  that "differences in overall industrial 

e x p a n s i o n  c a n  still be best explained largely by traditional m a r k e t  factors."73

N e u m a n ’s study w a s  b a s e d  o n  relative e m p l o y m e n t  g r o w t h  for 13 separate 

m a n u f a c t u r i n g  industries during 1957-1965 a n d  1965-1973. This m o d e l  used just 

three factors to explain g r o w t h  -  corporate tax rates, unionization rates a n d  the 

presence of a right to w o r k  law. Furthermore, the corporate tax data w a s  based o n  

the ten years prior to the period o f  e m p l o y m e n t  growth, since N e u m a n  a r g u e d  that 

the tax effect w a s  a lagged one, i.e., businesses are s l o w  to see tax differentials 

a n d  r e s p o n d  to them. T h e  corporate i n c o m e  tax variable h a d  a negative effect a n d  

w a s  statistically significant for 5 of the 13 industries. N e u m a n  also f o u n d  hat the 

tax effect w a s  greater for m o r e  capital intensive a n d  faster growing industries. 

N e u m a n  c o n c l u d e d  that his results w e r e  consistent with Carlton because the impact 

of taxes m a y  vary b y  industry.76 H o w e v e r ,  N e u m a n ’s results s e e m  problematic d u e  

to his failure to control for m o s t  non-tax factors that affect state e m p l o y m e n t  

growth. H is use of a lagged tax variable is also questionable since it a s s u m e s  that 

businesses are m o r e  c o n c e r n e d  with the past level of taxation than with present or 

future taxes w h e n  m a k i n g  investment decisions.

7*See Timothy J. Bamk, "Business Location Decisions in the United States: Estimates o f the
Effects of Umomzanon. Taxes and Other Charactensncs of States," Journal of Business and 
Economic Starisrtcs. 3. No. 1 (January 1985), pp. 14*21 •

73See Thomas R. Plaut and Joseph E. Pluta. "Business Climate. Taxes and Expenditures, and 
State Industrial Growth in the Umred States." Southern Economic Journal July 1983. pp. 99*119.

76See Robert J. Neuman. "Industry Migration and Growth in the South.” The R cw v  ->r 
Economics and Stanstics 65. No.l (February 1985), pp. "6-35.



effect. Since their study is b a s e d  o n  relative tax levels, it is difficult to translate 

actual tax changes into c h a n g e s  in relative position, especially since states m a y  

re s p o n d  to tax reductions in other states.79 ^

KicschnicJc used 1977 data to analyze the i m p a c t  of taxes o n  a state's share 

of gross national investment for 13 manuf a c t u r i n g  industries. T w o  tax variables 

w e r e  u s e d  -  an estimate of the actual taxes paid by a hypothetical firm for e a c h  

industry a n d  a state's rank in a n  ordering of tax b u r d e n s  for e a c h  industry. O t h e r  

factors in the m o d e l  included a v e rage w a g e  levels, labor productivity, energy costs, 

unionization rates, population g r o w t h  a n d  density, i n c o m e  levels, industry 

concentration, climate a n d  welfare expenditures. Kieschnick's results did not s h o w  

a ny strong impact of taxes o n  investment. T h e  variable for taxes paid w a s  

significant for 2 of the 13 industries, but the estimated effect w a s  positive in o n e  

case. T h e  tax rank variable w a s  significant for five industries, with a positive 

effect estimated for o n e  industry. H o w e v e r ,  w h e n  the tax effect w a s  statistically 

significant, its size w a s  very small.80

T h e  final study of taxes a n d  capital investment w a s  d o n e  b y  P a p k e  using data 

f r o m  2 0  states a n d  2 0  industries. N e w  capital investment per production w o r k e r  in 

a year w a s  related to taxes a n d  several variables that controlled for e n e r g y  costs, 

w a g e  costs, industry concentration, a n d  labor productivity. T a x  differentials w e r e  

m e a s u r e d  as the after-tax rate of return o n  investment for eac h  industry a n d  

state, derived by a c o m p u t e r  simulation m o d e l .  T h u s  taxes arc not included 

directly, but rather through their estimated effects o n  investment profit rates. T h e  

estimated effect o f  the after-tax rate of return variable w a s  positive a n d  

statistically significant. This variable also h a d  the greatest impact o n  investment 

a m o n g  factors in the study.31

332 Analysis a n d  Conclusions f r o m  T h e s e  Studies

E c o n o m e t r i c  studies of interregional g r o w t h  fail to provide conclusive 

evidence concerning the i m p a c t  of taxes o n  e c o n o m i c  d e v e l o p m e n t .  A l t h o u g h  

several studies conclude that higher state a n d  local taxes d o  deter growth, the 

case for this conclusion is not strong. T h e  inconsistent pattern o f  results, several 

methodological questions a n d  the small impact o f  m o s t  estimated tax effects 

together mitigate the evidence that taxes are a n  important factor in business 

location a n d  growth.

^See Brucc L  Benson and Ronald N. Johnson. ’The Lagged Impact o f State and Local Taxes on 
Economic Acnvity and Political Behavior.'' Economic Inquiry. pp. 389*401.

^See Kieschmck. pp. 74*73.

31 See Leslie E. Papke. "The Iniluencc of Taxes on the Locanon o f Manufacturing Acnvuy: 
New Evidence." in James A. Papke. Ed , "Indiana's Revenue Structure: Major Components and Issues. 
Part II." Center for Tax Policy Studies. Purdue University March 1984.
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econometric evidence on taxes and interregional growth supports the conclusions of 
survey research that tax effects are not a m ajor influence on business location and 
economic growth.

3.40 Evidence F rom Jn ira ttg ional .Econometric Studies

WiLhin a state o r m etropolitan area, taxes may affect business location 
differently. Since many im portant location factors, such as wages, availability of 
labor, market access and energy costs will be similar within a small geographic 
area, the impact of tax differentials between communities may be amplified. Several 
studies over the past two decades have employed multiple regression analysis to 
estim ate how taxes influence firm location within a region. M ost of these studies 
analyze business location or investment within m etropolitan areas. Intraurban 
studies have two advantages over the interregional studies. First, since tax 
differentials across communities in the same m etropolitan are primarily due to 
property tax rates, there is consistency in the tax variable used. Second, since 
many location factors are the same within an urban area, studies have had to 
control for fewer non-tax related influences. In addition to property taxes, studies 
have typically included measures of distance from the central city, transportation 
access, labor supply, agglomeration, land availability and public services as 
controlling factors.^ While no consensus has emerged from these studies, some do 
conclude that property taxes influence some types of business location with 
m etropolitan areas.

The first study of intraurban business location did not directly measure tax 
impacts. Moses and Williamson studied expansions and relocations by 2000 firms in 
the Chicago area between 1950 and 1959. While no tax variable was used, a 
"dummy" variable indicated whether a location zone was predom inantly inside or 
outside* Chicago and served as a proxy for differences in tax rates, zoning policy 
and other factors between Chicago and its suburbs. Distance from the central city 
and an agglomeration m easure were found to have statistically significant effects, 
but the tax proxy variable was not statistically significant. 3 4

Schmenner used econom etric models to predict three m easures o f business 
location -  the existing pattern of firm density, changes in firm density and 
relocations -  in four m etropolitan areas during two time periods. In all, sixty 
regressions were conducted. Two tax variables were used -  effective property tax 
and income tax rates. The income tax rate was never statistically significant/T he 
property tax variable was significant in only five regressions but with no 
consistent pattern. Consequently, Schm enner concluded that taxes were an 
unim portant factor in firm location. He also observed that causation may run two 
ways. While lower taxes may induce firms to locate in a community, low taxes may

u Sce WasylenKo (1985). pp. 19-20 for a brief discussion of factors in mrraurban rirm locanon.

^Sce Leon Moses and H. Williamson. Jr.. “The Locanon of Economic Acrtvity in Cities.’* 
Arncrcan Ecoromtc Fcv^v 57 (1967). pp. 211-222.
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negative a n d  statistically significant effect for property tax rates.90 C h a m e y  

studied the density of m a n u f a c t u r i n g  firms that relocated to c o m m u n i t i e s  wthinin 

the Detroit metropolitan area b e t w e e n  1970 a n d  1975. B o t h  local property taxes a n d  

local i n c o m e  taxes w e r e  included as location factors in his m o d e l .  H is results 

indicated that property tax rates h a d  a large negative a n d  statistically significant 

effect o n  relocation destination. T h e  effect w a s  strongest for large firms a n d  

n o n d u r a b l e  g o o d s  producers. N o  consistent, statistically significant effect w a s  f o u n d  

for i n c o m e  tax rates.91 In a third study, M c G u i r e  explained the building permit 

value for b o t h  n e w  a n d  existing firms over six years in 119 Minneapolis-St. Paul 

area c o m m u n i t i e s  using the property tax rate a n d  four other variables. W h i l e  the 

property tax rate h a d  a negative a n d  statistically significant effect in t w o  cases, 

her results w e r e  not consistent. T h e  property tax rate w a s  not significant w h e n  

building value per land area w a s  u s e d  as the d e p e n d e n t  variable, a n d  w h e n  data for 

1976 alone w e r e  used. M c G u i r e  c o n c l u d e d  that there w a s  only qualified support for 

the hypothesis that taxes m a t t e r  in firm location a n d  that the extent to w h i c h  

taxes m atter is unclear.92

N o  a p p a r e n t  conclusions e m e r g e  f r o m  studies of intraregionai firm location. 

W h i l e  four studies c o n c l u d e d  that taxes d o  not matter, three other studies f o u n d  a 

strong relationship b e t w e e n  property tax rates a n d  firm location o r  investment 

within a metropolitan area. O n e  study u n c o v e r e d  qualified evidence that taxes 

affected c o m m e r c i a l  a n d  industrial building activiicy. It is possible, as F o x  a n d  

W a s y l e n k o  argue,93 that the studies w h e r e  taxes d o  not matter arc flawed because 

they d o  n o t  a c c ount for the supply of industrial space. Studies that control for 

c o m m u n i t i e s  w h e r e  z o n i n g  prohibits industry, therefore, are better designed a n d  

provide corroborating evidence that taxes matter.

W h i l e  this point has s o m e  validity, there are important p r o b l e m s  that question 

the conclusions of these studies as well. First, studies that o m i t  c o m m u n i t i e s  that 

z o n e  o ut industrial land use a n  imperfect m e a s u r e  of site supply. T h e  actual size 

a n d  n u m b e r  o f  avaliable business sites is not included in the m odel. T h u s ,  densely 

d e v e l o p e d  u r b a n  c o m m u n i t i e s  with existing industrial use, but a shortage of land 

for e x p a n s i o n  or n e w  firms, arc innaccurately m e a s u r e d  as suppliers o f  industrial 

sites. Consequently, the paucity of n e w  business location or investment m a y  b e  

attributed to higher tax rates, w h e n  in fact it results f r o m  supply shortage. 

S e c o n d ,  the d e p e n d a n t  variables u s e d  in several studies raise questions a b o u t  the

^Cited in Wasylenko (1985), p. 31.

9,See Albert H. Chamey. "Innaurban Manufacturing Locanon Decisions and Local Tax 
Differentials,'* Jou-nal of Urban Economics 14 (1983). pp. 184-205.

^See T. McGuire. **Are Local Property Taxes Important in the Intrametropolitan Locanon 
Decision of Firms? An Empirical Analysis of the Minneapolis-St. Paul Area." Journal nf L’r^n  
Economics 18 (1985). pp. 226*234.

93See especially Wasylenko (1980). pp. 339-240 and Wasylenko (1985), pp. 29-31.
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Several states have used simulation studies to evaluate the competitiveness of 
their tax system. T he advantages of tax sim ulations and their flexibility in 
estimating the impact o f specific tax law changes m ake them useful tools in policy 
analysis. Tax commissions in Hawaii, Indiana, M assachusetts and New York have all 
used a sim ulation m odel to evaluate the com petitiveness of their tax system for 
business investment. With the exception of M assachusetts, the sam e simulation 
model -  A FTA X  -  has been used by each state.

*

AFTA X is a sim ulation model developed by Jam es and Leslie Papke to estimate 
how taxes affect the after tax rate of return on investments at alternative sites . 95 

This m odel assumes that the pre-tax rate of return  is identical at all sites, i.e., all 
non-tax costs are identical across sites, and then applies federal, state and local 
tax laws to calculate the after-tax rate o f return. Consequently, the results 
m easure how taxes alone affect profitability at varying locations. Federal corporate 
income taxes, state corporate income taxes, state business franchise fees, state and 
local sales taxes, and state and local income taxes arc all included in the AFTAX 
model. R epresentative Firms are defined for several manufacturing industries and 
size classes, and assumptions are made about the location of a firm’s sales and 
plants. The after tax rate  of return is then calculated for a variety of situations. 
First, a baseline estim ate o f how profit rates vary by site can be calculated. 
Second, the tax impact of a new investment m ade at different locations can be 
simulated. This latter sim ulation is often run both for "home state" firms and firms 
based in o ther states. AFTAX simulations are also used to estim ate the impact of 
particular tax changes and tax incentives on profit rates.

An early application of the AFTAX m odel com pared Hartford, Connecticut to 
ten sites in nine o ther states for investments by representative firms in ten 
industries. W hen the firm was based in H artford, the after tax rate o f return for a 
new investment at alternative sites fell within a range of 2-3 percentage points. 
For some industries, investing in the site with the highest return could boost the 
return by close to 30%  over the site with the lowest return. A  simulation to 
measure the after tax return for home site investm ent for firms based in each 
state showed a slightly narrow er range of variation . 9 6

AFTA X sim ulations were also used to evaluate the competitiveness of 
Indiana's tax code. For Indiana based firms, expansion investments in eleven 
out-of-state sites generally had higher returns than in-state expansion. Across 13 
industries, the average out-of-state return is ranged from 7-12% higher than in­
state investment. However, in some cases particular sites outside Indiana provided a 
greater advantage. For example, an electronic com ponents m anufacturer which 
expanded in Cam eron, Texas was estimated to earn a return almost 25% higher than

95See Leslie R  Papke and James A. Papke. "Microanalytic Simulation For Analyses of Interstate
Business Tax DifferennaJs," M.monal Tax Journal (September 1981). pp. 76-85 for a more detailed
desenpnon of the AFTAX model.

^Papkc and Papke, pp. 73-83.
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making expansion investments at five sites in Massachusetts and ten sites in ten 
o ther states . 103

The Massachusetts study found that state and locaJ tax differentials resulted 
in minimal variation in after tax-rates of return. For a hypothetical firm where all 
sales occurred in its home state, the after-tax rate of return on an expansion 
investment in all five industries differed by less than 1 percentage point between 
the site with the highest return (El Paso, Texas) and the one with the lowest 
return (Bala Cynwyd, Pennsylvania). When the highest and lowest sires are ignored, 
the after-tax rate of return is virtually the same for all su ss.10* When the 
hypothetical firm was assumed to have ten percent of sales in its home state and 
the rem aining 90% in states where the firm had no investment, there is a greater 
spread of returns on the new investment. The largest difference between sites is 2 
percentage points, but on average the highest and lowest sites differ by 1 . 5  

percentage points which represents about a 1 0 % difference in after tax returns. 
M oreover, when the lowest and highest states are omitted, the difference in 
returns drops to 1 point. 105 Much of the increased variation in returns for this 
second sim ulation resulted from a tax law provision relating to the treatm ent of 
sales in states where the firm has no income tax liability. However, in practice, 
this rule is easy to avoid and is rarely applied.

Brooks also simulated the effect of eliminating all state and local taxes. His 
study included an "empty site" where only federal taxes existed. The after tax rate 
of return at this empty site, on average, ranged from 1 0 % to 16% higher than the 
return  at the site with the lowest return. Therefore, the maximum impact state and 
local taxes would have on profit rates was found to be fairly m oderate . 106

W hile sim ulation studies found differences in profitability due to state and 
local taxes, these m ore precise estimates show far less variation than most other 
estim ates of overall business tax burdens. These four simulation studies all estimate 
that tax-related differences in profitability from new investments can vary across 
states by as much as 10 to 30% O ther gross measures of business tax burdens 
have estim ated differences of 100% and upward. Thus, sim ulation model results 
indicate that variation in profit rates due to srate and local taxes are much less 
than the variation in state and local business taxes themselves. Furthermore, the 
tax-induced differences in profitability appear modest in comparison with the effect 
o f differences in o ther factors such as m arket access, availability o f skilled labor, 
wage levels, transportation costs, and energy costs across states. Thus, evidence 
from simulations supports other evidence that state and local tax differences are 
unlikely to exert a m ajor influence on business location decisions.

l03See Brooks. er.aJ., pp. 23-33 and Appendix B for an explananon of the model and his analysis. 

104Brooks. pp. 39-42. 

l0 iBrooks. ecaJ. p.43.

I06Scc Brooks, et. al.. Tables 2 and 3. op. 41 and 44,
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4.0 The Indirect Effect of Taxes on Population Movement

W hile the evidence on the direct impact of tax costs generally supports the 
view that taxes arc not a m ajor influence on business location, it is also possible 
that taxes may indirectly affect economic growth through their influence on 
population movement. According to this hypothesis, people may choose their 
residential location in part by the level of taxation, and jobs then follow people to 
areas with g reater population. This theory has been proposed by Wasylenko who 
argues in two recent papers that personal income taxes affect economic growth by 
influencing personal location and the availability o f labor . 107

A n indirect tax-induced influence on business location is based on two causal 
relationships. First, population location must shape business location, i.e., jobs must 
follow people. Second, population location choices must be effected by tax levels. 
Evidence on these two relationships is reviewed in this section. While empirical 
studies support the theory that jobs follow people, the limited research on the 
effect o f taxation of residential location is inconclusive.

4.10 Population and Employment Location

T he relationship of population and employm ent location is likely to be a 
m utually dependent one. M ovement of population to an area should attract firms 
that seek access to consumer markets and a labor force. On the other hand, people 
are likely to locate where there are greater employm ent opportunities. However, 
there is much debate on which effect is larger. Is the tendency of jobs to follow 
people stronger than the tendency of people to follow jobs? The answer to this 
question may well depend on the geographic, area  studied. Within a m etropolitan 
area, w here people have relatively good access to jobs throughout the area, the 
choice of residency may be less dependent on employment locations. However, 
businesses in the retail, transportation, and service sectors that directly serve 
consum ers, might then follow the pattern of population location. Across regions, 

\ individual migration is m ore likely to be affected by employment opportunities and
the tendency of people to follow jobs may be greater.

Several studies of suburban ization  indicate that, within a m etropolitan area, 
jobs follow people to a g reater extent than people follow jobs. These studies, for 
the most part, rely on separate econom etric models to simultaneously explain 
population movement with employment shifts and changes in employment location 
with population movement. The results of the two separate models are then 
com pared to identify which effect is stronger. A 1974 study by Steinncs and Fisher 
concluded that the location of employment did not have a significant effect on

,07See Wasylenko (1985). pp. 19 and 13; and Wasvlenko and McGuire (1935).
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location . 114 On the other hand, Olvey found that in-migration responded to 
employment growth, but the effect was twice as high for noncontiguous states than 
for contiguous states . 113 This latter result suggests that the tendency of people to 
follow jobs is stronger across regions than within regions.

Despite the difficulty of econom etric models to completely control for the 
many factors that shape population and employment location, the consistency of 
results in numerous studies over several time periods provides strong evidence that 
jobs do follow people, both within and across states. With this relationship fairly 
well established, it is necessary to consider the effect of taxes on population 
location.

4.20 Taxes and Population Location

Unfortunately, the literature on how taxes affect residential location is fairly 
limited and has produced mixed results. T here is no strong evidence that taxes 
effect migration across regions and studies of tax-induced intraurban populatiun 
m ovem ent have yielded som e conflicting results. The difficulty in obtaining 
consistent results undoubtedly reflects the complexity of influences on population 
m ovem ent and residential location . 116 A nother problem results from the interaction 
between taxes and population. On the one hand, population growth increases public 
service needs such as schools, sewers, and police and fire protection which in turn 
require m ore taxes. This situation suggests population growth is associated with 
higher taxes. On the o ther hand, population growth and associated developm ent of 
an area may increase the tax base and reduce tax rates and average tax burdens, 
suggesting a negative relationship between taxes and population growth. In either 
case, since population growth can affect taxes as well as taxes affecting population 
location, it is difficult to interpret the meaning of study conclusions. This is 
particularly problematic since these studies have not used the type of sim ultaneous 
models applied to study the interaction of population and employment growth. 
There have also been no studies that test W asylenko’s hypothesis on the negative 
effect of personal income taxes on population location.

Carlino and Mills found a negative and statistically significant effect of per 
capita taxes on county population growth. However, the effect was small and the 
authors conclude that "public policies, such as taxes, crime rates and Industrial 
Developm ent Bonds (IDBs) exert little impact on either county population or total

l u Cited in Michael J. Greenwood. "Research on Internal Migration in the United States: A 
Survey." Journal of Economic Literature 13. pp. 397-433: and in Vaughan and Vogel, p. 30.

l l5Cited in Greenwood, p. 420.

1I6For a detadcd discussion of factors in populanon migration, see Vaughan and Vogel, pp. 
21-34; and Greenwood. Vaughan and Vogel also discuss what intluences residential location choice 
and suburbamzanon on pp. 52-84.
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In conclusion, the impact o f taxes on population location is unclear. There are 
too few studies on taxes and interregional population migration to justify any 
conclusions. For intram etropolitan areas, several studies have found that higher 
taxes are associated with slower population growth or out-migration. However, 
other studies do not support these findings. M oreover, these studies do not account 
for the potential effect of population changes on taxes and do not control for 
many non-tax factors affecting residential location. Consequently, both the meaning 
of these results and the relative effect of taxes on population location are 
unresolved. Thus, there is currently no strong evidence that taxes are an important 
influence on population location choices either across o r within regions, but it is 
also not possible to conclude that no such effect exists.

decentralization of population in urban areas.124
I

l24Vau$han and Vojci. p. 3a.



5.0 Conclusions

Given the large am ount o f taxpayers' money a t stake in tax incentive 
programs and general tax deductions aimed a t stimulating econom ic growth, the 
burden of proof for using tax incentives and reductions to stim ulate growth should 
rest with the advocates of tax concessions. However, the wealth o f research 
sum m arized in this paper fails to support the position that state and local taxes 
are an im portant factor in business location decisions or overall economic 
development. On the contrary, the weight o f evidence lends support to the 
conclusion that taxes are  not a m ajor influence on state economic growth. While 
studies do not rule ou t the possibility that taxes influence growth in some 
circumstances o r for som e econom ic sectors, several types of research provide 
strong evidence that taxes are a m inor factor in firm location while o ther research 
is inconclusive. T herefore, state policymakers would be wise to ignore the pleas for 
lower taxes o r tax incentives and concentrate instead on o ther policies with 
greater promise in fostering econom ic development.

The following lessons that emerge from this analysis and literature review 
lend support to a econom ic developm ent policy that rejects the use of state tax 
expenditures to stim ulate job creation.

o State and local taxes arc  only one factor among many in complex 
plant location decisions. Firms consider access to markets, 
availability o f labor and materials, costs, local am enities and 
integration with o ther facilities when choosing a plant site. Taxes 
en ter the equation as one p a n  of the cost factor.

o As a direct cost to business, state and local taxes are small and 
the variation in o ther costs, such as labor and transportation, 
overwhelm interregional differences in taxes. W hen the im pact of 
taxes on profit rates for new investment is m easured, fairly m odest 
differences in rates of return are attributable to state and local 
taxes.

o Business executives themselves, in num erous surveys conducted over 
three decades, consistently point to factors o ther than taxes as the 
m ajor items that they consider whem making location decisions.

o The interstate impact of taxes on economic developm ent is further 
mitigated by the limited type of business investment decisions 
where taxes are considered. New business start-ups and on*site 
expansion, which account for a large share o f job growth, are 
insensitive to tax considerations. Firm or plant relocations arc most 
likely to be influenced by tax costs but account for a very small 
share of job growth. New branch plant locations arc one im portant 
source of job creation where taxes are a location factor, although 
a secondary one. Consequently, interstate tax differentials arc 
irrelevant for investment decisions responsible for a m ajority of 
state job creation.
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IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION

BY REPRESENTATIVES MOYER. Brown. Koponen, EIIU 

Introduced: 1/21/91
Referred: International Trade and Tourism, Labor and Commerce, Finance

I

A B ILL  

FO R  AN ACT EN TITLED
I

1 "A n  Act re la tin g  to th e  w a te r ’s edge m ethod o f calcu la ting  Income taxes Tor c e r ta in
ii

2 co rp o ra tio n s  o th e r th an  c o rp o ra tio n s  engaged In the p roduc tion  o f  oil o r  gas from  a lease

3 o r  p ro p e rty  in th e  s ta te  o r  in  the tra n sp o rta tio n  o f oil o r  gas by regu la ted  p ipe line in

4 th e  s ta te ; and  p rov id ing  fo r a n  effective d a te ."

5 BE  IT  ENACTED  BY T H E  L E G ISLA TU R E  O F  T H E  STA TE O F  ALASKA:

H O U S E  BILL NO. 12

6 • Section 1. It is the purpose o f  this Act to promote investment and trade opportunities in the state.
7 ♦ Sec. 2. AS 43.20 is amended by adding a new  section to  read:
8 Sec. 43.20.073. AFFILIATED GROUPS, (a) A corporation that is a m em ber o f an
9 affiliated group shall file a return using the w ater’s edge combined reporting method. A return

10 under this section must include the follow ing corporations if the corporations are p an  o f a unitary
11 business with the filing corporation:

12 (1) an affiliated corporation that is eligible to be included in a federal consolidated
13 return under 26 U.S.C. 1501 - 1505 (Internal Revenue Code) if  the corporation’s propcny,

HB0012a H B  J2
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payroll, and sales factors in the United States average
(A ) 20 percent or more; or
(B ) under 20 percent, if the corporation docs not meet the requirements 

of 26 U.S.C. 861(c);
(2) a domestic international sales corporation; in this paragraph, "domestic 

international sales corporation" has die meaning given in 26 U.S.C. 992(a);
(3) a foreign sales corporation; in this paragraph, "foreign sales corporation" has 

the meaning given to the term "FSC" in 26 U.S.C. 922(a);
(4) a corporation, regardless of the place where the corporation was incorporated, 

if the corporation's property, payroll, and sales factors in the United States average 20 percent 
or more;

(5 ) a corporation that is incorporated in or does business in a country that does 
not impose an income tax, or that imposes an income tax at a rate lower than 90 percent o f the 
United States income tax rate on the income tax base o f the corporation in the United States, if

(A ) 50 percent or more of the sales, purchases, or payments o f income or 
expenses, exclusive o f payments for intangible property, of the corporation arc made 
directly or indirectly to one or more members of a group of corporations filing under the \ 
water’s edge combined reporting method;

(B ) the corporation does not conduct significant economic activity.
(b) When computing taxable income for a corporation under (a) o f this section, the 

following amounts shall be excluded:
( 1) 80 percent o f dividend income received from foreign corporations;
(2) an amount treated as a dividend under 26 U .S.C. 78;
(3) 80 percent of the royalties accrued or received from . foreign corporation.

(c) In (b)(1) and (3) of this section, a payment is consider^ ;  be received from a 
corporation that is pan o f the unitary business if the payment is received

( 1) by a member of an affiliated group included in a water’s edge combined 
repon filed under this section; and

. (2 ) from a corporation in which the recipient owns 50 percent or more o f the 
stock of the corporation.

(d) Dividends and royalties taxable to a corporation using the water’s edge combined

m2. HB0012a
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reporting method are in lieu of an expense attribution for income excluded under (b) of this 
section.

j 3 (c) The department may require a corporation that files under (a) of this section to file
j 4 a worldwide combined report instead, if the corporation or an affiliated corporation

5 ( 1) fails to comply with regulations adopted under this chapter, including domestic
6 disclosure spread sheet filing requirements; or
7 (2) docs not provide information that is requested by the department that is
8 necessary for the department to audit the taxpayerV corporate return in a reasonable period of
9 time.

10 (0  This section docs not apply io taxpayers subject to AS 43.20.072 engaged in
11 ( 1) the production of oil or gas from a lease or property in the state; or
12 (2) the transportation of oil or gas by regulated pipeline in the state.
13 (g) In this section,
14 ( 1) "affiliated corporation" n.eans a member of an affiliated group to which the
15 taxpayer filing a return under (a) of this section belongs;
16 (2) "affiliated group" means a group of two or more corporations in which 50
17 percent or more of the voting stock of each member o f the group is directly or indirecdy owned
18 by one or more corporate or noncorporate common owners, or by one or more o f the membc s
19 of the group;
20 (3) "foreign corporation" means a corporation created or organized outside of the
21 United States, the District o f Columbia, the Commonwealth of Puerto Rico, or a possession of
22 the United States;
23 (4) "water’s edge combined reporting method" means a reporting method in which
24 the only corporations besides the taxpayer that may be included in the return are the corporarions
25 listed in (a) o f this section.
26 * Sec. 3. This Act applies to tax years beginning after December 31, 1991.
27 * Sec  4. This Act takes effect immediately under AS 01.10.070(c).
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N«y >Jnderllr*4 IDELETED TEXT BRACKETED]





A l a s k a  S t a t e  L e g i s l a t u r e
H o u s e  o f R e p r e s e n ta t iv e s  

Commil tee  on Rules

l» O. Mo* V 
Juneau, Alaska

I’limit1!
(907) •M'S- 17M 

4 0 5 - 1 7 0 5

M E M B E R S :

R E P .  E L L I S ,  C H A I R

R E P .  D A V I D S O N .  V I C E - C I I A I R

R E P .  D O N L E Y

R E P .  G R U S S E N D O R F

R E P .  G R U E N B E R G

R E P .  M A R T I N

R E P .  T A Y L O R

H O U S E  R U L E S  C O M M I T T E E  M E E T I N G  

T H U R S D A Y ,  J A N U A R Y  23. 1 9 9 2  

C A P I T O L  R O O M  2 0 8  

8 : 0 0  A . M .

A G E N D A :

H B  3 1  A P P L I C A N T S  F O R  P H A R M A C I S T  L I C E N S I N G

H B  2 4 7  L I C E N S U R E  O F  D E N T I S T S



PLACE: Speaker' s Chambers

SUBJECT OF MEETING:
HU 31 Applicants for Pharmacists Licenses 
1111 247 Licensure of Dentists

REPRESENTING BUSINESS/PERSONAL MAILING ADDRESS ZIP (H) PHONE (W) PHONE
DO YOU WANT WHAT SUBJECT/ 
TO TESTIFY? WHICH BUI?

M l 3 /

J 2 0 I  Z J f
 i/Vf\L W w y

<10%
'l$ b O

■ U C L O & J L ,

HOUSE RULES COMMITTEE 
JOHNNY ELLIS, CHAIR 
4 6 5 - 3 7 6 5

Page of--

DATE: J a n u a r y  2 3 ,  1992



m u  i i F  m

T T f f l i  H i S O g l L O T l S i

LEGISLATIVE AFFAIRS AGENCY
L E G I S L A T I V E  R E F E R E N C E  L I B R A R Y

POUCH V . SIATI CAPIta 
A M A U M U U H I I t  

W7.4Ai.M00

CoDies of minuces Lisced below were originally included 
in this file. The minutes are available on che STAIRS 
database CMPR. In order co save space copies of minuces 
have noc been lefc in che files.

Mary Van Nimwegen

K i t / -  3  3  -  % ' (TO



,\JSE C O M M IT fE f^ l

Date Referred: 5/13/91 FURTHER REFERRALS: ** K( v

Date of Committee Action:

The Rules Committee considered:

\

HOUSE BILL NO. 31
"An Act relating to applicants for pharmacist licenses."

RECOMMENDATIONS: 
be replaced w ith C  'S tfA  7) /
I ] have attached amendments(s)

do pass
[ ] do not pass
[ ] no recommendations
[ J individual recommendations
[ ] additional referral to the_______

ADOPTS:

ATTACHES NEW FISCAL NOTE(s): ^  APPROVES PREVIOUS:

[ ] fiscal impact____________________________ ( ] fiscal note(s)______

f ) zero fiscal note(s)

letter of Intent

( D e p t /D u e )

( ] the same title 
.J)( 1 a new title

Committee



Official Business

I.

II.

III.

IV.

V.

VI.

A l a s k a  S t a t e  L e g i s l a t u r e
H o u s e  o f  R e p r e s e n ta t iv e s  

Commit tee  on Rules

H B  31: A P P L I C A N T S  F O R  P H A R M A C I S T  L I C E N S I N G

I N D E X

R U L E S  C O M M I T T E E  D R A F T  C S  

O R I G I N A L  V E R S I O N  

S P O N S O R  S T A T E M E N T  

D C E D  P O S I T I O N  P A P E R  

P H A R M A C I S T  L I C E N S I N G  F A C T S  

F I S C A L  N O T E

P. O. Box V 
Juneau, Alaska 99811

Phone: 
(907) 465*3764

465-3765



WORK DRAFT

I

CS FOR HOUSE BILL NO. 31 (RULES)

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - SECOND SESSION

BY THE HOUSE RULES COMMITTEE
Offered:
Referred:
Sponsors): Representative Koponen

A BILL 

FOR AN ACT ENTITLED

1 "An Act relating to applicants for pharmacist licenses; and providing for an effective

2 date."

3 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

4 * Section 1. AS 08.80.110 is amended to read:

5 Sec. 08.80.110. QUALIFICATIONS FOR REGISTRATION. An applicant for

6 registration as a pharmacist shall

7 (1) be fluent in the reading, writingt and speaking of the English language;

8 (2) furnish the board with at least two affidavits from reputable cidzcns, that the

9 applicant has known for at least one year, attesting to the applicant’s good moral character and

10 freedom from addiction to the use of drugs or alcoholic liquors;

11 (3) be a graduate of a college of pharmacy recognized by the American Council

12 on Pharmaceutical Education or, if the applicant has received a bachelor of science degree

13 in pharmacy or an equivalent degree from an institution located outside of the United States

14 and its territories, possess the Foreign Pharmacy Graduate Equivalency Committee

WORK DRAFT WORK DRAFT
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1 certificate issued bv the Foreign Pharmacy Graduate Equivalency Committee of the

2 National Association of Boards of Pharmacy Foundation [AMERICAN ASSOCIATION OF

3 COLLEGES OF PHARMACY];

4 (4) pass an examination by a board of pharmacy which has been approved by the

5 National Association of Boards of Pharmacy;

6 (5) have completed at least 1,500 hours of internship training under the direct

7 supervision of a licensed pharmacist in a licensed pharmacy, 160 hours of which must have been

8 completed after graduation.

9 * Sec. 2. AS 08.80.110 is amended to read:

10 Sec. 08.80.110. QUALIFICATIONS FOR REGISTRATION. An applicant for

11 registration as a pharmacist shall

12 (1) be fluent in the reading, writingi and speaking of the English language;

13 (2) furnish the board with at least two affidavits from reputable citizens, that the

14 applicant has known for at least one year, attesting to the applicant’s good moral character and

15 freedom from addiction to the use of drugs or alcoholic liquors;

16 (3) be a graduate of a college of pharmacy recognized by the American Council

17 on Pharmaceutical Education [OR, IF THE APPLICANT HAS RECEIVED A BACHELOR OF

18 SCIENCE DEGREE IN PHARMACY OR AN EQUIVALENT DEGREE FROM AN INSTITU-

19 TION LOCATED OUTSIDE OF THE UNITED STATES AND ITS TERRITORIES, POSSESS

20 THE FOREIGN PHARMACY GRADUATE EQUIVALENCY COMMITTEE CERTIFICATE

21 ISSUED BY THE FOREIGN PHARMACY GRADUATE EQUIVALENCY COMMITTEE OF

22 THE NATIONAL ASSOCIATION OF BOARDS OF PHARMACY FOUNDATION];

23 (4) pass an examination by a board of pharmacy which has been approved by the

24 National Association of Boards of Pharmacy;

25 (5) have completed at least 1,500 hours of internship training under the direct

26 supervision of a licensed pharmacist in a licensed pharmacy, 160 hours of which must have been

27 completed after graduation.

28 * Sec. 3. AS 08.80.116(b) is amended to read:

29 (b) An applicant for license as a prcgraduatc pharmacist must meet the requirements of

30 AS 08.80.110( 1) and (2) and must be enrolled in a pharmacy school recognized by the American

31 Council on Pharmaceutical Education [AMERICAN ASSOCIATION OF COLLEGES OF

W O R K  D R A F T  W O R K  D R A F T  W O R K  D R A F T
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1 PHARMACY] as a junior. An applicant may be on recognized vacation from the pharmacy

2 school. However, the vacation may not exceed one quarter or one semester. The pregraduate

3 internship pharmacist shall pay the required fee.

4 * Sec. 4. AS 08.80.480(13) is repealed.

5 * Sec. 5. Section 2 of this Act takes effect July 1, 1994.
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HOUSE BILL NO. 31 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

; SEVENTEENTH LEGISLATURE - FIRST SESSIONI
i

BY REPRESENTATIVE KOPONEN
i!

Introduced: 1/21/91
Referred: Labor and Commerce, Health, Education and Social Services

I!
A BILL

I
FOR AN ACT ENTITLED(I

I 1 "An Act relating to applicants for pharmacist licenses."

jl
! 2 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

|| 3 * Section 1. VS 08.80.110 is amended to read:

4 Sec. 08.80.110. QUALIFICATIONS FOR REGISTRATION. An applicant for

5 registration as a pharmacist shall

6 (1) be fluent in the reading, writing* an- speaking of the English language;

7 (2) fumish the board with at least two affidavits from reputable citizens, that the

8 applicant has known for at least one year, attesting to the applicant’s good moral character and

9 freedom from addiction to the use of drugs or alcoholic liquors;

i 10 (3) be a graduate of a college of pharmacy recognized by the American Council

II on Pharmaceutical Education or. if the applicant has received a bachelor of science degree

12 in pharmacy or an equivalent degree from an institution located outside of the United States
:
13 and its territories, possess the Foreign Pharmacy Graduate Equivalency Committee

14 certificate issued bv the Foreign Pharmacy Graduate Equivalency Committee of the
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Alaska state capitoi A l a s k a  S t a t e  L e g i s l a t u r e

Juneau, ak 9 9 8 0 1 - 1 1 8 2  R e p r e s e n t a t i v e  N n l o  K o p o n e n  

X X X X X X J P H f t K X X X X X X X X  House District 21

x w m m M m w w *
(9 0 7 )  4 6 5 - 4 9 9 2

119 N. Cushman, Suite 207

Fairbanks, Alaska 99701

(907)456-8172

SPONSOR STATEMENT 

House Bill 31
"An Act relating to applicants for pharmacist licenses"

Foreign-educated doctors, nurses, chiropractors, physical 
therapists, optometrists and veterinarians may practice in Alaska, 
provided they successfully complete Alaskan licensing examinations 
and fulfill all pertinent qualifications. Standard equivalency 
examinations insure that credentials earned outside of the United 
States meet American standards of academic and clinical competence.

HB 31 extends the same opportunity to pharmacists trained at non- 
U.S. institutions. The state would benefit from expanding the 
universe of trained professionals available to serve the public. 
At present, Alaskans may qualify for state loans to study pharmacy 
at non-U.S. institutions, but they may not be licensed when they 
return to the state. Continued exclusion of these Alaskans from 
practice is inconsistent with treatment of other health 
professionals and extends no apparent advantage to other state 
residents.

Section 2 of the bill is essentially a sunset. Changes made by 
Section 1 allow licensure of foreign-educated pharmacists. When 
it takes effect in July 1994, Section 2 returns the statute's 
licensing requirements to the qualifications presently in place.

The g r e a t e r  principle of licensing competent professionals in 
Alaska is made clear —  and urgent —  in one specific case. A 
constituent of mine, educated at the Sorbonne in Paris, cannot work 
as a pharmacist in Alaska. She and her husband, a highly-valued 
member of the UAF mathematics faculty, may leave the state if she 
is unable to secure a professional pharmacist position in Alaska. 
It w o u l d  be an unnecessary loss to o u r  citizens if we lost these 
Alaskans to the Lower 48.

I urge your affirmative vote on HB 31.
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HOUSE B IL L  NO. 31 

IN THE LEGISLATURE OF THE STATE OF ALASKA 

SEVENTEENTH LEGISLATURE - FIRST SESSION
BY REPRESENTATIVE KOPONEN 
Introduced: 1/21/91
Referred: Labor and Commerce. Health, Education and Social Services

A B ILL  

FOR AN ACT ENTITLED 

I "An Act relating to applicants Tor pharmacist licences."

2 BE IT  ENACTED BY THE LEG ISLATURE O F  THE STATE OF ALASKA:
i

1

3
4
5
6

7
8 

9
10

u

12

13
14

• Section 1. AS 08.80.110 is amended to read:
Sec. 08.80.110. QUALIFICATIONS FOR REGISTRATION. An applicant for 

registration as a pharmacist shall
(1 ) be fluent in the reading, writing, and speaking o f the English language;
(2 ) furnish the board with at least two affidavits from reputable citizens, that the 

applicant has known for at least one year, attesting to the applicant’s good moral character and 
freedom from addiction to the use o f drugs or alcoholic liquors;

(3 ) be a graduate of a college o f pharmacy recognized by the American Council 
on Pharmaceutical Education or. if the applicant has received a bachelor gf sconce degrte 
in Pharmacy or an equivalent degree from an institution located oulade of tht I'nilttf .Slfllfl 
and its territories, possess the Foreign Pharmacy Graduate EgulvilffKv Coinmilltt
rcfljn.ffie by th? Fgrcjgn Phi r ma a  Egaivilfflar f if ln a ttttf - f lL J to

-
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National Association o f Boards o f Pharmacy Foundation [AMERICAN ASSOCIATION OF 
COLLEGES OF PHARMACY);

(4) pass an examination by a board of pharmacy which has been approved by the 

National Association of Boards of Pharmacy;

(5) have completed at least 1,500 hours of internship training under the direct 

supervision of a licensed pharmacist in a licensed pharmacy, 160 hours of which must have been 

completed after graduation.

• Sec. 2. A S  08.80.116(b) is a m e n d e d  to read:

(b) A n  applicant for license as a pregraduatc pharmacist must meet the requirements of 

A S  08.80.110( 1) and (2) and must be enrolled in a pharmacy school recognized by the Ameri c a n  

Council o n  Pharmaceutical Education | A M E R I C A N  A S S O C I A T I O N  O F  C O L L E G E S  O F  

P H A R M A C Y |  as a junior. A n  applicant m a y  be on recognized vacation from the pharmacy 

school. However, the vacation m a y  not exceed one quarter or one semester. The pregraduatc j 

internship pharmacist shall pay the required fee.

•Sec. 3. A S  08.80.48003) is repealed.

H B  31 •2*
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A l a s k a  S t a t e  L e g i s l a t u r e
Alaska State Capitol 5
Juneau, a k  99801-1182 R e p r e s e n t a t i v e  Niilo K o p o n e n

XXXXXXJO&CKXKXXXXXX House District 21
x w m w M m m & x

(907)465*4992

SPONSOR STATEHLNT 

House Bill 31
"An Act relating to applicants for pharmacist licenses"

Foreign-educated doctors, nurses, chiropractors, physical 
therapists, optometrists and veterinarians may practice in Alaska, 
provided they successfully complete Alaskan licensing examinations 
and fulfill all pertinent qualifications. Standard equivalency 
examinations insure that credentials earned outside of the United 
States meet American standards of academic and clinical competence.

HB 31 extends the same opportunity to pharmacists trained at non- 
U.S. institutions. The state would benefit from expanding the 
universe of trained professionals available to serve the public. 
At present, Alaskans may qualify for state loans to study pharmacy 
at non-U.S. institutions, but they may not be licensed when they 
return to the state. Continued exclusion of these Alaskans from 
practice is inconsistent with treatment of other health 
professionals and extends no apparent advantage to other state 
residents.

Section 2 of the bill is essentially a sunset. Changes made by 
Section 1 allow licensure of foreign-educated pharmacists. When 
it takes effect in July 1994, Section 2 returns the statute's 
licensing requirements to the qualifications presently in place.

The greater principle of licensing competent professionals in 
Alaska is made clear —  and urgent —  in one specific case. A 
constituent of mine, educated at the Sorbonne in Paris, cannot work 
as a pharmacist in A'tska. She and her husband, a highly-valued 
member of the UAF matnematics faculty, may leave the state if she 
is unable to secure a professional pharmacist position in Alaska. 
It would be an unnecessary loss to our citizens if we lost these 
Alaskans to the Lower 48.

119 N. Cushman, Suite 207

Fairbanks, Alaska 99701

(907)456-8172

I urge your affirmative vote on HB 31.



y j

a .

. v -
r  » •
2  = !
= i  I 
-  * 4 
~ -  I

--  v i

• -  A j

- -  I 
^  -  *• * I * •

Z  Z I

: :  i
T~ ^  i 

•m

3 £

HB 31: An Act relating to applicants for pharm acist licenses.

The D epartm ent of Commerce and Economic Development supports passage of 
HB 31.

The proposed legislation will address a problem  of longstanding for the Board of 
Pharm acy (hereinafter "board") w ithin the Division of Occupational Licensing 
(hereinafter "division"). Presently, the board has no provision for licensure of 
pharm acy graduates educated in  institu tions no t recognized by the American 
Council on Pharm aceutical Education (ACPE) and located outside the  United 
S ta tes and its territories (hereinafter "foreign graduates").

The bill am ends the  qualifications for pharm acy registration  to recognize 
applicants who have received th e ir bachelor of science degree in pharm acy or an  
equivalent degree from outside of the U nited  S ta tes and its territories. 
C urrently , when foreign g raduates apply for licensure, regardless of their 
qualifications, the board m ust deny licensure.

Nationally, the  N ational Association of Boards of Pharm acy (NABP) Foundation 
has responded to th is  problem by developing course review procedures gt u-ed 
tow ards determ ining w hether the bachelor of science degree in pharm acy 
a tta ined  by a foreign g raduate  is substan tia lly  equivalent to the degree and 
learn ing  a tta ined  by a g radua te  of an ACPE accredited school in the  United 
S tates.

The foreign graduate  who possesses an NABP Foreign Pharm acy G raduate 
Equivalency Committee certificate is considered equivalently educated and is. 
therefore, eligible for licensure (assum ing compliance with other adm ission 
criteria) in  any s ta te  throughout the  country. HjB 31 will allow foreign-trained 
pharm acy g raduates who possess an  NABP Foreign Pharm acy G raduate 
Equivalency Com m ittee certificate the opportunity  to become licensed in Alaska.

There exists nationwide a significant shortage of pharm acists and an  acute 
shortage in Alaska. This legislation will enable the s ta te  to adm it aualified 
foreign g raduates and, potentially  improve our ability to m eet our em ploym ent 
needs in  th is area.

Therefore, the departm ent urges passage of HB 31.

G lenn A. OJds, Commissioner"

Date: 1 j \

GAO/JS/dgl8849D
020191b
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P H A R M A C I S T  L I C E N S I N G  F A C T S

T h e  A m e r i c a n  C o u n c i l  o n  P h a r m a c e u t i c a l  E d u c a t i o n  ( A C P E ,  e s t a b l i s h e d  
1932)  i s  t h e  n a t i o n a l  a g e n c y  f o r  a c c r e d i t a t i o n  o f  p r o f e s s i o n a l  
d e g r e e  p r o g r a m s  i n  p h a r m a c y  a n d  f o r  a p p r o v a l  o f  p r o v i d e r s  o f  
c o n t i n u i n g  p h a r m a c e u t i c a l  e d u c a t i o n .

T h e  A C P E  p r e s e n t l y  r e c o g n i z e s  74 a c c r e d i t e d  p r o f e s s i o n a l  p r o g r a m s  
i n  43 s t a t e s ,  p l u s  t h e  D i s t r i c t  o f  C o l u m b i a  a n d  P u e r t o  R i c o .

30 o t h e r  s t a t e s ,  t h e  D i s t r i c t  o f  C o l u m b i a  a n d  P u e r t o  R i c o  a l l o w  
f o r e i g n - e d u c a t e d  p h a r m a c i s t s  t o  s i t  f o r  s t a t e  l i c e n s i n g  e x a m s  i f  
t h e y  p a s s  t h e  F o r e i g n  P h a r m a c y  G r a d u a t e  E q u i v a l e n c y  E x a m i n a t i o n  
a d m i n i s t e r e d  b y  t h e  F o r e i g n  P h a r m a c y  G r a d u a t e  E x a m i n a t i o n  C o m m i t t e e  
( F P G E C ) .

T h e  F P G E C  c e r t i f i c a t e  i s  a w a r d e d  o n l y  t o  f o u r - y e a r  g r a d u a t e s  w i t h  
B a c h e l o r  o f  S c i e n c e  d e g r e e s  s c o r i n g  550 o r  h i g h e r  o n  t h e  T e s t  o f  
E n g l i s h  a s  a  F o r e i g n  L a n g u a g e .

S o m e  f o r e i g n  g r a d u a t e s  a r e  a l l o w e d  t o  e n t e r  a c c r e d i t e d  U . S .  s c h o o l s  
o f  p h a r m a c y  a s  a d v a n c e d  s t u d e n t s .  A f t e r  g r a d u a t i o n ,  t h e y  q u a l i f y  
t o  t a k e  s t a t e  e x a m i n a t i o n s .

N e w  Y o r k  a n d  C a l i f o r n i a  a l l o w  s o m e  c a n d i d a t e s  t o  t a k e  t h e  s t a t e  
e x a m i n a t i o n  a f t e r  t h e i r  c r e d e n t i a l s  h a v e  b e e n  e v a l u a t e d  a n d  
a p p r o v e d  b y  t h e  s t a t e  l i c e n s i n g  b o a r d .

A L A S K A  F A C T S

A l l  p h a r m a c i s t s  m u s t  b e  l i c e n s e d  i n  A l a s k a .
O p e r a t o r s  o f  p h a r m a c y  b u s i n e s s e s  m u s t  a l s o  h a v e  a  l i c e n s e  t o  
d i s p e n s e  d r u g s  a n d  c o n t r o l l e d  s u b s t a n c e s .
A p p l i c a n t s  m u s t  b e  g r a d u a t e s  o f  a  c o l l e g e  o f  p h a r m a c y  a n d  c o m p l e t e  
a t  l e a s t  1 , 5 0 0  h o u r s  a s  a n  i n t e r n .

A p p l i c a t i o n  f e e :  $ 3 0 . 0 0  
E x a m i n a t i o n  f e e :  $ 1 5 0 . 0 0  
L i c e n s e  f e e :  $ 1 8 0 . 0 0  
B i e n n i a l  r e n e w a l :  $ 1 8 0 . 0 0

A L A S K A  E M P L O Y M E N T
( S t a t i s t i c s  f r o m  t h e  A l a s k a  D e p a r t m e n t  o f  L a b o r )

E m p l o y m e n t  i n  x989: 188? i n  1990: 193; i n  1994: 209 ( p r e d i c t e d )

A v e r a g e  A n n u a l  J o b  O p e n i n g s ,  1989-1994
D u e  t o  G r o w t h :  4? D u e  t o  S e p a r a t i o n s :  5? T o t a l :  9

C u r r e n t  l i c e n s e  h o l d e r s :  489

mist. - f a c t s



HB31 M i s c e l l a n e o u s  Notes

Alaska licenses the foll owing p r o f e s s i o n a l s  who were e d u c a t e d  at 
non-U.S. institutions:

Physic ians
Nurses
O p t o m e t r i s t s  
C h i r o p r a c t o r s  
Physical T h e r a p i s t s  
V e t e r i n a r i a n s

On 4/25/91, the c h a i r m a n  of the Board of P h a r m a c y  told me (RGC) 
that he had five v a c a n c i e s  for p h a r m a c i s t s  in his c o m p a n y  (Carr's) 
alone.

Th i s  is not a o n e - c o n s t i t u e n t  bill. One c o n s t i t u e n t  b r o u g h t  to 
light the b r o a d e r  issue —  a s t a t e w i d e  s h o r t a g e  of pha rmacists, and 
an i n a b i l i t y  for A l a s k a n s  e d u c a t e d  at non-U.S. i n s t i t u t i o n s  to w o r k  
in Alaska.
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Alaska state capitoi A l a s k a  S t a t e  L e g i s l a t u r e  

Juneau, a k  9 9 8 0 1 - 1 1 8 2  R e p r e s e n t a t i v e  Niilo K o p o n e n

House District 21

1907) 465-4992

S E C T I O N A L  ANALYS IS

CS FOR H O U S E  BIL L NO. 31 (RULES)

"An Act r e l a t i n g  to applic a n t s  for p h a r m a c i s t  licenses; 
and p r o v i d i n g  for an e f f e ctive date."

S e c t i o n  1. R e p l a c e s  the A m e r i c a n  A s s o c i a t i o n  of C o l l e g e s  of
P h a r m a c y  ( A A C P ) , a servi ce o r g a n i z a t i o n  for U.S. p h a r m a c y  schools, 
w i t h  the A m e r i c a n  Council  on P h a r maceutical  E d u c a t i o n  ( A C P E ) , w h i c h  
a c c r e d i t s  all U.S. s c hoo ls of pharmacy, as the a g e n c y  r e s p o n s i b l e  
for r e c o g n i z i n g  instituti ons from w h i c h  A l a s k a - l i c e n s e d  p h a r m a c i s t s  
graduate. A l l o w s  A l a s k a  licensi ng of g r a d u a t e s  of non-U.S.
instit u t i o n s  a f t e r  a p p l i c a n t s  pass the F o r eign P h a r m a c y  G r a d u a t e  
E q u i v a l e n c y  Examination, a s t a n d a r d  test e m p l o y e d  by a m a j o r i t y  of 
o t h e r  states.

S e c t i o n  2. E f f e c t i v e l y  sunsets l i c e n s i n g  of f o r e i g n - e d u c a t e d
pharm a c i s t s ?  r e p lac es S e c t i o n  1 w i t h  the p r e v i o u s  s t a t u t o r y  
l a n g u a g e  a f t e r  J u l y  1, 1994.

S e c t i o n  3. C h a n g e s  a c c r e d i t a t i o n  a u t h o r i t y  for A l a s k a n  p r e g r a d u a t e  
i ntern p h a r m a c i s t s  from A A C P  to ACPE.

S e c t i o n  4. R e p eals  o b s o l e t e  d e f i n i t i o n  of " r e c o g n i z e d  c o l l e g e  of 
pharma c y , "  since it is r e d e f i n e d  in S e c t i o n  1.

S e c t i o n  5. P r o vides  an e f f e ctiv e date for the S e c t i o n  2 sunset.

119 N. Cushman, Suite 207

Fairbanks, Alaska 99701

(907)456-8172



A l a s k a  s t a t .  c a p i t o i  A l a s k a  S t a t e  L e g i s l a t u r e  

J u n e a u ,  a k  9 9 8 0 1 - 1 1 8 2  R e p r e s e n t a t i v e  Niilo K o p o n e n

House District 21 119 N. Cushman, Suite 207
Fairbanks. Alaska 99701

(907)465-4992 (907)456-8172

S P O N S O R  S T A T E M E N T  

H o u s e  B i l l  31
" A n  A c t  r e l a t i n g  t o  a p p l i c a n t s  f o r  p h a r m a c i s t  l i c e n s e s "

F o r e i g n - e d u c a t e d  d o c t o r s ,  n u r s e s ,  c h i r o p r a c t o r s ,  p h y s i c a l  
t h e r a p i s t s ,  o p t o m e t r i s t s  a n d  v e t e r i n a r i a n s  m a y  p r a c t i c e  i n  A l a s k a ,  
p r o v i d e d  t h e y  s u c c e s s f u l l y  c o m p l e t e  A l a s k a n  l i c e n s i n g  e x a m i n a t i o n s  
a n d  f u l f i l l  a l l  p e r t i n e n t  q u a l i f i c a t i o n s .  S t a n d a r d  e q u i v a l e n c y  
e x a m i n a t i o n s  i n s u r e  t h a t  c r e d e n t i a l s  e a r n e d  o u t s i d e  o f  t h e  U n i t e d  
S t a t e s  m e e t  A m e r i c a n  s t a n d a r d s  o f  a c a d e m i c  a n d  c l i n i c a l  c o m p e t e n c e .

H B  31 e x t e n d s  t h e  s a m e  o p p o r t u n i t y  t o  p h a r m a c i s t s  t r a i n e d  a t  n o n -  
U . S .  i n s t i t u t i o n s .  T h e  s t a t e  w o u l d  b e n e f i t  f r o m  e x p a n d i n g  t h e  
u n i v e r s e  o f  t r a i n e d  p r o f e s s i o n a l s  a v a i l a b l e  t o  s e r v e  t h e  p u b l i c .  
A t  p r e s e n t ,  A l a s k a n s  m a y  q u a l i f y  f o r  s t a t e  l o a n s  t o  s t u d y  p h a r m a c y  
a t  n o n - U . S .  i n s t i t u t i o n s ,  b u t  t h e y  m a y  n o t  b e  l i c e n s e d  w h e n  t h e y  
r e t u r n  t o  t h e  s t a t e .  C o n t i n u e d  e x c l u s i o n  o f  t h e s e  A l a s k a n s  f r o m  
p r a c t i c e  i s  i n c o n s i s t e n t  w i t h  t r e a t m e n t  o f  o t h e r  h e a l t h  
p r o f e s s i o n a l s  a n d  e x t e n d s  n o  a p p a r e n t  a d v a n t a g e  t o  o t h e r  s t a t e  
r e s i d e n t s .

S e c t i o n  2 o f  t h e  b i l l  i s  e s s e n t i a l l y  a  s u n s e t .  c h a n g e s  m a d e  b y  
S e c t i o n  1 a l l o w  l i c e n s u r e  o f  f o r e i g n - e d u c a t e d  p h a r m a c i s t s .  W h e n  
i t  t a k e s  e f f e c t  i n  J u l y  1 9 9 4 ,  S e c t i o n  2 r e t u r n s  t h e  s t a t u t e ' s  
l i c e n s i n g  r e q u i r e m e n t s  t o  t h e  q u a l i f i c a t i o n s  p r e s e n t l y  i n  p l a c e .

T h e  g r e a t e r  p r i n c i p l e  o f  l i c e n s i n g  c o m p e t e n t  p r o f e s s i o n a l s  i n  
A l a s k a  i s  m a d e  c l e a r  —  a n d  u r g e n t  —  i n  o n e  s p e c i f i c  c a s e .  A 
c o n s t i t u e n t  o f  m i n e ,  e d u c a t e d  a t  c h e  S o r b o n n e  i n  P a r i s ,  c a n n o t  w o r k  
a s  a  p h a r m a c i s t  i n  A l a s k a .  S h e  a n d  h e r  h u s b a n d ,  a  h i g h l y - v a l u e d  
m e m b e r  o f  t h e  U A F  m a t h e m a t i c s  f a c u l t y ,  m a y  l e a v e  t h e  s t a t e  i f  s h e  
i s  u n a b l e  t o  s e c u r e  a  p r o f e s s i o n a l  p h a r m a c i s t  p o s i t i o n  i n  A l a s k a .  
I t  w o u l d  b e  a n  u n n e c e s s a r y  l o s s  t o  o u r  c i t i z e n s  i f  w e  l o s t  t h e s e  
A l a s k a n s  t o  t h e  L o w e r  4 8 .

I  u r g e  y o u r  a f f i r m a t i v e  v o t e  o n  H B  3 1 .



H B 3 1  M i s c e l l a n e o u s  N o t e s

A l a s k a  lic en s e s  the f o l l o w i n g  p r o f e s s i o n a l s  w h o  w e r e  e d u c a t e d  at 
non-U.S. institutions:

P h y s i c i a n s
N u r s e s
O p t o m e t r i s t s  
C h i r o p r a c t o r s  
P h y s i c a l  T h e r a p i s t s  
V e t e r i n a r i a n s

O n  4/25/91, the c h a i r m a n  of the B o a r d  of P h a r m a c y  t o l d  me (RGC) 
t h a t  he h a d  five v a c a n c i e s  for p h a r m a c i s t s  in h i s  c o m p a n y  (Carr's) 
alone.

T h i s  is n o t  a o n e - c o n s t i t u e n t  bill. One c o n s t i t u e n t  b r o u g h t  to 
l ight t h e  b r o a d e r  i ssue —  a s t a t e w i d e  s h o r t a g e  of pharm a c i s t s ,  and 
an i n a b i l i t y  for A l a s k a n s  e d u c a t e d  at non-U.S. i n s t i t u t i o n s  to w o r k  
in Alaska.
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SPONSOR STATEMENT

House Bill 31
"An Act relating to applicants for pharmacist licenses" 

By Representative Niilo Koponen

Foreign-educated doctors, nurses, chiropractors, physical 
therapists, optometrists and veterinarians may practice in Alaska, 
provided they successfully complete Alaskan licensing examinations 
and fulfill all pertinent qualifications. Standard equivalency 
examinations insure that credentials earned outside of the United 
States meet American standards of academic and clinical competence.

HB 31 extends the same opportunity to pharmacists trained at non- 
U.S. institutions. The state would benefit from expanding the 
universe of trained professionals available to serve the public. 
Continued exclusion of these Alaskans from practice is inconsistent 
with treatment of other health professionals and extends no 
apparent advantage to other state residents.



Pouch V 
Juneau, Alaska 99811 

(907) 465-4992

A l a s k a  S t a t e  L e g i s l a t u r e

R e p r e s e n t a t i v e  Niilo K o p o n e n

House District 21 119 N. Cushman, Suite 207

Fairbanks, Alaska 99701
(907) 456-8172

M E M O R A N D U M

TO: House Labor and Commerce Committee Members

FROM: Representative Niilo Kopone

DATE: April 30, 1991

RE: House Bill 31, "An Act relating to applicants for
pharmacist licenses"

At the first committee hearing of the HB 31, confusion arose as to 
the appropriate body to recognize an Alaskan p h a r m a c i s t’s 
credentials. Here's a quick summary of the players:

- American Council on Pharmaceutical Education (ACPE): accredits 
all U.S. schools of pharmacy.

- National Association of Boards of Pharmacy Foundation (NABPF): 
examines and certifies foreign-educated pharmacists, through 
administration of the Foreign Pharmacy Graduate Equivalency 
Examination (FPGEE). Successful applicants receive a certificate 
from the Foreign Pharmacy Graduate Equivalency Committee (FPGEC).

- American Association of Colleges of Pharmacy (AACP): service 
organization for U.S. schools of pharmacy; publishes regular 
newsletter, etc.

Today, my staff spoke with Ms. Susan Meyer, Academic Affairs 
Director for the AACP. She stated unequivocally that the ACPE, not 
the AACP, was the appropriate body to recognize, certify or 
accredit U.S.-trained pharmacists, and chat the NABPF/FPGEC was the 
ippropriate body to perform the same function for foreign-educated 
pharmacists. She said the AACP was mostly a fraternal, "industry"- 
oriented group, not one concerned with professional licensing.

Therefore, the bill should stand as written, with the ACPE listed 
as the accrediting body.

Finally, the addition of the word "intern" to Sec. 2, Line 1, AS 
08.80.116(b) is reasonable. I would accept this change in a CS for 
this bill.



FEB 071 9 9 1

Representative Niilo Koponen 
PO RoxV
Juneau, AK 99811 

Dear Representative Koponen:

Greetings. I am writing today in support of HB31, "An Act Relating to Applicants for 
Pharmacist Licensing." This is, in my opinion, an excellent piece of legislation and 
certainly deserves passage by this legislature.

Thank you. Warm, kind and friendly regards.

February 4, 1991

Box 84885 
Fairbanks, AK 99775

cc: Rep. Finkelstein



F e b r u a r y  5 ,  1 9 9 1

R e p r e s e n t a t i v e  N i i l o  K o p o n e n  

P.O. B o x  V  

Juneau, A k  99811

D e a r  R e p r e s e n t a t i v e  Ko po n e n :  *

I a p p r e c i a t e  y o u r  i n t r o d u c i n g  H B 3 1  —  "An A c t  R e l a t i n g  to A p p l i c a n t s  for 

P h a r m a c i s t  L i c e n s i n g . "  T h e  p r e s e n t  r e g u l a t i o n  t h a t  p r o h i b i t s  q u a l i f i e d  

persons, w h o  h a v e  e a r n e d  a d e g r e e  o u t s i d e  the U n i t e d  States, f r o m  r e­
ce i v i n g  a l i c e n s e  is unjust.

T h a n k  you.

Sincerely,

R o b e r t  A. S u l l i v a n  

P.O. B o x  8 02 2 2 4  

College, A k  99708

FEB 0  71991

c o p y  to Rep. F i n k e l s t e i n



3501 College Road - #2 
Fairbanks, AK 99709 
1 February 1991

Representative Niilo Koponen 
P. 0 .  Box V 
Juneau, AK 99811

D ear Representative Koponen:

I tirm ly support House Bill 31, "An Act Relating to A pplicants for Pharm acist 
Licensing", and urge you to vote in favor o f its passage.

Thank you.

copy: Representative Finkelstein, Chair 
Labor and Com m erce Com m ittee


