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VIEWPOINT

Business tax rankings ate not kind to Indiana

BY EARL M.RYAN

As this is being written, a great
media debate is winding down:
whether the University of Colo-
rado or Georgia Tech is No. 1 in
colicge foctball. Thisisa weighty
question, no doubt, and the in-
tensity of thearguments indicates
the importance attached to the
national rankings. The appearance
of atcaminthe wirc-service polls
servestoconfirm its stalus among
the elite in the sport. This, in turn,
may mean grealer exposure on
tclevision and more success in
the strugele 1o recruil talented
players.

Sports rankings arc not, how-
ever, the only rankings that gen-
crate intcrest. Although it is far
less glamorous than college-
football competition, the compe-
lition among states lo atiract
cconomic enterprises is a higher-
stakes game, one in which po-
litical leaders generally feel that
they must participate. Siates
without especially attractive
weather, geography or natural
resources are locked into an in-
tensc and often costly struggle 0
make up for their lack of natural
advantages. The desire to be in
the cconomic top 10 explains
numcrous public-policy choices
in staic govemnment.

State policymakers may not be
able 0 do anything about the
weather (a fact for which we
should probably be grateful), but
they can determine the composi-
tion and level of state and local
1axes. Although controversy rages

. According to Ear Ryan,
president of the Indiana
Fiscal Policy Institute, the
state's business-tax burden
may be hurting economic-
development efiorts.

over the significance of a state’s
1ax structure in business-location
decisions, itis evident thatenough
decision-makers, both in and out
of government, believe that it
matiers. It evidertly matiers so
much thal in most states, deci-
sions on tax policy now involve
not only revenue considerations,
but also economic-development
concems.

This fact has led to a minor
growth industry, the production
of comparisons of state and local
tax burdens. Such rankings fall
generally into two categories:
those based on total tax collec-
tions, either per capita or in rela-
on Lo personal income; and those
that attempt to apply provisions
of each state's tax law to the cir-
cumstances of particular indi-
viduals or firms.

Neitherapproachissatisfactory
forali purposes. The comparisons
based on otal collections blur the
widely varying effects of the tax
system on different taxpayers,
while the taxpayer-specific cal-
culations may have very limited
relevance to u broad cross-section
of individuals or firms. And of

course, ncither can replace tax-
payers' own compuatations.

Not surprisingly, the two ap-
proaches can produce very dif-
ferent perceptions of the tax cli-
mate. Based on collections for
fiscal 1988-89 (the last year for
which comparable figures are
available), the U.S. Burcau of the
Census ranks Indiana 33rd among
the 50 states and the District of
Columbia in per-capita state and
local tax collections, and 35th in
taxes per $1,000 of personal in-
come. The Census Bureau does
not distinguish between taxes on
businessand taxes on individuals.
The rankings cited here include
ali state and local taxes,

It may well be that taxes on
individuals heavily affect eco-
nomic development in a state.
Mosl large corporations have
faced difficulties in trying to at-
tract competent employees to ar-
eas with high personal-income or
residential-property taxes.

Itis taxes directly on business,

however, thatnormally excite the

interest of those making locational

decisions. “Business taxes™ isnot -

! aterm witha precise definition. In addition;

10 what we normally consider te be busi-
ness taxes {corporate income, franchise,}
business property), businessesalsopay sales!
taxes, motor-fuel taxes and other fees that!
arc usually thought of as taxes on individu-!
als. This ambiguity, however, has not de-.
terred the widespread preparation of tax
rankings.

When the taxes compared are limited 10
those thathave an initial effectenbusiness,
adifferent picture of Indiana's tax climate
emerges. Two recent studics of business
1axes in several states place Indiana at the
top in terms of corporate-tax burden. These
studies echo a similar analysis done in.
1987 in Pennsylvania.

The three studies employed essentially .
the same methodology. Hypothetical bal:_

ance sheets and income stalements were,
developed forasmall groupof firms thought*
1o be representative of different industrial*
or commercial categories, The principal :

taxes in each state were then applied and’
the results compiled. The rankings derived
from these zesults are shown in the accom-
panying table.

The reasons noted by the sudics for
Indiana’s high ranking are the inclusion of ,

inventory in the basc of the property tax
and the presence of the corporatc gross
income tax. . :

Bus

The results of studics of this kind may be
affecicd by three factors:

M The sclection of states may producc a
list that is not terribly relevant to every
statc on the list.

W The taxes sclected may lcave out a
significant portion of the tax burden on a
business. General sales taxes, for instance,
mav not be included because they are ofien
not considered 1o be busincss taxes.

& Because actual taxespaid by afirmare
the resultof complex laws, regulations and
accounting practices, the opporiunities for
crror or distortion are numerous in a study

that wies o apply the tax laws in several
states {c diverse hypothetical taxpaycrs.

Regardless of these potential problems,
new stale tax rankings are cerain 1o be
produced. If they continue Lo represent
Indiana as they have in recent studics, a
perception of Indiana business taxes as an
economic minus will develop.

It would not be surprising if Indiana’s
poor showing were partly a result of the
methodology of the rankings themselves.
At the same time, such negative ratings
should caution policymakers that the Indi-
ana tax structure is sending signals that
they may not want to have senL»
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Summary of Comparisons of

Business Taxes
Selected Studies

Pennsylvania Wisconsin Dept. of Texas Research
Economy League Revenue League
1987 1990 1990 =
1. W. Va. 7. Pa. 1. Ind. 10. Miss. 1. Ind. 10. Il
2. Ind. 8. N.J. 2. La. 11. Tenn. 2. La. 11. N.J.
3. Ohio 8. N.C. 3. Ariz. 12. Ga. 3. Chio  12. Wisc.
4. N.Y. 10. IL. 4. Minn.  13. Colo. 4. Ga.  13.Fla.
5. Mass. 11. Md. 5 Mich. 14. N.C. 5. Pa. 14. Tex.
Pennsylvanla Economy League 7. Chio 16. 1Il. 7. Callf 16. Okla.
Taxes Paid By ndustry, 1967 8. Tex. 17. Wisc. 8. NY. 17. Ark.
Prepared for the 9 N.Y. 18. lowa 9. Mass. 18. N.M.
e ol 19.Alabama  Tos fesser Lovave
and Analysls, Qorporate Tax Taxes, Austin, TX,
Climate, A Comparigon of November 1880

Nineteen State, Madlson, WI,
November 1880

» Composlte ranking by Indlana Flscal Policy Instltute
based on separate Industry calculations In orlginal study.
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