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PREFACE 

I n  t h i s  r e p o r t  t h e  Commission tu rns  i t s  a t t e n t i o n  once again  t o  t h e  prob- 
l e m s  generated by S t a t e  and l o c a l  competition f o r  indust ry .  The focus of t h i s  
r epor t  i s  t h e  i n t e r r e l a t i o n s h i p  between i n d u s t r i a l  loca t ion  and S t a t e  and l o c a l  
tax  and expenditure p o l i c i e s .  It a t tempts  t o  determine (1) t h e  ex ten t  t o  which 
i n d u s t r i a l  development t rends  have been influenced by t h e  dec i s ion  of S t a t e  and 
l o c a l  t ax  policymakers and (2) t h e  e f f e c t  t h a t  i n d u s t r i a l  development p o l i c i e s  
have had on S t a t e  and l o c a l  revenue systems. An e a r l i e r  Commission r e p o r t ,  
I n d u s t r i a l  Development Bond Financing, approved i n  January 1963, d e a l t  wi th  t h e  
debt a spec t s  of t h i s  competi t ive s i t u a t i o n .  

The repor t  poses f o r  t h e  Commission th ree  bas ic  pol icy  quest ions:  

Do s p e c i a l  t a x  concessions t o  new indust ry  have a  place i n  
t h e  economic development p o l i c i e s  of S t a t e  and l o c a l  govern- 
ment s ? 

Should S t a t e s  be urged t o  n e u t r a l i z e  l o c a l  t a x  competi t ion 
f o r  new indus t ry?  

I n  view of t h e  d iscr iminatory  impact of l o c a l  taxes on bus i -  
ness personal ty ,  should t h e  S t a t e s  be encouraged t o  abo l i sh  
the  l o c a l  t ax  on inven to r ies  and t o  assume r e s p o n s i b i l i t y  f o r  
adminis ter ing the  property t ax  on machinery and equipment? 

ca r ry ing  out the  s tudy,  t h e  s t a f f  drew on the  experience of t ax  o f f i -  
c i a l s  i n  business  f i rms concerned wi th  p l a n t  loca t ion  dec i s ions ,  reviewed the  
extensive  l i t e r a t u r e  i n  these  f i e l d s ,  assembled information on the  decen t ra l i za -  
t i o n  of indus t ry ,  analyzed a  l a rge  body of s t a t i s t i c a l  da ta  drawn la rge ly  from 
Federal  Government sources ,  and prepared es t imates  of t rends  i n  S t a t e  and l o c a l  
taxes  paid by business f inns .  

Publ ic  Law 86-380 d i r e c t s  t h i s  Commission t o  point  the  way t o  the  most 
des i rab le  a l l o c a t i o n  of governmental revenues among t h e  s e v e r a l  l eve l s  of gov- 
ernment, more o rde r ly  and l e s s  competi t ive f i s c a l  r e l a t i o n s h i p s  between govern- 
ments, and reduced t a x  compliance burdens. Changes i n  S t a t e  and l o c a l  business  
t a x  p o l i c i e s ,  a s  t h e  Commission's recommendations make c l e a r ,  a f f o r d  a  prime 
opportunity t o  advance toward these  goals .  

This r epor t  was adopted by t h e  Commission on A p r i l  14, 1967. 

F a r r i s  Bryant 
Chairman 
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Responsibil i ty f o r  the  s t a f f  work on t h i s  repor t  was shared by Jacob M.  
Ja f fe  and W i l l  S. Myers, J r . ,  with the  ass i s tance  of Frank Tippet t .  L. L. 
Ecker-Racz guided the  i n i t i a l  phases of the  s t a f f  work p r i o r  t o  h i s  retirement 
from the Commission. 

The Commission and i t s  s t a f f  benefited from an informal review of a d r a f t  
of the repor t  by a number of individuals ,  including: Robert Adams; Jo  Bingham; 
Gerald Brannon; Ben jamin Bridges ; Charles Conlon; Daniel Creamer ; Frank Pernbach; 
Delphis Goldberg; John Gunther; Bernard Hillenbrand; Sar Levitan; Joseph McAuliff; 
J. Kinney O'Rourke; Lloyd S l a t e r ;  Sidney Sonneblum; James Sundquist; Mabel Walker; 
Ronald Welch; and Hal Williams. 

The Commission records i t s  appreciation fo r  the contr ibut ion of these 
individuals  t o  t h i s  repor t  and the  ass is tance given by S t a t e  tax agencies i n  r e -  
viewing s t a f f  estimates of property taxes levied on business firms. Responsibil- 
i t y  fo r  content and accuracy r e s t s ,  of course, with the  Commission and i t s  s t a f f .  

Wm. G. Colman 
Executive Director  

John Shannon 
Assis tant  Director  
(Taxation and Finance) 



WORKING PROCEDURES OF THE COMMISSION 

This  s ta tement  of t h e  procedures followed by t h e  Advisory Commission on 
Intergovernmental  Rela t ions  i s  intended t o  a s s i s t  t h e  r e a d e r ' s  cons ide ra t ion  of 
t h i s  r e p o r t .  The Commission, made up of busy publ ic  o f f i c i a l s  and p r i v a t e  persons 
occupying p o s i t i o n s  of major r e s p o n s i b i l i t y ,  must d e a l  wi th  d i v e r s e  and s p e c i a l i z e d  
s u b j e c t s .  It i s  impor tant ,  t h e r e f o r e ,  i n  eva lua t ing  r e p o r t s  and.recomrnendations 
of t h e  Commission t o  know t h e  processes of c o n s u l t a t i o n ,  c r i t i c i s m ,  and review t o  
which p a r t i c u l a r  r e p o r t s  a r e  sub jec ted .  

The duty of t h e  Advisory Commission, under Publ ic  Law 86-380, i s  t o  g ive  
cont inuing a t t e n t i o n  t o  intergovernmental  problems i n  Fede ra l -S ta t e ,  F e d e r a l - l o c a l ,  
and S t a t e - l o c a l ,  a s  w e l l  a s  i n t e r s t a t e  and i n t e r l o c a l  r e l a t i o n s .  The Commission's 
approach t o  t h i s  broad a r e a  of r e s p o n s i b i l i t y  i s  t o  s e l e c t  s p e c i f i c ,  d i s c r e t e  i n -  
tergovernmental  problems f o r  a n a l y s i s  and pol icy  recommendation. I n  some c a s e s ,  
ma t t e r s  proposed f o r  s tudy a r e  introduced by i n d i v i d u a l  members of the  Commission; 
i n  o t h e r  c a s e s ,  publ ic  o f f i c i a l s ,  p r o f e s s i o n a l  o rgan iza t ions ,  o r  s c h o l a r s  propose 
p r o j e c t s .  I n  s t i l l  o t h e r s ,  poss ib l e  s u b j e c t s  a r e  suggested by t h e  s t a f f .  Fre-  
quen t ly ,  two or  more s u b j e c t s  compete f o r  a  s i n g l e  " s l o t "  on t h e  Commission's work 
program. I n  such ins t ances  s e l e c t i o n  i s  by ma jo r i ty  v o t e .  

Once a  s u b j e c t  i s  placed on t h e  work program, a  s t a f f  member i s  ass igned t o  
i t .  I n  l imi t ed  ins t ances  t h e  study i s  con t rac ted  f o r  wi th  an expe r t  i n  the  f i e l d  
o r  a  r e sea rch  o rgan iza t ion .  The s t a f f ' s  job i s  t o  assemble and analyze  t h e  f a c t s ,  
i d e n t i f y  t h e  d i f f e r i n g  p o i n t s  of view involved,  and develop a  range of p o s s i b l e ,  
f r equen t ly  a l t e r n a t i v e ,  po l i cy  cons ide ra t ions  and recommendations which t h e  C o m m i s -  
s i o n  might wish t o  cons ide r .  Th i s  i s  a l l  developed and s e t  f o r t h  i n  a  pre l iminary  
d r a f t  r e p o r t  con ta in ing  (a)  h i s t o r i c a l  and f a c t u a l  background, (b) a n a l y s i s  of t h e  
i s s u e s ,  and (c)  a l t e r n a t i v e  s o l u t i o n s .  

The pre l iminary  d r a f t  i s  reviewed wi th in  t h e  s t a f f  of t h e  Commission and 
a f t e r  r e v i s i o n  i s  placed before  an informal group of " c r i t i c s "  f o r  sea rch ing  review 
and c r i t i c i s m .  I n  assembling these  reviewers ,  c a r e  i s  taken t o  provide (a) expe r t  
knowledge and (b) a  d i v e r s i t y  of subs tan t ive  and ph i losoph ica l  v iewpoints .  Addi- 
t i o n a l l y ,  r e p r e s e n t a t i v e s  of t h e  American Municipal Assoc ia t ion ,  Council of S t a t e  
Governments, National  Assoc ia t ion  of Counties,  U. S .  Conference of Mayors, U .  S .  
Bureau of t h e  Budget and any Fede ra l  agencies  d i r e c t l y  concerned wi th  the  s u b j e c t  
ma t t e r  p a r t i c i p a t e ,  a long wi th  t h e  o t h e r  " c r i t i c s "  i n  reviewing t h e  d r a f t .  It 
should be emphasized t h a t  p a r t i c i p a t i o n  by an i n d i v i d u a l  o r  o rgan iza t ion  i n  t h e  
review process does n o t  imply i n  any way endorsement of the  d r a f t  r e p o r t .  C r i t i -  
cisms and sugges t ions  a r e  presented;  some may be adopted,  o t h e r s  r e j e c t e d  by t h e  
Commission s t a f f  . 

The d r a f t  r e p o r t  i s  then  r ev i sed  by t h e  s t a f f  i n  l i g h t  of c r i t i c i s m s  and com- 
ments rece ived and t r ansmi t t ed  t o  t h e  members of t h e  Commission a t  l e a s t  two weeks 
i n  advance of t h e  meeting a t  which i t  i s  t o  be cons idered .  



I n  i t s  formal cons ide ra t ion  of t h e  d r a f t  r e p o r t ,  t h e  Commission r e g i s t e r s  
any gene ra l  opin ion  i t  may have a s  t o  f u r t h e r  s t a f f  work o r  o t h e r  cons ide ra t ions  
which i t  b e l i e v e s  warranted .  However, most of t h e  time a v a i l a b l e  i s  devoted t o  a  
s p e c i f i c  and d e t a i l e d  examination of conclus ions  and poss ib l e  recommendations. 
Dif ferences  of opin ion  a r e  a i r e d ,  suggested r e v i s i o n s  d i scussed ,  amendments con- 
s ide red  and voted  upon, and f i n a l l y  a  recommendation adopted (or  modif ied o r  d i l u t e d  
a s  t h e  case  may be) wi th  i n d i v i d u a l  d i s s e n t s  r e g i s t e r e d .  The r e p o r t  i s  t hen  r ev i sed  
i n  t h e  l i g h t  of Commission d e c i s i o n s  and s e n t  t o  t h e  p r i n t e r ,  w i th  foo tno te s  of 
d i s s e n t  by i n d i v i d u a l  members, i f  any, recorded a s  appropr i a t e  i n  t h e  copy. 
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Chapter I 

INTRODUCTION 

I n  r ecen t  yea r s  a l l  l e v e l s  of government have demonstrated concern over t h e  
economic h e a l t h  of t h e  a r e a s  they s e r v e .  While S t a t e  and l o c a l  governments do n o t  
possess t h e  v a r i e t y  of t o o l s  f o r  a f f e c t i n g  economic growth possessed by t h e  Federa l  
Government, they a r e  e x h i b i t i n g  a gene ra l  tendency t o  r ep lace  t h e i r  t r a d i t i o n a l  
"passive" o r  n e u t r a l  r o l e  toward economic growth wi th  a c t i v e  programs. One impor- 
t a n t  reason f o r  t h i s  change i n  a t t i t u d e  is  t h e  c l o s e  r e l a t i o n s h i p  between economic 
a c t i v i t y  and S t a t e  and l o c a l  t a x  revenues and expendi tures .  

An "ac t ive"  r o l e  toward economic growth means t h a t  S t a t e  and l o c a l  govern- 
ments a r e  anxious t o  c r e a t e  an "economic c l imate"  c a l c u l a t e d  t o  encourage bus iness  
a c t i v i t y .  One very  important  p a r t  of such a "climate" i s  a  t a x  s t r u c t u r e  which 
encourages economic growth. 

The p a r t i c u l a r  p a r t  of economic growth which has  been s e l e c t e d  f o r  "encour- 
agement" i s  manufacturing.  While i t  i s  recognized t h a t  manufacturing i s  bu t  one 
p a r t  of t h e  economy, i t  has  been s ing led  out  f o r  s p e c i a l  a t t e n t i o n ,  This  i s  done 
i n  t h e  b e l i e f  t h a t ,  from a r eg iona l  s t andpo in t ,  growth i n  manufacturing employment 
g ives  r i s e  t o  a d d i t i o n a l  jobs i n  a r e a s  such a s  marketing,  t r a n s p o r t a t i o n  and f inance ,  
and,  f u r t h e r  t h a t  a n  advanced manufacturing complex i s  t h e  hal lmark of a  modern 
economy. 

The e f f e c t i v e n e s s  of S t a t e  and l o c a l  governments' e f f o r t s  t o  encourage manu- 
f a c t u r i n g  cont inues  t o  be t h e  s u b j e c t  of ex tens ive  debate .  Is i t  poss ib le  f o r  
t h e s e  governmental u n i t s  t o  a l t e r  s i g n i f i c a n t l y  t h e  n a t i o n a l  economic growth p a t -  
t e r n s ?  

S t a t e  and l o c a l  governments ' powers f o r  i n £  luencing economic a c t i v i t y  a r e  
sha rp ly  l imi t ed  by t h e  Fede ra l  C o n s t i t u t i o n .  The i n t e r s t a t e  commerce c l a u s e  of 
t h e  C o n s t i t u t i o n  prevents  these  government u n i t s  from r e g u l a t i n g  economic a c t i v i t y  
t o  any l a r g e  degree.  But through t h e  powers t o  t a x  and t o  spend, both S t a t e  and 
l o c a l  u n i t s  may in f luence  economic a c t i v i t y .  

The r e l a t i o n s h i p  between S t a t e  and l o c a l  taxes  and i n d u s t r i a l  l o c a t i o n  and 
growth has been repeatedly  examined by c i t i z e n s '  committees, chambers of commerce, 
promotional groups,  and s c h o l a r s ,  Some publ ic  o f f i c i a l s  argue t h a t  S t a t e  and l o c a l  
t axes  a r e  such a minor i t e m  of bus iness  c o s t s  t h a t  they cannot s i g n i f i c a n t l y  i n -  
f luence  bus iness  dec i s ions .  They argue f u r t h e r  t h a t  i n  exchange f o r  i t s  t a x  pay- 
ments, bus iness  r ece ives  s e r v i c e s  from S t a t e  and l o c a l  governments which a r e  of 
equa l ,  i f  no t  of g r e a t e r  va lue  than  t h e  t axes  pa id .  This  l i n e  of argument concluded 
t h a t  no one enjoys paying t axes  and t h a t  i n d u s t r y ' s  complaints  of S t a t e  and l o c a l  
t a x  burdens a r e  normal r e a c t i o n s  t o  t h e  payment of t axes ;  t h a t  bus iness  t h r e a t s  t o  
move elsewhere a r e  merely i l l - a d v i s e d  a t tempts  t o  win s p e c i a l  concess ions .  



The counter  argument advocated by bus ines s  groups and i n d u s t r i a l  promotion 
o rgan iza t ions  i s  t h a t  S t a t e  and l o c a l  governments have taken  advantage of t h e  
l i m i t e d  mob i l i t y  of bus iness  i n  times p a s t  t o  impose t a x  burdens which were out  of 
l i n e  wi th  a b i l i t y  t o  pay. The s i t u a t i o n  of r a i l r o a d s ,  taxed heav i ly  upon u n p r o f i t -  
a b l e  o p e r a t i o n s ,  i s  o f t e n  c i t e d .  Business contends t h a t  i t  l i v e s  i n  a  compet i t ive  
c l ima te  and t h a t  S t a t e  and l o c a l  t a x  burdens i n  excess  of those  imposed upon s imi -  
l a r  bus iness  l oca t ed  elsewhere tend t o  r e s t r i c t  t h e  growth of bus iness  a t  t h e  h igh  
t a x  l o c a t i o n s .  

Although t a x  s t u d i e s  have gene ra l ly  downgraded t h e  in f luence  of t h e  t a x  
cons ide ra t ion  on l o c a t i o n  d e c i s i o n s ,  t h e r e  remains a  p e r s i s t e n t  demand f o r  more 
d e f i n i t i v e  informat ion  on t h e  e f f e c t  of both  t a x  expendi ture  p o l i c i e s  on i n -  
d u s t r i a l  l o c a t i o n  dec i s ions .  The o t h e r  s i d e  of t h i s  i n d u s t r i a l  development i s s u e - -  
t h e  e f f e c t  t h a t  development p o l i c i e s  have exe r t ed  on S t a t e  and l o c a l  revenue sys -  
tems--has gone l a r g e l y  unnoticed.  

Study Objectives 

I n  o rde r  t o  eva lua t e  both s i d e s  of t h i s  ques t ion ,  we seek  t o  examine t h e  
e x t e n t  t o  which i n d u s t r i a l  development t r ends  have been inf luenced by t h e  dec i s ions  
of S t a t e  and l o c a l  t a x  policymakers gr& t h e  e f f e c t  t h a t  i n d u s t r i a l  development p o l i -  
c i e s  have had on S t a t e  and l o c a l  revenue systems.  

An examination of t h e  e f f e c t  which i n d u s t r i a l  development p o l i c i e s  have on 
S t a t e  and l o c a l  t a x  systems p r e c i p i t a t e s  t h e  ques t ion  of t a x  n e u t r a l i t y .  The 
" n e u t r a l i s t s "  hold t o  t h e  p o s i t i o n  t h a t  S t a t e  and l o c a l  t ax  po l i cy  should be  de- 
s igned wi th  revenue and e q u i t y  o b j e c t i v e s  i n  mind--ends which should no t  be compro- 
mised i n  a  f u t i l e  o r  was t e fu l  p u r s u i t  of economic development goa l s .  They tend t o  
regard t a x  concessions t o  new i n d u s t r y ,  f o r  example, a s  be ing  was t e fu l  of pub l i c  
resources  and i n t e r f e r i n g  wi th  t h e  market a l l o c a t i o n  of p r i v a t e  resources .  They 
a r e  p a r t i c u l a r l y  f e a r f u l  t h a t  i n t e r s t a t e  t a x  competi t ion w i l l  degenera te  i n t o  a  
"cu t th roa t "  a f f a i r .  

A t  t h e  o t h e r  end of t h i s  po l i cy  spectrum we f ind  t h e  champions of u n r e s t r i c t e d  
compet i t ion  who contend t h a t  i n  a  f e d e r a l  system in tergovernmenta l  compet i t ion  f o r  
new indus t ry  i s  n a t u r a l  and h e a l t h y .  They urge S t a t e  and l o c a l  governments t o  pro-  
mote t h e i r  economic development o b j e c t i v e s  by us ing  t a x  and expendi ture  means t o  
r e i n f o r c e  unique s o c i a l ,  l o c a t i o n a l  , o r  phys i ca l  environment advantages.  

Hopefully,  t h e r e f o r e ,  t h i s  s tudy provides more f a c t u a l  informat ion  on t h e  
e f f e c t  of t a x  and expendi ture  p o l i c i e s  on i n d u s t r i a l  l o c a t i o n  and po l i cy  g u i d e l i n e s  
f o r  r e c o n c i l i n g  in tergovernmenta l  competi t ion f o r  economic development w i th  t h e  need 
f o r  adequate ly  f inanc ing  pub l i c  s e r v i c e s .  

The po in t  must be emphasized t h a t  t h e  scope of t h i s  s tudy i s  s t r i c t l y  l imi t ed  
t o  t h e  S t a t e  and l o c a l  t a x  and pub l i c  expendi ture  f a c t o r s  of t h e  i n d u s t r i a l  deve l -  
opment equat ion .  Admittedly,  t h e r e  a r e  o t h e r  ways i n  which pub l i c  a u t h o r i t i e s  can 
in f luence  l o c a t i o n  and expansion dec is ions- -not  t h e  l e a s t  of which i s  t h e  f i e l d  of 
pub l i c  r e g u l a t i o n .  Many bus ines s  execu t ives ,  f o r  example, may be  more i n t e r e s t e d  
i n  whether a  S t a t e  has  a  " r i g h t  t o  work" law than  i n  t h e  p a r t i c u l a r  dimensions of 
i t s  t a x  po l i cy .  

Because another  f a c e t  of t h i s  i s sue - - the  p r a c t i c e  of us ing  t h e  c r e d i t  of t h e  
government t o  f inance  t h e  a c q u i s i t i o n  o r  c o n s t r u c t i o n  of an i n d u s t r i a l  f a c i l i t y  f o r  



lease to private enterprise--was examined in the Commission's recent report on 
Industrial Development Bond Financing, that subject is excluded from the scope of 
this report. 

Finally, it must be noted that the limited focus of this study, confined as 
it is to State and local tax and expenditure policies, excludes an assessment of 
the ways and means by which the Federal Government can promote and channel economic 
development. This is a subject that merits separate treatment. 



Chapter I I 

THE LOCATION OF ECONOMIC GROWTH 

Since World War I1 Americans have witnessed surging growth i n  t h e i r  
Nation's  economy. The economic ind ica to r s  f o r  the  period 1950 t o  1965 reveal :  

- Gross na t iona l  product r i s i n g  from $285 b i l l i o n  
t o  $681 b i l l i o n ,  up 139 percent ;  

- Employment i n  nonagr icu l tu ra l  establishments r i s i n g  
from 45 m i l l i o n  t o  60 m i l l i o n  workers, up 33 percent;  

- Per c a p i t a  personal  income r i s i n g  from $1,496 t o  
$2,746, up 84 percent ;  

- Annual median family income r i s i n g  from $3,319 t o  
$6,900, up 108 percent.  

While every sec t ion  of t h e  country experienced s i g n i f i c a n t  economic 
growth s ince  1950, the re  a r e  marked regional  v a r i a t i o n s  a s  evidenced by a 
comparison of per c a p i t a  income and i n d u s t r i a l  employment s t a t i s t i c s .  

I n  order t o  provide t h e  economic backdrop f o r  evaluat ing t h e  r o l e  t h a t  
S t a t e  and l o c a l  tax  and expenditure p o l i c i e s  play i n  acce le ra t ing  economic de- 
velopment, t h i s  chapter compares the  economic and i n d u s t r i a l  growth t r ends  
s ince  1950 of regions ,  S t a t e s ,  and a reas  wi th in  States--metro versus non-metro, 
and c e n t r a l  c i t y  versus suburban communities. 

REGIONAL GROWTH PATTERNS 

A s t r i k i n g  fea tu re  of the  U.  S. economy i s  i t s  ever changing s t r u c t u r e  
of employment. The h i s t o r y  of the  transformation of t h i s  country from a sub- 
s i s t e n c e ,  r u r a l  economy t o  a market economy i s  we l l  known. Throughout the  
18th Century, employment i n  t h i s  country was l a rge ly  confined t o  a g r i c u l t u r e ,  
f o r e s t r y ,  and f i s h i n g .  With the  spread of the  i n d u s t r i a l  revolut ion dur ing the  
19th Century, an  increas ing share  of employment centered i n  manufacturing, 
mining, and bu i ld ing .  I n  t h i s  century,  f u r t h e r  economic development has brought 
r i s i n g  employment i n  t r a d e ,  t r a n s p o r t a t i o n ,  and se rv ice  i n d u s t r i e s .  Colin Clark 
described and generalized on t h i s  experience i n  the  following terms: 

Studying economic progress i n  r e l a t i o n  t o  the  economic 
s t r u c t u r e  of d i f f e r e n t  coun t r i e s ,  w e  f ind a f irmly es tab l i shed  
genera l i za t ion  t h a t  a high average l e v e l  of r e a l  income per 



head i s  always a s soc ia t ed  wi th  a h igh  propor t ion  of t h e  working 
popula t ion  engaged i n  t e r t i a r y  i n d u s t r i e s .  Primary i n d u s t r i e s  
a r e  def ined a s  a g r i c u l t u r e ,  f o r e s t r y ,  and f i s h i n g ;  secondary 
i n d u s t r i e s  a s  manufacturing,  mining and bu i ld ing ;  t h e  t e r t i a r y  
i n d u s t r i e s  inc lude  commerce, t r a n s p o r t ,  s e r v i c e s ,  and o t h e r  
economic a c t i v i t i e s .  L/ 

Because each of t h e  g r e a t  regions  of t h e  U .  S.  i s  a t  a  somewhat d i f f e r -  
e n t  s t a g e  of economic development (equivalent  t o  d i f f e r e n t  c o u n t r i e s )  t hey ,  
t o o ,  tend t o  fo l low C l a r k ' s  genera l iza t ions- -wi th  t h e  h ighes t  income a s s o c i a t e d  
wi th  s t r o n g  t e r t i a r y  economic development ( t a b l e  1). New England, Mideast ,  
Great  Lakes, and Fa r  West regions  a l l  had r e l a t i v e l y  l e s s  employment i n  primary 
i n d u s t r i e s  i n  1940 and these  regions  enjoyed t h e  h i g h e s t  l e v e l s  of per  c a p i t a  
income. I n  t h e  fol lowing 20 yea r s  a l l  regions  experienced a s h i f t  i n  employ- 
ment away from primary indus t ry  and a r i s e  i n  per  c a p i t a  income. The most r e -  
markable s h i f t  occurred i n  t h e  Southeas t  where t h e  po r t ion  of t o t a l  employment 
i n  secondary and t e r t i a r y  i n d u s t r i e s  combined r o s e  from 65 percent  t o  89.8 per-  
c e n t  between 1940 and 1960 whi le  employment i n  primary i n d u s t r i e s  f e l l  from 35 
t o  10.2 pe rcen t .  This  r e g i o n ' s  propor t ion  of employment i n  t e r t i a r y  i n d u s t r i e s  
a lone  r o s e  from 4 1  percent  t o  59 percent  of t o t a l  employment ( t a b l e  2). Trans-  
l a t i n g  t h e s e  economic i n d i c a t o r s  i n t o  a r r e s t i n g  word p i c t u r e s ,  S id  Moody r e -  
por ted  t h a t  "by any s tandards  t h e  growth has been remarkable." 

The r i s i n g  s t e e l  webs of t h e  A t l a n t a  sky l ine  change 
s o  r a p i d l y  t h e  Chamber of Commerce has  taken e i g h t  d i f f e r e n t  
photographs of i t  i n  t h e  l a s t  s i x  months t o  keep c u r r e n t ,  
i n v a r i a b l y  wi th  Braves Stadium i n  t h e  foreground.  Around 
t h e  courthouse squares  of  t h e  county s e a t s ,  b ib -ove ra l l ed  
farmers s t i l l  lounge and cha t  and s p i t  tobacco.  But on t h e  
o u t s k i r t s  t h e r e  l i k e l y  is a new p l a n t  o r  t h e  arm of a  c rane  
unloading d u l l  red  s t e e l  g i r d e r s .  I n  M a r i e t t a ,  Ga., they  
s o l d  wagons i n  t h e  square  a s  l a t e  a s  1940. The town now 
numbers 100,000 people and has  one of t h e  s o u t h ' s  l a r g e s t  
s i n g l e  employers i n  Lockheed. 2-1 

Increased  r e l i a n c e  on secondary o r  t e r t i a r y  i n d u s t r i e s  f o r  employment 
and h ighe r  per  c a p i t a  incomes go hand i n  hand. The c o n t r i b u t i o n  of  r i s i n g  
employment i n  secondary indus t ry  t o  increased  per  c a p i t a  income i s  ev iden t  i n  
a l l  regions .  The r e l a t i o n s h i p  between r i s i n g  employment i n  t e r t i a r y  indus t ry  
and economic growth i s  demonstrated i n  New England. There t h e  propor t ion  of 
t o t a l  employment i n  secondary i n d u s t r i e s  dec l ined  between 1950 and 1960 a s  d i d  
t h e  propor t ion  i n  primary i n d u s t r i e s ;  n e v e r t h e l e s s ,  per  c a p i t a  income r o s e  
r e l a t i v e  t o  t h e  n a t i o n .  A more graphic example of t h e  r e l a t i o n s h i p  of h igh  
employment i n  t e r t i a r y  indus t ry  and h igh  per  c a p i t a  income can be seen  i n  
Nevada, where t h e  e n t i r e  economy i s  seemingly devoted t o  se rv ice - type  indus-  
t r i e s .  

While S t a t e s  and l o c a l i t i e s  concen t ra t e  on manufacturing i n d u s t r i e s  a s  
t h e  main source  of economic development, t h i s  single-minded concern may 

1/ Col in  C la rk ,  The Condit ions of Economic Progress (London: 1940), pp. 6-7. - 
2/ Washington Sunday S t a r ,  J u l y  24, 1966, Sec t ion  C ,  p .  3 .  - 



TABLE 1.--PER CAPITA REAL DISPOSABLE INCOME AND EMPLOYMENT I N  PRIMARY, 
SECONDARY, AND TERTIARY INDUSTRIES, BY REGION, 1940, 1950, AND 1960 

Region 

1940 
United S t a t e s  1950 

New England 

Mideast 

Grea t  Lakes 

P l a i n s  

Southeas t  

Southwest 

Rocky Mountain 1950 
1960 

1940 
Fa r  West 1950 

1960 

Pe r  c a p i t a  r e a l  
d i sposab l e  

income 
(1954 d o l l a r s )  

To ta l  
employment 

Primary 
i n d u s t r y  

Secondary 
i n d u s t r y  

T e r t i a r y  
i n d u s t r y  

Source: Department o f  Commerce, O f f i c e  of  Business  Economics, Growth P a t t e r n s  i n  Employment 
by Count ies ,  1940-1950 and 1950-1960, (1966), and Survey of  Current  Business ,  
A p r i l  1965. 



TABLE 2. - -PRIMARY, SECONDARY, AND TERTIARY EMPLOYMENT AS A PERCENT OF 
TOTAL EMPLOYMENT, BY REGION, 1940, 1950, AND 1960 

Region 

United S t a t e s  

New England 

Mideast 

Great  Lakes 

P l a i n s  

Southeas t  

Southwest 

Rocky Mountain 

1940 
Fa r  West 1950 

1960 

Tota 1 
emp loyment 

Primary 
i n d u s t r y  

Secondary 
i n d u s t r y  

T e r t i a r y  
i n d u s t r y  

Source: Computed f r o m  t a b l e  I. 



represent  too  narrow a view of the  p o s s i b i l i t i e s  f o r  encouraging economic growth 
and achieving economic progress.  11 

Economic Growth l ndicators 

Because s p e c i f i c  data  on indust ry  loca t ion  i n  var ious  p a r t s  of t h e  
Nation a r e  not  r e a d i l y  a v a i l a b l e ,  i t  i s  necessary t o  r e l y  i n  p a r t  on "proxies"-- 
both general  and f a i r l y  s p e c i f i c  ind ica to r s  of economic and i n d u s t r i a l  growth. 
For purposes of t h i s  s tudy,  th ree  indicators- -popula t ion,  per c a p i t a  personal  
income, and nonagr icu l tu ra l  employment--are used t o  descr ibe  genera l  economic 
growth t rends  and two "proxies" --employees i n  manufacturing establishments and 
value added by manufacture--are used t o  t r a c e  changes i n  i n d u s t r i a l  a c t i v i t y  
( t ab le  3 ) .  I n  a d d i t i o n ,  t h e  t r ends  i n  t h e  loca t ion  of manufacturing indust ry  
by region and S t a t e  a r e  analyzed using manufacturing es tabl ishments '  gross 
s tocks  of p lan t  and equipment. Throughout the  following regional  and S t a t e  
analyses t h e  s tandard of reference  i s  the  percent change i n  the  economic i n d i -  
c a t o r  f o r  t h e  Nation a s  a whole. 

Only t h r e e  regions of the  Nation--the Southwest, Rocky Mountain, and Far 
West--outpaced the  n a t i o n a l  average increase  i n  population between 1950 and 
1965. The Far West, with i t s  r a t e  of growth b e t t e r  than twice t h e  n a t i o n a l  
r a t e ,  c o n t r a s t s  sharply  with the  P la ins  region where population grew a t  s l i g h t l y  
l e s s  than h a l f  t h e  n a t i o n a l  r a t e .  

Greater  than average population gains were n o t ,  however, accompanied by 
commensurate gains i n  per c a p i t a  personal  income. New England and Southeast  
regions ,  both wi th  slower than average population ga ins ,  were t h e  only regions 
t h a t  showed above average increases  i n  per c a p i t a  personal  income between 1950 
and 1965. The o the r  regions did not  f a r e  a s  we l l  a s  d id  t h e  Nation a s  a whole. 

The most s i g n i f i c a n t  r e l a t i v e  increase  i n  nonagr icu l tu ra l  employment 
took place i n  t h e  South and West. A s  might be expected, due t o  t h e i r  more ad- 
vanced s t a g e  of urbanizat ion,  the  Mideast and New England regions lagged s i g -  
n i f i c a n t l y  behind t h e  Nation i n  nonagr icu l tu ra l  employment gains.  

Manufacturing Growth Indicators 

Since 1950 t h e  growth i n  manufacturing a c t i v i t y  has been g r e a t e s t  i n  t h e  
Southeas t ,  Southwest, Rocky Mountain, and Far  West regions.  I n  these  regions 
manufacturing employment was double and,  i n  some cases ,  t r i p l e  t h e  n a t i o n a l  
average growth r a t e .  Manufacturing employment i n  the  P la ins  region moved up 
a t  a f a s t e r  pace than t h e  n a t i o n a l  average while the  Great Lakes and Mideast 
regions lagged behind t h e  n a t i o n a l  r a t e  of increase  and the  New England region 
su f fe red  a l o s s  of jobs i n  manufacturing. S imi la r ly ,  value added by manufacture 

1/ I n  support of t h i s  observation,  see  Donald A. Schon's "Thinking Ahead.-- - 
The New Regionalism1' (Harvard Business Review, January-February 1966) where 
he urges S t a t e s  t o  place l e s s  emphasis on "p i ra t ing  companies from o the r  
areas  and concentra te  on plans t o  t r a i n  l o c a l  en t repreneur ia l  t a l e n t  and 
develop l o c a l  publ ic  markets." 



Regions 

United S ta tes  

New England 

Mideast 

Great Lakes 

Pla ins  
w 

Southeast 

Southwest 

Rocky Mountain 

Far ~ e s & /  

TABLE 3 .  - -TRENDS I N  ECONOMIC INDICATORS , BY REGION 

(Index of Percent Changes: U.S. Average = 100) 

Population 
1950-1965 

11 Excluding Hawaii and Alaska, - 

Per  c a p i t a  
personal  income 

1950-1965 

Nonagricul t u r a l  
employment 
1950-1965 

manufacture 
1954-1963 

Manufacturing 
employment 

1950-1965 

Source: Prepared by ACIR S t a f f  from d a t a  published by the  Department of Comnerce and t h e  Department of Labor. 



rose  rap id ly  across  the  South and West while t h e  North and East  sec t ions  lagged 
somewhat behind t h e  n a t i o n a l  r a t e  of growth. 

A wider d i s p e r s a l  of manufacturing e n t e r p r i s e  among regions i s  indicated 
by the  employment and value added da ta  and i s  f u r t h e r  confirmed by the  percent-  
age change from 1950 t o  1962 i n  t h e  gross s tock of manufacturing p lan t  and equip 
ment ( t ab le  4).  Manufacturing plant  and equipment s tock  rose  f a s t e s t  i n  the  
Southeast ,  Southwest, Rocky Mountain and Far  West regions.  Again, t h i s  i n d i -  
ca to r  shows the  P la ins  region holding i t s  own. New England, Mideast, and Great 
Lakes regions ,  however, f a i l e d  t o  keep up with the  n a t i o n a l  increase  i n  t h e  
gross s tock  of manufacturing p lan t  and equipment. 

Evaluation 

As the  Nat ion 's  economy has developed over the  period 1950-1965, the  
poorer regions claimed l a rge r  r e l a t i v e  shares  of new c a p i t a l  expenditures f o r  
manufacturing p lan t  and equipment and experienced more rapid  economic growth 
than the  r i c h e r  regions.  The s h i f t  i n  employment s t r u c t u r e  away from a g r i -  
c u l t u r e  and o the r  primary i n d u s t r i e s  t o  manufacturing, commerce, s e r v i c e ,  and 
other  secondary and t e r t i a r y  i n d u s t r i e s  was most spectacular  i n  t h e  poorer 
regions .  The r i c h e r  regions meanwhile held t h e i r  own i n  terms of per c a p i t a  
personal  income ind ica t ing  t h a t  wider d i spe r s ion  of manufacturing a c t i v i t y  
throughout t h e  Nation does not  work aga ins t  economic progress i n  a l l  regions .  
Personal  income, once heavi ly  weighted i n  favor of the  Northern and Eastern  
regions of the  United S t a t e s ,  i s  s t i l l  l e s s  than uniformly d i s t r i b u t e d  among 
a l l  regions ,  but  a level ing process i s  d e f i n i t e l y  indicated by the  a v a i l a b l e  
economic barometers. 

STATE GROWTH PATTERNS 

Except f o r  t h e  f a c t  t h a t  they devia te  more widely from t h e  n a t i o n a l  
averages ( t ab le  5 ) ,  S t a t e  economic growth pa t t e rns  a r e  l a rge ly  a "repeat1' of 
t h e  regional  t rends  described above. 

Economic Growth Indicators 

Nature and technology played important r o l e s  i n  the  r e l a t i v e  r i s e  and 
f a l l  of S t a t e  populations.  Mechanization of the  mines contr ibuted t o  the  ab- 
s o l u t e  drop i n  West V i r g i n i a ' s  population between 1950 and 1960, while mechani- 
za t ion  of a g r i c u l t u r e  held down the  P la ins  S t a t e s '  population.  I n  f i v e  S t a t e s  
(Delaware, F lo r ida ,  Arizona, Nevada, and Ca l i fo rn ia )  the  r a t e  of population 
growth exceeded twice t h e  n a t i o n a l  r a t e  with a sa lubr ious  c l imate  playing a 
p a r t  i n  a t t r a c t i n g  population i n  most of these  S t a t e s .  

While population growth lagged behind t h e  Nation i n  t h e  Southeast ,  these  
S t a t e s  ( led by Alabama and including West Virginia)  showed the  most rapid  i n -  
c rease  i n  per c a p i t a  personal  income between 1950 and 1965. The New England 
S t a t e s  a l s o  fared we l l  on t h i s  score.  Because of spectacular  population ga ins ,  
with a heavy concentra t ion i n  t h e  o lder  age group, per c a p i t a  personal  income 
i n  Arizona, Nevada, and Ca l i fo rn ia  f a i l e d  t o  keep pace with t h e  n a t i o n a l  r a t e  
of income growth. 



TABLE 4.--MANUFACTURING ESTABLISHMENTS' GROSS STOCK OF 

PLANT AND EQUIPMENT, BY STATE, 1950 AND 1962 

S t a t e  and Region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachuset t s  
Rhode I s l a n d  
Connect icut  

Mideast  
New York 
New J e r s e y  
Pennsylvania  
Delaware 
Mary 1 and 
D i s t ,  of  Col. 

Grea t  Lakes 
Michigan 
Ohio 
Ind i ana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missour i  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Sou theas t  
V i r g i n i a  
West V i r g i n i a  
Kentucky 
Tennessee 
North Ca ro l ina  
South Ca ro l ina  
Georgia 
F l o r i d a  
Alabama 
M i s s i s s i p p i  
Louis iana  
Arkansas 

(Dol lar  amounts i n  m i l l i o n s )  

Per 
1950-1962 

Rank 

(6) 
32 
3 9 
4 3 
10 
36 
13 

(2) 
3 
9 
1 

35 
15 
4 6 

(1) 
5 
2 
8 
4 

11 

(7) 
2 5 
2 7 
16 
48 
47 
3 7 
29 

(3) 
20 
22 
2 6 
17 
12 
24 
2 1 
23 
19 
34 
1 4  
3 0 

Rank 

(5 ) 
3 1 
36 
41 
10 
2 9 
13  

(2) 
3 
8 
1 

38 
14  
45 

(1 
5 
2 
6 
4 

11 

(6 
22 
2 7 
15  
4 9 
4 7 
3 7 
30 

(3) 
16 
1 8  
2 5 
17 
12 
24 
20 
28 
2 3 
35 
19  
33 

e n t  change 
Re la t ed  t o  U.S. 

'age 

Rank 

(8) 
44 
47 
41 
45 
4 9 
3 3 

(6) 
3 7 
38 
2 8 

5 
3 4 

9 

(7) 
4 6 
3 5 
48 
40 
3 9 

(5 
3 1 
1 4  
3 2 

2 
25 
17 
2 7 

(4) 
42 
43 
20 
26 
30 
23 
2 2 

4 
7 

2 1 
8 

19 



TABLE 4. --MANUFACTURING ESTABLISHMENTS ' GROSS STOCK OF 
PLANTANDEQUIPMENT,BYSTATE,1950AM>1962  (Concl'd) 

(Dollar amounts in millions) 

State and Region 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far West 
Washington 
Oregon 
Nevada 
California 

Rank 
(5 
31 
7 
45 
40 

(8) 
4 1 
42 
44 
33 
38 

(4) 
18 
2 8 
4 9 

6 

Note: Interregional rank shown in parentheses. 

Rank 
(7) 
34 
9 

46 
44 

(8) 
40 
42 
43 
32 
3 9 

(4) 
21 
2 6 
4 8 

7 

Source: U. S. Department of Connnerce, Business and Defense Services Administration. 



State 
and 

Region 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
Dist. of Col. 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

TABLE 5.--TRENDS IN ECONOMIC INDICATORS, BY STATE 

(Index of Percent Changes: U.S. Average = 100) 

Population 
1950-1965 

100 

7 0 
31 
91 
18 
50 
45 
147 

80 
7 8 
143 
35 
20 9 
179 
2 / - 
9 1 
103 
103 
86 
7 9 
7 4 

46 
68 
19 
4 9 
18 
2 7 
4 1 
62 

8 9 
122 
-34 
2 8 
60 
7 5 
72 
94 
3 90 
47 
23 
113 
9 

Per capita 
personal income 
1950-1965 

Nonagricul tural 
employment 
1950-1965 

Value added by 
manufacture 
1954-1963 

Manufacturing 
employment 
1950-1965 

See footnotes at the end of table. 



TABLE 5.--TRENDS I N  ECONOMIC INDICATORS, BY STATE (Concl 'd)  

(Index of Pe rcen t  Changes: U.S. Average = 100) 

S t a t e  
and 

Region 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

F a r  wes&/ 
Washing t on  
Oregon 
Nevada 
C a l i f o r n i a  

Alaska 
Hawaii 

Popula t ion  
1950-1965 

Pe r  c a p i t a  
personal  income 

1950-1965 

n.a. --Data n o t  a v a i l a b l e .  
11 - Inc rea se  of l e s s  than  0.5 pe rcen t .  
2 / - Decrease of l e s s  than  0.5 pe rcen t .  
3 / - Excluding Alaska and Hawaii. 

Nonagr icul tura l  
employment 
1950-1965 

Value added by 
manufacture 

1954-1963 

Manufacturing 
employment 
1950-1965 

Source: Prepared  by ACIR S t a f f  from d a t a  publ i shed by t h e  Department of Commerce and t h e  Department 
of Labor. 



Nonagr icul tura l  employment, a s  might be expected,  rose  f a s t e s t  i n  S t a t e s  
wi th  t h e  b igges t  popula t ion  ga ins - -F lo r ida ,  Arizona,  Nevada, and C a l i f o r n i a - -  
whi le  West Vi rg in ia ,  which l o s t  popula t ion  between 1950 and 1965, a l s o  l o s t  jobs 
i n  t h e  same per iod .  S t a t e s  usua l ly  regarded a s  having a s o l i d  manufacturing 
employment base--New England and Great  Lakes S ta t e s - -d id  not  show up t o o  we l l .  
The Southeas tern  and Southwestern S t a t e s  ( led  by F l o r i d a  and Arizona) enjoyed 
b e t t e r  t han  average ga ins  i n  n o n a g r i c u l t u r a l  employment. 

Manufacturing Growth l ndicators 

The Southeas tern ,  Southwestern, Rocky Mountain, and Far  West S t a t e s ,  wi th  
few except ions  (notably West V i r g i n i a ) ,  l ed  t h e  Nation i n  increased  manufacturing 
employment between 1950 and 1965. The i n d u s t r i a l i z e d  S t a t e s  of t h e  Northeast  
gene ra l ly  experienced t h e  slowest  manufacturing employment ga ins .  Three of t h e  
New England S t a t e s ,  New York, and West Vi rg in ia  a c t u a l l y  l o s t  jobs i n  manufactur- 
i n g  indus t ry  between 1950 and 1965. I n  t h e  Far  West, only Oregon f a i l e d  t o  
match t h e  n a t i o n a l  average inc rease  i n  manufacturing employment. Value added 
by manufacture r o s e  i n  every S t a t e  wi thout  except ion .  Even i n  those  S t a t e s  
where manufacturing employment dec l ined ,  t h i s  rough measure of p r o d u c t i v i t y  rose  
s u b s t a n t i a l l y  between 1954 and 1963. 

Over t h e  per iod  between 1950 and 1962, gross  s tocks  of manufacturing 
p l a n t  and equipment increased  f a s t e r  i n  26 S t a t e s  than  i n  t h e  Nation. While 
every S t a t e  had a h ighe r  s t o c k  of p l a n t  and equipment a s s e t s  i n  1962 than  i t  
d i d  i n  1950, Delaware, North Dakota, F l o r i d a ,  New Mexico, and Arizona were t h e  
leading ga ine r s  wi th  r a t e s  of inc rease  g r e a t e r  than  twice t h e  n a t i o n a l  r a t e .  
The slowest  growth S t a t e  was Rhode I s l a n d  (28 percent  of t h e  U.  S .  average) 
where t a x  concessions f o r  new and expanded indus t ry  have been added t o  a c c e l e r -  
a t e  i n d u s t r i a l  development. The S t a t e s  of t h e  Southeas t  (excepts  ~ i r ~ i n i a ,  West 
Vi rg in ia ,  and North Carol ina)  d i d  b e t t e r  t han  t h e  Nation a s  a whole. Only 
Minnesota and Missouri  among t h e  P l a i n s  S t a t e s  f a i l e d  t o  keep pace wi th  t h e  
n a t i o n a l  growth i n  manufacturing p l a n t  and equipment s t o c k s .  Among t h e  Rocky 
Mountain S t a t e s ,  Colorado and Wyoming lagged behind t h e i r  neighbors and t h e  
n a t i o n a l  average. The t r a d i t i o n a l  c e n t e r  of manufacturing a c t i v i t y  encompassing 
t h e  S t a t e s  of t h e  New England, Mideast ,  and Great  Lakes regions  could  c la im 
about  two- th i rds  of t h e  Nat ion ' s  gross  s t o c k  of manufacturing p l a n t  and equip- 
ment i n  1950. By 1962 these  S t a t e s  a s  a group could lay c la im t o  about  60 per-  
cen t  of t h e  n a t i o n a l  t o t a l .  

Evaluation 

Every S t a t e  has shared i n  t h e  o v e r a l l  growth i n  t h e  Nat ion ' s  economy 
over t h e  p a s t  15 y e a r s ,  but  t h e  poorer  S t a t e s  a s  a r u l e  have shown f a s t e r  growth 
than  t h e  r i c h .  Thus, because bus iness  a c t i v i t y  i s  now b e t t e r  d i s t r i b u t e d  be- 
tween North and South, and between Eas t  and West, t h e  d i s p a r i t y  i n  personal  
income l e v e l s  of S t a t e s  has  decreased s i n c e  1950. 

This  growth p a t t e r n  prompted William D o  Ross n ine  yea r s  ago t o  suggest  a 
new s e t  of assumptions f o r  i n d u s t r i a l  promotion. 

... F i r s t ,  t h e  economy of t h e  United S t a t e s  i s  no longer 
a s c a r c i t y  economy; w e  can have both an inc reas ing  supply of 



c a p i t a l  goods through new indus t r i a l  investment and a r i s i n g  
standard of l iv ing  fo r  a l l  segments of our population. The 
s i z e  of the  economic p ie  i s  not f ixed; i t  i s  growing. Growth 
i n  one sec tor  o r  geographic area  of our economy generates 
growth i n  other a reas .  It would appear t ha t  a "growthll 
philosophy may now replace the  "scarcity" philosophy t ha t  
has character ized the  c a p i t a l i s t i c  economic system t o  da te .  L/ 

Where manufacturing employment lagged or dropped i n  the S t a t e  data  re -  
ported here ,  the  image of economic decline was f a r  more apparent than r e a l .  
Massachusetts i s  a case i n  point ;  manufacturing employment declined ye t  per 
cap i ta  income rose  3 percent f a s t e r  than i t  did fo r  the  Nation a s  a whole. 
Throughout the  New England, Mideast, and Great Lakes S t a t e s ,  except Delaware 
and Indiana,  the  growth i n  manufacturing employment was l e s s  than the growth 
i n  nonagricul tural  employment. Nevertheless, per cap i ta  income rose a t  a r a t e  
equal t o  o r  g rea te r  than the  na t iona l  average i n  s i x  Sta tes-- four  i n  New England 
joined by Maryland and Wisconsin. Economic progress,  a t  l e a s t  insofa r  a s  S t a t e s  
a r e  concerned, would appear t o  depend not only on growth i n  the manufacturing 
sec tor  of the  economy, but a l s o  on the  growth i n  commercial and service-type 
a c t i v i t i e s .  

METROPOLITAN AND NON-METROPOLITAN AREA GROWTH PATTERNS 

A s  our a t t en t i on  s h i f t s  from i n t e r s t a t e  comparisons t o  an ana lys i s  of 
i ndus t r i a l  growth trends of areas  within S t a t e s ,  the  t ask  becomes more d i f f i -  
c u l t  because there  a r e  fewer economic and i ndus t r i a l  ind ica tors .  Because i n -  
come and non-agr icul tural  employment data  a r e  not cur ren t ly  ava i lab le ,  compari- 
sons between metropolitan and non-metropolitan areas  must be based on census 
benchmark years .  Thus, the  change i n  population from 1950 t o  1960 i s  used a s  
a general  economic growth ind ica tor  and employees i n  manufacturing es tab l i sh-  
ments and value added by manufacture become the proxy ind ica tors  fo r  spec i f i c  
data on plant  locat ions  fo r  the  period between 1958 and 1963. It should be 
noted t h a t  these  proxy da ta  w i l l  be supplemented i n  the  following sec t ion  of 
t h i s  chapter by spec i f i c  plant  locat ion s t a t i s t i c s  fo r  se lected S ta tes .  

Manufacturing Growth Trends 

A s t r i k i n g  fea tu re  of recent i ndus t r i a l  development i s  the  more rapid 
growth i n  manufacturing outside the  metropolitan a reas ,  despi te  the  f a c t  t h a t  
general  population growth trends favor the  metropolitan areas .  For the Nation 
a s  a whole, population i n  SMSA1s increased 26.3 percent while population outs ide  
SMSA's increased only 7 percent between 1950 and 1960 ( tab le  6)--a trend t h a t  
seems t o  be continuing. The 5-year period between the  l a s t  two Census of 
Manufactures (1958-1963) reveals  a generally opposite trend i n  manufacturing 
employment and value added by manufacture: na t iona l ly ,  manufacturing employment 
rose 13.6 percent outside SMSA's compared t o  3 . 4  percent ins ide  SMSA's; and 
value added by manufacture increased 44.1 percent ins ide  SMSA's compared t o  

1/ William D. Ross, "Tax Concessions and Their Ef fec t  , ' I  National Tax Associa- - 
t i on  Proceedings, 1957, Varr isburg:  1958). 



TABLE 6.--PERCENT CHANGE IN SELECTED ECONOMIC INDICATORS MSIDE AND 
OUTSIDE STANDARD METROPOLITAN STATISTICAL AREAS, BY STATE 

State and Region 

Population 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Mary 1 and 
Dist. of Col. 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
W. Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alabama 
Mississippi 
Louisiana 
Arkansas 

In 
SMSA ' s 
26.3 

12 .o 
1.4 
13 .O 
-0 - 
8.5 
6.2 
24.7 

14.6 
13.4 
20.1 
9.8 
40.5 
37.5 
-4.8 

23.4 
25.7 
23.9 
24.7 
20.4 
25.6 

23.8 
26.3 
18.0 
18.0 
13.7 
22.1 
27.3 
46.4 

36.8 
38.1 
3 04 
22.4 
21 .o 
24.8 
34.0 
35.9 
93.3 
21 .o 
31.6 
32.9 
16.3 

Outside 
SMSA' S 
7 .O 

14.8 
7.3 
14 .O 
3.2 
17.4 
25.8 
32.1 

13.8 
11.8 
50.7 
1.3 
40 .O 
16.6 
-0- 

11.4 
15.6 
18.3 
13.3 
2.3 
7.3 

0.6 
4.1 
-0.2 
-0.9 
0.8 
2 .1 
-3.1 
1.1 

3.1 
4.9 

-11.3 
-4.6 
-0.4 
8.6 
4.6 
0.9 
56.2 
-2.9 
-2.2 
11.7 
-10.6 

Employees in 
manufacturing 
establishments 

SMSA' S 
3.4 

-5 00 
-4 *3 
-4 .O 
-0 - 
-2.1 
-1.6 
-13.3 

-1.8 
-3.8 
2 .o 
-1.7 
0.9 
0.6 
4.3 

3.7 
8.8 
2 .o 
4.6 
1.0 
6.1 

3.7 
13.2 
4 04 
2 *o 

-19.1 
0.2 
6.5 
-9,l 

10.5 
l8,7 
-3.6 
3 04 
10.8 
11.8 
17.3 
8.4 
28.8 
0 .4 
2.1 
-1.9 
28.0 

SMSA ' S 
13.6 

26.3 
3 05 
10.7 
4.8 
3 04 
21.7 
108.8 

5.9 
0.5 
16.2 
5 .5 
13.2 
6.9 
-0- 

11.2 
11 .o 
9.7 
22.3 
8.5 
3.9 

10 .o 
11.6 
10.9 
6.8 
12.1 
7.1 
19.2 
7.2 

18.2 
16 .? 
6.8 
26.4 
31 .O 
16.1 
15.2 
17.2 
22.9 
12.3 
20 .o 
10 .o 
28.4 

Value added by 
manufacture 

1958 
1958 
In 

I 

t 
In 

SMSA'S 
32.8 

27.8 
14.3 
29.9 
-0- 
22.9 
24.3 
37 .9 

24.1 
22.5 
30.3 
21.4 
56.2 
22.7 
31.5 

34.4 
58.8 
33 .O 
30.6 
23.4 
22.8 

34.5 
40.5 
34.4 
36.1 
9.3 
21.5 
31.3 
21.9 

41.6 
48.2 
41.2 
34.8 
43.3 
41 .O 
53 .O 
52.2 
64.3 
13.5 
28.2 
24.9 
65.6 

to 1963 
Outside 

-- 

1963 
Outside 
SMSA'S 
44.1 



TABLE 6.--PERCENT CHANGE IN SELECTED ECONOMIC INDICATORS INSIDE AM) 

OUTSIDE STANDARDMETROPOLITANSTATISTICALAREAS,BY STATE (Concl'd) 

S t a t e  and Region 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

F a r  West 
Washing t on  
Oregon 
Nevada 
C a l i f o r n i a  

Popula t ion  
1950 

t o  
19 

I n  
SMSA' S 

46.3 
31.7 
42.3 
80 .O 
96.4 

46.7 
40 .O 

-0 - 
-0 - 

53.4 
36.5 

46.5 
26.2 
19.5 

115 .O 
51 02 

0 
Outs ide  

SMSA'S 

2.8 
-10 .4 

1.8 
28.6 
34.8 

9.9 
8.3 

13.3 
13.6 

2.5 
16.5 

21 .9 
10.6 
13.1 
19.4 
33.1 

Employees i n  
manufacturing 

e s t ab l i shmen t s  
1958 
I n  

SMSA ' S 

8.7 
8.3 
5 .3 

20.6 
45.6 

23 .O 
-0.3 

8.3 
-0 - 

21.7 
30.7 

14.2 
4.7 

16.1 
37.8 
15.2 

1963 
h t s i d e  
SMSA ' S 

8.0 
0.5 

10.7 
1.8 

19.8 

15.6 
-0.1 
12.1 

7.1 
5.8 

121.3 

4.9 
5.9 
2.2 

42.1 
6.2 

Value added by 
manufacture 

1958 
t c  

I n  
SMSA'S 

41 .O 
44.8 
38.9 
44 .O 
63.1 

52.3 
21.1 
38.5 

-0- 
54.8 
54.7 

41.3 
32.2 
32.7 
76.1 
42 .G 

Outs ide  
SMSA ' S 

Source: Prepared  by ACIR s t a f f  from d a t a  publ i shed by t h e  Department of Commerce. 



32.8 percent ou t s ide .  These con t ra ry  t r ends  a s  t o  population and manufacturing 
a c t i v i t y  appear t o  apply genera l ly  i n  ind iv idua l  S t a t e s ,  except i n  a number of 
New England and Mideast S t a t e s  (where both population and manufacturing a r e  
moving out of a l ready densely populated SMSA's) and i n  some of the  Western 
S t a t e s  (where both population and manufacturing a r e  moving i n t o  developing 
SMSA1 s )  . 

Evaluation 

Manufacturing a c t i v i t y  i s  inc reas ing ly  located ou t s ide  SMSA's i n  most 
S t a t e s ,  no t  merely i n  heavi ly  i n d u s t r i a l i z e d  S t a t e s .  This i s  probably due t o  
a v a r i e t y  of cons ide ra t ions ,  inc luding the  g r e a t e r  a v a i l a b i l i t y  and lower c o s t  
of sites,  t h e  g r e a t e r  ease  of access  provided by t h e  i n t e r s t a t e  highway system, 
and t h e  r e l a t i v e l y  fewer s o c i a l  and environmental problems i n  l e s s  urbanized a r e a s .  

INTRAMETRO GROWTH PATTERNS 

Economic Growth lndicators 

The t rend i n  population growth c l e a r l y  favors  t h e  suburban communities. 
With but  one exception,  population e i t h e r  grew f a s t e r  o r  decl ined more slowly 
i n  t h e  suburban count ies  than i n  the  c i t y  o r  inner  core  county ( t a b l e  7 ) .  I n  
t h e  Dallas-Forth Worth a r e a ,  t h e  inner  core  coun t i es ,  perhaps due t o  t h e i r  l a rge  
a r e a ,  gained s l i g h t l y  more population than t h e i r  suburban neighbor coun t i es .  
The inner  core  of t h e  Boston, P i t t sburgh ,  and S t .  Louis metropol i tan  a r e a s  
a c t u a l l y  l o s t  population between 1960 and 1964. 

Without exception,  the  "outer core" a reas  wi th in  t h e  metropol i tan  a r e a  
a l s o  r e g i s t e r e d  g r e a t e r  r e l a t i v e  gains i n  covered employment between 1959 and 
1964. There was an absolute  drop i n  covered employment f o r  t h e  inner  core  
por t ions  of t h e  Phi ladelphia ,  P i t t sburgh ,  and Baltimore metropol i tan  a reas  
during t h i s  period.  

Manufacturing Growth lndicators 

Except i n  t h e  Minneapolis-St. Paul and New Orleans a r e a s ,  t h e  i n d i c a t o r s  
of i n d u s t r i a l  a c t i v i t y  r evea l  t h a t  between 1958 and 1963 outer  core  coun t i es  
fared b e t t e r  than inner  core count ies  i n  a t t r a c t i n g  o r  maintaining manufacturing 
employment. The major e a s t e r n  metropol i tan  complexes, except f o r  Washington, 
D. C . ,  a c t u a l l y  f a i l e d  t o  ga in  employment i n  manufacturing i n d u s t r i e s .  S t .  Louis, 
Chicago, and t h e  e a s t e r n  core  c i t i e s  (again, excluding Washington, D. C . )  a l l  
l o s t  manufacturing employment between 1958 and 1963. 

The p i c t u r e  presented by t h e  value added i n d i c a t o r  i s  somewhat b r i g h t e r  
f o r  the  inner  core  a r e a s .  No core  c i t y  exh ib i t ed  an absolute  dec l ine  i n  value 
added by mapufacture between 1958 and 1963. I n  four  ins tances ,  Boston, Balt imore,  
Minneapolis-St. Paul,  and New Orleans,  the  growth i n  value  added was g r e a t e r  i n  
the  urban core  than i n  t h e  suburbs. 

I n  t h e  economic development r ace ,  the  suburban o r  ou te r  core  a reas  a r e  
d e f i n i t e l y  outdis tancing t h e i r  inner  core  neighbors.  Burgeoning population 



TABLE 7.--PERCENT CHANGE I N  SELECTED ECONOMIC INDICATORS FOR CORE 
COUNTIES AND SUBURBAN COUNTIES I N  EIGHTEEN 

STANDARD METROPOLITAN STATISTICAL AREAS 

City 

~ e w  York-Northeastern 
New Jersey 

Core 
Suburban 

Chicago-Northwestern 
Indiana 

Core 
Suburban 

Philadelphia 
Core 
Suburban 

Detroi t  
Core 
Suburban 

San Francisco-Oakland 
Core 
Suburban 

Boston 
Core 
Suburban 

Pi t tsburgh 
Core 
Suburban 

St .  Louis 
Core 
Suburban 

Washington, D O C .  
Core 
Suburban 

Baltimore 
Core 
Suburban 

Population 
1960 

to  
1964 

5.7 
2.9 

11 .3 

5.6 
3.7 

13.1 

6,3 
3.1 

10.5 

4 .o 
O o l  

13.6 

9.3 
5.5 

15,3 

2.2 
-7 .5 

1.2 

-1.6 
-1.9 
-0.8 

4.7 
-6.7 
11 .O 

16.7 
4.1 

23.4 

5.9 
0.4 

12.4 

Value added 
by 

manufacture 
1 9 5 8 t o 1 9 6 3  

25.3 
19.6 
38.8 

23,6 
21.6 
42.5 

24.1 
8.7 

48.8 

53.1 
49.8 
63.6 

29.1 
25.2 
41 .l 

25.8 
27.3 
25.3 

1002 
3,8 

19.3 

34.3 
15.7 
55.6 

68.1 
31.5 

131.7 

19.3 
23.8 
13.9 

In  covered 
employment 

1 9 5 9 t o 1 9 6 4  

7.3 
2.9 

23.3 

4,7 
2.7 

24.0 

4.1 
-2.7 
18.7 

7.4 
0.9 

33,5 

15 .8 
10 .5 
33.5 

6 .O 
0.4 
9.9 

-5 ,5 
-6.1 
-3.8 

7.1 
1.1 

18.9 

26.1 
13 .O 
47.7 

4,1 
-1.4 
17.5 

Employees 
In  manufacturing 

establishments 
1 9 5 8 t o 1 9 6 3  

-1 .O 
-6.1 
14.2 

002 
-2.4 
24.8 

0 .1 
-10.5 
19.4 

5 ,5 
0.5 

21.6 

5 .O 
2.3 

14.5 

-0.1 
-8.8 
2.2 

-10.4 
-14.0 

-2,3 

-1.3 
-9.4 
8.5 

42.5 
4.3 

101 .9 

-3 .4  
-7.8 
2.5 



TABLE 7.--PERCENT CHANGE I N  SELECTED ECONOMIC INDICATORS FOR CORE 
COUNTIES AND SUBURBAN COUNTIES IN EIGHTEEN 

STANDARD METROPOL ITAN STATISTICAL AREAS (Concl ' d) 

C i t y  

Dal las-Ft  . Worth 
Core 
Suburban 

Minneapolis-St. Paul  
Core 
Suburb an  

Milwaukee 
Core 
Suburban 

A t l a n t a  
Core 
Suburban 

Denver 
Core 
Suburban 

New Orleans 
Core 
Suburban 

Por t l and ,  Oregon 
Core 
Suburban 

Dayton, Ohio 
Core 
Suburban 

Popula t ior  
1960 

t o  
1964 

I n  covered 
employment 

L959 t o  1964 

Employees 

I n  manufacturing 
es tabl i shments  
1958 t o  1963 

Value added 
by 

manufacture 
1958 t o  1963 

Source: Prepared by ACIR s t a f f  from d a t a  publ ished by t h e  Department of  Commerce. 



o u t s i d e  most c e n t r a l  c i t i e s  i s  matched by burgeoning employment and growing 
manufacturing a c t i v i t y .  Most i n d u s t r i a l  l o c a t i o n  ques t ionna i re s  i n d i c a t e  t h a t  
businessmen a r e  seeking s u i t a b l e  s i t e s  a t  reasonable c o s t ,  a  commodity c i t i e s  
a r e  l e a s t  a b l e  t o  o f f e r .  The g r e a t e r  a v a i l a b i l i t y  of land coupled wi th  ease  
of access ,  provis ion  f o r  adequate parking,  and a  more wholesome s o c i a l  and 
phys ica l  environment g ive  t h e  suburbs a  g r e a t  advantage r e l a t i v e  t o  t h e  d i f f i -  
c u l t i e s  t h e  c i t y  experiences i n  t r y i n g  t o  a t t r a c t  new and expanding i n d u s t r i e s .  

Recent Trends in the Location of New Industrial Plants Within States 

I n  an e f f o r t  t o  p inpoint  t h e  loca t ion  of new i n d u s t r i a l  p l a n t s  w i t h i n  
S t a t e s ,  l o c a t i o n a l  da ta  covering t h e  yea r s  1963 through 1965 were obta ined from 
about a  dozen S t a t e s .  S p e c i f i c a l l y ,  an  at tempt was made t o  answer t h e  fol lowing 
ques t ions :  

1. Where a r e  new i n d u s t r i a l  p l a n t s  being loca ted  r e l a t i v e  t o  
t h e  Standard Metropol i tan  S t a t i s t i c a l  Area (SMSA)? 

2. Where a r e  new i n d u s t r i a l  p l a n t s  be ing  loca ted  r e l a t i v e  t o  
t h e  c e n t r a l  c i t i e s  of SMSA's? 

3 .  Where a r e  new i n d u s t r i a l  p l a n t s  being loca ted  r e l a t i v e  t o  
t h e  o t h e r  urban c e n t e r s ?  

Metro vs .  Non-metro Location--When s p e c i f i c  p l a n t  l o c a t i o n  d a t a  a r e  ex- 
amined t h e  non-metropolitan a r e a s  appear t o  be making even g r e a t e r  i n d u s t r i a l  
development progress  than  t h e i r  metropol i tan  coun te rpa r t s .  Although t h e  more 
gene ra l  da ta  had c l e a r l y  ind ica ted  t h i s  t r e n d ,  t h e  s p e c i f i c  S t a t e  p l a n t  l o c a t i o n  
information no t  only f o r t i f i e s  but  accen tua te s  t h i s  conclus ion .  I n  f i v e  of t h e  
twelve S t a t e s  t h a t  a r e  included i n  t h i s  s tudy t h e  percentage of employment i n  
new p l a n t s  e s t a b l i s h e d  ou t s ide  t h e  SMSA's dur ing  t h e  three-year  period f a r  ex- 
ceeded t h a t  i n d i c a t e d  f o r  t h e  SMSA's ( t ab le  8 ) .  Furthermore, i n  s i x  of t h e  
o the r  seven S t a t e s  (New Je r sey  i s  t h e  except ion)  t h e  percentage of employment 
i n  new p l a n t s  e s t a b l i s h e d  dur ing  t h e  three-year  period ou t s ide  the  SMSA;s ex- 
ceeded those  same a r e a s '  sha re  of a l l  manufacturing employment i n  1963, a s  r e -  
por ted  i n  t h e  Census of Manufactures. 

For e i g h t  of t h e  twelve S t a t e s ,  t h i s  would appear t o  be a  r e v e r s a l  of 
t h e  1958-63 t r e n d s  i n  manufacturing employment shown i n  t a b l e  6. However, it 
should be borne i n  mind t h a t  t h e  s p e c i f i c  p l an t  l oca t ion  d a t a  analyzed here  
r e l a t e  only t o  new p l a n t s ,  whereas t h e  Census of Manufactures da ta  r epor t ed  i n  
t a b l e  6 a r e  based upon t h e  n e t  r e s u l t  of new es tabl i shments  and p l a n t  expansions,  
a s  we l l  a s  a t t r i t i o n  t h a t  r e s u l t s  from t h e  c l o s i n g  of p l a n t s .  

New P l a n t  Locations Re la t ive  t o  Urban Centers--Without except ion ,  by f a r  
t h e  l a r g e s t  propor t ion  of manufacturing employment i n  newly e s t a b l i s h e d  p l a n t s  
i s  occurr ing  ou t s ide  t h e  c e n t r a l  c i t i e s .  I n  a l l  twelve S t a t e s ,  more than  t h r e e -  
f i f t h s  of a l l  new manufacturing employment went ou t s ide  t h e  SMSA c e n t r a l  c i t i e s  
( t a b l e  9 ) .  I n  t h r e e  S t a t e s  more than  n ine - t en ths ,  and i n  another  t h r e e  more 
than  f o u r - f i f t h s  went ou t s ide  c e n t r a l  c i t i e s .  Since p l a n t  l oca t ions  were r e -  
por ted  i n  most in s t ances  according t o  pos t  o f f i c e  addresses ,  t h e  propor t ions  
shown i n  t a b l e  9 f o r  employment i n  c i t i e s  a r e  gene ra l ly  ove r s t a t ed .  



Our conclus ion  concerning t h e  tendency of i n d u s t r i a l  p l a n t s  t o  be l o -  
ca t ed  ou t s ide  t h e  c e n t r a l  c i t i e s  of  SMSA's i s  borne out  by a  r ecen t  Labor 
Department s tudy of new p r i v a t e  n o n r e s i d e n t i a l  bu i ld ings .  11 That s tudy , 
based upon bu i ld ing  permit v a l u a t i o n  d a t a ,  i n d i c a t e s  t h a t  62 percent  of t h e  
va lue  of a l l  new i n d u s t r i a l  bu i ld ings  i n  t h e  United S t a t e s  f o r  which permits  
were i ssued between 1950 and 1965 was f o r  c o n s t r u c t i o n  o u t s i d e  t h e  c e n t r a l  
c i t i e s .  Data repor ted  f o r  t h i r t e e n  SMSA's show t h a t  w e l l  over h a l f  of t h e  
new i n d u s t r i a l  cons t ruc t ion  va lue  i n  each of t h e  me t ropo l i t an  a r e a s  went ou t -  
s i d e  t h e  c e n t r a l  c i t i e s .  I n  n ine  of t h e  t h i r t e e n  SMSA's more than  two- th i rds  
of t h e  va lue  was f o r  cons t ruc t ion  ou t s ide  t h e  c e n t r a l  c i t i e s .  

1/ Dorothy K .  Newman, "The Decen t ra l i za t ion  of Jobs ," Monthly Labor Review, - 
May 1967, Vol. 90, No. 5 .  



TABU 8.--RELATIONSHIP OF EMPLOYMEm I N  NEW PIANTS, TOTAL MANUFACTURING EMPIDYMENT, 
AND POPULATION, INSIDE AND OUTSIDE SMSA'S, 12 SELECTED STATES 

(Percent of S t a t e  t o t a l s )  

Locat ion  

Colorado 

I n s i d e  SMSA ' s 
Colorado Sp r ings  
Denver 
Pueblo 

Outs ide  SMSA's 

F l o r i d a  

I n s i d e  SMSA's 
F o r t  Lauderdale -Hollywood 
Jacksonv i l l e  
Miami 
Orlando 
Pensacola 
Tampa-St . Pe te r sbu rg  
West Palm Beach 

Outs ide  SMSA1s 

I l l i n o i s  

I n s i d e  SMSA1s 
Champaign-Urbana 
Chicago 
Davenport-Rock Island-Moline 21 
Decatur 
Peo r i a  
Rockford 
S t .  Louis ,  Mo. ( I l l i n o i s  po r t i on )  
S p r i n g f i e l d  

Outs ide  SMSA1s 

Kentucky 

I n s i d e  SMSA's 
Huntington-Ashland 21 
Lexington 
L o u i s v i l l e  21 

Outs ide  SMSA' s 

Mary land 

I n s i d e  SMSA1s 
Bal t imore  
Wash.-Md.-Va. (Md. po r t i on )  
Wilmington, Del.  (Md. po r t i on )  

Outs ide  SMSA ' s 

New Je r sey  

I n s i d e  SMSA1s 
A t l a n t i c  C i t y  
J e r sey  C i t y  
Newark 
Pa t t e r son -Cl i f t on -Passa i c  
Trenton 

Outs ide  SMSA's 

See foo tno t e s  a t  t h e  end of t a b l e .  

Employment i n  
new p l a n t s  
1963-1965 - 

- 

T o t a l  manufac tur ing  
emp loymen t 

1963 
Popu la t i on  

1960 

100.0 

68 .O 
8.2 

53.0 
6 .8  

32.0 

100.0 

65.6 
6.7 
9.2 

18.9 
6.4 
4 .1  

15 .6  
4.6 

34.4 

100.0 

77.9 
1 . 3  

61.7 
2.0 
1 . 2  
3 .1  
2.3 
4.8 
1 .5  

22.1 

100.0 

34.8 21 
1.7 
4.3 

20.1 
65.2 

100.0 

79.8 
55.7 
22.5 

1 .6  
20.2 

100.0 

78.9 41 
2.7 

10.1 
27.8 
19.6 
4.4 

21.1 



TABLE 8. --RELATIONSHIP OF EMPLOYMENT IN NEW PLANTS, TOTAL MANUFACTURING EMPLOYMENT, 
AND POPULATION, INSIDE AND OUTSIDE SMSA'S, 12 SELECTED STATES (Cont'd) 

(Percent of State totals) 

t 

Location 

Pennsylvania 

Inside SMSA's 
Allentown-Bethlehem-Easton 2/ 
Altoona 
Binghamton, N. Y. (Pa. portion) 
Erie 
Harrisburg 
Johns town 
Lancas ter 
Philadelphia 21 
Pittsburgh 
Reading 
Scranton 
Wilkes Barre-Hazelton 
York 

Outside SMSA ' s 

South Carolina 

Inside SMSA's 
Augusta, Ga. (S. C. portion) 
Charleston 
Columbia 
Greenvi lle 

Outside SMSA's 

Tennessee 

Inside SMSA's 
Chattanooga 21 
Knoxvi 1 le 
Memphis 21 
Nashville 

Outside SMSA ' s 

Texas 

Inside SMSA's 
Abilene 
Amarillo 
Austin 
Beaumont -Port Arthur 
Brownsville-Harlingen-San Benito 
Corpus Christi 
Da 1 las 
El Paso 
Fort Worth 
Galveston-Texas City 
Houston 
Laredo 
Lubbock 
Midland 
Odessa 
San Angelo 
San Antonio 
Texarkana (Texas port ion) 
Tyler 
Waco 
Wichita Falls 

Outside SMSA's 

Employment in 
new plants 
1963-1965 

Total manufacturing 
emp 1 oymen t 

1963 

Population 
1960 



TABLE 8.--RELATIONSHIP OF EMPLOYMENT I N  N E W  PLANTS, TOTAL MANUFACTURING EMPLOYMENT, 
AND POPULATION, INSIDE AND OUTSIDE SMSA'S, 12 SELECTED STATES (Concl 'd)  

(Percent  of S t a t e  t o t a l s )  

Locat  i o n  
Employment i n  

new p l a n t s  
1963-1965 

T o t a l  manufac tur ing  
employment 

1963 

Vi rg in i a  

I n s i d e  SMSA's 
Lynchburg 
Newport News-Hampton 
Norfolk-Portsmouth 
Richmond 
Roanoke 
Wash. -Md. -Va. (Va. p o r t i o n )  

Outs ide  SMSA's 

Washington 

I n s i d e  SMSA's 
P o r t l a n d ,  Oregon (Wash. p o r t i o n )  
S e a t t l e - E v e r e t t  
Spokane 
Tacoma 

Outs ide  SMSA' s  

Popu la t i on  
1960 

1/ Data a r e  f o r  1964-1965 and f o r  p l a n t s  w i th  25 o r  more employees only .  - 

2 /  I n t e r s t a t e  SMSA wi th  t h e  c e n t r a l  c i t y  l oca t ed  w i t h i n  t h e  S t a t e .  - 
3/  Inc ludes  p o r t i o n s  of 2 i n t e r s t a t e  SMSA's where c e n t r a l  c i t y  i s  loca ted  i n  ano the r  S t a t e .  - 
41 Inc ludes  p o r t i o n s  of 3 i n t e r s t a t e  SMSA's where c e n t r a l  c i t y  i s  l oca t ed  i n  ano the r  S t a t e .  - 

5 1  1965 d a t a  a r e  f o r  p l a n t s  w i th  25 o r  more employees only .  - 

6 1  P l a n t s  wi th  10 o r  more employees only .  - 

Source: Appendix A; Bureau of t h e  Census, 1963 Census of Manufactures,  "General S t a t i s t i c s  f o r  
Counties ' '  (MC63(P)-7) and 1960 Census of Popu la t i on ,  " C h a r a c t e r i s t i c s  of t h e  Popu la t i on ,  
Number of I n h a b i t a n t s "  (Vol. 1, P a r t  A). 



TABLE 9.--PERCENT DISTRIBUTION OF EMPLOYMENT I N  NEW MANUFACTURING PLANTS, BY POPULATION SIZE OF MUNICIPALITIES, 

Location 

Colorado, t o t a l  

I n s ide  SMSA'S 
Outside SMSA'S 

Exhibi t :  Percent  d i s t r i b u t i o n  
of 1960 popula t ion  

F l o r i d a ,  t o t a l  

I n s i d e  SMSA' s  
Outside SMSA'S 

Exhibi t :  Percent  d i s t r i b u t i o n  
of 1960 popula t ion  

-.I 

I l l i n o i s ,  t o t a l l /  

I n s ide  SMSA' s 
Outside SMSA's 

Exhibi t :  Percent  d i s t r i b u t i o n  
of  1960 popula t ion  

Kentucky, t o t a l ? /  

I n s i d e  SMSA'S 
Outside SMSA's 

Exhibi t :  Percent  d i s t r i b u t i o n  
of  1960 popula t ion  

INSIDE AND OUTSIDE SMSA'S, 12 SELECTED STATES, 1963-1965 

I n  SMSA 
c e n t r a l  

c i t i e s  

32.2 

42.9 
- - 

37.4 

38.9 

62.1 - - 

25.6 

26.3 

35.9 
- - 

40.8 

6.1 

27 .O - - 

16 .O 

Outs ide  SMSA Cen t r a l  C i t i e s  

To ta l  
I n  c i t i e s  having a  1960 popu la t i on  o f :  

25,000 10,000 

5'000 1 2'500 
and 
ove r  

42.3 

50.9 
16.6 

9.7 

14.2 

14.3 
14.1 

10.3 

14.8 

10.2 
27.4 

13.5 

7.6 

6  .O 
8.1 

6.4 

Less  
t han  

2,500 

7.4 

0.2 
29 .O 

7.2 

8.2 

3.2 
16.5 

3.7 

17.2 

19.2 
11.7 

6.5 

15.1 

15.6 
15 .O 

7.6 

Outs ide  
c i t i e s  

T o t a l  

See footnotes  a t  t h e  end of t a b l e .  



TABLE 9.--PERCENT DISTRIBUTION OF EMPLOYMENT I N  NEW MANUFACTURING PLANTS, BY POPULATION SIZE OF MUNICIPALITIES, 

Location 

Maryland, total?' 

I n s i d e  sMSA'S 
Outs ide  SMSA's 

Exhibi t :  pe r cen t  d i s t r i b u t i o n  
of 1960 popula t ion  

4 / New Jersey ,  t o t a l -  

I n s i d e  SMSA'S 
Outs ide  SMSA's 

Exhibi t :  Percent  d i s t r i b u t i o n  
of 1960 popula t ion  

5  / Pennsylvania,  t o t a l -  

I n s i d e  sMSA'S 
Outside SMSA's 

Exhibi t :  Percent  d i s t r i b u t i o n  
of  1960 popula t ion  

6  / South Carol ina ,  t o t a l -  

I n s i d e  SEA'S 
Outs ide  sMSA'S 

Exhibi t :  Percent  d i s t r i b u t i o n  
of 1960 popula t ion  

INSIDE AND OUTSIDE SMSA'S , 12 SELECTED STATES, 1963-1965 (Cont ' d) 

I n  SMSA 
c e n t r a l  

c i t i e s  
T o t a l  

Ou t s ide  SMSA Cen t r a l  C i t i e s  

I n  c i t :  
25,000 

and 
ove r  

14.3 

14.1 
14.9 

3.1 

32.8 

33.3 
29.7 

21.5 

4.6 

2.1 
11.9 

3.5 

7.8 

- - 
10.7 

4.8 

See foo tno t e s  a t  t h e  end of t a b l e .  

s  having : 
10,000 

t o  
25,000 

9.2 

1.9 
26.1 

4.0 

18.8 

15.9 
37.1 

14.6 

9  03 

7.3 
15  .O 

9.6 

16.1 

1 4  .O 
16.8 

5.6 

Less  
t han  

2,500 

17.2 

10.5 
32.5 

3.3 

1.3 

0.9 
3.7 

1.7 

11.1 

8.8 
17.9 

5.3 

19.3 

27.6 
16.2 

6 . 3  

Outs ide  
c i t i e s  

T o t a l  

100 .o 

100 .o 
100 .o 

100 .o 

100 .o 

100 .o 
100 .o 

100 .o 

100 .o 

100 .o 
100 .o 

100 .o 

LOO .o 

100 .o 
100 .o 

100 .o 



TABLE 9.--PERCENT DISTRIBUTION OF EMPLOYMENT I N  NEW MANUFACTURING PLANTS, BY POPULATION SIZE OF MUNICIPALITIES, 

Location 

7 / Tennessee, t o t a l -  

I n s i d e  SMSA's 
Outs ide  SMSA's 

Exh ib i t  : Percent  d i s t r i b u t i o n  
of  1960 popula t ion  

Texas, t o t a l  

I n s i d e  SMSA's 
Outs ide  SMSA's 

N Exhibi t :  Percent  d i s t r i b u t i o n  
U3 of  1960 popula t ion  

6  / Virg in i a ,  t o t a l -  

I n s i d e  SMSA' s 
Outs ide  SMSA's 

Exhibi t :  Percent  d i s t r i b u t i o n  
of 1960 popula t ion  

6  1 Washing ton ,  t o t a l -  

I n s i d e  SMSA's 
Outs ide  SMSA'S 

Exhibi t :  Percent  d i s t r i b u t i o n  
of  1960 popula t ion  

INSIDE AND OUTSIDE SMSA'S, 12 SELECTED STATES, 1963-1965 (Cont ' d) 

I n  SMSA 
c e n t r a l  

c i t i e s  
T o t a l  

Outs ide  SMSA Cen t r a l  C i t i e s  
I n  c i t i e s  having a  1960 popu la t i on  o f :  

25,000 
and 

ove r  -- 

Less 
than  

2,500 

21.6 

- - 
26.8 

4.7 

7.6 

3.4 
13 .O 

5.5 

19.6 

3.9 
28.5 

3.5 

16  .O 

20 .o 
14.6 

5.6 

Outs ide  
c i t i e s  

To ta l  

See foo tno t e s  on the  next page. 





Chapter I1 I 

THE EFFECT OF STATE ECONOMIC DEVELOPMENT POLICIES 
ON THE BUSINESS TAX COMPONENT OF STATE AND LOCAL REVENUE SYSTEMS 

Most of t h e  t axes  imposed on bus iness  f i rms  by S t a t e s  and l o c a l i t i e s  do 
no t  lend themselves t o  easy economic r a t i o n a l i z a t i o n .  To t h e  e x t e n t  t h a t  S t a t e  
and l o c a l  bus ines s  t a x  payments a r e  passed on t o  t h e  consumer i n  t h e  form of 
h ighe r  p r i c e s  f o r  goods and s e r v i c e s ,  they become an i n d i r e c t  o r  hidden type  
of consumer t a x  wi th  cap r i c ious  inc idence  e f f e c t s .  Where bus iness  bea r s  t h e  
burden of t a x a t i o n ,  i t  cannot r e a d i l y  be r e l a t e d  t o  t h e  t r a d i t i o n a l  economic 
r a t i o n a l i z a t i o n  of a b i l i t y  t o  pay. Nor i s  t h e  b e n e f i t s  rece ived  concept 
e a s i l y  employed f o r  bus iness  t a x  payments un le s s  they a r e  r e l a t e d  t o  proper ty  
p r o t e c t i o n  o r  enhancement, a l though by and l a r g e  i n d u s t r y  i s  becoming i n -  
c r e a s i n g l y  aware of t h e  i n d i r e c t  b e n e f i t s  t h a t  flow from gene ra l  we l f a re  and 
educa t iona l  s e r v i c e s  underwri t ten  by bus iness  t a x  d o l l a r s .  

The absence of a  persuas ive  economic r a t i o n a l e ,  however, does no t  wipe 
out  t h e  long t r a d i t i o n  of S t a t e  and l o c a l  t a x a t i o n  of bus ines s  f i rms  f o r  t h e  
massive f i s c a l  f a c t  t h a t  d i r e c t  bus iness- type  t axes  produced an es t imated  
$17.6 b i l l i o n  i n  1964--approximately 35 percent  of t h e  t o t a l  S t a t e  and l o c a l  
t a x  t a k e ,  i nc lud ing  employment t axes  ( t a b l e  10 ) .  I f  t h e  bus ines s  u se r  p o r t i o n  
of s a l e s  and motor f u e l  t a x  payments i s  inc luded ,  t o t a l  S t a t e  and l o c a l  b u s i -  
ness  t axes  approximated $20.3 b i l l i o n  i n  1964. L/ 

RELATIVE DECLINE IN BUSINESS TAX PAYMENTS 

Despi te  t h e  f a c t  t h a t  bus ines s  t a x  payments (exc lus ive  of employment 
t axes )  ro se  from $5.7 b i l l i o n  t o  $14.5 b i l l i o n  dur ing  t h e  1950-1964 p e r i o d ,  
t h e i r  r e l a t i v e  f i s c a l  importance dec l ined  i n  comparison wi th  pe r sona l  t axes - -  
f a l l i n g  from 36 t o  30 percent  of t o t a l  S t a t e  and l o c a l  t a x  revenue.  I n c l u s i o n  
of unemployment compensation t a x  payments does n o t  change t h e  r e l a t i v e  d e c l i n e  
i n  t h e  importance of t axes  wi th  i n i t i a l  impact on bus ines s .  The s h a r e  of t o t a l  
S t a t e  and l o c a l  t a x  r e c e i p t s  provided by bus iness  t axes  ( inc luding  employment 
t axes )  has  dec l ined  s t e a d i l y  between 1950 and 1964--dropping from 39.9 t o  
34.6 dur ing  t h i s  14-year per iod .  

1/ Assuming t h a t  15 percent  of t h e  t o t a l  s a l e s  t a x  i s  paid by bus ines s  u s e r s ,  - 
t h e i r  gene ra l  s a l e s  t a x  payment would amount t o  approximately $1.1 b i l l i o n  
i n  1964, wh i l e  motor f u e l  t a x  payments made by bus ines s  f i rms  (es t imated  
a t  40 percent  of t o t a l  f u e l  t a x  payments) would amount t o  $1.6 b i l l i o n  f o r  
t h e  same y e a r .  The gene ra l  s a l e s  and motor f u e l  t axes  were placed i n  t h e  
pe r sona l  t a x  ca tegory  ( t a b l e  10) because they a r e  p r i m a r i l y  d i r e c t  con- 
sumer l e v i e s .  31  



TABLE 10,--STATE AND LOCAL TAXES COLLECTED FROM BUSINESS FIRMS 
AM) FROM INDIVIDUALS, SELECTED ,YEARS 1950-1964 

. - 

Item 

Total  co l l ec t ions  (excluding employment taxes)  

Total  co l l ec t ions  (including employment taxes)  

Taxes wi th  i n i t i a l  impact on business:  
Tota l ,  excluding employment taxes  
Total ,  including employment taxes  

Property ( rea l  and personal) 
Unemployment compensat&n 
Corporation ne t  incomd' 
Gross r ece ip t&l  

51 Licenses- 
Severance 
Other 

61 Taxes primarily on individuals ,  t ~ t a l -  
Property ( rea l  and pe r sona l ) l /  8l 
General s a l e s  and gross receipts-- 
Motor fue l  

91 Personal income- 
101 Motor vehic le  and opera tors  ' l icenses- 

Tobacco products 
Alcoholic beverages 
Other 

1. AMOUNT ( i n  mi l l ions  of d o l l a r s )  

See footnotes a t  the  end of t ab le .  



TABLE 10,--STATE AND LOCAL TAXES COLLECTED FROM BUSINESS FIRMS 
AND FROM INDIVIDUALS, SELECTED YEARS 1950-1964 ( ~ o n t  ' d) 

Item 

To ta l  c o l l e c t i o n s  

Taxes wi th  i ' n i t i a l  impact on bus ines s ,  t o t a l  
Property ( r ea l  and personal )  
Corporation n e t  incbme 
Gross r e c e i p t s  
Licenses 
Severance 
Other 

w Taxes pr imar i ly  on i n d i v i d u a l s ,  t o t a l  
w Property ( r ea l  and personal )  

General s a l e s  and g r o s s  r e c e i p t s  
Motor f u e l  
Personal  income 
Motor v e h i c l e  and o p e r a t o r s '  l i c e n s e s  
Tobacco products  
Alcoholic  beverages 
Other 

PERCENT OF TOTAL, EXCLUDING EMPLOYMENT TAXES 

See footnotes  a t  t h e  end of  t a b l e ,  



TABLE 10.--STATE AND LOCAL TAXES COLLECTED FROM BUSINESS FIRMS 
AND FROM INDIVIDUALS, SELECTED YEARS 1950-1964 (Cont ' d) 

T o t a l  c o l l e c t i o n s  

Taxes w i t h  i n i t i a l  impact on  b u s i n e s s ,  t o t a l  
P rope r ty  ( r e a l  and pe r sona l )  
Unemployment compensation 

3 1  Corpora t ion  n e t  income- 
41 Gross r e ~ 7 i p t s -  

Licenses-  
Severance 
Other  

6 /  
Taxes p r i m a r i l y  on i n d i v i d u a l s ,  tp ta l -  

c Prope r ty  ( r e a l  and persona l )L/  - ,  
General  s a l e s  and g r o s s  r e c e i p t s '  
Motor f u e l  

91  Persona l  i n c o m e  
101  

Motor v e h i c l e  and o p e r a t o r s '  l icenses-  
Tobacco produc ts  
Alcohol ic  beverages 
Other  

Item 

3.  PERCENT OF TOTAL, INCLUDING EMPLOYMENT TAXES 

See foo tno t e s  a t  t h e  end of  t a b l e .  



TABLE 10.--STATE AM) LOCAL TAXES COLLECTED FROM BUSINESS FIRMS 
AND FROM INDIVIDUALS, SELECTED YEARS 1950-1964 (Cont ' d) 

Item 

Total co l l ec t ions  (excluding employment taxes)  

Total  co l l ec t ions  ( including employment taxes) 

Taxes with i n i t i a l  impact on business:  
Tota l ,  excluding employment taxes  
Tota l ,  including employment t axes  

Property ( rea l  and personal)  
Unemployment compensati n  

37 Corporation n e t  income 
W 
VI Gross receipt&/  

~ i c e n s e & /  
Severance 
Other 

6 /  Taxes primarily on ind iv idua l s ,  total-  
Property ( rea l  and pe r sona l ) l /  8l 
General s a l e s  and gross  r ece ip t s -  
Motor fue l  
Personal incomeY 
Motor vehic le  and opera to r s  ' l i c e n s e s 1  
Tobacco products 
Alcoholic beverages 
Other 

. 

See footnotes a t  the  end of t a b l e ,  

4 ,  PER $1,000 OF GROSS NATIONAL PRODUCT 



TABLE 10.--STATE AND LOCAL TAXES COLLECTED FROM BUSINESS FIRMS 
AND FROM INDIVIDUALS, SELECTED YEARS 1950-1964 (Concl ' d) 

Census da t a  ad jus ted  t o  exclude $83 m i l l i o n  i n  1950 and $100 m i l l i o n  i n  1955, park ing  meter revenue 
r e c l a s s i f i e d  by t h e  Bureau of  t h e  Census a s  "charges f o r  c u r r e n t  s e rv i ces . "  

Census d a t a  ad jus ted  t o  exclude $105 m i l l i o n ,  parking meter  revenue (see  foo tno te  L / ) ;  ad jus t ed  a l s o  
t o  r e f l e c t  one y e a r ' s  c o l l e c t i o n s  o f  p u b l i c  u t i l i t y  g r o s s  r e c e i p t s  and pe r sona l  income t axes  i n  V i r g i n i a ,  

Census d a t a  ad jus ted  f o r  amounts of  S t a t e  co rpora t e  income t axes  r epor t ed  wi th  personal  income t a x e s ,  

Insurance premium, u t i l i t y ,  and gene ra l  g ros s  r e c e i p t s  t a x e s  on bus ines s  f i r m s ,  See a l s o  foo tno te  21. 

Corporation f r anch i se  and misce l laneous  bus iness  and occupat ional  l i c e n s e s .  

A l l  of t hese  taxes  have some i n i t i a l  impact on bus ines s  except  t h a t  p o r t i o n  of t h e  p rope r ty  t a x  t h a t  
i s  derived from farm and from owner-occupied r e s idences ,  

Res iden t i a l  (owner- and tenant-occupied) and a g r i c u l t u r a l ,  

Excludes "business and occupat ion  g ross  r e c e i p t s  taxes"  i n  Indiana ,  Washington, and West V i r g i n i a ,  

See footnotes  21 and 3 / ,  

Excludes l i c e n s e s  on motor c a r r i e r s .  

Source: Estimated by t h e  Advisory Commission on Intergovernmental  R e l a t i o n s  S t a f f ,  on t h e  b a s i s  of d a t a  
from t h e  Bureau of t h e  Census and O f f i c e  o f  Business Economics, U.  S. Department of Commerce, 



Each of t h e  t axes  wi th  i n i t i a l  impact on bus iness  has decl ined  a s  a  per -  
centage of  t o t a l  t ax  c o l l e c t i o n s .  Despi te  t h e  s u b s t a n t i a l  r i s e  i n  co rpora te  
p r o f i t s ,  t h e  r e l a t i v e  importance of  corpora te  t a x  r e c e i p t s  t o  t o t a l  S t a t e - l o c a l  
t a x  c o l l e c t i o n s  has changed l i t t l e  between 1950 and 1964. Although t o t a l  bus i -  
ness  expendi tures  on new p l a n t s  and equipment approached $500 b i l l i o n  i n  the  
1950-1964 pe r iod ,  taxes  on bus iness  proper ty  a s  a  percent  o f  t o t a l  S t a t e - l o c a l  
c o l l e c t i o n s  dropped from 22.6 percent  i n  1950 t o  only  18  percent  i n  1964. 

I n  s t r i k i n g  c o n t r a s t ,  t h e  t axes  p r imar i ly  pa id  by i n d i v i d u a l s  showed a 
slow b u t  s t eady  growth. Proper ty  t axes ,  which accounted f o r  almost 24 percent  
of  t o t a l  S t a t e - l o c a l  c o l l e c t i o n s  i n  1950, r o s e  t o  26.4 percent  by 1964, Sa le s  
t axes  on a percent  of t o t a l  S t a t e - l o c a l  c o l l e c t i o n s  r o s e  from 11.7 t o  14.7 per-  
cen t  between 1950 and 1964. The most impressive r i s e  i n  r e l a t i v e  emphasis i n -  
volved t h e  personal  income t ax ,  which rose  from l e s s  than 5 pe rcen t  of  S t a t e -  
l o c a l  t a x  c o l l e c t i o n s  i n  1950 t o  almost 8 percent  by 1964, 

The d e c l i n e  i n  t h e  r e l a t i v e  importance of bus iness  taxes  i s  a l s o  r e -  
f  l e c t e d  by g ross  n a t i o n a l  product  comparisons. Business taxes  ( inc luding 
employment taxes)  which had amounted t o  $23.64 per  $1,000 of  g r o s s  n a t i o n a l  
product  i n  1950 had r i s e n  by 1964 t o  $27.95. During t h i s  same 14-year pe r iod ,  
personal  taxes  r o s e  from $35.58 to  $52.91 per  $1,000 of g r o s s  n a t i o n a l  product .  

For t h e  pe r iod  from 1957 t o  1962, i t  i s  p o s s i b l e  t o  g e t  behind t h e  
n a t i o n a l  aggregates  t o  compare t h e  r e l a t i v e  r e l i a n c e  which each S t a t e  p laced on 
bus iness  t axes .  These two census years  have provided s u f f i c i e n t  l o c a l  t a x  i n -  
formation t o  break  down t h e  p rope r ty  t a x  c o l l e c t i o n  f i g u r e  f o r  each S t a t e  i n t o  
i t s  bus iness  and nonbusiness components. L/ 

A s  s e t  f o r t h  i n  t a b l e  11, t h e  f ive -yea r  t r end  i n d i c a t e s  t h a t  i n  most 
S t a t e s  bus iness- type  t axes  dec l ined  i n  importance when compared t o  personal  
taxes .  The heavy r e l i a n c e  on severance-type l e v i e s  accounted f o r  t h e  h igh  
bus iness  t a x  r a t i o s  f o r  Texas and Louisiana.  

The r e l a t i v e  dec l ine  i n  t h e  importance of bus iness- type  t axes  cannot be  
a t t r i b u t e d  t o  a gene ra l  d e c l i n e  i n  t h e  importance of t h e  bus iness  s e c t o r  of  t h e  
economy, A s  i l l u s t r a t e d  by t a b l e  12,  t h e  non-farm bus iness  component of GNP has 
remained remarkably cons tant  s i n c e  1950--between 83 and 84 percent .  

"Automatic" Explanatory Factors 

P a r t  of t h e  s teady and s i g n i f i c a n t  s h i f t  i n  emphasis t o  taxes  on i n d i -  
v i d u a l s  and away from bus iness- type  l e v i e s  can be expla ined i n  terms of  t h e  
automatic o r  n o n p o l i t i c a l  cons ide ra t ions .  

The revenue y i e l d s  of some o f  t h e  t axes  on i n d i v i d u a l s  tend t o  grow 
au tomat i ca l ly  a t  a  f a s t e r  r a t e  i n  response t o  economic growth than  i s  t h e  case  
f o r  bus iness- type  l e v i e s .  A s  i l l u s t r a t e d  by t a b l e  13, the  personal  income t a x  

1/ For a d e s c r i p t i o n  of t h e  methodology employed f o r  es t imat ing  t h e  p rope r ty  - 
t a x  payments of bus iness  f i rms on a S t a t e  b a s i s ,  s e e  Appendix B. 



TABLE 11.--RELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT 
ON BUSINESS TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957 AND 1962 

S t a t e  and region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s l and  
Connecticut 

Mideast 
New York 
New Je r sey  
Pennsylvania 
Delaware 
Mary1 and 
Dis t .  of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
I l l i n o i s  
Wisconsin 

P 1 a i n s  
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia  
West Vi rg in ia  
Kentucky 
Tennessee 
North Carolina 
South Carol ina  
Georgia 
F l o r i d a  
A 1  abama 
Miss i s s ipp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

See footnotes  a t  t h e  end of t ab le .  

Taxes on business a s  a percent  of t o t a l  taxes  

rment taxes  
% change 

1957-1962 



TABLE 11.--RELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT 
ON BUSINESS TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957 AND 1962 (Concl'd) 

S t a t e  and region 

1 / Far West- 
Washington 
Oregon 
Nevada 
Ca l i fo rn ia  

Alaska 
Hawaii 

Taxes on business a s  a percent of t o t a l  taxes  

ing employment taxes  
% change 

1957 ( 1957-1962 

n.a. -- Data not ava i l ab le .  

11 -- Excluding Alaska and Hawaii - 

Excluc 

1962 

31.8 
29.5 
34.5 
33.6 
31.8 

30.7 
17.3 

ng empl 

1957 

32.8 
30.4 
35 .4 
36.9 
32 .8 

n.a. 
n.a. 

p e n t  taxes  
% change 

1957-1962 

Source: Appendix C. 



TABLE 12. --RELATIONSHIP OF BUSINESS GNP TO TOTAL GNP 1950-1964 

( B i l l i o n s  of Do l l a r s )  

1/ Value of goods and s e r v i c e s  produced by t h e  non-farm - 
bus iness  s e c t o r  of t h e  economy. 

Source: GNP s t a t i s t i c s  der ived  from d a t a  prepared by t h e  
O f f i c e  of Business Economics, Department of 
Commerce. 

T o t a l  
Year I 

GNP 

i s  t he  most e l a s t i c  of t h e  major S t a t e  t axes .  Every 10 percent  i n c r e a s e  i n  
GNP can be expected t o  y i e l d  an approximate 16 percent  i n c r e a s e  i n  income t a x  
c o l l e c t i o n s  wi thout  any i n c r e a s e  i n  t h e  t a x  r a t e .  The co rpora t e  income t a x  i s  
t h e  next  most " e l a s t i c "  o r  respons ive  t o  economic growth, whi le  t h e  o t h e r s ,  
i nc lud ing  some of  t h e  l e s s  s i g n i f i c a n t  t axes  on bus ines s ,  e i t h e r  r i s e  roughly 
i n  p ropor t ion  t o  t h e  growth i n  t h e  g ros s  n a t i o n a l  product o r  l a g  s u b s t a n t i a l l y  
behind. 

Business 
GNP L/ 

236.3 

334.1 

370.9 

420.2 

1950 

1955 

1957 

1960 

License f e e s ,  a  minor but  widespread method of exac t ing  t a x  c o n t r i b u t i o n s  
from bus ines s ,  a r e  a  prime example of t h e  i n e l a s t i c i t y  of bus iness- type  S t a t e  
and l o c a l  t a x e s .  License f e e s ,  once e s t a b l i s h e d ,  o f t e n  tend  t o  be h e l d  a t  t h e  
same l e v e l  yea r  a f t e r  yea r  wi th  the  r e s u l t  t h a t  t h e  only growth i n  t h i s  revenue 
source  stems from an i n c r e a s e  i n  t h e  number of f i rms  l i censed .  

% 
Business GNP 
i s  t o  t o t a l  

83.1 

83.9 

84 .1  

83.4 

284.8 

398.0 

441.1 

503.7 

"Non-automatic" Tax Policy Explanatory Factors 

As previous ly  no ted ,  only p a r t  of the r e l a t i v e  d e c l i n e  i n  t h e  f i s c a l  
importance of S t a t e  and l o c a l  bus iness  t axes  can be a t t r i b u t e d  t o  automatic  o r  
economic cons ide ra t ions .  P o l i t i c a l  o r  t a x  po l i cy  f a c t o r s  have a l s o  played a 
p a r t .  A s  w i l l  be o u t l i n e d  i n  t h e  fol lowing s e c t i o n ,  t h e  d e s i r e  of S t a t e  and 
l o c a l  policymakers t o  c r e a t e  a  favorable  t a x  c l ima te  f o r  i n d u s t r i a l  development 
s t ands  out  a s  a n  important  fo rce  working f o r  reduced S t a t e  and l o c a l  r e l i a n c e  
on s t r i c t l y  bus iness- type  l e v i e s .  



TABLE 13.--GROSS NATIONAL PRODUCT ELASTICITIES OF THE 
MAJOR CATEGORIES OF STATE GENERAL REVENUE 

Revenue source 

Property taxes 

Income taxes:  individual  
corporate 

Sales  taxes:  general  
motor f u e l  
a lcoho l ic  beverages 
tobacco 
publ ic  u t i l i t i e s  
o the r  

Auto l i c e n s e  and r e g i s t r a t i o n  

Death and g i f t  taxes 

A l l  o the r  taxes  (including business and 
occupation l i censes )  

Higher education fees  

Hospital  f e e s  

Natural resources fees  

I n t e r e s t  earnings 

Miscellaneous f e e s  and charges 

E l a s t i c i t y  es t imates  

I 

Low Medium High 

Source: Advisory Commission on Intergovernmental Rela t ions ,  Federal -Sta te  
Coordination of Personal Income Taxes, Washington, Do C o 3  October 
1965, Table 4, p. 42. 



FAVORABLE TAX CLIMATE CONCEPT 

The growing S t a t e  and l o c a l  d e s i r e  t o  sha re  i n  t h e  f r u i t s  of n a t i o n a l  
economic growth has a l t e r e d  t h e  pragmatic t h ink ing  t h a t  underpins S t a t e  and 
l o c a l  t a x a t i o n  of bus iness  f i rms-- the  nega t ive  f e a r  of d r i v i n g  i n d u s t r y  "out1' 
i s  be ing  replaced  by t h e  a f f i r m a t i v e  d e s i r e  t o  b r i n g  more i n d u s t r y  " in ."  

This  dramatic  change i n  S t a t e  t a x  emphasis r e f l e c t s  t h e  g r e a t  t r a n s -  
formation i n  economic and p o l i t i c a l  t h ink ing  s i n c e  World War 11. The economic 
s c a r c i t y  and s t a g n a t i o n  t h e o r i e s  of t h e  T h i r t i e s  have given ground be fo re  t h e  
economic growth and a f f l u e n c e  concepts  of t h e  pos t  World War 11 e r a .  Moreover, 
a  favorable  a t t i t u d e  toward bus ines s  i s  now more a p t  t o  gene ra t e  v o t e r  suppor t .  
The i n d u s t r i a l  promotion s logan- - "p ro f i t  i s  not a  d i r t y  word i n  Ohiow-- 
d rama t i ca l ly  i l l u s t r a t e s  t h e  i n c r e a s i n g  w i l l i n g n e s s  of S t a t e  p o l i t i c a l  l eade r s  
t o  embrace p u b l i c l y  t h e  f r e e  e n t e r p r i s e  philosophy.  

Essential Characteristics 

I n  o rde r  t o  c r e a t e  a  t a x  c l ima te  favorable  t o  i n d u s t r i a l  development, 
S t a t e  t a x  policymakers have followed two gene ra l  s t r a t e g i e s :  

1. When a d d i t i o n a l  revenue i s  r equ i r ed ,  they tend t o  p l ace  
primary emphasis on those  t a x  sources  l e a s t  a p t  t o  r a i s e  
t h e  hackles  of t h e  bus ines s  community--direct consumer 
t axes  such a s  gene ra l  r e t a i l  s a l e s ,  c i g a r e t t e ,  and a l -  
coho l i c  beverage t axes .  

I n  order  t o  enhance t h e  S t a t e s t  favorable  t a x  "image" 
whi le  minimizing revenue l o s s ,  they (a)  tend t o  r e s t r i c t  
t h e  b e n e f i t s  of bus iness  t a x  r educ t ions  t o  "new" o r  
s p e c i a l l y  des ignated  c l a s s e s  of bus iness  f  i n n s ,  and 
(b) i n i t i a t e  bus ines s  t a x  reform, both s t r u c t u r a l  and 
a d m i n i s t r a t i v e ,  by a c t i o n s  t h a t  s u b s t i t u t e  S t a t e  bus i -  
ness  t axes  f o r  t h e  l o c a l  personal  proper ty  t a x - - p o l i c i e s  
designed t o  minimize t ax  compliance c o s t s  and enhance 
taxpayer  c e r t a i n t y .  

Table 14 summarizes a s t r i k i n g  v a r i e t y  of t a x  methods employed by S t a t e  
and l o c a l  governments t o  a t t r a c t  and hold i n d u s t r y .  

Consumer Tax Preference 

Since  World War 11, S t a t e  t a x  policymakers have tended t o  adopt  a  d i r e c t  
consumer t a x  pol icy  i n  o rde r  t o  r e c o n c i l e  t h e i r  need f o r  a d d i t i o n a l  t a x  revenue 
wi th  t h e i r  d e s i r e  t o  minimize t h e  damage which t a x  inc rease  a c t i o n  might have 
on t h e  t ax  environment. There i s  ample documentation t o  suppor t  t h e  con ten t ion  
t h a t  t h e  bus iness  community gene ra l ly  favors  S t a t e  s a l e s  and o t h e r  forms of 



TABLE 14. STATE AND LOCAL TAX POLICIES DESIGNED TO ATTRACT AND TO HOLD INDUSTRY CLASSIFIED BY TYPE AND CHARACTER OF ACTION 

Type of benefit and character of policy or practice 

1 I 3 

Type of tax Legislative tax policies benefiting 
most or all firms 

Personal property 
tax 

No tax (New York, Delaware, Pennsylvania, 
and Hawaii) 

Selective tax reduction action L/ 
State administration 

Real property tax Low effective tax rates. 3/ 
Well-defined assessment standards. 

Corporation income 
tax 

1. No tax (11 States). 5 1  
2. Low effective rate (examples-- 

Indiana, Missouri, New Mexico, 
and North Dakota) . 

L 

Legislative tax policies benefiting certain groups of firms 

Selective exemptions and rate reductions: 
"Free port" tax exemption with primary benefits 

accruing to those firms with extensive inter- 
state shipment (26 States). 2/ 

1. Reduced real estate tax load for "new" industry 
(example--Montana through classified 
assessments). 

2. Tax exemption authorized by legislation for 
designated types of "new industry" (in 13 
States local governments are authorized to 
grant exempt ions for "new industry"; in 
Louisiana, a State board can grant exemptions 
from local property taxes). &/ 

1. Preferential "write-off" for selected types of 
investment (example--~ew ~ork's accelerated 
write-off provision for R & D facilities). 

2. Sales destination factor benefits home-State 
firms with extensive out-of-State sales 
(example--24 States with three-factor sales 
destination formula) . 

3 
Administrative tax 
practices benefiting 
particular firms 

3A 

Favorable assess- 
ment obtained 
through nego t i - 
ation. 

3B 

Favorable assess- 
ment obtained 
through nego t i - 
ation. 

3C 

Favorable income 
apportionment 
obtained by 
multistate firms 
through nego ti - 
at ion. 

See footnotes at the end of table. 



TABLE 14.--STATE AND LOCAL TAX POLICIES DESIGNED TO ATTRACT AND TO HOLD INDUSTRY CLASSIFIED BY TYPE AND CHARACTER OF ACTION (~oncl'd) 

I Type of benefit and character of policy or practice 

Type of tax Legislative tax policies benefiting 
most or all firms 

D 
Sales vs. personal 
income tax issue 

I 

1D 
1. State use of sales taxes--no broad 

based personal income tax (13 
States). 51 

2. Direct business use exemption from 
sales tax (Ohio has most liberal 
exemption provision) . 

2 ' Legislative tax policies benefiting certain groups of firms 

2D 
Machinery purchases exempted from sales tax for "new and 
expanded" industry (example--Kentucky and Georgia). 

11 Examples are: the exemption of wholesalers' and retailers' inventories in Arizona; the-gradual phase-out of the tax on manufacturers' inventories - 
in Connecticut; the exemption of special tools in Michigan; and the 60% credit against the tax on merchants' inventories and manufacturers' 
materials and finished products in Wisconsin. See Appendix D for details. 

21 The 17 States that tax business inventories and do not have free port laws are: Alabama, Alaska, Arkansas, California, Colorado (except that - 
property in transit will be assessed at 5% beginning in 1967), Florida, Georgia, Hawaii, Maryland, Montana, New Hampshire (but goods held for 
out-of-State delivery by a manufacturer when title has passed to the purchaser are exempt), New Mexico, North Carolina (but tangible personalty 
held at a seaport awaiting shipment to a foreign port is exempt), Rhode Island, Vermont, Virginia, and West Virginia. As noted in box LA, 
four States (Delaware, Hawaii, New York, and Pennsylvania) exempt all personal property. In addition, Arizona and New Jersey exempt business 
inventories from property taxation, and Kentucky exempts personal property held in public warehouses for trans-shipment from local general 
property taxation but imposes a nominal State rate on such merchandise. The remaining 26 States, all of which tax business inventories, have 
free port tax exemptions. 

31 Effective property tax rates (the amount of tax paid as a percent of the market value of the property) are particularly low (between 0.5% and - 
0.9%) in most of the Southern States, although some of the Western States (for example, Hawaii, Montana, Nevada, Washington, and Wyoming) also 
have effective rates that are well below the U.S. average of 1.4% (in 1962). 

41 See Appendix E for details. - 
51 Florida, Illinois, Maine, Michigan, Nevada, New Hampshire, Ohio, South Dakota, Texas, Washington, and Wyoming. - 
61 Florida, Illinois, Maine, Michigan, Nevada, ~ e w  Jersey, Ohio, Pennsylvania, South Dakota, Tennessee, Texas, Washington, and Wyoming. - 
7 1  The States with the lowest effective rates (total unemployment compensation tax payments as a percent of total wages), ranging from -4% to .7% - 

in 1964 were: Indiana, Iowa, Minnesota, Nebraska, South Dakota, Texas, Virginia, and West Virginia. The U. S. average effective rate was 
1.3% (in 1964). See Appendix F. 

3 
Administrative tax 
practices benefiting 
particular firms 

3D 

E 
Unemployment comp en- 
sation tax 

1 E 
Below average tax rates. 11 

2E 
Merit rating provides greatest benefit to those firms with 
the most stable employment record. 

3E 



d i r e c t  consumer t axa t ion  over more in tens ive  S t a t e  use of corporate  and i n d i -  
v idual  income taxes.  L/ 

Apparently influenced by t h i s  preference pa t t e rn ,  S t a t e  l e g i s l a t i v e  
bodies have placed primary emphasis on consumer taxes r a t h e r  than income taxes  
when confronted wi th  the  need t o  r a i s e  add i t iona l  t ax  revenue. As i l l u s t r a t e d  
by the  l e g i s l a t i v e  box score  i n  t a b l e  15, the  consumer l e v i e s  accounted f o r  more 
than 70 percent of the  "tax act ion"  s ince  1955. 

TABLE 15, --STATE TAX INCREASES, 1955-1966 

- - -  

Item No. of Percent 
increases  d i s t r i b u t i o n  

Total  t ax  increases  382 100 .O 

C igare t t e  
Sales  
Alcoholic beverage 
Personal income 
Corporate income 

Source: Based on da ta  prepared by the  Federation of Tax 
Administrators. I n  t h i s  context,  a t a x  increase  
includes adoptions, r a t e  increases ,  and base 
expans ions .  

The preference f o r  consumer taxes r a t h e r  than income taxes  i s  a l s o  r e -  
f l e c t e d  i n  the  adoption records f o r  the  "big three1'--general s a l e s ,  ind iv idua l ,  
and corporate  income taxes.  Spurred on by t h e  r e l e n t l e s s  pressure  f o r  addi- 
t i o n a l  t ax  revenue and the  need t o  d i v e r s i f y  the  S t a t e  t a x  system, t h e  s a l e s  
t ax  movement has marched along while the  individual  and corporate income tax  
movement c rep t  ( t ab le  16). I n  1946 only 24 S t a t e s ,  wi th  48% of the  n a t i o n ' s  
population,  imposed a general  r e t a i l  s a l e s  tax--by 1966, approximately 95 
percent of the  n a t i o n ' s  population l i v i n g  i n  42 S t a t e s  paid  t h i s  tax. 

While the  corporate income t a x  appears t o  be moving a t  a slow pace 
general ly ,  i t  has come t o  an absolute  h a l t  i n  those S t a t e s  t h a t  have made 

1/ In  a half-page ad appearing i n  the Wall S t r e e t  Journal  on March 22, 1966, - 
the Dade County Development Department l i s t e d  t h e  absence of S t a t e  o r  
l o c a l  income tax  "for e i t h e r  indust ry  o r  individuals ' '  a s  one of the  primary 
reasons why Miami has become "number one i n  i n d u s t r i a l  development" and 
a l s o  a reason why manufacturers should be i n t e r e s t e d  i n  loca t ing  i n  t h i s  
area .  The aversion of business t o  the  personal income tax i s  a l s o  explained 
i n  Maine Leg is la t ive  Research Committee, Study of the  F e a s i b i l i t y  of an 
Income Tax i n  t h e  S t a t e  of Maine ( F i r s t  Report t o  102nd Leg is la tu re ,  January 
1965) p. 33.  See a l s o ,  John F. Due, "Studies of State-Local Tax Influences 
on ~ o c a t i o n  of Industry," National Tax Journal, June 1961, p. 172. 



TABLE 16. --SALES AND INCOME TAX ADOPTION RElCORDS 

Adoptions p r i o r  t o  1945 
30 I 32 

When adopted 

g r e a t e r  than  average use of t h i s  levy. I n  1956, s i x  S t a t e s  (Alaska, Massa- 
c h u s e t t s ,  M i s s i s s i p p i ,  North Caro l ina ,  Oregon, and Wisconsin) had co rpora t e  
t a x  r a t e s  of 6  percent  o r  more (well  above t h e  n a t i o n a l  average)  and d i d  no t  
permit  Fede ra l  income t a x  payments a s  a  deduct ion  i n  a r r i v i n g  a t  income s u b j e c t  
t o  S t a t e  t ax .  21 I n  t h e  ensuing decade no t  one of t h e s e  S t a t e s  i nc reased  i t s  
co rpora t e  t a x  r a t e  and M i s s i s s i p p i ' s  r a t e  was c u t  t o  3 percent .  Yet ,  a s  a  
group, they  took 44 a f f i r m a t i v e  t a x  i n c r e a s e  a c t i o n s :  c i g a r e t t e s  - - I4  ( inc luding  
a new adopt ion)  ; sa l e s - -8  ( inc luding  two new adopt ions)  ; gasol ine- -5 ;  a l c o h o l i c  
beverages--8; and personal  income tax--9.  

1 

General  
s a l e s  

Adoptions s i n c e  1945 1 1  

T o t a l  

The heavy l e g i s l a t i v e  a c t i o n  on t h e  gene ra l  s a l e s  and c i g a r e t t e  t a x  
f r o n t s  exp la ins  t h e i r  remarkable revenue growth i n  r e l a t i o n  t o  GNP d e s p i t e  
t h e i r  r e l a t i v e l y  low e l a s t i c i t y  ( t a b l e  10) .  

Selective Business Tax Reductions 

I n d i v i d u a l  
income 

19 

43 

S t a t e  l e g i s l a t i v e  bodies have followed a  s e l e c t i v e  bus ines s  t a x  r educ t ion  
po l i cy  i n  o rde r  t o  maximize t h e  favorable  a spec t s  of t h e i r  t a x  "image" wh i l e  
minimizing t h e  l o s s  of revenue--an approach d i c t a t e d  by both p o l i t i c a l  and f i s -  
c a l  r e a l i t y .  When c o n s t a n t l y  confronted wi th  t h e  need t o  i n c r e a s e  t a x e s ,  it i s  
extremely d i f f i c u l t  t o  persuade t h e  gene ra l  pub l i c  t h a t  they should pay h ighe r  
personal  t a x e s  whi le  a t  t h e  same time advocating gene ra l  t a x  r educ t ions  f o r  
bus ines s  f i rms .  It i s  probably s a f e  t o  assume t h a t  only a  sma l l  minor i ty  of 
t h e  e l e c t o r a t e  would suppor t  t h e  o u t r i g h t  a b o l i t i o n  of a l l  bus ines s  c o s t  t axes  
on t h e  grounds t h a t  they a r e  simply i n d i r e c t  o r  hidden s a l e s  l e v i e s .  

Corpora t ion  
income 

Confronted wi th  t h e s e  p o l i t i c a l  and f i s c a l  r e a l i t i e s ,  t h e  s e l e c t i v e  b u s i -  
nes s  tax po l i cy  approach favors  "new indus t ry ' '  and s t r a t e g i e s  t h a t  do no t  i n -  
volve  an obvious across- the-board  r educ t ion  i n  bus ines s  t a x  r a t e s .  Examples of 
t h e  s p e c i a l  bus ines s  t a x  r educ t ion  po l i cy  a r e  a s  fo l lows:  

4 

34 

1. Proper ty  t a x  exemptions f o r  new indus t ry ;  

7 

39 

2 /  Wisconsin al lows l imi t ed  deduction of Fede ra l  income t a x  payments ( i n  1956 - 
and a t  p r e s e n t ) .  



2 .  Locally negotiated property tax concessions; 

3.  "Freeport" laws to minimize personal property tax loads; 

4 .  Corporation income tax-sales destination apportionment 
formula; 

5. Corporation income tax-preferential write off proivisions; 
and 

6, Special sales tax exemptions for "new industry." 

Property Tax Exemptions for New Industry .--Undoubtedly, the most dramatic 
example of special tax benefit for new industry is to be found in the legislation 
of 13 States that authorizes local governments to exempt from local taxation the 
real estate holdings of "new industries" for a designated number of years. L/ In 
some States exemptions are limited to specific kinds of industries, and Rhode 
Island and Vermont provide a tax stabilization (tax freeze) for a ten-year 
period to new industrial and commercial property as an alternative to outright 
exempt ion. 

Because essential data on industrial exemptions are not available for 
most States granting this type of tax concession, it is not possible to calcu- 
late with any degree of precision the amount of tax revenue foregone. A recent 
study noted that legally authorized industrial exemptions are used extensively 
in only seven States--Alabama, Kentucky, Louisiana, Mississippi, Rhode Island, 
South Carolina, and Vermont, 2 /  In that study, the total value of industrial 
exemptions was estimated at about $3.6 billion, representing an annual property 
tax abatement of some $40 million, and this estimate included property tax 
exemptions on governmentally owned industrial plants financed through the is- 
suance of industrial development bonds. 

Three States (Alabama, Montana, and Louisiana) provide sufficient infor- 
mation on the assessed value of tax exempt property to permit an estimate of the 
property tax "cost" of their industrial inducement efforts. The Alabama Department 
of Revenue reported that the assessed value of industrial exemptions was $77.8 
million in 1965. Because Alabama exemption does not extend to school levies, the 
amount of property tax revenue foregone as a result of industrial exemptions in 
that State is in the order of $500,000 to $1 million, Montana provides a three- 
year tax concession for new industry by assessing this property at 7 percent rather 
than at the statutory 30 percent level specified by its classified assessment 
system, In Montana's case, the estimated tax loss is approximately $100,000. 

Louisiana has a highly developed system for granting exemptions to new 
industry. Under the State constitution, the State Board of Commerce and 

1/ State constitutional and statutory property tax exemption provisions are set - 
forth in Appendix E . 

2 /  Benjamin Bridges, Jr , , "State and Local Inducements for Industry, If National - 
Tax Journal, March 1965 (Vol . XVIII, No. I) p, 9, 



I n d u s t r y  i s  au tho r i zed  t o  e n t e r  i n t o  c o n t r a c t s  wi th  new o r  expanding f i rms  f o r  
ad valorem t a x  exemptions up t o  5 y e a r s .  The S t a t e  Tax Department r e p o r t s  
t h a t  proper ty  valued a t  about $2 b i l l i o n  i s  s u b j e c t  t o  tax-exemption c o n t r a c t s  
- - r ep resen t ing  an annual  t a x  abatement es t imated  a t  between $10 and $15 m i l l i o n .  
I n  a d d i t i o n ,  c i t i e s  and pa r i shes  a r e  au tho r i zed  t o  extend s i m i l a r  exemptions 
(from non-school t axes  on ly ) .  The t axab le  va lue  of i n d u s t r i a l  proper ty  exempted 
by l o c a l  a c t i o n  i s  no t  known. 

The po in t  must be emphasized t h a t  Louisiana s t ands  out  a s  t h e  only S t a t e  
t h a t  g r a n t s  a  proper ty  t a x  exemption wi thout  l o c a l  approval  and t h a t  t h i s  pro-  
cedure has  genera ted  cons ide rab le  p o l i t i c a l  oppos i t i on .  The school  d i s t r i c t  
r e p r e s e n t a t i v e s  have sought unsuccessfu l ly  t o  amend t h e  t ax  exemption l e g i s  l a -  
t i o n  t o  permit  school  r a t e s  t o  be extended a g a i n s t  t h e  assessment of exempted 
i n d u s t r i a l  proper ty .  The Farm Bureau i n  Louisiana has a l s o  opposed t h i s  i n -  
d u s t r i a l  t a x  exemption. I t s  defenders argue t h a t  t h i s  ex t r ao rd ina ry  a c t i o n  
was necessary  i n  o rde r  t o  improve Lou i s i ana ' s  t a rn i shed  bus iness  "image" and 
t o  p r o t e c t  new indus t ry  from t h e  h ighly  d i sc r imina to ry  v a l u a t i o n  p r a c t i c e s  of 
l o c a l l y  e l e c t e d  a s s e s s o r s .  

I n  December of 1966, t he  Louisiana S t a t e  l e g i s l a t u r e  au tho r i zed  t h e  
Louisiana Council  on New I n d u s t r y ,  wi th  c e r t a i n  safeguards ,  t o  n e g o t i a t e  con- 
t r a c t s  wi th  manufacturers  which i n  e f f e c t  w i l l  a l low Louisiana t o  meet t h e  b e s t  
( lowest)  t a x  o f f e r  t h e  manufacturer  would r e c e i v e  i n  any o the r  S t a t e  i n  which 
it contemplates l oca t ing .  The t a x  concession c o n t r a c t  w i l l  be s u b j e c t  t o  a  
review every  f i v e  y e a r s  and w i l l  r e q u i r e  approval  of manufacturers  making com- 
p e t i n g  a r t i c l e s .  

Local ly  Negotiated Proper ty  Tax Concessions. --While t h e r e  a r e  examples 
of d e l i b e r a t e  over-assessment of i n d u s t r i a l  p rope r ty ,  i t  i s  no t  uncommon f o r  
l o c a l  a s s e s s o r s  t o  go i n  t h e  o t h e r  d i r e c t i o n  and a s s e s s  i n d u s t r i a l  p rope r ty  
below t h e  p r e v a i l i n g  assessment r a t i o .  Because t h e  a p p r a i s a l  of i n d u s t r i a l  
proper ty  i s  a  complex under taking ,  few "outs iders"  have s u f f i c i e n t  t e c h n i c a l  
competence t o  eva lua t e  t h e  f a i r n e s s  of i n d u s t r i a l  assessment.  Th i s ,  i n  t u r n ,  
f a c i l i t a t e s  e i t h e r  an over-assessment o r  under-assessment po l i cy .  

I n  communities a c t i v e l y  competing f o r  new i n d u s t r y ,  l o c a l  a s s e s s o r s  a r e  
o f t e n  under cons ide rab le  p re s su re  t o  g ive  a  prospect ive  indus t ry  a  " tax  break." 
Th i s  p r e f e r e n t i a l  assessment po l i cy  i s  o f t e n  j u s t i f i e d  a s  being i n  t h e  b e s t  
i n t e r e s t s  of t h e  community and t h e  mere t h r e a t  by a  dominant manufacturing f i rm  
t o  l o c a t e  o r  t o  r e l o c a t e  i n  another  community may y i e l d  t a x  assessment b e n e f i t s .  

While t h e  e x t e n t  of t h i s  "bargaining t a b l e f '  approach t o  proper ty  t a x  
assessment cannot be documented, i t s  ex i s t ence  cannot be denied.  The fo l lowing 
b i t  of advice  underscores t h e  importance of n e g o t i a t i o n .  

It i s  o f t e n  more advantageous t o  work wi th  l o c a l  groups,  
e s p e c i a l l y  those  wi th  c l o s e  connect ions  t o  t h e  l o c a l  government 
- - o f f i c i a l  o r  unof f i c i a l - - than  t o  work through S t a t e  agencies .  
Local groups may be i n  a  b e t t e r  p o s i t i o n  t o  a r range  f o r  such 
l o c a l  m a t t e r s  a s  extending water  and sewerage l i n e s  t o ,  and 



improving roads n e a r ,  your s i t e .  Too, they may be a b l e  t o  
o b t a i n  a "be t t e r  break" f o r  you on your proper ty  assessment. L/ 

"Freeport" Action.--A ma jo r i ty  of S t a t e s  have sought t o  a l l e v i a t e  per -  
sona l  proper ty  taxes  on bus iness  inven to r i e s  i n  t r a n s i t  by t h e  enactment of t h e  
so -ca l l ed  "Freeport l '  exemption provision--a measure t h a t  provides primary bene- 
f i t  t o  those  f i rms wi th  ex tens ive  i n t e r s t a t e  bus iness .  This  p rov i s ion  e n t i t l e s  
proper ty  s t o r e d  i n  the  S t a t e ,  but  des t ined  f o r  shipment t o  another  S t a t e ,  exemp- 
t i o n  from inventory  t a x a t i o n .  The s i g n i f i c a n c e  of t h i s  proper ty  t a x  concession 
was h igh l igh ted  i n  Governor Love's address  t o  t h e  Colorado General Assembly; 

New i n d u s t r i e s  a r e  loca t ing  i n  Colorado, and o l d e r  
i n d u s t r i e s  a r e  making t h e  v i t a l l y  important  dec i s ions  t o  keep 
t h e i r  expansion a t  home and en la rge  t h e i r  Colorado p l a n t s  and 
a c t i v i t i e s .  I n  t h e  l a s t  t h r e e  y e a r s ,  106 new i n d u s t r i e s  have 
loca ted  i n  Colorado, and t h e r e  have been 79 s i g n i f i c a n t  ex- 
pansions of l o c a l  i n d u s t r i e s .  These, and many o t h e r  s t a t i s t i c s ,  
i n d i c a t e  t h a t  Colorado i s  on t h e  move. Much of t h e  underlying 
cause i s  t h e  a t t r a c t i v e n e s s  of t h e  g r e a t  product we have t o  
o f f e r  i n  Colorado i t s e l f .  

But ,  i n  a d d i t i o n  t o  t h i s ,  o t h e r  a c t i v i t i e s  have helped.  
The "Freeport  B i l l , "  passed by t h i s  Leg i s l a tu re  a t  t h e  l a s t  
Sess ion ,  has had a major and demonstrable e f f e c t  on many 
d e c i s i o n s .  2/ 

Exemption of Business Purchases from Sa les  Taxation.--Although gene ra l  
s a l e s  t axes  a r e  usua l ly  viewed a s  r e t a i l  s a l e s  t a x e s ,  t r a n s a c t i o n s  between 
bus inesses  a r e  taxed t o  a cons iderable  ex ten t  under t h e  S t a t e  gene ra l  s a l e s  t a x  
laws. It has been es t imated  t h a t  t h e  bus iness  po r t ion  accounts f o r  a  t e n t h  t o  
a t h i r d  of t h e  s a l e s  t a x  y i e l d  depending on t h e  n a t u r e  of t h e  s a l e s  t a x  s t a t u t e .  21 

While raw m a t e r i a l s  and o ther  components e n t e r i n g  i n t o  t h e  manufacturing 
process a r e  exempted under a l l  t h e  S t a t e  s a l e s  t a x  laws, i n d u s t r i a l  machines, 
t o o l s ,  and equipment a r e  exempt i n  only 17 (of t h e  43 s a l e s  t a x  S t a t e s ) ,  i n -  
c lud ing  a l l  but  one (Nebraska) of t h e  s i x  S t a t e s  enact ing  t a x  laws most 

P ren t i ce -Ha l l  , Inc  . , The Prent ice-Hal l  Guide t o  S t a t e  I n d u s t r i a l  Develop- 
ment Incen t ives  (Englewood C l i f f  s : l963) ,  p . 10. 

Governor's address  t o  t h e  Second Sess ion  of t h e  45 General Assembly, 
January 6 ,  1966. O r i g i n a l  Freepor t  concept was l imi t ed  t o  goods shipped 
i n t o  the  S t a t e  and des t ined  t o  be shipped out .  Now S t a t e s  have extended 
the  concept t o  inc lude  goods produced i n  S t a t e  but  des t ined  t o  be shipped 
o u t .  This  i l l u s t r a t e s  t h e  idea  t h a t  "one exemption breeds another."  See 
Appendix D .  

Daniel  C .  Morgan, Jr. ,  R e t a i l  Sa le s  Tax, An Appra isa l  of New I s s u e s  (Madison 
and Milwaukee: The Univers i ty  of  Wisconsin P res s ,  1964), p. 13. 



r e c e n t l y .  11 I n  Georgia and Kentucky, t h e  exemption a p p l i e s  only t o  machinery 
used d i r e c t l y  f o r  "new and expanded indus t ry . "  Half of t h e  s a l e s  t a x  S t a t e s ,  
i nc lud ing  t h e  s i x  new ones ,  exempt f u e l  used f o r  i n d u s t r i a l  p rocess ing .  O f f i c e  
equipment and s u p p l i e s ,  a s  w e l l  a s  d i s p l a y  equipment i s  t axab le  i n  every S t a t e ,  
except  t h a t  Ohio exempts items "used d i r e c t l y "  i n  making r e t a i l  s a l e s  (d i sp l ay  
merchandise, show c a s e s ,  r e f r i g e r a t i o n  merchandise, s h e l v e s ,  s t o r e  f u r n i t u r e ,  
and f i x t u r e s ) .  

Corpora t ion  Income Tax--Sales Des t ina t ion  Apportionment Formula.--Prompted 
i n  p a r t  by t h e i r  concern t o  reduce t h e i r  v u l n e r a b i l i t y  t o  i n t e r s t a t e  t a x  compe- 
t i t i o n ,  t h e  co rpora t ion  income t a x  S t a t e s  a r e  p l ac ing  i n c r e a s i n g  emphasis on 
apportionment formulas t h a t  have a  s a l e s  d e s t i n a t i o n  f a c t o r .  As of J u l y  1966, 
26 S t a t e s  app l i ed  t h e  s a l e s  d e s t i n a t i o n  f a c t o r ,  16 more than  i n  1955. 

The i n c l u s i o n  of a  s a l e s  d e s t i n a t i o n  f a c t o r  i n  t h e  apportionment of i n -  
come of m u l t i s t a t e  f i rms  has  t h e  e f f e c t  of reducing  t h e  co rpora t ion  income t ax  
f o r  home-state manufacturers  and i n c r e a s i n g  t h e  t a x  l i a b i l i t y  f o r  o u t - o f - s t a t e  
f i rms  having ex tens ive  s a l e s  a c t i v i t y  w i t h i n  t h e  j u r i s d i c t i o n .  For example, a  
manufacturing f i rm  making v i r t u a l l y  a l l  of i t s  s a l e s  ou t s ide  of i t s  home S t a t e  
would have i t s  home-state  co rpora t ion  income t a x  r a t e  roughly c u t  by 33 percent  
i f  a  S t a t e  gave equal  apportionment va lue  t o  p rope r ty ,  p a y r o l l ,  and t h e  s a l e s  
d e s t i n a t i o n  f a c t o r .  Thus, t h e  home-state manufacturer  based i n  a  6 percent  
co rpora t ion  income t a x  S t a t e  would a c t u a l l y  be confronted wi th  a  4 percent  
e f f e c t i v e  r a t e  s o  f a r  a s  h i s  own S t a t e ' s  t a x  i s  concerned, provided of course  
t h a t  v i r t u a l l y  a l l  of h i s  s a l e s  were des t ined  t o  p l aces  ou t s ide  t h a t  S t a t e .  
This  s a l e s  d e s t i n a t i o n  approach provides d e f i n i t e  t a x  b e n e f i t  t o  t h e  home- 
s t a t e  manufacturer  t o  t h e  e x t e n t  t h a t  h i s  o u t - o f - s t a t e  ope ra t ions  a r e  l oca t ed  
(a)  i n  non-corporat ion income t a x  S t a t e s ,  (b) i n  co rpora t ion  t a x  S t a t e s  wi th  
lower r a t e s  t han  t h e  home S t a t e ,  and (c) i n  those  co rpora t ion  income t a x  S t a t e s  
i n  which i t s  phys i ca l  presence i s  s o  minimal a s  t o  preclude t h e  es tab l i shment  
of a  t axab le  nexus.  

The po in t  must be emphasized t h a t  t h i s  s a l e s  d e s t i n a t i o n  approach s t ands  
out  a s  a  f i r s t - r a t e  example of a  s e l e c t i v e  bus ines s  t a x  r educ t ion  p o l i c y .  It 
tends t o  reduce t h e  co rpora t ion  income t a x  S t a t e s '  v u l n e r a b i l i t y  t o  i n t e r s t a t e  
t a x  compet i t ion  wi thout  f o r c i n g  t h e  S t a t e  t o  make an obvious across- the-board  
r educ t ion  i n  i t s  co rpora t e  t a x  r a t e .  

Some of t h e  S t a t e  oppos i t i on  t o  t he  W i l l i s  Subcommittee proposa l  f o r  a  
two-fac tor  (property and p a y r o l l )  formula i s  based on t h e  con ten t ion  t h a t  by 
excluding t h e  t h i r d  f a c t o r  ( r e c e i p t s  o r  s a l e s  d e s t i n a t i o n ) ,  i t  would p l ace  t h e  
co rpora t ion  income t a x  S t a t e s  a t  a  compet i t ive  disadvantage.  Governor Rocke- 
f e l l e r  underscored t h i s  t h ink ing  i n  h i s  test imony be fo re  t h e  W i l l i s  Subcommittee: 

1/ I b i d . ,  p .  18.  Idaho and New York, which enacted s a l e s  t ax  laws i n  1965, - 
Massachuse t t s ,  New J e r s e y ,  and V i r g i n i a ,  which enacted such laws i n  1966, 
and Nebraska, which adopted a  s a l e s  t a x  i n  1967, a r e  no t  included i n  t h e  
Morgan s tudy .  I n  North Carol ina  the  exemption a p p l i e s  t o  c e r t a i n  s p e c i f i e d  
k inds  of i n d u s t r i a l  machinery. 



I n  s e l e c t i n g  a  method f o r  d i s t r i b u t i n g  t h e  income of a  
m u l t i - s t a t e  bus ines s  among t h e  s t a t e s  i n  which i t  o p e r a t e s ,  
p r a c t i c a l l y  a l l  of t h e  s t a t e s  levying  co rpora t e  t axes  based on 
income now use a  y a r d s t i c k  measuring p a y r o l l ,  p roper ty  and r e -  
c e i p t s .  H.R. 11798 r e q u i r e s  e l i m i n a t i o n  of t h e  r e c e i p t s  f a c t o r  
i n  t h i s  formula. This  would s e r i o u s l y  impair  our bus ines s  
c l ima te  i n  New York s i n c e  our manufacturers  would be penal ized  
and manufacturers  sh ipping  i n t o  New York from o t h e r  s t a t e s  would 
be favored.  11 

Corpora t ion  Income Tax- -P re fe ren t i a l  Write-Of f s  . - - P r e f e r e n t i a l  corpora-  
t i o n  income t a x  w r i t e - o f f s  s t and  out  a s  another  example of t h e  use of t h e  
s e l e c t i v e  bus iness  t a x  r educ t ion  po l i cy  t o  s t i m u l a t e  economic growth. I n  o r d e r  
t o  encourage t h e  c o n s t r u c t i o n  of r e sea rch  and development f a c i l i t i e s  w i t h i n  i t s  
bo rde r s ,  t h e  S t a t e  of New York permits  t h e  taxpayer t h e  op t ion  of "expensing" 
such o u t l a y s  o r  w r i t i n g  them o f f  a t  a  f a s t e r  r a t e  than  permi t ted  under Fede ra l  
d e p r e c i a t i o n  schedu le s .  

Pennsylvania has a l s o  taken t h e  rapid  wr i t e -o f f  approach.  I n  a  speech 
before  t h e  Union League Club of Chicago, Governor Scranton c i t e d  s e v e r a l  r e c e n t  
a c t i o n s  taken by t h e  S t a t e  t o  improve the  t a x  c l ima te :  

S ince  1953, t h e  sha re  of S t a t e  t axes  pa id  d i r e c t l y  by 
bus iness  i n  Pennsylvania has been reduced wi th  b i p a r t i s a n  
p o l i t i c a l  suppor t  from over 46 pe r  c e n t  of t h e  t o t a l  t o  under 
25 per  cen t  t h i s  y e a r .  

Most r e c e n t l y ,  d e p r e c i a t i o n  al lowances f o r  co rpora t e  
n e t  income t a x  on new and expanded p l a n t s  was inc reased  by 
50 per  cen t  t o  one and one-half  t imes t h e  Fede ra l  r a t e .  

Research and development f i rms  were extended t h e  same 
exemptions p rev ious ly  enjoyed by manufacturing companies from 
c a p i t a l  s t o c k  and f r a n c h i s e  t a x e s .  2/ 

S p e c i a l  "Development" Taxes . - -Jus t  a s  c e r t a i n  S t a t e s  a t tempt  t o  c a p i t a l -  
i z e  on t h e i r  r a t h e r  unique s o c i a l  environment by provid ing  s p e c i a l  l o c a t i o n  
inducements t o  r e sea rch  and development e s t ab l i shmen t s ,  o t h e r  S t a t e s  a t tempt  t o  
e x p l o i t  t h e  economic advantages of , t h e i r  phys i ca l  environment. For example, 
Louisiana r e c e n t l y  enacted a  t a x  c r e d i t  p rov i s ion  designed t o  encourage g r e a t e r  
i n d u s t r i a l  ~ t i l i z a t i o n  o f  i t s  n a t u r a l  gas  r e sources .  

1/ Statement  by Governor Rockefe l le r  regard ing  H.R. 11798, d e l i v e r e d  by Joseph - 
H .  Murphy, Commissioner of Taxat ion  and Finance,  be fo re  t h e  S p e c i a l  Sub- 
committee on S t a t e  Taxation of I n t e r s t a t e  Commerce of t h e  Committee on t h e  
J u d i c i a r y  of t h e  House of Represen ta t ives ,  Washington, D.  C . ,  February 17,  
1966. 

2 /  Address by t h e  Honorable William W .  Scranton ,  Governor, Commonwealth of - 
Pennsylvania,  "100,000 Pennsylvanians" Luncheon, Union League Club,  Chicago, 
I l l i n o i s ,  Tuesday, A p r i l  26 ,  1966. 



Under t h i s  1964 Louisiana enactment, every manufacturing f i rm  i s  given an 
annual  t a x  c r e d i t ,  t h e  amount of which depends upon i t s  consumption of t h a t  f u e l  
product .  The developmental c h a r a c t e r  of t h i s  t a x  r e b a t e  p rov i s ion  i s  h i g h l i g h t e d  
by t h e  f inanc ing  arrangement--an I n d u s t r i a l  Development Fund f inanced by proceeds 
from t h e  S t a t e  co rpora t ion  f r a n c h i s e  t a x .  

Arkansas ' s  p r a c t i c e  of exempting t e x t i l e  m i l l s  from a l l  proper ty  t a x a t i o n  
f o r  a  per iod  of 7 y e a r s  from t h e  d a t e  of l o c a t i o n  s t ands  out  a s  another  example 
of "accentua t ing  t h e  p o s i t i v e . "  I n  t h i s  c a s e ,  a  S t a t e  a t tempts  t o  l i n k  i t s  
phys i ca l  environment t o  i n d u s t r i a l  development v i a  t h e  t a x  exemption r o u t e .  I/ 

Personal Property Tax Relief and Business Tax Reform 

The concern f o r  a  favorable  t a x  image has  a l s o  prompted S ta t e s '  t o  i n i t i -  
a t e  a  s e r i e s  of a c t i o n s  t h a t  march under t h e  gene ra l  banner of bus iness  t a x  r e -  
form. The o b j e c t i v e  of t h e  reform movement i s  t o  maximize taxpayer c e r t a i n t y  
and evenhanded t r ea tmen t ,  and t o  minimize those  f e a t u r e s  of t h e  t a x  system t h a t  
a r e  p a r t i c u l a r l y  d i sc r imina to ry  i n  c h a r a c t e r .  As desc r ibed  i n  t h e  fo l lowing 
pages,  t h i s  reform movement has both s t r u c t u r a l  and a d m i n i s t r a t i v e  f a c e t s .  

S t r u c t u r a l  Reforms.--The a b o l i t i o n  o r  r a d i c a l  mod i f i ca t ion  of t h e  pe r -  
sona l  p rope r ty  t a x  ranks h igh  on t h e  l e g i s l a t i v e  t a x  reform agenda because no 
o t h e r  t a x  has  been a s  roundly condemned a s  t h i s  levy .  The case  a g a i n s t  t h i s  
t a x  was summed up 30 y e a r s  ago: 

There a r e  s u b s t a n t i a l  reasons  f o r  abo l i sh ing  t h e  t a x  on 
t a n g i b l e  personal  proper ty  i n  any S t a t e  t h a t  can poss ib ly  r a i s e  
i t s  revenue i n  any o t h e r  way. It i s  d i f f i c u l t  t o  admin i s t e r .  
Even i f  p e r f e c t l y  adminis te red ,  i t  i s  a  poor means of measuring 
e i t h e r  t h e  b e n e f i t  t o  o r  t h e  a b i l i t y  of an i n d i v i d u a l  or  b u s i -  
nes s  f i rm .  21 

The a t t a c k  on t h e  bus iness  personal  proper ty  t a x  i s  supported by t h e  fav-  
o rab le  bus ines s  c l ima te  proponents and Governor Hughes of New Jersey  has  p re -  
sented  t h e  fo l lowing argument i n  favor  of i t s  r epea l :  

This  l evy ,  a s  h i s t o r i c a l l y  adminis te red  i n  New Je r sey  
has  c a s t  an ever - lengthening  shadow over t h e  gene ra l ly  b r i g h t  
bus ines s  p i c t u r e  i n  our S t a t e .  Inhe ren t  i n  t h e  l o c a l l y  ad-  
min i s t e red  bus ines s  pe r sona l ty  t a x  has  been t h e  t h r e a t  of 
" tax  l i gh tn ingv- -unpred ic t ab le  and sometimes devas t a t ing  
s h i f t s  i n  bus iness  t a x  l i a b i l i t y .  A t  t h e  same t ime,  t h e  
l o c a l  t a x e s  on bus iness  have had l i t t l e  o r  no regard f o r  

1/ See Appendix E f o r  more d e t a i l  on t h e s e  and o the r  a t t empt s  t o  promote i n -  - 
d u s t r i a l  development o b j e c t i v e s  by means of s e l e c t i v e  t a x  p o l i c i e s .  

2 /  C a r l  Shoup, e t  a l . ,  Facing t h e  Tax Problem (New York: Twentieth Century - 
Fund, I n c . ,  1937) pp. 411-412. 



t h e  a b i l i t y  of bus ines s  t o  pay. Th i s  has  d e t e r r e d  many e n t e r -  
p r i s e s ,  and t h e  employment they  would bring--from l o c a t i n g  i n  
New Je r sey .  11 

Governor Guy of North Dakota made an equa l ly  f o r c e f u l  s ta tement :  

A f t e r  decades of e f f o r t ,  we must admit t h a t  f a i r  admin- 
i s t r a t i o n  of t h e  personal  proper ty  t a x  i s  beyond t h e  realm of 
p o s s i b i l i t y .  Even i f  it could be  f a i r l y  a s s e s s e d ,  t h e  b a s i c  
concept of t h e  t a x  would remain unchanged i n  t h a t  posses s ion  
of d e p r e c i a t i n g  personal  proper ty  i n  no way approximates 
a b i l i t y  t o  pay. It discourages  investment  i n  product ive  t o o l s  
and i s  a  dep res san t  on our economy. It causes  u n f a i r  compe- 
t i t i o n  a g a i n s t  t h e  businessman who i s  w i l l i n g  t o  i n v e s t  i n  a  
good inventory  t o  b e t t e r  s e rve  h i s  community wh i l e  ca t a logue  
companies escape t a x a t i o n .  21 

A major s tudy of S t a t e  and county f inances  i n  Maryland d e a l t  s p e c i f i c a l l y  
w i th  t h e  t a x  compet i t ion  i s s u e :  

Those wi th  a  v i t a l  i n t e r e s t  i n  a t t r a c t i n g  bus ines s  i n t o  
t h e  S t a t e ,  and businessmen a l r eady  s u b j e c t  t o  t h e  t a x  (on 
t a n g i b l e  pe r sona l  proper ty  of bus ines s )  have poin ted  t o  t h e  
i n e q u i t y  and i n e f f i c i e n c y  engendered by t h e  t a x  and have con- 
tended t h a t  i t  s e r i o u s l y  hampers development i n  t h e  S t a t e .  
The f a c t  t h a t  t h r e e  nearby States--Delaware,  New York, and 
Pennsylvania --do no t  t a x  t a n g i b l e  personal  proper ty  i s  a l -  
leged t o  g ive  t h e s e  S t a t e s  an  important  r e l a t i v e  advantage 
i n  a t t r a c t i n g  i n d u s t r i e s  and bus ines ses  whose pe r sona l  
proper ty  hold ings  tend  t o  be l a r g e .  21 

Both t h e  Maryland and New J e r s e y  Tax Study Commissions gave s e r i o u s  con- 
s i d e r a t i o n  t o  recommending o u t r i g h t  r e p e a l  of t h e  personal  p rope r ty  t a x  on b u s i -  
nes s  a s  a g i a n t  s t e p  toward t a x  reform and a f avorab le  t a x  c l i m a t e .  I n  both  
i n s t a n c e s ,  t h e  major o b s t a c l e  was s t a t e d  t o  be t h e  l a c k  of a v a i l a b l e  replacement 
revenue f o r  l o c a l  governments c r i t i c a l l y  dependent upon proper ty  t a x  r e c e i p t s .  
An examination of t h e  personal  proper ty  t a x  payments made by bus ines s  f i rms  
( t a b l e  1 7 )  i n d i c a t e s  t h a t  about  a  dozen S t a t e s  would have r e l a t i v e l y  l i t t l e  
d i f f i c u l t y  i n  breaking  t h i s  replacement revenue impasse. These S t a t e s ,  f o r  t h e  
most p a r t  l oca t ed  i n  t h e  Sou theas t ,  r e l y  on t h e  personal  p rope r ty  t a x  f o r  t h r e e  
percent  o r  l e s s  of t h e i r  t o t a l  S t a t e  and l o c a l  y i e l d .  

1/ Richard J.  Hughes, Fourth Annual Message of  t h e  Governor of New J e r s e y  t o  - 
t h e  L e g i s l a t u r e .  January 11, 1966, p .  6 .  

2 1  William L. Guy, 1965 Message t o  t h e  North Dakota L e g i s l a t u r e ,  p. 11. - 

31 Unive r s i ty  of Maryland, Maryland Tax Study (College Park:  Bureau of Busi-  - 
ness  and Economic Research,  l965), p .  160-161. 



TABLE 17.--ESTIMATED GENERAL PERSONAL PROPERTY TAXES PAID BY BUSINESS FIRMS 

TO STATE AND LOCAL GOVERNMENTS, BY STATE, 1962 

State and region 

U. S. total 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
Disk. of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Amount 
(millions) 

% of 
Stake and 
local tax 
revenue L/ 

State and region 

Southeast 
Virginia 
W. Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
Alab ama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far ~estll 
Washing ton 
Oregon 
Nevada 
California 

Alaska 
Hawaii 

Amount 
(millions) 

% of 
State and 
local tax 
revenue l-/ 

1/ Excluding unemployment compensation taxes. - 
21 Excludes business personalty of corporations assessed by the State. - 
3/ Excludes distilled spirits in bonded warehouses assessed by the State. - 
4 /  Excludes personalty of manufacturing plants, assessed by the State. - 
5 1  Excludes Alaska and Hawaii. - 
Source: Appendix B 



New Jersey has  so lved t h i s  l o c a l  revenue replacement problem by reimbursing 
l o c a l  governments from revenue derived from r a i s i n g  t h e  S t a t e  co rpora t ion  income 
t a x  r a t e  and by t h e  enactment of S t a t e  t a x e s  on machinery and gross  r e c e i p t s .  
The s u b s t i t u t i o n  of t h e s e  S t a t e  taxes  on income, p rope r ty ,  and s a l e s  a c t i v i t y  
f o r  t h e  h igh ly  d i sc r imina to ry  l o c a l  t a x  on bus iness  pe r sona l ty  is  j u s t i f i e d  
p r imar i ly  on t h e  grounds t h a t  i t  w i l l  improve New J e r s e y ' s  bus iness  t a x  c l ima te .  

I n  r ecen t  yea r s  Connect icut ,  Wisconsin, Michigan, Oregon, and Arizona 
have reduced t h e  l o c a l  t a x  on bus iness  pe r sona l ty .  When confronted wi th  t h e  
i s s u e  of revenue replacement,  t h e  Oregon S t a t e  L e g i s l a t u r e  provided f o r  a  grad-  
u a l  s c a l i n g  down of assessments on t a n g i b l e  personal  proper ty  wi th  the  revenue 
l o s s  t o  l o c a l  governments being met from S t a t e  revenue sources .  Wisconsin has 
earmarked a  p a r t  of i t s  s a l e s  t a x  revenue f o r  t h i s  same replacement purpose. 

Adminis t ra t ive  Reforms. --While t h e  weight and form of bus iness  t a x e s  con- 
s t i t u t e  t h e  two more obvious t a x  c l ima te  i n d i c a t o r s ,  no eva lua t ion  of a  j u r i s -  
d i c t i o n ' s  t a x  environment can overlook t h e  " t h i r d  dimensionv--the q u a l i t y  of 
t ax  a d m i n i s t r a t i o n .  

Because of t h e  pe renn ia l  c o n f l i c t  between S t a t e  law c a l l i n g  f o r  f u l l  
va lue  assessment and t h e  pervas ive  l o c a l  p r a c t i c e  of f r a c t i o n a l  v a l u a t i o n ,  t h e  
c h a r a c t e r  of l o c a l  proper ty  t a x  admin i s t r a t ion  must be viewed a s  a  somewhat am- 
biguous t ax  f a c t o r  i n  i n d u s t r i a l  l o c a t i o n  d e c i s i o n s .  One company may be i n t e r -  
e s t e d  i n  maximizing t h e  advantages t o  be gained by t a x  breaks and be w i l l i n g  t o  
gamble on being s t r u c k  by proper ty  t ax  " l ightn ing1 ' - -a  s i t u a t i o n  i n  which i t s  
nego t i a t ed  assessment becomes unstuck.  Another company may be more concerned 
about t a x  c e r t a i n t y  and t h e r e f o r e  looks with f avor  on a  j u r i s d i c t i o n  t h a t  has  
wel l -def ined assessment procedures.  

Notwithstanding t h i s  ambiguous f a c t o r ,  t h e r e  i s  a  school  of thought t h a t  
suppor ts  t h e  gene ra l  p ropos i t ion  t h a t  "good proper ty  t a x  a d m i n i s t r a t i o n  i s  good 
bus iness ;"  t h a t  a  j u r i s d i c t i o n  has more t o  ga in  than  t o  l o s e  by evenhanded 
t rea tment  f o r  a l l  taxpayers .  One proponent of t h i s  viewpoint s t a t e d :  

Although i t  i s  no t  suggested t h a t  i n d u s t r i a l  l o c a t i o n  
dec i s ions  a r e ,  i n  any important  s ense ,  based upon narrow con- 
s i d e r a t i o n s  of t a x  advantage,  i t  i s  no t  unreasonable t o  argue  
t h a t  economic development tends  t o  be f r u s t r a t e d  by a c a s u a l  
admin i s t r a t ion  of t h e  proper ty  t a x .  A discovery  t h a t  t h e  
assessment process  i s  a r b i t r a r y  o r  even f r i v o l o u s  and t h a t  
appeal  machinery is nonexis tent  i s  l i k e l y  t o  a c t  a s  a  d e t e r -  
r e n t  t o  i n d u s t r i a l  l o c a t i o n ,  o r  t o  expansion of e x i s t i n g  
f a c i l i t i e s .  S i m i l a r l y ,  an  indus t ry  cannot long prosper i f  
i t s  employee-homeowners a r e  oppressed by d i sc r imina to ry  
t a x a t i o n  wi th  no r e l i e f  i n  s i g h t .  11 

The growing p r o f e s s i o n a l i z a t i o n  of t h e  assessment func t ion  ( t y p i c a l l y  i n  
t h e  l a r g e r  c i t i e s )  and S t a t e  e f f o r t s  t o  r e h a b i l i t a t e  l o c a l  proper ty  t a x  

1/ L e s l i e  E .  Carber t  , "Property Tax Adminis t ra t ion  and Pub l i c  U t i l i t i e s  ," - 
Management's Stake i n  Tax Adminis t ra t ion ,  Tax I n s t i t u t e ,  P r ince ton ,  1961, 
p. 150. 



a d m i n i s t r a t i o n  have gene ra l ly  enjoyed s t r o n g  backing from t h e  bus iness  community, 
and these  proper ty  t a x  reforms a r e  o f t e n  c i t e d  a s  p lus  f a c t o r s  i n  any compre- 
hens ive  S t a t e  o r  l o c a l  e f f o r t  t o  improve i t s  economic c l ima te .  L/ 

There i s  f a r  l e s s  ambiguity on t h e  S t a t e  co rpora t ion  income and s a l e s  t a x  
f r o n t s  because m u l t i s t a t e  f i rms  a r e  p l ac ing  i n c r e a s i n g  importance on the  need 
f o r  t a x  c e r t a i n t y .  The S p e c i a l  Subcommittee on S t a t e  Taxat ion  of I n t e r s t a t e  
Commerce (Wi l l i s  Subcommittee) has  j u s t i f i e d  i t s  ca se  f o r  g r e a t e r  congres s iona l  
r egu la t ion  of S t a t e  t a x a t i o n  i n  l a r g e  p a r t  on the  ground t h a t  i n t e r s t a t e  f i rms 
need g r e a t e r  t a x  c e r t a i n t y .  They po in t  out  t h a t  S t a t e  t a x  s t a t u t e s  tend  t o  be 
vague on t h e  ques t ion  of what c o n s t i t u t e s  "doing bus iness"  i n  a  S t a t e  and t h e  
a d m i n i s t r a t i v e  r e g u l a t i o n s  s e t t i n g  f o r t h  s p e c i f i c  phys i ca l  presence r u l e s  a r e  
r a t h e r  conspicuous by t h e i r  absence.  According t o  t h e  Subcommittee, New York 
was one of t h e  very few S t a t e s  t h a t  has  at tempted t o  s p e l l  out  w i th  admin i s t r a -  
t i v e  r e g u l a t i o n s  a  l i s t  of a c t i v i t i e s  i n  which a  co rpora t ion  may engage without  
i n c u r r i n g  l i a b i l i t y  i n  t h a t  S t a t e .  21 

The vagueness of S t a t e  s t a t u t o r y  and a d m i n i s t r a t i v e  law on t h i s  c r i t i c a l  
j u r i s d i c t i o n a l  i s s u e  i s  a t  l e a s t  p a r t i a l l y  expla ined  i n  terms of pragmatic £ i s -  
c a l  c o n s i d e r a t i o n s .  

Hesi tancy on t h e  p a r t  of t a x  a d m i n i s t r a t o r s  t o  i s s u e  
both gene ra l  and s p e c i f i c  r u l i n g s  s tems,  i n  p a r t ,  from t h e  
t a x  a d m i n i s t r a t o r ' s  d e s i r e  t o  conserve revenues a s  w e l l  a s  
t o  admin i s t e r  t h e  t a x .  It i s  unreasonable,  however, f o r  
t h e  t a x  a d m i n i s t r a t o r s  t o  p l ace  t h e  burden of unce r t a in ty  
upon i n d u s t r y  because of t h e  f e a r  t h a t  t h e  published r u l i n g s  
w i l l  enable  some taxpayers t o  avoid t h e  t a x  on some p a r t i c u -  
l a r  t r a n s a c t i o n s .  2/ 

There i s  evidence ,  however, t h a t  t h i s  a d m i n i s t r a t i v e  de f i c i ency  i s  be ing  
remedied--such S t a t e s  a s  C a l i f o r n i a ,  New York, and Oregon have been p a r t i c u l a r l y  
d i l i g e n t  i n  communicating wi th  bus iness  t axpaye r s .  These e f f o r t s  t o  improve a  
j u r i s d i c t i o n ' s  t a x  image by means of informat ion  b u l l e t i n s ,  l e g a l  op in ions ,  and 
a d m i n i s t r a t i v e  r u l i n g s  r e f l e c t  t h e  f a c t  t h a t  m u l t i s t a t e  f i rms  a r e  des t ined  t o  
p lay  an i n c r e a s i n g l y  important  r o l e  and t h a t  t h e i r  demands f o r  g r e a t e r  c e r t a i n t y  
w i l l  no t  cause any diminution i n  revenue flows. 

1/ Ronald B .  Welch, "Reformation of t h e  Proper ty  Tax i s  Good Business ,"  - 
Management's S take  i n  Tax Adminis t ra t ion ,  Tax I n s t i t u t e ,  P r ince ton ,  1961. 
The Advisory Commission's d e t a i l e d  p r e s c r i p t i o n  f o r  r e h a b i l i t a t i o n  of t h e  
proper ty  t a x  i s  s e t  f o r t h  i n  The Role of t h e  S t a t e s  i n  S t rengthening  t h e  
Proper ty  Tax (washington, D. C . :  June 1963) Vol. 1. 

2 /  U. S .  Congress,  House, S t a t e  Taxat ion  of I n t e r s t a t e  Commerce, Report - 
No. 1480, 88th  Congress, 2nd Sess ion  (Washington: Government P r i n t i n g  
O f f i c e ,  l 964) ,  p .  142. 

31 Mil ton  J .  Kolb, "Need f o r  Ce r t a in ty  i n  D e f i n i t i o n s ,  Rul ings ,  and Regula- - 
t i o n s , "  Management's S take  i n  Tax Adminis t ra t ion ,  Tax I n s t i t u t e ,  P r ince ton ,  
1961, p. 100. 



Taxpayer convenience s t ands  out  a s  an unambiguous p l u s  f a c t o r  i n  any 
eva lua t ion  of  a  j u r i s d i c t i o n ' s  t a x  admin i s t r a t ion  c l imate .  I f  a  company must 
pay bo th  a l o c a l  and S t a t e  s a l e s  t a x ,  i t  can b e  expected t o  look wi th  f avor  on 
"piggy-back" arrangements t h a t  employ S t a t e  s a l e s  t a x  d e f i n i t i o n s  and adminis- 
t r a t i v e  machinery f o r  c o l l e c t i o n  of  l o c a l  s a l e s  taxes .  By t h e  same token, i f  
a  co rpora t ion  must pay a t a x  on i t s  n e t  income, i t  w i l l  o r d i n a r i l y  f avor  a S t a t e  
po l i cy  t h a t  c a l l s  f o r  c l o s e  conformity t o  Federa l  Code p rov i s ions .  L/ The grow- 
ing  t r end  toward S t a t e  conformity t o  Federa l  p rov i s ions  c l e a r l y  r e f l e c t s  S t a t e  
r ecogn i t ion  of  t h e  need t o  promote t h e  twin g o a l s  of  taxpayer convenience and 
a d m i n i s t r a t i v e  s i m p l i f i c a t i o n .  

CONCLUSION 

The i n c r e a s e  i n  bus iness  t a x  c o l l e c t i o n s  from $5,7 b i l l i o n  i n  1950 t o  
$14,5 b i l l i o n  i n  1964 (excluding employment taxes)  r e p r e s e n t s  nonetheless  a  slow 
bu t  s teady d e c l i n e  i n  t h e  r e l a t i v e  f i s c a l  importance of  t h i s  component of  S t a t e  
and l o c a l  taxes .  It dropped from 36 pe rcen t  t o  30,4 pe rcen t  during t h i s  14-year 
per iod .  

S t a t e  e f f o r t s  t o  a t t r a c t  i ndus t ry  by improving t h e  t a x  c l ima te  a r e  l a r g e l y  
r e spons ib le  f o r  t h i s  development. The t r a n s i t i o n  has proceeded a t  a  slow and 
s teady pace, a s  d i c t a t e d  by f i s c a l  and p o l i t i c a l  r e a l i t i e s .  S t a t e  t a x  pol icy-  
makers pursue a p o l i c y  of a t t r a c t i n g  indus t ry  by improving t h e  t a x  c l ima te  wi th  
understanding caut ion .  The ma jo r i ty  of  t h e  e l e c t o r a t e  would no t  suppor t  t h e  
r epea l  of $14.5 b i l l i o n  of bus iness  taxes  f o r  t h i s  o b j e c t i v e  o r  on t h e  grounds 
t h a t  they a r e  simply i n d i r e c t  o r  hidden s a l e s  t a x e s - - p a r t i c u l a r l y  i f  i t  means 
corresponding inc reases  i n  personal  t axes .  

I n  o rde r  t o  c r e a t e  a  h o s p i t a b l e  t a x  c l ima te  wh i l e  minimizing p o l i t i c a l  
d i f f i c u l t y ,  S t a t e  policymakers a r e  pursuing four  s t r a t e g i e s .  F i r s t ,  they  tend 
t o  make more i n t e n s i v e  use of d i r e c t  consumer l e v i e s  (general  s a l e s ,  c i g a r e t t e s ,  
and a l c o h o l i c  beverage) when a d d i t i o n a l  revenue i s  needed t o  meet r i s i n g  expendi- 
t u r e  requirements,  The l o g i c  he re  i s  t o  s e l e c t  t h e  t a x  course l e a s t  ob jec t ion -  
a b l e  t o  t h e  bus iness  community. A s  a  r e s u l t ,  S t a t e  s a l e s  taxes  have c l e a r l y  ou t -  
s t r i p p e d  t h e  income t a x  movement on t h e  l e g i s l a t i v e  f r o n t .  

S t a t e  policymakers a r e  a l s o  pursuing a po l i cy  of  s e l e c t i v e  bus iness  t a x  
r educ t ions ,  i n  o r d e r  t o  improve t h e  S t a t e ' s  t a x  image whi le  hold ing  revenue l o s s  
t o  an  i r r e d u c i b l e  minimum, New manufacturing and r e sea rch  and development e s t ab -  
l i shments  a r e  t h e  " f a i r - h a i r e d  boys" of  t h e  economic development fami ly  and a r e  
most o f t e n  on t h e  r ece iv ing  end of t h e  s e l e c t i v e  bus iness  t a x  r educ t ion  po l i cy ,  

A s  a  t h i r d  method f o r  improving t h e i r  t a x  image, many S t a t e s  a r e  a t -  
tempting t o  l i b e r a t e  t h e  bus iness  community from t h e  personal  p rope r ty  tax .  
D i f f i c u l t y  i n  f ind ing  adequate revenue replacement funds s t ands  ou t  a s  t h e  most 
formidable b a r r i e r  t o  t h e  r epea l  of t h i s  t ax .  

1/ I n  i t s  r e p o r t  on t h e  personal  income t a x ,  t h e  Commission urged S t a t e s  t o  - 
br ing  t h e i r  income t a x  laws i n  harmony wi th  t h e  Federa l  d e f i n i t i o n  of  ad- 
ju s t ed  g r o s s  income. See Fede ra l -S ta t e  Coordination of Personal  Income 
Taxes (Washington, D.  C, :  October l965),  p. 24. 



There a l s o  appears  t o  be inc reas ing  S t a t e  r ecogn i t ion  of t h e  need t o  
promote g r e a t e r  taxpayer convenience and c e r t a i n t y .  This  r ecogn i t ion  i s  mani- 
f e s t e d  a t  t h e  S t a t e  l e v e l  by a c c e l e r a t e d  e f f o r t s  t o  s t r eng then  t h e  admin i s t r a -  
t i o n  of t he  l o c a l  proper ty  t a x ,  t o  b r i n g  S t a t e  income t a x  d e f i n i t i o n s  i n t o  c l o s e r  
harmony wi th  t h e  Fede ra l  code p rov i s ions ,  and t o  c o l l e c t  l o c a l  s a l e s  t a x e s .  While 
i t  i s  t h e  most d i f f i c u l t  t a x  c l ima te  f a c t o r  t o  measure, no eva lua t ion  of a  j u r i s -  
d i c t i o n ' s  t a x  system can overlook t h e  q u a l i t y  of i t s  a d m i n i s t r a t i o n .  E f f o r t s  t o  
improve a  j u r i s d i c t i o n ' s  t a x  image by means of t h e s e  a d m i n i s t r a t i v e  improvements 
can be expected t o  quicken because m u l t i s t a t e  f i rms  w i l l  p lay  an  inc reas ing ly  
important  r o l e  i n  our economy and t h e i r  demands f o r  g r e a t e r  taxpayer c e r t a i n t y  
and convenience w i l l  no t  cause any s i g n i f i c a n t  diminution i n  S t a t e  and l o c a l  
revenue f lows.  

I n  s h o r t ,  most of t h e  post-War a c t i v i t y  on t h e  bus iness  t a x  f r o n t  can be 
descr ibed  a s  an e f f o r t - t o  maximize t h e  a t t r a c t i v e n e s s  of t h e  S t a t e ' s  t a x  image 
whi le  minimizing t h e  l o s s  of revenue and p o l i t i c a l  suppor t .  The s teady demand 
f o r  more revenue p l aces  heavy c o n s t r a i n t s  on t h e  bus iness  t a x  r educ t ion  p o l i c y ,  
wh i l e  t h e  keen d e s i r e  t o  promote economic development v i r t u a l l y  prec ludes  any 
a t tempt  t o  r a i s e  t h e  gene ra l  l e v e l  of bus iness  t a x a t i o n .  



Chapter IV 

THE EFFECT OF STATE AND LOCAL TAXES 
ON INDUSTRIAL LOCATION 

A v a r i e t y  of approaches have been u t i l i z e d  i n  r ecen t  yea r s  t o  a s s e s s  t h e  
e f f e c t  of S t a t e  and l o c a l  t a x  p o l i c i e s  on i n d u s t r i a l  l o c a t i o n  d e c i s i o n s .  They 
have included use of t h e  businessmen's  q u e s t i o n n a i r e ,  comparisons of t ax  b i l l s  f o r  
h y p o t h e t i c a l  f i rms  loca ted  i n  va r ious  t a x  j u r i s d i c t i o n s ,  and comparisons of S t a t e  
and l o c a l  t ax  b i l l s  wi th  va r ious  i n d i c a t o r s  of bus iness  volume and a c t i v i t y .  L/ 

AREASOFGENERAL AGREEMENT 

These s t u d i e s  and conferences wi th  businessmen and t a x  p r a c t i t i o n e r s  enable  
us t o  p inpo in t  a r e a s  of wides t  agreement and t o  make c e r t a i n  g e n e r a l i z a t i o n s .  
F i r s t ,  i t  i s  c e r t a i n l y  t r u e  t h a t  S t a t e  and l o c a l  t axes  c o n s t i t u t e  an element of 
bus ines s  c o s t ;  whi le  no t  a  l a rge  c o s t  element (ranging from one t o  f i v e  percent  of 
o p e r a t i n g  c o s t s  f o r  d i f f e r e n t  types  of manufacturing) i t  i s  a  v a l i d  c o s t  which 
must be cons idered  i n  making managerial  d e c i s i o n s .  

The argument t h a t  t h i s  c o s t  i s  o f f s e t  by an equ iva len t  va lue  of s e r v i c e s  t o  
bus iness  i s  erroneous f o r  two reasons .  The f i s c a l  capac i ty  of S t a t e  and l o c a l  
government v a r i e s  s o  g r e a t l y  t h a t  a  given t a x  y i e l d s  widely d i f f e r e n t  revenues i n  
d i f f e r e n t  l o c a l i t i e s .  A modest proper ty  t a x  levy i n  a  wealthy a r e a  w i l l  suppor t  
h ighe r  q u a l i t y  pub l i c  s e r v i c e s  than  a  very heavy proper ty  t a x  i n  a  poor a r e a .  I n  
a d d i t i o n ,  t h e  need f o r  many S t a t e  and l o c a l  s e r v i c e s ,  e s p e c i a l l y  educat ion  and 
w e l f a r e ,  v a r i e s  s o  much among geographica l  a r e a s  because of f a c t o r s  such a s  t h e  age 
d i s t r i b u t i o n  of t h e  popula t ion ,  t h a t  t h e  r equ i r ed  l e v e l  of pub l i c  s e r v i c e s  has  
l i t t l e  r e l a t i o n s h i p  t o  t h e  l e g i t i m a t e  requirements  of bus ines s .  

Monopolis t ic  i n d u s t r y  may be a b l e  e i t h e r  t o  absorb above average S t a t e  and 
l o c a l  t a x  c o s t s  o r  t o  pass  them on t o  i t s  customers.  But monopolies a r e  compara- 
t i v e l y  few i n  number and t h e i r  l i f e  i s  u sua l ly  l imi t ed  by s u p p l i e s  of n a t u r a l  r e -  
sources  o r  t h e  l i f e  of p a t e n t s .  National  publ ic  po l i cy  i s  opposed t o  monopoly. 
Moreover, t h e  growth i n  t r a d e  and communication toge the r  wi th  r a p i d  t echno log ica l  
change have made t h e  monopoly of t h e  p a s t  an anachronism today.  Minnesota communi- 
t i e s  were a b l e  t o  t a x  i r o n  o r e  d e p o s i t s  heav i ly  i n  t h e  p a s t .  Today t h e i r  a b i l i t y  
t o  do s o  i s  l imi t ed  by t h e  exhaus t ion  of t h e  r e se rves  a s  w e l l  a s  t echno log ica l  
developments i n  t h e  s t e e l  making p rocess .  Competition i n  a  l a r g e  p a r t  of American 

1/ For a  d i s c e r n i n g  review of t h e s e  s t u d i e s ,  s e e  John F .  Due, "Studies  of S t a t e -  - 
Local Tax In f luences  on Location of Indus t ry , "  Nat ional  Tax J o u r n a l ,  June 
1961, pp. 163-173. 



i ndus t ry  i s  no t  only domestic but  i n t e r n a t i o n a l ,  making any unfavorable c o s t  con- 
d i t i o n  a  ma t t e r  of concern t o  i n d u s t r y .  

Indeed, t echno log ica l  developments have made i t  p o s s i b l e  f o r  i n d u s t r y  t o  
expand t h e  whole a rea  from which i t  may s e l e c t  s i t e s .  Modern p i p e l i n e s  make i t  
poss ib l e  t o  l o c a t e  r e f i n e r i e s  some d i s t a n c e  from t h e  f i n a l  market .  Trucks and 
super  highways make p o s s i b l e  quick d e l i v e r i e s  from d i s t a n t  warehouses. The use of 
telephone and t e l eg raph  l i n e s  by modern computers make i t  poss ib l e  f o r  t op  manage- 
ment t o  c a r e f u l l y  c o n t r o l  f i e l d  ope ra t ions .  Development of r eg iona l  markets l a r g e  
enough t o  suppor t  a  p l a n t  w i th  modern machinery has given indus t ry  an oppor tuni ty  
t o  e s t a b l i s h  f a r - f l u n g  branch p l a n t  ope ra t ions .  

I n  a d d i t i o n ,  t op  management i s  q u i t e  c o s t  conscious and modern s t a t i s t i c a l  
and account ing  techniques permit  management t o  compare u n i t  c o s t  of product ion  i n  
widely s e p a r a t e  ope ra t ions .  Local u n i t  managers a r e  judged upon t h e i r  a b i l i t y  t o  
c o n t r o l  and reduce c o s t  and they  examine t a x  along wi th  o t h e r  c o s t  elements .  

A l l  of t h i s  does no t  mean t h a t  S t a t e  and l o c a l  t axes  a r e  t h e  most ,  o r  even 
among t h e  most ,  important  i n f luences  a f f e c t i n g  i n d u s t r i a l  l o c a t i o n  and expansion.  
It does mean t h a t  they a r e  a  v a l i d  element of bus iness  c o s t  and m ~ s t  be considered 
a long wi th  o t h e r  c o s t  elements whenever management i s  seeking  t o  l o c a t e  a  new 
f a c i l i t y  o r  expand o r  modernize an o ld  p l a n t .  

Small Plant Locations 

The p a t t e r n  of l o c a t i o n a l  a n a l y s i s  i s  c l e a r l y  d i f f e r e n t  f o r  sma l l ,  s i n g l e  
p l a n t  manufac turers .  Such f irms t y p i c a l l y  a r e  e s t a b l i s h e d  a t  or  near  t h e  home of 
t h e  founders.  S ince  persons e s t a b l i s h i n g  such f i rms  t y p i c a l l y  have obta ined  t h e i r  
p r a c t i c a l  ope ra t ing  exper ience  i n  l a r g e  f i rms ,  i t  i s  no t  unusual  t o  s e e  t h e  smal l  
ope ra to r s  c l u s t e r e d  around l a r g e r  u n i t s .  Another reason f o r  such c l u s t e r i n g  i s  t h e  
f a c t  t h a t  t h e  smal l  u n i t s  f r equen t ly  manufacture components o r  s u p p l i e s  f o r  t h e  
l a r g e  f i rms .  

Thus t h e r e  i s  some evidence t h a t  smal l  u n i t s  w i l l  i m i t a t e  t h e  example of t h e  
l a r g e  u n i t s ,  and consequently t h e i r  l o c a t i o n a l  dec i s ions  a r e  dependent upon s i m i l a r  
dec i s ions  of t h e  l a r g e  f i rms .  Taxes e n t e r  i n t o  t h e  c o s t s  of smal l  a s  w e l l  a s  l a r g e  
u n i t s ;  over  any per iod  of time smal l  u n i t s  loca ted  i n  h igh  t a x  a r e a s  w i l l  be a t  a  
d i s t i n c t  d isadvantage  un le s s  o t h e r  c o s t  elements  can compensate f o r  t h e i r  high t a x  
c o s t .  It appears  t h a t  t h e  smal l  f i rm  wi th  l imi t ed  resources  and no d i v e r s i t y  i n  
products  and production c e n t e r s  i s  p o t e n t i a l l y  more vu lne rab le  t o  unfavorable c o s t  
s i t u a t i o n s  than  t h e  l a r g e r  u n i t s .  T y p i c a l l y ,  smal l  u n i t s  do no t  have t h e  f i n a n c i a l  
resources  needed t o  e s t a b l i s h  new production c e n t e r s  whenever a  given l o c a t i o n  be-  
comes uneconomical because of t a x  o r  o the r  c o s t  f a c t o r s .  

Managerial l nf hence 

The personal  a t t i t u d e s  and i n t e r e s t s  of t op  management toward government i n  
gene ra l  and t a x a t i o n  i n  p a r t i c u l a r  c o n s t i t u t e  another  v a r i a b l e  i n  t h e  in f luence  of 
taxes  upon bus iness  l o c a t i o n  dec i s ions .  S t rong managerial  i n t e r e s t  i n  t a x a t i o n  
w i l l  o r d i n a r i l y  mani fes t  i t s e l f  i n  t h e  es tab l i shment  of an i n f l u e n t i a l  t a x  d e p a r t -  
ment whose adv ice  on l o c a t i o n a l  dec i s ions  w i l l  n e c e s s a r i l y  g ive  e x t r a  weight t o  
t a x  c o n s i d e r a t i o n s .  



Because of these  personal  v a r i a b l e s ,  t h e r e  i s  some temptation t o  argue t h a t  
no v a l i d  genera l i za t ion  can be made about t h e  i n t e r r e l a t i o n s h i p  of S t a t e  and l o c a l  
taxes  and managerial dec i s ions .  Careful  a n a l y s i s  of p a r t i c u l a r  s i t u a t i o n s ,  how- 
e v e r ,  r evea l s  t h a t  i t  i s  poss ib le  t o  s e l e c t  given S t a t e  o r  l o c a l  taxes  paid by 
bus iness  and draw re levan t  conclusions about t h e i r  probable e f f e c t s  upon business  
dec i s ions .  

Personal Property Tax Influence 

For many firms t h e  p a r t i c u l a r  S t a t e  and/or l o c a l  levy which appears t o  have 
t h e  g r e a t e s t  inf luence  on managerial decis ions  i s  the  genera l  proper ty  t a x .  I n  
j u r i s d i c t i o n s  where t h i s  t ax  i s  l ev ied  upon business  inven to r i e s  i t  i s  poss ib le  t o  
d i s c e r n  a  c l e a r  i n t e r r e l a t i o n s h i p  between t h e  proper ty  t ax  c o s t s  and dec i s ions  made 
by management. The i n t e r r e l a t i o n s h i p  e x i s t s  f o r  l a rge  n a t i o n a l  concerns opera t ing  
i n  s e v e r a l  S t a t e s  where the  tax  treatment accorded such inven to r i e s  d i f f e r s  sha rp ly .  
T e x t i l e  f irms opera t ing  i n  t h e  two Carol inas ,  f o r  example, have t h e  oppor tuni ty  t o  
minimize taxes  by concentra t ing  inven to r i e s  i n  South Carol ina ,  where they a r e  
l a rge ly  t a x  exempt, even though t h e  f i rms maintain manufacturing f a c i l i t i e s  i n  both 
S t a t e s .  Good highways and t ruck  t r a n s p o r t  permit t h i s  type of t a x  minimizing. 

High c i t y  proper ty  tax  r a t e s  on inven to r i e s  encourage e r e c t i o n  of warehouses 
ou t s ide  the  c i t y  not  only by manufacturers but  a l s o  by merchandisers,  such a s  
super-market ope ra to r s .  Even minor d i f f e rences  i n  t a x  procedure may be used t o  
advantage by bus iness .  I f  one government u n i t  taxes  on year-end values  while t h e  
o the r  a p p l i e s  average values  over the  y e a r ,  s h i f t i n g  of inven to r i e s  a t  p rop i t ious  
times reduces bus iness  t a x  l i a b i l i t y .  

It i s  no t  always poss ib le  f o r  bus iness  t o  minimize taxes  by these  means. 
I f  t h e  product i s  h igh ly  pe r i shab le ,  f o r  example, t h e  t o t a l  inventory c a r r i e d  w i l l  
be smal l  and t h e  p o t e n t i a l  t ax  saving a v a i l a b l e  by movement of inventory i s  ha rd ly  
worth the  t roub le .  Nevertheless,  i t  appears t o  be a  genera l  r u l e  t h a t  whenever 
s i z a b l e  l i a b i l i t i e s  accrue from property taxes  on mobile proper ty  such a s  bus iness  
i n v e n t o r i e s ,  a l e r t  management takes  s t e p s  t o  minimize t h a t  l i a b i l i t y .  

The Total Tax Differential lnfluence 

I n  the  a p p r a i s a l  of tax  cons ide ra t ions ,  i t  i s  t h e  s i z e  of t h e  t a x  d i f  f e ren -  
t i a l  r a t h e r  than the  s i z e  of the  t o t a l  t ax  b i l l  t h a t  i s  s i g n i f i c a n t - - a  f a c t  t h a t  
sharply  l i m i t s  t h e  value of Federa l  t ax  d e d u c t i b i l i t y  a s  a  "neutra l iz ing"  fo rce .  

It should be recognized t h a t  t a x  c o s t s  vary both between d i f f e r e n t  s i t e s  i n  
t h e  same S t a t e  and between S t a t e s .  The i n t r a s t a t e  v a r i a t i o n  i s  l a rge ly  a t t r i b u t a b l e  
t o  t h e  e f f e c t i v e  genera l  property t a x  r a t e s  a t  a l t e r n a t i v e  s i t e s .  On t h e  o the r  
hand, i n t e r s t a t e  v a r i a t i o n s  r e f l e c t  both the  type of taxes  used by t h e  s e v e r a l  
S t a t e s  and the  bases and r a t e s  of the  taxes .  I n t r a s t a t e  v a r i a t i o n s ,  however, may 
be a s  l a r g e ,  i f  not  l a r g e r ,  than t a x  burden v a r i a t i o n  between S t a t e s .  

The point  i s  i l l u s t r a t e d  by f igures  developed t o  measure S t a t e  and l o c a l  
t axes  paid by corpora t ions  opera t ing  i n  Wisconsin and i n  o the r  S t a t e s .  A compari- 
son of property t axes  p a i d  by t h e  same firm on i t s  I l l i n o i s  opera t ions  revealed 
t h a t  depending on t h e  p a r t i c u l a r  s i t e  i n  I l l i n o i s  employed by t h e  f i rm,  I l l i n o i s  
proper ty  taxes  ranged from a  low of seven percent  of t h e  Wisconsin property t axes  



t o  a  high of 117 pe rcen t .  Nineteen d i f f e r e n t  ope ra t ions  a t  19 d i f f e r e n t  s i t e s  were 
used i n  t h e  comparison. 

I n  cons ide r ing  t h e  t o t a l  t a x  b i l l  d i f f e r e n t i a l ,  l i t t l e  a t t e n t i o n  i s  pa id  t o  
t h e  type of t a x .  Businessmen seem t o  f e e l  t h a t  i f  a  p a r t i c u l a r  j u r i s d i c t i o n  lacks  
a  given type  of t ax - - fo r  example a  S t a t e  co rpora t e  income t a x - - i t  w i l l  have o t h e r  
t axes  whose burden w i l l  be s u f f i c i e n t  t o  make up f o r  t h e  absence of a  p a r t i c u l a r  
levy .  

While t h i s  i s  a  v a l i d  g e n e r a l i z a t i o n ,  i n d i v i d u a l  f i rms  appear t o  demonstrate  
c e r t a i n  p re fe rences  f o r  given t axes  depending upon t h e  n a t u r e  of t h e i r  ope ra t ions .  
For example, a  f i rm wi th  a  l a r g e  l abo r  f o r c e  r e l a t i v e  t o  i t s  c a p i t a l  investment  i s  
concerned wi th  p a y r o l l  l e v i e s ,  whi le  f i rms  wi th  l a r g e  c a p i t a l  investment and a  
comparat ively smal l  l abo r  fo rce  a r e  concerned wi th  t h e  proper ty  t a x  burdens.  

Tax execu t ives  of l a r g e  f i rms  s u r p r i s i n g l y  express  l i t t l e  concern over t h e  
number of t axes  payable i n  given j u r i s d i c t i o n s .  Use of e l e c t r o n i c  computers and 
modern account ing  methods seem t o  have reduced t h e  e f f e c t i v e  a d m i n i s t r a t i v e  c o s t  
of complying wi th  a  l a r g e  number of d i f f e r e n t  t a x e s .  

There i s  d i s t i n c t  concern,  however, about t h e  t rea tment  a  concern r ece ives  
r e l a t i v e  t o  i t s  compe t i to r s .  Corporate t a x  managers watch c a r e f u l l y  t h e  l o c a t i o n a l  
choices  made by t h e  p r i n c i p a l  f i rms  i n  t h e i r  i n d u s t r y .  Management i s  anxious t h a t  
t ax  c o s t s ,  l i k e  o t h e r  c o s t s ,  be kept  " in  l i n e "  wi th  t a x  c o s t s  of compet i t ive  f i rms .  
This  gene ra l  tendency t o  emulate o t h e r  f i rms  accounts  f o r  t h e  tendency of f i rms  i n  
t h e  same i n d u s t r y  t o  l o c a t e  new f a c i l i t i e s  reasonably c l o s e  t o  each o t h e r .  

Bad Tax Image Influence 

There i s  a l s o  evidence t h a t  once a  S t a t e  or  a  l o c a l i t y  i s  i d e n t i f i e d  a s  a  
h igh  t a x  l o c a t i o n  o r  a  l o c a t i o n  i n  which f i rms  a r e  taxed u n f a i r l y ,  i t  i s  d i f f i c u l t  
t o  e r a s e  t h e  image. Once a  S t a t e  has  been i d e n t i f i e d  a s  be ing  a  "high t ax"  S t a t e  
f o r  i n d u s t r y ,  t h e  "imager' p e r s i s t s  even though t h a t  S t a t e  subsequently changes i t s  
laws and a d m i n i s t r a t i v e  p r a c t i c e s .  Tax managers a s c r i b e  t h i s  t o  t h e  a t t i t u d e  of 
t op  execut ives  and boards of d i r e c t o r s ,  who having once been exposed t o  what they 
regard a s  unreasonable t a x  t r ea tmen t ,  a r e  r e l u c t a n t  t o  r epea t  t h e  mis take .  

Property Tax Exemption 

While t h e r e  i s  widespread disagreement among bus iness  execut ives  both on t h e  
l o c a t i o n a l  e f f e c t s  and gene ra l  wisdom of l o c a l  proper ty  t a x  exemptions, t h e r e  i s  
gene ra l  agreement upon two a spec t s  of t h e  t a x  exemption problem. F i r s t ,  every com- 
pany t h a t  i s  e n t i t l e d  t o  t h e  exemption t akes  i t  a s  a  m a t t e r  of r o u t i n e ;  t h e r e  i s  no 
thought of consc ious ly  avoid ing  loca t ions  which d i s p e r s e  t a x  exemptions. Second, 
a f t e r  t h e  exemption has  exp i r ed ,  l i t t l e  evidence e x i s t s  t o  i n d i c a t e  t h a t  t a x  r a t e s  
a r e  e s t a b l i s h e d  a t  a "puni t ive"  l e v e l .  Thus t h e  community o f f e r i n g  t h e  t a x  exemp- 
t i o n  o r d i n a r i l y  does no t  t r y  t o  ca t ch  up o r  "double-tax" f i rms  a t  t h e  e x p i r a t i o n  of 
t h e  exemption pe r iod .  Never the less ,  a s  p a r t  of i t s  comprehensive i n d u s t r i a l  



development program, Louisiana r e c e n t l y  adopted a  c o n s t i t u t i o n a l  amendment t h a t  
s p e c i f i c a l l y  p r o t e c t s  a n  i n d u s t r y  from l o c a l  "catch up1' t a x  a c t i o n  upon e x p i r a t i o n  
of i t s  S t a t e  granted  exemption from l o c a l  p rope r ty  t a x  payments. 

Non-Tax Factors Dictate Regional Selection 

A s  a  gene ra l  r u l e  t a x  cons ide ra t ions  do no t  f i g u r e  prominently i n  t h e  s e l e c -  
t i o n  of a  gene ra l  reg ion  o r  a r e a  i n  which a  p l a n t  i s  t o  be l o c a t e d .  Th i s  type  of 
choice  t y p i c a l l y  t ends  t o  be dependent upon raw m a t e r i a l ,  market ,  and l abo r  f a c t o r s ,  
Chemical and petroleum concerns may s e l e c t  t h e  middle south  a s  an a r e a  f o r  a  new 
p l a n t  because of raw m a t e r i a l  cons ide ra t ion .  S e l e c t i o n  of t h e  Far  West a s  a  loca-  
t i o n  f o r  a  new p l a n t  manufacturing household app l i ances  may r e s u l t  from inc reased  
product  demand inhe ren t  i n  popula t ion  growth and h ighe r  t r a n s p o r t a t i o n  c o s t s  t h a t  
occur when se rv ing  t h a t  a r e a  from a  mid-western p l a n t .  T i r e  manufacturers  may seek  
a  sou theas t e rn  l o c a t i o n  t o  s e r v e  t h e  automobile manufacturers  u s ing  t h e  A t l a n t a  
a r e a  f o r  assembly p l a n t s .  

T y p i c a l l y ,  t h i s  r e g i o n a l  choice  permi ts  s e l e c t i o n  of a  f i n a l  s i t e  a t  many 
p o i n t s  w i t h i n  t h e  r eg ion .  Once t h e  r e g i o n a l  choice  i s  made, co rpora t e  management 
i n v e s t i g a t e s  i n t e n s i v e l y  a l t e r n a t i v e  s i t e s  w i t h i n  t h i s  r eg ion .  A t  t h i s  s t a g e  a l l  
c o s t  f a c t o r s  i nc lud ing  t axes  a r e  cons idered .  

INDUSTRIAL GROWTH TRENDS AND NEIGHBOR STATE-LOCAL TAX DIFFERENTIALS 

While t h e r e  i s  widespread agreement t h a t  i n t e r r e g i o n a l  t a x  d i f f e r e n t i a l s  do 
no t  e x e r t  s i g n i f i c a n t  l o c a t i o n a l  p u l l ,  t h e r e  i s  f a r  l e s s  agreement a s  t o  t h e  e f f e c t  
of t a x  d i f f e r e n t i a l s  w i t h i n  a  gene ra l  r e g i o n - - p a r t i c u l a r l y  between ne ighbor ing  
S t a t e s .  Th i s  l a c k  of agreement p e r s i s t s  d e s p i t e  t h e  f a c t  t h a t  most s t u d i e s  have 
down-graded t h e  in f luence  t a x  d i f f e r e n t i a l s  e x e r t  on t h e  i n d u s t r i a l  growth r a t e s  of 
ne ighbor ing  S t a t e s  . L/ 

Manufacturing Employment Growth Test 

To throw some l i g h t  on t h e  "neighbor S t a t e  t a x  d i f f e r e n t i a l "  q u e s t i o n ,  we 
examine t h e  bus ines s  t a x  s t r u c t u r e  of neighboring S t a t e s  c h a r a c t e r i z e d  by sha rp  
d i f f e r e n c e s  i n  t h e i r  manufacturing employment growth r a t e s .  The r a t i o n a l e  f o r  t h i s  
comparison r e s t s  on t h e  premise t h a t  i f  i n d u s t r i a l  l o c a t i o n  t r e n d s  a r e  d e f i n i t e l y  
shaped by "low" S t a t e  and l o c a l  t axes  t h i s  e f f e c t  should be most d i s c e r n i b l e  f o r  
S t a t e s  w i t h i n  t h e  same region .  

I n  s e l e c t i n g  S t a t e s  f o r  t h i s  comparison, each r eg ion  i s  t r e a t e d  a s  a  sepa-  
r a t e  a r e a  of s tudy and t h e  bus iness  t a x  system of t h e  S t a t e  i n  each region  t h a t  
showed t h e  g r e a t e s t  growth i n  manufacturing employment between 1950-1965 i s  com- 
pared wi th  t h e  t a x  system of t h e  S t a t e  r e g i s t e r i n g  t h e  l e a s t  progress  i n  r e g i o n a l  
i n d u s t r i a l  employment dur ing  t h i s  same pe r iod .  This  extreme c a s e  approach produced 
t h e  fo l lowing r e g i o n a l  "matched p a i r i n g s  : I 1  

John F . Due, I b i d .  



Region 

New England 

Mideast 

Great  Lakes 

P l a i n s  

Southeas t  

Southwest 

Rocky Mountain 

F a r  West 

Grea te s t  Mfg. 
Employment 
Growth Rate 

Connecticut 

Delaware 

Indiana  

North Dakota 

F l o r i d a  

Arizona 

Utah 

Ca l i fo rn ia  

Least  Mfg. 
Employment 

Growth Rate 

Rhode I s l a n d  

New York 

Michigan 

South Dakota 

Alabama 

Texas 

Wyoming 

Oregon 

Only i n  t h e  case  of t h e  Southeast  region d i d  we dev ia t e  from t h e  r u l e  t h a t  
c a l l e d  f o r  comparing S t a t e s  wi th  t h e  h ighes t  and lowest r eg iona l  manufacturing 
employment growth r a t e s .  I n  t h i s  case  F l o r i d a ,  t h e  S t a t e  wi th  t h e  h i g h e s t  growth 
r a t e ,  i s  compared wi th  Alabama r a t h e r  than  wi th  West Virg in ia- - the  S t a t e  wi th  t h e  
poorest  manufacturing employment performance i n  t h e  Southeas t .  Alabama was sub- 
s t i t u t e d  f o r  West Vi rg in ia  because (a) F l o r i d a  and West Vi rg in ia  a r e  t o o  d i s t a n t  
geographica l ly  t o  be considered s e r i o u s  competi tors  f o r  i n d u s t r i a l  p l a n t s ,  and (b) 
Alabama, had t h e  lowest manufacturing employment growth r a t e  of  those  S t a t e s  wi th in  
c l o s e  l o c a t i o n a l  range of F lo r ida .  

I n  order  t o  compare t h e  r e l a t i v e  weight o r  l e v e l  of bus iness  t a x  c o s t s  f o r  
t h e  S t a t e s  wi th  t h e  h i g h e s t  and lowest i n d u s t r i a l  growth r a t e s  i n  each r eg ion ,  t h e  
t a x  comparison inc ludes  S t a t e  and l o c a i  proper ty  t a x  payments made by bus iness  
f irms and t h e  S t a t e  and l o c a l  co rpora t ion  f r a n c h i s e ,  bus iness  and occupat ional  
l i c e n s e s ,  and bus iness  r e c e i p t s  taxes  ( the  Michigan, Washington, and West Vi rg in ia  
types)  

Severance t axes  a r e  excluded on t h e  ground t h a t  they  do not  lend themselves 
t o  comparative a n a l y s i s  because they a r e  paid only by those  f irms engaged i n  t h e  
e x p l o i t a t i o n  of n a t u r a l  resources  i n  a p a r t i c u l a r  l oca t ion .  Also,  u t i l i t y  gross  
r e c e i p t s  and insurance  premium t a x e s ,  whi le  q u i t e  un ive r sa l ,  a r e  excluded because 
they  have l i t t l e  re levance  t o  i n d u s t r i a l  l oca t ion  decision-making. 

The S t a t e  co rpora t ion  income t a x  i s  included p a r t l y  because of i t s  e f f e c t  
on co rpora t ion  s tockholders  and bus iness  c o s t s  but  p r imar i ly  because i t  i s  an e l e -  
ment i n  t h e  bus iness  t a x  c l ima te  image of one S t a t e  a s  compared wi th  another .  The 
presence of a  co rpora t ion  income t a x  i s  o r d i n a r i l y  a s soc ia t ed  wi th  a l e g i s l a t i v e  
p red i spos i t ion  t o  fol low progress ive  t a x  po l i c i e s - - a  tendency of some importance 
t o  co rpora te  execut ives  making p l a n t  l oca t ion  dec i s ions .  

The personal  n e t  income t a x  i s  a l s o  inc luded,  p r i n c i p a l l y  because i t  i s  a  
form of t a x a t i o n  t h a t  lacks  favor among businessmen. The ave r s ion  of bus iness  t o  - 
t h e  personal  t a x  was e f f e c t i v e l y  descr ibed i n  t h e  r epor t  of t h e  Study of t h e  Feas i -  
b i l i t y  of an Income Tax i n  the  S t a t e  of Maine: 



American bus iness  opinion appears  t o  be gene ra l ly  more f avor -  
a b l e  t o  t h e  s a l e s  t a x  a s  a  S t a t e  revenue than  t h e  income t a x .  Re- 
a c t i o n  t o  t h e  Fede ra l  income t ax  r a t e s  i s  probably one reason f o r  
t h i s  a t t i t u d e .  Management would usua l ly  p r e f e r  t o  pay a  s a l e s  t a x  
t o  an income t a x .  The l a t t e r  i s  commonly cons idered  t o  be no s e r i o u s  
d e t e r r e n t  t o  r e t a i l  t r a d e  and t o  spread  t h e  c o s t s  of government more 
evenly .  F u r t h e r  t h e  t a x  c l ima te  f o r  i n d u s t r i a l  growth, according  t o  
widely he ld  bus iness  opin ion ,  i s  l e s s  f avorab le  where t h e  S t a t e  en-  
fo rces  a  graduated income t ax .  It i s  o f t e n  s t a t e d  t h a t  European 
c o u n t r i e s  w i th  f a s t e r  economic growth r a t e s  than  those  which t h e  
United S t a t e s  has  enjoyed have r e l i e d  r e l a t i v e l y  more on s a l e s  and 
e x c i s e  t axes  and r e l a t i v e l y  l e s s  on income t axes  f o r  revenue.  The 
t a x a t i o n  and economic growth r e l a t i o n s h i p  i s  d i f f i c u l t  t o  e s t a b l i s h  
because of t h e  v a r i a b l e  f a c t o r s  involved ,  bu t  i t  i s  c l e a r  t h a t  t h e r e  
i s  a t  l e a s t  a  psychologica l  d isadvantage  t o  i n d u s t r i a l  development 
i n  t h e  r e a c t i o n s  of many bus ines s  execu t ives  and i n v e s t o r s  t o  a  grad-  
uated income t a x .  11 

The bus ines s  community's concern about  t h e  i n d i v i d u a l  income t a x  i s  a l s o  
underscored by t h e  fo l lowing s ta tement  i n  t h e  t a x  s tudy made by t h e  Un ive r s i ty  of 
Wisconsin Tax Study Committee: 

F i n a l l y ,  t h e r e  i s  t h e  i n d i v i d u a l  income t a x .  Th i s  i s  a  pe r -  
sona l  t a x  and might be supposed t o  have no th ing  t o  do wi th  bus ines s  
burdens t h a t  a f f e c t  bus iness  l o c a t i o n .  I t s  r educ t ion  o r  e l i m i n a t i o n  
o r  augmentation would no t  a f f e c t  t h e  s t a t i s t i c s  of bus ines s  t a x  bu r -  
den wi th  which we have been d e a l i n g .  However, many businessmen now 
r a t e  t h e  personal  income t a x  a s  more of a  d e t e r r e n t  t o  bus ines s  
growth than  t h e  co rpora t e  levy.  They complain of d i f f i c u l t y  i n  
a t t r a c t i n g  execu t ive  and p r o f e s s i o n a l  t a l e n t .  21 

Despi te  t h e  f a c t  t h a t  i t  d i f f e r s  s i g n i f i c a n t l y  from o t h e r  bus ines s  c o s t  
t a x e s  due t o  i t s  s p e c i a l  b e n e f i t  c h a r a c t e r ,  t h e  unemployment insurance  t a x  i s  a l s o  
brought i n t o  t h i s  bus ines s  t a x  c o s t  comparison. As i l l u s t r a t e d  by t h e  d a t a  s e t  
f o r t h  i n  appendix F ,  t h e r e  i s  a  cons ide rab le  v a r i a t i o n  i n  t h e  1964 average  e f f e c -  
t i v e  r a t e s  imposed by t h e  S t a t e s ,  ranging from a  low of 0.4 percent  of t o t a l  wages 
i n  Iowa t o  1.9 percent  i n  Pennsylvania and Wyoming, and 2.4 percent  i n  Alaska.  

1962 Benchmark Year.--Having i d e n t i f i e d  t h e  t axes  f o r  i n c l u s i o n  i n  t h i s  
comparison, i t  was then  necessary  t o  s e l e c t  t h e  a p p r o p r i a t e  t ime pe r iod .  The 
a v a i l a b i l i t y  of d e t a i l e d  proper ty  t a x  assessment d a t a  f o r  t h e  1962 census yea r  
d i c t a t e d  t h e  choice .  While somewhat lacking  i n  cur rency,  1962 i s  an  accep tab le  
yea r  f o r  comparing t h e  r e l a t i v e  weight of bus iness  t a x e s  f o r  S t a t e s  coming out  
"high" and "low" i n  manufacturing employment growth r a t e  f o r  t h e  1950-1965 t ime 
pe r iod .  

1/ Maine L e g i s l a t i v e  Research Committee, Study of t h e  F e a s i b i l i t y  of an Income - 
Tax i n  t h e  S t a t e  of Maine, F i r s t  Report t o  102nd L e g i s l a t u r e ,  January 1965, 
p .  3 3 .  

2/ Un ive r s i ty  of Wisconsin Tax Study Cormnittee, Wisconsin 's  S t a t e  and Local Tax - 
Burden, Madison, Wisconsin, September 1959, p. 3 4 .  



Cormnon Denominator--Personal Income Derived from Business A c t i v i t y . - - I n  
o rde r  t o  compare the  r e l a t i v e  weight of bus iness  t a x e s ,  t h e i r  c o l l e c t i o n s  a r e  ex-  
pressed  a s  percentages  of personal  income o r i g i n a t i n g  i n  t h e  bus iness  s e c t o r .  
This  concept i nc ludes  t o t a l  wages, s a l a r i e s ,  and p r o p r i e t o r s  ' income from a l l  
sources  o the r  than  a g r i c u l t u r a l ,  government, nonpro f i t  i n s t i t u t i o n s ,  and from 
household domestic s e r v i c e .  Because of t h e  absence of "business GNPrr e s t ima tes  
by S t a t e s ,  we have r e l i e d  on t h i s  concept a s  a  "second bes t "  common denominator 
f o r  both i n t r a s t a t e  and i n t e r s t a t e  t a x  comparisons. 

Employment Growth Test--Findings 

As i l l u s t r a t e d  by t h e  d a t a  s e t  f o r t h  i n  t a b l e  18,  t h e  v a r i a t i o n s  i n  manu- 
f a c t u r i n g  employment growth r a t e s  a r e  f a r  more dramatic  than t h e  v a r i a t i o n s  i n  
bus iness  t a x  l e v e l s  of neighboring S t a t e s .  I n  f a c t ,  t h e  t a x  d a t a  c l e a r l y  r e v e a l  
t h e  r eg iona l  "bunching up" produced by i n t e r s t a t e  t a x  compet i t ion .  

Because t h e  t a x  d i f f e r e n t i a l s  a r e  s o  sma l l ,  i t  i s  poss ib l e  t o  draw t h e  nega- 
t i v e  conclus ion  t h a t  t h e r e  i s  no c l e a r  c u t  r e l a t i o n s h i p  between t h e  l e v e l  of b u s i -  
ness  t axes  and manufacturing employment growth r a t e s  f o r  S t a t e s  w i t h i n  t h e  same 
r eg ion .  This  gene ra l  i n fe rence  can be drawn d e s p i t e  t h e  f a c t  t h a t  i n  t h e  o l d e r ,  
more e s t a b l i s h e d  i n d u s t r i a l  reg ions  (New England, Mideast ,  Great  Lakes, and t h e  
Far  West) t h e  S t a t e  en joying  t h e  g r e a t e s t  r e l a t i v e  growth i n  manufacturing employ- 
ment had a  somewhat lower gene ra l  bus iness  t a x  l e v e l  than  t h e  S t a t e  r e g i s t e r i n g  
t h e  l e a s t  progress  on t h i s  f r o n t .  

This  nega t ive  f ind ing ,  however, should no t  be i n t e r p r e t e d  a s  suppor t  f o r  
t h e  con ten t ion  t h a t  t h e  S t a t e  and l o c a l  t a x  f a c t o r  r e p r e s e n t s  an i n s i g n i f i c a n t  
c o s t  element .  Rather ,  t h e  d a t a  sugges t  t h a t  t h e  lack  of r e l a t i o n s h i p  can be a t t r i -  
buted i n  no smal l  measure t o  t h e  t a x  n e u t r a l i z a t i o n  p o l i c i e s  pursued by neighboring 
S t a t e s ,  

J u s t  a s  t h e  execu t ives  of m u l t i s t a t e  f i rms  a r e  becoming i n c r e a s i n g l y  s e n s i -  
t i v e  t o  v a r i a t i o n s  i n  i n t e r s t a t e  c o s t  f a c t o r s ,  s o  a l s o  a r e  S t a t e  t a x  policymakers 
becoming i n c r e a s i n g l y  concerned about t he  i n d u s t r i a l  l o c a t i o n  imp l i ca t ions  of i n t e r -  
s t a t e  t a x  d i f f e r e n t i a l s .  I n  o rde r  t o  be on t h e  s a f e  s i d e ,  S t a t e  t a x  policymakers 
have developed a  n e u t r a l i z a t i o n  system t h a t  has a t  l e a s t  two d i s t i n c t i v e  c h a r a c t e r -  
i s t i c s - - t h e  d i r e c t  matching and t r a d e  of f  approaches. With t h e  d i r e c t  matching 
approach,  a  S t a t e  a t tempts  t o  s t a y  i n  l i n e  wi th  i t s  neighbors on a  tax  by t a x  b a s i s .  
Carr ied  t o  i t s  extreme, t h i s  approach would make a  mockery out  of t h e  concept  of 
S t a t e  t a x  sove re ign ty .  

S t a t e s ,  however, add d i v e r s i t y  t o  t h e  n e u t r a l i z a t i o n  system by s t a y i n g  i n  
l i n e  wi th  t h e i r  neighbors under a  t r a d e  o f f  sys t em- -o f f se t t i ng  an unfavorable t ax  
s i t u a t i o n  (high r a t e )  i n  one t a x  ca tegory  wi th  a f avorab le  t ax  s i t u a t i o n  (a lower 
r a t e  o r  no t a x )  on another .  This  t r a d e  o f f  approach i s  implemented by both gene ra l  
b e n e f i t  type  l e g i s l a t i o n  such a s  t h e  absence of a  proper ty  t a x  on i n v e n t o r i e s  or  by 
s p e c i a l  b e n e f i t  l e g i s l a t i o n  such a s  an  a c c e l e r a t e d  wr i t e -o f f  f o r  a  r e sea rch  and 
development f a c i l i t y .  It can a l s o  be implemented by a d m i n i s t r a t i v e  arrangements--  
t h e  nego t i a t ed  proper ty  t a x  assessments .  Thus, armed wi th  a l l  of t h e s e  op t ions ,  
S t a t e s  e n t e r  t h e  compet i t ive  a rena  i n  a  p o s i t i o n  t o  hold adverse  t a x  d i f f e r e n t i a l s  
t o  a  minimum. The cons t an t  p re s su re  f o r  a d d i t i o n a l  t a x  revenue p l aces  powerful 
r e s t r a i n t s  on t h e  l i m i t  any S t a t e  can  go beyond t h a t  of " s t ay ing  i n  l i n e . "  



TABLE 18.--A COMPARISON OF THE LEVELS OF BUSINESS TAXES FOR STATES WITH THE GREATEST REGIONAL VARIATION 

State and 
Region 

_New England 
Connecticut 
Rhode Island 

Mideast 
Delaware 
New York 

Great Lakes 
Indiana 
Michigan 

Plains 
a -  
u North Dakota 

South Dakota 

Southeast 
Florida 
A1 ab ama 

Southwest 
Arizona 
Texas 

Rocky Mountain 
Utah 
Wyoming 

Far West 
California 
Oregon 

Manufacturing employment, 
Percent increase or de- 
crease (-) 1950 to 1965 

IN MANUFACTURING EMPLOYMENT GROWTH RATES, 1950-1965 

related tc 
Percent 

85 
-130 

176 
-28 

92 
5 

200 
50 

84 7 
158 

1,658 
316 

434 
100 

511 
8 3 

U. S. average 
State rank 

Incomt 
Per- 
sonal 

2 I - 

taxes 1' 
Corpo- 
ration 

.7 

.7 

.8 

.9 

- - 
- - 

. 3  - - 

- - . 3 
.3 - - 

.6 - - 

1 .o 
.8 

per- 
sonal 
3 I - 

1 .o 
0.8 

- - 
- - 

1.3 
1.8 

.7 

.7 

1 .o 
.4 

.9 
1.2 

.7 

.6 

1 .o 
.8 

Other 
business taxes 
(gross receipts, 
licenses 6, Misc. 

taxes)ll 

Unemployment 
compen- 
sation!-/ 

Total 
business 

tax 

"taxestt- 

1/ Collections as a percent of income originating in the business sector, 1962. - 
21 Because of its relevance to the business tax climate, the personal income tax is included in this comparison. - 
31 See text. Only the business portion of the property tax is included in this computation. - 



Competition i s  not  confined t o  t h e  t a x  s i d e  of t h e  pub l i c  f i nance  c o i n .  
Adverse compet i t ive  d i f f e r e n t i a l s  on t h e  publ ic  s e r v i c e  s i d e  a r e  a l s o  a  concern of 
S t a t e  f i s c a l  policymakers--an a spec t  of i n t e r s t a t e  compet i t ion  examined i n  Chapter  
v. 

THE INFLUENCE OF INTRASTATE AND METROPOLITAN TAX DIFFERENTIALS 

High proper ty  t a x  r a t e s  i n  t h e  c e n t r a l  c i t i e s  o s t e n s i b l y  appear  t o  be an 
important  f a c t o r  i n  exp la in ing  t h e  movement of i ndus t ry  t o  suburban and non-metro- 
p o l i t a n  a r e a s  descr ibed  i n  Chapter 11. The c i r c u m s t a n t i a l  c a s e  f o r  t h i s  i n fe rence  
r e s t s  on t h e  f a c t  t h a t  (a)  p rope r ty  t a x  r a t e s  a r e  gene ra l ly  lower i n  suburban a r e a s  
than i n  t h e  c e n t r a l  c i t i e s  ( t a b l e  19 ) ,  (b) t h e  presence of i n d u s t r i a l  t a x  havens 
such a s  Teterboro ,  New Je r sey ,  and Emeryvil le ,  o u t s i d e  of Oakland, C a l i f o r n i a ,  and 
(c) t h e  f a c t  t h a t  c e r t a i n  c i t i e s  noted f o r  t h e i r  h igh  proper ty  t a x  r a t e s  such a s  
Boston, Milwaukee, and Je r sey  C i ty  have had t o  g ran t  s p e c i a l  proper ty  t a x  conces- 
s i o n s  i n  o rde r  t o  a t t r a c t  new i n d u s t r y .  

TABLE 19.--SUBURBAN PROPERTY TAX RATE AS A PERCENT 
OF CENTRAL CITY RATE 

(1957-1961) 

Ci ty  Percent  

Memphis . . .  
San Antonio . 
For th  Worth . 
Omaha . . . .  
Oklahoma C i t y  
Balt imore . . 
Cinc inna t i  . 
Newark . . .  
Rochester . . 
Por t land  . . 

. . .  Denver 
Ph i l ade lph ia  
Milwaukee . . 
Los Angeles . 
L o u i s v i l l e  . 
S e a t t l e  . . .  

C i t y  Percent  

Chicago . . . . . . . . . .  76 
Cleveland . . . . . . . . .  83 
D e t r o i t  . . . . . . . . . .  85 
Buffa lo  . . . . . . . . . .  86 
A t l a n t a  . . . . . . . . . .  87 
Oakland . . . . . . . . . .  87 
Toledo . . . . . . . . . .  88 

. . . . . . . . .  San Diego 90 
. . . . .  Washington, D. C .  101 

New York C i ty  . . . . . . .  102 
. . . . . . .  San F ranc i sco  105 

S t .  Louis . . . . . . . . .  109 
. . . . . . . .  Birmingham 117 

. . . . . . . . .  Columbus 117 
Kansas C i t y  . . . . . . . .  119 

. . . . . . . . . .  Phoenix 141 

Source: Dick Netzer ,  Economics of t h e  Proper ty  Tax (The Brookings 
I n s t i t u t i o n ,  Washington, D .  C . ,  1966), p. 118. 

Th i s  c i r c u m s t a n t i a l  c a s e ,  however, becomes somewhat l e s s  convincing when 
one t akes  i n t o  cons ide ra t ion  t h e  fo l lowing f a c t s :  

a .  The i n i t i a l  t a x  r a t e  advantage enjoyed by suburban communities 
tends  t o  wash ou t  over  time a s  t h e  a r e a  " f i l l s  in"  and a s  pub l i c  
expendi ture  demands, p a r t i c u l a r l y  f o r  educat ion ,  con t inue  t o  
mount --a commonplace f i s . ca l  phenomenon t h a t  should be f a m i l i a r  
t o  those  making i n d u s t r i a l  l o c a t i o n  dec i s ions .  
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Because of t h e  r e l a t i v e l y  smal l  amount of i n d u s t r i a l  proper ty  
found i n  low r a t e  i n d u s t r i a l  t a x  havens,  such examples a s  
Teterboro  and Emeryvil le  could be turned around t o  support  t h e  
p ropos i t ion  t h a t  proper ty  t a x  d i f f e r e n t i a l s  cannot have a  
d e c i s i v e  in f luence  because only a  r e l a t i v e l y  smal l  number of 
i n d u s t r i e s  a c t u a l l y  t ake  advantage of o r  demand t h i s  type  of 
s p e c i a l  t a x  t r ea tmen t .  

The response of businessmen t o  "tax ques t ionna i re s"  c l e a r l y  
i n d i c a t e s  t h a t  t h e  non-tax f a c t o r s - - a v a i l a b i l i t y  of s u i t a b l e  
s i t e s ,  l a b o r ,  m a t e r i a l  c o s t s ,  t r a n s p o r t a t i o n ,  and proximity t o  
markets--stand out  a s  f a r  more important  cons ide ra t ions . l /  It 
must be noted ,  however, t h a t  t hese  non-tax f a c t o r s  a r e  of t h e  
f i r s t  p r i o r i t y  type used i n  t h e  s e l e c t i o n  of t h e  gene ra l  region 
r a t h e r  than  secondary p r i o r i t y  type employed i n  t h e  s e l e c t i o n  
of a  p a r t i c u l a r  l o c a t i o n  w i t h i n  a  region.  

Perhaps t h e  most dramatic t e s t  of t h e  l o c a t i o n a l  p u l l  of proper ty  t a x  d i f -  
f e r e n t i a l s  i s  t o  be found i n  t h e  answer t o  t h e  fo l lowing question--would c e n t r a l  
c i t i e s  have experienced more r ap id  economic and i n d u s t r i a l  growth i f  proper ty  t a x  
r a t e  d i f f e r e n t i a l s  had been working i n  t h e i r  favor?  One s tuden t  of t h i s  s u b j e c t  
has answered t h i s  ques t ion  wi th  a  resounding "no": 

The fo rces  making f o r  d e c e n t r a l i z a t i o n  a r e  s o  po ten t  t h a t  i t  
can be conf iden t ly  a s s e r t e d  t h a t  t h e  t i d e  would no t  have been stemmed 
even had t h e r e  been l a r g e  proper ty  t a x  d i f f e r e n t i a l s  i n  favor  of t h e  
c e n t r a l  c i t i e s .  I n  f a c t ,  t h e  d e c e n t r a l i z a t i o n  process seems t o  have 
proceeded no l e s s  r a p i d l y  i n  those  few a r e a s  i n  which t h e  c e n t r a l  
c i t y  does appear t o  have an advantage i n  e f f e c t i v e  t a x  r a t e s .  21 

While t h e  h igher  c e n t r a l  c i t y  proper ty  t a x  r a t e s  cannot be c i t e d  a s  a  major 
f a c t o r  r e spons ib le  f o r  t h e  movement of indus t ry  from c e n t r a l  c i t y  t o  suburban and 
non-metro a r e a s ,  i t  can be argued t h a t  t h i s  unfavorable t ax  s i t u a t i o n  tends  t o  r e -  
i n f o r c e  more important  economic and s o c i a l  f a c t o r s  working f o r  l o c a t i o n  of indus t ry  
o u t s i d e  c e n t r a l  c i t y  borders .  Th i s  would appear t o  be e s p e c i a l l y  t r u e  f o r  those  
c e n t r a l  c i t i e s  wi th  extremely high proper ty  t a x  r a t e s ,  but  even h e r e  t h e r e  must be 
a  q u a l i f i c a t i o n  based on assessment p r a c t i c e  r e a l i t i e s .  While t h e  p r a c t i c e  of 
nego t i a t ed  assessments ( p r e f e r e n t i a l  assessments)  f o r  indus t ry  i s  probably n o t  a s  
common f o r  c e n t r a l  c i t i e s  a s  i t  i s  f o r  t h e  more r u r a l  a r e a s ,  neve r the le s s  i t  i s  
p o s s i b l e  t h a t  some "des i rable"  i n d u s t r i e s  a r e ,  i n  f a c t ,  sub jec ted  t o  a  lower e f f e c -  
t i v e  t a x  r a t e  than  t h a t  borne by t h e  l e s s  mobile segments of t h e  bus iness  community-- 
t h e  downtown commercial and o f f i c e  bu i ld ing  s e c t o r s .  

Although t h e  gene ra l ly  lower t a x  r a t e s  of suburbia cannot be c i t e d  a s  t h e  
primary f a c t o r  r e spons ib le  f o r  i n d u s t r i a l  d i spe r s ion  ou t s ide  t h e  c e n t r a  1 c i t y ,  t h e  

1/ For a  succ inc t  summary of t h e s e  ques t ionna i re  s t u d i e s ,  s e e  Benjamin Br idges ,  - 
Jr.,  I n d u s t r i a l  Incen t ive  Programs, Wisconsin Development S e r i e s ,  S t a t e  of 
Wisconsin Department of Resource Development, 1965, pp. 92-109. 

2/ Dick Netzer ,  Economics of t h e  Proper ty  Tax (The Brookings I n s t i t u t i o n ,  Washing- - 
t o n ,  D. C . ,  1966), p. 123. 



p o i n t  must be emphasized t h a t  w i t h i n  t h e  S t a t e ,  and more p a r t i c u l a r l y  w i t h i n  t h e  
me t ropo l i t an  a r e a ,  t a x  r a t e  d i f f e r e n t i a l s  can conceivably become t h e  "swing" f a c t o r  
f o r  t h e  p l a n t  l o c a t o r  once t h e  management has decided t o  r e l o c a t e  w i t h i n  t h e  a r e a .  
Tax d i f f e r e n t i a l s  can a l s o  have a  marginal  i n f luence  on t h e  l o c a t i o n  d e c i s i o n s  of 
f i rms  moving i n t o  t h e  r eg ion .  I n  almost  every major me t ropo l i t an  a r e a  i t  i s  pos- 
s i b l e  t o  f i n d  wide v a r i a t i o n s  i n  l o c a l  proper ty  t a x  r a t e s .  Recent s t u d i e s  i n d i c a t e  
a  t a x  r a t e  range of 3 : l  i n  t h e  New York s tandard  me t ropo l i t an  s t a t i s t i c a l  a r e a ,  
5 : l  f o r  Cuyahoga County, and 7 :  1 f o r  9 coun t i e s  i n  no r theas t e rn  New Je r sey .  11 
These wide v a r i a t i o n s  i n  i n t r a -me t ropo l i t an  t a x  r a t e s  r e f l e c t  t he  extreme v a r i a -  
t i o n s  i n  l o c a l  t a x  resources  and expendi ture  demands. 

CONCLUSION 

Between d i s t a n t  S t a t e s ,  t a x  d i f f e r e n t i a l s  appear  t o  e x e r c i s e  l i t t l e  p l a n t  
l o c a t i o n  in f luence .  The p l a n t  l o c a t o r  w i l l  o r d i n a r i l y  s e l e c t  t h e  reg ion  on t h e  
b a s i s  of economic r a t h e r  than  t a x  f a c t o r s .  A t  t h i s  f i r s t  s t a g e  i n  t h e  s e l e c t i o n  
p rocess ,  a c c e s s i b i l i t y  t o  markets and m a t e r i a l s ,  t h e  c h a r a c t e r  of t r a n s p o r t a t i o n  
f a c i l i t i e s ,  and t h e  s i z e  of labor  c o s t  d i f f e r e n t i a l s  s t and  out  a s  t h e  more impor- 
t a n t  l o c a t i o n a l  f a c t o r s .  S t a t e  t a x  policymakers a r e  w e l l  aware of t h i s  f a c t  and 
map out  t h e i r  compet i t ive  t a x  p o l i c i e s  accordingly .  

As between neighboring S t a t e s ,  t h e r e  appears  t o  be no c l e a r  r e l a t i o n s h i p  
between i n d u s t r i a l  growth t r ends  and t a x  d i f f e r e n t i a l s .  Th i s  l ack  of r e l a t i o n s h i p  
can be a t t r i b u t e d  i n  no smal l  measure t o  t h e  f a c t  t h a t  S t a t e s  a r e  c o n s t a n t l y  t a k i n g  
s t e p s  t o  i n s u r e  t h a t  t h e i r  t axes  do no t  "get  ou t  of l i n e "  wi th  those  of t h e i r  
neighboring j u r i s d i c t i o n s .  A S t a t e  u s u a l l y  moves i n t o  t h i s  compet i t ive  a rena  armed 
wi th  many t a x  op t ions  and s u f f i c i e n t  p o l i t i c a l  suppor t  t o  enable  i t  t o  go a  long 
way toward n e u t r a l i z i n g  any t a x  d i f f e r e n t i a l  advantage possessed by a  neighboring 
S t a t e .  The cons t an t  demand f o r  a d d i t i o n a l  t a x  revenue,  however, works a g a i n s t  an 
ove r ly  easy bus ines s  t a x  po l i cy .  Thus, t h e  c o u n t e r v a i l i n g  p o l i t i c a l  p re s su res  gen- 
e r a t e d  by t h e  demand f o r  i n d u s t r i a l  development and t h e  need f o r  a d d i t i o n a l  t a x  
revenue tend t o  hold  t h e  gene ra l  bus iness  t a x  l e v e l s  of neighboring S t a t e s  " in  
l i n e  . " 

Within a  S t a t e  and more p a r t i c u l a r l y  w i t h i n  a  me t ropo l i t an  a r e a  s i g n i f i c a n t  
l o c a l  proper ty  t a x  r a t e  v a r i a t i o n s  can and do become swing f a c t o r s  i n  p l a n t  l oca -  
t i o n  dec i s ions - - the  i n d u s t r i a l  t a x  haven being t h e  most conspicuous example. I n  
sha rp  c o n t r a s t  t o  S t a t e s ,  l o c a l  governments a r e  p r imar i ly  dependent on one source  
of revenue--the l o c a l  proper ty  t a x .  It i s  f a r  more d i f f i c u l t ,  t h e r e f o r e ,  f o r  a  
h igh  r a t e  d i s t r i c t  t o  n e u t r a l i z e  an adverse  t a x  d i f f e r e n t i a l - - e x c e p t  by means of 
t h e  nego t i a t ed  assessment .  Moreover, t h e  loca t ion  of a  new i n d u s t r y  e x e r t s  f a r  
g r e a t e r  impact a t  t h e  l o c a l  l e v e l .  Thus, t h e  job and t a x  base  s t a k e s  can become 
q u i t e  h igh  and i n t e r l o c a l  competi t ion can become q u i t e  keen. 

1/ I b i d , ,  pp. 124-125. - 



Chapter V 

THE EFFECT OF PUBLIC EXPENDITURE POLICIES ON 
INDUSTRIAL LOCATION DECISIONS 

The growth i n  S t a t e  and l o c a l  e x p e n d i t u r e s  and t h e  v a r i a t i o n s  t h a t  have  
developed i n  p u b l i c  s e r v i c e  l e v e l s  between S t a t e s  and between communities h a s  
added a  " p u b l i c  s e r v i c e  l e v e l "  dimension t o  t h e  i n t e rgove rnmen ta l  compe t i t i on  
f o r  new i n d u s t r y .  The p o s s i b l e  adve r se  e f f e c t  of above-average t a x  l e v e l s  on 
i n d u s t r y  l o c a t i o n  a r e  no longer  t h e  on ly  major  concern  of S t a t e  and l o c a l  p o l i c y -  
makers .  I n t e rgove rnmen ta l  sk i rmi shes  f o r  i n d u s t r i a l  development a r e  opening on 
a  second front--namely , t h e  p o s s i b l e  a d v e r s e  e f f e c t s  of i nadequa t e  p u b l i c  s e r -  
v i c e  l e v e l s  on i n d u s t r i a l  l o c a t i o n .  

I n  r e c e n t  y e a r s  S t a t e  and l o c a l  government e x p e n d i t u r e s  have been r i s i n g  
a t  t h e  r a t e  of 8 t o  9  p e r c e n t  p e r  y e a r - - f a s t e r  t han  t h e  normal growth i n  S t a t e  
and l o c a l  t a x  r e c e i p t s  and about  tw ice  t h e  growth r a t e  of  t h e  N a t i o n ' s  economy. 
S t a t e  and l o c a l  governments a r e  c u r r e n t l y  spending  about  $85 b i l l i o n  a n n u a l l y  
f o r  g e n e r a l  governmental  pu rpose s ,  n e a r l y  f o u r  t imes  t h e  amount s p e n t  i n  1950, 
a  l i t t l e  more t han  15 y e a r s  ago .  I f  we add t o  g e n e r a l  governmental  e x p e n d i t u r e s  
t h e  amount s p e n t  f o r  w a t e r  supp ly ,  e l e c t r i c  power, and 'o ther  u t i l i t y  purposes ;  
f o r  unemployment compensat ion,  r e t i r e m e n t  i n su rance  and o t h e r  p u b l i c  employee 
b e n e f i t s ,  S t a t e  and l o c a l  e x p e n d i t u r e s  a r e  f a s t  approaching  t h e  $100 b i l l i o n  
mark. T h i s  p a t t e r n  of s t e a d i l y  r i s i n g  expend i t u r e s  c l e a r l y  unde r sco re s  a  p u b l i c  
demand f o r  more s e r v i c e s .  

The Uncertain Impact of "Amenities" on Industrial Location 

I n  t h e  l i t e r a t u r e  on i n d u s t r i a l  l o c a t i o n ,  p u b l i c  goods and s e r v i c e s  f a l l  
i n  t h e  rea lm of t h e  s o - c a l l e d  a m e n i t i e s  c l a s s i f i c a t i o n .  Amenit ies  i n c l u d e  t h e  
wide v a r i e t y  of  community and envi ronmenta l  f a c t o r s  t h a t  were d e s c r i b e d  i n  a  
1959 a r t i c l e  d e a l i n g  w i t h  t h e  movement toward i n d u s t r i a l  pa rk s :  

I n d u s t r y  of t h e  t ype  a t t r a c t e d  t o  an  i n d u s t r i a l  pa rk  and 
d e s i r e d  by a community w i l l  demand n o t  on ly  good s choo l s  and 
r e s i d e n t i a l  a r e a s ,  bu t  a l s o  h o s p i t a l s ,  chu rches ,  p u b l i c  h e a l t h  
and w e l f a r e  s e r v i c e s ,  r e c r e a t i o n a l  a r e a s ,  and shopping f a c i l -  
i t i e s .  Good s choo l s  n o t  on ly  h e l p  t o  a t t r a c t  and h o l d  good 
employees b u t  a r e  a l s o  v a l u a b l e  i n  supp ly ing  s a t i s f a c t o r y  
l a b o r  f o r c e  r e c r u i t s .  A t t r a c t i v e  r e s i d e n t i a l  a r e a s  and r e c -  
r e a t i o n a l  f a c i l i t i e s  a r e  e s s e n t i a l  t o  ho ld  e n g i n e e r s  and o t h e r  
h i g h l y  s k i l l e d  pe r sonne l  who a r e  i n  demand th roughout  t h e  



count ry .  Some f i rms  cons ide r  churches and r e l i g i o u s  a c t i v -  
i t i e s  i n  a  community a s  necessary  t o  employee morale and 
s t a b i l i t y .  L/ 

The impact of ameni t ies  on i n d u s t r i a l  l o c a t i o n  d e c i s i o n s  i s  g e n e r a l l y  
s u b t l e  and d i f f i c u l t  t o  determine.  While p a r t i c u l a r  i n d u s t r i e s  seek  c e r t a i n  
f a c t o r s ,  o t h e r s  may no t  cons ide r  t h e  same f a c t o r s  impor tant .  Th i s  i s  p a r t i c u -  
l a r l y  t r u e  of pub l i c  s e r v i c e s .  I n  c o n t r a s t ,  v a r i a t i o n s  i n  t axes  from one loca-  
t i o n  t o  ano the r  can usua l ly  be t r a n s l a t e d  d i r e c t l y  i n t o  bus iness  c o s t s  o r  s av ings .  
As one i n v e s t i g a t o r  s t a t e d  i n  exp la in ing  h i s  reason f o r  exc luding  t h e  'lcatch -all" 
amen i t i e s  ca tegory  from h i s  s tudy of f a c t o r s  a f f e c t i n g  i n d u s t r i a l  l oca t ion :  

... Some bus ines ses  a r e  a t t r a c t e d  by s u p e r i o r  pub l i c  school  
f a c i l i t i e s ,  an  amenity gene ra l ly  accompanied by an above-average 
t a x  c o s t  t h a t  might r e p e l  ano the r  bus ines s .  Any v a l u a t i o n  i s  
simply impossible because preference  can n e i t h e r  be measured 
nor  compared, and because t h e r e  i s  no gene ra l  consensus on what 
i s  good and what i s  bad. 21 

Despi te  t h e  d i f f i c u l t y  of measuring t h e  e f f e c t  of v a r i a t i o n s  i n  pub l i c  
s e r v i c e  l e v e l s  on i n d u s t r i a l  l o c a t i o n ,  t h e r e  i s  i n c r e a s i n g  evidence t o  sugges t  
t h a t  i n d u s t r y  i s  becoming more and more i n t e r e s t e d  i n  pub l i c  expendi ture  p o l i c i e s .  

The Rising Significance of Public Expenditure Policies in 
Industrial Location Decision-Making 

The b a s i s  f o r  i n d u s t r y ' s  growing concern over pub l i c  expendi ture  p o l i c i e s  
i s  no longer simply a  m a t t e r  of t h e  l a r g e r  t a x  b i l l s  i t  pays a s  S t a t e  and l o c a l  
expendi tures  grow. Nor i s  i t  s o  much a  ma t t e r  of g r e a t e r  need f o r  t h e  S t a t e  and 
l o c a l  p rope r ty - r e l a t ed  func t ions  such a s  p o l i c e  and f i r e  p r o t e c t i o n ,  highways, 
water  and sewer s e r v i c e s ,  and parks and r e c r e a t i o n .  It stems r a t h e r  from t h e  
i n c r e a s i n g  importance indus t ry  a t t a c h e s  t o  t h e  provis ion  of t h e  t y p i c a l  S t a t e  
and l o c a l  s o c i a l  o r  peop le - r e l a t ed  s e r v i c e s ,  p a r t i c u l a r l y  educa t ion ,  because 
t h e s e  s e r v i c e s  can  a f f e c t  i n d u s t r y ' s  a b i l i t y  t o  a t t r a c t  and mainta in  h igh ly  
q u a l i f i e d  employees. 2/ 

I n  response  t o  a  1963 Fortune survey on t h e  ques t ion  of t h e  importance 
a t t ached  t o  a  community f a c t o r s  i n  l o c a t i n g  a  p l a n t ,  management mentioned 

1/ Richard T .  Murphy, Jr. ,  and William Lee Baldwin, "Business Moves t o  t h e  - 
I n d u s t r i a l  Park,"  Harvard Business Review (Vol . 37, No. 3 ,  May/June l959),  
p. 84. 

2/  Ronald J. Wonnacott, Manufacturing Costs  and t h e  Comparative Advantage of - 
United S t a t e s  Regions, Upper Midwest Economic Study,  Study Paper No. 9 ,  - 
Unive r s i ty  of Minnesota, A p r i l  1963, pp. 59-60. 

3 /  To t h i s  e x t e n t ,  t h e r e f o r e ,  t h e  b e n e f i t  rece ived  concept  can be app l i ed  t o  - 
bus iness  t axes  t h a t  underwri te  such peop le - r e l a t ed  s e r v i c e s .  



"educat ional  oppor tun i t i e s "  h a l f  aga in  a s  many times a s  " l o c a l  o r  S t a t e  t a x  
concessions" and almost fou r  times a s  o f t e n  a s  " l o c a l  o r  S t a t e  sponsored f inanc -  
ing." The r e s u l t s  repor ted  by Fortune wer.e a s  fo l lows:  L/ 

Fac to r  

Community a t t i t u d e  toward indus t ry .  
Good employer -employee r e  l a t  ions  i n  
P roduc t iv i ty  of workers . . . . . .  

. . .  P o l i t i c a l  calm and s t a b i l i t y  
. . . . .  Educat ional  oppor tun i t i e s  

Local o r  S t a t e  t a x  concessions . . 
A v a i l a b i l i t y  of t r a i n i n g  f a c i l i t i e s  
Recrea t ional  oppor tun i t i e s  . . . .  
Local o r  S t a t e  sponsored f inanc ing  
Popula t ion  . . . . . . . . . . . .  

. . . . . . . . . . .  Good weather 
. . . . . .  C u l t u r a l  o p p o r t u n i t i e s  

Number of  times 
mentioned 

. . . . . . .  376 
. . . .  S t a t e  357 

. . . . . . .  346 

. . . . . . .  215 

. . . . . . .  204 

. . . . . . .  133 

. . . . . . .  77 

. . . . . . .  55 

. . . . . . .  53 

. . . . . . .  5 1  

. . . . . . .  40 

. . . . . . .  39 

I n d u s t r y ' s  r ecogn i t ion  of t h e  importance of  educa t iona l  o p p o r t u n i t i e s  has  
no t  escaped t h e  n o t i c e  of t h e  S t a t e s  i n  promoting t h e i r  i n d u s t r i a l  growth. For 
example, New York's promotional l i t e r a t u r e ,  i n  a d d i t i o n  t o  cover ing  t h e  u s u a l  
i tems such a s  t r a n s p o r t a t i o n  and communication s e r v i c e s ,  mentions s p e c i f i c a l l y  
t h e  $1.2 b i l l i o n  S t a t e  u n i v e r s i t y  expansion program and " the  New York S t a t e  
Council on t h e  A r t s - - f i r s t  State-sponsored o rgan iza t ion  of i t s  k ind ."  21 I n  one 
of a  s e r i e s  of o f f i c i a l  adver t i sements ,  M i s s i s s i p p i  took up t h e  pub l i c - se rv ice  
l e v e l  theme a s  fol lows:  

Before M i s s i s s i p p i ' s  progress-minded L e g i s l a t u r e  a s  1966 
opened were: (1) a new highway program, (2) a  s t a t ewide  educa- 
t i o n a l  t e l e v i s i o n  network t o  be u t i l i z e d  a l s o  i n  economic de-  
velopment e f f o r t s ,  ( 3 )  a comprehensive study of S t a t e  educa- 
t i o n a l  needs from pre-school  t o  advanced degrees ,  aimed a t  
dev i s ing  a "management" system f o r  e f f i c i e n c y  pre l iminary  t o  
major new investment i n  educa t iona l  program f a c i l i t i e s  and 
personnel ,  and (4) a  Uniform Commercial Code and o t h e r  meas- 
u res  i n  t h e  con t inu ing  modernizat ion of laws governing t h e  
conduct of bus iness .  21 

1/ Bridges ,  op. c i t . ,  p. 106. - 

2/ New York Department of Commerce, Headquarters f o r  Headquarters .  - 

3 /  Business Week, March 1 2 ,  1966, p .  185. - 



These two S t a t e s  , al though d i f f e r i n g  widely i n  pub l i c  expendi ture  l e v e l s ,  
appa ren t ly  encounter  more concern over publ ic  s e r v i c e s  than  over t a x e s .  Nei ther  
S t a t e ' s  promotional l i t e r a t u r e  r e f e r r e d  s p e c i f i c a l l y  t o  t h e  t a x  s i t u a t i o n .  

Local o f f i c i a l s ,  t o o ,  a r e  devoting more a t t e n t i o n  t o  t h e  q u a l i t y  of pub- 
l i c  s e r v i c e s  i n  t h e i r  i n d u s t r i a l  promotion. I l l u s t r a t i o n s  of t h i s  a r e  p l e n t i f u l  
i n  t h e  a r t i c l e s  appear ing  i n  l o c a l  government magazines. The t y p i c a l  l o c a l  view 
i s  expressed a s  fo l lows:  

P e c u l i a r l y ,  we spend thousands of d o l l a r s  i n  an e f f o r t  
t o  a t t r a c t  i n d u s t r i e s  t o  our c i t i e s .  But when r e p r e s e n t a t i v e s  
of t hose  i n d u s t r i e s  a r r i v e  they t o o  f r equen t ly  f i n d  a  c i t y  
shoddy i n  appearance,  wi th  s t r e e t s  f u l l  of chuck ho le s  and 
bumps. 

Outward appearances a r e  
d i s h e a r t e n i n g  i s  t o  l e a r n  t h a t  
t h e  sewers ,  t h e  water  systems,  
f i r e  and p o l i c e ,  a r e  f a r  below 
c i t i e s  of t h e  prosperous U .  S .  

s u p e r f i c i a l  and what i s  more 
t h e  ve ry  sinews of t h e  c i t y ,  
and t h e  p r o t e c t i v e  s e r v i c e s ,  
t h e  s t anda rds  we expect  of 
i n  t h e  yea r  of 1964. 11 

The adverse  e f f e c t  of below average pub l i c  s e r v i c e  l e v e l s  on i n d u s t r i a l  
development i s  perhaps most d rama t i ca l ly  demonstrated i n  Appalachia and o t h e r  
communities t h a t  have been l e f t  behind i n  t h e  n a t i o n ' s  economic p rog res s .  The 
f a c t  t h a t  some communities l ack  even t h e  most e lementa l  pub l i c  f a c i l i t i e s  has  
prompted t h e  Congress t o  inc lude  a  massive program of g r a n t s  and loans  f o r  pub- 
l i c  f a c i l i t i e s  a long wi th  t e c h n i c a l  and planning a s s i s t a n c e  and loans  t o  b u s i -  
nessmen and l o c a l  development companies i n  Federa l  l e g i s l a t i o n  s e t t i n g  up t h e  
Economic Development Adminis t ra t ion .  

I n  t h e  f u t u r e ,  t h e  l e v e l  of educa t iona l  expendi tures  i s  l i k e l y  t o  have 
an even g r e a t e r  e f f e c t  on i n d u s t r i a l  l o c a t i o n  d e c i s i o n s .  An i n d u s t r i a l  b u i l d -  
i n g  f i rm r e c e n t l y  surveyed t h e  community f a c t o r  preferences  of i n d u s t r i a l  r e -  
s ea rche r s  f o r  c l i e n t s  who a r e  planning i n d u s t r i a l  r e sea rch  f a c i l i t i e s  because 
they  want t o  l o c a t e  where these  " t y p i c a l  men of tomorrow" can be a t t r a c t e d  and 
s t imu la t ed .  The s tudy d i sc losed  t h a t  t h e  i n d u s t r i a l  r e sea rche r :  

... cons ide r s  l o c a l  educat ion  t h e  most important  c o m u -  
n i t y  f a c t o r ,  no t  only because he i s  concerned about  h i s  
c h i l d r e n ' s  s choo l ing ,  but  because he b e l i e v e s  t h e  l o c a l  
school  sys tem's  c h a r a c t e r  i s  an accu ra t e  index of t h e  com- 
muni ty ' s  c u l t u r a l  l e v e l .  And t h i s  i s  t h e  c l i n c h e r - - h i s  own 
d e s i r e  t o  i d e n t i f y  himself  w i th  t h e  e n t i r e  educa t iona l  proc- 
e s s .  Also important  i s  easy access  t o  a  u n i v e r s i t y ,  p r e f -  
e r a b l y  l e s s  than 15 minutes t r a v e l  t ime.  Other f a c t o r s  
inc lude  a v a i l a b i l i t y  of good hous ing ,  a t t r a c t i v e n e s s  of 
t h e  community, t a x e s ,  l o c a l  r e c r e a t i o n a l  and c u l t u r a l  

1/ E a r l  Sneed, "The Education of a  Mayor , ' I  Alabama Municipal Jou rna l ,  February - 
1965,  p.  5 .  



f a c i l i t i e s  , churches ,  medical  f a c i l i t i e s  and convenient  shop- 
ping.  Far  down t h e  l i s t  i s  t h e  d i s t a n c e  t o  a  me t ropo l i t an  
c e n t e r .  11 

Given t h e  i n c r e a s i n g  numbers of young persons i n  t h e  t o t a l  popula t ion  
du r ing  t h e  next  t e n  y e a r s ,  a  U .  S .  Senate  Republican Po l i cy  Committee r e p o r t  
a n t i c i p a t e d  t h a t :  

It [ t h e  U .  S . ]  w i l l  be a  "school-centered s o c i e t y , "  
preoccupied wi th  t h e  problem of educat ing  new m i l l i o n s .  It 
w i l l  be i n c r e a s i n g l y  worried about  provid ing  t h e  young wi th  
adequate t e a c h e r s . .  . 2/  

The Fiscal Dilemma 

On t h e  b a s i s  of t h e  evidence ga thered  h e r e  i t  i s  apparent  t h a t  a  S t a t e  
o r  l o c a l i t y  t h a t  f a i l s  t o  keep pace on t h e  expendi ture  s i d e  may con t inue  t o  do 
s o  only a t  t h e  p e r i l  of d iscouraging  new indus t ry- -perhaps  even s u f f e r i n g  t h e  
l o s s  of e x i s t i n g  p l a n t s .  Recent t r ends  i n  pub l i c  expendi tures  r e v e a l  d i s q u i e t -  
i ng  da t a  t h a t  t h e  problem i n  some S t a t e s  i s  becoming more c r i t i c a l  a s  time 
passes.  

While S t a t e  and l o c a l  d i r e c t  gene ra l  expendi tures  pe r  c a p i t a  f o r  educa- 
t i o n  (a rough measure of pub l i c  s e r v i c e s  i n  gene ra l )  ro se  from $82.47 i n  1957 
t o  $137.38 i n  1964, t h e  average S t a t e  d e v i a t i o n  from t h e  U .  S .  average a l s o  
r o s e ,  from 18 t o  22 ( t a b l e  20).  This  t r e n d  i n d i c a t e s  a  widening--not a  
narrowing--of v a r i a t i o n s  i n  t h e  l e v e l  of pub l i c  expendi tures  f o r  educa t ion .  

The widening v a r i a t i o n s  i n  pub l i c  s e r v i c e s  pose a  f i s c a l  dilemma f o r  
S t a t e  and l o c a l  governments i n  pursuing t h e i r  i n d u s t r i a l  development o b j e c t i v e s :  
t o  meet t h e  t a x  compet i t ion ,  they must main ta in  average t a x  l e v e l s  t o  a t t r a c t  
i n d u s t r y ,  wh i l e  t o  meet t h e  pub l i c  s e r v i c e s  compe t i t i on ,  they must respond t o  
l e g i t i m a t e  p re s su res  f o r  added expendi tures .  The problem i s  thus  one of recon- 
c i l i n g  those  seemingly c o n f l i c t i n g  demands. 

Few, i f  any ,  S t a t e s  a r e  s o  i d e a l l y  endowed a s  t o  have both low t a x  r a t e s  
and h igh  pub l i c  s e r v i c e  l e v e l s .  21 I n  t h e  v a s t  ma jo r i ty  of S t a t e s  i t  i s  l i k e l y  
t h a t  l e g i s l a t i v e  bodies w i l l  be engaged i n  t h e  p reca r ious  e x e r c i s e  of ma in ta in ing  

1/ Frank L .  Whitney, "The Impact of T o t a l  Redevelopment of C i t i e s  , ' I  The Weekly - 
Bond Buyer, May 31, 1966, p .  5. 

2/  John Chamberlain, "These Days," Washington P o s t ,  January 11, 1966. - 
3/ The D i r e c t o r  of t h e  Ohio Department of Development s t a t e d ,  "The f i n a n c i a l  - 

s t a b i l i t y  of S t a t e  government i n  Ohio now v i r t u a l l y  guarantees  no new o r  
i nc reased  taxes because none a r e  needed." See F .  P .  Neuenschwander, 
" I n d u s t r i a l  Development Role of t h e  S t a t e , "  Ohio c i t i e s  and V i l l a g e s ,  
January 1966, p.  24. See a l s o  Ohio ' s  r e l a t i v e  p o s i t i o n  on per  c a p i t a  
educa t iona l  expendi tures  i n  t a b l e  20. 



TABLE 20.--STATE AND LOCAL GENERAL EXPENDITURE FOR EDUCATION, PER CAPITA AS A 
PERCENT OF U. S. AVERAGE, BY STATE, 1957 and 1964 

S t a t e  and Region 

United St'ates 
New England 

Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Is land 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
D i s t .  of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
I l l i n o i s  
Wisconsin 

P la ins  
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

S t a t e  and Region 

Southeast 
Vi rg in ia  
West Vi rg in ia  
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
F l o r i d a  
A 1  abama 
Miss i s s ipp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah , 

Far  west&/ 
Washington 
Oregon 
Nevada 
C a l i f o r n i a  
Alaska 
Hawaii 

Average S t a t e  dev ia t ion  
from U. S .  average 

11 Excluding Alaska and Hawaii. - 
Source: Compiled by ACIR s t a f f  from da ta  published by the  Governments Divis ion,  U. S. Bureau of t h e  Census. 



t h e  b e s t  f i s c a l  ba lance  poss ib le  i n  t h e  face  of c o n f l i c t i n g  revenue and expendi- 
t u r e  cons ide ra t ions .  However, t h e r e  a r e  those  who hold  t h a t :  " I f  a  community 
has b e t t e r  s choo l s ,  highways, u t i l i t i e s ,  and f i r e  and p o l i c e  p r o t e c t i o n ,  indus-  
t r y  w i l l  be w i l l i n g ,  even g l a d ,  t o  pay h igher  t a x e s .  Indus t ry  wants f a i r  t a x e s ,  
no t  simply low ones." 11 

As i n  the  case  of t ax  compet i t ion ,  S t a t e s  can be expected t o  p l ace  primary 
emphasis on keeping i n  l i n e  wi th  t h e i r  neighbors on t h e  publ ic  s e r v i c e  f r o n t .  A 
c l o s e  examination of t a b l e  20 r evea l s  t h a t  S t a t e  and l o c a l  expendi tures  f o r  edu- 
c a t i o n  tend t o  c l u s t e r  along wel l -def ined r eg iona l  l e v e l s .  

It w i l l  be noted t h a t  t h e  S t a t e s  i n  t h e  Fa r  West, New England, and South- 
e a s t  regions  demonstrate more i n t r a - r e g i o n a l  homogeneity wi th  r e spec t  t o  educa- 
t i o n a l  ou t l ays  i n  1964 than they  d id  i n  1957, whi le  t h e  o t h e r  regions  a r e  p r e t t y  
c l o s e  t o  a  s t a l ema te .  Thus, t h e  in fe rence  can be drawn t h a t ,  a t  l e a s t  on a  
i n t r a - r e g i o n a l  b a s i s ,  S t a t e s  a r e  tending t o  c l u s t e r  somewhat more c l o s e l y  t o -  
g e t h e r ,  thereby meeting t h e  publ ic  s e r v i c e  competi t ion of t h e i r  immediate 
ne ighbors .  

11 Richard P.  Murphy, Jr., and William Lee Baldwin, OJ. g., p.  85.  - 



Chapter VI 

FINDINGS AND RECOMMENDATIONS 

The f i n d i n g s  of t h i s  s t udy  can be summarized a s  fo l lows:  

A d e f i n i t e  t r e n d  toward i n d u s t r i a l  d e c e n t r a l i z a t i o n  has  p r e -  
v a i l e d  du r ing  t h e  per iod  1950-1965. As between r e g i o n s ,  t h e  
lower income a r e a s  - - the  Southeas t  and Southwest --have i n -  
c r ea sed  t h e i r  manufacturing c a p a b i l i t y  a t  a  somewhat f a s t e r  
r a t e  than  t h e  o l d e r  and "weal th ie r"  a r e a s - - t h e  Mideast  and 
Grea t  Lakes. Within many S t a t e s ,  t h e  non-met ropol i tan  a r e a s  
a r e  deve loping  i n d u s t r i a l  c a p a b i l i t y  a t  a  somewhat f a s t e r  
pace t han  t h e  m e t r o p o l i t a n  a r e a s .  Within m e t r o p o l i t a n  a r e a s ,  
suburban communities a r e  d e f i n i t e l y  f o r g i n g  ahead of t h e  
c e n t r a l  c i t i e s .  

2 .  A v a r i e t y  of economic and s o c i a l  f o r c e s  have combined t o  
a c c e l e r a t e  t h e  d i s p e r s a l  of i n d u s t r y ,  i n c l u d i n g  t h e  g r e a t e r  
a v a i l a b i l i t y  of s u i t a b l e  s i t e s  i n  suburban and non-metro- 
p o l i t a n  a r e a s ,  t he  i nc r ea sed  a c c e s s i b i l i t y  of more d i s t a n t  
p l a c e s  ( t he  i n t e r s t a t e  highway e f f e c t ) ,  and t h e  h i g h e r  s o c i a l  
and economic c o s t s  o f t e n  a s s o c i a t e d  w i th  congested a r e a s .  I n  
t h e  Sou theas t  and Southwest ,  i n d u s t r i a l i z a t i o n  has  been p a r t l y  
a ided  by l abo r  and m a t e r i a l  c o s t  advantages .  

3 .  P e r s o n a l  income, once h e a v i l y  weighted i n  f avo r  of t h e  
n o r t h e r n  and e a s t e r n  r eg ions  of t h e  United S t a t e s ,  i s  s t i l l  
l e s s  t han  uniformly d i s t r i b u t e d  among a l l  r e g i o n s ,  bu t  t h e  
economic barometers  i n d i c a t e d  t h e  c o n t i n u a t i o n  of a  l e v e l i n g  
p r o c e s s .  The r i c h e r  r eg ions  meanwhile h e l d  t h e i r  own i n  
terms of p e r  c a p i t a  pe r sona l  income, i n d i c a t i n g  t h a t  wider  
d i s p e r s i o n  of manufac tur ing  a c t i v i t y  throughout  t h e  Nation 
does n o t  exclude economic p rog re s s  i n  a l l  r e g i o n s .  

4 .  The r e l a t i v e  importance of t h e  t a x  d i f f e r e n t i a l  f a c t o r  i n  
i n d u s t r i a l  l o c a t i o n  d e c i s i o n s  appears  t o  i n c r e a s e  a s  t h e  
l o c a t i o n  process  narrows down t o  a  p a r t i c u l a r  j u r i s d i c t i o n  
w i t h i n  a  gene ra l  r e g i o n .  As among r eg ions  of t he  coun t ry ,  
t h e  non-tax f a c t o r s  such a s  a c c e s s  t o  markets  and t o  l abo r  
and comparat ive t r a n s p o r t a t i o n  and supply c o s t s  s t a n d  out  
a s  t h e  pr imary l o c a t i o n  c o n s i d e r a t i o n s .  A s  between ne igh -  
bo r ing  S t a t e s ,  t h e r e  appears  t o  be no d i r e c t  r e l a t i o n s h i p  
between i n d u s t r i a l  growth and t a x  d i f f e r e n t i a l s  due l a r g e l y  
t o  t h e  f a c t  t h a t  S t a t e s  a r e  c a r e f u l  no t  t o  g e t  " too  f a r  ou t  
of l i n e "  w i th  t h e i r  immediate ne ighbor s .  As  among l o c a l  



governments w i t h i n  a  S t a t e  and e s p e c i a l l y  w i t h i n  a  met ropol -  
i t a n  a r e a ,  t a x  d i f f e r e n t i a l s  e x e r t  d i s c e r n i b l e  p l a n t  l o c a t i o n  
p u l l - - t h e  i n d u s t r i a l  t ax  haven s t ands  out  a s  t he  most con- 
spicuous example. I n  almost every  me t ropo l i t an  a r e a  t h e r e  
e x i s t s  wide l o c a l  proper ty  t a x  d i f f e r e n t i a l s - - a  c o s t  cons id -  
e r a t i o n  t h a t  can become a  "swing1' f a c t o r  i n  t h e  f i n a l  s e l e c t i o n  
of a  p a r t i c u l a r  p l a n t  l o c a t i o n .  

S t a t e  l e g i s l a t i v e  concern wi th  t h e  development of a  f avorab le  
bus ines s  t a x  c l ima te  has  s t rengthened t h e  t a x  po l i cy  p o s i t i o n  
of t h e  bus ines s  community, a  f a c t  t h a t  i s  p a r t i c u l a r l y  ap-  
pa ren t  when S t a t e  l e g i s l a t i v e  bodies a r e  confronted wi th  t h e  
need t o  r a i s e  a d d i t i o n a l  t ax  revenue. Because of t h e i r  con- 
c e r n  wi th  economic development, S t a t e  policymakers a r e  i n c l i n e d  
t o  make use of d i r e c t  consumer-type t axes  ( l e v i e s  t h a t  a r e  
l e a s t  l i k e l y  t o  provoke the  oppos i t i on  of t h e  bus ines s  com- 
munity) r a t h e r  than  t o  r a i s e  pe r sona l  and co rpora t e  income 
t axes - - l ev i e s  t h a t  a r e  more l i k e l y  t o  t r i g g e r  bus ines s  com- 
munity oppos i t i on .  

I n  o r d e r  t o  maximize t h e  favorable  a spec t s  of t h e  S t a t e  t a x  
image whi le  minimizing l o s s  of revenue,  S t a t e  l e g i s l a t i v e  
bodies  aelso pursue h igh ly  s e l e c t i v e  bus ines s  t a x  r educ t ion  
po l i c i e s - -p rope r ty  and s a l e s  t a x  exemption f o r  "new i n d u s t r y , "  
" f r eepor t "  p rov i s ions  t o  minimize bus iness  pe r sona l  proper ty  
t a x  loads ,  s p e c i a l  r a p i d  w r i t e - o f f  p rov i s ions  f o r  co rpora t e  
income t axpaye r s ,  and i n  some cases  o u t r i g h t  r e p e a l  of t he  
t a x  on bus ines s  i nven to r i e s - - the  t a x  t h a t  i s  t he  t a r g e t  of 
e s p e c i a l l y  heavy c r i t i c i s m  from t h e  bus ines s  community. 

Due i n  p a r t  t o  S t a t e  e f f o r t s  t o  improve t h e i r  bus iness  t a x  
c l ima te ,  bus iness- type  t axes  have dec l ined  i n  r e l a t i v e  f i s -  
c a l  importance. Despi te  t h e  f a c t  t h a t  bus ines s  t a x  c o l l e c -  
t i o n s  rose  from $5.7 b i l l i o n  i n  1950 t o  an es t imated  $14.5 
b i l l i o n  i n  1964, they dropped from 36 percent  t o  30.4 per -  
cen t  of t o t a l  S t a t e  and l o c a l  t a x  c o l l e c t i o n s  over t h i s  14  
yea r  pe r iod .  

Although d i f f i c u l t  t o  a s s e s s ,  v a r i a t i o n s  i n  pub l i c  s e r v i c e  
l e v e l s  a l s o  have some p l a n t  l o c a t i o n a l  i n f l u e n c e .  There 
i s  evidence ,  f o r  example, t h a t  t h e  q u a l i t y  of educat ion  
i n  p a r t i c u l a r  i s  assuming i n c r e a s i n g  importance a s  a  non- 
c o s t  f a c t o r  i n  i n d u s t r i a l  l o c a t i o n  d e c i s i o n  making, t h e r e -  
by in t roduc ing  another  complicat ing f a c t o r  i n  any e v a l u a t i o n  
of t h e  e f f e c t  of "high" t axes  on i n d u s t r i a l  l o c a t i o n  de-  
c i s i o n s .  

"Staying i n  l i n e "  wi th  neighboring j u r i s d i c t i o n s  f o r c e s  
each government t o  re-examine c o n s t a n t l y  i t s  expendi ture  
a s  w e l l  a s  i t s  t a x  p o l i c i e s .  Whereas S t a t e s  a r e  f e a r f u l  
l e s t  t h e i r  t ax  r a t e s  become t o o  h i g h ,  they a l s o  appear  
concerned l e s t  t h e i r  pub l i c  s e r v i c e  s t anda rds  f a l l  t o o  
f a r  below those  s e t  by t h e i r  ne ighbors .  This  concern 
about  t h e  s e r v i c e  and t ax  p o l i c i e s  of ne ighbor ing  j u r i s -  
d i c t i o n s  ope ra t e s  w i th  equal  o r  even g r e a t e r  fo rce  a t  
t h e  l o c a l  government l e v e l .  



RECOMMENDATIONS 

The Commission's s p e c i f i c  recommendations a r e  ou t l i ned  below under t hese  
headings : 

P l a n t  Location Data 
Tax Administration--A Business Tax Climate Var iable  
Tax on Business Personal  Proper ty  
S t a t e  Tax Concessions f o r  New Indus t ry  
Local Tax Competition f o r  New Indus t ry  

Recommendation No. 1. P l a n t  Location Data 

The Commission concludes t h a t  e a r l y  i d e n t i f i c a t i o n  of s i g n i f i c a n t  s h i f t s  

i n  t h e  i n d u s t r i a l  base of c e n t r a l  c i t i e s ,  suburban communities, and non- 

me t ropo l i t an  a r e a s  would f a c i l i t a t e  more e f f e c t i v e  intergovernmenta'l  planning.  

Therefore ,  t h e  Commission recommends t h a t  t h e  P res iden t  d i r e c t  t h e  a p p r o p r i a t e  

Federa l  agencies  t o  g ive  e a r l y  and favorable  cons ide ra t ion  t o  assembling on a 

cont inuing  b a s i s  more t imely  and d e t a i l e d  geographica l  informat ion  on i n d u s t r i a l  

l o c a t i o n  t r e n d s ,  i nc lud ing  a breakdown among c e n t r a l  c i t y ,  suburban,  and r u r a l  

p o r t i o n s  of Standard Metropol i tan  S t a t i s t i c a l  Areas. 

Data on new p l a n t  l oca t ions - - ava i l ab le .  from l imi t ed  Fede ra l  sou rces ,  ap- 
proximately twelve S t a t e s ,  and c e r t a i n  p r i v a t e  sou rces - - i s  t o o  fragmentary t o  
permit v a l i d  i n t e r s t a t e  comparisons of new p l a n t  t r e n d s .  This  makes i t  neces-  
s a r y  t o  r e l y  heav i ly  on t h e  c l a s s i c  "proxies" of i n d u s t r i a l  growth--income , 
employment, and manufacturing data--compiled by t h e  Departments of Commerce and 
Labor. 

While t h e s e  proxy-type d a t a  r e v e a l  some gene ra l  i n d u s t r i a l  t r e n d s ,  they 
do p re sen t  a  r a t h e r  b l u r r e d  p i c t u r e  of t h e  new p l a n t  l o c a t i o n  s i t u a t i o n .  Manu- 
f a c t u r i n g  employment and va lue  added by manufacture s t a t i s t i c s  ga thered  every 
f i v e  yea r s  provide a composite p i c t u r e  of "net"  changes i n  t h e  i n d u s t r i a l  base- -  
both  a d d i t i o n s  and s u b t r a c t i o n s .  The Bureau of t h e  Census makes no a t tempt  t o  
i s o l a t e  and measure f o r  each S t a t e  and major subd iv i s ion  t h e  number of new jobs 
o r  t h e  va lue  added by manufacture c rea t ed  by p l a n t  expansions and new p l a n t  l o -  
c a t i o n s .  

The p i c t u r e  of new p l a n t  t r ends  i s  no t  only b l u r r e d ,  but  i t  i s  a l s o  
r a t h e r  b e l a t e d ,  p a r t i c u l a r l y  f o r  l o c a l  a r e a s .  For example, i n d u s t r i a l  census 
d a t a  f o r  c i t i e s  over 10,000 d i d  no t  begin t o  appear u n t i l  t h r e e  yea r s  a f t e r  t he  
1963 Census of Manufactures had been taken.  I t ,  t h e r e f o r e ,  i s  not  p o s s i b l e  t o  
compare t h e  r e c e n t  s h i f t s  i n  manufacturing employment between c e n t r a l  c i t y  and 
suburban a r e a s ,  ob l ig ing  us t o  f a l l  back on a comparison of t h e  i n d u s t r i a l  
a c t i v i t y  of t h e  " inner  core" county ( the  j u r i s d i c t i o n  i n  which t h e  c e n t r a l  c i t y  



i s  loca ted)  wi th  t h a t  of t h e  "outer  core" coun t i e s  (neighboring coun t i e s  w i t h i n  
t h e  Standard Metropol i tan  S t a t i s t i c a l  Area). 

The p inpoint ing  of i n d u s t r i a l  s h i f t s  between c e n t r a l  c i t y ,  suburban com- 
muni t i e s ,  and r u r a l  a r e a s  could a l s o  be f a c i l i t a t e d  i f  d a t a  were repor ted  on a  
more p r e c i s e  "urbanized area1 '  c l a s s i f i c a t i o n .  A t  p re sen t ,  any comparison of 
t h e  i n d u s t r i a l  growth r a t e s  of metropol i tan  and non-metropolitan a r e a s  i s  
skewed i n  favor  of t h e  metropol i tan  a reas  because t h e  r e p o r t i n g  u n i t  (Standard 
Metropol i tan  S t a t i s t i c a l  Area) involves one o r  more e n t i r e  county u n i t s ,  o f t e n  
inc lud ing  cons ide rab le  r u r a l  t e r r i t o r y .  

More t imely and d e t a i l e d  d a t a  on i n d u s t r i a l  a c t i v i t y  i n  gene ra l  and on 
p l a n t  l o c a t  i on  t r ends  i n  p a r t i c u l a r  would f a c i l i t a t e  both pub l i c  and p r i v a t e  
planning.  A more p r e c i s e  assessment of t h e  apparent  t r end  toward g r e a t e r  i n -  
d u s t r i a l  a c t i v i t y  ou t s ide  t h e  metropol i tan  a r e a ,  f o r  example, would be of mate- 
r i a l  b e n e f i t  t o  policymakers a t  a l l  l e v e l s  of government a s  w e l l  a s  t h e  bus iness  
community a t  Na t iona l ,  S t a t e ,  and l o c a l  l e v e l s .  

Recommendation No. 2 .  Tax Administration--A Business Tax Climate Var iable  

The Commission recommends t h a t  S t a t e s ,  by s t a t u t o r y  enactment o r  adminis- 

t r a t i v e  r e g u l a t i o n ,  s e t  f o r t h  en£ orceable  phys ica l  presence r u l e s  t o  govern t h e  

_ ju r i sd ic t iona l  reach of t h e i r  income and s a l e s  t a x  admin i s t r a to r s ;  t h e  Commission 

f u r t h e r  recommends t h a t  t h e  S t a t e s ,  through c o l l e c t i v e  a c t i o n ,  s t r i v e  t o  make 

such phys ica l  presence r u l e s  a s  uniform a s  poss ib le .  

The q u a l i t y  of t ax  admin i s t r a t ion  i s  becoming a  more important  t a x  c l ima te  
v a r i a b l e  a s  t h e  propor t ion  of bus iness  a c t i v i t y  conducted by m u l t i s  t a t e  f i rms 
grows and a s  t h e i r  emphasis on g r e a t e r  t a x  c e r t a i n t y  and uniform t rea tment  i n -  
c reases .  I n  urging t h e  Congress t o  t i g h t e n  i t s  r e g u l a t i o n  of S t a t e  t a x a t i o n  of 
i n t e r s t a t e  commerce, t h e  S p e c i a l  Subcommittee on S t a t e  Taxation of I n t e r s t a t e  
Commerce has underscored t h i s  f a c t .  

I n c r e a s i n g l y ,  S t a t e s  and l o c a l  governments a r e  recogniz ing  t h a t  "good 
t ax  admin i s t r a t ion  i s  good bus iness ."  I n  some measure t h i s  development i s  ex-  
empl i f ied  by S t a t e  e f f o r t s  t o  r e h a b i l i t a t e  t h e  l o c a l  proper ty  t a x ,  t o  c o l l e c t  
l o c a l  s a l e s  taxes  under a  "piggy-back" arrangement, and t o  b r i n g  t h e i r  income 
t ax  d e f i n i t i o n s  i n t o  c l o s e r  conformity wi th  the  I n t e r n a l  Revenue Code. 

Much remains t o  be done however- -par t icular ly  i n  meeting t h e  demand of 
m u l t i s t a t e  f i rms f o r  c l e a r - c u t  and enforceable  phys ica l  presence r u l e s  t o  govern 
t h e  de terminat ion  of t h e i r  l i a b i l i t y  f o r  s a l e s  and income t a x  payments. S t a t e s  
have exh ib i t ed  same gene ra l  r e luc tance  t o  d e t a i l  wi th  p rec i s ion  t h e i r  phys ica l  
presence r u l e s  governing t h e i r  j u r i s d i c t i o n a l  claims f o r  s a l e s  and income t a x e s ,  
i n  p a r t  perhaps,  i n  t h e  b e l i e f  t h a t  d e f i n i t i v e  j u r i s d i c t i o n a l  r u l e s  might r e s u l t  
i n  l o s s  of revenue and l i m i t  t h e i r  scope f o r  n e g o t i a t i o n .  

The growing demand f o r  tax c e r t a i n t y  and uniform t rea tment  on t h e  p a r t  of 
m u l t i s t a t e  f i rms sugges ts  t h a t  most j u r i s d i c t i o n s  would have much t o  ga in  by 



pursuing  a  po l i cy  designed t o  maximize taxpayer convenience, c e r t a i n t y ,  and 
evenhanded t r ea tmen t .  These cons ide ra t ions  underscore t h e  Commission's e a r l i e r  
recommendations c a l l i n g  f o r  S t a t e  r e h a b i l i t a t i o n  of l o c a l  proper ty  t a x  adminis- 
t r a t i o n ,  S t a t e  c o l l e c t i o n  of l o c a l  s a l e s  and income t a x e s ,  and S t a t e  conformity 
wi th  key Fede ra l  i n c m e  t a x  d e f i n i t i o n s .  

This  concern f o r  t a x  p r a c t i c e  t h a t  minimizes t h e  compliance burdens of 
bus ines s ,  even a t  t h e  c o s t  of some revenues,  should no t  be i n t e r p r e t e d  a s  ab-  
so lv ing  t h e  bus ines s  community from i t s  sha re  of t h e  r e s p o n s i b i l i t y  f o r  ade-  
qua te ly  f inanced pub l i c  s e r v i c e s .  When spokesmen f o r  bus iness  a s s o c i a t e  them- 
se lves  w i t h  e f f o r t s  t o  r e s t r i c t  S t a t e  use of pe r sona l  income t axes  and throw 
t h e i r  suppor t  behind a  S t a t e  and l o c a l  t a x  system h e a v i l y  weighted wi th  proper ty  
and consumer-type t a x e s ,  they a r e  h e l p i n g  t o  c o n s t r u c t  both a  r e g r e s s i v e  and 
f a i r l y  i n e l a s t i c  S t a t e  and l o c a l  t a x  system and a  f i n a n c i a l  foundat ion  t h a t  w i l l  
have i n c r e a s i n g  d i f f i c u l t y  i n  suppor t ing  t h e  growing expendi ture  demands placed 
on S t a t e  and l o c a l  governments by i n d i v i d u a l s  and by bus iness  i t s e l f .  

Recommendation No. 3 .  Tax on Business Personal  Proper ty  

The Commission i s  aware t h a t  r e t e n t i o n  o r  r e p e a l  of t h e  t a x  on bus iness  

pe r sona l  proper ty  i s  a  po l i cy  i s s u e  t h e  S t a t e  a lone  can r e so lve  i n  f u l l  aware- 

ness  of i t s  own l o c a l  circumstances.  However, t h e  Commission b e l i e v e s  t h a t  i n  

framing t h e i r  bus ines s  t a x  p o l i c i e s ,  S t a t e s  should g ive  a  h igh  p r i o r i t y  t o  

e l imina t ing  o r  p e r f e c t i n g  t h e  l o c a l l y  adminis te red  t a x  on bus ines s  personal  

p rope r ty  because i t  d i sc r imina te s  e r r a t i c a l l y  among bus iness  f i rms .  Therefore ,  

t he  Commission recommends t h a t  S t a t e s  e l i m i n a t e  t h e  t a x  on bus iness  i n v e n t o r i e s  

and e i t h e r  move t h e  admin i s t r a t ion  of t h e  t a x  on o the r  c l a s s e s  of bus iness  per -  

s o n a l t y  (notably  machinery and equipment) t o  t h e  S t a t e  l e v e l  o r  provide s t r o n g  

S t a t e  supe rv i s ion  over t h e  admin i s t r a t ion  of t h e  t a x  t o  i n s u r e  uni formi ty .  L/ 

It recommends f u r t h e r  t h a t  S t a t e s  reimburse Local governments f o r  t h e  a t t e n d a n t  

l o s s  i n  revenue by making more i n t e n s i v e  use of S t a t e  imposed bus iness  t axes .  

Of a l l  t h e  S t a t e  and l o c a l  t a x e s ,  t h e  personal  proper ty  t a x  on bus ines s  
i s  acknowledged t o  be t h e  most d i sc r imina to ry .  Governors, t a x  a d m i n i s t r a t o r s ,  

I/ Governor Daniel  d i s sen ted  i n  p a r t  from t h i s  recommendation s t a t i n g :  "The - 
recommendation i s  no t  broad enough i n  my opin ion .  It should apply t o  a l l  
personal  proper ty .  The ad valorem t a x  on personal  proper ty  i s  seldom e q u i t -  
ab ly  o r  uniformly assessed  and c o l l e c t e d . "  



businessmen and academicians condemn i t  with one voice.  Not only i s  i t  d i f f i -  
c u l t  t o  administer  because much of i t s  base i s  mobile, but  i t  bears no i d e n t i -  
f i a b l e  r e l a t i o n s h i p  t o  e i t h e r  the  taxpaying a b i l i t y  of a  business  f i rm or  t o  
the  benef i t  i t  de r ives  from governmental s e r v i c e s .  

De-emphasizing the  personal  property t a x ,  e s p e c i a l l y  on business inven- 
t o r i e s ,  i s  perhaps the  most s i g n i f i c a n t  s t e p  S t a t e s  can take  t o  improve both 
t h e i r  business t a x  c l imate  and t h e i r  business tax  s t r u c t u r e .  

The major obs tac le  t o  t h i s  reform i s  developing an acceptable tax  source 
f o r  r ep lac ing  the  revenue. Examination of the  personal  property t ax  payments 
made by business f irms ind ica tes  t h a t  about a  dozen S t a t e s  would have r e l a t i v e l y  
l i t t l e  d i f f i c u l t y  i n  breaking t h i s  replacement revenue impasse. These S t a t e s ,  
f o r  t h e  most p a r t  located i n  t h e  Southeas t ,  r e l y  on the  personal  property t ax  
f o r  th ree  percent o r  l e s s  of t h e i r  t o t a l  S t a t e  and loca l  y i e l d .  

New Jersey recen t ly  handled t h i s  problem by reimbursing l o c a l  governments 
f a r  the  loss  of the  personal  property t a x  from revenue obtained by r a i s i n g  the  
S t a t e  corporate  income tax  r a t e  and by the  enactment of S t a t e  taxes  on machinery 
and gross r e c e i p t s .  Oregon and Wisconsin--two S t a t e s  t h a t  have a t  l e a s t  sca led 
down the  l o c a l  t ax  on business personalty--have s e t  a s ide  S t a t e  funds t o  reim- 
burse l o c a l  governments f o r  the  consequent l o s s  of revenue. 

While i t  i s  genera l ly  agreed t h a t  t h e  imposit ion of a  tax  on inven to r ies  
i n  p a r t i c u l a r  represents  an extremely poor way t o  r a i s e  revenue, t h e r e  i s  no 
consensus on a  proper replacement revenue, except possibly on the  proposi t ion 
t h a t  each S t a t e  should develop i t s  own so lu t ion .  

Recommendation No. 4. S t a t e  Tax Concessions f o r  New Indust ry  

The Commission concludes t h a t  the  p r a c t i c e  of making s p e c i a l  t a x  conces- 

s ions  t o  new indust ry  can have baneful  e f f e c t s  on our f e d e r a l  system by s e t t i n g  

i n  motion a  se l f -de fea t ing  cycle  of competi t ive t a x  undercutt ing and i r r a t i o n a l  

d iscr iminat ions  among business f irms.  Therefore,  t h e  Commission recommends t h a t  

S t a t e s  avoid p o l i c i e s  ca lcu la ted  t o  provide s p e c i a l  t ax  advantages o r  conces- 

s ions  t o  se lec ted  groups of business f i rms,  and frame t h e i r  business tax  p o l i c i e s  

along general  r a t h e r  than s p e c i a l  b e n e f i t  l i n e s .  

The growing S t a t e  d e s i r e  t o  share  i n  the  f r u i t s  of n a t i o n a l  economic 
growth has a l t e r e d  the  pragmatic th inking t h a t  underpins S t a t e  business t ax  
p o l i c i e s .  There i s  s t i l l  keen concern l e s t  taxes  d r i v e  indus t ry  lvout , l l  o r  t h a t  
the  t ax  system w i l l  g e t  too  f a r  out of l i n e  with those of neighboring j u r i s d i c -  
t i o n s .  This defensive t ax  psychology i s  now being supplemented by aggress ive  
t a x  s t r a t e g i e s  designed t o  b r ing  indust ry  "in .I1 S t a t e  l e g i s l a t i v e  bodies have 
s ing led  out manufacturing p l a n t s  f o r  s p e c i a l  tax  concessions i n  t h e  b e l i e f  t h a t  
growth i n  manufacturing employment w i l l  have the  m u l t i p l i e r  e f f e c t - - a d d i t i o n a l  
jobs i n  marketing, t r anspor ta t ion  and f inance.  



Although t h e  p r a c t i c e  of g ran t ing  s p e c i a l  t a x  concessions does not  con- 
s t i t u t e  a  s e r i o u s  problem f o r  our f e d e r a l  system s o  long a s  t h e  economy sus -  
t a i n s  f u l l  employment, i n t e r s t a t e  competi t ion f o r  i n d u s t r i a l  p a y r o l l s  could 
take  on a  r a t h e r  r u t h l e s s  c h a r a c t e r  should t h e  economy d i p  i n t o  a  major r eces -  
s i o n .  I n  view of t h e  r i s i n g  S t a t e  i n t e r e s t  i n  promoting economic development, 
even a  " f l a t t e n i n g  out" of t h e  economy could be expected t o  gene ra t e  cons ide r -  
a b l e  demand t h a t  t he  S t a t e  compete more aggres s ive ly  by s t epp ing  up i t s  e f f o r t s  
on t h e  t a x  concession f r o n t .  

P re sen t  S t a t e  t a x  inducement s t r a t e g i e s  c u t  ac ros s  t h e  e n t i r e  b e n e f i t  
spectrum ranging  from t h e  most g e n e r a l ,  designed t o  extend b e n e f i t s  t o  most or  
a l l  f i rms ,  t o  t h e  h igh ly  p a r t i c u l a r - - t a i l o r e d  t o  b e n e f i t  a  s i n g l e  f i rm .  General  
b e n e f i t  p o l i c i e s  inc lude  those  t h a t  promote (a)  taxpayer convenience ( S t a t e  
c o l l e c t i o n  of l o c a l  s a l e s  t ax  l e v i e s ) ,  (b) taxpayer c e r t a i n t y  ( c l e a r  -cut  j u r i s  - 
d i c t i o n a l  r u l e s  t o  govern t h e  reach of S t a t e  and l o c a l  s a l e s  and income t a x  
c o l l e c t o r s ;  t h e  s u b s t i t u t i o n  of S t a t e  administered t axes  f o r  t h e  l o c a l  t ax  on 
bus iness  i n v e n t o r i e s ) ,  and (c) taxpayer equ i ty  ( S t a t e  e q u a l i z a t i o n  of l o c a l  
proper ty  t a x  assessments) .  Across t h e  board r educ t ions  i n  bus iness  t axes  a l s o  
s t and  out  a s  r a t h e r  c o s t l y  and p o l i t i c a l l y  hazardous examples of t h e  non- 
d i sc r imina to ry  means f o r  improving t h e  j u r i s d i c t i o n ' s  bus iness  t a x  c l ima te .  

The f a m i l i a r  S t a t e  au thor ized  t a x  concession--the p rope r ty ,  s a l e s ,  or  
income t a x  r educ t ion  granted  by t h e  l e g i s l a t u r e  t o  des ignated  c l a s s e s  of t a x -  
payers  - - s tands  about midway between t h e  gene ra l  and the  p a r t i c u l a r  b e n e f i t  ex-  
t remes.  I n  t h i s  ca se  t h e  l e g i s l a t u r e  no t  only des igna te s  t h e  b e n e f i c i a r y  c l a s s  
( i . e . ,  any f i rm  t h a t  meets t h e  d e f i n i t i o n  of a  "new indus t ry"  o r  t h a t  c o n s t r u c t s  
a  " research  and development f a c i l i t y " ) ,  i t  a l s o  p re sc r ibes  t h e  amount and dura-  
t i o n  of t he  t a x  r educ t ion .  I n  sharp  c o n t r a s t  t o  t h e  gene ra l  b e n e f i t  approach 
f o r  improving t h e  bus iness  t ax  c l i m a t e ,  t h i s  type of "c l a s s "  l e g i s l a t i o n  i s  
f a i r l y  d i sc r imina to ry .  

The S t a t e  nego t i a t ed  t a x  concession c o n t r a c t  wi th  i n d i v i d u a l  f i r m s ,  how- 
e v e r ,  s t ands  out  a s  t h e  extreme case  of a  p a r t i c u l a r  b e n e f i t ,  and the  most 
d i sc r imina to ry  method t h a t  a  S t a t e  can employ t o  e n t i c e  a  p o t e n t i a l  i n d u s t r i a l  
prospect  i n t o  i t s  j u r i s d i c t i o n .  Lou i s i ana ' s  r ecen t  "breakthrough" on t h i s  f r o n t  
s e rves  a s  t h e  case  i n  p o i n t .  I n  December 1966, t he  S t a t e  l e g i s l a t u r e  au thor ized  
t h e  Louis iana  Council  on New I n d u s t r y ,  wi th  c e r t a i n  sa fegua rds ,  t o  n e g o t i a t e  
c o n t r a c t s  w i th  manufacturers  which i n  e f f e c t  w i l l  a l low Louis iana  t o  meet t h e  
b e s t  ( lowest )  t a x  o f f e r  of any o t h e r  S t a t e  i n  which a  manufacturer  contemplates 
l o c a t i n g .  

While t h e  nego t i a t ed  c o n t r a c t  can be j u s t i f i e d  on e f f i c i e n c y  grounds-- 
t he  most ent icement "pu l l "  f o r  each t a x  r educ t ion  "buck1'--the apparent  e f f i c i e n c y  
of t h i s  most h igh ly  d i sc r imina to ry  and s e l e c t i v e  method f o r  zero ing  i n  on poten- 
t i a l  i n d u s t r i a l  t a r g e t s  could quickly  t r i g g e r  r e t a l i a t o r y  a c t i o n s  t h a t  would 
both subver t  t h e  i n t e r e s t s  of intergovernmental  comity and taxpayer e q u i t y .  

Recommendation No. 5 .  Local Tax Competition f o r  New Indus t ry  

Recognizing t h a t  i n t e r l o c a l  compet i t ion  f o r  economic development i s  a 

n a t u r a l  and hea l thy  man i fe s t a t ion  of l o c a l  home r u l e  and t h a t  any S t a t e  i n t e r -  

vent ion  designed t o  prevent  t h i s  competi t ion should be handled wi th  c a r e ,  t h e  



Commission n e v e r t h e l e s s  concludes t h a t  t h e  p r a c t i c e  of n e g o t i a t i n g  t h e  a s s e s s -  

ment of new i n d u s t r i a l  proper ty  s o l e l y  a t  t he  l o c a l  l e v e l  may produce a  d i sc r im-  

i n a t o r y  t a x  system t h a t  i s  open t o  abuse.  Therefore ,  t h e  Commission recommends 

t h a t  S t a t e s  provide adequate t e c h n i c a l  a s s i s t a n c e  and supe rv i s ion  i n  l o c a l  

p rope r ty  t a x  assessments  t o  i n s u r e  uni formi ty  of t r ea tmen t .  

While l o c a l  governments must have l a t i t u d e  i n  c h a r t i n g  t h e i r  economic 
and f i s c a l  development p o l i c i e s ,  t h e r e  i s  cons t an t  danger t h a t  i n t e r l o c a l  compe- 
t i t i o n  f o r  new i n d u s t r y  w i l l  undermine t h e  i n t e g r i t y  of t h e  proper ty  t a x  a s s e s s -  
ment p rocess .  To put  t h e  i s s u e  more b l u n t l y ,  a s s e s s o r s  a r e  o f t e n  p laced  under 
heavy p re s su re  by community l eade r s  t o  g ive  p o t e n t i a l  i n d u s t r i a l  taxpayers  a  
"break." 

Two f a c t o r s  combine t o  c r e a t e  t h i s  p re s su re  s i t u a t i o n  i n  which many l o c a l  
a s s e s s o r s  f i n d  themselves. F i r s t ,  t h e  economic and f i s c a l  s t a k e s  a r e  h igh-- the  
p a y r o l l  and t a x  advantages c o n s t i t u t e  powerful arguments i n  suppor t  of a  p r e f e r -  
e n t i a l  assessment po l i cy  a s  a  means f o r  a t t r a c t i n g  new i n d u s t r y .  The p a y r o l l  
c o n s i d e r a t i o n  dominates i n  those  r u r a l  a r e a s  where unemployment i s  a  chronic  
problem; wh i l e  i n  t h e  r e l a t i v e l y  t i g h t e r  me t ropo l i t an  labor  market ,  t h e  t a x  
revenue f a c t o r  o f t e n  becomes t h e  most important  c o n s i d e r a t i o n .  

The l eade r sh ip  of a  me t ropo l i t an  community o f t e n  views t h e  prospect  of a  
major i n d u s t r i a l  l o c a t i o n  a s  a  f i r s t  r a t e  oppor tuni ty  t o  expor t  some of t h e  l o c a l  
t a x  burden t o  t h e  ne ighbor ing  communities. I n  me t ropo l i t an  a r e a s  f r equen t ly  one 
community reaps  t h e  t a x  revenue advantage while  ne ighbor ing  communities a r e  r e -  
qu i r ed  t o  educate  t h e  p l a n t  employees' c h i l d r e n ,  grapple  wi th  t h e  t r a f f i c  gener-  
a t e d ,  and s u f f e r  t he  p o l l u t a n t s  i n j e c t e d  i n t o  s treams and t h e  atmosphere. 

The second-pressure gene ra t ing  f a c t o r  a r i s e s  from t h e  f a c t  t h a t  heavy 
r e l i a n c e  on the  proper ty  t a x  fo rces  most l o c a l  governments t o  e n t e r  t h e  competi- 
t i v e  a rena  armed only wi th  one major t ax  weapon--the p r e f e r e n t i a l  assessment .  

I n  b r i e f ,  t h e  p r a c t i c e  of "negot ia t ing"  i n d u s t r i a l  t a x  assessments  can 
produce both a  h igh ly  d i sc r imina to ry  t ax  system and a  c o r r u p t i v e  a d m i n i s t r a t i v e  
environment. 

I n  o rde r  t o  n e u t r a l i z e  t h e  l o c a l  demand f o r  p r e f e r e n t i a l  assessment ,  t h e  
a s s e s s o r  needs t h e  c o u n t e r v a i l i n g  S t a t e  demand f o r  uniform assessment s t a n d a r d s .  
Only by provid ing  t e c h n i c a l  a s s i s t a n c e  and e x e r c i s i n g  i t s  supe rv i so ry  a u t h o r i t y  
can t h e  S t a t e  t a x  agency p lay  t h i s  v i t a l  "neu t r a l i z ing"  r o l e .  Both t h e  demands 
of taxpayer  e q u i t y  and l o c a l  governmental f i s c a l  h e a l t h  d i c t a t e  t h a t  S t a t e s  
s h i e l d  t h e  l o c a l  assessment process from t h e s e  compet i t ive  f o r c e s  t h a t  would 
subve r t  i t s  e s s e n t i a l  purpose-- the e q u i t a b l e  d i s t r i b u t i o n  of t h e  community's 
t ax  burden among a l l  proper ty  owners. 
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APPENDIX A.--LOCATION OF NEW INDUSTRIAL PLANTS IN 12 SELECTED STATES--NLTMBER OF 
NEW PLANTS AND EMPLOYEES, 1963-1965 
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See footnotes at the end of table. 



APPENDIX A.--LOCATION OF NEW INDUSTRIAI. PLANTS IN 12 SELECTED STATES--NUMBER OF 
NEW PLANTS AND EMPLOYEES, 1963-1965 (Cont'd) 

!1 Cities 
population of: 

Outside SMSA Cent 
s having a 196 

Outside 
cities 

n I 11 
Plants Emp. 

25,000 
Total 

In SMSA 
central 

Less 
than Total Location + 

Plants 

15 

5 

- - 
- - 
- - 

- - 
5 

10 

20 

6 

5 

1 - - 

14 

138 

9 9 

) 

7 
Emp . 
L,522 

- - 

- - 
- - 
- - 

- - 
- - 

1,522 

L, 265 

L ,026 

733 

293 
- - 

239 

. ,873 

. ,436 

3 0 
f 
Emp . 
2,808 

65 2 

- - 
- - 
- - 

650 
2 

2,156 

1,640 

702 

9 6 

326 
280 

938 

336 

200 

tit 
B 
Plants 

2 8 

2 8 

- - 
7 
2 1 

4 I - 
41 - 

- - 
49 

49 

49 

4 I - 
4 / - 

- - 
182 

182 

f 
Emp . 
1,416 

250 

- - 
- - 
- - 

250 -- 

1,166 

1,369 

939 

- - 

939 - - 

430 

8,547 

7,468 

Plants 

2 3 

1 

- - 
- - 
- - 

1 - - 
22 

7 

5 

1 

- - 
4 

2 

79 

64 

I 
Emp . 

.8,585 

4,175 

150 
1,061 
401 

2,158 
40 5 

.4,410 

9,547 

6,660 

3,672 

2,551 
43 7 

2,887 

6,076 

2,437 

-7- 
Plant 

220 

47 

1 
8 
2 2 

9 
7 

173 

213 

150 

99 

45 
6 

6 3 

6 95 

575 

7 
Plant 

192 

19 

1 
1 
1 

9 
7 

173 

164 

101 

50 

45 
6 

63 

513 

393 

KENTUCKY 

Inside SMSA's 

Intrastate sMSA'S: 
H .tington-~shlan&/ 
Lexington 
~ouisvilleL/ 

Interstate SMSA's (Ky. portion): 

5 / Cincinnati, Ohioil 
Evansville, 1nd.- 

g Outside SMSA1s 

MARYWWD 

Inside SMSA's 

Intrastate SMSA: 
Baltimore 

Interstate SMSA's (Md. portion) : 

7 I washing ton, D . C .E, 
Wilming ton, De1.- 

Outside SMSA's 

91 New Jersey, total- 

Inside SMSA's 

Intrastate SMSA1s: 

See footnotes at the end of table. 



APPENDIX A.--LOCATION OF NEW INDUSTRIAL PLANTS IN 12 SELECTED STATES--NUMBER OF 
NEW PLANTS AND EMPLOYEES, 1963-1965 (Cont'd) 

le SMSA Central Cities 

Outside 
cities 

In SMSA 
central 
cities 

25,000 
and 
over 

Less 
than Location Total Total to 

5,0( 
# 

Plants 

13 

- - 
5 

8 

3 

2 
1 

1 
i 3 
- - 
24 

40 

29 

3 
2 

- - 
- - 
- - 
1 
4 
5 
4 
5 

100 
# 
Ernp . 
1,984 

- - 
676 

1,308 

5 9 

5 9 - - 

2 6 
382 
68 

5 84 

7,626 

4,588 

113 
275 
150 
325 
- - 
- - 
625 
259 
37 

1,159 

25, 
.IF 

Plants 

88 

9 
2 8 

51 

1 

- - 
1 

2 
8 

- - 
39 

6 7 

42 

1 
- - 
- - 
2 - - 
2 
5 
12 
- - 
5 

10. 
I 

# 
Plant: 

48 

-- 
16 

32 

2 

2 
- - 

1 
11 
2 

15 

6 9 

40 

3 
1 
1 
2 

- - 
- - 
6 
3 
1 
12 

2,: 
t 

Plant: 

6 

2 - - 
4 

- - 

- - 
- - 

- - 
1 

- - 
7 

6 5 

3 7 

5 
2 
2 
3 
2 
2 
7 
4 
3 

- - 

- 
a 

Plant 

319 

80 
118 

121 

9 

5 
4 

4 
5 7 
4 

120 

359 

229 

17 
6 
4 
9 
2 
7 
60 
3 9 
8 
2 3 

# 
Plants 

167 

2 7 
5 9 

81 

15 

2 
13 

4 / - 
41 z/ - 
- - 

# 
Plants 

3 

1 
2 

- - 
1 

1 - - 

- - 
7 
2 

6 

96 

72 

4 
1 
1 
2 

- - 
2 
33 
12 
- - 
1 

- 
t 

Plant 

486 

10 7 
17 7 

202 

24 

7 
17 

4 
57 
4 

120 

499 

369 

3 9 
12 
12 
9 
3 
11 
10 7 
50 
11 
42 

# 
Emp . 
6,489 

3,368 
1,743 

1,378 

29 

- - 
29 

- - 
950 
- - 

L ,079 

2,119 

712 

30 - - 
- - 
- - 
- - 
- - 
522 
160 
- - 
- - 

3 SMSA's in Northeastern N.J.: 

Jersey City 
Newark 
Paterson-Clifton- 
Passaic 

2 Outlying SMSA's: 

Atlantic City 
Trenton 

Interstate SMSA's (N.J. portion) : 

cn a 
Allentown-Beth1 hem- 
Eas ton, Pa .g9 

Philadelphia, pal$' 
Wilmington, De1.- 

Outside SMSA's 

Inside SMSA' s 

Intrastate SMSA's: 
Allentown-Bethlehem- 
Eas to&/ 

A1 toona 
Erie 
Harrisburg 
Johns town 
Lancas ter 
philadelphia2/ 
Pittsburgh 
Reading 
Scranton 

See footnotes at the end of 







APPENDIX A.--LOCATION OF NEW INDUSTRIAL PLANTS I N  12 SELECTED STATES--NUMBER OF 
NEW PLANTS AND EMPLOYEES, 1963-1965 ( ~ o n t ' d )  

I n  SMSA 
c e n t r a l  

Outside SMSA Cent ra l  C i t i e s  
I n  c i t i e s  having a 1960 populat ion of: 

Tot a1  
Less 
than 

Outside 
c i t i e s  

25,000 
and Total  

Location 
S - 
# 

Ernp . 
- - 

334 

334 

13 
283 

38 

41  - 
- - 

r 
41 

Ernp . 
729 

800 

294 

- - 
- - 
- - 

294 

506 

10 
# 

Ernp . 
. ,783 

. ,438 

223 

223 - - 
- - 

- - 
L,215 

0 ,  
# 

Ernp . 
,469 

463 

7 1 

71 
- - 
- - 

- - 
392 

2,5 
# 

P l a n t s  

36 

13 

6 

3 
- - 
- - 

3 

7 

c i t i  
I/ 

Plan ts  

- - 

8 

8 

1 
6 
1 

k l  
- - 

- 
I/ 

Ernp . 
5,194 

48 

13 

- - 
13 - - 

35 

11 
Ernp . 

3,497 

4,483 

1,216 

450 
296 

38 

432 

3,267 

P l a n t :  

126 

8 8 

36 

13 
7 
1 

15 

52 

# 
Ernp . 

3,497 

4,149 

882 

43 7 
13 

- - 

432 

3,267 

Outside SMSA's 

WASHINGTON 

Ins ide  SMSA'S 

I n t r a s t a t e  SMSA'S: 
Sea t t l e -Evere t t  
Spokane 
Tacoma 

I n t e r s t a t e  SMSA: 

w 
N Port land,  Oreg. 181 mash. portion)- 

Outside sMSA'S 

Based on incomplete 1964-1965 data.  

This S t a t e ' s  por t ion  of i n t e r s t a t e  SMSA wi th  t h e  c e n t r a l  c i t y  loca ted  wi th in  t h e  S t a t e .  

Consists  of Madison and S t .  C la i r  Counties. 

Central  c i t y  i s  i n  another S ta te .  

Consists  of Boone, Campbell, and Kenton Counties. 

Henderson County. 

Consists  of  Montgomery and Prince Georges Counties. 

Ceci l  County 

1965 based ~2 p a r t i a l  data.  

Warren County 

( ~ o n t '  d on the next page) 



APPENDIX A.--LOCATION OF NEW INDUSTRIAL PLANTS IN 12 SELECTED STATES--NUMBER OF 

NEW PLANTS AND EMPLOYEES, 1963-1965 (~oncl'd) 

(Footnotes ~ont'd) 

Consists of Burlington, Camden, and Gloucester Counties. 

Salem County. 

Based on 1964-1965 data. 

Susquehanna County. 

1965 data for plants with 25 or more employees only. 

Aiken County. 

Consists of Alexandria, Falls Church, Arlington County, and Fairfax County. 

Clark County. 

Sources: Colorado--Division of Commerce and Development. Announcements of New Industry and Expansion of Existing Industries in Colorado. 

Florida--Development Commission, Florida's New Industrial Plants. 

Illinois--Board of Economic Development, unpublished records. 
a 

Kentucky--Department of Commerce. Manufacturing Developments in Kenutcky, Unpublished records. 

Maryland--Maryland Department of Economic Development. Unpublished records. 

New Jersey--Department of Conservation and Economic Development, Division of Economic Development. Unpublished records. 

Pennsylvania--Department of Commerce, Industrial Development Projects Announced in Pennsylvania. 

South Carolina--State Development Board. New Expanded Plants in South Carolina. 

Tennessee--Executive Department, Staff Division of Industrial Development, Industrial Growth in Tennessee. 

Texas--University of Texas, Bureau of Business Research, machine listing for Directory of Texas Manufacturers. 

Virginia--Division of Industrial Development and Planning. Manufacturing Plants in Virginia Established Since 1950. 

Washington--Department of Comnerce and Economic Development, New Industry in the State of Washington. 



APPENDIX B 

Procedure f o r  S t a t e -by -S ta t e  Es t imat ion  of  General 
Proper ty  Taxes Paid  by Business i n  1957 and 1962 

For t h e  purpose of  t h i s  s tudy,  we have def ined  proper ty  t axes  on b u s i -  
ness  a s  a l l  S t a t e  and l o c a l  gene ra l  p rope r ty  t axes  except  t hose  l e v i e d  a g a i n s t  
farm and r e s i d e n t i a l  (both owner-occupied and tenant-occupied) p rope r ty ,  p l u s  
a  small  amount of S t a t e  s p e c i a l  p rope r ty  t axes  on p u b l i c  u t i l i t i e s . l /  The main 
t a s k  i n  e s t ima t ing  Sta te-by-Sta te  d a t a  was t o  e l imina te  from t o t a l  gene ra l  
proper ty  t a x  c o l l e c t i o n s ,  t h e  amounts l e v i e d  a g a i n s t  farm and r e s i d e n t i a l  
proper ty .  

General P rope r ty  Taxes From Local ly  Assessed Real P rope r ty  

I n  a  s p e c i a l  s tudy,  t h e  Bureau of t h e  Census provides  S ta t e -by -S ta t e  
e s t ima tes  f o r  1957 and 1962 of  1 c a l  gene ra l  proper ty  t a x  revenue der ived  from 
l o c a l l y  a s ses sed  r e a l  p r o p e r t y . g  An amount of S t a t e  gene ra l  p rope r ty  t a x  reve-  
nue der ived  from l o c a l l y  a s ses sed  r e a l t y  was added t o  t h e  amounts r epor t ed  i n  
t h e  Census s tudy t o  a r r i v e  a t  t o t a l  S t a t  and l o c a l  gene ra l  proper ty  t a x  reve-  
nue from l o c a l l y  a s ses sed  r e a l  proper ty .z /  From t h i s  t o t a l  was deducted t h e  
amount of farm p rope r ty  t axes  l e v i e d  i n  each S t a t e  a s  r epor t ed  by t h e  U. S.  
Department o f  Agr i cu l tu re  i n  Farm Real E s t a t e  Taxes, ARS 43-130, August 1960 
(Agr i cu l tu ra l  Research S e r v i c e ) ,  and Farm Real E s t a t e  Taxes, RET-5, October 
1965 (Economic Research Service)  . 

The r e s i d u a l  (nonfarm gene ra l  p rope r ty  t a x  revenue from l o c a l l y  a s ses sed  
r e a l  proper ty)  was d i s t r i b u t e d  between r e s i d e n t i a l  and n o n r e s i d e n t i a l  (business)  
on t h e  b a s i s  o f  a s ses sed  va lue  d a t a  r e p o r t e d  i n  t h e  Bureau of t h e  Census r e p o r t s ,  
Taxable Proper ty  Values i n  t h e  u n i t e d  S t a t e s  (1957 Census of  Governments, Vol. V) 

By t h i s  procedure,  "property t axes  on bus iness"  c o n s i s t s  of p rope r ty  t axes  
on i n d u s t r i a l  and commercial proper ty  p lus  a  small  amount l e v i e d  on vacant  
l o t s  and ( i n  some S t a t e s )  amounts l e v i e d  on minera l  r i g h t s .  

U .  S. Bureau of t h e  Census, Proper ty  Taxation i n  1962 ( s t a t e  and Local 
Government Spec ia l  S tud ie s  No. 47, November 1964) Table 7, 

For t h i s  purpose i t  was assumed t h a t  S t a t e  gene ra l  proper ty  t a x  revenue 
from l o c a l l y  a s ses sed  r e a l t y  bea r s  t h e  same r e l a t i o n s h i p  t o  t o t a l  S t a t e  
gene ra l  proper ty  t a x  revenue a s  does l o c a l  gene ra l  p rope r ty  t a x  revecue 
from l o c a l l y  a s ses sed  r e a l t y  t o  t o t a l  l o c a l  gene ra l  p rope r ty  t a x  revenue. 



and Taxable Proper ty  Values (1962 Census of Governments, Vol . 11) . The pro-  
cedure i s  i l l u s t r a t e d  by t h e  fo l lowing 1962 computations f o r  F l o r i d a  ( d o l l a r  
amounts a r e  i n  mi l l i ons ) :  

(1) Gross a s ses sed  va lue ,  t o t a l  . . . . . . . . . .  $13,178 
(2) Real p rope r ty  exemptions, t o t a l  . . . . . . . .  4,  213L1 

(a) Real  p rope r ty  exemptions, acreage  and farms 101- 2/  
2 /  (b) Real  proper ty  exemptions, r e s i d e n t i a l  . . 4,112- 

. (3) Taxable a s ses sed  va lue ,  t o t a l - -  (1) (2) . . .  8,965 
(4) Gross a s ses sed  va lue ,  acreage  and farms . . . .  1,319 
(5) Taxable a s ses sed  va lue ,  acreage  and farms -- 

( 4 ) - ( 2 a )  . . . . . . . . . . . . . . . . . .  1,218 
(6) Taxable a s ses sed  va lue ,  excluding acreage  and 

. farms--(3) (5). . . . . . . . . . . . . . . .  7,747 
(7) Gross a s ses sed  va lue ,  r e s i d e n t i a l  . . . . . . .  8,511 
(8) Taxable a s ses sed  va lue ,  r e s i d e n t i a l - -  (7) - (2b) 4,399 

(9) Taxable a s ses sed  va lue ,  bus ines s  p rope r ty  -- 
( 6 ) - ( 8 ) 0 . . . 0 . 0 . . 0 . . . . 0 . 0 . .  3,348 

(10) Taxable a s ses sed  va lue  of l o c a l l y  a s ses sed  
bus ines s  p rope r ty  a s  percent  of t o t a l  excluding 
acreage  and farms--(9) - (6) . . . . . . . . .  43.22% 

The f i n a l  computation was t o  apply t h e  r e s u l t i n g  percentage  t o  t h e  
amount of  nonfarm gene ra l  proper ty  t a x  revenue from l o c a l l y  a s ses sed  r e a l  
proper ty .  For F l o r i d a ,  t h e  computation was a s  fol lows:  

(11) $312 m i l l i o n  x 43.22% = $135 m i l l i o n  

This  procedure was modified f o r  Iowa, where homestead, m i l i t a r y  s e r v i c e ,  
and a g r i c u l t u r a l  p rope r ty  t a x  exemptions a r e  g ran ted  i n  t h e  form of c r e d i t s  
r a t h e r  than  a s  r educ t ions  of  a s ses sed  va lue .  P rope r ty  t a x  c o l l e c t i o n  f i g u r e s  
a r e  r epor t ed  by t h e  Bureau of t h e  Census and by t h e  Department of A g r i c u l t u r e  
n e t  of t hese  c r e d i t s .  It was necessary ,  t h e r e f o r e ,  t o  add t h e  amount of  c r e d i t s  
back t o  t h e  r epor t ed  p rope r ty  t a x  c o l l e c t i o n  f i g u r e s  be fo re  apply ing  t h e  "busi-  
ness  percentage" computed from as ses sed  va lue  da t a .  S ince  t h e  S t a t e  of  Iowa 
reimburses i t s  l o c a l  governments f o r  t a x  l o s s e s  r e s u l t i n g  from t h e s e  c r e d i t s ,  
t he  amount of reimbursement i s  r epo r t ed  by t h e  Bureau of  t h e  Census a s  an 
"intergovernmental  expenditure."  The neckssarv d a t a  were ob ta ined  from S t a t e  
Payments t o  Local Governments (1962 Census of  Governments, Vol. V I ,  No. 2 and 
1957 Census of  Governments, Vol. I V ,  No. 2).  

1/ Homestead exemption. - 

2/  D i s t r i b u t e d  on t h e  b a s i s  of t h e  r a t i o  of t h e  number of  farm t o  nonfarm - 
one-family occupied u n i t s ,  as r e p o r t e d  i n  t h e  1960 Census of Housing 
(Vol. 1, Table 4 ) .  The same procedure was app l i ed  f o r  v e t e r a n s '  r e a l  
p rope r ty  exemptions where such exemptions a r e  g ran ted .  



General Proper ty  Taxes From S t a t e  Assessed Proper ty  and From 
Local ly  Assessed Personal  Proper ty  

By deducting from t o t a l  gene ra l  p rope r ty  t a x  revenue t h e  amount of 
S t a t e  and l o c a l  gene ra l  p rope r ty  t axes  der ived  from l o c a l l y  a s ses sed  p rope r ty ,  
we have a  r e s i d u a l  c o n s i s t i n g  of gene ra l  p rope r ty  t a x  revenue from S t a t e  
assessed  p rope r ty  and from l o c a l l y  a s ses sed  pe r sona l ty ,  This  t o t a l  was d i s -  
t r i b u t e d  between t h e  two components on t h e  b a s i s  of  t axab le  a s ses sed  v a l u e s  
r epor t ed  i n  t h e  two Census o f  Governments r e p o r t s  (1957 and 1962) on Taxable 
Proper ty  Values. The e n t i r e  amount t hus  der ived  f o r  S t a t e  a s ses sed  p rope r ty ,  
which comes almost  e n t i r e l y  from p u b l i c  u t i l i t i e s ,  was a t t r i b u t e d  t o  bus ines s ,  
For personal  p rope r ty  t axes  i t  was necessary  t o  e l i m i n a t e  t axes  on farm person- 
a l t y ,  on motor v e h i c l e s  ( a r b i t r a r i l y  ass igned t o  t h e  nonbusiness s e c t o r ) ,  and 
on household goods, Data on farm personal  p rope r ty  t axes  were ob ta ined  from 
t h e  U .  S. Department of Agr i cu l tu re  r e p o r t ,  Farm Personal  Proper ty  Taxes, 1957- 
1962 (ERS-176). Assessed va lue  d a t a  on motor v e h i c l e s  a r e  a v a i l a b l e  f o r  most 
S t a t e s  t ax ing  motor v e h i c l e s  a s  gene ra l  p rope r ty  i n  t h e  two Census o f  Governments 
r e p o r t s  on Taxable Proper ty  Values. The 1962 r e p o r t  a l s o  con ta ins  a s ses sed  va lue  
d a t a  on household personal  proper ty  f o r  most S t a t e s  t h a t  do not  exempt such 
p rope r ty . l /  The a s ses sed  va lue  r e l a t i o n s h i p s  were app l i ed  t o  personal  p rope r ty  
t a x  c o l l e c t i o n s  t o  a r r i v e  a t  a  r e s i d u a l  f o r  gene ra l  proper ty  t axes  from bus ines s  
personal  proper ty .  

Review of Data by S t a t e  Tax Agencies 

The r e s u l t  of t h e  computations descr ibed  above f o r  1962 appear i n  t h e  
fol lowing t a b l e .  The d a t a  f o r  each S t a t e  were reviewed by t h e  a p p r o p r i a t e  S t a t e  
agencies ,  and i n  a  number of i n s t a n c e s  r e v i s i o n s  were made i n  t h e  l i g h t  of i n -  
formation on bus ines s  t axes  developed by t h e  S t a t e  t a x  agencies  themselves. I n  
most i n s t a n c e s ,  however, t h e  S t a t e  d a t a  were accepted a s  s u b s t a n t i a l l y  accu ra t e .  
The coopera t ion  of S t a t e  t a x  o f f i c i a l s  i n  reviewing these  d a t a  i s  g r a t e f u l l y  
acknowledged. 

1/ U. S .  Bureau of t h e  Census, Taxable Proper ty  Values (1962 Census of  - 
Governments, Vol. 11.) Tables 23 and 24. 



APPENOIX B.--STATE AND LOCAL GENERAL PROPERTY TAXES PAID BY BUSINESS, 
FOR STATES AND REGIONS, 1962 

(In millions of dollars) 

State and Region 

U. S. total 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connec,t icut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Mary 1 and 
Dist. of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia 
West Virginia 
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Florida 
A1 abama 
Mississippi 
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

See footnotes at the end of table. 

On State 
assessed 
propertyL/ 

Total 



APPENDIX B.--STATE AND LOCAL GENERAL PROPERTY TAXES PAID BY BUSINESS, 
FOR STATES AND REGIONS, 1962 (Concl 'd)  

S t a t e  and Region 

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Fa r  west?/ 
Washing t on  
Oregon 
Nevada 
C a l i f o r n i a  

Alaska 
Hawaii 

On l o c a l l y  a s s e s sed ,  p rope r ty  
Real  e s t a t e  I Pe r sona l  p rope r ty  

( I n  m i l l i o n s  of  d o l l a r s )  

On S t a t e  

1/ Mainly p u b l i c  u t i l i t y  p rope r ty .  - 
2/  About 40 p e r c e n t  i s  from pe r sona l  p rope r ty  of  co rpo ra t i ons .  - 
3 About 25 p e r c e n t  i s  from d i s t i l l e d  s p i r i t s  i n  bonded warehouses.  - 
h l  About 65 pe r cen t  i s  from t e x t i l e  and o t h e r  manufac tur ing  p rope r ty .  - 
5; Excludes k l a s k a  and Hawaii. - 

a s se s sed  
p rope r  tyL/ 

$ 112.4 
21 .2 
16.7 
20.1 
22.7 
31.7 

T o t a l  

Source:  Es t imated  by ACIR S t a f f .  



TABLE C-1.--STATE AND LOCAL TAXES WITH AN INITIAL, IMPACT ON BUSINESS, BY TYPE OF TAX, BY STATE, 1957 

State and 
Region 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Maryland 
Dist. o f  Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

(In millions of dollars) 

Unemployment 
Compensation 

~nem~lo~m&t 
Compensation 

Total 
Excluding Including 

+ 
See footnotes at the end of table, 

Property 

$5,807.8 

388.5 
30.4 
24 .O 
11.5 
206.5 
24.7 
91.4 

1,344.8 
766.9 
278.5 
192.3 
4.3 
77.6 
25.2 

1,380.6 
338.5 
333.2 
163.4 
378.7 
166.8 

478.7 
140.2 
80.2 
102.1 
17.4 
14.2 
35.9 
88.7 

Unemployment 
Compensation 

Corporation 
Net 

Income 
Gross 
Receipts 

Licenses ieverance Other 





TABLE C-2 .---STATE AM) LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS, BY TYPE OF TAX, BY STATE, 1962 

State and 
Region 

(In millions of dollars) 

To 
Excluding 

Unemployment 
Compensation 

United States 

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode Island 
Connecticut 

Mideast: 
New York 
New Jersey 
Pennsylvania 
Delaware 

r; Maryland 
Dist. of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
Illinois 
Wisconsin 

Plains 
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

11 
Including 

Unemployment 
Compensation 

Property Unemployment 
Compensation 

Corporation 
Net 

Income 
Gross 
Receipts 

See footnotes at the end af table. 





TABLE C-3.--RELATIONSHIP OF STATE AND MCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS 

S t a t e  and r eg ion  

TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957 AND 1962 

( Inc ludes  Unemployment Compensation Taxes) 

Amount i n  m i l l i o n s  I Taxes on bus ines s  

Tota  1 t a x e s  

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachuset t s  
Rhode I s  land 
Connect icut  

Mideas t  
New York 
New J e r s e y  
Pennsylvania  
Delaware 
Mary land 
D i s t .  of  Columbia 

Great  Lakes 
Michigan 
Ohio 
Ind i ana  
I l l i n o i s  
Wisconsin 

P l a i n s  
Minnesota 
Iowa 
Missour i  
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeas t  
V i r g i n i a  
West V i r g i n i a  
Kentucky 
Tennessee 
North Ca ro l ina  
South Ca ro l ina  
Georgia 
F l o r i d a  
Alabama 
M i s s i s s i p p i  
Louis iana  
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

Taxes on bus ines s  
a s  pe rcen t  of 

t o t a l  1 Ces 
% 

change 
1957 -1962 

- 3.8  

- 4 . 1  
- 9.7 
-12.7 
- 3 .4  
- 5.6 
-15.6 
+ 6.0 

- 7.8 
- 5 . 1  
- 7.2  
-15.5 
+12.4 
-1- 3.2 
- 4 .0  

+ 0.6 
+ 0.3  
+13.2 
+ 0.5 
- 2 .4  
-14.0 

- 3.3  
- 8.7 
4 8.5 
- 5.3  
+ 3 .2  
+ 5.1  
- 5.2  
- 4.7 

- 2.8 
- 5.8 
- 8 .9  
-17.5 
- 0 . 3  
- 9 . 1  
- 6.4  
+ 3.5 
+ 0 . 3  
- 2.7 
+ 3.8 
4-10.0 
-11.3 

- 9.8 
- 7 . 2  
-12.4 
+26.Z 
- 8.5 

See foo tno t e s  a t  t h e  end of t a b l e .  



TABLE C-3.--RELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS 
TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957 AND 1962 (Concl 'd)  

( Inc ludes  Unemployment Compensation Taxes) 

S t a t e  and r eg ion  

United S t a t e s  

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

F a r  West k /  
Washington 
Oregon 
Nevada 
C a l i f o r n i a  

Alaska 
Hawaii 

Amount i n  m i l l i o n s  

T o t a l  

1962 

sxes 

1957 

Taxes on bus ines s  

Taxes on bus ines s  
a s  pe rcen t  of 

. o t a l  t a x e s  
% 

change 
1957-1962 

n .a .  Data n o t  a v a i l a b l e .  

1/ Revised t o  exclude  $105 m i l l i o n  parking  meter revenue ,  r e c l a s s i f i e d  by Census a s  "charges f o r  c u r r e n t  - 
se rv i ce s . "  See a l s o  foo tno t e  21. 

2 /  Revised t o  a d j u s t  S t a t e  personal  income t a x  and S t a t e  pub l i c  u t i l i t y  g r o s s  r e c e i p t  t a x  t o  a  one- - 
y e a r  b a s i s .  

3 /  S t a t e  u t i l i t y  g ros s  r e c e i p t s  t a x  a d j u s t e d  t o  one-year b a s i s .  - 
4 /  Excludes Alaska and Hawaii. - 

Source:  Prepared  by ACIR s t a f f  from d a t a  publ i shed by t h e  Governments D iv i s ion ,  U .  S. Bureau of  t h e  Census. 



TABLE C-4.--RELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS 

S t a t e  and region 

United S t a t e s  

New England 
Maine 
New Hampshire 
Vermont 
Massachusetts 
Rhode I s  land 
Connecticut 

Mideast 
New York 
New Jersey 
Pennsylvania 
Delaware 
Mary land 
Dis t .  of Columbia 

Great Lakes 
Michigan 
Ohio 
Indiana 
I l l i n o i s  
Wisconsin 

P la ins  
Minnesota 
Iowa 
Missouri 
North Dakota 
South Dakota 
Nebraska 
Kansas 

Southeast 
Virginia  
West Virginia  
Kentucky 
Tennessee 
North Carolina 
South Carolina 
Georgia 
Flor ida 
Alabama 
Miss i s s ipp i  
Louisiana 
Arkansas 

Southwest 
Oklahoma 
Texas 
New Mexico 
Arizona 

TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957 AND 1962 

(Excludes Unemployment Compensation Taxes) 

- - 

Amount i n  mi l l ions  

To ta l  1 

1962 

$41,554.2 

2,710.3 
197.3 
125.5 

92.1 
1,422.7 

188.7 
684.0 

10,304.1 
5,451.5 
1,507.9 
2,335.6 

112.3 
713.8 
183 . O  

8,264.0 
1,896.2 
1,980.2 

951.1 
2,461.9 

974.6 

3,401.9 
868.6 
638.3 
818.6 
134.9 
152.2 
270.7 
518.6 

6,346.5 
623.5 
306.4 
466.8 
528.3 
738.8 
330.6 
627.4 

1,061.3 
436.7 
316.8 
655.1 
254.8 

2,824.1 
458.1 

1,850.8 
187.2 
328.0 

xes 

1957 

Taxes or: 

1962 

$13,183.4 

838.1 
51.6 
35.1 
24.1 

439.2 
53.8 

234.3 

3,169.6 
1,662.2 

561.4 
668.4 

34.3 
189.3 
54.0 

2,681.0 
655'. 5 
687.4 
363.5 
683.4 
291.1 

938.5 
310.3 
139.9 
219.7 

31.7 
29.4 
58.2 

149.3 

1,974.3 
209.2 
110.1 
111 .o 
142.0 
217.3 
87.8 

167.4 
311.9 
105.4 
104.7 
348.9 
58.6 

1,145.1 
141.9 
836.4 

68.3 
98.5 

Taxes on business 
a s  percent of 

t o t a l  taxes 
% 

change 
1957-1962 

- 6.5 

- 5.2 
- 9.3 
-12.0 
- 2.6 
- 7.8 
-14.2 
+ 5.2 

-12.5 
-10.3 
- 8.8 
-22.9 
+ 9.7 
- 7.7 
- 4.8 

- 1.8 
- 2.0 
+ lo .  5 
+ 2.7 
- 7.3 
-15.8 

- 3.5 
-10.1 
+ lo .  1 
- 6.6 
+ 1 .3  
+ 4.3 
- 7.3 
- 3.0 

- 3.4 
- 7.9 
-13.5 
-17.6 
+ 2.7 
- 9.5 
- 5.0 
+ 5 . 1  
- 3.9 
- 6.2 
+ 1.5 
+11.0 
-13.5 

-10.6 
- 8.8 
-13.1 
+3O. 4 
- 8.3 

See footnotes a t  the  end of t a b l e .  



TABLE C-&.--RELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS 
TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957 AND 1962 (Concl ' d )  

(Excludes Unemployment Compensation Taxes) 

S t a t e  and reg ion  

United S t a t e s  

Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
Utah 

Far  West 41 
Washington 
Oregon 
Nevada 
C a l i f o r n i a  

Alaska 
Hawaii 

Amount i n  m i l l i o n s  

T o t a l  t axes  Taxes on 

1962 

us iness  

1957 

Taxes on bus iness  
a s  percent  of 

o t a l  t axes  
% 

change 
1957-1962 

- 6.5 

- 4.9 
- 3.6 
- 2 .3  
-12.2 
- 1 .0  
-11.8 

- 3 .0  
- 3 .0  
- 2.5 
- 8.9 
- 3.0 

n . a .  
n . a .  

n . a ,  Data no t  a v a i l a b l e .  

1/ Revised t o  exclude $105 m i l l i o n  parking meter revenue, r e c l a s s i f i e d  by Census a s  "charges f o r  - 
c u r r e n t  s e r v i c e s . "  See a l s o  foo tno te  2/. 

2 /  Revised t o  a d j u s t  S t a t e  pe rsona l  income t a x  and S t a t e  publ ic  u t i l i t y  g ross  r e c e i p t s  tax t o  a one- - 
year  b a s i s .  

3/  S t a t e  u t i l i t y  gross  r e c e i p t s  t ax  ad jus ted  t o  one-year b a s i s .  - 
4 /  Excludes Alaska and Hawaii. - 

Source: Prepared by A C I R  s t a f f  from da ta  published by t h e  Governments Div i s ion ,  U, S. Bureau of t h e  
Census. 



APPENDIX D.--STATE LEGISLATION SINCE 1963 EXEMPTING FROM PROPERTY 
TAXATION OR REDUCING PROPERTY TAXES ON BUSINESS PERSONAL PROPERTY 

State 

Arizona 

Colorado 

Connecticut 

Florida 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Maryland 

Type of Legislation 

Exempts wholesalers' and retailers' inventories 

Reduces the assessment of freeport merchandise 
to 17 1/2 % for 1966 and 5% thereafter (assess- 
ment ratio for all other taxable property 
standardized at 30%). 

1. Gradually exempts manufacturers' inventories 
(assessments reduced by 10% a year, until fully 
exempt by 1975). 

2. Freeport law. 

Constitutional amendment to authorize partial 
exemption of inventories. 

1. Freeport law broadened to include goods 
manufactured in Idaho and destined for out-of- 
State shipment. 

2. Gradually exempts business inventories 
(assessments reduced by 25% a year, beginning 
in 1968, until fully exempt by 1971). 

Freeport law 

Freeport law broadened to include goods 
shipped into State with a within-State 
destination, when held in a public or private 
warehouse. 

Freeport law. 

Freeport law. 

Personal property held in public warehouse 
for trans-shipment exempt from general 
property taxation but subject to statewide 
5-mill special property tax. 

1. Gradual phase-out of county property tax 
on manufacturers' personal property in 
Frederick County. 

2. Gradual phase-out of county property tax 
on business inventories in Carroll County, 
Harford County, and Prince Georges County. 

Legal citation 

Amendment of Constitution, 
Art. 9, Sec. 2, adopted 
11 /3/64. 

Chap. 290, Laws of 1965 
(Colorado Revised Statu- 
e, Sec. 137-1-4). 

Chap. 461, Laws of 1965 
(~eheral statutes of Conn., 
Revision of 1958 Sec. 12- 
81.) 
Chap. 603, Laws of 1965 
(General Statutes, Secs. 
12-91.1 - 12-91.3). 

Proposed by HJR 578, 
1965 Legislature, as 
amendment to Art. IX, 
Sec. 14A of the Consti- 
tution, (ratified Nov. 
8, 1966). 

Chap. 173, Laws of 1963, 
(Idaho Code, 1947, Sec. 
63-105 V). 

H. B. 243, Laws of 1967. 

H. B. 1319, Laws of 
1963 (Illinois Statu- 
tes, Revenue Act of 
1939, Sec. 19.21). 

Chap. 29, Laws of 1963, 
1st Spec. Session, and 
Chap. 398, Laws of 1965 
(Indiana Statutes, 
Property Assessment Act 
of 1961, Sec. 503). 

Chap. 269, Laws of 
1963 (Code of Iowa, 
Sec. 427.1). 

Chap. 456, Laws of 
1963; Chap. 512, Laws 
of 1965 (General Statu- 
tes of Kansas, 1949, 
Sec. 79-304). 

Chap. 172, Laws of 
1964. 

Chap. 475, Laws of 1963 
(Annotated Code of 
Maryland, 1957, Art. 81, 
Sec. 9(23)). 
Chap, 19, Laws of 1964, 
1st Spec. Session; Chap. 
4 and Chap. 113, Laws of 
1965; Chap. 612, Laws of 
1966 (CodeArt. 81, Sec. 
15 (b-2, b-3, b-4) . 



APPENDIX D.--STATE LEGISLATION SINCE 1963 EXEMPTING FROM PROPERTY 
TAXATION OR REDUCING PROPERTY TAXES ON BUSINESS PERSONAL PROPERTY (Cont'd) 

S t a t e  

Maryland (Cont ' d) 

Michigan 

New Hampshire 

New J e r s e y  

New Mexico 

North Dakota 

Oklahoma 

Oregon 

Rhode I s l a n d  

South Dakota 

Texas 

Utah 

Wisconsin 

Wyoming 

Type of l e g i s l a t i o n  

3 .  General au thor iza t ion  f o r  counties  t o  
e l imina te  o r  phase-out t a x  on business 
personal  property.  

Exempts s p e c i a l  t o o l s  used i n  manufacturing 
(dies ,  j i g s ,  f i x t u r e s ,  molds, p a t t e r n s ,  
guages, etc.). 

Exempts goods he ld  f o r  out-of-State  de- 
l i v e r y  by a manufacturer when t i t l e  has 
passed t o  t h e  purchaser. 

Exempts business inven tor ies  and a l l  o t h e r  
business personal  property,  except t h a t  used 
i n  telephone and te legraph  systems, from 
l o c a l  property taxat ion.  Subjects  c e r t a i n  
k inds  of  bus iness  persona l ty ,  but  not  bus i -  
ness inven tor ies ,  t o  a s tatewide t a x  of 
$1.30 per  $100 of t axab le  value.  

Freepor t  law. 

Freepor t  law broadened t o  include goods 
acquired o r  manufactured i n  North Dakota 
and des t ined  f o r  out-of-State  shipment. 

Freepor t law. 

Gradual reduc t ion  of  property taxes on 
inventory,  by 10 percent  a year ,  beginning 
i n  1966, u n t i l  1970 and t h e r e a f t e r ,  when 
t a x  reduced t o  50%. 

Exempts manufacturers'  inven tor ies .  

Freepor t  law, 

Freeport  law. 

Freepor t  law. 

Increases  c r e d i t  f o r  property t axes  on 
merchants'  inven tor ies  and manufacturers'  
m a t e r i a l s  and f i n i s h e d  products  from 50% 
t o  60% (50% c r e d i t  f i r s t  enacted i n  1961). 

Exempts c e r t a i n  manufacturers'  and merchants'  
inven tor ies  a£ t e r  1/1/72. 

Legal c i t a t i o n  - 
H. B .  378, Laws of 1967. 

Act 197, Laws of 1964 
(Compiled Laws, S t a t e  
of Michigan, 1948, Sec. 
211.9b). 

Chap. 239, Laws of 1963 
( ~ e v i s e d  s t a t u t e s  Anno- 
t a t e d  of New Hampshire, 
1955, Sec. 72: 15) .  

Chap. 136, and Chap. 
138, Laws of 1966 
(Revised S t a t u t e s  of 
New Jersey,  1937, Sets. 
54.4-1 and 54.11 A-2). 

Chap. 60, Laws of 1963 
(New Mexico S t a t u t e s ,  
1953, Sec. 72-2-1 . I ) .  

S .  B .  302, Laws of 1967. 

Chap. 501, Laws of 1965 
(oklahoma S t a t u t e s  Anno- 
t a t e d ,  T i t l e  68, Sec. 
2425). 

Chap. 604, Laws of 1965 
(Oregon Revised S t a t u t e s ,  
Sec. 310.610) . 

Chap. 245, Laws of 1966 
(General Laws of Rhode 
I s land ,  1956, Sec. 
44-3-3 (20)) . 
S. B .  26, Laws of 1966 
(South Dakota Code of 
1939, Sec. 57.0311). - 
Chap. 208, Laws of 1963 
(Revised C i v i l  S t a t u t e s ,  
1925, Art .  7150.9). 

SJR 5,  Laws of 1963, 
Amends Cons t i tu t ion ,  
Art .  XIII, Sec. 2; Chap. 
120 Laws of 1965 (Utah 
Code Annotated 1953, 
Sec. 59.2-18). 

Chap. 163, Laws of 1965 
(Wisconsin S t a t u t e s ,  
Sec. 77.64). 

Chap. 199, Laws of 1967. 



APPENDIX E.--STATE CONSTITUTIONAL AND STATUTORY PROVISIONS 
EXEMPTING BUS INESS PLANTS FROM PROPERTY TAXATION 

State 

A1 ab ama 

Alaska 

Arkansas 

Hawaii 

Kentucky 

Louisiana 

Mary land 

Mississippi 

Provision 

Plant and equipment (but not land) of newly 
established manufacturing firms, as well as 
additions to established plants, engaged in 
the manufacture of specified products are 
authorized to be exempt from State and local 
ad valorem taxation, except for school pur- 
poses, for a period of 10 years. 

Subject to approval by the State Department 
of Economic Development and Planning, firms 
engaged in specified types of business activi- 
ty may be granted a five to ten year exemp- 
tion from property taxes (depending upon the 
size of investment in real or personal property) 
and a 10 year exemption from other State and 
local taxes, except payments to the unemploy- 
ment compensation fund. 

Textile mills are exempt from all property 
taxation for a period of 7 years from the 
date of location. In addition, any new 
manufacturing establishment may be exempted 
from State property taxes for a period of 
10 years by the Governor and the industrial 
development agency. However, the State 
currently levies a minimal general property 
tax. 

The manufacture of paper and pulp from 
bagasse fiber is exempt from property taxes for 
the first five years after a plant's con- 
struction. 

Municipalities may by ordinance exempt new 
factories from the property tax for up to 
five years, as an inducement to their location. 

A five year exemption from all property taxes 
may be granted on manufacturing plant and 
equipment--but not on land--by the State 
Board of Commerce and Industry, 

Municipalities and parishes are authorized 
to grant ten year exemptions from property 
taxes except for school purposes to new in- 
dustries, or to additions to existing in- 
dustries, subject to approval of the elec- 
torate in the community. 

Various kinds of manufacturing property, real 
and personal, are either fully or partially 
exempted from property taxation by State law 
in specific counties. Exemptions are generally 
for a ten year period, and in some counties 
apply only to manufacturing plants with more 
than a specified number of employees. 

Counties and cities are authorized to grant 
ten year exemptions from local property 
taxes to the tangible property of many kinds 
of industries specified by law when newly 
established. 

Legal 
Citation 

Code of Alabama, 1940, 
Title 51, Secs. 3-9. 

Alaska Statutes, Title 
43, Chap. 25 (Industrial 
Incentive Act) . 

Arkansas Constitution, 
Amendments No. 12 and 27; 
Arkansas Statutes, 1947 
Sec. 84-208. 

Revised Laws of Hawaii, 
1955, Sec. 128-203. 

Constitution, Sec. 170; 
Kentucky Revised Statutes, 
Secs, 91.260 and 92.300. 

Constitution, Art. X, 
Sec. 4. 

Constitution, Art X, 
Sec. 22. 

Annotated Code of 
Maryland, Art. 81, Sec. 
9. 

Mississippi Code of 1942, 
Sec. 9703. 



APPENDIX E.--STATE CONSTITUTIONAL AND STATUTORY PROVISIONS 

S t a t e  

Montana 

Oklahoma 

Rhode I s land  

South Caro l ina  

Vermont 

EXEMPTING BUSINESS PLANTS FROM PROPERTY TAXATION (Concl ' d) 

P rov i s ion  

Under i t s  c l a s s i f i c a t i o n  system f o r  p roper ty  
t a x a t i o n ,  Montana p laces  new i n d u s t r i a l  
p roper ty  i n  "c lass  seven" f o r  th ree  years .  
Such p roper ty  i s  valued f o r  p roper ty  t a x  pur-  
poses a t  7  percent  of " t r u e  and f u l l  va lue , "  
whereas e s t a b l i s h e d  i n d u s t r i a l  p roper ty  i s  
valued a t  30 percent  of " t r u e  and f u l l  value." 

Incorporated c i t i e s  and towns may exempt new 
manufacturing es tab l i shments  from l o c a l  t axes  
f o r  up t o  f i v e  years .  Requires approval o f  
t h e  e l e c t o r a t e .  

Authorizes  c i t i e s  and towns e i t h e r  t o  exempt 
from proper ty  t axes  (except f o r  payment of 
debt  se rv ice )  o r  to  s t a b i l i z e  p roper ty  t axes  
f o r  a  period of up t o  10 years ,  t h e  r e a l  and 
personal  p roper ty  of a  manufacturing o r  com- 
mercial  f i rm newly l o c a t i n g  i n  t h e  community 
(but no t  r e l o c a t i n g  from another  Rhode I s land  
community) o r  expanding i t s  f a c i l i t i e s  i n  t h e  
community. Requires approval of t h e  e l e c t o r a t e  
of t h e  community. 

C i t i e s  and towns a r e  au thor ized  under the  S t a t e  
Cons t i tu t ion  t o  o f f e r  5  year  p roper ty  t a x  
exemptions t o  newly e s t a b l i s h e d  manufactur- 
ing  f i rms ,  except f o r  school purposes and sub- 
j e c t  t o  e l e c t o r a l  approval .  In  a d d i t i o n  t o  
the  genera l  a u t h o r i z a t i o n ,  t h e  C o n s t i t u t i o n  
names s p e c i f i c  communities and kinds and 
s i z e s  o f  f i rms.  Counties a r e  given t h e  same 
a u t h o r i z a t i o n  by s p e c i f i c  l e g i s l a t i o n .  

Manufacturing and mining opera t ions  may be 
exempt from proper ty  t axes  f o r  up t o  10 years  
i f  approved by the  e l e c t o r a t e  of t h e  town i n  
which they a r e  loca ted .  Munic ipa l i t i e s  a r e  
a l s o  au thor ized  t o  s t a b i l i z e ,  f o r  a  pe r iod  of 
10 years ,  the  p roper ty  t axes  paid on newly 
e s t a b l i s h e d  commercial o r  i n d u s t r i a l  opera t ions  
and on a d d i t i o n s  t o  e x i s t i n g  commercial o r  
i n d u s t r i a l  opera t ions ,  i f  approved by a  
two-thirds  major i ty  vo te .  

Legal 
C i t a t i o n  

Revised Code of Montana, 
1947, 84-301 and 84-302. 

Cons t i tu t ion ,  Ar t .  X ,  
Sec. 6; Oklahoma S t a t u -  
t e s ,  1961, T i t l e  11, 
Sec. 6. 

General Laws of Rhode 
I s l a n d ,  1956, Amended, 
Sec. 44-3-9. 

C o n s t i t u t i o n  of South 
Caro l ina ,  Ar t .  V I I I ,  
Sec. 8 ;  Code of Laws of 
South Caro l ina ,  1962, 
65-1524 and 65-1572. 

Vermont S t a t u t e s  Anno- 
t a t e d ,  T i t l e  32, Sec. 
3834, T i t l e .  







APPENDIX G.--ECONOMIC GROWTH PERFORMlUJCE OF STATES WITH HIGH PERSONAL INCOME TAXES 

High income tax State 
Non income tax neighbor 

Wisconsin 
Illinois 

Oregon 
Washington 

Delaware 
New Jersey 

New York 
Pennsylvania 

= Minnesota 
LJ South Dakota 

Idaho 
Wyoming 

Vermont 
New Hampshire 

AND NEIGHBORING STATES WITH NO PERSONAL INCOME TAX 

Growth Performance Indicators--Percent change related to U. S. average 

Per capita 
Population personal income 
1950-1965 1950 to 1965 ---I--- 

I- Means greater growth for the high personal income t a x  State. 
- Means lesser growth for the high personal income tax State. * Less than 0.5 percent of the U. S. average, 

1/ Decrease in manufacturing employment. - 

Nanargicultural 
employment 
1950 to 1965 

Manufacturing 
employment 
1950 to 1965 

-- 
Stokk of Mfg. 
plant and equip. 
1950 to 1962 

Value added by 
manufacturing 
1954 to 1963 

Source: Economic growth performance indicators Compiled by ACIR staff from data published by the Department of Commerce and the Department of Labor. 
"High1' personal income tax States selected on the basis of classification set forth in the ACIR publication, Federal-State Coordination 
of Personal Income Taxes, p. 98. 



APPENDIX H.--A COMPARISON OF ECONOMIC GROWTH PERFORMANCE FOR THE 31 PERSONAL INCOME TAX STATES 
AND THE 17 STATES WITHOUT PERSON& INCOME TAXES 

Manufacturing Employment 
(mil l ions)  
1950-1965 

I 

U.S . , Excluding Alaska and Hawaii 
31 Income tax  S t a t e s  
17 Non income tax S t a t e s  

Manufacturing Gross Stock of 
P lan t  and Equipment 

( b i l l i o n s  of  d o l l a r s )  
1950-1962 

Per Capita  Personal  Income 
(do l la r s )  
1950-1965 

U.S., Excluding Alaska and Hawaii 
31 Income tax  S t a t e s  
17 Non income tax  S t a t e s  

Populat ion Growth 
(mil 1 ions)  
1950-1965 

Value Added by Manufacturing 
( b i l l i o n s  of d o l l a r s )  

1954-1963 

Source: Economic growth performance i n d i c a t o r s  compiled by ACIR s t a f f  from da ta  published by t h e  Department of Comnerce and t h e  Department of 

Labor. 

% 
Related 
t o  U.S. 

100 
112 

88 

1950 

1,497 
1,227 

Nonagricul tural  Employment 
(mil l ions)  
1950-1965 

% 
Related 
t o  U.S. 

100 
98 

103 

1950 

- 149.9 
88.7 
61.2 

% 
Related 
t o  U.S. 

100 
109 
90 

U.S., Excluding Alaska and Hawaii 
31 Income tax S t a t e s  
17 Non income tax  S t a t e s  

1,889 3,253 72.2 

1965 

2,718 
2,345 

% 
Increase  

63.6 
69.6 
57.5 

% 
Rela ted  
t o  U.S. 

loo 
112 

84 

1954 

- 116.7 
59.2 
57.4 

1950 

- 56.8 
26.9 
29.9 

% 
Increase  

81.6 
91.1 

1965 

- 192.0 
113.1 

78.9 

1963 

- 190.9 
100.5 

90.5 

70 
Increase  

32.6 
36.6 
27.5 

1950 

- 44.4 
25.0 
19.5 

70 
Increase  

28.1 
27.5 
28.9 

1965 

- 58.9 
34.1 
24.9 

1962 

- 139.9 
67.4 
72.5 

% 
Rela ted  
t o  U.S. 

100 
132 
6 6 

% 
Increase  

16.7 
22 .O 
11 .O 

1950 

- 15.2 
7.8 
7.4 

% 
Increase  

146 
151 
143 

1965 

- 17.8 
9.6 
8.2 

% 
Related 
t o  U.S. 

100 
103 

9 8 
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