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1 See Bartik (1991), Table 2.3, page 40-41. 
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2 Table IV.1 uses information from Bartik (1991), pages 40-41, Table 2.3, Wasylenko (1997),  page 46, Table 2, and 
Phillips and Goss (1995), page 328, Table V. 
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&���D������������ ��8%2���	85
����
��

&���D�����������(���$$���������#�� �������� ��84����83�������84���
�$����$��������$����$����!��"����G�� ��83����8�2����
��
D���#������(��$����$�����G�� �854��
�������#�D���#������(�6�$���G�� ��8�4���	85
����82	��

�

                                                 
3 Table IV.2 uses information from Bartik (1991), pages 40-41, Table 2.3 and Wasylenko (1997), page 47, Table 3. 
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H��� ����������/�����$����$��������� ���������<��	8�H�����H8�

� G�����������(���#����$��� �����������$���<�����(���#����������������� ����#�

<��������������������$������� ��������(��������?��/��� ��L��$�����@�"������$����(�



 44 

 ##������������������/��8�����$��� ���/�����������#������������ ����(������������(�

�����������/����������$��������#���/�<�� ��������$�������(�������<�������+�������� �����

�����������������������$������(��+����� ������������	8������-�#� ������+���(����/�������

�����#���84��#������ ������������(�#�����$$��������+������ ����������������� �G���

����-��#� ������+���(���#���83��#������ ������(��$����$��������$����$����(��"���

�����$��������#�<����������+��8��:�������� �������#���������/����#��
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� G����6��������������������$�������#�������<������+��� ���� ��������$�������

�#������$�����+����� ��������$����������A����#/� ��##����������������� ��������

��((����"���������� ##�����������8����������$��������+�������������������<��� �������

��+�"�������?X�Y#�����������<������+�����/�$�� �#�������#���������������$��

 �+����$����������������������+������ ��(�"������+������������������"�����$����

��<���������+ ������#�������������8@1�

                                                 
4 Fisher (1997), page 56. 
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Authors 
Year of 
Publication 

Business Activity 
Measure 

Level of 
Aggregation/Unit 
of Observation 

Time 
Period Tax Measure 

Fixed 
Effect 
Controls 

Public 
Service 
Controls 

Significant 
Tax Effects Results/Measures 

Hoyt & Harden 2005 Employment 

Counties, border 
separated from 
interior 

1977 
– 
1997 

Income, 
Sales, 
Corporate  & 
Local Taxes, 
% of Income Yes Yes Yes 

For borders: 
elasticity for 
income tax, -.46 & 
-.43 for corporate; 
for interior, -1.7 
for local taxes & -
0.85 for income 
tax 

Harden & Hoyt 2002 
Employment 
Growth State 

1977-
1995 

Income, 
Sales, 
Corporate  & 
Local Taxes, 
% of Income Yes Yes 

Yes, on 
corporate 
income tax 

Balanced budget 
elasticity for 
corporate income 
tax of -.17 

Goss & 
Phillips 1994 

Employment 
Growth State 

1982-
1984, 
1986-
1988, 
1990-
1992 

State & Local 
personal 
taxes, % of 
income; State 
Corporate 
taxes as % of 
income Yes 

Yes, 
Infrastructure 
spending, 
Economic 
Development 
Spending 

Yes, 
personal 
taxes 

-1.647 (without 
EDS)  & -1.875 
(with EDS) 

Carroll & 
Wasylenko 1994 

Manufacturing 
Employment by 
sector & total 
employment State 

1967-
1988 

Property, 
Personal 
Income, 
Corporate 
Income, % of 
personal 
income Yes Yes 

Limited 
significance 

Taxes appear to 
have less impact 
on firm location in 
the 1980's than 
they did in the 
1970's 

Couglin, et.al. 1991 

# of 
Manufacturing 
Foreign Direct 
Investment State 

1981-
83 

State and 
Local Taxes 
Per Capita 

Level of 
Current 
Activity Some No 

-.27 to -.16 (mean, 
-.21) 

Eberts 1991 
# of New Plant 
Openings Industry by MSA 

1976-
78  

Level of 
Current 
Activity Yes Yes 0.18 
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Mullen & 
Williams 1991 

Average growth 
in Gross State 
Product (GSP) State 

1969-
1986 

State and 
Local Taxes 
as % of GSP No Yes Yes -0.14 

Beeson & 
Montgomery 1990 

Employment 
Growth MSA 

1980-
88 

Effective 
business tax 
rate, sales and 
income tax 
rate No Yes Yes  

Chihfeld 1990 
%Change in MSA 
Output 

MSA by 
Manufacturing 
Industry 

1963-
1977 

State and 
MSA taxes as 
% of Income Yes Yes Yes -0.88 

Luce 1990 
Employment 
Growth 

MSA for 
individual 
manufacturing 
industries 

1972-
1977, 
1977-
1982 

ACIR tax 
effort index 

Lagged 
Activity Yes Yes -0.15 

McConnell & 
Schwab 1990 

New auto branch 
plants County 

1973-
1982 

Wheaton 
effective 
business tax 
rate for state, 
property tax 
rate for 
county 

Existing 
activity, 
regional 
dummies Yes Yes -1.4 

Mehay & 
Solnick 1990 State employment State 

1976-
1985 

State and 
local taxes per 
$1000 of 
personal 
income ? Yes see notes see notes 

Mofidi & 
Stone 1990 

Change in 
manufacturing 
employment and 
investment State 

1976-
1972, 
1972-
1977, 
1977-
1982 

Taxes as 
percentage of 
personal 
income Yes Yes Yes see notes 

Munnell 1990 
State employment 
growth rate State 

1970-
1988 

State and 
local taxes as 
a % of 
personal 
income No Yes Yes -0.66 

Oh, et. al. 1990 

Employment 
growth by 
industry MSA 

1977-
1984 

Wheaton 
corporate tax 
variable No Yes No ? 
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Woodward 1990 

Number of new 
Japanese branch 
plants State 

1980-
1989 

Effective 
corporate 
income tax 
rate, presence 
of unitary tax 

Regional 
dummies 

Index of state 
industrial 
development 
programs No -0.14 

Bartik 1989 

State small 
business start rate 
by industry State 

1976-
1978, 
1980-
1982 

Effective 
business rates 
for many 
taxes Yes Yes Yes -0.73 

Bauer & 
Cromwell 1989 

Number of new 
firm births 
divided by 
existing 
employment MSA 

1980-
1982 

Effective state 
corporate tax 
rate No No Yes -0.61 

Carroll & 
Wasylenko 1989 

% change in 
employment by 
industry State 

1981-
1987 

State and 
local taxes as 
percentage of 
income No Yes Yes 

-.39 for total 
employment, -1.25 
for manufacturing 

Crihfield 1989 

% change in 
aggregate MSA 
labor demand MSA 

1963-
1977 

State and 
MSA taxes 
per $ of 
income, 
effective 
county 
property tax 
rate Yes Yes Yes -0.77 

Diech 1989 

Number of small 
business starts 
and branch plant 
starts   

Effective 
corporate 
income tax 
rate, property 
tax rate No Yes Yes 

.13 for small 
business, .02 for 
branch plants 
(Avg.=.07) 

Duffy-Deno & 
Eberts 1989 

Per capita 
personal income 
level MSA 

1980-
1984 

State and 
Local revenue 
divided by 
state and local 
tax capacity 
(from ACIR) No Yes Yes -0.27 

Freidman, et.al. 1989 

Number of 
foreign 
manufacturing 
branch plant 
openings State 

1977-
1986 

Effective 
corporate 
income and 
property tax 
rates No No No n/a 
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Papke 1989a 
State GSP in 4 
industries State 

1975-
1982 

Effective tax 
rate from 
AFTAX 
model Yes No No 

-.74 for apparel, -
.19 for furniture 
and fixtures, .13 
for printing and 
publishing, -.32 
for electric and 
electronic 
equipment 
(weighted average 
using GSP as 
weights, is -.15) 

Papke 
(1989b, 
1986) 

Number of new 
plant births by 
state State 

1975-
1982 

Effective tax 
rate from 
AFTAX 
model Yes Yes Yes 

-.49 for 
communication 
equipment, -.13 
for furniture, -.05 
for apparel, .08 for 
publishing, .23 for 
electronic 
components 
(Avg.=-.07) 

Testa 1989 

% change in total 
manufacturing 
and 
nonmanufacturing 
employment  

1976-
1985, 
1976-
1982 

% change in 
per capita 
state and local 
taxes No? Yes? Yes 

-.35 for total 
employment, -.93 
for manufacturing, 
-.02 for 
nonmanufacturing, 
.04 for 
manufacturing 
output (-.35 used 
in avg. calc.)  

Wasylenko 1988 

% change in 
employment by 
industry State 

1980-
1985 

State taxes as 
percentage of 
income No Yes Yes 

-.13 for total 
employment, -.90 
for mfg. 

Canto & Webb 1987 

Annual % change 
in state per capita 
personal income State 

1957-
1977 

% change in 
state and local 
tax burden per 
$1000 of 
personal 
income Yes No Yes 

Average  -.35 over 
all 48 states 

Doeringer, 
et.al. 1987 

Percentage 
growth in state 
employment  State 

1970-
1980 

Nominal 
corporate tax 
rate No No No -0.16 
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Place 1986 

Annual sate 
employment 
growth State 

1972-
1984 

state revenue 
per capita No Yes No 

Units unclear; sign 
varies across 
specifications; 
usually 
insignificant 
(avg.=0) 

Wheat 1986 

Percentage 
growth in state 
manufacturing 
employment  State 

1963-
1977 

Total 
corporate 
income taxes 
divided by 
manufacturing 
value-added No No No 

Wrong sign, 
magnitude 
unreported 
(avg.=0) 

Bartik 1985 

Number of new 
Fortune 500 
branch plants 
choosing the state State 

1972-
1978 

Effective 
corporate tax 
rate, property 
tax rate, UI 
tax rate, 
workers 
compensation 
tax rate 

Regional 
dummies, 
existing 
activity Yes Yes -0.45 

Helms 1985 
State personal 
income State 

1965-
1979 

Property tax, 
other taxes as 
% of personal 
income Yes Yes Yes -0.39 

Luger & Shetty 1985 

Number of new 
foreign plant 
start-ups in 3 
industries (drugs, 
machinery, motor 
vehicles)  

1981-
1983 

Weighted 
average of 
Wheaton 
business tax 
measure and 
personal tax 
rate 

existing 
business 
activity No Yes n/a 

Summers & 
Luce 1985 

Metropolitan 
employment 
growth rate by 
industry MSA 

1967-
1977, 
1977-
1983 

MSA tax 
effort index 
from ACIR No No Yes 

-.10 for 1967-
1977, .05 for 
1977-1983 (avg.=-
.03) 

Wasylenko & 
McGuire 1985 

% growth in total 
state employment, 
and by major 
industry State 

1973-
1980 

Tax effort, 
effective 
corporate and 
personal 
income taxes 

Existing 
business 
activity Yes Yes 

-.85 for total 
employment, -1.54 
for manufacturing 
employment 

Armington, 
et.al. 1984 

Number of 
business 
formations per 
1000 workers and MSA 

1976-
1980 

ACIR tax 
capacity index No No Yes 

Formation 
rate/employment 
growth results for 
high tech: -.25/-
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employment 
growth in MSAs,  

.89; for other 
mfg.; -50/-.22for 
small firm high-
tech: -.34/.38: for 
large firm high 
tech: -.10/-1.05; 
small firm low-
tech: -.52/-.26; 
large firm low-
tech: -.40/-.16 
(avg. mfg. 
employment 
growth result =-
.55 

Gyourko 1984 

New 
manufacturing 
capital investment 
per dollar of 
value added City 

1969-
1978 

Nominal state 
corporate tax 
rate, nominal 
local 
corporate tax 
rate, local 
income tax 
rate, effective 
property tax 
rate 

Regional 
dummies Yes 

Marginally 
significant n/a 

Steinnes 1984 

State employment 
change in 
manufacturing, 
two year intervals State 

1973-
1975, 
1977-
1979 

Average tax 
bills form 
hypothetical 
firms Yes No Yes n/a 

Yandle 1984 

% change in real 
value added in 
manufacturing State 

1963-
1967, 
1967-
1972, 
1972-
1977 

Total state 
and local 
taxes per 
$1000 of 
income No No 

Marginally 
significant 
for 1963-
1967 -0.03 

Carlton 1983 

Probability of 
new branch 
location and plant 
size in various 
MSAs for various 
industries MSA 

1967-
1971 

Effective 
property tax 
rate, average 
of corporate 
and personal 
income tax 
rate No No No 

.17 for plastics, 
zero for other 
industries (.06 
used as average) 
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Garofalo & 
Malhotra 1983 

Responsiveness 
of long-run 
optimal state 
manufacturing 
capital stock, 
based on 
estimated cost 
functions State  

Cost of capital 
term 
incorporates 
property tax 
rates and state 
corporate tax 
rates No No Yes? -0.02 

Newman  1983 

Relative 
percentage 
growth in 
employment by 
state, for 2-didgit 
manufacturing 
industries State 

1957-
1965, 
1965-
1973 

Maximum 
marginal 
corporate rate, 
lagged 10 
years Yes No Yes 

-.26 more negative 
for more capital 
intensive 
industries but not 
significantly so 

Plaut & Pluta 1983 

% change in state 
manufacturing 
value added, 
employment and 
capital State 

1967-
1972, 
1972-
1977 

Business 
climate index, 
tax effort 
index, 
corporate 
income tax, 
sales tax, 
property tax, 
personal 
income tax No Yes Yes n/a 

Bradbury, et.al. 1982 

MSA 
employment 
change MSA 

1960-
1970, 
1970-
1975 

MSA local 
taxes per 
capita No ? Yes 

-.13 for 1960-
1970, dropped 
from 1970-1975 (-
.07 used as 
average) 

Hodge 1981 

Gross investment 
rate in 4 
industries MSA 

1963-
1975 

Effective 
property tax 
rate, nominal 
corporate tax 
rate 

Regional 
dummies, 
existing 
business 
activity No Yes 

-.60 for furniture, 
.54 for plastics 
and rubber, -.65 
for apparel, .24 for 
electronics (-.15 
used as avg.) 

Kieschnick 
1981 or 
1983 

State share of 
investment for 13 
manufacturing 
industries State 1977 

State and 
local taxes 
paid by 
hypothetical 
corporation 

Existing 
activity No Yes n/a 
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Vedder 1981 
State per capita 
income growth State 

1970-
1979 

Change in 
state and local 
taxes as a % 
of personal 
income ? No Yes n/a 

Browne, et.al. 1980 

Net per capita 
investment in 
manufacturing State 

1959-
1976 

Personal taxes 
as a % of 
personal 
income No No No 

report weak 
negative 
relationship but 
not actual 
coefficient 
(assumed avg. =0) 

Dye 1980 

employment, 
income, and 
manufacturing 
value added  

1972-
1976 

income tax 
rate; income 
tax as % of 
income; sales 
tax as % of 
income No Yes ? n/a 

Carlton 1979 

Number of new 
single 
establishment 
plants, and 
number of new 
branch plants MSA 

1967-
1971, 
1972-
1975 

Effective 
property tax 
rate; weighted 
average of 
corporate and 
personal tax 
rates 

Existing 
activity No No 

Births/branch 
results for plastics: 
-.02/-.70; for 
communication 
equipment: .33/-
.82; for electronic 
components: 
.25/.13 (avg. =-
.14) 

Romans & 
Subrahmanyam 1979 

% change in 
income, % 
change in 
employment State 

1964-
1974 

ACIR 
measures of 
business tax 
effort, 
personal tax 
effort; 
average 
marginal 
personal 
income tax 
rate 

regional 
growth No Yes 

.27 for income, 

.04 for 
employment (.04 
used in avg. calc.) 

�

�
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Authors Year 
Business Activity 

Measure 

Level of 
Aggregation/Unit 

of Observation Time Period Tax Measure 

Fixed 
Effect 

Controls 

Public 
Service 
Controls 

Significant Tax 
Effects Results/Measures 

Bollinger & 
Ihlanfeldt 

2003 
Employment 

Share for Atlanta 
MSA 

Census Tract 1985-1997 
Property tax, 

sales tax, 
statutory rates 

Yes Yes No  

Mark, et. al 

2000 Employment 
Growth 

County & District 
of Columbia in 

Washington MSA 
1969-1994 

Personal 
Property, Real 

Estate, 
Income, Sales, 

Statutory 
Rates 

Yes 

Yes, Non-
AFDC 

Spending, 
UI costs 

Yes, Sales & 
Personal 
Property 

-2.12 for 
personal property 
& -2.17 for sales 

tax 

Palumbo, et.al. 1990 

Overall city and 
overall suburban 
employment 
growth, analyzed 
separately MSA 1970-1980 

Per capita 
taxes, 1977 No Yes Marginally 

.31 for city taxes, 
-.72 for suburban 
taxes 

Inman 1987 

Philadelphia 
share of national 
jobs, annual 
observations City 

1964-1983, 
1969-1985 

Philadelphia 
wage tax rate No No Yes 

-.15 in one 
specification, -
.21 in other 
specification 

Mills  1983 

% growth in 
central city and 
overall suburban 
employment MSA 1970-1980 

State and local 
taxes per 
capita in 1970 No No No n/a 

Church 1981 

Manufacturing 
capital 
expenditures per 
capita in 1967 City and Suburb 1967 

Property tax 
rate No Yes  Yes n/a 

Grieson 1980 

Philadelphia 
share of national 
jobs, annual 
observations City 1965-1975 

Distributed lag 
in 
Philadelphia 
wage tax rate No No Yes 

-.30 for all 
manufacturing 
and services, -.36 
for 
manufacturing 
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Woodward 1990 

Probability of 
Japanese plant 
choosing a 
county within a 
sate, given that it 
chose a state County  

Property taxes 
per capita 

Existing 
activity 

Only 
dummy 
for 
interstate 
highway 
and 
median 
years of 
schooling No 

-.09 and -.15 in 
all-county 
regressions 

Sander 1989 

% growth in 
Illinois county 
employment County 1980-1986 

Property taxes 
and other local 
taxes per 
capita No Yes Yes Elasticity of -.81 

Glickman & 
Woodward 1987 

Probability of 
foreign plant 
choosing a 
particular county 
within a sate, 
given that it 
chose the state County 1979-1983 

Property taxes 
per capita 
relative to 
state average No No No Elasticity of -.12 

White 1986 

% growth in 
manufacturing 
employment County 1977-1981 

Change in 
effective 
property tax 
rate Yes No No 

Elasticity of -
1.85 

Howland 1985 

Number of new 
firms and new 
employment by 
county, within 
New Jersey, 
Maryland, 
Virginia, D.C., in 
machine tools 
and electronic 
components 
industry County  

Effective 
property tax 
rate, 
availability of 
property tax 
abatements No No No n/a 

�
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Author Year Program Studied Focus of Study Findings 

Bollinger & 
Ihlandfeldt 2003 EZ in Atlanta MSA 

Examines how commercial and housing EZ 
affect the location of employment within Atlanta 

census tracks with employment measured as a 
share. 

Designation as a Commercial EZ increases 
employment within a census tract from 83 – 

176 jobs. 

Faulk 2002 Georgia Job Tax Credit Effect of Jobs Tax Credit on employment  
Firms taking credit created 23-28% more jobs 

from 1993 to 1995, cost per job is $2280 to 
$2680. 

Bondonio & 
Engberg 2000 EZ in 5 states Employment growth by Zip Code No significant impact of EZ on employment 

Boarnet & 
Borgart 1996 EZ (New Jersey) Municipal employment and property values 

No impact of EZ on total employment or 
employment in specific sectors; no impact on 

property values 

L. Papke 1994 EZ (Indiana) Effects of EZ on inventories, machinery and 
equipment, and unemployment claims 

EZ designation reduces personal property by 
13%, reduces unemployment claims by 19%, 

& increases inventory by 8%. 

Oh, et. al. 1990 EZ, Research parks Determinants of MSA growth by industry 
Enterprise zones and research parks had 

positive effects in many industries, although 
seldom significant 

J. Papke 1990 EZ (Indiana) 
Examining pre- and post-zone designation level 
of capital in zones, compared to a control set of 

Indiana townships 

Enterprise zones had significantly less capital 
(7%) after designation than before, compared 

to control townships 

Ambrosius  1989 

State revenue bond financing, 
public works, accelerated 
depreciation, various tax 

breaks, enterprise zones, job 
training 

Level or trend in state manufacturing value-
added per capita or state unemployment rate 

changed after adoption of particular incentive 

Genrally, insignificant effects, except tax break 
for land and capital improvments significantly 

associated with declining trend in 
unemployment rate 

Coughlin, 
et.al. 1989 Sate expenditures to attract 

foreign direct investment 
State spending affect on probability of being 

chosen for FDI Large effect, ussaly significantly positive 

Erickson & 
Freidman 1989 EZ 

# of zone investments and jobs created as 
function of zone characteristics, zone incentives 

and MSA characteristics 

Number of incentives often positivley 
associated with better zone performance, 

although not significant in all specifications; 
number of zones in state often negatively 

associated with zone performance, although 
not always significant 
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Rubin & 
Wilder 1989 EZ (Evansville, Indiana) Comparison of growth of enterprise zone 

industries with overall Evansville MSA 

Enterprise zone gained significantly more jobs 
than MSA in warehousing, wholesale trade, 

retail trade, and services 

Luger  1987 

Financial/tax subsides, 
recruitment efforts, R&D 
support capital provision, 
state-funded job training 

Effects on state wage and unemployment levels 
and changes 

State job training reduces wages and reduces 
unemployment; other estimates very impercise 

Jones, et.al. 1985 EZ 
Comparison of zone employment growth before 

(1980-1982) and after (1982-1984) zone 
designation, using Dun and Bradstreet data 

6 of 8 zones did better in after period 

McHone 1984 Special tax and financial 
incentives 

Comparison of growth rates of counties in 
different states but same MSA 

MSA counties in states with property tax 
abatements, accelerated depreciation, or state-

run development bond programs tended to 
grow faster than rest of MSA 

�
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:�<���F8&8��A Summary of Inter-Jurisdictional Tax Capitalization 

Authors Year Unit of 
Observation Location(s) Time Period Sample Size 

Measure of 
Economic 
Activity 

(Dependent 
Variable) 

Key Explanatory 
Variables 

Estimated Tax 
Capitalization 

Rate           
(With 3% 

discount rate 
and infinite 
Horizon) 

Assumed discount 
rate and time line 

Summary/Implications 
Regarding Tax Capitalization 

Oates 1969 Municipalities  New Jersey 1960 53 
Median 
House 
Value 

Log of effective tax 
rate, Log of school 
expenditures per 

pupil, Log of non-
school 

expenditures per 
capita 

61% 5%, 40 years Full capitalization 

Hienberg & 
Oates 1970 Municipality Boston Area 1960 23 

Median 
House 
Value 

Log of effective tax 
rate, School 

expenditures per 
pupil 

71% 5%, 40 years 100% 

King 1973 House New Haven 
Area 1967-1969 1892 House Sales 

Price 

Actual tax payment 
minus predicted 

payment in low-tax 
town given current 

assessment, 
Student test scores, 
Perceived school 

quality from 
questionnaire, 

Perceived quality 
of other services, 

Public provision of 
water, sewage 

disposal, or 
garbage collection 

18% 5%-8%, 40 years 30%-50% 
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Oates 1973 Municipality New Jersey 1960 53 
Median 
House 
Value 

Log of effective tax 
rate, Log of school 
expenditures per 

pupil, Log of non-
school 

expenditures per 
capita 

61% 5%, 40 years Full capitalization 

Pollakowski 1973 Municipality 
New Jersey & 
San Francisco 

Area 
1960 53 & 19 

Median 
House 
Value 

Log of effective tax 
rate, Log of school 
expenditures per 

pupil 

n/a n/a 
Capitalization estimates are 

sensitive to model 
specification. 

Edel & Sclar 1974 Municipality Boston Area  
1930, 1940, 
1950, 1960, 

1970 

In the range 
of 64-78 

depending 
on year 

Median 
House 
Value 

Nominal tax rate 
(all years), 

Effective tax rate 
(1970), School 

expenditures per 
pupil, Highway 
expenditures per 

square mile 

20% (1970) 8%, infinite 
50% in 1970: Capitalization 

dissipates as long-run 
equilibrium is approached 

Gustely 1976 Municipality Syracuse Area 1970 100 
Median 
House 
Value 

Equalized school 
tax rate, Equalized 
non-school tax rate, 
Own-source school 

expenditures per 
pupil, Own-source 

non-school 
expenditures per 

capita   

34% 8%, 40 years � 65% 

McDougal 1976 Census Tract Los Angeles 
Area 1970 173 

Median 
House 
Value 

Equalized tax rate, 
12th grade test 

score, Crime rate, 
Fire insurance 

index, Recreation 
index 

62% 5%, infinite complete capitalization 

Meadows 1976 Municipality New Jersey 1960, 1970 53 (1960) & 
44 (1970) 

Median 
House 
Value 

Equalized tax rate, 
School 

expenditures per 
pupil, non-school 
expenditures per 

capita 

127% (1960), 
44% (1970) n/a Capitalization in 1960 and 

1970 
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Noto 1976 House San Mateo Co, 
CA 1971-1973 17,000 

House Sales 
Price Per 

Square Foot 

Nominal tax rate 
interacted with 

percentage change 
in population and 
with percentage of 

units for sale 

31% 11.4%, infinite more than full 

King 1977 Municipality New Jersey 1960 53 
Median 
House 
Value 

Median tax 
payment, Log of 

school 
expenditures per 

pupil, Log of non-
school 

expenditures per 
capita 

36% 5%, 40 years 67% 

Rosen & 
Fullerton 1977 Municipality New Jersey 1960, 1970 53 

Median 
House 
Value 

Log of effective tax 
rate, 4th grade test 

scores 
58% 6%, 40 years 88% 

Chinloy 1978 House London, 
Ontario 1974 1224 

Owner 
Estimate of 

Market 
Value 

Effective tax rate 
minus rate of 

income tax credit 
0% 5%, 40 years  

Gronberg 1979 Municipality Chicago Area 1970 83 
Median 
House 
Value 

Nominal municipal 
tax rate, Nominal 
school tax rate, 

Municipal 
expenditures per 
capita, School 

expenditures per 
pupil 

0% n/a no capitalization 

Dusansky, et. 
al. 1981 School District Suffolk County, 

NY 1970 62 
Median 
House 
Value 

Equalized tax rate, 
School 

expenditures per 
pupil,  

22% 5%, 10-40 years 43%-96%, depending on time 
horizon 

Gabriel 1981 Municipality San Francisco 
Area 1978-1979 30 

Change in 
Mean House 

Value 

Change in Mean 
Tax Payment 36% n/a Cap. Ratio = 12 
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Ihlanfeldt 
&Jackson 1982 City St. Louis, MO. 1976 1321 

Owner 
Estimate of 

Market 
Value 

Systematic 
assessment error, 

Random 
assessment error 

66% real rate, 40 years 

Cap. Ratio of 22 for 
systematic assessment errors.  
Larger but insignificant ratio 
for random assessment errors. 

Lea 1982 House U.S. 1968 680 

Owner 
Estimate of 

Market 
Value 

Average effective 
tax rate in county, 

Average 
expenditure per 
capita in county 

26% n/a Taxes capitalized to a lesser 
extent than services 

Rosen 1982 Municipality San Francisco 
Area 1978-1979 64 

Change in 
Mean House 

Value 

Change in Mean 
Tax Payment 22% n/a Cap Ratio = 7.3 

�
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:�<���F8&8	�A Summary of Inter-Jurisdictional Tax Capitalization 

Authors Year Unit of 
Observation Location(s) Time 

Period Sample Size 

Measure of 
Economic 
Activity 

(Dependent 
Variable) 

Key Explanatory 
Variables 

Estimated Tax Capitalization Rate           
(With 3% discount rate and infinite 

Horizon) 

Summary/Implications 
Regarding Tax Capitalization 

Wicks, et. al. 1976 House Missoula, 
Montana 1965 64 

Observed Minus 
Predicted Sales 

Price 
Change in tax payment 50% Cap. Ratio = 17 

Smith 1970 House 
San 

Francisco 
Area 

1966-
1968 301 

Observed Minus 
Predicted Sales 

Price 

Change in tax payment, 
Proximity to revaluation 44% Cap. Ratio = 14.5.  Tax changes 

from revaluation are anticipated. 

Church  1974 House Martinez, 
CA 

1967-
1970 957 Log of House 

Sale Price 
Log of (discount rate plus 

effective tax rate) n/a over capitalization 
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Edelstien 1974 House Philadelphia 
Area 

1967-
1969 2143 House Sales 

Price 

Property tax payment per 
bedroom, # dummy 

variables for groups of 
communities 

23% and 47% for 4 and 2 bedroom homes 
respectively 

Cap. Ratio = 7.75 for 4 
bedroom: Cap. Ratio = 15.5 for 

2 bedroom 

Moody 1974 House 
San 

Francisco 
Area 

1963 518 

Deviation of 
Sales Price from 
pre-1963 trend in 
the Jurisdiction 

Dummy variable for 
location in the 

jurisdiction with a transit 
tax increase, Access to 

new transit station 

� 60% Cap. Ratio = 18-22 

Wales & Weins 1974 House 
Surrey, 
British 

Columbia 
1970 1828 House Sales 

Price Effective tax rate n/a no capitalization 

Case 1978 House 
Boston Area 
& Hanford, 

CA 

1971 
and 

1972-
1975 

2195 & 
1014 

House Sales 
Price 

Effective tax rate, Actual 
and predicted assessed 

value, School 
expenditures per pupil, 

Sewer tie in, Paved road  

Interjurisdictional: 26%     
Intrajurisdictional: 50% & zero 

Interjurisdictional cap. Ratio = 
8.8: Intrajurisdictional cap. 

Ratio = 16.6 (insignificant in 
one case) 
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Hamilton 1979 House Toronto 
Area 1961 410 House Sales 

Price 

Community fiscal surplus 
(expenditures minus tax 
payments), Education 

spending per pupil 

Intrajurisdictional: 50%  
Interjurisdictional: 28% 

Intrajurisdictional cap. Ratio = 
16.8: Interjurisdictional cap. 
Ratio = 9.37 (based on fiscal 

surplus 

Reinhard 1981 Municipality San Mateo 
Co, CA 

1969-
1970 53 House Value 

Effective tax rate, School 
expenditures per pupil, 

Nonschool expenditures 
per capita 

107% 100% 

Richardson & 
Thalheimer 1981 House 

Fayette Co. 
Lexington, 

KY 

1973-
1974 861 Log of House 

Value 

Dummy variable for 
location in the city, 

Sanitary sewers 
15% 73% 

Goodman 1983 House New Haven 
Area 

1967-
1969 1835 

Box-Cox 
Transformation 
of Sales Price 

Effective tax rate, 
Average house price in 

the jurisdiction 

Intrajurisdictional � 65%  
Interjurisdictional � 25% 

Intrajurisdictional: 10-122% 
(based on fiscal surplus) 

Palmon & Smith 1998 House Houston 

1981 

501 Log (Sale Price) Municipal Utility District 
Tax Rates 62% 

 

Palmon & Smith 1998 House Houston 

1981 

501 Log (Sale Price) Municipal Utility District 
Tax Rates 55% 
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de Bartolome & 
Rosenthal 1999 House U.S. 1985/1

989 566 Sale Price Tax Payment 32% to 42% 

 
�
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Table V.A.3 Education and Property Values 

Author(s) Year Data Unit of 
Observation 

Dependent 
Variable 

Measure of Educational 
Services Results      Comments 

Oates, W.E. 1969 
1960 Census, Northern 
New Jersey townships 

and cities 
Township 

Median Value, 
Owner-Occupied 

Dwellings 
Expenditures per pupil 

2SLS gives capitalization of 
educational expenditures; 
balanced budget effect on 

property value of expenditure 
increase is approximately zero. 

Seminal piece. Oates 
considers this evidence of 
capitalization (primarily of 

taxes) as evidence of 
"Tiebout" equilibrium. 

Pollakowski, H.O. 1973 

1960 Census, San 
Francisco-Oakland-
San Jose townships 

and cities 

Township 
Median Value, 

Owner-Occupied 
Dwellings 

Expenditures per pupil Weak & unstable capitalization 
of educational expenditures 

Comment on Oates (1969), 
criticizing instruments (2SLS) 

and specification of public 
services 

Edel, M.;      Sclar, 
E. 1974 

1930-70 Census, 
Boston MSA 

townships 
Township 

Median Value, 
Owner-Occupied 

Dwellings 
Expenditures per pupil 

Capitalization rate for 
expenditures decreases from 

1950 to 1970 as does tax 
capitalization 

Argues that Oates (1969) is 
only short run equilibrium. 

Long run capitalization 
should disappear. 

Grether, D. M.; 
Mieszkowski, P. 1974       

Clotfelter, C.M. 1975 1960-70 Census, 
Atlanta MSA Census Tract 

�Median Value 
'60-'70, Owner-

Occupied; 
�Median gross 

rent, '60-'70 

�% Minority (African-
American) High School 

Enrollment 

 �% Minority is negative and 
significant on �Median House 
Values in White Census Tracts; 
Median house values changed 

0% to 25% as a result of 
desegregation plans 
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Rosen, H.S.; 
Fullerton, D.J. 1977 1960-70 Census, 

Northern New Jersey Township 
Median Value, 

Owner-Occupied 
Dwellings 

Expenditures per pupil, 
Test score (average 4th 

grade, reading and math) 

Expenditures in 1970 perform 
poorly; test scores have positive 

& significant effect 

Follows and replicates Oates 
(1969) argues inputs 

(expenditures) should not be 
used instead of outputs 
(achievement scores).   

Brueckner, J.K. 1979 

Same as Oates (1969), 
53 municipalities in 

Northern New Jersey, 
1960 from Census. 

Municipality 

Median Property 
Value, weighted 

for owner-
occupied and all 

units 

Educational Expenditures 
Negative and significant 

coefficient on Educational 
Expenditures in 2SLS 

Introduces the municipal 
budget constraint to eliminate 

the tax rate. Argues the 
negative sign of coefficient on 

educational expenditures in 
2SLS results suggests that 

efficient result is 
indeterminant given that 
median property value is 

dependent variabl 

Sonstelie, J.C.; 
Portney, P.R. 1980 

San Mateo County, 
CA, 1969-1970 (1453 

obs.) 

Single Family 
Home 

Gross of tax 
House Sale Price 

Elementary expenditure 
per pupil; Reading Scores 

(3rd grade) 

Finds positive & significant 
impact of both spending and test 

scores on gross rent. 

Argues that gross value 
addresses the difficulties 

raised by Hamilton (1976) 
and others about long run 
versus short run Tiebout. 

Jud, G.D.;     
Watts, J.M. 1981 Charlotte, NC 1977 Single Family 

Home House Sale Price 
Test Score (3rd reading 

grade average);                                
% Minority 

Test score is a significant, 1/2 
grade level increases house value 

675 ($77). Minority not 
significant with test scores 

included. 

Uses hedonic to determine 
prices to estimate a demand 

for school quality. 

Brueckner, J.K. 1982 54 Massachusetts 
communities, 1976. 

Municipality 
(community) 

Aggregate 
Property Value 

Educational Expenditures 
(less capital outlays) 

Positive but statistically 
insignificant coefficient on 

Education Expenditures 

Again uses the budget 
constraint to eliminate tax 

rate. Argues that coefficient 
on educational expenditures 
not significantly different 

from zero means that efficient 
provision of education cannot 

be rejected for the sample. 
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Gill, H. L. 1983 
MLS for Columbus, 

OH, 1975-1979 (5888 
obs.) 

Single Family 
Home House Sale Price 

Impact of desegregation: 
comparing changes in 
capitalization rates for 
suburbs (exempt from 
desegregation) to city 

(subject to it) 

Finds large houses (4 or more 
bedrooms) in suburbs 

appreciated after desegregation 
required in city of Columbus. 

 

Vandell, K.D.; 
Zerbst, R. H. 1984 Dallas, TX, 1971-80 Single Family 

Home House Sale Price % minority in elementary 
school 

Minority enrollment & 
desegregation adversely affect 

house values but small 
elasticities, .05 to .23 

Uses ridge regression to 
reduce difficulties with 

multicollinearity. Examines 
impacts of desegregation over 

time by use of a panel. 

Jud, G.D. 1985 
1980 Census, Los 
Angeles and San 
Francisco Bay  

Township or 
city 

Median Value, 
Owner-Occupied 

Dwellings 

District test score (3rd 
grade reading) & 

%Minority 

Test score is a significant. 4% 
increase in district score 

associated with 2 to 3% increase 
in values. Minority not 

significant with test scores 
included. 

Follows Rosen and Fullerton 
(1977) with test scores in 
Oates (1969) framework. 
Does not use 2SLS but 
addresses endogeneity 
following Ihanfeldt and 

Jackson (1982). 

Deller, S.C. 1990 Illinois, 1982 (96 obs.) County Aggregate 
Property Value 

Total Educational 
Expenditures 

No evidence of overexpenditure 
on education 

Argues that aggregation of 
jurisdictions to county 

eliminates difficulties with 
overlapping jurisdictions. 

Deller, S.C. 1990 

58 small towns (1,000-
5,000) scattered 

throughout Maine 
(US), 1986 

Community Aggregate 
Property Value 

Total Educational 
Expenditures 

No evidence of overexpenditure 
on education 

Follows Brueckner (1979, 
1982, 1983) methodlogy. 

Argues that previous studies 
that draw on more than one 

labor market might be 
misspecified. 

Walden, M.L. 1990 Raleigh, NC 1987 Single Family 
Home House Sale Price 

Standardized test score 
(CAT for elementary & 
middle) & SAT for high 

school; %minority 

Capitalization of test scores rate 
is higher (more likely to be 

significant) for high school and 
middle school than elementary 

Argues that lower 
capitalization rate for 

elementary is consistent with 
the more extensive use of 

magnet schools at elementary 
level 
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Taylor, L.L. 1995 1980 Census, Hartford, 
CT MSA Community Aggregate 

Property Value Expenditures per pupil No evidence of overexpenditure 
on education 

Follows Brueckner (1979, 
1982, 1983) methodlogy. 

Argues that previous studies 
that draw on more than one 

labor market might be 
misspecified. 

Hayes, K.J.; 
Taylor, L.L. 1996 

Dallas, TX 1987 with 
charactersitics of 

elementary schools 

Single Family 
Home House Sale Price 

Expenditures per pupil;  
average math test scores 
for school, absolute and 

"school" effect 

Spending has no impact on 
property values. Tests scores do 

but impact is due to "school" 
effect, controlling for 

demographics of students 

An attempt to distinguish the 
contribution of the school to 
test results rather than simply 

use the raw test score. 

Haurin, D.R.; 
Brasington, D. 1996 Ohio MSA's  1991 

(9509 obs.) 
Single Family 

Home House Sale Price 

Proportion of students 
passing all 4 sections of 

Ohio 9th grade 
proficiency test 

Test measure is a significant. 2 
s.dev. difference in test scores 

raises mean house value by 18% 
 

Bogart, W.T.; 
Cromwell, B.A. 1997 

School Districts in 
Cleveland, OH, USA, 

1976-1994 

Owner-
Occupied 

House 
House Sale Price District  

Substantial difference in 
property values among 

neighboring school districts 

Follows Oxaca (1973) 
methodology. Decomposes 
the difference in property 

values into explained 
(housing characteristics) and 
unexplained (school district) 

for houses. 

Goodman, A.C; 
Thibodeau, T.G. 1998 

Dallas, TX (US), 
1995:1-1997:1 merged 

with data on 
elementary school 

zone 

Single Family 
Home House Sale Price Elementary school zone 

Technique for determining 
submarkets. Submarkets are 

defined by groups of elementary 
school zones. Here there are 
submarkets within a district.  

A contrast to the maintained 
assumption in hedonic 
literature of a single 

continuous hedonic function. 
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Brasington, D.M. 1999 Ohio MSA's  1991 
(9509 obs.) 

Single Family 
Home House Sale Price 

Value-added: �% of 
proficient students 

between grades; Level: % 
of proficient students; 
Inputs: expenditures, 
student/teacher ratio, 

teacher salary & 
experience 

Value-added measures not 
significant in hedonic; some of 

the levels of test scores and 
expenditures per pupil and 

teacher salary are significant and 
positive. 

 

Bogart, W.T.; 
Cromwell, B.A. 2000 Shaker Heights, OH 

(US), 1983-1994 
Single Family 

Home House Sale Price 

Elementary only. Busing 
(available or not); 

%Nonwhite; Change in 
Schooling (neighborhood 

or not); 3rd grade test 
scores 

Disrupting neighborhood school 
(busing to non-neighborhood) 
reduces house values by 9.9%. 
Adding transportation option 
(busing) adds 2.6% if to same 

school.  Racial composition has 
insignificant impact. 

Difference-in-Difference 
estimation before and after 

redistricting school catchment 
areas. Uses Oaxaca 

decomposition for before and 
after redistricting to 

decompose impact of district 
change. 

Brasington, D.M. 2000   House Sale Price    

Weimer, D. L.; 
Wolkoff, M.J. 2001 Monroe County 

(Rochester, NY) 1997 
Single Family 

Home 
Single-family 

House Sale Price 

Exam scores for 
elementary schools 

(English Language Arts); 
For high school: % 

reduced price lunch; 
graduation rate, 

suspension rate, advance 
placement rate 

Positive impact of exam scores 
on property values even 
controlling for school 

demographics. Small increases 
in scores (1%) can lead to 

significant increases in property 
values (0.6 to 4.7%) 

Uses the median value of 
homes in Census tract (or 

block) to control for 
neighborhood effects with IV 

estimation to address 
simultaneity issues. 
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Brunner, et. al. 2001 

Voting results on 
voucher initiative in 
Los Angeles County, 

1993. 

Precinct 
Percent voting in 

favor of the 
initiative 

Education "premium" 
capitalized into housing 

Significant negative coefficient 
on relationship between housing 

price premiums and voting 
returns 

Argues that school district 
quality was a significant 
determinant of defeat of 

voucher proposition (174) in 
California. Consistent with 

expected reduction in 
property value in good 
districts as a result of a 

voucher. 

Downes, T.A.; 
Zabe, J.E. 2002 

American Housing 
Survey, Chicago, 

1987-1991 merged 
with Illinois School-

Report Cards 

Single Family 
Home 

Owner-estimated 
House value 

Per-pupil district-level 
expenditures; %African 

American in 
school/district; %Hispanic 
in school/district; Reading 

scores 

School-level attributes dominate 
district level for estimation. 
Spending has no effect on 

property value when test scores 
(8th grade reading) included. 

Negative impact of minorities on 
house values. 

Uses 1st difference approach 
between 1987 and 1991 with 

dependent variable being 
difference in homeowner's 

perceived values. Instruments 
for district fiscal variables 
(tax rate and expenditures). 

Barrow, L.; 
Rouse, C.E. 2003 

Census of 
Governments, 1977, 

1987 

Independent 
School 

Districts 

Aggregate 
Property Value State Aid 

IV/First Difference Results: 
Increases in State Aid increase 

Property Value 

Follows Brueckner (1979, 
1982, 1983) methodology of 

eliminating property tax 
through balanced budget 

condition 

Bates, L.J.; 
Santerre, R.E. 2003 Connecticut 

communities,1994-95 Community Aggregate 
Property Value 

Total Educational 
Expenditures 

Positive and significant 
coefficient on educational 

expenditures -- 10% increase in 
expenditures increases property 

values by 4.3%. 

Follows Brueckner (1979, 
1982, 1983) methodology. 

Focus is on minimum 
expenditure floors, arguing 

evidence does not suggest that 
in Conneticutt these have lead 
to overspending on education. 

Gibbons, S.; 
Machin, S. 2003 

UK, Government Land 
Registry; primary 

school performance 
from Department of 

Education and 
Employment, 1996-99 

Single Family 
Home House Sale Price 

Primary School 
Performance (Key Stage 
2, Level 4), proportion of 
children reaching target 

level at age 11. 

Positive coefficient on 
performance measure -- 10% 

increase in performance leads to 
6.9% increase in house prices. 

Employs spatial econometric 
techniques to address the 

weaker link between 
residential location and school 
attendance in UK (than in US) 
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Brasington, D.M. 2003 Ohio MSA's  1991 
(9509 obs.) 

Single Family 
Home House Sale Price 

Proportion of students 
passing all 4 sections of 

Ohio 9th grade 
proficiency test 

Estimates separate hedonics for 
6 Ohio MSA's. Finds that 

proficiency measure has positive 
impact on house values -- 1% 
point increase in score raises 
value by $708. Estimates a 

supply elasticity of .14. 

Calculates an implicit price 
for educational quality (test 
score) from a hedonic. Then 

in a 2SLS estimate uses 
implicit price to estimate a 

supply equation for 
educational quality -- how 
much area residents will 
increase quality with an 

increase in price  
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7 For a more detailed discussion of the different type of interactions between governments see Brueckner (2005). 
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 In addition to debates among economists about how much of an impact taxes as well as 

other government policies have on economic development, particularly, employment, there is 

also a debate about the usefulness and interpretation of research on this topic.  Further, some 

have argued that economists are providing politicians and policy-makers with the wrong 

information when it comes to making decisions.  Here we briefly summarize a few viewpoints 

expressed in the literature and then offer some of our own thoughts. 

VII.A Not Just Jobs 

 The title of the1994 article by Paul Courant, “How Would You Know a Good Economic 

Development Policy if You Tripped over One?  Hint. Don’t Count Jobs” provides a pretty clear 

indication of his views on the value of studies examining the relationship between employment 

and economic development policies.  Courant states that  

����<�� ����"����=�"���������(����������������"�����#�"�����<����/�������������
�/���(�������������#��������(����� �����#��##������������� ���+��<����<������������
��-�(� ##������A�������8�G����"������� ����-����$�������������������$�����
�#������������$�� �+����$�����������������(�����������+����� � ���<������#�
�����$��"��#���83���
�
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(�+���$��������+�����������������$�84��

                                                 
8   Courant (1994), page 863. 
9   Ibid, p. 863. 
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 Courant’s claim is that while it may be the case that policies that increase employment 

may also increase economic welfare it is by no means evident that this is the case.  He formalizes 

this claim in a proposition,  

=#��������������������$���/�<������������� $����(�$��(���������������
#����������������������� ������������������+�/���#��	���/���(���/������$�<���
#��������#���� ������������+� ��������<���#�����������#��%�����������������
#�����������$����$������� �#��1�������������#������������$�� �+����$����
������������������<����B������������������<� I���������<���������������$����
�� ���������$��"��#���������������������$�8�
�
�

The “benefit” principle refers to the principle of having the tax paid by each party equal to the 

benefit they receive from the public services financed by the tax.  Then if this condition is being 

met, any economic development program such as a tax incentive program or enterprise zone will 

be inefficient given that the other conditions are met as well.  Of course, as Courant acknow-

ledges, these conditions might not be met in which case the subsidies might be efficient.  One 

obvious failure is when the mobile, taxed good (capital) might bear more costs than the benefits 

it receives.  Black and Hoyt (1989) provide an example in which this might occur because of 

economics of scale in the production of public services.  Alternatively, the basic model 

underlying the “tax competition” literature has taxes applied to mobile capital and benefits 

received by immobile residents, clearly a violation of the benefit principle.  What is less 

compelling is to think that the benefit principle would be violated for human capital as well. 

 As an alternative to, or at least in addition to, the plethora (in his view) of studies on taxes 

and business location, Courant suggests a list of potentially productive research projects that we 

paraphrase 

                                                 
10 Ibid, p. 867. 
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• Undertake careful measures of the benefits to mobile factors and costs to local 

governments. 

• Calculate, case by case, locally borne cost of development incentives. 

• If distribution matters, study who gets job and incomes from interventions. 

• Determine (jointly with psychologists) how much people are willing to pay for 

specific jobs. 

• Figure out how to explain that in the long run, employment depends on labor supply 

and not on development policies. 

VII.B Failure in Labor Markets 

 Not surprisingly, Timothy Bartik’s view values studies on the labor impacts of economic 

development programs and the value of the programs themselves.  In Bartik (1994), he argues 

that there are several “market failures” in the market for labor that may justify government 

intervention in the form of economic development programs.  Bartik contends both in his 1994 

article and in his discussion of Wasylenko (1997) (Bartik, 1997) that the benefits and costs of 

employment are not likely to be equal and job growth is “mispriced” and state and local 

governments may benefit from this job growth.  He further contends that benefits of employment 

are more likely to exceed costs in areas with high unemployment or declining employment or 

population since excess capacity would enable reduced public service costs.  Part of this market 

failure might, he argues, be attributed imperfect information in technology and practices of small 

firms that increase productivity.  Bartik also suggests “geographic spillovers” of economic 

development.  As discussed in Section VI, geographic spillovers of economic development 

policies of neighboring states or regions influence the level of economic development.  Finally, 

Bartik argues that rather than have people come to jobs, that is, migrate to higher-employment 
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regions, it might make sense, given the disruptions and costliness of migration, to have 

employment come to the people. 

 While Courant had a list of research topics for academics, Bartik (1994) includes a 

“memo” to the Governor or Mayor of X in which he suggests: 1) targeting tax/financial subsidies 

for economic development to high unemployment areas and to jobs with high wage premiums; 2) 

economic development policies should emphasize business productivity by focusing on training 

programs and informational programs for small and medium sized firms; and 3) coordinate 

economic development programs within  metropolitan areas and avoid intra-metropolitan 

competition. 

VII.C What Policymakers Want to Know and What They Should be Told 

 Harley Duncan at the time of his comments on Wasylenko (1997) was Executive Director 

of the Federation of Tax Administrators.  His comments were focused on what he believed in 

these studies of taxes and business location policymakers might value and what else they would 

desire.  Duncan argues that policymakers should be steered away by Wasylenko (and presumably 

others) from their attention to tax incentives and consider the broader and more general issues 

related to horizontal equity and tax neutrality.  Further emphasis needs to be placed on how the 

general level of taxes affects employment rather than specific tax incentives.  

 With regard to what needs to be in this line of research to increase its relevance to 

policymakers, Duncan asserts that the finding that business taxes have less impact than general 

taxes on employment is surprising and merits further study.  Similarly, Duncan feels that the 

inconclusive results from the literature on specific types of tax incentives such as enterprise 

zones require more research and more definitive results for it to be of value to policymakers.  
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 While Harley Duncan may desire more studies estimating tax elasticities for economic 

activity, Theresa McGuire in her comments on Wasylenko (McGuire, 1997) expresses concerns 

about what economists engaged in performing these studies should actually advise policymakers. 

Her concerns appear, in part, related to skepticism about the believability of the results 

particularly for the long-run. 

VII.D Some Final Thoughts and Recommendations for Policy Makers 

VII.D.1 Measuring the Economic Health of States and Local Governments 

 Courant (1994) essentially argues that studies examining the relationship between taxes 

and employment or other measures of economic activity are no substitute for studies that exa-

mine the costs and benefits of government taxes and services.  While certainly not perfect sub-

stitutes, we believe that studies examining the impact of taxes on employment or income, like 

studies examining the relationship between taxes and property values discussed in Section V pro-

vide some evidence on the efficacy of government fiscal policies.  In Section V, we discussed a 

strand of the literature on the impacts of fiscal policy on property values that focused on deter-

mining whether balanced-budget changes in taxes increased or decreased property values.  This 

literature, most notably Brueckner (1979, 1982) and Sonstelie and Portney (1978) argued that if 

public services were efficiently provided then property values would be unaffected by a 

balanced-budget change. 

 One could make a less formal argument that the impact of balanced-budget changes in 

policies on employment, population, or income should provide some evidence about the de-

sirability of a policy.  If balanced-budget increase in taxes that increase education also increase 

employment, it would seem that the state has become more attractive and welfare of residents 

would have increased.  With the exception of Harden and Hoyt (2002), which examines the im-
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pacts of balanced-budget changes in the mix of taxes on employment growth, studies focus on 

the impacts of tax changes on employment without considering the implications for revenue and 

public services.  Studies that consider and report balanced-budget tax elasticities would, we 

believe, give a better indication of the true impacts of changes in fiscal policies on economic 

activity. 

VII.D.2 Adding Geography to Tax Studies 

 While we have learned from existing studies that economic activity is much more sen-

sitive to differences in intra-state or intra-metropolitan taxes than interstate differences, the vast 

majority of studies use data either aggregated to the state level or in a single metropolitan area.  

While giving an indication of the “average” response to taxes, these studies are, at least 

implicitly, premised on the assumption of uniform responses throughout a state.  Holmes (1998) 

finds very large responses to differences in business climate (right-to-work laws) for matched 

border counties.  The findings of Hoyt and Harden (2005) suggests that there are differences in 

the impacts of state taxes on employment for areas near state borders and those that are not, and 

that failure to differentiate these two regions may reduce the estimated impact of taxes.  More 

disaggregation and consideration of proximity to borders as well as the specific modeling of 

neighboring jurisdictions’ taxes may yield both more precise estimates of tax elasticities and 

more useful information about the (geographical) distributional effects of taxes. 

VII.D.3 Improving Measures of Taxes 

 Echoing some of the comments reported earlier, aggregating different types of taxes 

severely limits the usefulness for policymakers – will all taxes have the same impact?  Which tax 

should be cut?  While studies that disaggregate taxes by type but use average tax rates provide 

more useful information and are preferred by many researchers to statutory rates, more attention 
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to attempting to characterize the different tax brackets and the impacts of different marginal rates 

for different brackets might prove useful if difficult to do. Is it really the average personal 

income tax rate in the state that reduces employment or is that the tax structure is extremely 

progressive? Current studies cannot address this question. 

�
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