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Foreword

Dear ALEC Member,

In 2010, Oklahoma was just starting to climb out of the national recession that cost our state
nearly 80,000 jobs. Like people all around the country, many Oklahomans were struggling.
Jobs had disappeared in the wake of a financial crisis that was largely out of our control. Tax
revenues were down, and the state was facing a budget shortfall of over $500 million. It was
with that difficult backdrop that T reached out to our state’s legislative leaders to help me
build the best, most competitive economic climate possible. We set about reducing govern-
ment waste and making state government smaller, smarter, and more efficient. Like many
times in our state’s history, we rose to the challenge.

While many other states were raising taxes in order to close their budget gaps—and driv-
ing out jobs in the process—we cut our income tax. We provided relief to working families
and spurred economic growth in the private sector. As a result, we have seen a net increase of
almost 30,000 jobs in the last 12 months, and our job growth rate ranks in the top 10 among
all states. Our unemployment rate continues to be one of the lowest in the country at 6.1 per-
cent. And in 2011, Oklahoma ranked first in the nation for the growth of manufacturing jobs,
which grew five times faster than the national average.

All of these successes are the results of the kind of common sense, conservative policies
outlined by Dr. Art Laffer, Stephen Moore, and Jonathan Williams in Rich States, Poor States.
I have been committed to these fundamental principles for years, and we are seeing incredi-
ble results because our legislators have had the courage to stand with me in support of con-
servative governance. Oklahoma’s economy is outperforming the national economy, and our
success stands in stark contrast to the record of dysfunction, failed policies, and outrageous
spending that occurs in Washington, D.C.

Oklahoma could teach Washington a lesson or two about fiscal policy and the proper size
and role of government—and so could the tax and fiscal policy reforms espoused by ALEC.

Our growth as a state stands as a testament to the fact that low taxes, limited government,
and fiscal discipline are a recipe for job creation. But our work is not done. Based on the suc-
cess we have enjoyed enacting pro-growth policies like those championed by ALEC, our state
is moving forward with a bold tax reform plan that will represent the most significant tax cut
in state history and chart a course toward the gradual elimination of the state income tax. It
will give Oklahoma one of the lowest overall tax burdens in the entire country, making us a
more competitive state for those looking to move jobs here. This is the conservative center-
piece of our pro-jobs agenda that will let working families keep more of their hard-earned
money and provide a higher quality of life for all Oklahomans.

My advice to state officials around the country is to get to work enacting these policies, or
get ready to help your friends pack as they and their jobs get moving to Oklahoma!

Sincerely,

Governor of Oklahoma
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Executive Summary

midst climbing national debt and a

dismally slow economic recovery, it’s

evident that the solution to our eco-
nomic woes lies outside of the federal govern-
ment. Many states have taken the lead in iden-
tifying and implementing the policies that lead
to prosperity, and those states have suffered
less as a result of their pro-growth policies.

In this fifth edition of Rich States, Poor
States, Arthur B. Laffer, Stephen Moore, and
Jonathan Williams identify the states that ex-
perience prosperity and those that contin-
ue to struggle, highlighting the policies that
contribute to economic well-being in the 50
states. The authors also provide the 2012
ALEC-Laffer State Economic Competitive-
ness Index, based on state economic policies.
Through the empirical evidence and analy-
sis contained within these pages, discover
which policies lead to state economic growth
and which policies states should avoid.

In chapter 1, the authors lay the ground-
work for understanding what states must
do in order to increase growth and become
prosperous. First, they set the stage by iden-
tifying the biggest winners and losers in the
ALEC-Laffer State Economic Competitive-
ness Index over the past five years. From
there, Messrs. Laffer, Moore, and Williams
provide a lesson in economics 101, discuss-
ing the merits of supply-side economics, the
theory of incentives, and the evidence be-
hind taxpayers voting with their feet—very
strongly against high taxes. Finally, this
chapter highlights the best policies of the
states, from pension reform, to closing bud-
get gaps, to pro-business tax reform, and
everything in between. Readers should be
on the lookout for Oklahoma, Kansas, and

Missouri, where the personal income tax
may soon become a thing of the past.

Chapter 2 evaluates the influence several
policy variables have on state economies. The
authors begin with the personal and corpo-
rate income taxes, comparing the states with
the highest tax rates to the states with the
lowest, or in some cases zero, tax rates. The
results speak for themselves. The no income
tax states outperform their high tax counter-
parts across the board in gross state product
growth, population growth, job growth, and,
perhaps shockingly, even tax receipt growth.
This chapter allows readers to see the data
and decide which policies they think have
the greatest effect on state economies.

In chapter 3, the authors delve into one
of the most anti-growth tax policies: The un-
popular and economically damaging “death
tax.” From what not to do to where not to
die, the authors combine anecdotal evidence
with the data to show why the death tax is
one of the worst possible taxes for state econ-
omies. Less than half the states impose death
taxes, and that number is quickly dwin-
dling. Ohio and Indiana are leading the ef-
fort to eliminate these growth killing taxes,
and we expect others to soon follow in their
footsteps.

Finally, chapter 4 is the much anticipat-
ed 2012 ALEC-Laffer State Economic Com-
petitiveness Index. The first measure, the
Economic Performance Rank, is a historical
measure based on a state’s income per capita,
absolute domestic migration, and non-farm
payroll employment—each of which is high-
ly influenced by state policy. This ranking de-
tails states” individual performances over the
past 10 years based on the economic data.
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EXECUTIVE SUMMARY

The second measure, the Economic Out-
look Rank, is a forecast based on a state’s
current standing in 15 equally weighted pol-
icy variables, each of which is influenced di-
rectly by state lawmakers through the legis-
lative process. In general, states that spend
less, especially on transfer programs, and
states that tax less, particularly on produc-
tive activities such as working or investing,
experience higher growth rates than states
that tax and spend more.

The following variables are measured in
the 2012 ALEC-Laffer State Economic Out-
look ranking:

* Highest Marginal Personal Income Tax

Rate
* Highest Marginal Corporate Income
Tax Rate
* Personal Income Tax Progressivity
* Property Tax Burden

¢ Sales Tax Burden

¢ Tax Burden from All Remaining Taxes
e Estate Tax/Inheritance Tax (Yes or No)
* Recently Legislated Tax Policy Changes
* Debt Service as a Share of Tax Revenue
* Public Employees per 1,000 Residents
* Quality of State Legal System

* Workers’ Compensation Costs

e State Minimum Wage

* Right-to-Work State (Yes or No)

 Tax or Expenditure Limits

This fifth edition of Rich States, Poor States
provides 50 unique snapshots from our “lab-
oratories of democracy” for you to evaluate.
Study the rankings, read the evidence, and
learn about the proven principles that lead to
economic growth, job creation, and a higher
standard of living for all Americans.

ALEC-Laffer State Economic Outlook Rankings, 2012
Based upon equal-weighting of each state’s rank in 15 policy variables

1 Utah

2 South Dakota
3 Virginia

4 Wyoming

5 North Dakota
6 Idaho

7 Missouri

8 Colorado

9 Arizona

10 Georgia

11 Arkansas

12 Tennessee
13 Florida

14 Oklahoma

15 Mississippi
16 Texas

17 Michigan

18 Nevada

19 Louisiana

20 Maryland

21 Alabama

22 lowa

23 North Carolina
24 Indiana

25 Massachusetts
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26 Kansas

27 South Carolina
28 New Hampshire
29 Alaska

30 West Virginia
31 Nebraska

32 Wisconsin
33 Washington
34 Delaware

35 New Mexico
36 Montana

37 Ohio

38 California

39 Kentucky

40 Pennsylvania
41 Minnesota
42 New Jersey
43 Rhode Island
44 Connecticut
45 Oregon

46 Hawaii

47 Maine

48 Illinois

49 Vermont

50 New York




10 Golden Rules of Effective Taxation

When you tax something more you
get less of it, and when you tax
something less you get more of it.

Tax policy is all about reward and punish-
ment. Most politicians know instinctively
that taxes reduce the activity being taxed—
even if they do not care to admit it. Congress
and state lawmakers routinely tax things
that they consider “bad” to discourage the
activity. We reduce, or in some cases entirely
eliminate, taxes on behavior that we want
to encourage, such as home buying, going
to college, giving money to charity, and so
on. By lowering the tax rate in some cases to
zero, we lower the after-tax cost, in the hopes
that this will lead more people to engage in a
desirable activity. It is wise to keep taxes on
work, savings, and investment as low as pos-
sible in order not to deter people from partic-
ipating in these activities.

Individuals work and produce goods
and services to earn money for pres-
ent or future consumption.

Workers save, but they do so for the purpose
of conserving resources so they or their chil-
dren can consume in the future. A corollary
to this is that people do not work to pay tax-
es—though some politicians seem to think
they do.

Taxes create a wedge between the
cost of working and the rewards
from working.

To state this in economic terms, the differ-
ence between the price paid by people who
demand goods and services for consumption
and the price received by people who pro-
vide these goods and services—the suppli-
ers—is called the wedge. Income and other

payroll taxes, as well as regulations, restric-
tions, and government requirements, sepa-
rate the wages employers pay from the wages
employees receive. If a worker pays 15 per-
cent of his income in payroll taxes, 25 per-
cent in federal income taxes, and 5 percent
in state income taxes, his $50,000 wage is
reduced to roughly $27,500 after taxes. The
lost $22,500 of income is the tax wedge, or
approximately 45 percent. As large as the
wedge seems in this example, it is just part
of the total wedge. The wedge also includes
excise, sales, and property taxes, plus an
assortment of costs, such as the market
value of the accountants and lawyers hired
to maintain compliance with government
regulations. As the wedge grows, the total
cost to a firm of employing a person goes up,
but the net payment received by the person
goes down. Thus, both the quantity of labor
demanded and quantity supplied fall to a
new, lower equilibrium level, and a lower
level of economic activity ensues. This is why
all taxes ultimately affect people’s incentive
to work and invest, though some taxes clearly
have a more detrimental effect than others.

An increase in tax rates will not

lead to a dollar-for-dollar increase

in tax revenues, and a reduction in
tax rates that encourages production will
lead to less than a dollar-for-dollar reduc-
tion in tax revenues.

Lower marginal tax rates reduce the tax
wedge and lead to an expansion in the pro-
duction base and improved resource alloca-
tion. Thus, while less tax revenue may be
collected per unit of tax base, the tax base
itself increases. This expansion of the tax
base will, therefore, offset some (and in some
cases, all) of the loss in revenues because of
the now lower rates.

www.alec.org ix



PREFACE

Tax rate changes also affect the amount
of tax avoidance. The higher the marginal
tax rate, the greater the incentive to reduce
taxable income. Tax avoidance takes many
forms, from workers electing to take an im-
provement in nontaxable fringe benefits in
lieu of higher gross wages to investment in
tax shelter programs. Business decisions,
too, are based increasingly on tax consider-
ations as opposed to market efficiency. For
example, the incentive to avoid a 40 percent
tax, which takes $40 of every $100 earned,
is twice as high as the incentive to avoid a 20
percent tax, for which a worker forfeits $20
of every $100 earned.

An obvious way to avoid paying a tax is
to eliminate market transactions upon which
the tax is applied. This can be accomplished
through vertical integration: Manufacturers
can establish wholesale outlets; retailers can
purchase goods directly from manufactur-
ers; companies can acquire suppliers or dis-
tributors. The number of steps remains the
same, but fewer and fewer steps involve mar-
ket transactions and thereby avoid the tax.
If states refrain from applying their sales
taxes on business-to-business transactions,
they will avoid the numerous economic dis-
tortions caused by tax cascading. Michigan,
for example, should not tax the sale of rub-
ber to a tire company, then tax the tire when
it is sold to the auto company, then tax the
sale of the car from the auto company to the
dealer, then tax the dealer’s sale of the car to
the final purchaser of the car, or the rubber
and wheels are taxed multiple times. Addi-
tionally, the tax cost becomes embedded in
the price of the product and remains hidden
from the consumer.

If tax rates become too high, they may

lead to a reduction in tax receipts.

The relationship between tax rates
and tax receipts has been described by the
Laffer Curve.

The Laffer Curve (illustrated to the right)
summarizes this phenomenon. We start this
curve with the undeniable fact that there are
two tax rates that generate no tax revenue:
a zero tax rate and a 100 percent tax rate.

X Rich States, Poor States

(Remember Golden Rule #2: People don't
work for the privilege of paying taxes, so if
all their earnings are taken in taxes, they do
not work, or at least they do not earn income
the government knows about. And, thus, the
government receives no revenues.)

Now, within what is referred to as the
“normal range,” an increase in tax rates
will lead to an increase in tax revenues. At
some point, however, higher tax rates be-
come counterproductive. Above this point,
called the “prohibitive range,” an increase in
tax rates leads to a reduction in tax revenues
and vice versa. Over the entire range, with a
tax rate reduction, the revenues collected per
dollar of tax base falls. This is the arithme-
tic effect. But the number of units in the tax
base expands. Lower tax rates lead to higher
levels of personal income, employment, re-
tail sales, investment, and general econom-
ic activity. This is the economic, or incen-
tive, effect. Tax avoidance also declines. In
the normal range, the arithmetic effect of a
tax rate reduction dominates. In the prohib-
itive range, the economic effect is dominant.

The Laffer Curve

100%

Prohibitive Range

]
!

Normal Range

Tax Rate

Tax Revenue

Source: Laffer Associates

Of course, where a state’s tax rate lies
along the Laffer Curve depends on many
factors, including tax rates in neighboring
jurisdictions. If a state with a high employ-
ment or payroll tax borders a state with large
population centers along that border, busi-
nesses will have an incentive to shift their



operations from inside the jurisdiction of the
high tax state to the jurisdiction of the low
tax state.

Economists have observed a clear Laffer
Curve effect with respect to cigarette taxes.
States with high tobacco taxes that are locat-
ed next to states with low tobacco taxes have
very low retail sales of cigarettes relative to
the low tax states. Illinois smokers buy many
cartons of cigarettes when in Indiana, and
the retail sales of cigarettes in the two states
show this.

The more mobile the factors being

taxed, the larger the response to a

change in tax rates. The less mobile
the factor, the smaller the change in the tax
base for a given change in tax rates.

Taxes on capital are almost impossible to
enforce in the 21st century because cap-
ital is instantly transportable. For exam-
ple, imagine the behavior of an entrepre-
neur or corporation that builds a factory at
a time when profit taxes are low. Once the
factory is built, the low rate is raised sub-
stantially without warning. The owners of
the factory may feel cheated by the tax bait
and switch, but they probably do not shut
the factory down because it still earns a pos-
itive after tax profit. The factory will remain
in operation for a time even though the rate
of return, after tax, has fallen sharply. If the
factory were to be shut down, the after-tax
return would be zero. After some time has
passed, when equipment needs servicing,
the lower rate of return will discourage fur-
ther investment, and the plant will eventu-
ally move where tax rates are lower.

A study by the American Enterprise In-
stitute has found that high corporate income
taxes at the national level are associated with
lower growth in wages. Again, it appears a
chain reaction occurs when corporate taxes
get too high. Capital moves out of the high
tax area, but wages are a function of the ratio
of capital to labor, so the reduction in capital
decreases the wage rate.

The distinction between initial impact
and burden was perhaps best explained by
one of our favorite 20th century economists,

PREFACE

Nobel winner Friedrich A. Hayek, who
makes the point as follows in his classic, The
Constitution of Liberty:

The illusion that by some means of pro-
gressive taxation the burden can be shift-
ed substantially onto the shoulders of the
wealthy has been the chief reason why
taxation has increased as fast as it has
done and that, under the influence of this
illusion, the masses have come to accept a
much heavier load than they would have
done otherwise. The only major result of
the policy has been the severe limitation
of the incomes that could be earned by the
most successful and thereby gratification
of the envy of the less well off.

Raising tax rates on one source of

revenue may reduce the tax revenue

from other sources, while reducing
the tax rate on one activity may raise the
taxes raised from other activities.

For example, an increase in the tax rate on
corporate profits would be expected to lead
to a diminution in the amount of corporate
activity, and hence profits, within the tax-
ing district. That alone implies less than a
proportionate increase in corporate tax rev-
enues. Such a reduction in corporate activ-
ity also implies a reduction in employment
and personal income. As a result, person-
al income tax revenues would fall. This de-
cline, too, could offset the increase in corpo-
rate tax revenues. Conversely, a reduction in
corporate tax rates may lead to a less than
expected loss in revenues and an increase in
tax receipts from other sources.

An economically efficient tax sys-
tem has a sensible, broad base and
a low rate.

Ideally, the tax system of a state, city, or
country will distort economic activity only
minimally. High tax rates alter economic be-
havior. Ronald Reagan used to tell the sto-
ry that he would stop making movies dur-
ing his acting career once he was in the 90
percent tax bracket because the income he

www.alec.org Xi



PREFACE

received was so low alter taxes were taken
away. If the tax base is broad, tax rates can
be kept as low and nonconfiscatory as pos-
sible. This is one reason we favor a flat tax
with minimal deductions and loopholes. It is
also why more than 20 nations have now ad-
opted a flat tax.

Income transfer (welfare) payments

also create a de facto tax on work

and, thus, have a high impact on the
vitality of a state’s economy.

Unemployment benefits, welfare payments,
and subsidies all represent a redistribu-
tion of income. For every transfer recipient,
there is an equivalent tax payment or future
tax liability. Thus, income effects cancel. In
many instances, these payments are giv-
en to people only in the absence of work or
output. Examples include food stamps (in-
come tests), Social Security benefits (retire-
ment tests), agricultural subsidies, and, of
course, unemployment compensation itself.
Thus, the wedge on work effort is growing at
the same time that subsidies for not working
are increasing. Transfer payments represent
a tax on production and a subsidy to leisure.
Their automatic increase in the event of a fall
in market income leads to an even sharper
drop in output.

xii  Rich States, Poor States

In some high benefit states, such as Ha-
waii, Massachusetts, and New York, the en-
tire package of welfare payments can pay
people the equivalent of a $10 per hour job
(and let us not forget: Welfare benefits are
not taxed, but wages and salaries are). Be-
cause these benefits shrink as income levels
from work climb, welfare can impose very
high marginal tax rates (60 percent or more)
on low income Americans. And those dis-
incentives to work have a deleterious effect.
We found a high, statistically significant,
negative relationship between the level of
benefits in a state and the percentage reduc-
tion in caseloads.

In sum, high welfare benefits magnify
the tax wedge between effort and reward. As
such, output is expected to fall as a conse-
quence of making benefits from not work-
ing more generous. Thus, an increase in un-
employment benefits is expected to lead to a
rise in unemployment.

Finally, and most important of all for

state legislators to remember:

10 and if taxes are raised in B and
lowered in A, producers and

manufacturers will have a greater incentive

to move from B to A.

If A and B are two locations,
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Paving the Path to Prosperity

s we write this book, Greece and

the entire continent of Europe are

engulfed in a devastating finan-
cial crisis. Meanwhile, the federal govern-
ment here in the United States has accumu-
lated a national debt of $15.5 trillion and
counting. Additionally, job killing rules and
regulations continue to flow from Wash-
ington, D.C., to the states with accelerat-
ing frequency. The uncertainty revolving
around our federal tax code, the Supreme
Court’s forthcoming ObamaCare decision,
and restrictions on energy independence
all add to myriad challenges facing state
policymakers.

To be sure, states face tremendously long
odds to regain their economic footing in the
wake of the Great Recession; however, states
are beginning to fight back. Relying on Ar-
ticle V of the U.S. Constitution, many states
are reasserting their right to rein in a fiscal-
ly reckless Congress by proposing the Bal-
anced Budget Amendment.! Further, some
state legislators are advancing the Freedom
of Choice in Health Care Act, which allows
patients to pay directly for their health care
services and prohibits penalties against pa-
tients who choose not to purchase health
insurance.” Finally, states are fighting back
against the federal government’s job killing
environmental regulations.’

The election of many fiscally conservative
officials in 2010 has produced real change in
the way state governments approach the fun-
damental issues of taxes and spending. Nec-
essary, if not long overdue, changes are being
made across the states, in our 50 “laborato-
ries of democracy.” As we will discuss in this
chapter, and throughout this publication,

2 Rich States, Poor States

numerous states seek to become more com-
petitive in these uncertain economic times.

Lessons from the Laboratories

If we had to summarize the findings of this
publication and our comparative analysis of
state policy in one sentence, it would be this:
Be more like Texas and less like California.
Of course, California has become the pri-
mary example of how not to govern a state.
“California Dreamin™ began long before the
Mamas and the Papas sang about it in 1965.
Even though the dream of success has nev-
er wavered, the ability of Californians to ful-
fill their dreams has. Despite the state’s many
natural advantages, California is not liv-
ing up to its reputation as the country’s eco-
nomic leader. All sorts of other treasures are
unique to California like the Rose Bowl, the
Beach Boys, giant redwoods, and the Reagan
Library. California in many ways is special,
but it is a shadow of its former self. California
has a top marginal personal income tax rate
of 10.3 percent, a top marginal corporate in-
come tax rate of 8.84 percent, and the most
progressive tax structure in the country. The
state that used to be the fifth largest economy
in the world has dropped to ninth. California
suffered a net loss in domestic migration of
1.5 million people from 2001 to 2010, as well
as 2.5 percent non-farm employment loss.
Unfortunately for the Golden State, economic
decline is unlikely to stop anytime soon.

If California wants to get back on the
path to prosperity, then it needs to look to
Texas. The Lone Star State has no person-
al income tax, a favorable business climate,
and it’s benefiting from this set of policies.
Texas had the biggest population growth in
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the nation over the past decade, resulting in
an additional four congressional seats fol-
lowing the 2010 census. Businesses in Cal-
ifornia, Illinois, and other high tax states
are looking to Texas as a place to call home,
and many businesses have already made the
move. For example, Waste Connections de-
cided to make the switch from California to
Texas, despite the $18 million cost to do so.*
Though Waste Connections made profits
in 2010 and 2011, the company decided to
make a long-term investment by moving to a
state with a friendlier business climate. Such
decisions are adding up to big losses for Cal-
ifornia, which has lost 2,500 employers and
109,000 jobs because of relocation over the
past four years. These businesses are going
to Texas, Nevada, and Arizona, among oth-
er states. Figure 1 is a stunning picture that
encapsulates the consequences of the policy
implosion in California. It also shows us that
the states with the largest inflows bordered
California, which had one of the largest out-
flows of all 50 states.

One of the key elements of this publication

HI
y34

Il Top 10 (Population Gain)
[ Bottom 10 (Population Loss)

is our economic outlook rankings of the
50 states (found in chapter 4), based on 15
equally weighted factors that drive compet-
itiveness. Over our five editions of this pub-
lication, we have seen states rise and fall
based on changes in policy—and sometimes
dramatically so. One of the great, understat-
ed facts of state policy is that states do not
enact policy changes in a vacuum. When a
state changes policy, for better or for worse, it
immediately affects its competitiveness.
Briefly, let us look to this year’s “richest”
state and this year’s “poorest” state. Congrat-
ulations to the great state of Utah for earn-
ing the top economic outlook ranking in
America. Even more impressive is the fact
that the Beehive State has earned that dis-
tinction for every one of our five editions.
We applaud Gov. Gary Herbert and the Utah
Legislature for remaining committed to com-
petitive fiscal policies and job creation. On
the other hand, New York ranks dead last
for the fourth year in a row by engaging in
the same old cronyism and job killing poli-
cies that have pushed countless job creators
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to look for greener pastures. As lawmak-
ers across the country continue the debate
on fiscal policy, we encourage them to learn
from New York’s many mistakes and look to
Utah as a model of success.

To commemorate this fifth edition of Rich
States, Poor States, we wanted to take a look
back to see how the states have fared since
the initial edition.

We wanted to highlight a few states that
stood out from the rest, particularly those
proving to be movers and shakers. That is to

say, they have shown the most movement in
our ALEC-Laffer State Competitiveness In-
dex over the last five years. Since our first
edition, the biggest movers and shakers have
been Indiana, which dropped 12 spots, and
Missouri, which gained 18 spots. However,
Indiana did not get the benefit of its corpo-
rate income tax reduction or right-to-work
legislation as of this publication. Therefore
we expect to see it recover from its steep
drop in next year’s rankings.

Ohio and North Dakota saw significant

FIGURE 2 | Rich States, Poor States from the Beginning
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gains with 13 and 10 spots gained, respec-
tively. Maryland, Alaska, and West Virgin-
ia are in fourth place, at eight spots gained.
Maryland represents a unique case, given its
proximity to our nation’s capital. The Old
Line State is home to federal workers and
several federal agencies that support the fed-
eral government. Because the federal gov-
ernment is largely insulated from the boom
and bust cycle of the economy, Maryland’s
economy is also insulated from many of the
effects of an economic downturn. Though
Virginia also borders Washington, D.C., and
is also insulated somewhat from the boom
and bust cycle, it ranks significantly above
Maryland because of its pro-growth policies.

Tax Policy Matters to State
Economic Growth
When filing federal tax returns with the U.S.
Internal Revenue Service (IRS), taxpayers re-
port a great deal of information, including
their adjusted gross income, number of de-
pendents, various deductions, and catego-
ries of income. The filer also reports his or
her state and county of residence. With all
of this data, the IRS is able to track people’s
state and county location over time, which
gives us incredible insight into where people
are moving and what role state policy may
play in their decisions. This data is an unbi-
ased adjudicator of state actions and tells the
story of how people vote with their feet. Co-
author Dr. Laffer voted with his feet and fled
from California, not because he didn’t enjoy
the beautiful beaches or sunny allure of the
Golden State, but because of its burdensome
taxation, over-regulation, and excessive state
and local spending. He relocated to business
friendly Tennessee, a right-to-work state and
one of nine states without a personal income
tax. When tax filers, especially high income
earners, leave a state, they not only deprive
the state of revenue, but also they buy goods
and services and invest their income into an-
other state’s economy. The trend of people
voting with their feet is clearly shown in Fig-
ure 1 on page 3.

As we mentioned in last year’s edition,
this trend of people voting with their feet and
moving from high tax states to low tax states

PAVING THE PATH TO PROSPERITY

is not new or surprising. As the 2010 Census
map on the next page shows, high tax and
heavily unionized states such as New York,
New Jersey, Illinois, Ohio, Pennsylvania, and
Michigan lost congressional seats where-
as low tax, right-to-work states such as Tex-
as, Florida, Arizona, Utah, Nevada, Georgia,
and South Carolina gained seats.’

A recent study from the Left-wing Center
on Budget and Policy Priorities (CBPP) con-
cludes, almost laughably, that taxes do not
motivate people to leave high tax states.® The
study’s authors argue that weather may have
more of an effect on migration patterns than
tax rates.

If that were true, wouldnt people be
moving to California and Hawaii in droves?
Census data shows that this simply isn’t hap-
pening. Over the last 20 years, 3.6 million
more Americans have moved out of Califor-
nia than have moved in, and 130,000 more
Americans have moved from Hawaii than to
it. Moreover, in 2010, the beautiful state of
California did not gain a congressional seat
for the first time since 1850. In striking con-
trast, Texas gained four congressional seats.
Additionally, as the Census data shows, Flor-
ida gained 2.3 million net residents since
1980.

So how is it that two of the most phys-
ically attractive states in the nation could
possibly be losing taxpayers while Florida
and Texas are steadily gaining them?

The argument that weather matters more
than taxes falls flat on its face when you look
to Alaska, which has one of the most un-
desirable climates in the country. The Last
Frontier suffered only half the population
loss of Hawaii, one of the world’s most desir-
able places to live. If weather matters more
than taxes, then why is Alaska performing
so well compared to California and Hawaii?
We suggest that policy differences are part of
the answer. Hawaii now has the highest state
income tax in the nation at 11 percent, while
Alaska is one of the nine states without per-
sonal income taxes on wages.

Census data consistently shows that peo-
ple choose where to live, engage in com-
merce, and invest based on economic com-
petitiveness. High tax rates drive many
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FIGURE 3 | Apportionment of the U.S. House of Representatives Based on the 2010 Census

NO CHANGE

Source: U.S. Census Bureau, 2010

people and businesses to move to lower tax
states, and those people take their tax rev-
enues with them. State tax policies play a
significant role in determining which states
prosper and which states fall behind in terms
of economic performance.

Over the last decade, on net, more than
4.2 million individuals have moved out of
the 10 states with the highest state and lo-
cal tax burdens (measured as a percentage of
personal income). Conversely, more than 2.8
million Americans migrated to the 10 states
with the lowest tax burdens. Put differently,
every day on average—weekends and holi-
days included—1,265 individuals left the
high tax states, nearly one a minute.’

The authors of the CBPP study claim
there is no proof wealthy people relocate in
response to higher tax bills. However, log-
ic, numerous academic studies, and abun-
dant anecdotal evidence say otherwise. For
instance, when Maryland enacted a spe-
cial income tax on millionaires in 2008, it
saw a 33 percent decline in tax returns from
millionaire households. The authors of the
CBPP study attempt to dismiss this exodus
as a simple result of the recession, but that
argument doesn't hold water. According to a
Bank of America Merrill Lynch study of fed-
eral tax return data on people who migrated
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from one state to another, Maryland lost $1
billion of its net tax base in 2008 because of
out-migration.®

The folks at CBPP and other left-wing tax
groups generally attempt to argue that high
taxes, especially on the ever-changing cate-
gory of people known as “the rich,” are neces-
sary to promote fairness and collect revenue.
However, these dedicated class warriors of-
ten forget a very basic fact: Many high income
earners are actually small businesses that pay
taxes through the individual side of the tax
code, so millionaire taxes are often paid by
small business owners and operators, mak-
ing these misguided policies job killers, plain
and simple. Taxes never redistribute wealth,
but they do redistribute people.

State elected officials obviously have lit-
tle control over their states’ 10-day forecasts,
but they do control their states’ tax climates.
We know tax policy is not the only reason
people are motivated to live, invest, or grow
a business in a state, but it plays a signifi-
cant role. State lawmakers should keep this
in mind as they shape public policy.

There is a strong correlation between
high tax burdens and state outward migra-
tion and between low tax burdens and state
inward migration. We are pleased to see that
some states are beginning to recognize the



correlation and are making fundamental
reforms.

Fundamental Pension Reform

Hits the States

Budget shortfalls plagued almost every state
throughout the recession. During the good
times, states increased spending and made
promises to state employees that are no lon-
ger sustainable. Now, states must make the
tough choice to reform programs and bene-
fits. Some states, like Wisconsin, have served
as models for other states struggling to make
the necessary changes to get back on track.
Other states, like Illinois, ignore the good
examples and continue to enact the same
bad policies that got them to where they are
in the first place. The good news, however,
is that more and more states are recogniz-
ing the fiscal reality that their spending and
pension habits cannot continue. To see the
unfunded pension liability in your state, see
Table 1 on page 9.

Wisconsin Braves Pension Reform;

Illinois Shuns It

Wisconsin and Illinois, which share a bor-
der, have taken contradictory approaches to
reforming state spending programs and in-
creasing economic competitiveness. Their di-
vergent paths allow the rest of us to see which
approach is more successful.

In 2011, Wisconsin faced a $3.6 billion
budget deficit due to overspending, account-
ing gimmicks, and increases in unfunded
pension liabilities. And, after residents and
business owners faced years of unfair tax
increases, Gov. Scott Walker was in a par-
ticularly tough position to either raise tax-
es again on hardworking taxpayers or find
places in government to trim.

Making the decision to put Wisconsin
on a path of fiscal sustainability, Gov. Walk-
er reined in government worker benefits by
proposing a bold, and indeed controversial,
plan to pull the state out of debt: Act 10.

The legislation asked state workers to
contribute 12.6 percent to their health in-
surance premiums and 5.8 percent to pre-
serve their pensions. The state would then
match the employee another 5.8 percent.

PAVING THE PATH TO PROSPERITY

The new law ensured that collective bargain-
ing rights were only extended to matters of
salary negotiation. Additionally, salary in-
creases were to be based only on the rate of
inflation. What is more, this legislation gave
local school boards the power to make exec-
utive decisions, to make up for the lessened
state funding.’

As contentious as Act 10 has been, the
results are in and Wisconsin is already reap-
ing the benefits of these legislative changes.
As of September 1, 2011, the state had al-
ready saved $162 million. Additionally, local
school districts have used their new freedom
to make decisions locally, saving local tax-
payers $300 million. Here are some success
stories resulting from Act 10:

» Kaukauna School District turned its
$400,000 deficit into a $1.5 million sur-
plus by undergoing contract extensions
that require employee contribution to
health care and pension costs.'?

» Appleton School District saved $3.1
million in health care costs alone just
by negotiating with the district’s health
insurance provider for a lower rate."!

* Wood County, for the first time in 10
years, will realize a budget surplus.'?

* Milwaukee taxpayers have saved
$25 million just from the increased
employee health and pension contribu-
tions imposed by the state."

These results are truly remarkable, and
we commend Gov. Walker for standing up
for Wisconsin taxpayers and putting govern-
ment on the track of fiscal sustainability.

In stark contrast to Wisconsin's success-
es, the story in Illinois is not so uplifting.
Over the last 10 years, Illinois legislators have
continuously ignored the pension burden in
their state—so much so that Illinois has one
of the worst pension systems in the nation,
with an estimated unfunded liability rang-
ing from $54 billion to $192 billion, depend-
ing on your actuarial assumptions (see Table
1 on page 9). Furthermore, the official state
estimates do not include the $17.8 billion in
pension obligation bond payments that are
owed.!* In addition, Illinois policymakers
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have spent beyond their means, borrowed
money they don't have, and made promis-
es to public employee unions that they can-
not fulfill. Not only did Illinois face signif-
icant unfunded pension liabilities, but also
lawmakers had to confront large deficits and
potential cuts to state programs.

Kicking the can down the road yet again,
Gov. Pat Quinn attempted to solve the prob-
lem with a 67 percent increase on personal
income taxes and a 46 percent increase on
corporate income taxes, putting the burden
on taxpayers, rather than the government, to
solve the crisis.’> These tax increases were
meant to be coupled with deep budget cuts
to get the state back on track once and for
all, but unfortunately we have seen this sto-
ry one too many times—and it doesn't end
optimistically.

Because Illinois had promised state pen-
sions to public employees, most of the rev-
enue brought in from the increased taxes
went straight to the pension liabilities. And,
while legislators slashed some budget items,
the growth in spending on other programs
canceled out any savings. Further, more
than $1 billion in spending was pushed to
the next fiscal year in an attempt to hide
some of the budget crisis from taxpayers."”
Unsurprisingly, increased taxes did not pre-
vent Illinois from practicing the same budget
gimmicks it has used all along.

Still facing an $8.5 billion deficit, Illinois
has suffered a credit downgrade and owes
months’ worth of backlogged bills. Despite
this fact, Gov. Quinn “reportedly wants to
pay off more than $6 billion in unpaid bills
by borrowing money. And he hopes the Gen-
eral Assembly will approve the plan.”®

Since the tax increases, Illinois has seen
higher unemployment rates, additional resi-
dents joining state unemployment programs,
and businesses fleeing the state. FatWallet,
based in Rockton, moved a short 3.5 miles
north to Beloit, Wisconsin “to escape a huge
increase in Illinois’ business taxes.”"* Anoth-
er business, Catalyst Exhibits, also moved its
booming business across state lines to Wis-
consin. “We are really a place that is open
for business,” said Gov. Walker, who nee-
dled his southern neighbor. “Contrast that to
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Illinois, where they’re not only raising tax-
es, but where they’ve got a pension system
that’s less than half-funded. We've got a ful-
ly funded pension system. We've got long-
term stability.”* This short case study shows
that Wisconsin is on the road to prosperity
and Illinois is on the tipping point of delin-
quency. Lawmakers who are looking to fun-
damentally improve their state economies
should look to the dramatic success in Wis-
consin and run as far as they can away from
the Ilinois model.

Blue State Rhode Island Passes Bipartisan Pen-
sion Reform
Perhaps the biggest pension reform success
last year came from Rhode Island. This tiny
liberal state had a big problem: An estimat-
ed unfunded liability ranging from $6.8 bil-
lion to more than $15 billion (depending on
your actuarial assumptions). Assuming an
unfunded pension liability of roughly $15
billion, which is from the estimate that uses
generally accepted accounting principles
(GAAP) from the private sector, every man,
woman and child in Rhode Island owed
$14,256. Realizing that the system was un-
sustainable, Gov. Lincoln Chafee and State
Treasurer Gina Raimondo proposed and suc-
cessfully pushed for the Rhode Island Retire-
ment Security Act of 2011 (RIRSA), which
the legislature passed on a bipartisan basis.”!
While initially many Rhode Islanders
didn’t take the need for reform seriously, they
began to see reality when one city in the state,
Central Falls, declared bankruptcy and cut
public pension plans by nearly 50 percent.*
Passing RIRSA wasn't easy and took a lot of
input and analysis from employees, retirees,
residents, and other groups throughout the
state. The plan provides that:

* Reforms apply to existing employees as
well as new workers.

* Both employees and taxpayers will
share the burden of investment risks.

* Workers are subject to cost-of-living
adjustments that take into consider-
ation the pension fund’s over or under
performance.

 Cost-of-living adjustments are frozen



Table 1 | State Unfunded Pension Liabilities

m PEW Study AEI Study Novy-Marx and Rauh Study

AK
AZ
AR
CA
co
CcT
DE
FL
GA
HI
ID
IL
IN
1A
KS
KY
LA
ME
MD
MA
Mi
MN
MS
MO
MT
NE
NV
NH
NJ
NM
NY
NC
ND
OH
OK
OR
PA
RI
SC
SD
TN
X
uTt
VT
VA
WA
WV
Wi
WYy

Total U.S.

$9,228,918,000
$3,522,661,000
$7,871,120,000
$2,752,546,000
$59,492,498,000
$16,813,048,000
$15,858,500,000
$129,359,000
($1,798,789,000)*
$6,384,903,000
$5,168,108,000
$772,200,000
$54,383,939,000
$9,825,830,000
$2,694,794,000
$8,279,168,000
$12,328,429,000
$11,658,734,000
$2,782,173,000
$10,926,099,000
$21,759,452,000
$11,514,600,000
$10,771,507,000
$7,971,277,000
$9,025,293,000
$1,549,503,000
$754,748,000
$7,281,752,000
$2,522,175,000
$34,434,055,000
$4,519,887,000
($10,428,000,000)
$504,760,000
$546,500,000
$19,502,065,000
$13,172,407,000
$10,739,000,000
$13,724,480,000
$4,353,892,000
$12,052,684,000
$182,870,000
$1,602,802,000
$13,781,228,000
$3,611,399,000
$461,551,000
$10,723,000,000
($179,100,000)
$4,968,709,000
$252,600,000
$1,444,353,000
$452,195,687,000

$43,544,880,000
$14,192,229,000
$45,004,090,000
$20,026,314,000
$398,490,573,000
$71,387,842,000
$48,515,241,000
$5,688,663,000
$98,505,110,000
$58,742,784,000
$18,533,398,000
$10,022,613,000
$192,458,660,000
$33,756,655,000
$21,266,226,000
$21,827,991,000
$47,016,382,000
$43,797,899,000
$13,227,289,000
$48,199,258,000
$60,476,274,000
$72,187,197,000
$59,354,330,000
$32,225,716,000
$56,760,147,000
$8,633,301,000
$7,438,589,000
$33,529,346,000
$10,233,796,000
$144,869,687,000
$27,875,180,000
$182,350,104,000
$48,898,412,000
$4,099,053,000
$187,793,480,000
$33,647,372,000
$42,203,565,000
$114,144,897,000
$15,005,840,000
$36,268,910,000
$5,982,103,000
$30,546,099,000
$180,720,642,000
$18,626,024,000
$3,602,752,000
$53,783,973,000
$51,807,902,000
$14,378,914,000
$62,691,675,000
$6,628,204,000
$2,860,967,583,000

*Parentheses indicate surplus in state pension funds. Please see endnote 16.
Source: State Budget Solutions
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$40,400,000,000
$9,300,000,000
$48,700,000,000
$15,800,000,000
$370,100,000,000
$57,400,000,000
$4,900,000,000
$5,100,000,000
$8,980,000,000
$57,000,000,000
$16,100,000,000
$7,900,000,000
$167,300,000,000
$30,200,000,000
$17,000,000,000
$20,100,000,000
$42,300,000,000
$36,400,000,000
$11,800,000,000
$43,500,000,000
$54,200,000,000
$63,600,000,000
$55,100,000,000
$28,700,000,000
$42,100,000,000
$7,100,000,000
$6,100,000,000
$17,500,000,000
$8,200,000,000
$124,000,000,000
$23,900,000,000
$132,900,000,000
$37,800,000,000
$3,600,000,000
$166,700,000,000
$30,100,000,000
$37,800,000,000
$100,200,000,000
$13,900,000,000
$43,200,000,000
$4,700,000,000
$23,200,000,000
$142,300,000,000
$16,500,000,000
$3,300,000,000
$48,300,000,000
$42,900,000,000
$11,100,000,000
$56,200,000,000
$5,400,000,000
$2,485,800,000,000
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for current retirees in the defined-ben-
efit plan.”?

Not only does RIRSA save Rhode Is-
land taxpayers billions of dollars, it also pro-
vides public workers with the security that
their money will be there when they retire.
Rhode Island has proved that the choice is
not between Republican or Democrat, Left
or Right. Though RIRSA was monumental,
Rhode Island still has some work to do.

The initial draft of RIRSA set out not only
to reform state pension plans, but munici-
pal ones as well. As it went through the leg-
islature, the municipal aspect of pension re-
form was removed. This is unfortunate, as
other cities in Rhode Island are seriously un-
derfunded and on the verge of delinquen-
cy. We anticipate seeing more good reforms
from the Ocean State this year and hope they
can tackle their pension burden once and for
all. Reflecting on the success of pension re-
form in the Ocean State, Gov. Chafee re-
marked, “With the passage of the Rhode Is-
land Retirement Security Act, Rhode Island
has demonstrated to the rest of the country
that we are committed to getting our fiscal
house in order. While this is an important
step toward comprehensive pension reform,
it is not complete. Our job is not done.”*

Cheerful News from the States

Every year, we like to highlight some of the
state policy success stories from around the
country. Now more than ever it seems many
states are starting to understand what it
takes to achieve prosperity.

Oklahoma, Kansas, and Missouri Take Steps to
Phase out Personal Income Taxes
In the next chapter, we compare the econ-
omies of the nine states without a person-
al income tax with the nine states with the
highest marginal personal income tax rates.
Without getting too deep into the data for
now, we can tell you that the record of the
no income tax states is far better. Some of the
leaders of three states in America’s heartland
understand this fact and are working to re-
peal their state’s personal income tax.

The Oklahoma Council on Public Affairs
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(OCPA), with Arduin, Laffer & Moore Econo-
metrics, recently released a policy paper that
shows the negative effects income taxes have
on growth. It also provides a plan to elim-
inate the personal income tax over time—
without raising taxes. By eliminating tax
credits, deductions, and exemptions, Okla-
homa can start by bringing its income tax
down to 3 percent from 5.25 percent, and
completely phase it out by 2022. The plan
has received significant attention in Okla-
homa, and both the Senate and House have
passed bills to phase out the income tax.”
Rep. Leslie Osborn, one of the key sponsors
of the bill, said, “Our goal is to transform
Oklahoma into the best place to do busi-
ness, the best place to live, find a quality job,
raise a family, and retire in all of the United
States. Not just better than average, but the
very best.”

Meanwhile, Kansas Gov. Sam Brownback
has a similar plan to phase out the income tax
over the next decade. The first step would be
a rate reduction to 4.9 percent from today’s
6.45 percent. In order to cover the costs of
this plan, Gov. Brownback proposed broad-
ening the tax base. And next door in Mis-
souri, a voter initiative will likely be on the
on the ballot this November. It would elim-
inate the state’s personal income tax entire-
ly and replace it with an enhanced consump-
tion tax. Recent studies by the Show-Me
Institute, a free-market think tank in Saint
Louis, show that eliminating the income tax
would significantly benefit Missourians. In a
2009 case study, researchers found that re-
placing personal and corporate income tax-
es with a broad, revenue neutral 5.11 per-
cent sales tax would cause the state economy
to grow faster.?®

New Governor Eliminates the Michigan
Business Tax

In his first year in office, Michigan Gov. Rick
Snyder made drastic changes to improve his
state’s economic competitiveness. He bal-
anced the budget ahead of schedule with-
out increasing taxes and overhauled the
state tax code by eliminating the unfair and
job stifling Michigan Business Tax (MBT).*"
The MBT was a combination of a corporate



income tax and a gross receipts tax. Corpo-
rate profit was taxed at 4.95 percent, all trans-
actions were taxed at 0.8 percent, and there
was a 21.99 percent surcharge on the total
tax liability.®® This tax system hurt Michi-
gan businesses because it increased the costs
of business-to-business transactions. It even
made businesses that failed to make a profit
liable for a tax bill. The MBT disproportion-
ately affected companies that sold high vol-
umes of goods but at low profit margins, such
as grocery and department stores.

By eliminating the MBT and replacing it
with a flat corporate income tax of six per-
cent, Gov. Snyder was able to dramatical-
ly improve Michigan’s business tax climate.
The MBT elimination represented a tax cut
of $1.67 billon to job creators.?* By remov-
ing the MBT, Michigan proved it is open for
business. Though the state has a long way to
go, we commend these efforts and urge other
state leaders to follow in Gov. Snyder’s foot-
steps by balancing their budgets without tax
increases, and closing loopholes, leveling the
playing field, and eliminating unfair tax bur-
dens for job creators.

Ohio Closes Largest Shortfall in State History
without a Tax Increase

Facing the largest budget shortfall in Ohio
state history, newly elected Gov. John Kasich
tackled the problem. He reduced the Buckeye
State’s $8 billion budget gap to zero, without
raising taxes, when he signed HB 153 on July
1, 2011.°° “We can’t tax our way to prosperi-
ty, but we can’t cut our way either,” said Gov.
Kasich.” He made tough decisions about
what needed to be cut and put creating jobs
at the top of his priority list in 2011. HB 153
expanded charter school and voucher pro-
grams, streamlined government by abolish-
ing and reforming various state boards, and
reduced some aid to local governments. Most
remarkably, it eliminated the death tax, ef-
fective in 2013.%> “We promised Ohioans a
new way and a new day, and we're deliver-
ing,” Gov. Kasich said.*> We will talk more
about death taxes in chapter 3.

North Dakotans Experience Real Tax Relief
North Dakotans started the New Year

PAVING THE PATH TO PROSPERITY

experiencing the benefits of tax relief. Pro-
growth legislation enacted last year result-
ed in a 17.9 percent reduction in each of the
brackets in North Dakota’s personal income
tax. The corporate income tax went down
19.5 percent in each bracket. Peace Garden
State residents also now enjoy $342 million
in residential and business property tax re-
lief. Experts estimate that the owner of a
home worth $150,000 will save about $500
in taxes each year.>* “With our state econo-
my strong and growing stronger, it’s impor-
tant that the people of North Dakota see a
substantial share of our economic gains re-
flected in their tax bills,” Gov. Jack Dalrym-
ple said.”

Nebraska Governor Introduces

Fundamental Reform

Gov. Dave Heineman experienced a wake-up
call after Forbes featured Nebraska in its ar-
ticle “Places Not to Die in 2012.7*° The gov-
ernor designed a tax reform package to cre-
ate a more competitive business climate in the
Cornhusker State. Under this plan, Nebras-
ka’s onerous inheritance tax would be ful-
ly repealed (more on this in chapter 3). Not
wanting his state to fall behind Kansas and
Oklahoma, he also proposes reducing both
individual and corporate income taxes. We
look forward to seeing the results as Nebraska
creates a more competitive business climate.

States Consider Making No Income Tax Status
Permanent

New Hampshire and Tennessee are both
considering constitutional amendments to
ban the personal income tax for good. We
have consistently argued that states with
no income taxes, both personal and corpo-
rate, enjoy higher employment and greater
economic growth than states with high in-
come taxes.”” We are encouraged to see New
Hampshire and Tennessee taking steps to
ensure that today’s children will be able to
enjoy a healthy economic climate.

lIowa Legislature Considers Property Tax Cut

In February 2012, the Iowa House passed
House File 2274, property tax relief leg-
islation. If this bill passes the Senate, the
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legislation will provide $417 million in prop-
erty tax cuts for lowa homeowners and $602
million for businesses.*® The plan also pro-
motes predictability for families and employ-
ers. This pro-growth policy signals to busi-
nesses that Iowa’s property tax system is
competitive and assures them that they can
expand, locate, and hire without worrying
about future tax increases.

From Corzine to Christie: A Breath of Fresh Air
Class warfare doesn’t have a place in New
Jersey under Gov. Chris Christie, a breath
of fresh air from the job killing policies of
Gov. Jon Corzine. The current adminis-
tration wants to live within its means and
solve budget problems without going back
to taxpayers for more. In fact, this ses-
sion Gov. Christie has proposed a 10 per-
cent personal income tax cut for all taxpay-
ers. New Jersey’s recent pension and health
care reforms will save about $120 billion
over the next 30 years, allowing the state
to make the tax reforms necessary for pri-
vate sector success.” Since Gov. Christie
took office, New Jersey added 60,000 pri-
vate sector jobs, while shrinking the size
of the government by eliminating 21,000
public sector jobs.*® Gov. Christie is touting
these results across the river in New York,
where Gov. Andrew Cuomo just announced
a tax increase on the wealthiest taxpayers.

New Governor Trims Taxes in New Mexico
Gov. Susana Martinez understands that in
order to tackle budget shortfalls and unem-
ployment, New Mexico must implement pro-
business policies. Though the 2012 session
was short, Gov. Martinez and the New Mex-
ico legislature had a great success in elim-
inating the gross receipts tax for business-
es earning less than $50,000 a year. During
her State of the State address, Gov. Martinez
also acknowledged that New Mexico needs
to stop the double, and sometimes triple,
taxation of business-to-business transac-
tions.”® On the spending side, Gov. Martinez
has said that she will call a special session
to address pension reform if the legislature
does not do anything about the liability dur-
ing regular session in 2013.#
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Components of the ALEC-Laffer State
Economic Competitiveness Index
Throughout this book we are going to ana-
lyze specific state policies in ways that pro-
vide comparisons of what the state in ques-
tion is doing relative to the policies of the
other states. To isolate the impact of a policy
change in one state we are going to standard-
ize for what the other states are doing. While
a state’s policies are important, we need to ac-
knowledge and adjust for factors outside the
control of the state. First, each state is part of
the whole country and what the country does
will affect the state. In general, we would ex-
pect this country effect to dominate a state’s
performance simply because federal policies
are broader and more pervasive than state
and local policies.

The U.S. corporate income tax rate, for
instance, is inescapable at the state level. But
if a state levies its own corporate income tax,
then it is even less competitive in the inter-
national marketplace. For a business to oper-
ate in Philadelphia, Pennsylvania, for exam-
ple, it must pay the federal income tax rate
of 35 percent, the Pennsylvania rate of 9.99
percent, and the Philadelphia rate of 6.45
percent—even after deductibility, this is a
huge share of the company’s income.

Second, each state will be affected by its
neighboring states and its competitor states.
Where a business chooses to locate depends
not only on one state’s policies but also upon
each state’s policies. Choice means “A versus
B,” not just whether A is good or not.

And, when state A employs sound pol-
icies and state B does not, the consequenc-
es are rarely good for state B. For an exam-
ple let us again turn to California. For years
now, Sacramento has operated as a laborato-
ry of tax-and-spend liberalism. The predict-
able consequence was not only a mass exo-
dus of Americans leaving California, but also
the mass inflows of former Californians in
neighboring states.

The focus of this book is on the political
economy and especially economic policies as
they affect the competitiveness of states. Un-
derstanding economics is the key to achiev-
ing prosperity, whether we are viewing the
entire world, a country, a state, a city, or a



family. Therefore, we are going to focus on
supply-side economics for the variables we
use to evaluate the economies of states across
the nation.

Proving Free-Market Policies are the Key
to Success

Now that our great state experiment has
been underway for more than 200 years,
policymakers can look back and see which
policies promote prosperity. One of the les-
sons that we've learned is that states with
low tax burdens tend to have stronger econo-
mies. Left-wing tax groups attempt to refute
this concept, arguing that high taxes are nec-
essary to promote fairness and collect reve-
nue. Most recently, the Institute on Taxation
and Economic Policy (ITEP) came out with
a study that suggests high tax states outper-
form low tax states.

So who is right? Answering that question
takes us into the realm of research design.
Oftentimes it is difficult to demonstrate cau-
sation in economics. How do we know if ac-
tion A (cutting tax rates) causes B (economic
growth)? In order to absolutely demonstrate
causation, researchers must use a controlled
experiment.* Unfortunately, we don’t have
the ability to run controlled (or “double-
blind”) experiments in a complex econo-
my. It is relatively easy to prove correlation:
When we do A, we tend to see B. But as any
novice research scientist will tell you, corre-
lation is not the same thing as causation. You
may see that B follows A. That fact, though,
does not mean that A causes B.

So to prove causation, we need to do
three things. First, we must show a strong
correlation between the suspected cause, A,
and the effect, B. Next, we must isolate the
A from everything else that might cause B.
Lastly, we introduce A into a system or envi-
ronment that doesn’t already have it. Corre-
lation, isolation, and introduction are need-
ed to show causation.

To return to the policy arena, do high tax
states fare better than low tax states? The data
over the last decade says no. As we explain
in the next chapter, low tax states consistent-
ly outperform high tax states. Over the last
decade, the nine states without an income tax
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have outperformed the nine states with the
highest income tax, by every measure. Low
tax states beat the national average, and high
tax states fail to live up to it.

The authors of the ITEP study argue that
income tax laws do not determine popu-
lation growth. This statement couldnt be
further from the truth. According to Cen-
sus data from the last decade, the average
population growth of no tax states is 13.65
percent, compared to 549 percent for the
highest tax states’ average. As a group, ev-
ery single year, the nine no tax states gained
more residents than they lost. Meanwhile,
residents left the high tax states in droves.

In its latest study, ITEP reaches a pro-
tax conclusion by deliberately manipulat-
ing the data. It focuses on per-capita income
instead of absolute income, which hides the
economic losses of high tax states. IRS data
shows that people who leave high tax states
for better opportunities have incomes be-
low the state median. When they move, the
median income of their former home states
goes up while the median of their new home
states goes down. Their former home states
have lost economic activity, due to high tax
rates that hinder economic opportunity. The
person who focuses on per-capita income
while ignoring other measurements such as
gross state product may (incorrectly) con-
clude that high tax rates increase income.
(After all, per-capita income went up!)

State policymakers should be wary of
studies that skew the data to justify over-
spending, since the data consistently shows
that tax burdens affect where people choose
to live, work, and invest. High taxes moti-
vate people and businesses to move to lower
tax states—and take their tax revenues with
them. State policymakers should take note:
Tax policies play a big role in determining
which states prosper and which states fall be-
hind in terms of economic performance. His-
tory tells us that the best way for a state to en-
courage people to live and work there is by
keeping state income tax burdens low.

Throughout the rest of this publication,
we are going to examine the relationship be-
tween variables that reflect policy choices,
such as tax rates and right-to-work laws, and
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how those measure economic performance.
We will look for correlations and then at
how strong (robust) those correlations are.
If we see patterns repeated across states and
over time, we can be more confident that
there is a logical connection at work. In oth-
er words, it’s not only the strength of the cor-
relation that matters, but how widespread it
is, or what we call universality.

The more information we can assemble
on the strength and the universality of, say,
a correlation between A and B, the more con-
fident we can be that, in fact, A actually does
cause B. Again, correlation doesn’t prove cau-
sation, but pervasive, universal, strong corre-
lation does allow us to infer causation. If, on
the other hand, the correlation is only spo-
radic at best and unreliably strong, the force
of the argument is reduced, if not negated.

The timing of events is another factor
to consider. While the timing of two events
doesn’t prove causation, A won’t cause B if it
happens after B. The longer the time elapsed
between the two events, the more likely the
relationship is causal.

In the economics literature of the 1960s
and 1970s there was a notion that cause and
effect are defined neither by correlation nor
by timing. In fact, Yale University Professor
James Tobin wrote a classic entitled “Mon-
ey and Income: Post Hoc Ergo Propter Hoc,”
which means “after this therefore because of
this.” Tobin argued that inferring causation
from timing is a logical fallacy.*

Neither a correlation between A and B
nor the fact that A precedes B guarantees
that A causes B. But they increase the like-
lihood that it is so. This fact can be shown
through analyzing many examples in mac-
roeconomic policy, such as: How big are
the tax cuts or tax increases? How long has
the tax cut or tax increase been in place?
What types of tax cuts or tax increases were
made?

Tax Rates Affect Incentives, Which Affect
Economic Performance

At this point a quick digression is in order
to show how tax rates affect growth. In the
models we use, tax rates don't directly affect
economic performance, per se; instead, tax
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rates affect taxpayer incentives, and it is the
change in the taxpayer incentives that affects
economic performance. People don't work or
save for the privilege of paying taxes. Nor do
firms invest or hire employees to pay taxes.
People work and save to earn real after-tax
income. It is that very personal and private
incentive that motivates people to quit one
job and take another, or to choose work over
leisure in the first place.**

Firms don’t locate their plant facilities
as a matter of social conscience. They locate
their plant facilities to make an after-tax rate
of return for their shareholders. Sometimes
firms and individuals will actually choose
activities that are higher taxed over other ac-
tivities that are taxed less because their af-
ter-tax returns are higher in the higher taxed
activities. Firms and individuals typical-
ly choose to set up shop where the after-tax
returns are higher. The distinction between
tax rates and incentive rates will become im-
portant later on.

For instance, in the early 1960s Presi-
dent Kennedy cut the highest tax rate on the
highest income earners from 91 percent to
70 percent, which is a 23 percent cut in that
rate. He also cut the lowest income earners’
highest tax rate from 20 percent to 14 per-
cent, a 30 percent cut. Now look at this from
the standpoint of the taxpayer.

In the highest income tax bracket prior
to President Kennedy’s tax cut the income
earner was allowed to keep nine cents on the
last dollar earned, and after President Ken-
nedy’s tax cut the earner was allowed to keep
30 cents. That is a 233 percent increase in
the incentive for the income earner to work
that corresponds to the 23 percent cut in
that tax rate.

In the lowest income tax bracket prior
to President Kennedy’s tax cut, the income
earner was allowed to keep 80 cents on the
last dollar earned. After President Kenne-
dy’s tax cut, the earner was allowed to keep
86 cents. That is a 7.5 percent increase in
the incentive for that income earner to work,
which corresponds to the 30 percent cut
in that tax rate. In our analysis we look at
how incentives are affected rather than how
tax rates are affected. In the case above, the



smaller percentage tax rate cut produced the
larger incentive increase.

In mathematics a counter example is suf-
ficient to disprove a theorem; a counter ex-
ample when it comes to probabilities and
likelihood functions is to be expected. The
same type of likelihood relationship exists
between tax rates and economic growth.

Not every tax cut increases econom-
ic growth, because not all tax cuts are cre-
ated equally. However, reducing tax rates
should raise the likelihood of higher eco-
nomic growth. Showing an example where
higher tax rates are associated with higher
growth doesn’t discredit the theory that tax
rate increases reduce the likelihood of high-
er growth. But consistent, repeated cases of
an association between higher tax rates and
higher growth would be sufficient to dis-
credit the theory.

In addition to strength, universality, and
intensity, we are also going to look at the
specificity of the correlations. For example,
income taxes should have different effects
than estate taxes, capital gains taxes, payroll
taxes, or sales taxes. Each of these taxes tar-
gets a different activity of an economy. We
are going to look at data for specificity, in-
tensity, universality, and strength of corre-
lations. An additional characteristic we will
look at is the durability of the tax and eco-
nomic performance correlation, which is the
power and uniformity of a correlation across
different groups.

When it comes to taxation, individuals
and businesses have a number of avenues
they can choose to follow to reduce the im-
pact of a tax. Of course, the simplest way to
reduce the taxes one has to pay is to change
the volume of the taxed activity. In the ex-
treme, a person can reduce taxes to zero
by going out of business or becoming un-
employed. No income, no taxes.* But busi-
nesses and people also can reduce their tax
burden by changing the timing of their in-
come through IRAs (Individual Retirement
Accounts), Keogh plans, or 401(k) plans. By
smoothing income over time, the incidence
of tax can often be lowered. Some people and
some businesses can also change the form of
their income from high taxed forms such as
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ordinary income to lower taxed forms such
as capital gains or dividends. And finally,
people and businesses can change the loca-
tion of their income by moving from high tax
locations to low tax locations, what we like
to call voting with their feet.

Supply-Side Economics

Economics is all about incentives. People
like doing things they find attractive and
are repelled by things they find unattractive.
Government policies change the relative at-
tractiveness of activities. For example, tax-
es make activities less attractive, and subsi-
dies make activities more attractive. When
government raises taxes on work, output,
and employment and increases subsidies to
non-work, leisure, and unemployment, the
economy will produce less work, less output,
and less employment and will produce more
non-work, leisure, and unemployment.

In their classic textbook Economics, Bill
Nordhaus and Paul Samuelson produced a
quote from an anonymous author as follows:
“You cannot teach a parrot to be an econo-
mist simply by teaching it to say ‘supply” and
‘demand.”® While Nordhaus and Samuel-
son are correct, they should have added that
if a person fails to understand the basic laws
of supply and demand, they will never be a
good economist.

In any version of economics, taxes have
always played an important role in deter-
mining economic growth, the levels of out-
put, employment, and other measures of
prosperity. In incentive economics, or what
people may call supply-side economics, tax
rates play as much of a separate role in the
metrics of prosperity as do overall tax rev-
enues. As a tax rate increases, the incentive
to spend less time working and more time
in leisure is greater. If a worker pays 15 per-
cent of his income in payroll taxes, 25 per-
cent in federal income taxes, and 5 percent
in state income taxes, his $50,000 wage is
reduced to roughly $27,500 after taxes. The
lost $22,500 of income is the tax wedge, or
approximately 45 percent of his gross pay. In
other words, the tax rate drives a wedge be-
tween what the worker takes home and the
salary paid by the employer.
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Tax rates also drive a wedge between one
set of goods and another set of goods, be-
tween one time period and another, or be-
tween one location and another. Tax rates
are prices, pure and simple. Without prop-
erly functioning price signals, economics
would probably be no better than Professor
Samuelson’s parrot. Understanding the log-
ic of how tax rates and government spending
affect the economy is probably the premier
logical step in the development of the field of
growth economics.

Although tax rates and other tax variables
are extremely important tools of govern-
ment, they aren’t the only ones. Government
spending is also important. In the most fun-
damental sense, government spending is tax-
ation. The bottom line is governments don't
create resources; they redistribute resources.
Whenever the government bails someone out
of trouble they put someone else in trouble.
Every resource given to someone by the gov-
ernment represents a resource being taken
away from someone else by the government.

Government spending is in fact taxation.
Understanding this logic clearly requires a
simplification of the framework, so that the
essence of what is economics can easily be
seen. It is difficult for anyone to follow cause
and effect in the U.S. economy with more
than 310 million people acting within it. All
of the added complications that comprise a
modern big economy are terribly confusing,
but only stand to obfuscate careful analysis.
However, if the principles of economics are
true, then those principles should be just as
true in a two-person world as they are in a
complicated world with seven billion peo-
ple. The nice feature of a two-person world
is that one is able to better understand just
what the actual implications are.

For example, imagine that we have a world
with only two farmers. There is farmer A and
farmer B and no one else in the world. If farm-
er B gets unemployment benefits, who do you
think pays for those unemployment benefits?
If you guessed farmer A, you're right.

Government spending is taxation non-
stop. But taxation may be substantially
greater than all of government spending.
Taxation is always equal to or greater than
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government spending, but never less.*” For
example, there is always what we learned
from children’s fables—the famous “toll for
the troll.” The government receives a lot less
in taxes than the taxpayers actually pay.
While all government spending is tax, all
tax isn’t limited to government spending.
There’s always the “toll for the troll.” In oth-
er words, the government always retains tax-
payer dollars for itself before spending mon-
ey on the programs it promotes.

Tax rates, independent of the level of
government spending, can also be important
in determining an economy’s tax burden. To
see this point, again imagine famer A and
farmer B, but this time consider that there
are 100 percent tax rates on everything each
farmer produces. Tax rates in this example
would be so high that no matter how much
each farmer works, that farmer still receives
nothing for his or her total production. In
this case there would be no work, no output,
and no government spending, because there
would be no tax revenue. Tax rates would
be so high that no one would want to pro-
duce taxable income. Even though the gov-
ernment spends nothing, the tax burden on
the two farmers is enormous. Tax rates are so
high that they destroy all output. This is ex-
actly how the Laffer Curve works, as we ex-
plain on the next page.

There are also all sorts of inefficiencies
encountered by the tax codes where peo-
ple and businesses choose inefficient instru-
ments and production technologies purely for
tax reasons. As we mentioned earlier in this
chapter, there are often expenses incurred
by the taxpayer and the overall tax system.
These expenses either add to the tax burden
on the taxpayer without providing any rev-
enue to the taxing authority or are a direct
expense to the taxing authority reducing the
amount of funds available to the government
for other purposes. Our study of these costs
using IRS data showed that roughly $30 of
additional out of pocket expenses is incurred
for every $100 of income taxes paid.*

The Laffer Curve
The Laffer Curve is a model that shows how
lower tax rates sometimes result in greater



tax revenue. When it was sketched out on
a napkin, it started a tax policy revolution.
The Laffer Curve shows when tax rates are
too high, they prohibit growth and reduce
the incentive to work, save, and invest. Poli-
cymakers can increase the incentives by cut-
ting tax rates, which results in more econom-
ic growth and more revenue. As the Laffer
Curve illustrates, there are two tax rates that
will produce no revenue: zero and 100 per-
cent. When tax rates are at 100 percent, a
person has no incentive to work and there-
fore contributes nothing to the government.
Who would work for the privilege of paying
100 percent of their earnings to the govern-
ment? Essentially, tax rates can be so high
they cause the government to lose revenue.
This fact holds true at all levels of govern-
ment. The ideal tax rate is that which pro-
duces the most growth, though this is often
well below the revenue maximizing rate. For
states, the growth maximizing income tax
rate is zero.

FIGURE 4 | The Laffer Curve
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The Laffer Curve does not work only on
a blackboard or a paper napkin. Figure 4
shows that decreases in tax rates result in in-
creased revenues to the federal government.
The same results hold true at the state lev-
el. In the 1980s, the federal government’s to-
tal tax revenues doubled—even as tax rates
were cut by more than half. Though often
maligned, the Bush tax cuts created jobs at
a near record pace. Reduced tax rates for
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employers and investors created incentives
for job creation, and businesses responded.
In contrast, increasing tax rates slows the
pace of job creation.

After the Bush tax cuts were enacted, em-
ployment soared as the unemployment rate
dropped to 4.61 percent.*” Unfortunately,
many of these gains were wiped away by the
financial crisis. In order to get employment
back on track, the economy needs another
supply-side stimulus. President Obama and
Congress extended the Bush tax cuts for an-
other two years in December 2010, but the
cuts are scheduled to expire after 2012. Rais-
ing tax rates on an already hurting base
would be catastrophic for the U.S. economy.
If tax rates return to what they were prior
to the Bush tax cuts, then taxes as a share
of GDP will reach an all-time high. Because
federal taxpayers are also state taxpayers, the
more money Washington takes from taxpay-
ers, the harder it will be for states to balance
their budgets.

Conclusion

Because of the wisdom of our founding fa-
thers, we have essentially a 50 state free trade
zone where individuals and businesses are
able to conduct commerce and trade. States
can, in part, affect their own destinies by the
policies they choose. The actual performance
of any one state depends on many factors, not
just on what that specific state does.

States do not enact policies in a vacu-
um. When states like Kansas, Missouri, and
Oklahoma want to eliminate their personal
income taxes, it'’s no surprise that the debate
spreads to Idaho, Maine, Nebraska, New Jer-
sey, and Ohio.”®

The beauty of the American experi-
ment is that it allows states to choose which
path they will follow. We hope this publi-
cation will give lawmakers ample evidence
to support pro-growth policies that bring
about state economic recovery and prosper-
ity for their citizens. Let us be very clear:
The choice is not a partisan one. As the
great Ronald Reagan would say, the choice is
not about Republican versus Democrat; the
choice is between up or down for the future
of our states.
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Policies for Growth

tates provide a special environment

to evaluate the effects of public pol-

icy on economic performance. Each
state is subject to the same federal policies
and, because of our founding fathers’ wis-
dom, it exists in a virtually perfect free trade
zone with all the other states. On the other
hand, each state also has a great deal of au-
tonomy in policymaking, Its leaders are free
to enact all sorts of policies, subject only to
their own electorate. The result is, to para-
phrase Justice Louis Brandeis, 50 “laborato-
ries of democracy.™

Given the great variability of state poli-
cies over the years there exists a huge res-
ervoir of data that allows us to explore what
works and what doesn’t. Not only do we have
a plethora of state data, we also have a fasci-
nating interaction of state data with federal
data. In this chapter we will use both sets to
explore how a variety of policies affect eco-
nomic growth. The repository of information
and experiences should prove invaluable for
state policymakers as they decide which pol-
icies to implement, remove, or expand dur-
ing their legislative sessions. Wishful think-
ing and political pandering should not be
allowed a place at the table. Our analysis is
not about Republican versus Democrat; it’s
about what produces good policy versus bad
policy. Untried and untested ideas and pol-
icies are exceptionally dangerous at a time
of economic distress. It's worse yet to enact
policies that have been proved to fail in oth-
er states.

Every year, our analysis ranks the states
on economic competitiveness by using
15 fiscal and regulatory policy variables.
Throughout the years we have constructed
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the ALEC-Laffer State Economic Compet-
itiveness Index, several of those variables
have consistently stood out as the most im-
portant in predicting where jobs will be cre-
ated and incomes will rise. In this chap-
ter, we discuss five of those: The personal
income tax, the corporate income tax, the
sales tax, the total tax burden, and right-
to-work laws or their absence. We will be-
gin our study with perhaps the most egre-
gious of all state tax policies: The personal
income tax.

To set the stage for our discussion, we
bring back the Laffer Curve and the the-
ory of incentives. Remember from the first
chapter that incentives matter—people don’t
work for the privilege of paying taxes. The
data shows that people will vote with their
feet by moving from the states with the high-
est tax burdens to the states with the lowest
tax burdens.

States lose revenue when the tax rate be-
comes a disincentive to continue earning in-
come. Keep this in mind as we discuss how
state policy affects growth. Whether the pol-
icy in question is the personal income tax,
right-to-work laws, or anything else, we
observe its effects through the following
measurements:

 Gross State Product Growth

* Non-farm Payroll Employment Growth

* Population Growth

e Growth of Total State & Local Tax
Receipts.

These measurements allow us to see how
the states are affected given a particular pol-
icy. We will begin by looking at the effects



different tax policies have on state growth
and then move on to non-tax policies.

Policy #1: The Personal Income Tax
To illustrate the effects of the personal income
tax (PIT), we compare the nine states without
a personal income tax to the nine states with
the highest marginal rates. Only nine states
forgo a tax on earned income, but the record
of the two groups accentuates the differences
that result from different policies.?

The numbers in Table 2 are truly strik-
ing. When it comes to growing gross state
product (GSP), the no PIT states have, on
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average, outperformed those states with the
highest rates by 39.2 percent over the past
decade. They have also outperformed the
U.S. average by 25.6 percent.” Additionally,
not even one state in the high tax rate group
performed as well as the average no PIT state.

A significant amount of the growth ad-
vantage for no PIT states comes from higher
population growth and higher employment
growth. And, here again the high tax states
have been trailing the rest of our sample by a
significant amount.

For the no PIT states, average popula-
tion growth over the past decade was about

TABLE 2 | The Nine States with the Lowest and the Highest Marginal Personal Income Tax (PIT) Rates
10-Year Economic Performance (2001-2010 unless otherwise noted)

Gross State NETHAAT . State & Local
Payroll Population
Product Emplovment Growth Tax Revenue
Growth ploy Growth***
Growth
Alaska 0.00% 77.0% 12.2% 12.1% 175.1%
Florida 0.00% 47.7% 0.2% 15.0% 63.6%
Nevada 0.00% 58.9% 6.1% 28.9% 74.0%
New Hampshire 0.00% 35.2% -0.7% 4.7% 52.1%
South Dakota 0.00% 58.5% 6.4% 7.3% 47.2%
Tennessee 0.00% 38.6% -2.8% 10.3% 43.9%
Texas 0.00% 57.7% 8.7% 17.9% 65.1%
Washington 0.00% 47.8% 3.0% 12.3% 44.0%
Wyoming 0.00% 105.6% 15.2% 14.3% 168.8%
9 States with no PIT** 0.00% 58.54% 5.36% 13.65% 81.53%

U.S. Average**

9 States with Highest

9.90% 42.06% -1.68% 5.49% 44.88%
Marginal PIT Rate**
Ohio 8.43% 24.8% -9.3% 1.2% 28.4%
Maine 8.50% 35.4% -2.5% 3.4% 32.6%
Maryland 8.70% 50.9% 1.7% 7.4% 47.5%
Vermont 8.95% 36.1% -1.6% 2.2% 54.9%
New Jersey 9.97% 33.7% -3.6% 3.6% 55.1%
California 10.30% 42.1% -4.8% 8.0% 41.2%
Oregon 10.59% 55.0% -0.3% 10.4% 32.5%
Hawaii 11.00% 57.4% 5.7% 11.7% 55.8%
New York 12.70% 43.1% -0.4% 1.5% 56.0%

*Highest marginal state and local personal income tax rate imposed as of 1/1/2012 using the tax rate of each state’s largest city as a proxy for the
local tax. The deductability of federal taxes from state tax liability is included where applicable.
New Hampshire and Tennessee tax some investment forms of income only.

**Equal-weighted averages
***2000-2009
Source: Laffer Associates
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13.7 percent, or 148.6 percent higher than
the average of those high tax states, and 58.2
percent higher than the U.S. average. Fur-
thermore, for non-farm payroll employment
growth, the average difference was remark-
ably more than 7 percentage points high-
er (5.4 percent versus -1.7 percent) for the
no PIT states. Looking at state population
growth, the evidence is clear that people are
voting with their feet. Not one of the high tax
states had population growth as high as the
average of the no PIT states.

You may be surprised to learn that the
growth premium of the no PIT states also
benefits the public treasury. The average
growth of all state and local tax revenues
over the past decade was 51 percent. Inter-
estingly enough, the no PIT states saw their
state revenue grow 81.7 percent faster than
that of the nine highest PIT states. Clearly,
private sector growth matters a great deal for
government revenues. Leaders of states with
the highest rates ought to reconsider: If the
rates don't result in more money (relative to
the no PIT states), then why are they so high?

High personal income tax rates also
have detrimental effects on small business-
es. Class warriors in the high tax states of-
ten forget that many high income earners
are actually small businesses filing through
subchapter S Corporations (S Corps), Lim-
ited Liability Partnerships (LLPs), and other
“pass-through” entities. In fact, these small
businesses make up more than 90 percent of
all businesses, employ more than 50 percent
of American workers, and pay more than 40
percent of all business taxes.*

Despite the data and analysis we have
discussed above, there has been consider-
able criticism of proposals to eliminate the
personal income tax, as we recently have
seen in the debate in Oklahoma, Kansas,
and Missouri. For those looking for addi-
tional resources on why eliminating the per-
sonal income tax is good for state growth,
please see “State Income Taxes and Econom-
ic Growth” by Barry W. Poulson and Jules
Gordon Kaplan,” “Business Location Deci-
sions in the United States” by Timothy Bar-
tik,® and “The Influence of Taxes on Employ-
ment and Population Growth” by Stephen
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T. Mark, Therese J. McGuire, and Leslie E.
Papke.” These are just three of numerous ac-
ademic studies on the negative effects of the
income tax.

Personal Income Tax: Does the Trend Continue
Beyond 10 Years?

A possible criticism of the above analysis
would be that while it is true over the past
10 years, perhaps there is something unique
about this time period. To dispel this crit-
icism we evaluated the economic perfor-
mance of the no PIT states back to 1971.8
What happens if we compare the econo-
mies of the two groups of states over a lon-
ger time?

Going back to 1971 did present some
methodological challenges. First of all, the
group of states without an income tax today
is not the same group of states without an in-
come tax then, though the two are similar.
In 1971, 11 states, rather than nine, did not
levy an income tax, and Alaska, which cur-
rently does not have an income tax, did then.
Since 1971, three states chose to impose an
income tax, while Alaska eliminated its PIT
in 1980.

Another methodological challenge of go-
ing back to 1971 is that we had to adjust for
a break in the GSP data collected by the Bu-
reau of Economic Analysis. As a result, we
switched our measure of economic activity
from GSP to personal income.’

This new analysis also accounts for the
changing composition of the states that did
not levy an income tax, as well as the chang-
ing composition of the states that levied the
highest rates. For each year, we categorize
every state into the no income tax category,
the highest income tax rate category, or in-
between. It is the most recent year’s data that
determines to which category, if any, a state
belongs. We then calculate the average per-
sonal income growth rate over the previous
10 years for each category.

We must make some adjustments to ac-
count for the changing composition of the
state categories. Since Alaska levied an in-
come tax until 1980, we classify Alaska as
a no income tax state starting in 1981. Even
though we count Alaska as a no income tax



state, it did have an income tax during some
of the time we analyzed. A similar dynam-
ic applies to the states that became members
of the highest income tax rate states during
that period. Because economic performance
changes in anticipation of a policy change,
however, it is not clear what the “correct”
timing should be for classifying states. For
simplicity’s sake, and because anticipatory
effects are transitory, we use the implemen-
tation date to guide the classification. We be-
lieve the conclusions we draw are not mate-
rially impacted by our date selections.

To smooth out yearly fluctuations of
personal income, we compare the 10-year
growth rates for the no income tax states to
the 10-year growth rates for the states with
the highest marginal rates. As illustrated in
Figure 5, the long-term growth rates of the
no PIT states are consistently higher than the
long-term growth rates of the high tax states.

The consistency and persistence of these
results are overwhelming. Year in and year
out, the states with the highest tax rates are
the losers and the no income tax rate states
are the winners.

And, persistently higher growth rates
make a large aggregate difference over all
states and over time due to the magic of com-
pound interest. Let’s just compare the nine
states that currently have no PIT to the nine
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states that had the highest PIT rates from
1971 to 2010. Personal income in the first
group grew 55 percent more than person-
al income in the second. To say this another
way, imagine that both groups of states start-
ed off in 1971 with an average of $100 of per-
sonal income. In 2010, the highest personal

income tax rate states would have $303.92

of

personal income, but the no PIT states would
have $470.54. Clearly, the lesson is that the
right tax system matters, and it matters a lot.
Poverty and prosperity are both cumulative.

Do States Rich in Natural Resources Skew the

Results?

Is our analysis undermined by the fact that

some states might be able to shift some

of

their tax burden to other states? If a state has
a sizable mining sector, it might be able to use
severance taxes to make other states pay for
its own upkeep. But severance taxes, or tax-
es on the removal of non-renewable resourc-
es such as oil and coal, are an insignificant
tax revenue source for most states. Across
the 50 states, total severance tax revenues ac-
counted for approximately one percent of to-
tal state and local tax revenues between 1977
and 2008. However, for some states, sever-
ance taxes are indeed a very important reve-
nue source, just as mining can be an impor-

tant component of gross state product.

FIGURE 5 | Personal Income Growth, 1971-2010
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Figure 6 illustrates that although sever-
ance taxes are generally an unimportant rev-
enue source nationally, for two states—Alas-
ka and Wyoming—severance taxes account
for one-quarter of total tax revenues or more.
In seven other states—North Dakota, New
Mexico, Oklahoma, Montana, West Virginia,
Louisiana, and Texas—severance taxes ac-
count for between three percent and 12 per-
cent of total tax revenues. Similar comments
could also be made with respect to mining’s
contribution to each state’s GSP.

Do Alaska and Wyoming, which draw a
significant portion of their revenue from sev-
erance taxes, and lack a personal income tax,
skew our results, especially when oil and
other raw materials rise in price? Some peo-
ple argue that being blessed with an abun-
dance of oil, coal, or other natural resources
is a necessary prerequisite for having no in-
come tax. But while the existence of oil, gas,
and other natural resources clearly makes
things easier for a state’s government, they do
not negate the impact of a state’s income tax.

There are several reasons why no PIT
states still have a competitive advantage,
even if Alaska and Wyoming enjoy income

from severance taxes. First of all, six of the
no income tax states receive basically no rev-
enues from severance taxes, and even Texas,
the other no PIT state with noticeable sever-
ance tax revenue, receives only three percent
of its tax revenues from severance taxes. Sec-
ond, and perhaps more importantly, ano PIT
state does not need severance taxes to out-
perform states with high marginal personal
income tax rates. Admittedly, having signifi-
cant severance tax revenues does reduce the
pressure on other tax revenue sources. But
still, a zero income tax is a zero income tax,
with the economic advantage that it brings.
On the next page, Table 3 reproduces Ta-
ble 2, but omits Alaska and Wyoming. Even
without a strong stream of severance taxes,
no PIT states outperform the country, as well
as the nine states with the highest margin-
al rates.

The adjusted group of no PIT states still
grows faster than the highest income tax rate
states (49.2 percent versus 42.1 percent), still
experiences stronger employment growth
(3.0 percent versus -1.7 percent), still expe-
riences faster population growth (13.8 per-
cent versus 5.5 percent), and still has faster

FIGURE 6 | Severance Taxes as a Percentage of Total State and Local Tax Revenue
22 states with highest average severance tax revenues as a percentage of total tax revenues, 1999-2008
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Table 3 | The Seven States with No Personal Income Tax and Minimal Severance Tax Revenues

versus the Nine States with the Highest Marginal Personal Income Tax (PIT) Rates
10-Year Economic Performance (2001-2010 unless otherwise noted)

Gross State Non-Farm . State & Local
Product EmPTZr:Lnt Pz)rl;::':n Tax Revenue
Growth (?rmylvth Growth***

Florida 0.00% 47.7% 0.2% 15.0% 63.6%
Nevada 0.00% 58.9% 6.1% 28.9% 74.0%
New Hampshire 0.00% 35.2% -0.7% 4.7% 52.1%
South Dakota 0.00% 58.5% 6.4% 7.3% 47.2%
Tennessee 0.00% 38.6% -2.8% 10.3% 43.9%
Texas 0.00% 57.7% 8.7% 17.9% 65.1%
Washington 0.00% 47.8% 3.0% 12.3% 44.0%
7 States with no PIT** 0.00% 49.18% 2.98% 13.76% 55.70%
U.S. Average** 5.70% 46.61% 0.51% 8.63% 51.04%
9 States with Highest 9.90% 42.06% -1.68% 5.49% 44.88%
Marginal PIT Rate**

Ohio 8.43% 24.8% -9.3% 1.2% 28.4%
Maine 8.50% 35.4% -2.5% 3.4% 32.6%
Maryland 8.70% 50.9% 1.7% 7.4% 47.5%
Vermont 8.95% 36.1% -1.6% 2.2% 54.9%
New Jersey 9.97% 33.7% -3.6% 3.6% 55.1%
California 10.30% 42.1% -4.8% 8.0% 41.2%
Oregon 10.59% 55.0% -0.3% 10.4% 32.5%
Hawaii 11.00% 57.4% 5.7% 11.7% 55.8%
New York 12.70% 43.1% -0.4% 1.5% 56.0%

*Highest marginal state and local personal income tax rate imposed as of 1/1/12 using the tax rate of each state’s largest city as a proxy effect of
deductibility for the local tax. The deductibility of federal taxes from state tax liability is included where applicable. New Hampshire and Tennessee

tax some investment forms of income.
**Equal-weighted averages
**%*2000-2009

Source: Laffer Associates

government revenue growth (55.7 percent
versus 44.9 percent). These states even gen-
erate greater tax revenue growth than the na-
tion as a whole (55.7 percent versus 51 per-
cent), and they do so by growing the overall
economy rather than imposing a higher mar-
ginal burden on income earners. This is the
Laffer Curve effect at work. A rising tide re-
ally does raise all boats!

Policy #2: The Corporate Income Tax

The relationship between the corporate in-
come tax and economic growth is the same
as the relationship between the personal in-
come tax and economic growth. The states
with the lowest tax rates are associated with

above average rates of growth while the
states with the highest rates are associated
with below average growth. Table 4 on the
next page presents the economic record of
the past 10 years for the eight states with the
lowest marginal corporate income tax rates
and the eight states with the highest mar-
ginal rates. Though nine states do not have
a personal income tax, only three (Nevada,
South Dakota, and Wyoming) lack a cor-
porate income tax. Therefore the lowest tax
rate states don't have the same competitive
advantage over the highest tax rate states
as in our personal income tax comparison.
And yet, those states with the lowest cor-
porate income tax rates still significantly
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outperformed the states with the highest
marginal rates. It is noteworthy to men-
tion that a mining/severance tax adjustment
makes almost no difference in the results
for the corporate tax comparisons as well—
pulling out Wyoming and Alaska does not
change the results.

On average, the eight states with the
lowest marginal corporate income tax rates
saw their GSP grow 23.8 percent more than

states with the highest rates. They did better
in other ways, too: Employment growth was
a stunning 523.3 percent higher and popu-
lation growth was 79.6 percent higher. Tax
revenue growth exceeded the high tax states
by 19.8 percent for the eight lowest corpo-
rate income tax rate states—even with oil
rich (and corporate tax levying) Alaska in-
cluded in the list of high rate states. Further,
tax revenue in the low tax states grew 35.8

Table 4 | The Eight States with the Lowest and the Highest Marginal Corporate Income Tax
(CIT) Rates

10-Year Economic Performance (2001-2010 unless otherwise noted)

Non-Farm
Pl R B e e T e
Growth Growth Growth***
Nevada 0.00% 58.9% 6.1% 28.9% 74.0%
South Dakota 0.00% 58.5% 6.4% 7.3% 47.2%
Wyoming 0.00% 105.6% 15.2% 14.3% 168.8%
North Dakota 3.35% 81.5% 13.7% 5.7% 87.4%
Ohio 3.69% 24.8% -9.3% 1.2% 28.4%
Alabama 4.23% 43.7% -2.1% 7.1% 41.8%
Texas 4.56% 57.7% 8.7% 17.9% 65.1%
Colorado 4.63% 42.4% -0.3% 13.4% 41.9%
8 States with Lowest Marginal 2.56% 59.13% 4.80% 11.98% 69.32%
CIT Rate**
8 States with Lowest Marginal 2.92% 52.49% 3.32% 11.65% 55.11%
CIT Rate excluding WY**
U.S. Average** 7.17% 46.61% 0.51% 8.63% 51.04%
8 States with Highest Marginal | 11.92% 43.57% -1.64% 5.89% 41.13%
CIT Rate excluding AK**
8 States with Highest Marginal | 11.61% 47.75% 0.09% 6.67% 57.87%
CIT Rate**
Alaska 9.40% 77.0% 12.2% 12.1% 175.1%
Illinois 9.50% 33.8% -6.4% 2.6% 41.0%
Minnesota 9.80% 39.5% -1.9% 6.4% 32.2%
lowa 9.90% 51.7% 0.2% 4.0% 47.0%
Delaware 9.98% 41.9% -1.6% 13.0% 37.3%
Oregon 11.25% 55.0% -0.3% 10.4% 32.5%
New York 15.95% 43.1% -0.4% 1.5% 56.0%
Pennsylvania 17.09% 40.1% -1.2% 3.3% 41.9%

*Highest marginal state and local corporate income tax rate imposed as of 1/1/12 using the tax rate of each state’s largest city as a proxy for the local
tax. The deductibility of federal taxes from state tax liability is included where applicable.

**Equal-weighted averages.
***2000-2009
Source: Laffer Associates
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percent faster than the U.S. average.

The results are overwhelming. Lower
corporate tax rates are associated with high-
er GSP growth, more rapid employment
growth, and increased population growth,
all without any (let alone catastrophic) rev-
enue shortfall growth. Once again, common
sense economics is confirmed overwhelm-
ingly by the facts. The lesson is clear: Low
corporate income tax rates encourage eco-
nomic growth while high marginal corpo-
rate income tax rates discourage growth. If
low rates do anything to tax revenues, they
enhance them.

How Implementing an Income Tax Affects Growth
One could question the reliability of the
comparisons we made of no or low tax states
and the states with the highest marginal
rates on personal or corporate income taxes.
What about differences in the two samples
of states, even aside from policies on the in-
come tax? In cliché form, are we really com-
paring apples with apples? In this section we
compare the before and after performance
of states that have implemented a state in-
come tax. In this case, the before and the af-
ter pictures are 180 degrees reversed of those
of weight loss advertisements. The states that
introduced an income tax performed much
worse after they put in the income tax than
they did before.

Eleven states have enacted personal in-
come taxes within the last 50 years."’ They
are: Connecticut (1991), New Jersey (1976),
Ohio (1971), Rhode Island (1971), Pennsyl-
vania (1971), Maine (1969), Illinois (1969),
Nebraska (1967), Michigan (1967), Indiana
(1963), and West Virginia (1961).

Table 5 on the next page examines the
economic consequences of the income tax.
Each of the 11 states is measured by three
key metrics:

e The state’s share of total U.S. GDP

e The state’s share of U.S. population

e The state’s share of total state tax reve-
nue collected across all 50 states

What we find astonishing is how the size
of the economy in each one of these states
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has declined as a share of the total U.S. econ-
omy compared with a time just prior to when
each state introduced its income tax. Some
of the declines are quite large. Ohio, for ex-
ample, accounted for 542 percent of total
U.S. GDP before it instituted the income tax.
In 2010, it had dropped to only 3.28 percent.
Rhode Island and Pennsylvania respective-
ly went from 0.44 percent and 5.72 percent
of U.S. GDP from 1966 to 1970 to 0.34 per-
cent and 3.91 percent in 2010. Ilinois had
a pre-tax share of U.S. GDP of 6.52 percent
from 1964 to 1968, but dropped to 4.48 per-
cent in 2010.

A similar pattern also holds for these
states’ share of the national population: Each
state has a smaller portion of the U.S. popu-
lation now than it did before it enacted an in-
come tax. What is perhaps even more sur-
prising is that states that introduced income
taxes usually saw their share of all states rev-
enue decline, not increase. And, unfortunate-
ly in most cases once states enact a person-
al income tax, it is rare for them to lower it.

It's more than depressing to realize just
how many opportunities the citizens of
these 11 states have lost following the adop-
tion of an income tax. Of course, there are
many other factors impacting the economies
of these states. For example, the woes of the
auto industry help explain Michigan’s de-
cline. In the same manner, growth in agricul-
ture helps explain Nebraska’s steady share of
U.S. GDP. But then again, state leaders can-
not be held blameless, given their power to
shape tax and other policies such as right-to-
work. From this perspective, the introduc-
tion of a personal income tax is associated
with declining relative economic growth.

Each and every state that has institut-
ed a personal income tax has failed to reap
the projected increase in tax revenues. More-
over, as we saw earlier in our income tax ta-
bles, tax revenue growth is less in the high-
est marginal PIT rate states than in the states
without a personal income tax. In each case
the state’s economy has become a smaller
portion of the overall U.S. economy and the
state’s citizens have seen their prosperity re-
duced. And the people of each of these states
have given their state government a sign by
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Table 5 | Introducing a Personal Income Tax: Effects on State Growth

Economic Performance Top PIT
State*** o o State Tax
IS X U'.S' Revenues % Introduced Current
GDP Population

of U.S.

Connecticut 5 Years Prior 1.74% 1.33% 1.70% 1.50% 6.50%
2010 1.63% 1.16% 1.81%
Change -0.11% -0.17% 0.11%

New Jersey 5 Years Prior 3.66% 3.47% 2.77% 2.50% 8.97%
2010 3.35% 2.85% 3.79%
Change -0.31% -0.62% 1.02%

Ohio 5 Years Prior 5.42% 5.25% 3.61% 3.50% 5.93%
2010 3.28% 3.74% 3.35%
Change -2.14% -1.51% -0.26%

Rhode Island 5 Years Prior 0.44% 0.46% 0.47% 5.25% 5.99%
2010 0.34% 0.34% 0.36%
Change -0.10% -0.12% -0.11%

Pennsylvania 5 Years Prior 5.72% 5.88% 5.59% 2.30% 3.07%
2010 3.91% 4.11% 4.21%
Change -1.81% -1.77% -1.38%

Maine 5 Years Prior 0.39% 0.51% 0.43% 6.00% 8.50%
2010 0.35% 0.43% 0.49%
Change -0.04% -0.08% 0.06%

Illinois 5 Years Prior 6.52% 5.53% 4.64% 2.50% 5.00%
2010 4.48% 4.16% 4.09%
Change -2.04% -1.37% -0.55%

Nebraska 5 Years Prior 0.67% 0.75% 0.45% 2.60% 6.84%
2010 0.62% 0.59% 0.54%
Change -0.05% -0.16% 0.09%

Michigan 5 Years Prior 5.08% 4.34% 5.03% 2.00% 4.35%
2010 2.64% 3.20% 3.18%
Change -2.44% -1.14% -1.85%

Indiana 5 Years Prior 2.61% 2.55% 2.09% 2.00% 3.40%
2010 1.89% 2.10% 2.08%
Change -0.72% -0.45% -0.01%

West Virginia* 5 Years Prior 0.79% 0.97% 1.01% 5.40%** 6.50%
2010 0.48% 0.60% 0.67%
Change -0.31% -0.37% -0.34%

* Due to data limitations, West Virginia’s economic activity is measured as a share of national personal income.
** Statutory rate was 6.0% of U.S. tax liability applied to top rate of 91%.

*** Tax rates reflect state level income tax only.

Source: Laffer Associates

states) and how each state has fared before
and after it has implemented an income tax.
Yet another way to see the effects of tax (and

voting with their feet and moving to lower
taxed states.

Bilateral Comparisons:

Tennessee v. Kentucky, Texas v. California

So far we have looked at groups of states (no
or low income tax states and high income tax

30 Rich States, Poor States

right-to-work) policies is to compare two
states that have taken different paths on pol-
icy but are otherwise similar. For example,
Tennessee versus Kentucky provides one



natural experiment, while Texas versus Cal-
ifornia provides another. California and Tex-
as are geographically and economically di-
verse states with huge populations (ranked
one and two, respectively) and the largest
state economies in the country. Kentucky
and Tennessee, meanwhile, are geograph-
ically similar states with smaller, less di-
verse economies. While Tennessee and Tex-
as have each pursued pro-growth economic
policies consistent with the top growers dis-
cussed above—tax rates, low tax burdens,
and right-to-work laws—Kentucky and Cal-
ifornia have pursued the opposite strategy.
At this point, you should not be surprised by
the results. Both Tennessee and Texas (the
states with the more competitive econom-
ic environments) outperform Kentucky and
California (the states with the less compet-
itive economic environments). See Tables 6
and 7 for more.

Policy #3: The Sales Tax

We have found that states with low or no in-
come taxes tend to do better on economic in-
dicators such as growth in personal income
and employment. There is, however, no sim-
ilar link between the existence or level of a
sales tax and a state’s economic performance.
We find that sales taxes have a neutral effect
on state economies and therefore are a far
preferable means for a state to raise needed
revenue. It is true that all taxes are bad in the
sense that they impede a productive activi-
ty. But some taxes are a lot worse than others
and the government after all does need reve-
nue to carry out its appointed tasks.

Table 8 illustrates that the states with the
lowest sales tax burdens have lower rates
of growth in GSP, employment, and pop-
ulation, compared with the states with the
highest sales tax burdens. But in truth this is
probably a spurious correlation if we consid-
er the sales tax burden alone. Oregon, which
has no sales tax at all, has one of the highest
state income tax rates in the nation. Missis-
sippi, which has a high sales tax burden, has
one of the lowest corporate tax rates in the
nation, and Tennessee and Wyoming have
no income tax at all and yet have high sales
tax burdens.

POLICIES FOR GROWTH

Because sales taxes are, by definition,
flat taxes on consumption, these taxes are
less economically distorting than progres-
sive income taxes, either personal or corpo-
rate. Sales taxes affect where sales occur, and
income taxes—corporate and personal—af-
fect where income is produced. Additionally,
several of the states with the highest sales tax

Table 6 | Bilateral Comparisons:

Tennessee v. Kentucky
Policy Instruments and Economic Consequences

Policy Instruments Kentucky

Top Marginal Personal

0, 0,
Income Tax Rate 0.00% 8.20%
Top Marginal Corporate 6.50% 8.20%
Income Tax Rate
Total State & Local Tax
Revenue as % of GSP 7.34% 8.90%
(2009)
Right-to-Work? Yes No

Economic Outcomes

Change in Personal

[v)
Income (1981-2010) 430.90%

338.50%

Unemployment Rate

0
(2010) 9.70%

10.40%

Source: Laffer Associates

Table 7 | Bilateral Comparisons:

Texas v. California
Policy Instruments and Economic Consequences

POIicy nstruments

Top Marginal Personal

[+ 0,
Income Tax Rate 0.00% 10.30%
Top Marginal Corporate 4.56% 3.84%
Income Tax Rate
Total State & Local Tax
Revenue as % of GSP 7.52% 9.18%
(2009)
Right-to-Work? Yes No

Economic Outcomes

Change in Personal

0,
Income (1981-2010) 494.90%

403.10%

Unemployment Rate

0,
(2010) 8.20%

12.40%

Source: Laffer Associates
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burdens (Tennessee, Wyoming, and Wash-
ington) also have no income tax. Because
states need to raise money to provide need-
ed public services, no income tax states rely
on the sales tax to a greater extent, which ex-
plains the higher sales tax burdens.

How the Boom and Bust Cycle Affects Tax
Receipts

When policymakers choose the levels and
types of taxes for their state, they must con-
front not only the possible effects on the

state economy, but the volatility of tax re-
ceipts as well. When tax receipts are vola-
tile, that usually means an abnormally large
shortfall of revenues when times are tough
and spending needs are the greatest. It also
means that the state has excess revenues
when times are good and some government
spending is superfluous. Revenue volatili-
ty is exactly counter to volatility in need for
government spending.

What happens is that state and local
governments spend too much during good

Table 8 | The Nine States with the Highest and Lowest Sales Tax Burdens
10-Year Economic Performance (2001-2010 unless otherwise noted)

Gross State Non-Farm
Sales Tax Product Payroll Population
Burden* Growth Employment Growth
Growth

Delaware $0.00 41.9% -1.6% 13.0%
Montana $0.00 56.0% 9.4% 9.2%
New Hampshire $0.00 35.2% -0.7% 4.7%
Oregon $0.00 55.0% -0.3% 10.4%
Alaska $6.59 77.0% 12.2% 12.1%
Massachusetts $11.76 34.2% -4.6% 2.1%
Virginia $12.72 51.4% 3.2% 11.3%
Maryland $13.99 50.9% 1.7% 7.4%
Vermont $13.48 36.1% -1.6% 2.2%
9 States with Lowest o o o
Sales Tax Burden** $6.50 48.62% 1.97% 8.06%
U.S. Average** $23.26 46.61% 0.51% 8.63%
9 States with Highest o o o
Sales Tax Burden** $39.03 55.47% 3.07% 10.63%
Arizona $33.56 49.0% 5.0% 20.5%
Mississippi $33.68 44.3% -3.5% 4.0%
Washington $34.02 47.8% 3.0% 12.3%
Tennessee $38.45 38.6% -2.8% 10.3%
Arkansas $39.28 44.6% 0.8% 8.4%
Louisiana $40.04 58.7% -1.6% 1.6%
New Mexico $40.62 53.1% 5.9% 12.6%
Hawaii $44.68 57.4% 5.7% 11.7%
Wyoming $46.92 105.6% 15.2% 14.3%

*State and local sales tax imposed as of 1/1/12. Sales tax burden of $1,000 of personal income.

**Equal-weighted averages.
Source: Laffer Associates
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times on marginal projects—because they
can. When bad times inevitably come, gov-
ernments are forced to raise taxes and cut
back on desperately needed projects. Volatil-
ity of revenues and spending needs is anath-
ema to good governance. Therefore, the best
approach is to minimize the volatility of tax
revenues.

Which taxes are most volatile? Figure 7
offers some answers. It gives, for three dif-
ferent taxes, the percent change in the roll-
ing 12-month sum of state and local tax rev-
enues collected from 2000 through 2011.

Notice that personal and corporate in-
come tax revenue fluctuates more than sales
tax revenue. During bad economic times,
individual and corporate income tax reve-
nues fall further, and during good economic
times, individual and corporate income tax
revenues surge higher. In a recession, busi-
nesses contract, earning less profit on which
to pay income tax. Though the personal in-
come tax is less volatile, a similar logic is

FIGURE 7 | State Tax Revenue
2000-2011

40%

0%

-18%
2000

2001

2002 2003 2004

Source: U.S. Census Bureau

2005
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in play. In an economic decline, less work
is available, and therefore people work less.
Less income on which to pay the personal
income tax means less tax revenue for the
state. Small businesses often file tax returns
as personal, rather than corporate, income,
so less revenue from small businesses results
in less personal income tax revenue, as well.

Revenue generated from sales taxes is the
least affected by the boom and bust cycle—
in fact, sales tax revenue changes only half
as much as revenue from personal and cor-
porate income taxes do. Not only does the
sales tax do less to inhibit growth, it is a
steady revenue source even during a reces-
sion. While we won't argue that consump-
tion isn't affected in an economic downturn,
it is much less affected than corporate and
personal income. Progressive corporate and
personal income taxes do far more damage
to the economy than do other taxes such as
sales taxes, property taxes, and severance
taxes. In addition, they are substantially less

[l Personal Income Tax [J] Corporate Income ] Sales Tax

Greatest Change:
4 -51.62% from 2005-2008

Greatest Change:
11.7% from 2009-2011

Greatest
Change:
22.11% from
2009-2010

2006 2007 2008 2009 2010 2011
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reliable than those other taxes. How’s that
for sound tax policy?

Policy #4: The Total Tax Burden

While the manner in which a tax is im-
posed matters, as we've seen with our anal-
ysis of corporate and personal income taxes,
sales taxes, and severance taxes, the size of
the burden on a state’s residents also matters
(Figure 8 below provides the state and local
tax burdens by state). Even with an optimally
developed tax (such as a flat rate income tax),
a state cannot impose a tax burden equivalent
to 100 percent of GSP. Such a tax burden, no
matter how well placed, will simply destroy
the tax base.

Before relating total tax burdens to state
economic performance, we must be careful
in measuring a state’s actual tax burden. For
instance, dividing Alaska’s total state tax rev-
enues by total state personal income equals

FIGURE 8 | State and Local Tax Burdens, 2009

a burden of nearly 15 percent. However, be-
cause most of the revenues come from sever-
ance taxes, which are not paid by Alaskans,
the actual tax burden borne by Alaska’s res-
ident producers and earners is much low-
er. Similarly, states with a large number of
tourists—such as Florida, Nevada, Louisi-
ana, and California—export a portion of the
their sales tax burden to out of state visitors.
The correct way to measure the tax burden
for residents in each state, consequently, is to
adjust the state and local tax revenues for tax
“exports” and tax “imports.” Every year, the
Tax Foundation creates estimates (of each
state’s state and local tax burden) that ac-
count for tax exports and tax imports."!
Returning to our comparisons of the top
versus bottom nine, we see a familiar pat-
tern in Table 9—those states that imposed
the smallest tax burden in 2009 experienced
higher rates of economic growth than both

. Highest
Lowest

Source: Tax Foundation calculations based on data from the Bureau of Economic Analysis, U.S. Census Bureau, the Council on State Taxation, the Travel

Industry Association, Department of Energy, and others.
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the average state and those nine states that
imposed the largest tax burden. And again,
while the strong economies in Alaska and
Wyoming increased the performance of the
low tax states, the stronger economic perfor-
mance of the low tax burden states holds even
when Alaska and Wyoming are excluded.
You will quickly notice that patterns are
evolving across the various measures of pol-
icy variables. Seven of the nine states with

POLICIES FOR GROWTH

the lowest tax burdens have no income tax.
That’s no surprise: It's hard to over tax when
one of the major tax sources is absent. Like-
wise, there is a significant clustering of bad
behavior on the high end of the tax burden.
Some states just can’t get out of their own way.

Not one of the high tax burden states has
grown as fast as the average low tax burden
states—even if you take Wyoming and Alas-
ka out of the “low tax” list—not one. In fact,

Table 9 | The Nine States with the Highest and Lowest Tax Burden as a Percentage of

Personal Income
10-Year Economic Performance (2001-2010 unless otherwise noted)

State & Local Gov’t | Gross State Non-Farm Population State & Local
Tax Burden as a Product Payroll Growth Tax Revenue
% of Personal Growth Employment Growth***
Income* Growth

Alaska 6.3% 77.0% 12.2% 12.1% 452.6%
Nevada 7.5% 58.9% 6.1% 28.9% 100.1%
South Dakota 7.6% 58.5% 6.4% 7.3% 51.2%
Tennessee 7.6% 38.6% -2.8% 10.3% 61.7%
Wyoming 7.8% 105.6% 15.2% 14.3% 172.2%
Texas 7.9% 57.7% 8.7% 17.9% 75.5%
New Hampshire 8.0% 35.2% -0.7% 4.7% 59.6%
South Carolina 8.1% 37.1% -1.0% 13.8% 45.2%
Louisiana 8.2% 58.7% -1.6% 1.6% 70.4%
gasfgtjrzg:‘t*h*mwe“ 7.67% 58.57% 4.72% 12.34% 120.94%
9 States with Lowest

Tax Burden 7.84% 49.22% 2.17% 12.08% 66.24%
Excluding AK & WY**

U.S. Average** 9.38% 46.61% 0.51% 8.63% 70.23%
?ai‘;tjrzg;t*h*HighESt 11.02% 38.24% -2.89% 3.78% 57.46%
Maine 10.1% 35.4% -2.5% 3.4% 45.3%
Vermont 10.2% 36.1% -1.6% 2.2% 64.5%
Minnesota 10.3% 39.5% -1.9% 6.4% 43.8%
California 10.6% 42.1% -4.8% 8.0% 77.2%
Rhode Island 10.7% 38.1% -4.1% -0.5% 52.4%
Wisconsin 11.0% 35.3% -2.8% 5.1% 39.9%
Connecticut 12.0% 40.9% -4.3% 4.2% 55.3%
New York 12.1% 43.1% -0.4% 1.5% 68.3%
New Jersey 12.2% 33.7% -3.6% 3.6% 70.4%

*State & Local Government Tax Burden as of 2009
**Equal-weighted averages.
Source: Laffer Associates and the Tax Foundation
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there is not one high tax burden state that
has grown as fast as the average state in the
nation—again not one.

Every single high tax burden state has
lost jobs over the past decade. The average
employment growth for all nine low tax bur-
den states is 4.72 percent. (Excluding Alas-
ka and Wyoming, it is 2.17 percent.) The av-
erage for all 50 states is 0.51 percent, while
the nine highest tax burden states suffered a
loss of 2.89 percent. For California employ-
ment growth is even worse, at -4.8 percent.

Despite its poor economic record, Cal-
ifornia’s right at about the national average
in population growth, at 8 percent. But even
this number is no vindication of the state’s
policies. Its growth is due largely to immi-
grants from Latin America and Asia, who
generally come from even weaker economies.
Domestic in-migration, however, is -3.9 per-
cent. This compares to a rate of -2.48 percent
for the average of high tax states, and the na-
tional average of 0.9 percent. Domestic in-
migration to the lowest burden states is 3.60
percent. When you take into consideration
that California didn't gain a Congressional
seat for the first time since 1850, while Tex-
as gained four, California is in deep trouble.

Policy #5: Right-to-Work Laws

States cannot focus solely on eliminating or
lowering their anti-growth personal and cor-
porate income tax rates to increase growth.
There is more to prosperity than that. It is
also very true that states that have right-to-
work laws grow faster than states with forced
unionism.

As of today there are 22 right-to-work
states and 28 union shop states. Over the
past decade (2001-2010) the right-to-work
states grew faster in nearly every respect
than their union shop counterparts (Table
10). In February 2012, right-to-work legis-
lation passed in Indiana. However, the data
will not reflect this change until next year’s
edition of Rich States, Poor States.

The movement of businesses from forced
union states has accelerated in recent years.
The high profile National Labor Relations
Board (NLRB) versus Boeing case, where
Boeing wanted to open a new production fa-
cility in the right-to-work state of South Car-
olina instead of the forced union state of
Washington, is just one example of many. To
date, the NLRB/Boeing issue has not been
fully resolved. The NLRB has enjoined Boe-
ing from opening a facility in South Caroli-
na. It claims that Boeing has broken federal
law by moving to South Carolina as retribu-
tion against its Washington labor force for
having called strikes in the past.?

A 2010 study in the Cato Journal by a
good friend of ours, economist Richard Ve-
dder of Ohio University, found that between
2000 and 2008, 4.8 million Americans
moved from forced union states to right-to-
work states.”> That's one person every min-
ute of every day. Right-to-work states are
also getting richer over time. Professor Ve-
dder found a 23 percent higher per-capita
income growth rate in right-to-work states
than in forced union states. From 1977 to
2007, that amounted to $2,760 in per person
income. That’s a substantial differential.**

Table 10 | The 22 Right-To-Work States and the 28 Forced Union States
10-Year Economic Performance (2001-2010 unless otherwise noted)

Gross State

Product

Growth
22 Right-To-Work States*
46.61%
41.72%

U.S. Average*
28 Forced Union States*

*Equal-weighted averages
Source: Laffer Associates
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Personal
Income
Growth

43.71%
38.78%

Non-Farm Payroll
Employment
Growth

Population
Growth

52.83% 49.99% 2.80%

0.51%

-1.29% 6.09%



A more recent study by the Cascade Poli-
cy Institute measures the impact of right-to-
work laws on employment growth, income
growth, and migration."” Authors Eric Fruits
and Randall Pozdena analyze where Oregon
could have been economically with right-to-
work laws in place by comparing the Beaver
State to Idaho, which passed right-to-work
in 1985. The study calculates that Oregon
could have seen 14 percent higher employ-
ment, 10 percent higher personal income,
and 13 percent higher wage and salary in-
come. In addition, Fruits and Pozdena incor-
porate IRS migration data to conclude that,
all else equal, Oregon could have seen a net
domestic migration from non-right-to-work
states 14 percent higher than was actual-
ly the case. Finally, the study shows that if
lawmakers were to implement right-to-work
this year, Oregon would experience higher

POLICIES FOR GROWTH

employment, income, and in-migration.
Right-to-work states have even experi-
enced higher wage growth than forced union
states. When adjusting for the cost of living
in each state and the fact that right-to-work
states were poorer to begin with, a 2003
study in the Journal of Labor Research by Uni-
versity of Oklahoma economist Robert Reed
found that wages rose faster in states that
don’t require union membership.'°
Employers that move away from forced
union states mainly do so to avoid dealing
with issues such as intrusive union rules, the
threat of costly work stoppages, and lawsuits.
Admittedly, we are dealing with small
sample sizes. Only six states are both right-
to-work states and no personal income tax
states: Texas, Tennessee, South Dakota, Ne-
vada, Florida, and Wyoming. Three states
without a personal income tax have forced

Table 11 | No Income Tax, Right-To-Work States versus No Income Tax, Forced Union States
10-Year Economic Performance (2001-2010 unless otherwise noted)

Gross State

Personal

Non-Farm Payroll

Product Income Employment PZ‘:‘;:?:"
Growth Growth Growth
Wyoming 105.6% 74.7% 15.2% 14.3%
Nevada 58.9% 53.0% 6.1% 28.9%
South Dakota 58.5% 49.8% 6.4% 7.3%
Texas 57.7% 59.6% 8.7% 17.9%
Florida 47.7% 51.5% 0.2% 15.0%
Tennessee 38.6% 41.4% -2.8% 10.3%
6 No Income Tax Right-to-Work 61.15% 54.99% 5.63% 15.61%
States*
No Income Tax Right-to-Work 52.27% 51.05% 3.72% 15.86%

States excluding WY*

U.S. Average*

No Income Tax Forced Union 41.48% 40.64% 1.16% 8.52%
States excluding AK*

3 No Income Tax Forced Union 53.33% 44.93% 4.84% 9.73%
States*

Alaska 77.0% 53.5% 12.2% 12.1%
Washington 47.8% 48.5% 3.0% 12.3%
New Hampshire 35.2% 32.8% -0.7% 4.7%

*Equal-weighted averages
Source: Laffer Associates
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union laws (Alaska, Washington, and New
Hampshire). Even so, their performance dif-
ferences over the past decade (2001 to 2010)
are astonishing. Of the nine no PIT states,
those six that are also right-to-work have
grown significantly faster than the three
with forced union laws (see Table 11 on the
previous page).

Conclusion

As we've seen from this chapter, every poli-
cy a state implements affects growth, but to
what extent varies. Incentives matter. Tax-
es result in a higher cost of an activity, and
therefore serve as a disincentive to partaking
in the taxed activity. A tax on income, for ex-
ample, means people will earn less. Likewise
a sales tax will result in less consumption.
Any tax is harmful in the sense that it lim-
its an activity; however, some taxes are more
harmful than others in that they do more to
inhibit growth. Through our top nine ver-
sus bottom nine analyses of different poli-
cies, we have seen that the taxes most likely
to inhibit growth are those that result in less

38 Rich States, Poor States

income. States that wish to increase growth
would best do so by eliminating or lower-
ing their corporate and personal income tax
rates. The data shows that a low tax rate on
income leads to more growth than does a
high, marginal tax rate. States with no per-
sonal or corporate income taxes outperform
the states with the highest personal and cor-
porate income taxes. On the other hand,
states with low or no sales taxes do not great-
ly outperform states with the highest sales
taxes. Since states need to raise money in or-
der to provide services, the best way to do
so would be to have a broad-based sales tax.
Additionally, as seen through this chapter,
the sales tax is one of the most stable forms
of taxation. Even through a recession, sales
tax revenue is fairly constant and significant-
ly steadier than revenue from income taxes.
The roadmap for state growth can be found
in this chapter’s data. Over time, we believe
the states that choose to follow the roadmap
will experience greater and faster growth
than the states that choose to ignore it.
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Death Taxes: Economic Growth Killers

he ideal goal of the tax code is to
raise the funds necessary to run gov-
ernment. Unfortunately, in today’s
world, tax policy has many additional goals,
including (but not limited to): Redistribut-
ing income, rewarding favored industries,
and punishing behaviors that the govern-
ment deems undesirable. Despite this greatly
expanded tax mandate, finding an appropri-
ate tax code would be relatively straightfor-
ward if only people would stop changing
their behavior in response to changes in the
tax code. It’s like dodgeball; if only the other
guy wouldn’t duck when you threw the ball
at him, then it would be easier to win. How-
ever, the other guy does duck, and he almost
always ducks just when you're throwing the
ball at him. In this sense, dodgeball and tax
policy have a whole lot in common.
Imposing high tax rates on a narrow tax
base is undesirable for many reasons. They
produce disproportionately large distortions
and thereby seriously damage the economy
while yielding little direct tax revenue. High
tax rates are direct incentives for people to
evade, avoid, or otherwise not report taxable
income. A narrow tax base, in turn, allows
those same people plenty of tax-free alterna-
tives where they can safeguard their income.
High tax rates with a narrow tax base are a
toxic combination that decreases other tax
revenues. Death taxes are a good illustration
of this fact.

Death Taxes Kill Economic Growth

State inheritance and estate taxes, collec-
tively known as “death taxes,” are the post-
er boys for bad tax policy. Tennessee small
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business owner Tim Keller can tell you that
from painful personal experience. He had
planned to expand his business, which his
family founded in 1946. Tragically his father
passed away, leaving behind death tax lia-
bilities Tim described as a “millstone ... tied
to the expansion of our business.” He had to
put on hold his plans to grow the business
and create more jobs for Tennesseans so that
he could meet the demands of the death tax.!

As Tim discovered, death taxes are not
just taxes on “millionaires and billionaires”
either: Small businesses with assets above
the exemption level are responsible for death
taxes even though they may not have cash on
hand. Some states start taxing estates at just
$338,333, and rates can soar up to 19 per-
cent, meaning small businesses must sell off
their assets in order to afford the death tax li-
ability.” Death triggers at least two different
taxes. There is an estate tax levied on your
total property value when you die, while
your heirs pay an inheritance tax to receive
your property. These taxes are in addition to
a gift tax, which you must pay on anything
valuable you give to a loved one over a cer-
tain exemption level. Gift taxes are separate
from estate and inheritance taxes, but are
many times used as a strategy in estate plan-
ning. Currently, 22 states impose at least one
of these taxes (see Figure 9). Fourteen states
levy only an estate tax, six states levy just an
inheritance tax, two states levy both inher-
itance and estate taxes, and two states levy
gift taxes.?

The tax-and-spend crowd claims that
death taxes raise much needed revenue for
state governments. In reality, however, they



FIGURE 9 | Inheritance and Estate Taxes by State

Source: American Family Business Foundation, 2012

strangle economic growth. States without
death taxes often enjoy higher employment
levels, increased population growth, and
higher personal income growth than their
death tax collecting counterparts (or as we
call them, “states not to die in”).* From the
Rust Belt to the Sun Belt, this tax harms state
economies.

Ohio and Connecticut: One State Acts on
the Truth, Another Ignores It

We'll start our state analysis in the Rust Belt
states of the Midwest and Northeast, where
economically struggling Ohio and Connect-
icut both altered their estate taxes. Ohio re-
pealed its estate tax effective January 1,
2013, which is a radical departure from its
status of having one of the worst death tax-
es in the nation that kicked in at $338,333 of
assets. On the other hand, Connecticut took
a very different approach and expanded its
death tax to even more of its residents.” We
encourage all states to heed the lessons that
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. States with Estate Taxes
. States with Inheritance Taxes
. States with Estate and Inheritance Taxes

*Indiana’s inheritance tax will be repealed by 2022.

**Qhio’s estate tax will be repealed on January 1, 2013.

Ohio and Connecticut learned (or ignored)
with their decisions on death tax reform.

For years, Ohio families struggled under
the state’s damaging estate tax. The Buckeye
State has, at least until January 1, the dubi-
ous distinction of having one of the lowest
exemption in the country, ensuring financial
headaches for most family farms and small
businesses.® Some small businesses may be
rich in assets, but lack cash, meaning that
they must sell off their assets in order to
pay the tax.” Moreover, when you combine
Ohio’s estate tax with the federal estate tax,
Ohioans could pay up to 40 percent on a
family-owned business.®

As in other states with a high death tax,
successful Ohioans are tempted to leave
town to save their families a large tax bill.
The late Howard Metzenbaum, who repre-
sented Ohio in the U.S. Senate as a dedicated
liberal for nearly 20 years, seemed to under-
stand the incentive. Americans for Prosperi-
ty described his decision this way:
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Though a lifelong Ohioan, the Senator
moved to Florida in 2002, according to a
declaration of domicile filed with the Bro-
ward County Clerk’s office in 2003... As
he neared the end of his life, the former
Senator also saved his family from pay-
ing Ohio’s death tax, which features one
of the highest state rates (7 percent) and
lowest asset thresholds—$338,333—in
the country. Florida famously has no in-
come or estate tax, which is one reason
other than the climate that it is home to
so many northern-born retirees.

Sen. Metzenbaum thus denied the state
in which he lived most of his life a parting fi-
nancial gift.” Sen. Metzenbaum isn’t the only
one, however: Josh Mandel, the state’s trea-
surer, recently remarked that “many small
business owners, farmers and middle class
retirees have fled Ohio to avoid this pu-
nitive estate tax...places like Naples and
Palm Beach have become second capitals of
Ohio.”'® Between 2001 and 2010, Ohio lost
370,708 taxpayers to other states, earning
the state a net migration rank of 6th worst
in the nation.

Not only does the estate tax contrib-
ute to Ohio’s shrinking population, it also
fails to raise revenue for the state. Accord-
ing to recent estimates, Columbus received
less than 0.02 percent of its revenue from
the estate tax.!' Sagging revenue from the es-
tate tax isn't just an Ohio phenomenon ei-
ther: According to a 2009 Duquesne Uni-
versity study, the federal estate tax generates
only about one percent of Washington’s to-
tal revenue. Fach year as many as 6,000
small businesses are liquidated or absorbed
by larger corporations in an attempt to pay
the federal estate tax. Local and state gov-
ernments lose tax revenue from small busi-
nesses, leading the authors to conclude, “For
every dollar in revenue the estate tax raises,
state and local governments lose almost $3
in other taxes.”* Furthermore, the study es-
timates that state and local revenues would
grow by $9.3 billion annually if the federal
estate tax were eliminated.”

Recognizing that there are better ways
to raise revenue, Gov. John Kasich signed
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a budget that included a provision to re-
peal the death tax last session. As the gov-
ernor describes it, “We've got a budget that
maintains tax cuts and kills the death tax
so people aren’t visiting the undertaker and
their accountants on the same day.”"* Effec-
tive January 1, 2013, this reform will wel-
come family-owned businesses and invest-
ments back to the Buckeye State.'” With this
barrier to prosperity out of the way, Ohio-
ans now can focus on growing their busi-
nesses. In fact, research from the Buckeye
Institute suggests that the repeal may enable
small businesses to create more than 58,000
jobs in Ohio.'®

Connecticut Moves in the Wrong Direction
Whereas Ohio repealed its estate tax, Con-
necticut subjected more people to it. In the
misguided hope of soaking the rich and clos-
ing a $3.3 billion budget shortfall, Gov. Dan-
nel Malloy signed a budget that lowered the
estate and gift tax thresholds from $3.5 mil-
lion to $2 million (retroactive to January
2011) and kept the rate at 12 percent."”

But a 2008 study by the Connecticut De-
partment of Revenue demonstrates that the
death tax greatly harms economic growth.
For example, it found that states without
an estate tax had almost 50 percent greater
growth in job creation.'® Gov. Malloy chose
to ignore the fact that states without estate
taxes enjoy higher growth in personal in-
come and population.”

Curious about why more than 100,000
people had left the Constitution State, the
Connecticut Department of Revenue Servic-
es also did a survey as part of the study.* In-
terestingly enough, the average gross estate
of those who left was $7.5 million, and their
average taxable income was $446,000.%! Ap-
proximately 50 percent of the people sur-
veyed said that they changed their residence
primarily because of the state’s hefty death
tax, and 76 percent said that it was one of the
top reasons why they left.?? Furthermore, the
study also found that the state gaining the
most people from Connecticut’s out-migra-
tion was Florida, which does not have an es-
tate tax.”’ Need we say more?



The Good, Bad, and Ugly: More Death Tax
Developments

Connecticut and Ohio werent the only
states facing hard decisions about the death
tax. States across the country had to de-
cide whether to follow Ohio’s example or
Connecticut’s.

Free Financial Advice: Dont Die in Illinois,
Maryland, New Jersey, or Washington
Unfortunately, some states have ignored the
evidence about the death tax’s harmful im-
pact, earning an infamous spot in our “states
not to die in” list.

As part of Illinois’s massive tax hike pack-
age last year, Gov. Pat Quinn resurrected the
estate tax, which has a top rate of 16 per-
cent.?* This hefty tax certainly makes Illinois
less competitive with its neighbors. Sensing
an opportunity to attract family businesses
and investments away from Illinois, the Indi-
ana legislature passed legislation this session
to phase out its inheritance tax over the next
10 years (more on this later).

High tax states Maryland and New Jer-
sey also made our list of where not to die.
They are the only two states that impose
both a state level estate tax and inheritance
tax (remember, this is in addition to the fed-
eral estate tax).”” For the privilege of dying
in Maryland, a taxpayer could pay up to 16
percent in estate taxes (above a $1 million
exemption). There is also a 10 percent in-
heritance tax on everything left to an heir.*
Furthermore, because Marylanders are also
responsible for the federal estate tax, they
could face a combined federal and state
death tax rate of up to 45.4 percent.”’

Additionally, we must mention Washing-
ton state’s heavy estate tax. With an exemp-
tion of $2 million and a rate of 19 percent, it
has one of the highest rates in the nation.*®

Fortunately, there is a better way to
spark economic growth in your state. Some
states are listening to taxpayers and have
bold plans to become more competitive for
jobs and investments.

Will Tennessee, Nebraska, and other states fol-
low in Ohio’s footsteps?
On a brighter note, other states have decided
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to protect taxpayers and reform their death
taxes.

After Nebraska was featured in a Forbes
article titled “Places Not to Die in 2012
Gov. Heineman is determined to take action.
In his State of the State address, Gov. Heine-
man expressed strong support for repealing
Nebraska’s inheritance tax. Currently, it is
only one of eight states with one.*

As we mentioned earlier, the Indiana
legislature wants to compete with neighbor-
ing states for investments and jobs. This ses-
sion, legislators passed a bill that will phase
out the state’s burdensome inheritance tax
by 2021. This legislation also doubles the
inheritance tax exemption for children and
grandchildren.®® Pleased to provide Hoo-
siers with vital tax relief, Gov. Mitch Dan-
iels reflected that the inheritance tax had
“made life very difficult on family-owned
businesses and family-owned farms in the
past, some of whom were forced to sell just
to pay the taxes.”!

On the West Coast, taxpayers in Oregon
are working hard to repeal the Beaver State’s
onerous death tax, which features an estate
tax with a $1 million exemption and rates
as high as 16 percent. Grassroots volunteers
aim to put death tax repeal on the ballot in
November.*?

In Tennessee, meanwhile, legislators
will soon consider a proposal to reduce or
repeal the inheritance tax.* There is also
legislation moving through the statehouse
to repeal Tennessee’s gift tax.** Given the
economic effects of both taxes, which we’ll
discuss below, both should be welcome
developments.

The Death Tax is a Blight on Tennessee’s
Tax Policy
Tennessee is a great lens from which to
study state death taxes because, apart from
the gift and estate taxes, Tennessee’s state
economic policies are generally superb.® It
thus provides a great study on the harmful
effects of death taxes on an otherwise sound
set of state tax policies.

Tennessee does not levy a personal in-
come tax on wages—although it does levy
a tax on dividends and interest.*® Tennessee
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Table 12 | Determining the Gift Tax Liabilities of a Tennessee Resident

Based on Current Federal and State Exemptions and Rates

Step 1. Total Taxable Gift

Federal and State Gift Tax Exemptions for a $5 Million Gift

Federal gift tax exemption $5,000,000
(lifetime)

Federal taxable gift* S0
Tennessee gift tax exemption | $13,000
Tennessee gift taxable gift $4,987,000
Total Taxable Gift $4,987,000

Step 2. Taxes Due to Tennessee

Tennessee Gift Tax Brackets and Rates for a $5 Million Gift

Tennessee Gift Tax Brackets First $40,000.01 $240,000.01 | $440,000.01 Total
$40,000 to $240,000 to $440,000 | and over

Tennessee Taxable Gift $40,000 $200,000
Marginal Tax Rate 5.50% 6.50%
Gift Tax Due to Tennessee $2,200 $13,000

$200,000 $4,547,000 $4,987,000
7.50% 9.50%
$15,000 $431,965 $462,165

*For the purpose of this table, we assume that none of the $5 million federal lifetime exemption has been used.

Source: Laffer Associates

also has a relatively low corporate income
tax rate of 6.5 percent.’ It is a right-to-work
state with one of the lowest percentages of
the workforce represented by unions in the
nation.”® Additionally, Tennessee’s property
taxes are quite reasonable.”

But the state’s Achilles’ heel is its gift and
estate taxes. Tennessee is one of a minori-
ty of 22 states that levies an estate or inher-
itance tax.” It is also one of only two states
(Connecticut is the other) that levies a sepa-
rate gift tax.*!

The top estate tax rate in Tennessee is
9.5 percent, while gift tax rates can soar to
16 percent.* There is a gift tax exemption
of $13,000 per recipient per year. There are,
however, no lifetime gift exemptions un-
der state law as there are under federal law,
meaning that even donors who are not sub-
ject to federal tax will have to pay state gift
taxes.”

Tennesseans who want to take advan-
tage of the higher lifetime federal gift tax
exclusion create a $4.987 million state tax-
able event for themselves that is unique to
Tennessee. Table 12 shows the math. Ten-
nesseans who want to take advantage of
the beneficial federal policy must pay more
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than $462,000 to the state. On the other
hand, moving out of Tennessee could save a
person that amount in taxes. Wouldn't you
move to another state to avoid a gift tax lia-
bility of half a million dollars?

With this as backdrop, Tennessee’s prob-
lem is starkly apparent. Contrary to the ex-
pectations of “social justice” advocates, taxes
do not redistribute income. They redistrib-
ute people. The higher the tax rate, the nar-
rower the tax base, and the more mobile the
people being taxed, the greater the redistri-
bution of people. The result is less redistri-
bution of income, meaning less tax revenue
for the government.

Gift and estate taxes, as opposed to Ten-
nessee’s other taxes, are levied on a narrow
tax base that represents a very small sub-
set of a state’s population. This population is
highly mobile, so the people subject to Ten-
nessee’s gift and estate taxes have the abili-
ty to change the location of their wealth to
avoid those taxes.

All of these features make gift and es-
tate taxes the exact opposite of what an op-
timal tax base should be. Consequently, the
economic outcome is a redistribution of peo-
ple away from the states that levy death taxes



toward states that do not. This is one specif-
ic example of the phenomenon we discuss in
chapter 1, which is that people vote with their
feet.

The incentive to move is strongest, obvi-
ously, for those people who must pay death
taxes. When successful entrepreneurs move,
Tennessee loses not only their income, but
also the income and jobs their business-
es create. It loses in other ways, too: Hous-
es they would have bought, the purchases
they would have made, and other taxes they
would have paid (remember Golden Rule
number 7).

Florida’s Tax Laws Lure Successful
Tennesseans to the Sunshine State

Then there is Florida. The Sunshine State is a
major competitor for population and income.
This makes sense due to Tennessee’s close
proximity to Florida and similarly competi-
tive economic environment.

Florida, like most other no personal in-
come tax states, does not impose a state es-
tate tax. As a result, the people Tennessee
loses to Florida tend to have much higher
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incomes, while the people Florida loses to
Tennessee tend to have lower incomes. The
result is an income premium for Florida. In
fact, we estimate that the average income of
Tennesseans moving to Florida is 13 percent
higher than the average income of Floridians
moving to Tennessee.

Migration and income are two ways of
looking at the effects of these states’ estate
tax policies. But more data from the IRS
gives us two other tools of analysis. The first
data set is the average size of estates in Flori-
da and Tennessee in the years 1997 through
2009. The second is the percentage of popu-
lation filing estate tax returns in both states
in those years. Using this data you can
quickly see the type of damage Tennessee’s
gift and estate taxes have wreaked.

In 1997, the average size of an estate in
Tennessee was $1.5 million, and in Florida
it was $1.9 million, a full 25 percent high-
er than in Tennessee. While that difference
was a substantial advantage for Florida, it
paled in comparison to what happened 12
years later. In 2009, Florida’s average estate
was $7.4 million; in Tennessee it was $4.4

FIGURE 10 | Size of Average Federal Estate Filed in Tennessee and Florida
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FIGURE 11 | Number of Federal Estate Tax Returns Filed per 100,000 People in Tennessee and Florida

1997-2009
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million. While the average size grew in both
states, Florida’'s average estate was almost
75 percent larger than Tennessee’s (Fig-
ure 10).** The incentive is for Tennessee’s
wealthiest and most productive taxpayers to
move to Florida before they have to pay the
estate tax.

While the estate size data is powerful
enough, it’s reinforced by data revealing the
number of estate tax returns filed as a share
of each state’s population (Figure 11). In 1997,
there were an average 24 estate tax returns
filed for every 100,000 people in Tennessee.
In that same year, Florida had 57 tax returns
per 100,000 people—more than double the
Tennessee rate. By 2009 federal filing require-
ments had changed, and only eight estate tax
returns per 100,000 people were filed in Ten-
nessee. On the other hand, 16 returns per
100,000 people were filed in Florida.

To reiterate, not only was the average fed-
eral estate size much larger in Florida than
in Tennessee, but large estates were much
more common in Florida than in Tennessee.
The most shocking observation in this dis-
cussion is that these differences are increas-
ing sharply.

Estate Taxes Raise Very Little Revenue
In terms of economic growth, Tennessee
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pays a high price for imposing state gift and
estate taxes. Even from an accounting per-
spective, Tennessee’s gift and estate taxes
contribute very little to overall state tax reve-
nues (see Figure 12). In 2010, gift and estate
taxes accounted for less than one percent of
total state revenues. In fact, these taxes have
not exceeded 1.5 percent of revenues for
more than a decade.”

Eliminating Tennessee’s estate tax comes
with a very small revenue loss. According to
the Tennessee Department of Revenue, Ten-
nessee’s gift and estate taxes raised only $81
million in fiscal year 2010 and $113 million
in fiscal year 2011.%

That is in static dollar terms. But the
world is not static: Eliminating Tennessee’s
gift and estate taxes will increase the rate
of economic growth in Tennessee. Stronger
economic growth benefits the government
through higher tax revenues, and it will
more than offset the small static revenue loss
to the state and provides extra revenue to the
local governments as well.*

We estimate that had Tennessee elimi-
nated its gift and estate taxes 10 years ago, its
economy would have been over 14 percent
larger in 2010. The state also would have
gained 200,000 to 220,000 more jobs. More-
over, state and local government revenues
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FIGURE 12 | Tennessee’s Gift and Estate Taxes as a Percentage of Total Tax Revenues
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FIGURE 13 | Total Dollar Value of All Estates in Tennessee (in billions)
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would have benefitted from the more robust
economic growth, gaining between $7 bil-
lion and $7.3 billion.*

The Estate Tax Has Depressed the Value
of Tennessee’s Estates and Economy

Not only does the estate tax raise very little
revenue, it also is a drag on Tennessee’s eco-
nomic growth. Overall, the value of estates
in Tennessee could have been between $1

2002 2003 2004 2005 2006 2007 2008 2009

billion and $6 billion larger each and every
year over a 22-year period (see Figure 13).
Between 1997 and 2009, Tennessee’s estates
could have been $21.4 billion larger had they
grown at the U.S. national average and $64.5
billion larger had they grown at Florida’s av-
erage growth rate. Clearly, Tennessee’s econ-
omy has lost enormous amounts of accu-
mulated wealth due to gift and estate taxes.
This wealth would have created more jobs
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in Tennessee, alleviated some of Tennessee’s
poverty, and significantly increased Tennes-
see’s state and local tax revenues.

Eliminating Tennessee’s Gift and Estate
Taxes Can Bring Dynamic Benefits
No matter which way you look at it, the po-
tential dynamic benefits for Tennessee are im-
pressive. All residents of Tennessee pay an ex-
tremely high cost for the state’s gift and estate
taxes, whether they are subject to it or not.
Eliminating the gift and estate taxes will
raise the total amount of investment and
economic activity in Tennessee. Greater eco-
nomic activity will lead to higher consump-
tion, a stronger housing market, and a larg-
er total amount of dividends and interest
income reported. Public treasuries will also
benefit. The types of government tax reve-
nues Tennessee could generate by eliminat-
ing the gift and estate taxes include:

* Higher revenues from dividends and
interest income;

* Higher consumption in the state, there-
fore higher state sales tax revenues,
excise tax revenues, and local sales tax
revenues;

* Higher property values, therefore higher

local property tax revenues; and,

Higher employment.

We have given you just a glimpse of the
dynamic benefits Tennessee could gain if it
eliminated the gift and estate taxes. There
are many ways to explain how eliminating
this tax would boost the economy. Next, we
analyze Tennessee’s gift and estate taxes by
first focusing on the benefits of accumulat-
ing wealth and then discussing how Tennes-
see can catch up to the top performing no in-
come tax states.

Repealing the Death Tax Can Help Ten-
nessee by Letting Wealth Grow and Work
Wealth is a key factor in creating jobs, raising
productivity, and in short, increasing eco-
nomic growth. Without wealth there is no
capital accumulation. Without capital accu-
mulation, there is no technological progress.
Both capital and technology are key inputs
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for generating economic growth.** Because
the gift and estate taxes diminish wealth ac-
cumulation, Tennessee’s economic growth is
less than it should be. While tax policy re-
duces production, it also reduces consump-
tion. Wealthier societies not only produce
more, they consume more as well, a phe-
nomenon that economists call “the wealth
effect.” One recent study estimated that ev-
ery extra dollar of wealth leads, after a few
years, to an additional six to nine cents of in-
creased consumption.”®

People adjust their estates in response to
both federal and state tax policy to minimize
the ultimate tax burden. Nevertheless, if we
use the size of the lost estates between 2000
and 2009 as a guide, the total wealth of Ten-
nessee is $16.6 billion to $48.3 billion small-
er than it would have been over this entire
period. This is wealth that could have been
put to use investing in Tennessee business-
es each and every year between 2000 and
2009. Instead, these assets have either mi-
grated away from Tennessee or never came
to Tennessee in the first place and have been
subsequently put to work in other states.

According to the Federal Reserve Board,
total U.S. assets in 2000 were around $50.1
trillion.” Based on Tennessee’s share of the
U.S. economy, this would equate to a total
asset base in Tennessee somewhere in the
neighborhood of $901 billion. The $16.6 bil-
lion to $48.3 billion in lost assets, had they
not been lost due to Tennessee’s gift and es-
tate taxes, represents around a 1.8 percent
to 5.4 percent dent in Tennessee’s total as-
set base. A higher asset base directly trans-
lates into greater economic growth. Great-
er economic growth around the same range
as the increase in its asset base implies that
Tennessee’s economy, as measured by gross
state product, could have been $6.1 billion to
$18.2 billion larger than it currently is with-
out the state gift and estate taxes.”

A larger economy would have led to more
jobs and higher tax revenues for the state.
Based on the size of Tennessee’s total tax rev-
enues relative to the size of its economy in
2010, Tennessee would have experienced an
increase of total tax revenues (excluding the
gift and estate tax revenues) around $247.8



million to $746.9 million. That's far more
than the $80 million to $100 million in tax
revenues that Tennessee’s gift and estate tax-
es raise in an average year.”

Death Tax Repeal Can Help Tennessee’s
Economy Catch Up

We have just finished looking at how elimi-
nating the death tax would increase Tennes-
see’s asset base and tax revenues. Now we
will look at how much larger the economy
could grow. Tennessee already has many fea-
tures of the nine states that do things right. It
does not have a tax on earned income, and it
has a fairly low corporate income tax, a low
overall tax burden, and it is a right-to-work
state. All four of these features are associated
with a significant growth premium. So Ten-
nessee’s economy should be growing signif-
icantly faster than the U.S. average, but it is
not. As Table 13 shows, Tennessee does not
reap an economic growth premium in large
part due to its gift and estate taxes.

The main difference between Tennessee
and the other pro-growth states is Tennes-
see’s gift and estate taxes. For instance, ev-
ery one of the slower growing zero personal
income tax rate states violate one of the key
pro-growth policy recommendations. Both

DEATH TAXES: Economic Growth Killers

New Hampshire and Washington state are
no personal income tax states, but they are
slow growing compared with the rest of the
no income tax states. New Hampshire is not
aright-to-work state. Washington state is not
a right-to-work state, either, and it imposes
an estate tax, though not a gift tax.

Like New Hampshire and Washington,
Tennessee has one policy that, if changed,
could make a difference. Removing Tennes-
see’s gift and estate taxes would eliminate
the most important policy obstacle that dif-
ferentiates Tennessee from the other pro-
growth states. With this obstacle removed,
there is no reason to believe that Tennes-
see’s rate of economic growth would not re-
semble the average rate of economic growth
for the pro-growth states. Had Tennessee’s
economic performance matched the perfor-
mance of the pro-growth tax states between
2001 and 2010, by 2010 Tennessee’s econo-
my would have been significantly better off
(Table 14 on the next page).

Tennessee is both one of the nine states
with the lowest tax burden and one of the
nine states that does not levy a personal
income tax. Over the past decade, if Ten-
nessee’s economy had grown at the aver-
age growth rate of the nine states with the

Table 13 | Tennessee’s Economic Performance Compared to the Average of Pro-Growth States

2001-2010
States State & Local Top Top Corporate | Gross Non-Farm Population | State &
Government Personal | Income Tax State Payroll Em- | Growth Local Tax
Tax Burden as Income Rate Product | ployment Revenue
a % of Personal | Tax Rate Growth Growth Growth**
Income*
9 States 7.67% 1.21% 4.35% 58.57% 4.72% 12.4% 120.94%
with Lowest
Tax Burden
as a % of
Personal
Income
9 States with | 7.91% 0.00% 4.74% 58.54% 5.36% 13.65% 81.53%
No PIT
8 States 8.39% 2.66% 2.56% 59.13% 4.8% 11.98% 69.32%
with Lowest
Marginal CIT
Rate
33.% 103 617%

*State & Local Government Tax Burden as of 2009 from Tax Foundation
*%1999-2008

Source: U.S. Census Bureau, Bureau of Economic Analysis, Tax Foundation, and Laffer Associates
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Table 14 | Potential Additional Economic Performance in Tennessee

Annual Benefit as of 2010

Additional
Gross State
Product

(S billions)

States

Employment

9 States with Lowest | $36.64 203,252
Tax Burden as a % of

Personal Income

9 States with No PIT | $36.58 220,460

Source: Laffer Associates

lowest tax burden or the nine states with no
personal income tax, Tennessee would have
greatly benefitted. The potential benefits in-
clude significantly higher output growth,
larger employment growth, and higher tax
revenue for Tennessee state and local gov-
ernments. These benefits overwhelm the
small revenues raised for the state by the gift
and estate taxes.

Conclusion

No matter which way you look at it, broad-
based taxes at the lowest possible tax rate
provide people the least opportunity to avoid
paying taxes—and the lowest incentive to do
so. State inheritance, gift, and estate taxes are
diametrically opposed to this fundamental
canon of taxation. From Connecticut to Ten-
nessee, death taxes are a classic example of
bad economic incentives. These states have
struggled with low employment growth,
population losses, and sagging death tax rev-
enue.’* Prosperity for all Americans would be
enhanced by eliminating death taxes.

52 Rich States, Poor States

Additional Non-
Farm Payroll

Additional | Additional Additional State &

Population | Net Domestic | Local Tax Revenue
Migration ($ billions)

103,539 4,887 $7.0

178,875 9,588 $7.3

Remember Tim Keller from the begin-
ning of this chapter? His family-owned busi-
ness had to put their plans to expand on hold
after Tim’s father passed away. The resulting
death tax liabilities, combined with other fi-
nancial challenges, proved to be an immense
burden for his family. Another company ac-
quired their business in 2008.” Unfortu-
nately, Tim’s story isn’t unique—countless
other small businesses face similar challeng-
es trying to pay these taxes.”

The death tax hits homeowners, small
business owners, and farmers dispropor-
tionately hard. Maybe that’s why public poll-
ing has consistently shown that the death tax
is one of the most unpopular taxes in exis-
tence. States with estate taxes are encourag-
ing citizens to take their income, their jobs,
and their capital and move to states that do
not levy confiscatory taxes on the geese that
lay the golden eggs. And that's why death
taxes are the poster boys for bad tax policy.
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State Rankings

The Economic Outlook Ranking is a forecast based on a state’s current standing in 15 state policy vari-
ables. Each of these factors is influenced directly by state lawmakers through the legislative process.
Generally speaking, states that spend less—especially on income transfer programs, and states that tax
less—particularly on productive activities such as working or investing—experience higher growth
rates than states that tax and spend more.

The Economic Performance Ranking is a backward-looking measure based on a state’s performance on
three important variables: Personal Income Per Capita, Absolute Domestic Migration, and Non-Farm
Payroll Employment—all of which are highly influenced by state policy. This ranking details states’
individual performances over the past 10 years based on this economic data.

Table 15 | ALEC-Laffer State Economic Outlook Rankings, 2012
Based upon equal-weighting of each state’s rank in 15 policy variables

1 Utah 26 Kansas

2 South Dakota 27 South Carolina
3 Virginia 28 New Hampshire
4 Wyoming 29 Alaska

5 North Dakota 30 West Virginia
6 Idaho 31 Nebraska

7 Missouri 32 Wisconsin

8 Colorado 33 Washington
9 Arizona 34 Delaware

10 Georgia 35 New Mexico
11 Arkansas 36 Montana

12 Tennessee 37 Ohio

13 Florida 38 California

14 Oklahoma 39 Kentucky

15 Mississippi 40 Pennsylvania
16 Texas 41 Minnesota
17 Michigan 42 New Jersey
18 Nevada 43 Rhode Island
19 Louisiana 44 Connecticut
20 Maryland 45 Oregon

21 Alabama 46 Hawaii

22 lowa 47 Maine

23 North Carolina 48 Illinois

24 Indiana 49 Vermont

25 Massachusetts 50 New York
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Table 16 | ALEC-Laffer State Economic Performance Rankings, 2000-2010

mm Absolute Domestic Migration | Personal Income Per Capita Non-Farm Payroll
25 3 1

1 Wyoming

2 Texas 2 24 4
3 Montana 21 5 7
4 North Dakota 31 1 3
5 Alaska 29 8 2
6 New Mexico 23 6 10
7 South Dakota 27 4 12
8 Virginia 12 19 13
9 Oklahoma 19 10 16
10 Arkansas 16 7 22
11 Arizona 3 32 11
12 Utah 17 27 5
13 Florida 1 33 18
14 Washington 9 26 17
15 Hawaii 34 12 9
16 West Virginia 26 11 19
17 Idaho 13 35

18 Nevada 6 50 6
19 Vermont 28 14 23
20 Nebraska 36 17 15
21 Maryland 41 16 14
22 Alabama 14 18 42
23 Maine 24 22 30
24 Colorado 10 47 20
25 Louisiana 44 2 32
26 Oregon 11 42 25
27 North Carolina 4 46 29
28 lowa 38 15 27
29 South Carolina 7 37 37
30 Pennsylvania 33 23 26
31 Tennessee 8 30 44
32 Kentucky 15 34 35
33 Georgia 5 48 34
34 New Hampshire 22 44 21
35 Delaware 18 41 31
36 Mississippi 35 9 46
37 Rhode Island 37 13 41
38 Missouri 20 28 43
39 Kansas 40 20 33
40 New York 50 21 24
41 Minnesota 39 29 28
42 Wisconsin 30 31 38
43 Massachusetts 43 25 40
44 Connecticut 42 36 45
45 New Jersey 46 38 39
46 Indiana 32 45 48
47 California 49 40 36
48 Illinois 48 39 47
49 Ohio 45 43 49
50 Michigan 47 49 50
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Alabama

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic

22

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Performance Rank

Personal Income Per Capita

Cumulative Growth 2000-2010 39.6% Rank: 18
7% AL
% u.s.

4%
2%
0%
2%
-4%
-5%

‘01 02 03 ‘04 ‘05 ‘06 ‘07 '08 ‘09 10

Absolute Domestic Migration

Cumulative 2001-2010 88,477 Rank: 14
(in thousands)

40

35

30

15
5 --
2 1

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 -3.2%  Rank: 42
3.0% AL
U.S.

1.5%
0%
-1.5%
-3.0%
-4.5%
6.0%

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10

58 Rich States, Poor States

2 1 Economic

Outlook Rank
Economic Outlook Rank (1=best 50=worst)
A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

15 16 17 20

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 4.25% 12
Top Marginal Corporate Income Tax Rate 4.23% 6
Personal Income Tax Progressivity $1.95 1
(change in tax liability per $1,000 of income) ’

Property Tax Burden

(per $1,000 of personal income) $15.13 L
Sales Tax Burden

(per $1,000 of personal income) $24.56 29
Remaining Tax Burden

(per $1,000 of personal income) $23.13 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $1.53 29
(2010 & 2011, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 8.6% 26
Public Employees Per 10,000

of Population (full-time equivalent) ALY &%
State Liability System Survey

(tort litigation treatment, judicial impartiality, 45.5 47
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 5245 41
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)



Alaska

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic Z 9 Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates

ables are highly influenced by state policy. and revenues and any effect of federal deductibility.

Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011

Cumulative Growth 2000-2010 45.3% Rank:8 ECONOMIC OUTLOOK RANK 37 38 22 29

9%

<
u.S.

5% Top Marginal Personal Income Tax Rate 0.00% 1

2%
Top Marginal Corporate Income Tax Rate 9.40% 43

0%

Personal Income Tax Progressivity

2% (change in tax liability per $1,000 of income) $0.00 2
-5%
Property Tax Burden
-T% (per $1,000 of personal income) $39.19 38
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10
. . . Sales Tax Burden
Absolute Domestic Migration ~ -6,221  Rank: 29 (per $1,000 of personal income) $6.59 5
Cumulative 2001-2010
(in thousands) Remaining Tax Burden
3 (per $1,000 of personal income) $15.89 e
2
Estate/Inheritance Tax Levied? No 1
1
. I - N
- Recently Legislated Tax Changes $0.92 21
- (2010 & 2011, per $1,000 of personal income) ’
2
-3 Debt Service as a Share of Tax Revenue 7.1% 12
-4
. Public Empl Per 10,000
® 01 ‘02 03 ‘04 ‘05 ‘06 ‘07 08 ‘09 ‘10 Bl A S 762.4 | 49
of Population (full-time equivalent)
Non-Farm Payroll Employment State Liability System Survey
Cumulative Growth 2000-2010 16.9% Rank: 2 (ettocr)t litigation treatment, judicial impartiality, 56.6 33
AK
u.s. State Minimum Wage
3.0% (federal floor is $7.25) $7.75 42
1.5% s )
Average Workers’ Compensation Costs $3.10 49
0% (per $100 of payroll) '
-1.5% o
Right-to-Work State? No 50
-3.0% (option to join or support a union)
-4.5% . L
Number of Tax Expenditure Limits 1 14

-6.0% (0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 '09 '10
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Arizona

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I I Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 31.9% Rank: 32
8% AZ
U.S.

6%
4%
2%
0%

2%

4%

6%

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

702,883 Rank: 3

140
120
100

OIII II-_

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

N A O
o o o©o

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 7.1% Rank: 11
8.0% Az
6.0% U.S.

4.0%
2.0%
0%
-2.0%
-4.0%
-6.0%
-8.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10

60 Rich States, Poor States

Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

6 3 3 12

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 4.54% 13
Top Marginal Corporate Income Tax Rate 6.97% 23
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $10.50 30
Property Tax Burden

(per $1,000 of personal income) $32.01 26
Sales Tax Burden

(per $1,000 of personal income) 533.56 42
Remaining Tax Burden

(per $1,000 of personal income) $13.57 E
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $2.86 34
(2010 & 2011, per $1,000 of personal income) ’

Debt Service as a Share of Tax Revenue 10.5% 43
Public Employees Per 10,000 4598 5
of Population (full-time equivalent) ’

State Liability System Survey

(tort litigation treatment, judicial impartiality, 65.0 13
etc.)

State Minimum Wage

(federal floor is $7.25) $7.65 B
Average Workers’ Compensation Costs

(per $100 of payroll) 5171 13
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)



Arkansas

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I O Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita
Cumulative Growth 2000-2010

9%

45.3% Rank:7

AR
u.s.

%
5%
2%
0%
2%
-5%
7%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

77,407 Rank: 16

25

20

15

10

5 l ir
©  m -

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 1.1%

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

I I Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

11 12 13 13

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 7.00% 34
Top Marginal Corporate Income Tax Rate 6.50% 19
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $14.03 Y
Property Tax Burden
(per $1,000 of personal income) $16.93 3
Sales Tax Burden
(per $1,000 of personal income) $39.28 46
Remaining Tax Burden
(per $1,000 of personal income) $16.58 LY
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.39 6
(2010 & 2011, per $1,000 of personal income) ’
Debt Service as a Share of Tax Revenue 5.3% 3
Public Employees Per 10,000

1.
of Population (full-time equivalent) ek <4
State Liability System Survey
(tort litigation treatment, judicial impartiality, 48.7 44
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs $1.18 3
(per $100 of payroll) '
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
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California

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 28.7% Rank: 40
8% CA
6% u.S.

4%
2%
0%
2%
-4%
-6%
-8%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10

Absolute Domestic Migration
Cumulative 2001-2010 -1,505,126
(in thousands)

0 —
» l l
-100
-150
-200
-250

-300

Rank: 49

[SENC]

-350
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 36
CA

u.s.

-2.5%

4.0%
2.0%
0%
-2.0%
-4.0%
-6.0%

-8.0%
‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10
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Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

42 43 46 47

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 10.30% 47
Top Marginal Corporate Income Tax Rate 8.84% 38
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $36.90 50
Property Tax Burden

(per $1,000 of personal income) $34.33 50
Sales Tax Burden

(per $1,000 of personal income) $23.78 24
Remaining Tax Burden

(per $1,000 of personal income) $15.60 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $2.84 )
(2010 & 2011, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 9.7% 35
Public Employees Per 10,000 478.2 5
of Population (full-time equivalent) :

State Liability System Survey

(tort litigation treatment, judicial impartiality, 47.2 46
etc.)

State Minimum Wage

(federal floor is $7.25) $8.00 A
Average Workers’ Compensation Costs

(per $100 of payroll) $2.68 46
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 2 2

(0= least/worst 3=most/best)
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Z 4 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 24.8% Rank: 47
9% co
% u.s.

5%
2%
0%
2%
-5%

7%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Absolute Domestic Migration

Cumulative 2001-2010 208,990 Rank: 10
(in thousands)
50
40
30
20 I
10 .
. - -
-10 -
20

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 1.9% Rank: 20
45% co
3.0% U.S.

1.5%
0%
-1.5%
-3.0%
-4.5%
6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

9 2 2 6

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 4.63% 14
Top Marginal Corporate Income Tax Rate 4.63% 8
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $5.86 20
Property Tax Burden
(per $1,000 of personal income) $29.87 20
Sales Tax Burden
(per $1,000 of personal income) $24.01 26
Remaining Tax Burden
(per $1,000 of personal income) $11.22 2
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $3.29 36
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 12.0% 47
Public Employees Per 10,000

iy 2
of Population (full-time equivalent) e =
State Liability System Survey
(tort litigation treatment, judicial impartiality, 65.8 8
etc.)
State Minimum Wage
(federal floor is $7.25) $7.64 .
Average Workers’ Compensation Costs $1.39 4
(per $100 of payroll) ’
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 3 1

(0= least/worst 3=most/best)
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Connecticut

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 4 Economic 4 4Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 30.3% Rank:36 ECONOMICOUTLOOKRANK 40 32 36 35
10%
% u.s.
Top Marginal Personal Income Tax Rate 6.70% 28
3%
0% Top Marginal Corporate Income Tax Rate 9.00% 40
3% L
Personal Income Tax Progressivity $7.67 27
-5% (change in tax liability per $1,000 of income) :
% Property Tax Burden
-10% (per $1,000 of personal income) $44.82 44
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10
. . . Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $16.78 | 10
Cumulative 2001-2010 -97,731  Rank: 42
(in thousands) Remaining Tax Burden $15.09 9

(per $1,000 of personal income)

’ || || . ,
= Estate/Inheritance Tax Levied? Yes 50
10 Recently Legislated Tax Changes
(2010 & 2011, per $1,000 of personal income) $10.37 &

15
Debt Service as a Share of Tax Revenue 8.5% 25
20

Public Employees Per 10,000

R 24. 1
% of Population (full-time equivalent) Hhf Z
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10
State Liability System Survey
Non-Farm PayroII Employment (ettocr)t litigation treatment, judicial impartiality, 62.1 24
Cumulative Growth 2000-2010 -4.0% Rank: 45
CcT State Minimum Wage
3.0% U.s (federal floor is $7.25) $8.25 he
1o A Workers’ C ¢
verage Workers’ Compensation Costs
0% (per $100 of payroll) $2.55 45
e Right-to-Work State?
ight-to-Work State?
-3.0% (option to join or support a union) e 20
-4.5% . ..
Number of Tax Expenditure Limits 1 14

-6.0% (0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
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Delaware

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 5 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 28.3% Rank: 41
u.S.

6%
4%
2%
0%
2%
-4%
-6%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 08 ‘09 ‘10

Absolute Domestic Migration

Cumulative 2001-2010

(in thousands)

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 ‘09 ‘1

45,827 Rank: 18

9
8
7
6
5
4
3
2
1
0

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 31
DE

u.s.

-1.2%

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

3 4 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

31 31 37 34

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 8.00% 40
Top Marginal Corporate Income Tax Rate 9.98% 47
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $15.97 45
Property Tax Burden
(per $1,000 of personal income) 517.96 o
Sales Tax Burden
(per $1,000 of personal income) 50.00 1
Remaining Tax Burden
(per $1,000 of personal income) $50.67 2o
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes
(2010 & 2011, per $1,000 of personal income) 56.40 K
Debt Service as a Share of Tax Revenue 10.2% 40
Public Employees Per 10,000

2 2
of Population (full-time equivalent) ! U
State Liability System Survey
(tort litigation treatment, judicial impartiality, 77.2 1
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) $1.85 v
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)
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2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I 3 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 31.6% Rank: 33
8% FL
6% u.S.

4%
2%
0%
2%
4%
6%
8%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration

Cumulative 2001-2010 1,164,630 Rank: 1
(in thousands)

300

250

200

150IIIII

]

0 I_ —
el |

-50

a o
S o

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 2.9%

5.3%
3.5%
1.8%
0%
-1.8%
-3.5%
-5.3%

-7.0%
‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10
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I 3 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

16 11 5 10

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 5.50% 13
Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) :
Property Tax Burden
(per $1,000 of personal income) $41.13 83
Sales Tax Burden
(per $1,000 of personal income) $28.68 39
Remaining Tax Burden
(per $1,000 of personal income) $23.05 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $1.53 28
(2010 & 2011, per $1,000 of personal income) ’
Debt Service as a Share of Tax Revenue 8.8% 28
Public Employees Per 10,000

2.
of Population (full-time equivalent) aipaly g
State Liability System Survey
(tort litigation treatment, judicial impartiality, 53.9 41
etc.)
State Minimum Wage
(federal floor is $7.25) $7.67 .
Average Workers’ Compensation Costs
(per $100 of payroll) 5170 1
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)



Georgia

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 3 Economic I 0 Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 23.0% Rank:48 ECONOMIC OUTLOOK RANK 8 8 9 11
7% GA
5% U.S. mm
4% )

Top Marginal Personal Income Tax Rate 6.00% 25
2%
0% Top Marginal Corporate Income Tax Rate 6.00% 15
2% .

Persona_l Inco.me__'l'ax Progresswl_ty $6.53 24
4% (change in tax liability per $1,000 of income)
5% Property Tax Burden
7% (per $1,000 of personal income) $31.29 23

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
. . . Sales Tax Burden

Absolute Domestic Migration (per $1,000 of personal income) $26.92 | 36
Cumulative 2001-2010 552,246 Rank: 5
140 (in thousands) Remaining Tax Burden $10.77 1

(per $1,000 of personal income)
120

100 Estate/Inheritance Tax Levied? No 1

Recently Legislated Tax Changes $0.94 22

60 (2010 & 2011, per $1,000 of personal income)

40

20 I l . Debt Service as a Share of Tax Revenue 6.8% 11
0 —

Public Employees Per 10,000

I 7 7 7 7 7 7 7 7 I 2. 21
02 "03 ‘04 05 ‘06 ‘07 ‘08 09 of Population (full-time equivalent) S
State Liability System Survey
_ (tort litigation treatment, judicial impartiality, 60.9 27
Non-Farm Payroll Employment etc)
Cumulative Growth 2000-2010 -2.3% Rank: 34
GA State Minimum Wage
3.5% (federal floor is $7.25) $7.25 U
u.S.
1.8%
Average Workers’ Compensation Costs
0% (per $100 of payroll) $2.08 27
-1.8%
Right-to-Work State? Yes 1
-3.5% (option to join or support a union)
-5.3% ) .
Number of Tax Expenditure Limits 0 34

-7.0% (0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
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Hawaii

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I 5 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 43.3% Rank: 12
9% HI
u.S.

7%
5%
2%
0%
2%
-5%

7%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

6

- N

2

0 — = —
2 || . .

-4

6

-29,883  Rank: 34

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 8.7% Rank: 9
4.5% HI
u.S.

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%
-6.0%

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10
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4 6 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

41 41 39 46

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 11.00% 49
Top Marginal Corporate Income Tax Rate 6.40% 18
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $13.22 36
Property Tax Burden

(per $1,000 of personal income) $23.89 1y
Sales Tax Burden

(per $1,000 of personal income) $44.68 49
Remaining Tax Burden

(per $1,000 of personal income) $21.68 =)
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $7.21 45
(2010 & 2011, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 9.9% 36
Public Employees Per 10,000

of Population (full-time equivalent) (6D 22
State Liability System Survey

(tort litigation treatment, judicial impartiality, 56.4 35
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 5170 1
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



Idaho

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I 7 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 30.5% Rank: 35
9% ID
U.S.

7%
5%
2%
0%
2%
-5%
7%
-9%
‘01 02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

109,961 Rank: 13

25

20

15

10

111 i

0 |

5
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 9.5%

6.0%
4.0%
2.0%
0%
-2.0%
-4.0%
-6.0%

-8.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

1014 7 5

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 7.80% 38
Top Marginal Corporate Income Tax Rate 7.60% 26
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $14.38 29
Property Tax Burden
(per $1,000 of personal income) $25.43 e
Sales Tax Burden
(per $1,000 of personal income) 524.44 27
Remaining Tax Burden
(per $1,000 of personal income) 514.92 .
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes :
(2010 & 2011, per $1,000 of personal income) 50.06 20
Debt Service as a Share of Tax Revenue 6.3% 6
Public Employees Per 10,000

1
of Population (full-time equivalent) < &
State Liability System Survey
(tort litigation treatment, judicial impartiality, 63.9 18
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) 51.98 22
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
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lllinois

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 8 Economic Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 29.6% Rank:39 ECONOMICOUTLOOKRANK 43 44 47 44
7% IL
50/0 U.S. mm
4%
Top Marginal Personal Income Tax Rate 5.00% 16
2%
0% Top Marginal Corporate Income Tax Rate 9.50% 44
2% -
Personal Income Tax Progressivity $1.33 15
-4% (change in tax liability per $1,000 of income) '
5%
. Property Tax Burden_ $42.24 20
7% (per $1,000 of personal income)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
- - - Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $20.02 | 16
Cumulative 2001-2010 -627,622 Rank: 48
(in thousands) Remaining Tax Burden $22.80 a1

(per $1,000 of personal income)

0
-10

&S h oA N
& & o & o

4
o

- Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes
(2010 & 2011, per $1,000 of personal income) $14.08 o0
Debt Service as a Share of Tax Revenue 10.4% 42

Public Employees Per 10,000
. ) ) 498.2 9
90 of Population (full-time equivalent)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10
State Liability System Survey

Non-Earm PayroII Employment (ettocr;c litigation treatment, judicial impartiality, 47.9 45
Cumulative Growth 2000-2010 -6.6%  Rank: 47
IL State Minimum Wage
3.0% U.s (federal floor is $7.25) $8.25 >
1.5%
Average Workers’ Compensation Costs
0% (per $100 of payroll) $3.05 48
-1.5%
Right-to-Work State?
-3.0% (option to join or support a union) e 2o
-4.5%
Number of Tax Expenditure Limits 0 34

-6.0% (0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10
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IGIERE

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 6 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita
Cumulative Growth 2000-2010 Rank: 45
IN

u.s.

25.7%
7%
5%
4%
2%
0%
-2%
4%
-5%
7% 01 02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010
(in thousands)

-23,820 Rank: 32

0 mE_
-5

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 48
IN

u.s.

-7.0%
3.5%
1.8%
0%
1.8%
-3.5%
5.3%

-7.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Z 4 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

12 17 20 16

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.02% 19
Top Marginal Corporate Income Tax Rate 8.50% 35
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $0.67 14
Property Tax Burden
(per $1,000 of personal income) $32.97 23
Sales Tax Burden
(per $1,000 of personal income) 528.27 38
Remaining Tax Burden
(per $1,000 of personal income) $17.73 =
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $3.40 37
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 8.2% 23
Public Employees Per 10,000

1.2 2
of Population (full-time equivalent) ) Y
State Liability System Survey
(tort litigation treatment, judicial impartiality, 69.9 3
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs $1.16 P
(per $100 of payroll) ’
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
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lowa

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 8 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita
Cumulative Growth 2000-2010

10%

41.3% Rank: 15

1A
u.s.

8%
5%
3%
0%
-3%
-5%
-8%
‘01 02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

2
0
2 . L B
-4
%
-8
-10
12

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

-49,494  Rank: 38

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 27
1A

u.s.

-0.5%

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10
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Z Z Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

25 35 28 23

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.84% 23
Top Marginal Corporate Income Tax Rate 9.90% 46
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $11.99 34
Property Tax Burden

(per $1,000 of personal income) $34.65 e
Sales Tax Burden

(per $1,000 of personal income) 524.66 30
Remaining Tax Burden

(per $1,000 of personal income) 518.22 e
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $0.20 17
(2010 & 2011, per $1,000 of personal income) ’

Debt Service as a Share of Tax Revenue 5.1% 2
Public Employees Per 10,000

of Population (full-time equivalent) = &/
State Liability System Survey

(tort litigation treatment, judicial impartiality, 69.4 5
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 51.82 15
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



Kansas

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 9 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita
Cumulative Growth 2000-2010

9%

38.9% Rank: 20

KS
u.s.

7%
5%
2%
0%
-2%
-5%

%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Absolute Domestic Migration
Cumulative 2001-2010
(in thousands)

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

-67,438 Rank: 40

S b & A Dbonn

N

>

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 33
KS

u.s.

-1.4%

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Z 6 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

29 24 25 27

EM

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 6.45% 26
Top Marginal Corporate Income Tax Rate 7.00% 25
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $10.82 32
Property Tax Burden
(per $1,000 of personal income) $34.37 sl
Sales Tax Burden
(per $1,000 of personal income) $26.61 35
Remaining Tax Burden
(per $1,000 of personal income) $13.08 “
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $2.35 33
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 9.5% 33
Public Employees Per 10,000

2
of Population (full-time equivalent) e <
State Liability System Survey
(tort litigation treatment, judicial impartiality, 64.6 14
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs $1.55 3
(per $100 of payroll) ’
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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Kentucky

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 ZEconomic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 30.8% Rank: 34
7% KY
U.S.

5%
4%
2%
0%
2%
4%
-5%
7% 01 02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

84,631 Rank: 15

18

16
14

12
10
6 I I l

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

o

L oN s

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 -2.4%
3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

74  Rich States, Poor States

3 9 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

44 36 40 40

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 8.20% 41
Top Marginal Corporate Income Tax Rate 8.20% 32
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $5.42 19
Property Tax Burden
(per $1,000 of personal income) $20.61 U
Sales Tax Burden
(per $1,000 of personal income) 520.64 18
Remaining Tax Burden
(per $1,000 of personal income) 521.29 38
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $0.00 13
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 13.2% 49
Public Employees Per 10,000

. 1
of Population (full-time equivalent) SR &
State Liability System Survey
(tort litigation treatment, judicial impartiality, 54.4 40
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) $2.29 36
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



Louisiana

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 5 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 58.0% Rank: 2
1%

LA
8% U.S.

4%

0%
4%
-8%

‘01 ’02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

-306,662 Rank: 44

50

0 -—__

‘01 ’02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 -1.3%  Rank: 32
LA

u.s.

6.0%
4.0%
2.0%
0%
-2.0%
-4.0%
-6.0%
-8.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

I 9 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

24 18 16 15

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 3.90% 10
Top Marginal Corporate Income Tax Rate 5.20% 12
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $10.25 23
Property Tax Burden
(per $1,000 of personal income) $18.88 &
Sales Tax Burden
(per $1,000 of personal income) 540.04 47
Remaining Tax Burden
(per $1,000 of personal income) $19.33 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.19 9
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 9.9% 37
Public Employees Per 10,000

10.2 il
of Population (full-time equivalent) e =
State Liability System Survey
(tort litigation treatment, judicial impartiality, 39.6 49
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) $2.06 26
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)
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Maine

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 3 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 36.6% Rank: 22
7% ME
5% u.s.

4%
2%
0%

2%

4%

5%

7%
Absolute Domestic Migration

Cumulative 2001-2010
(in thousands)

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

28,188 Rank: 24
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Cumulative Growth 2000-2010 Rank: 30
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Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

46 47 44 48

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 8.50% 43
Top Marginal Corporate Income Tax Rate 8.93% 39
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $18.78 47
Property Tax Burden
(per $1,000 of personal income) $45.28 &
Sales Tax Burden
(per $1,000 of personal income) $21.01 20
Remaining Tax Burden
(per $1,000 of personal income) $19.59 B
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $1.42 27
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 6.6% 9
Public Employees Per 10,000

. 2
of Population (full-time equivalent) S @
State Liability System Survey
(tort litigation treatment, judicial impartiality, 65.2 12
etc.)
State Minimum Wage
(federal floor is $7.25) $7.50 *
Average Workers’ Compensation Costs
(per $100 of payroll) 52.52 43
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



Maryland

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z I Economic Z O Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 40.8% Rank:16 ECONOMICOUTLOOKRANK 28 28 29 21
8% MD

" Y
4% Top Marginal Personal Income Tax Rate 8.70% 44

2%
0 Top Marginal Corporate Income Tax Rate 8.25% 34

0%
Personal Income Tax Progressivity

2% (change in tax liability per $1,000 of income) $5.87 21
4% g
Property Tax Burden
-6% (per $1,000 of personal income) 524.98 e
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10
Absolute D tic Mi i Sales Tax Burden $13.99 9
solute Domestic Viigration (per $1,000 of personal income) '
Cumulative 2001-2010 -95,645 Rank: 41
(in thousands) Remaining Tax Burden
(per $1,000 of personal income) 517.23 20
20
10 Estate/Inheritance Tax Levied? Yes 50

0 . . Recently Legislated Tax Changes $1.27 2%
10 (2010 & 2011, per $1,000 of personal income) .
20 Debt Service as a Share of Tax Revenue 6.3% 7

Public Employees Per 10,000

. 22. 1
40 of Population (full-time equivalent) L) @
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10
State Liability System Survey
Non-Farm PayroII Employment (ettocr)t litigation treatment, judicial impartiality, 63.2 20
Cumulative Growth 2000-2010 3.6% Rank: 14
MD State Minimum Wage
3.0% (federal floor is $7.25) $7.25 U
u.S.
1.5% .
Average Workers’ Compensation Costs $1.63 9
0% (per $100 of payroll) ’
-1.5% Right-to-Work State?
ight-to-Work State?
-3.0% (option to join or support a union) e 20
-4.5% . -
Number of Tax Expenditure Limits 0 34

-6.0% (0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
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Massachusetts

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 3 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita
Cumulative Growth 2000-2010

9%

33.5% Rank: 25

MA
u.s.

7%
5%
2%
0%
-2%
-5%

7%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration

Cumulative 2001-2010

(in thousands)

-277,309 Rank:43
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-1.5%
-3.0%
-4.5%

-6.0%
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Z 5 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

22 26 32 24

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.25% 20
Top Marginal Corporate Income Tax Rate 8.00% 31
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $3.08 17
Property Tax Burden
(per $1,000 of personal income) $36.87 e
Sales Tax Burden
(per $1,000 of personal income) $11.76 6
Remaining Tax Burden
(per $1,000 of personal income) $11.62 3
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $4.62 42
(2010 & 2011, per $1,000 of personal income) ’
Debt Service as a Share of Tax Revenue 14.6% 50
Public Employees Per 10,000

2.2 1
of Population (full-time equivalent) e g
State Liability System Survey
(tort litigation treatment, judicial impartiality, 65.6 9
etc.)
State Minimum Wage
(federal floor is $7.25) $8.00 =
Average Workers’ Compensation Costs $1.54 7
(per $100 of payroll) ’
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



Michigan

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

5 O Economic I 7 Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 20.3% Rank:49 ECONOMICOUTLOOKRANK 17 34 26 25
Mi

7%

o
5%
4% Top Marginal Personal Income Tax Rate 6.85% 30

2%
% Top Marginal Corporate Income Tax Rate 7.00% 24

-2% Personal Income Tax Progressivity $2.15 16
9 (change in tax liability per $1,000 of income) :
-5% Property Tax Burden $42.31 M
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10 (per $1,000 of personal income) .
. . . Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $26.42 | 32
Cumulative 2001-2010 -554,374  Rank: 47
(in thousands) Remaining Tax Burden $15.96 15

(per $1,000 of personal income)

i |
- . l l I Estate/Inheritance Tax Levied? No 1
-40 .
Recently Legislated Tax Changes -$0.90 4
-60 (2010 & 2011, per $1,000 of personal income) ’

N
(=]

Debt Service as a Share of Tax Revenue 9.0% 30

-100
120 Public Employees Per 10,000 482.8 7
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 08 ‘09 ’10 of Population (full-time equivalent)
Non-Farm Payroll Employment State Liability System Survey
Cumulative Growth 2000-2010 -16.9% Rank: 50 (ettocr)t litigation treatment, judicial impartiality, 59.5 30
Mi
o u.S. State Minimum Wage
20% (federal floor is $7.25) $7.40 33
0%
Average Workers’ Compensation Costs
-2.0% (per $100 of payroll) $2.12 28
-4.0% Right-to-Work State? No o
(option to join or support a union)
6.0%
8.0% Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
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Minnesota

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic

41

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Performance Rank

Personal Income Per Capita

Cumulative Growth 2000-2010 32.5% Rank: 29
7% MN
U.S.

5%
4%
2%
0%
2%
-4%
-5%
7%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

-49,989  Rank: 39

10
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) ol LIl by
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Cumulative Growth 2000-2010 -0.6% Rank: 28
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-3.0%
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-6.0%
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4 1 Economic

Outlook Rank
Economic Outlook Rank (1=best 50=worst)
A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

39 40 38 37

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 7.85% 39
Top Marginal Corporate Income Tax Rate 9.80% 45
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $17.61 46
Property Tax Burden
(per $1,000 of personal income) 531.82 =
Sales Tax Burden
(per $1,000 of personal income) 520.16 v
Remaining Tax Burden
(per $1,000 of personal income) $21.01 E
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $0.40 19
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 7.9% 21
Public Employees Per 10,000

25. il
of Population (full-time equivalent) L) 9
State Liability System Survey
(tort litigation treatment, judicial impartiality, 65.3 11
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) 52.27 35
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)



Mississippil

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 6 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 45.1% Rank:9
9% MS
uU.S.

7%
5%
2%
0%
-2%
-5%
™ 01 02 ‘03 ‘04 05 ‘06 ‘07 ‘08 ‘09 10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

-37,045 Rank: 35
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Cumulative Growth 2000-2010 Rank: 46
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I 5 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

19 19 18 19

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.00% 16
Top Marginal Corporate Income Tax Rate 5.00% 9
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $7.53 25
Property Tax Burden

(per $1,000 of personal income) 526.08 14
Sales Tax Burden

(per $1,000 of personal income) 533.68 43
Remaining Tax Burden

(per $1,000 of personal income) $19.00 si
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $1.20 25
(2010 & 2011, per $1,000 of personal income) ’

Debt Service as a Share of Tax Revenue 5.7% 4
Public Employees Per 10,000

of Population (full-time equivalent) B =
State Liability System Survey

(tort litigation treatment, judicial impartiality, 40.0 48
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 51.96 20
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)
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Missouri

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 8 Economic Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 33.1% Rank:28 ECONOMIC OUTLOOK RANK 25 23 15 9
7% MO
50/0 U.S. mm
4% .
Top Marginal Personal Income Tax Rate 7.00% 33
2%
0% Top Marginal Corporate Income Tax Rate 5.81% 14
2% .
Persona_l Inco.me__Tax Progresswl_ty $0.28 13
4% (change in tax liability per $1,000 of income)
5% Property Tax Burden
7% (per $1,000 of personal income) $25.01 13
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 '09 '10
. . . Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $21.75 | 22
Cumulative 2001-2010 41,252 Rank: 20
(in thousands) Remaining Tax Burden
16 (per $1,000 of personal income) $15.84 =

Estate/Inheritance Tax Levied? No 1

6 Recently Legislated Tax Changes -$0.37 7
4 (2010 & 2011, per $1,000 of personal income) ’
=111

0 —_— Debt Service as a Share of Tax Revenue 9.4% 31
2 ||

-4

Public Employees Per 10,000

7 7 7 7 7 7 7 7 ’ ’ 1. 2
01 "02 "03 ‘04 05 ‘06 ‘07 ‘08 09 10 of Population (full-time equivalent) T e
State Liability System Survey
_ (tort litigation treatment, judicial impartiality, 56.1 37
Non-Farm Payroll Employment etc)
Cumulative Growth 2000-2010 -3.7% Rank: 43
. MO State Minimum Wage
3.0% (federal floor is $7.25) $7.25 U
u.s
1.5%
. Average Workers’ Compensation Costs
0% (per $100 of payroll) $1.90 18
-1.5%
3.0% g oSt ) No 50
(option to join or support a union)
-4.5%
5.0% Number of Tax Expenditure Limits 3 1

(0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10
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Montana

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 48.5% Rank:5
10% mT
U.S.

8%
5%
3%
0%
-3%
-5%

-8%

‘01 ’02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010
(in thousands)

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

40,163 Rank:21

Lo anvowsdonoNon

Non-Farm Payroll Employment
Cumulative Growth 2000-2010

9.8% Rank: 7
6.0% MT
4.5% u.S.

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%
-6.0%

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

3 6 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

32 30 33 36

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 6.90% 31
Top Marginal Corporate Income Tax Rate 6.75% 21
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $5.97 22
Property Tax Burden

(per $1,000 of personal income) 53773 e
Sales Tax Burden

(per $1,000 of personal income) 50.00 1
Remaining Tax Burden

(per $1,000 of personal income) $25.78 =
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $1.33 3
(2010 & 2011, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 6.7% 10
Public Employees Per 10,000

of Population (full-time equivalent) 2O =
State Liability System Survey

(tort litigation treatment, judicial impartiality, 52.4 43
etc.)

State Minimum Wage

(federal floor is $7.25) $7.65 38
Average Workers’ Compensation Costs

(per $100 of payroll) $3.33 50
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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Nebraska

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z O Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 40.8% Rank: 17
9% NE
uU.S.

7%
5%
2%
0%
-2%
-5%

%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

-39,152  Rank: 36

©b Ndhbhdbdio-

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 15
NE
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3 I Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

34 29 34 32

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 6.84% 29
Top Marginal Corporate Income Tax Rate 7.81% 29
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $15.42 43
Property Tax Burden

(per $1,000 of personal income) $36.42 =
Sales Tax Burden

(per $1,000 of personal income) 525.23 31
Remaining Tax Burden

(per $1,000 of personal income) $16.27 1
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes -$0.03 1
(2010 & 2011, per $1,000 of personal income) ’

Debt Service as a Share of Tax Revenue 7.3% 17
Public Employees Per 10,000

of Population (full-time equivalent) eles <Y
State Liability System Survey

(tort litigation treatment, judicial impartiality, 69.7 4
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 51.97 21
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)



Nevada

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I 8 Economic I 8 Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 20.2% Rank:50 ECONOMIC OUTLOOK RANK 7 7 11 17
15%

o

u.s.
8% Top Marginal Personal Income Tax Rate 0.00% 1

4%
’ Top Marginal Corporate Income Tax Rate 0.00% 1

0%

Personal Income Tax Progressivity

4% (change in tax liability per $1,000 of income) $0.00 2
-8% d
Property Tax Burden
1% (per $1,000 of personal income) $34.60 g
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10
Absolute D tic Mi ti Sales Tax Burden $29.46 20
solute Domestic Viigration (per $1,000 of personal income) '
Cumulative 2001-2010 358,407 Rank: 6
(in thousands) Remaining Tax Burden
80 (per $1,000 of personal income) $34.14 =
70
60 Estate/Inheritance Tax Levied? No 1
50
40 Recently Legislated Tax Changes
30 (2010 & 2011, per $1,000 of personal income) $10.37 =
20
10 . Debt Service as a Share of Tax Revenue 10.2% 41
0 T —
-10 Public Employees Per 10,000
01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10 Retidaa A 4221 | 1
of Population (full-time equivalent)
State Liability System Survey
Non-Farm PayroII Employment (ettocr)t litigation treatment, judicial impartiality, 59.8 28
Cumulative Growth 2000-2010 9.9% Rank: 6
NV State Minimum Wage
7.5% (federal floor is $7.25) $8.25 he
u.S.
3.8%
. Average Workers’ Compensation Costs
0% (per $100 of payroll) 52.13 30
-3.8%
5 Right-to-Work State? Yes 1
7.5% (option to join or support a union)
11.3%
Number of Tax Expenditure Limits
-15.0% 2 4

(0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
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New Hampshire

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 4 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 26.6% Rank: 44

9%
NH
u.s.

7%
5%
2%
0%
-2%
-5%

%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

8

6

4

: ml

0 |
-2

-4

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

31,706  Rank: 22

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 1.5%

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

86 Rich States, Poor States

Z 8 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

26 37 30 28

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 8.50% 35
Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) !

Property Tax Burden

(per $1,000 of personal income) $56.47 2o
Sales Tax Burden

(per $1,000 of personal income) $0.00 1
Remaining Tax Burden

(per $1,000 of personal income) 520.83 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes

(2010 & 2011, per $1,000 of personal income) 51.04 2
Debt Service as a Share of Tax Revenue 10.1% 38
Public Employees PAer 10,090 5543 30
of Population (full-time equivalent)

State Liability System Survey

(tort litigation treatment, judicial impartiality, 64.2 16
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 52.45 41
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)



New Jersey

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

45 Economic 4 Z Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 29.6% Rank:38 ECONOMIC OUTLOOK RANK 48 46 48 45

15%
"% u.s.

8% Top Marginal Personal Income Tax Rate 9.97% 46

4% Top Marginal Corporate Income Tax Rate 9.00% 40
0% Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $24.81 48
4%
Property Tax Burden
-8% (per $1,000 of personal income) $52.48 =
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10
. . . Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $18.47 | 12
Cumulative 2001-2010 -460,261 Rank: 46
(in thousands) Remaining Tax Burden $14.46 7

(per $1,000 of personal income)

0
10 - . ,
Estate/Inheritance Tax Levied? Yes 50
20
-30 Recently Legislated Tax Changes $0.10 15
-40 (2010 & 2011, per $1,000 of personal income) :
50

Debt Service as a Share of Tax Revenue 7.2% 16

Public Employees Per 10,000

%701 02 03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10 of Population (full-time equivalent) °80.5 | 35
State Liability System Survey
_ (tort litigation treatment, judicial impartiality, 57.8 32
Non-Farm Payroll Employment etc)
Cumulative Growth 2000-2010 -3.0% Rank: 39
NJ State Minimum Wage
3.0% (federal floor is $7.25) $7.25 U
U.S.
1.5%
Average Workers’ Compensation Costs
0% (per $100 of payroll) $2.53 44
-1.5%
Right-to-Work State?
-3.0% (option to join or support a union) e 20
-4.5%
Number of Tax Expenditure Limits 1 14

-6.0% (0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
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New Mexico

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita
Cumulative Growth 2000-2010

15%

46.0% Rank: 6

NM
u.s.

1%
8%
4%
0%

4%

-8%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

28,518 Rank: 23

Nobdbbbonvsomo

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 8.2% Rank: 10
4.5% NM
U.S.

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%
-6.0%

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10

88 Rich States, Poor States

3 5 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

27 25 35 39

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 4.90% 15
Top Marginal Corporate Income Tax Rate 7.60% 26
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $9.93 28
Property Tax Burden

(per $1,000 of personal income) $18.40 >
Sales Tax Burden

(per $1,000 of personal income) $40.62 48
Remaining Tax Burden

(per $1,000 of personal income) $15.16 cU
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $5.44 43
(2010 & 2011, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 7.7% 20
Public Employees Per 10,000

of Population (full-time equivalent) ) 2
State Liability System Survey

(tort litigation treatment, judicial impartiality, 53.9 41
etc.)

State Minimum Wage

(federal floor is $7.25) $7.50 55
Average Workers’ Compensation Costs

(per $100 of payroll) $1.91 19
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)



New York

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 O Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 38.0% Rank: 21
10% NY
U.S.

8%
5%
3%
0%
-3%
-5%

-8%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010
(in thousands)

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

-1,673,059 Rank: 50

0

-50

<]

-1

o

0

-1

o

0

-200

-300

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 24
NY

u.s.

0.0%

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

5 O Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

49 50 50 50

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 12.70% 50
Top Marginal Corporate Income Tax Rate | 15.95% 49
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $14.43 40
Property Tax Burden

(per $1,000 of personal income) $44.71 aE
Sales Tax Burden

(per $1,000 of personal income) $24.49 28
Remaining Tax Burden

(per $1,000 of personal income) $18.32 2J
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes

(2010 & 2011, per $1,000 of personal income) $11.01 aE
Debt Service as a Share of Tax Revenue 9.6% 34
Public Employees Per 10,000

of Population (full-time equivalent) s G
State Liability System Survey

(tort litigation treatment, judicial impartiality, 62.5 23
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 52.34 38
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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North Carolina

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 7 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 25.7% Rank: 46
7% NC
5% u.s.

4%
2%
0%
2%
4%
5%
%
‘01 02 ‘03 ‘04 ‘05 ‘06 ‘07 '08 ‘09 ’10

Absolute Domestic Migration

Cumulative 2001-2010 671,984 Rank: 4
140 (in thousands)
120

Noos
[STNS)

100
80
: I

0
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 -0.9% Rank: 29
5.3% NC
3.5% U.S.

1.8%
0%
-1.8%
-3.5%
-5.3%
7.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10
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Z 3 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

21 21 21 26

EM

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 7.75% 36
Top Marginal Corporate Income Tax Rate 6.90% 22
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $11.06 33
Property Tax Burden

(per $1,000 of personal income) 524.89 i
Sales Tax Burden

(per $1,000 of personal income) $22.54 23
Remaining Tax Burden

(per $1,000 of personal income) 517.41 2
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $0.97 23
(2010 & 2011, per $1,000 of personal income) ’

Debt Service as a Share of Tax Revenue 7.4% 18
Public Employees Per 10,000

of Population (full-time equivalent) SR 8
State Liability System Survey

(tort litigation treatment, judicial impartiality, 64.0 17
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 52.12 28
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



North Dakota

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 72.0% Rank:1

20%
ND

15% u.s.

10%
5%
0%

-5%

-10%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)
- -
I I - I HE™

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

-17,300 Rank: 31

SN Abdioan

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 16.8% Rank: 3
ND
4.5% u.s.

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%
-6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

18 13 12 7

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 3.99% 11
Top Marginal Corporate Income Tax Rate 3.35% 4
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $10.77 31
Property Tax Burden

(per $1,000 of personal income) $29.03 19
Sales Tax Burden

(per $1,000 of personal income) 526.58 34
Remaining Tax Burden

(per $1,000 of personal income) $19.27 32
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $24.18 1
(2010 & 2011, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 7.1% 13
Public Employees Per 10,000

of Population (full-time equivalent) et e
State Liability System Survey

(tort litigation treatment, judicial impartiality, 71.1 2
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs $1.02 1
(per $100 of payroll) :
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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Ohio

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

49 Economic 3 7 Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 27.6% Rank:43 ECONOMICOUTLOOKRANK 47 45 42 38
7% OH

o% s mm

4%
: Top Marginal Personal Income Tax Rate 8.43% 42
2%

0% Top Marginal Corporate Income Tax Rate 3.69% 5
2% Personal Income Tax Progressivity $14.08 38
4% (change in tax liability per $1,000 of income) ’
5% Property Tax Burden
7% (per $1,000 of personal income) $31.77 =

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

. . . Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $19.01 | 14
Cumulative 2001-2010 -370,708 Rank: 45
(in thousands) Remaining Tax Burden $20.99 36

(per $1,000 of personal income)

. Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes A $1.59 30
(2010 & 2011, per $1,000 of personal income)
Debt Service as a Share of Tax Revenue 8.0% 22

0

&

25
-30
35
-40
-45 Public Employees Per 10,000
26. 1
-50 of Population (full-time equivalent) At 2
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10
State Liability System Survey
Non-Farm PayroII Employment (ettocr)t litigation treatment, judicial impartiality, 59.7 29
Cumulative Growth 2000-2010 -10.4%  Rank: 49
OH State Minimum Wage
3.5% (federal floor is $7.25) $7.70 el
U.S.
1.8%
. Average Workers’ Compensation Costs

0% (per $100 of payroll) 52.24 34

-1.8%
ight-to- ?
5% nght to Wprk State? A No 50
(option to join or support a union)

-5.3%
0% Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10
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Oklahoma

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic

Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita
Cumulative Growth 2000-2010

15%

44.4% Rank: 10

OK
u.s.

1%
8%
4%
0%

-4%

-8%

-11%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration

Cumulative 2001-2010

(in thousands)

44,022 Rank: 19

25
20

15

10

. [ ]

1 Bl -
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 3.5% Rank: 16
45% oK
3.0% uU.S.

1.5%
0%
-1.5%
-3.0%
-4.5%
6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

I 4 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

14 15 14 14

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.25% 20
Top Marginal Corporate Income Tax Rate 6.00% 15
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) 57.56 26
Property Tax Burden

(per $1,000 of personal income) $16.58 2
Sales Tax Burden

(per $1,000 of personal income) $28.22 37
Remaining Tax Burden

(per $1,000 of personal income) 517.43 23
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $1.94 3
(2010 & 2011, per $1,000 of personal income) ’

Debt Service as a Share of Tax Revenue 6.4% 8
Public Employees Per 10,000

of Population (full-time equivalent) A e
State Liability System Survey

(tort litigation treatment, judicial impartiality, 59.0 31
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) $2.87 47
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)

www.alec.org 93



Oregon

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic

26

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Performance Rank

Personal Income Per Capita

Cumulative Growth 2000-2010 28.2% Rank: 42
7% OR
5% u.s.

4%
2%
0%
2%
-4%
5%
i ‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

20

15

10

211

0 —

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 1

178,802 Rank: 11

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 0.0% Rank: 25
5.3% OR
3.5% u.S.

1.8%
0%
-1.8%
-3.5%
5.3%
7.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10
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4 5 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

35 39 41 43

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 10.60% 48
Top Marginal Corporate Income Tax Rate | 11.25% 48
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $14.90 41
Property Tax Burden
(per $1,000 of personal income) $32.12 2
Sales Tax Burden
(per $1,000 of personal income) 50.00 1
Remaining Tax Burden
(per $1,000 of personal income) $18.57 30
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes
(2010 & 2011, per $1,000 of personal income) $11.49 =
Debt Service as a Share of Tax Revenue 10.1% 39
Public Employees Per 10,000

16. 1
of Population (full-time equivalent) SHeR3 e
State Liability System Survey
(tort litigation treatment, judicial impartiality, 63.0 21
etc.)
State Minimum Wage
(federal floor is $7.25) $8.80 49
Average Workers’ Compensation Costs
(per $100 of payroll) 51.69 10
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 2 4

(0= least/worst 3=most/best)



Pennsylvania

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 O Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 35.0% Rank: 23
7% PA
5% u.s.

4%
2%
0%
2%
-4%
5%
7%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

° .
; — _

m - C
-5

-26,994  Rank: 33

‘01 02 03 ‘04 ‘05 ‘06 ‘07 ‘08 '09 '10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 -0.4% Rank: 26
PA

u.s.

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

4 O Economic

Outlook Rank
Economic Outlook Rank (1=best 50=worst)
A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

36 42 43 41

EM

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 7.00% 32
Top Marginal Corporate Income Tax Rate | 17.09% 50
Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) :

Property Tax Burden

(per $1,000 of personal income) $30.63 2
Sales Tax Burden

(per $1,000 of personal income) 517.40 1
Remaining Tax Burden

(per $1,000 of personal income) $24.57 2
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $4.58 a1
(2010 & 2011, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 9.4% 32
Public Employees Per 10,000 4715 4
of Population (full-time equivalent) ’

State Liability System Survey

(tort litigation treatment, judicial impartiality, 56.6 33
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) $2.32 37
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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Rhode Island

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 7 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 42.5% Rank: 13
8% RI
U.S.

6%
4%
2%
0%

2%

-4%

-6%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

-46,343  Rank: 37
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Cumulative Growth 2000-2010
Rank: 41
RI
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-3.2%
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1.5%
-3.0%
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-6.0%
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%)

I 3 Outlook Rank

Economic

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

45 48 45 42

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.99% 24
Top Marginal Corporate Income Tax Rate 9.00% 40
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $12.26 35
Property Tax Burden
(per $1,000 of personal income) $49.04 &
Sales Tax Burden
(per $1,000 of personal income) $18.77 13
Remaining Tax Burden
(per $1,000 of personal income) 517.38 2
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $3.63 38
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 11.7% 46
Public Employees Per 10,000

2
of Population (full-time equivalent) 7 &
State Liability System Survey
(tort litigation treatment, judicial impartiality, 55.2 38
etc.)
State Minimum Wage
(federal floor is $7.25) $7.40 &
Average Workers’ Compensation Costs
(per $100 of payroll) 52.02 23
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



South Carolina

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 9 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 30.0% Rank: 37
7% SC
uU.S.

5%
4%
2%
0%

2%

-4%

-5%

™ 01 02 ‘03 ‘04 05 ‘06 ‘07 ‘08 ‘09 10

Absolute Domestic Migration

Cumulative 2001-2010

(in thousands)
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310,871 Rank: 7

Non-Farm Payroll Employment
Cumulative Growth 2000-2010 Rank: 37
sC
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-2.6%

3.5%
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-1.8%
-3.5%
-5.3%

-7.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Z 7 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

20 20 31 22

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 7.00% 34
Top Marginal Corporate Income Tax Rate 5.00% 9
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $15.12 42
Property Tax Burden
(per $1,000 of personal income) $30.09 2
Sales Tax Burden
(per $1,000 of personal income) $21.29 21
Remaining Tax Burden
(per $1,000 of personal income) $16.82 S
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.83 20
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 12.2% 48
Public Employees Per 10,000

. 2
of Population (full-time equivalent) B S
State Liability System Survey
(tort litigation treatment, judicial impartiality, 55.1 39
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) 52.38 39
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
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South Dakota
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Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 52.7% Rank: 4
SD
1% U.S.

8%
4%
0%
-4%
-8%

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 ‘09 ‘10
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Cumulative 2001-2010
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Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

2 5 4 2

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 0.00% 1
Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) :
Property Tax Burden
(per $1,000 of personal income) 528.45 LY
Sales Tax Burden
(per $1,000 of personal income) $33.00 41
Remaining Tax Burden
(per $1,000 of personal income) 518.23 28
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.16 16
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 8.2% 24
Public Employees Per 10,000

2 2
of Population (full-time equivalent) S35 e
State Liability System Survey
(tort litigation treatment, judicial impartiality, 65.6 9
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) 52.02 23
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



Tennessee

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 I Economic I Z Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 32.2% Rank:30 ECONOMIC OUTLOOK RANK 3 9 10 8
7% TN
50/0 U.S. mm
4%
Top Marginal Personal Income Tax Rate 0.00% 1
2%
0% Top Marginal Corporate Income Tax Rate 6.50% 19
2% .
Personal Income Tax Progressivity $0.00 2
-4% (change in tax liability per $1,000 of income) :
5%
Property Tax Burden
. $21.76 8
7% (per $1,000 of personal income)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
- - - Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $38.45 | 45
Cumulative 2001-2010 263,372 Rank: 8
(in thousands) Remaining Tax Burden
60 (per $1,000 of personal income) $17.83 25
%0 Estate/Inheritance Tax Levied? Yes 50

Recently Legislated Tax Changes $2.96 35

(2010 & 2011, per $1,000 of personal income)
20
10 I I Debt Service as a Share of Tax Revenue 9.0% 29
HR -

0 Public Employees Per 10,000

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10 of Population (full-time equivalent) S e
State Liability System Survey
Non-Farm PayroII Employment (tort litigation treatment, judicial impartiality, 63.7 19
etc.)
Cumulative Growth 2000-2010 -3.8% Rank:44
o TN State Minimum Wage
3.5% U.s (federal floor is $7.25) $7.25 1
1.8% o
. Average Workers’ Compensation Costs
0% (per $100 of payroll) $2.19 31
-1.8%
ight-to- ?
35% nght to \_N_ork State? _ Yes 1
(option to join or support a union)
-5.3%
7.0% Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 09 '10
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Texas
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Economic I 6 Economic
Performance Rank Outlook Rank

Economic Performance Rank (1=best 50=worst) Economic Outlook Rank (1=best 50=worst)
A backward-looking measure based on the state’s per- A forward-looking forecast based on the state’s standing
formance (equal-weighted average) in the three impor-  (equal-weighted average) in the 15 important state policy

tant performance variables shown below. These vari- variables shown below. Data reflect state and local rates
ables are highly influenced by state policy. and revenues and any effect of federal deductibility.
Personal Income Per Capita Historical Ranking Comparison 2008 2009 2010 2011
Cumulative Growth 2000-2010 34.0% Rank:24 ECONOMICOUTLOOKRANK 13 10 19 18
TX
1%
2
8%
4% Top Marginal Personal Income Tax Rate 0.00% 1

0% Top Marginal Corporate Income Tax Rate 4.56% 7

-4%
Personal Income Tax Progressivity

-8% (change in tax liability per $1,000 of income) 50.00 2
-11%
Property Tax Burden $38.65 37
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 10 (per $1,000 of personal income) .
. . . Sales Tax Burden
Absolute Domestic Migration (per $1,000 of personal income) $23.79 | 25
Cumulative 2001-2010 868,295 Rank: 2
250 (in thousands) Remaining Tax Burden $21.84 40

(per $1,000 of personal income)

200 . .
Estate/Inheritance Tax Levied? No 1

150

Recently Legislated Tax Changes -$0.03 12
100 (2010 & 2011, per $1,000 of personal income) '
50 . . Debt Service as a Share of Tax Revenue 11.5% 45
HEmm -

Public Employees Per 10,000

7 7 7 7 7 7 7 7 ’ ’ '1
01 "02 "03 ‘04 05 ‘06 ‘07 ‘08 09 10 of Population (full-time equivalent) S &)
State Liability System Survey
Non-Farm PayroII Employment (ettocr)t litigation treatment, judicial impartiality, 56.3 36
Cumulative Growth 2000-2010 11.5% Rank: 4
o X State Minimum Wage
4.5% (federal floor is $7.25) $7.25 U
3.0% u.S.
1.5% Average Workers’ Compensation Costs
0% (per $100 of payroll) 52.38 39
-1.5% Right-to-Work State? Yes 1
-3.0% (option to join or support a union)
-4.5%
5.0% Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 '10
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Utah

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I Z Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 33.2% Rank: 27
8% uT
U.S.

6%
4%
2%
0%

2%

4%

-6%
‘01 ’02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration

Cumulative 2001-2010 53,813 Rank: 17
(in thousands)

25

20

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 11.3% Rank: 5
6.0% ur
45% us.

3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%
6.0%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ‘10

Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

1111

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.00% 16
Top Marginal Corporate Income Tax Rate 5.00% 9
Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) :
Property Tax Burden
(per $1,000 of personal income) $26.13 1
Sales Tax Burden
(per $1,000 of personal income) $26.42 33
Remaining Tax Burden
(per $1,000 of personal income) $15.63 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.33 18
(2010 & 2011, per $1,000 of personal income) '
Debt Service as a Share of Tax Revenue 7.7% 19
Public Employees Per 10,000

. 12
of Population (full-time equivalent) e
State Liability System Survey
(tort litigation treatment, judicial impartiality, 67.8 7
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs $1.46 6
(per $100 of payroll) ’
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)
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Vermont
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I 9 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 41.5% Rank: 14
9% VT
U.S.

7%
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0%
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-T%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration

Cumulative 2001-2010 -1,637 Rank: 28
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Economic

I 9 Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

50 49 49 49

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 8.95% 45
Top Marginal Corporate Income Tax Rate 8.50% 35
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $27.36 49
Property Tax Burden

(per $1,000 of personal income) $52.61 e
Sales Tax Burden

(per $1,000 of personal income) $13.48 8
Remaining Tax Burden

(per $1,000 of personal income) 52751 &
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $1.67 31
(2010 & 2011, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 7.1% 14
Public Employees Per 10,000

of Population (full-time equivalent) Cac .
State Liability System Survey

(tort litigation treatment, judicial impartiality, 61.6 25
etc.)

State Minimum Wage

(federal floor is $7.25) $8.46 o
Average Workers’ Compensation Costs

(per $100 of payroll) $2.22 33
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)



Virginia

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 39.4% Rank: 19
8% VA
U.S.

6%
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-4%

-6%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Absolute Domestic Migration

Cumulative 2001-2010 170,135 Rank: 12
(in thousands)
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Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

5 4 8 3

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 5.75% 22
Top Marginal Corporate Income Tax Rate 6.00% 15
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $6.45 23
Property Tax Burden
(per $1,000 of personal income) $32.56 28
Sales Tax Burden
(per $1,000 of personal income) 512.72 7
Remaining Tax Burden
(per $1,000 of personal income) $17.20 19
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.00 14
(2010 & 2011, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 7.1% 15
Public Employees Per 10,000

2.2 2
of Population (full-time equivalent) = .
State Liability System Survey
(tort litigation treatment, judicial impartiality, 68.1 6
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs $1.39 4
(per $100 of payroll) ’
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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Washington

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

)

I 4 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 33.3% Rank: 26
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Cumulative 2001-2010

(in thousands)

242,663 Rank: 9

60

50

30

20

”lll.l
0

‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10

Non-Farm Payroll Employment

Cumulative Growth 2000-2010 3.1% Rank: 17
WA

u.s.

4.5%
3.0%
1.5%
0%
-1.5%
-3.0%
-4.5%

-6.0%
‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

104 Rich States, Poor States

3 3 Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

30 22 24 33

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 8.21% 33
Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) :
Property Tax Burden
(per $1,000 of personal income) 528.49 e
Sales Tax Burden
(per $1,000 of personal income) $34.02 44
Remaining Tax Burden
(per $1,000 of personal income) 522.90 A
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes
(2010 & 2011, per $1,000 of personal income) 54.30 A
Debt Service as a Share of Tax Revenue 11.1% 44
Public Employees Per 10,000

19. 1
of Population (full-time equivalent) Sebr S
State Liability System Survey
(tort litigation treatment, judicial impartiality, 61.6 25
etc.)
State Minimum Wage
(federal floor is $7.25) $9.04 s
Average Workers’ Compensation Costs
(per $100 of payroll) 52.04 2
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 3 1

(0= least/worst 3=most/best)



West Virginia

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I 6 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 44.1% Rank: 11
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3 O Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

38 33 27 31

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 6.50% 27
Top Marginal Corporate Income Tax Rate 7.75% 28
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $15.53 44
Property Tax Burden
(per $1,000 of personal income) 522.60 &
Sales Tax Burden
(per $1,000 of personal income) 519.19 15
Remaining Tax Burden
(per $1,000 of personal income) 528.27 =
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.59 5
(2010 & 2011, per $1,000 of personal income) ’
Debt Service as a Share of Tax Revenue 6.2% 5
Public Employees Per 10,000

. 2
of Population (full-time equivalent) HHEL 9
State Liability System Survey
(tort litigation treatment, judicial impartiality, 35.1 50
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) 51.84 16
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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Wisconsin
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4 Z Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 32.1% Rank: 31
7% wi
U.S.
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3 Z Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

33 27 23 30

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 7.75% 36
Top Marginal Corporate Income Tax Rate 7.90% 30
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $3.66 18
Property Tax Burden

(per $1,000 of personal income) $43.52 £
Sales Tax Burden

(per $1,000 of personal income) $20.72 19
Remaining Tax Burden

(per $1,000 of personal income) $18.20 25
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $3.77 39
(2010 & 2011, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 8.7% 27
Public Employees Per 10,000

of Population (full-time equivalent) e =
State Liability System Survey

(tort litigation treatment, judicial impartiality, 62.8 22
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs

(per $100 of payroll) 52.21 32
Right-to-Work State? No 50
(option to join or support a union)

Number of Tax Expenditure Limits 1 14

(0= least/worst 3=most/best)



Wyoming

2012 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)

A backward-looking measure based on the state’s per-
formance (equal-weighted average) in the three impor-
tant performance variables shown below. These vari-
ables are highly influenced by state policy.

Personal Income Per Capita

Cumulative Growth 2000-2010 53.1% Rank:3
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u.S.

10%
5%
0%
-5%
-10%
-15%
-20%
‘01 ‘02 ‘03 ‘04 ‘05 ‘06 ‘07 ‘08 ‘09 ’10
Absolute Domestic Migration
Cumulative 2001-2010

(in thousands)

4

. N
. .
4

‘01 ‘02 ‘03 ‘04 05 ‘06 ‘07 ‘08 09 ‘10

22,709  Rank: 25
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Non-Farm Payroll Employment

Cumulative Growth 2000-2010 19.1% Rank: 1
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Economic
Outlook Rank

Economic Outlook Rank (1=best 50=worst)

A forward-looking forecast based on the state’s standing
(equal-weighted average) in the 15 important state policy
variables shown below. Data reflect state and local rates
and revenues and any effect of federal deductibility.

2008 2009 2010 2011

4 6 6 4

mm

Historical Ranking Comparison
ECONOMIC OUTLOOK RANK

Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 0.00% 1
Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) :
Property Tax Burden
(per $1,000 of personal income) 548.65 =
Sales Tax Burden
(per $1,000 of personal income) $46.92 50
Remaining Tax Burden
(per $1,000 of personal income) $13.84 &
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.26 3
(2010 & 2011, per $1,000 of personal income) ’
Debt Service as a Share of Tax Revenue 2.5% 1
Public Employees Per 10,000

1
of Population (full-time equivalent) Y 0
State Liability System Survey
(tort litigation treatment, judicial impartiality, 64.5 15
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 U
Average Workers’ Compensation Costs
(per $100 of payroll) 5179 14
Right-to-Work State? Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 0 34

(0= least/worst 3=most/best)
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Appendix
2012 ALEC-Laffer State Economic Competitiveness Index:

Economic Outlook Methodology

gration of capital—both investment and human—into and out of states. The end result

of an equally weighted combination of these variables is the 2012 ALEC-Laffer Econom-
ic Outlook rankings of the states. Each of these factors is influenced directly by state lawmakers
through the legislative process. The 15 factors and a basic description of their purposes, sourcing,
and subsequent calculation methodologies are as follows:

E arlier in this book, we introduced 15 policy variables that have a proven impact on the mi-

HIGHEST MARGINAL PERSONAL INCOME TAX RATE

This ranking includes local taxes, if any, and any impact of federal deductibility, if allowed. A state’s
largest city was used as a proxy for local tax rates. Data was drawn from: CCH Tax Research Net-
work, Tax Analysts, and Tax Administrators.

HIGHEST MARGINAL CORPORATE INCOME TAX RATE

This variable includes local taxes, if any, and includes the effect of federal deductibility, if allowed.
A state’s largest city was used as a proxy for local tax rates. In the case of gross receipts or business
franchise taxes, an effective tax rate was approximated using NIPA profits, rental and proprietor’s
income, and gross domestic product data. The approximation resulted in a gross receipts tax to cor-
porate income tax multiplier of roughly 4.56, meaning that a 1 percent tax rate on gross receipts
roughly translates to a 4.56 percent corporate income tax rate. Data was drawn from: CCH Tax Re-
search Network, Tax Analysts, Tax Administrators, and the Bureau of Economic Analysis.

PERSONAL INCOME TAX PROGRESSIVITY

This variable was measured as the difference between the average tax liability per $1,000 at in-
comes of $150,000 and $50,000. The tax liabilities were measured using a combination of effective
tax rates, exemptions, and deductions at both state and federal levels, which are calculations from
Laffer Associates.

PROPERTY TAX BURDEN

This variable was calculated by taking tax revenues from property taxes per $1,000 of personal in-
come. We have used U.S. Census Bureau data, for which the most recent year available is 2009. This
data was released in October 2011.

SALES TAX BURDEN

This variable was calculated by taking tax revenues from sales taxes per $1,000 of personal income.
Sales taxes taken into consideration include the general sales tax and specific sales taxes. We have
used U.S. Census Bureau data, for which the most recent year available is 2009. Where appropri-
ate, gross receipts or business franchise taxes, counted as sales taxes in the Census data, were sub-
tracted from a state’s total sales taxes to avoid double-counting tax burden in a state. This data was
released in October 2011.
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REMAINING TAX BURDEN

This variable was calculated by taking tax revenues from all taxes—excluding personal income,
corporate income (including corporate license), property, sales, and severance per $1,000 of per-
sonal income. We used U.S. Census Bureau data, for which the most recent year available is 2009.
Data was released in October 2011.

ESTATE OR INHERITANCE TAX (YES OR NO)

This variable assesses if a state levies an estate or inheritance tax. We chose to score states based on
either a “yes” for the presence of a state-level estate or inheritance tax, or a “no” for the lack there-
of. Data was drawn from: McGuire Woods LLP, “State Death Tax Chart: Revised January 3, 2012.”

RECENTLY LEGISLATED TAX CHANGES

This variable calculates each state’s relative change in tax burden over a two-year period, (in this
case, 2010 and 2011), using static revenue estimates of legislated tax changes per $1,000 of personal
income. This time frame ensures that tax changes will impact a state’s ranking long enough to over-
come any lags in the tax revenue data. Laffer Associates calculations used raw data from Tax Ana-
lysts and other sources.

DEBT SERVICE AS A SHARE OF TAX REVENUE
Interest paid on debt as a percentage of total tax revenue. This information comes from U.S. Cen-
sus Bureau data.

PUBLIC EMPLOYEES PER 10,000 RESIDENTS
This variable shows the full-time Equivalent Public Employment per 10,000 of Population. This in-
formation comes from U.S. Census Bureau data.

QUALITY OF STATE LEGAL SYSTEM
This variable ranks tort systems by state. Information comes from the 2010 U.S. Chamber of Com-
merce State Liability Systems Ranking.

STATE MINIMUM WAGE

Minimum wage enforced on a state-by-state basis. If a state does not have a minimum wage, we use
the federal minimum wage floor. This information comes from the U.S. Department of Labor, as of
January 2012.

WORKERS’ COMPENSATION COSTS

This variable highlights the 2010 Workers” Compensation Index Rate (cost per $100 of payroll).
Note: This survey is conducted by the Information Management Division, Department of Consum-
er & Business Services.

RIGHT-TO-WORK STATE (YES OR NO)

This variable assesses whether or not a state requires union membership out of its employees. We
have chosen to score states based on either a “yes” for the presence of a right-to-work law, or a “no”
for the lack thereof. This information comes from the National Right to Work Legal Defense and Ed-
ucation Foundation, Inc.

TAX OR EXPENDITURE LIMIT

States were ranked by the number of state tax or expenditure limits in place. We measure this by 1) a
tax expenditure limit, ii) mandatory voter approval of tax increases, and iii) a supermajority require-
ment for tax increases. This information comes from the Cato Institute and other sources.
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APPENDIX

About the American Legislative Exchange Council

Founded in 1973, the American Legislative Exchange Council (ALEC) is the nation’s largest, non-
partisan, individual membership association of state legislators, with more than 2,000 legislative
members across the nation. ALEC’s mission is to discuss, develop, and disseminate public policies,
which expand free markets, promote economic growth, limit the size of government, and preserve

individual liberty within its nine Task Forces.

CIVIL JUSTICE

To promote systematic fairness in the courts by
discouraging frivolous lawsuits, to fairly balance
judicial and legislative authority, to treat defen-
dants and plaintiffs in a consistent manner, and
to install transparency and accountability in the
trial system.

COMMERCE, INSURANCE,

AND ECONOMIC DEVELOPMENT

To enhance economic competitiveness, to pro-
mote employment and economic prosperity, to
encourage innovation, and to limit government
regulation imposed upon business.

ENERGY,ENVIRONMENTAND AGRICULTURE
To promote the mutually beneficial link be-
tween a robust economy and a healthy environ-
ment, and seeks to enhance the quality and use
of our natural and agricultural resources for the
benefit of human health and wellbeing.

EDUCATION

To promote excellence in the nation’s education-
al system, to advance reforms through parental
choice, to support efficiency, accountability, and
transparency in all educational institutions, and
to ensure America’s youth are given the oppor-
tunity to succeed.

HEALTH AND HUMAN SERVICES

To reduce governmental involvement in health
care, to support a consumer-driven health care
system, and to promote free-market, pro-patient
health care reforms at the state level.
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INTERNATIONAL RELATIONS

To promote the core ALEC principles of free
markets and limited government beyond our
shores, to support final ratification of free trade
agreements that create American jobs and grow
our economy, and to protect the intellectual
property rights of U.S. companies doing busi-
ness overseas.

PUBLIC SAFETY AND ELECTIONS

To develop model policies that reduce crime
and violence in our cities and neighborhoods,
while also developing policies to ensure integri-
ty and efficiency in our elections and systems of
government.

TAX AND FISCAL POLICY

To prioritize government spending, to lower the
overall tax burden, to enhance transparency of
government operations, and to develop sound,
free-market tax and fiscal policy.

COMMUNICATIONS AND TECHNOLOGY

To advance consumer choice and deployment of
new technologies in the dynamic and converg-
ing areas of telecommunications and informa-
tion technology by furthering public policies
that preserve free-market principles, promote
competitive federalism, uphold deregulation ef-
forts, and keep industries free from new burden-
some regulations.






in—depth, timely, and honest insight into which public policieé encourage economic growth and
prosperity and which do not. Armed with the facts and a clear prescription for how to make
America more competitive, states are then able to avoid costly misadventures in big government
and instead focus on positive, proven solutions that empower entrepreneurs and create
opportunities for their citizens.”

U.S. Representative Tom Price, Georgia

“As Speaker of the House in New Hampshire, my big concern is finding the best way to grow my
state's economy. Rich States, Poor States demonstrates that a competitive tax system and smart,
priority-based budgeting attracts businesses to our state and helps grow our economy. With a
stronger economy, we can provide our taxpayers the best environment possible for prosperity.”

Speaker William O’Brien, New Hampshire

“There is a light at the end of the tunnel and we are beginning to see signs of recovery. To
accelerate this recovery, states can benefit from each other’s expertise and experience. This
requires access to information and analysis from which we can learn from one another and
implement best practices. Rich States, Poor States is a vital resource that will help shape sound
fiscal policy in states across the country.”

Governor Gary Herbert, Utah
“Rich States, Poor States is an excellent resource for us in Mississippi as we move to attract

businesses to our state. This publication provides ample evidence that a competitive business
climate will only motivate businesses to invest, innovate, and create jobs for Mississippians.”

Speaker Philip Gunn, Mississippi

American Legislative Exchange Council
1101 Vermont Ave., NW, 11th Floor
Washington, D.C. 20005
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