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Interstate Tax Differentials Related to Economic Growth

by John D. Helmberger

It has often been alleged with little or no evidence that states with
high tax burdens grow more slowly than do states with low tax burdens.
Businesses and people are alleged to "vote with their feet"”, moving from
high tax states to low tax states. To measure the relation we need to define
tax burdens and to define growth. The purpose of this paper is to measure
the effect of taxes on growth.

Tax Burdens:

States finance their state and local services with state taxes, local
taxes, charges for services rendered and miscellaneous income-neglecting
federal aids. The degree of reliance on each of these sources of funds varies
greatly from state to state. Some propagandists compare only state taxes -
in some cases only a particular state tax such as the personal income tax. Some
compare only local taxes - often only the property tax, ignoring the fact that
in some states local sales and/or personal income taxes are also important.
These comparisons are generally not valid., Some compare all state and local
taxes of one state with all state and local taxes of other states. This is
better but still not valid since states vary greatly in the degree of reliance
on charges as opposed to taxes to finance public services.

It is contended here that the most valid comparison of tax burdens
among the states is to consider the tax burden as the sum of state and local
taxes, charges and miscellaneous income. This definition is officially known

as "general revenue from own sources” and it is the definition used in this



paper. LEven this measure has its limitations since more services in some states
are provided by government and financed out of tax revenue or charges (such as
garbage pickup) while the service(s) is (are) provided by the private sector in
others. However,vit is likely that the tax structure of a state may affect
groﬁth as well as the tax level. Therefore we have compared states' per capita
general revenue from own sources and per capita personal income taxes to growth.

Since the relative reliance on state taxes, local taxes and charges and
miscellaneous income to finance state and local services vary so much from state
to state, the figures are provided by state in Table 1 and summarized below.

State taxes per capita in fiscal 1981-82 varied from $353.42 in New
Hampshire and $467.48 in Tennessee to $6316.41 in Alaska (oil) and $1622.34 in
Wyoming while state taxes per capita for the United States as a whole were
$717.99 (see Table 1).

Local taxes per capita varied from $170.96 in Mississippi and $176.07 in
Arkansas to $924.04 in Wyoming and $910.66 in New York while local taxes per
capita for the nation as a whole were $457.48 (Table 1).

Charges and miscellaneous revenue per capita varied from $277.57 in Maine
and $283.91 in Kentucky to $7701.20 in Alaska, $1265.74 in Wyoming and $1019.15
in New Mexico while such revenue per capita for the nation was $454.37 (Table 1).

General revenue from own sources (state and local taxes, charges and
miscellaneous revenue) per capita varied from $1065.12 in Arkansas and $1112.21
in Tennessee to $14,698.70 in Alaska, $3812.13 in Wyoming and $2237.39 in New
York while such revenue per capita for the nation was $1629.84 (Table 1).

Forty-three states relied primarily on state taxes to finance state and
local services, three (Colorado, New Hampshire, and New York) relied primarily

on local taxes, and four (Alaska, New Mexico, Oregon, and South Dakotaj relied
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primarily on charges and miscellaneous revenue. Thirty-five states relied
more on charges and miscellaneous revenue than they did on local taxes to
finance state and local services (Table 1). The degree to which states relied
on state taxes to'finance state and local services varied from 28.1 percent

in New Hampshire and 33.4 percent in Colorado to 59.8 percent in Kentucky and
57.2 percent in Hawaii while the nation as a whole financed 44.1 percent of
its state and local services with state taxes. All of the figures above
abstract from federal aids. Any state can be made to look good or bad by
carefully selecting the measure of burdens and/or the years included in the
comparison.

Finally, a caveat: one should be careful not to attribute to differences
in tax burdens what should be attributed to the sun. The sun, of course, is an
euphemism for the South and the West — much of which is relatively undeveloped.
The center of population and with it economic activity for the United States has
been moving southwest (mostly west) for decades. The natural resources of the
northeast and midwest have been exploited to a much greater degree than for the
South or the West. The South was severely set back by the Civil War and is
still catching up. Much of the West still consists of wide open spaces with
unexploited and perhaps undiscovered resources. Americans are still heeding
Horace Greeley's advice to "Go West" and a modern Mexican "Greeley"” is advising
going north which is West to us.

Economic, Growth:

In this paper, we have used growth in non-agricultural employment
1978-82 as a proxy for economic growth., However, many believe that growth
in manufacturing is more sensitive than growth in other sectors to

differentials in state and local tax burdens. So we have included this measure
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in this paper — using growth in manufacturing employment as a proxy for

growth in manufacturing. The December 1983 issue of the Handbook of Labor

Statistics, published in 1984, was the latest issue available. The latest year

for

which the data was available was 1982. The use of a 4 year period was

arbitrary. An interesting and careful reader might wish to try a longer period.

Table 2 provides the following data:

A. Manufacturing employment in 1978 and in 1982 and the percent change in such
employment by state

B. Non—agricultural employment in 1978 and in 1982 and the percent change in
such employment by state

C. Per capita general revenue from own sources by state

D. Per capita personal income taxes by state

All States:
Regressions were calculated relating for all states:

A. Growth in non—-agricultural employment 1978-1982 and per capita revenue
from own sources, 1981-82

B. Growth in manufacturing employment 1978-1982 and per capita revenue from
own sources, 1981-1982,

C. Growth in non-agricultural employment 1978-1982 and per capita personal
income taxes, 1981

D. Growth in manufacturing employment 1978-1982 and per capita personal income
taxes, 1981.

The results are shown in Table 3.

Growth in non-agricultural employment and growth in manufacturing

employment were positively related to per capita revenue from own sources

(total state and local burden). The former relation was statistically

significant; but while the latter was positive, it was not statistically

significant., (If, however, Alaska and Wyoming with very high per capita

revenue and very low employment bases are excluded from the data, neither
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relation is statistically significant but both still positive). This seems to
suggest that people and businesses seek high tax burdens which, of course,
cannot be the case. What people and businesses really seek is a package of
tax burdens and quality of government services that suit their preferences.

We ali like good services and low taxes. Unfortunately there is no such place.
So we have to settle for a mix that suits us best. We simply cannot have good
services and low taxes; albeit we can have high taxes and poor services., 1f
there be such a state, it has problems.

Growth in both non—agricultural employment and manufacturing employment
were negatively and significantly related to per capita personal income taxes.
This result should not be surprising. Significant redistribution of income
through taxation, whether we like it or not, is a federal function. A state
can use its tax structure to redistribute income only to a limited degree
without undesirable consequences.

A scatter diagram was made for each of the relations A to D above (page 7).
One could not escape the observation that the statistical significance shown in
Table 3 resulted from the southern and western state data. Therefore, two
separate sets of regressions and scatter diagrams were prepared (and included)
one for the "sunbelt” states, the South and the West, and the other for the
"frostbelt" states, the Northeast and Midwest. (see Figure 9 for separation
of sunbelt and frostbelt.)

Sunbelt States:

The regressions for the sunbelt states are given in Table 4 and the scatter
diagrams in Figures 1-4, inclusive.
Growth in both non-agricultural employment and manufacturing employment

was positively related to per capita general revenue, the former
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statistically significant and the latter not statistically significant.
1f data for Wyoming and Alaska are excluded, both are statistically
significant.

Growth in bo;h non-agricultural employment and manufacturing employment
weré'negatively and statistically significantly related to per capita
personal income taxes. 1f data for Alaska and Wyoming are excluded, neither
relation is statistically significant.

Frostbelt States:

The regressions for the frostbelt states are given in Table 5 and the
scatter diagrams in Figures 5-8, inclusive.

Growth in non—agricultural employment and manufacturing employment were
both Bositivelx related to per capita general revenue but neither was
statistically significant. Growth in non-agricultural employment and
manufacturing employment were both negatively related to per capita personal
income taxes but neither was statistically significant.

Conclusions:
1. Having higher state and local tax burdens (defined as revenue from own
sources = state taxes + local taxes + charges and miscellaneous income) has

a positive and statistically significant effect on growth in non—-agricultural

employment for the nation as a whole and for sunbelt states as a subset but
not for the frostbelt states as a subset. However, if data for Alaska and
Wyoming - with high taxes, rapid growth, and very low bases — are excluded, the
relation is still positive but not statistically significant for the nation
as a whole nor for the frostbelt states but it is statistically significant

for the sunbelt states.
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2, Having higher state and local tax burdens has a positive but not significant

effect on growth in manufacturing employment for the nation as a whole, for
sunbelt states, and for frostbelt states. If data for Alaska and Wyoming are
excluded the relation is still not significant for the nation nor for the
frostbelt but it is significant for the sunbelt.

3. Having higher per capita personal income taxes has a negative and significant
effect on both non-agricultural employment and manufacturing employment for the
nation as a whole and for the sunbelt states but the effect is not significant
for the frostbelt states. If data for Alaska and Wyoming are excluded, the
relation is still significant for the nation but not for either the sunbelt
states or the frostbelt states.

Alaska and Wyoming had the highest per capita general revenue from own
sources, high rates of growth in non-agricultural employment, and almost
ingignificant bases so that their inclusion in the data 1s not warranted.
Alaska had almost no state income taxes and Wyoming had none so that inclusion
of their data also warps the results.

The contention that interstate differentials in tax burdens have an
important influence on the overall differential rates of growth of the various
states is weak. There is little doubt that for some economic activities the
tax burden differentials are important. Also, even though interstate tax
differentials are not important in the selection of a state for locating a
business, intrastate tax differentials may be very important in selecting
where within a state a business chooses to locate. This helps to explain the
so—called border problem. Along the border between states, interstate and

intrastate get blurred.
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Relation Between Per Capita State and Local Revenuz From Own Sources,

Pl

L3

i Fiscal 1982, and Change in Non~Agricultural Employment 1978-1982.
Sun Belt States (Northeast and Midwest States Excluded)
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Source: Revenues from Governmental Finances, 1981-82, Department of Commerce,

Bureau of Census, p 91.

Non-Agricultural Employment from Handbook of

Labor Statistics, 1983, BLS, p. 159 and 173.
Idaho and Virginia 1982 data are obvious errors so excluded.




Figure 2

Percentage Change in Manufacturing Employment
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Relation Between Per Capita Revenue From Our Own Sources,
Fiscal 1982, and Change in Manufacturing Employment 1978-1982.
Sun Belt States (Northeast and Midwest Excluded)
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Per Capita Revenue From Own Sources.
Source: Revenue from Governmental Finances, 1981-82, Department of Commerce,

Bureau of Census, p. 91. Manufacturing Employment from Handbook of
Labor Statistics, j9g83 ., BLS, pp. 159-176.
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Belt States (Northeast and Midwest Excluded).
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Relation Between Personal Income Taxes Per Capita (1981) and Changes
in Non-Agricultural Employment 1978-1982.
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Taxpayer's Association, p 56. Non-Agricultural Employment from
Handbook of Labor Statistics, 1983, BLS, P. 159 and 173.

Tdaho and Virginia are omitted because of errors in publication.
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Source: Income Taxes from Fiscal Facts for Minnesotans, 1983, Minnesota
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Percentage Change in Manufacturing Employment
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Relation Between Per Capita Personal Income Taxes 1981 and Changes

in Manufacturing Employment from 1978-1982.
Sun Belt States (Northeast and Midwest excluded)
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Per Capita Personal Income Taxes.

Source:

Income taxes from Fiscal Facts for Minnesotans, 1983, Minnesota
Taxpayers Association, p. 36. Manufacturing Employment from
Handbook of Labor Statistics, BLS, 1983, pp. 159-173.
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Relation Between Per Capita State and Local Revenue From Own Sources,

Fiscal 1982, and Change in Non-Agricultural Employment 1978-1982.
Non-Sun Belt States (Southern and Western States Excluded).

Bureau of Census, p 91.
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Per Capita Revenue From Own Sources, Fiscal 1982.
Source: Revenues from Governmental Finances, 1981-82, Department of Commerce,

Non-Agricultural Employment from 1983 Handbook of

Tabor Statistics, BLS, p 159 and 173. Data missing for Illinois and
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Relation Between Per Capita Revenue From Own Sources, Fiscal 1982,
and Change in Manufacturing Employment 1978-1982.
Non Sun Belt States (Southernand Western States Excluded)
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Source: Revenue from Governmental Finances, 1981-82, Department of Commerce,
Bureau of Census, p. 91. Manufacturing Employment from Handbook of

Labor Statistics, 1983, BLS, pp. 159-176.
excluded because of lack of data.

I1linois and Massachusetts
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Figure 7

7 i Relation Between Per Capita Personal Income Taxes By State in 1981 and
the Rate of Change in Non-Agricultural Employment 1978-1982.

Non-Sun Belt States (Excludes Western and Southern States).
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Source: Income Taxes from Fiscal Facts for Minnesotans, 1983, Minnesota

Taxpayer's AssociatIon, p ob.

Non-Agticultural Employment from
Handbook of Labor Statistics, 1983, BLS, p. 159 and 173.
Data not available for Illinois and Massachusetts.
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Figure 8
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Relation Between Per Capita Personal Income Taxes 1981 and Changes
in Manufacturing Employment from 1978-1982.
Non-Sunbelt States (Excludes Southern and Western States)
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Per Capita Personal Income Taxes.

Income taxes from Fiscal Facts for Minnesotans, 1983, Minnesota
Taxpayers Association, p. 56. Manufacturing Employment from
Handbook of Labor Statistics, BLS, 1983, pp. 159-173.

Illinois and Massachusetts excluded because of missing data.






