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STATE TAX BREAKS DON’T GROW JOBS, RESEARCH SHOWS 

 
In the scramble to lure businesses and jobs to their state, policymakers have operated for many 
years on the assumption that low taxes and business tax incentives make the best bait. A new 
study published today by the Economic Policy Institute offers strong evidence that such policies 
are neither the best nor the most cost-effective strategies for attracting businesses and jobs. 
Conversely, raising taxes to support public services can promote economic and jobs growth. 
 
In Rethinking Growth Strategies: How State and Local Taxes and Services Affect Economic 
Development author Robert G. Lynch provides a comprehensive overview of the current research 
into the factors that influence business decisions about where to locate. The result is a powerful 
refutation of the idea that cutting taxes and shrinking government and services will attract new 
businesses and jobs.  
 
Lynch analyzed hundreds of research studies that examined the effectiveness of state and local 
tax cuts, tax incentives, and public services in creating jobs and promoting economic 
development. That analysis led him to conclude that there is little evidence that state and local 
taxation figures prominently in business location decisions. 
 
Factors that outweigh taxes in business decisions on where to locate are the availability of 
qualified workers, proximity to customers, and the quality of public services. Not only are tax 
cuts an unreliable way to attract businesses and promote economic development, according to 
Lynch, but they are also less effective than tax increases that are used to expand the quantity and 
quality of public services. 
 
Lynch found little evidence that tax cuts stimulate economic activity or create jobs or that job 
transfers between states are a consequence of business tax incentives. On the other hand, 
reductions in public services due to state and local tax cuts can cause job loss and economic 
slowdown.  
 
“The cuts in services that inevitably follow tax cuts can actually undermine economic 
development efforts,” Lynch said. “A business needs a location where its operations are 
supported by good quality public services and infrastructure. Taxing decisions that eliminate or 
erode those services make that location less attractive to business than another one where there is 
a policy of investing in services and infrastructure that can support economic development.”   
 
Lynch’s report takes a systematic look at arguments that are commonly used to justify state and 
local tax cuts and incentives and reveals the weaknesses in each of those arguments, as borne out 
by current research.  
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Those arguments are: 
 

 The tax burden argument: Some argue that state and local taxes are significant burdens on the 
firms that pay them and that this burden markedly lowers their profitability. In fact, these taxes 
add up to only 0.8% of the cost of doing business. Cuts in taxes are likely to be offset by 
additional costs incurred by businesses forced to make up for the loss of public services. For 
example, a business may have to invest more in worker training, health care, workplace security, 
or other services formerly paid for with tax dollars. 

 The supply-side argument: According to this theory, tax cuts give people an incentive to work 
harder and produce more and they also free more money for investment by letting individuals and 
firms keep more of their earnings. However, the evidence shows that tax cuts for individuals are 
just as likely to inspire less, not more work, since it takes less work to produce the same income. 
And for businesses, even if investment rose it would not necessarily be investment in the state or 
community that gave the tax breaks.  

 The demand-side argument: This argument holds that tax cuts are a good way to stimulate the 
local economy because at least some of the increased after-tax income of individuals or 
businesses will be used to purchase more goods and services. Although this argument is widely 
accepted as true at the federal tax level, it doesn’t hold true for state and local taxes. That’s 
because the increase in private spending is typically more than offset by reductions in public 
spending at the state and local levels. With most states constitutionally required to balance their 
budgets, cuts in revenues almost always produce spending cuts that more than wash out any gains 
from private spending. 

 The business climate argument: Some argue that lowering taxes makes an area more “friendly” 
and therefore attractive to businesses. However, the businesses that are the savviest – and 
therefore the most likely to make a lasting contribution to the economic health of the state or 
locality – aren’t likely to be swayed by vaguely defined concepts of “friendliness.” They want to 
know that they can rely on high quality public services – such as well maintained roads, bridges, 
ports, and airports; prompt snow removal; reliable fire and police protection; and a good 
education system. These high quality services will attract the high paying jobs. All these services 
require public investment and all are jeopardized by a tax-cutting strategy. 

 The competitiveness argument: This argument, in essence, says that everybody is doing it and if 
we don’t cut taxes and offer incentives, too, we won’t be able to get and keep businesses here. 
Despite the seeming logic of this argument, researchers have not found evidence that states are 
losing any significant number of jobs to other states that offer tax cuts or incentives to businesses.  

 
Lynch’s study makes the case that tax cutting at the state and local level is not only ineffective at 
attracting businesses, it is also a very poor use of scarce state and local resources. For example, for every 
dollar cut in state and local taxes, a business realizes a revenue increase of only about 60 cents. The other 
40 cents goes to the federal government and other jurisdictions because the firm’s deduction for state 
taxes has fallen. In addition, for every private sector job created by state and local tax cuts, governments 
lose between $39,000 and $78,000 in annual tax revenues. This revenue loss forces lay-offs of  more 
employees in the public sector than were gained in the private sector, producing a net loss of jobs from 
the tax cuts. 
 
“The real lesson here for legislators and local policy makers,” Lynch concluded, “is that what makes a 
community a good place to do business looks a lot like what makes a community a good place to live. 
That means good schools, good police and fire protection, a modern and well-maintained transportation 
infrastructure, and good all-around public services. Instead of creating jobs, tax cutting strategies that 
undermine government’s ability to provide quality services can end up destroying jobs.”  
 
Robert G. Lynch holds a Ph.D. in economics from the State University of New York at Stony Brook and 
chairs the Department of Economics at Washington College.  
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State Level Press Contacts 

RETHINKING GROWTH STRATEGIES by Robert Lynch 
Published by the Economic Policy Institute (Under EMBARGO until 12:01 a.m. Tuesday, March 23, 2004) 

 
 

AR Rich Huddleston 
rich.huddleston@aradvocates.org 
Arkansas Advocates for Children and Families 
103 East Seventh Street Suite 931 
Little Rock, AR 72201 
(501) 371-9678 

 
AL 

 
Kwamena Blankson 
kwamena@alarise.org 
Alabama Arise 
P.O. Box 612 
Montgomery AL, 36101 
(334) 832-9060 

 
AZ 

 
Elizabeth Hudgins 
ehudgins@azchildren.org 
Children's Action Alliance 
4001 N 3rd Street, Suite 160 
Phoenix AZ 85102 
602-266-0707 

 
CT 

 
Doug Hall 
doug@ctkidslink.org 
Connecticut Voices for Children 
33 Whitney Ave. 
New Haven, CT 06510 
(203) 498-4240 

 
FL 

 
Bruce Nissen 
nissenb@fiu.edu 
Center for Labor Research and Studies 
Florida International University 
University Park 
Miami, FL 33199 
(305) 348-2616 

 
 
 
 
 

IL 

 
 
 
 
 
Ralph Martire 
RMartire@ctbaonline.org 
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Center for Tax and Budget Accountability 
70 E. Lake St, Suite 1700 
Chicago, IL 60601 
(312) 332-1049 

 
MA 

 
Jeff McLynch 
jmclynch@massbudget.org 
Massachusetts Budget and Policy Center 
37 Temple Place, 3rd Floor 
Boston, MA 02111 
(617) 426-1228 Ext 103 

 
MD 

 
Steve Hill 
shill@mdnonprofit.org 
Maryland Budget and Tax Policy Institute 
8720 Georgia Ave, Suite 303 
Silver Spring, MD 20910 
Phone: (301) 565-0505 

 
ME 

 
Christopher “Kit” St.John 
mecep@mecep.org 
Maine Center for Economic Policy 
P.O. Box 437, 124 Sewall St. 
Augusta, ME. 04332 
(207)622-7381 

 
MN 

 
Christina Macklin or Nan Madden 
cmacklin@mncn.org 
nan@mncn.org 
Minnesota Budget Project 
Minnesota Council of Nonprofits 
2314 University Ave. W. #20 
St. Paul, MN 55114 
(651) 642-1904 (Macklin x233) 

 
NC 

 
Elaine Mejia 
elaine@ncjustice.org 
North Carolina Budget and Tax Center 
Post Office Box 28068 
Raleigh, NC 27611 
(919) 856-2176 

 
 
 

NJ 

 
 
 
Jon Shure 
shure@njpp.org 
New Jersey Policy Perspectives 
145 W. Hanover Street 
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Trenton, NJ 08618 
Phone: (609) 393-1145 

 
NY 

 
Frank J. Mauro 
mauro@fiscalpolicy.org 
Fiscal Policy Institute 
One Lear Jet Lane 
Latham, NY 12110 
(518) 786-3156 
-or- 
Downstate office: 
James Parrott 
parrott@fiscalpolicy.org 
275 Seventh Avenue, 6th Floor 
New York, NY 10001 
(212)  414-9001 ext 221 

 
OH 

 
Amy Hanauer or 
Zach Schiller 
ahanauer@policymattersohio.org 
zschiller@policymattersohio.org 
Policy Matters Ohio 
2912 Euclid Ave. 
Cleveland, OH 44115 
(216) 931 9922 

 
OR 

 
Jeff Thompson or 
Chuck Sheketoff 
jthompson@ocpp.org 
csheketoff@ocpp.org 
Oregon Center for Public Policy 
PO Box 7 
Silverton, OR 97381-0007 
(503) 873-1201 

 
PA 

 
Peter Wiley or Stephen Herzenberg 
prwiley@prdesign.net 
sherzenber@aol.com 
Keystone Research Center 
412 North Third Street 
Harrisburg, PA 17101 
(717) 255-7145 

 
TX 

 
Dick Lavine or Patrick Bresette 
lavine@cppp.org 
bresette@cppp.org 
Center for Public Policy Priorities 
900 Lydia St. 
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Austin, TX 78702 
(512) 320-0222 
(Lavine, Ext 101, Bresette, Ext 108) 

 
UT 

 
Sarah Wilhelm, PhD. 
sarah@utahissues.org 
Utah Issues Center for Poverty Research and Action 
331 S. Rio Grande, Suite 60 
Salt Lake City, UT 84101 
(801) 521-2035 x118 

 
WA 

 
Marilyn Watkins or 
Laura Paskin 
marilyn@eoionline.org 
laura@eoionline.org 
Economic Opportunity Institute 
1900 N. Northlake Way, Suite 237 
Seattle, WA 98103 
(206) 529-6370 or (206) 633-6580 x 6370 

 
WI 

 
Laura Dresser 
ldresser@ssc.wisc.edu 
Center on Wisconsin Strategy (COWS) 
University of Wisconsin at Madison 
1180 Observatory Drive 
Madison, WI 53706 
(608) 263-3889 

 
 
 
 


