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Foreword

ike other governors across the country, |

implemented measures in South Carolina

to slow the rise in COVID-19 infections and
limit the virus’ toll on our state’s economy. This
included eliminating unnecessary government red
tape and extending our income tax filing and pay-
ment deadline to July 15. | trust that this extension
will give our citizens and businesses much-needed
breathing room and help bring our state back to
full economic vigor as we get this pandemic be-
hind us. We must all be ready. South Carolina’s
business IS business.

As governor, | understand how economic policies
across the southeast impact people’s decisions on
where to live, work and raise a family, and their
success in doing so. This essential report puts
those policies on display and showcases the ben-
efits of fiscally responsible state government.

As you will discover in Rich States, Poor States, a
major pillar of state economic competitiveness is
tax policy. With North Carolina and Georgia as our
next-door neighbors, South Carolina’s economic
competition is very real. Both states have lower
income tax rates than we do. In fact, my state has
the highest personal income tax rate in the South-
east and the 12th highest in the entire country.
It’s my goal to change that. The economic cur-
rents, stressors and bottlenecks displayed vividly
during the pandemic are giving us new insights
for reform — and we have a golden opportunity
to cut income tax rates and make South Carolina
more competitive.

As the Rich States, Poor States report annually
highlights, the income tax has an outsized impact
on state competitiveness and economic growth.
That is why my administration remains commit-
ted to reducing the burden income taxes place on
our hardworking taxpayers. Money spent by South
Carolinians who earned it — rather than by govern-
ment — is spent more efficiently and produces
more dividends for all.

Unfunded liabilities in our state pension system
are another pressing issue. We must maintain our

commitment to our citizens who rely on state re-
tirement systems today while protecting taxpayers
from financial burdens in the future. My adminis-
tration has already taken steps to strengthen our
retirement system, and we are now seeking to
transition from a “defined benefit” to a “defined
contribution” plan for new state employees. This
will be good news for younger workers who would
like to have their investments follow them across
jobs. It will also follow the lead of successful re-
forms in other states which have reduced risk for
taxpayers and provided retirement security to cur-
rent workers and retirees.

I am also working to eliminate excessive govern-
ment regulations — another major pillar of this
report. For businesses, government red tape is
one of the biggest challenges — and certainly a
deterrent to investment. Two years ago, | issued
an executive order requiring state agencies to re-
duce unnecessary regulations and to evaluate any
unintended consequences or undue burdens that
new regulations might place on South Carolina
businesses. | am also working with our General
Assembly on legislation that would provide for the
governor’s office to submit an annual report with
recommendations to eliminate, withdraw or mod-
ernize outdated policies and regulations.

Rich States, Poor States’ prescription of lower
taxes, transparent and responsible spending, and
fewer government regulations — economic free-
dom and prosperity — is exactly what South Caro-
linians and all Americans long for. On behalf of my
state, | thank authors Dr. Arthur Laffer, Stephen
Moore, Jonathan Williams and the American Leg-
islative Exchange Council for their annual effort to
publish Rich States, Poor States, which promotes
free market, pro-growth policies to benefit the en-
tire country. For any state policymaker looking for
a road map to economic growth and prosperity,
this is it.

Yours very truly,

%,7’2«;%.2;

Henry McMaster, Governor of South Carolina
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Executive Summary

he economic benefits of the federal Tax

Cuts and Jobs Act of 2017 are extending

to state taxpayers across the country as
states cut taxes in the second wave of tax reform.
Federal tax conformity arose as a serious policy
issue for nearly every state that levies personal
and corporate income taxes during the 2018 and
2019 legislative sessions. Many states embraced
this opportunity offered by federal tax confor-
mity following the Tax Cuts and Jobs Act, pass-
ing landmark state tax reforms. However, some
short-sighted states pocketed the effective tax in-
crease from federal tax conformity and used the
excess revenue to grow government instead. The
states that pocketed the conformity windfall will
see themselves fall behind by standing still com-
pared to states that moved their tax codes in a
pro-growth direction.

In this 12th edition of Rich States, Poor States, au-
thors Dr. Arthur Laffer, Stephen Moore, and Jona-
than Williams review policy choices made by the
50 states and discuss whether those choices have
improved economic competitiveness. The empiri-
cal evidence and analysis in this edition of Rich
States, Poor States illustrates which policies en-
courage greater economic opportunity and which
are obstacles to growth.

In chapter one, the authors discuss important
state policy developments since the last edition
of this publication, including takeaways from the
2019 state legislative sessions. The chapter ex-
amines the migration of citizens and businesses
from economically uncompetitive states to low-
tax and free market-friendly states. This highlights
the robust relationship between policy decisions
and the economic health of a state. The authors
examine significant policy battles, including the fi-

viii  Rich States, Poor States

nal state responses to federal tax conformity and
unnecessary tax increases taking place in high-
spending states.

Chapter two charts the decline and fall of Con-
necticut as one of the top states for economic
performance prior to enacting a personal income
tax in 1991. Through consistent tax increases,
Connecticut has gutted its tax base. People have
fled the Constitution State for neighboring low-
tax states to the south and west. Fortunately, it
is not too late for Connecticut. Close proximity to
high-tax states like New York City and Boston give
Connecticut great economic potential and access
to a highly educated workforce. It is up to state
lawmakers to make Connecticut pro-growth again
and get spending under control.

In chapter three, the authors detail the dire fiscal
and economic situation confronting lllinois. With
tax-and-spend officials in control of their state
government, lllinois taxpayers will likely face mas-
sive tax increases. Looking at variables comparing
lllinois” economic performance to the rest of the
country, it is clear the Land of Lincoln has fallen
behind as other state economies have grown. The
high-tax, high-spending status quo simply cannot
work for lllinois.

Finally, chapter five delivers the state rankings
from the 2019 ALEC-Laffer State Economic Com-
petitiveness Index. The index is comprised of two
separate economic rankings. The first ranking
is the economic performance ranking, which is
based on three important metrics over the past
decade: growth in gross state product (GSP), ab-
solute domestic migration, and growth in non-
farm payroll employment. These are calculated
for each state using the most recent data avail-



able. The second ranking provides a forecast for
state economic outlook. This forecast is based on
a state’s current standing in 15 equally weighted
policy areas that are influenced directly by state
lawmakers. These 15 policy areas are among the
most influential factors in determining a state’s
potential for future economic growth. Generally,
states that spend less, especially on transfer pay-
ments, and states that tax less, particularly on
productive activities such as work or investment,
tend to experience higher rates of economic
growth than states that tax and spend more.

The following 15 policy variables are measured
in the 2019 ALEC-Laffer State Economic Competi-
tiveness Index:

¢ Highest Marginal Personal Income Tax Rate
¢ Highest Marginal Corporate Income Tax Rate
¢ Personal Income Tax Progressivity

¢ Property Tax Burden

e Sales Tax Burden

¢ Tax Burden from All Remaining Taxes

EXECUTIVE SUMMARY

e Estate/Inheritance Tax (Yes or No)

» Recently Legislated Tax Policy Changes (2018 &
2019, per $1,000 of Personal Income)

e Debt Service as a Share of Tax Revenue
¢ Public Employees per 10,000 Residents
¢ Quality of State Legal System

* Workers’ Compensation Costs

e State Minimum Wage

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

e Tax or Expenditure Limits

This 12th edition of Rich States, Poor States at-
tempts to answer why some states prosper and
grow, and why others fail to compete for econom-
ic opportunity. The evidence is clear that competi-
tive tax rates, thoughtful regulations, and respon-
sible spending lead to more opportunities for all
Americans. State economies grow and flourish
when lawmakers trust people, not government,
to create long-term prosperity.
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EXECUTIVE SUMMARY

ALEC-Laffer State Economic Outlook Rankings, 2019
Based upon equal-weighting of each state’s rank in 15 policy variables

1 Utah 26 Kansas

2 Idaho 27 Louisiana

3 Indiana 28 Massachusetts
4 North Dakota 29 New Mexico
5 Nevada 30 Alaska

6 North Carolina 31 West Virginia
7 South Dakota 32 South Carolina
8 Tennessee 33 Kentucky

9 Florida 34 Nebraska

10 Wyoming 35 Maryland

11 Arizona 36 Delaware

12 Michigan 37 Washington
13 Oklahoma 38 Pennsylvania
14 Virginia 39 Montana

15 Texas 40 Connecticut
16 New Hampshire 41 Minnesota
17 Wisconsin 42 Maine

18 Colorado 43 Rhode Island
19 Mississippi 44 Oregon

20 Georgia 45 Hawaii

21 Alabama 46 New Jersey
22 Missouri 47 California

23 Arkansas 48 Illinois

24 Ohio 49 Vermont

25 lowa 50 New York
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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 punishment.
Most politicians know instinctively that taxes re-
duce the activity being taxed—even if they do
not care to admit it. Congress and state lawmak-
ers 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, go-
ing 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 in-
vestment as low as possible in order not to deter
people from participating in these activities.

Individuals work and produce goods and
services to earn money for present or fu-
ture consumption.

Workers save, but they do so for the purpose of
conserving resources so they or their children can
consume in the future. A corollary to this is that
people do not work to pay taxes—although some
politicians seem to think they do.

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

To state this in economic terms, the difference
between the price paid by people who demand

goods and services for consumption and the price
received by people who provide these goods and
services—the suppliers—is called the wedge. In-
come and other payroll taxes, as well as regula-
tions, restrictions, and government requirements,
separate the wages employers pay from the wag-
es employees receive. If a worker pays 15% of his
income in payroll taxes, 25% in federal income
taxes, and 5% 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%.

As large as the wedge seems in this example, it is
just part of the total wedge. The wedge also in-
cludes 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 rev-

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

Lower marginal tax rates reduce the tax wedge
and lead to an expansion in the production base
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PREFACE

and improved resource allocation. 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.

Tax rate changes also affect the amount of tax
avoidance. It is important to note that legal tax
avoidance is differentiated throughout this report
from illegal tax evasion. The higher the marginal
tax rate, the greater the incentive to reduce tax-
able income. Tax avoidance takes many forms,
from workers electing to take an improvement in
nontaxable fringe benefits in lieu of higher gross
wages to investment in tax shelter programs.
Business decisions, too, are increasingly based on
tax considerations as opposed to market efficien-
cy. For example, the incentive to avoid a 40% tax,
which takes $40 of every $100 earned, is twice as
high as the incentive to avoid a 20% tax, for which
a worker forfeits $20 of every $100 earned.

An obvious way to avoid paying a tax is to elimi-
nate market transactions upon which the tax is ap-
plied. This can be accomplished through vertical
integration: Manufacturers can establish whole-
sale outlets; retailers can purchase goods directly
from manufacturers; companies can acquire
suppliers or distributors. The number of steps
remains the same, but fewer and fewer steps in-
volve market 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 distortions caused
by tax cascading. Michigan, for example, should
not tax the sale of rubber 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 com-
pany 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. Ad-
ditionally, 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.

xii ~ Rich States, Poor States

The Laffer Curve (illustrated below) summarizes
this phenomenon. We start this curve with the
undeniable fact that there are two tax rates that
generate zero tax revenues: a zero tax rate and a
100% tax rate. (Remember Golden Rule #2: Peo-
ple 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 govern-
ment 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, how-
ever, higher tax rates become 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 arithmetic
effect. But the number of units in the tax base
expands. Lower tax rates lead to higher levels of
personal income, employment, retail sales, in-
vestment, and general economic activity. This is
the economic, or incentive, effect. Tax avoidance
also declines. In the normal range, the arithmetic
effect of a tax rate reduction dominates. In the
prohibitive range, the economic effect is domi-
nant.

The Laffer Curve

100%

Prohibitive Range

I
!

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 employment or payroll tax borders
a state with large population centers along that



border, businesses 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 located next to states
with low tobacco taxes have very low retail sales
of cigarettes relative to the low tax states. lllinois
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 capital is instantly
transportable. For example, imagine the behavior
of an entrepreneur or corporation that builds a
factory at a time when profit taxes are low. Once
the factory is built, the low rate is raised substan-
tially 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 be-
cause it still earns a positive after tax profit. The
factory will remain in operation for a time even
though the rate of return, after taxes, 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 further invest-
ment, and the plant will eventually move where
tax rates are lower.

A study by the American Enterprise Institute has
found that high corporate income taxes at the na-
tional level are associated with lower growth in
wages. Again, it appears as though a chain reac-
tion 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, Nobel winner Friedrich

PREFACE

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

The illusion that by some means of progres-
sive taxation the burden can be shifted sub-
stantially onto the shoulders of the wealthy
has been the chief reason why taxation has in-
creased 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 limita-
tion 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 rev-

enue 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 cor-
porate profits would be expected to lead to a
diminution in the amount of corporate activ-
ity, and hence profits, within the taxing district.
That alone implies less than a proportionate in-
crease in corporate tax revenues. Such a reduc-
tion in corporate activity also implies a reduction
in employment and personal income. As a result,
personal income tax revenues would fall. This de-
cline, too, could offset the increase in corporate
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 system
has a sensible, broad tax base and a
low tax rate.

Ideally, the tax system of a state, city, or country
will minimally distort economic activity. High tax
rates alter economic behavior. President Ronald
Reagan used to tell the story that he would stop
making movies during his acting career once he
was in the 90% tax bracket because the income he
received was so low after taxes were taken away.
If the tax base is broad, tax rates can be kept as
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PREFACE

low and non-confiscatory as possible. This is one
reason we favor a flat tax with minimal deduc-
tions and loopholes. It is also why more than two
dozen have now adopted 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 redistribution 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 given to people only in the absence of work
or output. Examples include food stamps (income
tests), Social Security benefits (retirement test),
agricultural subsidies, and, of course, unem-
ployment 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.

In some high benefit states, such as Hawaii, Mas-
sachusetts, and New York, the entire package of

xiv  Rich States, Poor States

welfare payments can pay people in excess of the
equivalent of a $20 per hour job (and let us not
forget: Welfare benefits are not taxed, but wages
and salaries are). Because these benefits shrink as
income levels from work climb, welfare can im-
pose very high marginal tax rates (60% or more)
on low-income Americans. And those disincen-
tives to work have a deleterious effect. We found
a high, statistically significant, negative relation-
ship between the level of benefits in a state and
the percentage reduction in caseloads.

In sum, high welfare benefits magnify the tax
wedge between effort and reward. As such, out-
put is expected to fall as a consequence of making
benefits from not working more generous. Thus,
an increase in unemployment benefits is expect-
ed to lead to a rise in unemployment.

Finally, and most important of all for state legisla-
tors to remember:

If A and B are two locations, 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.
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State of the States

Introduction

ow in its 12th edition, Rich States, Poor
N States has examined tax policy during

deep economic downturns and the lon-
gest economic boom in recent history. Passed
and signed in December 2017, the Tax Cuts and
Jobs Act (TCJA) has led to both record-breaking
tax revenues and opportunities for tax reform
at the state level. Since last year’s writing, four
additional states used the federal tax conformity
process to deliver hundreds of millions in tax sav-
ings to their hardworking taxpayers. Revising tax
codes in accordance with federal tax changes
made 2019 another historic year for tax reform
in the states. The case studies in this chapter
demonstrate the correlation between a healthy
economy, job growth, greater take-home pay and
meaningful tax relief.

This 12th edition of Rich States, Poor States con-
tinues the ALEC yearly review of the 50 states and
their economic outlooks. These 50 laboratories
of democracy prove, year after year, that pro-
growth, free market policy is a win for hardwork-
ing taxpayers and the legislators they elect.

State Tax Cut Roundup: 2018

In the annual State Tax Cut Roundup, the ALEC
Center for State Fiscal Reform details tax cuts
enacted during the 2018 state legislative ses-
sions.! A total of 16 states qualified for coverage
in the 2018 State Tax Cut Roundup. The momen-
tum for pro-growth tax relief in recent years has
been strong, as 17 states qualified in 2015, nine
in 2016, and nine in 2017.%** In total, 36 different
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states have substantially cut taxes since 2013. Of
these states, Florida has provided a near-constant
stream of pro-growth reforms, qualifying for all
six editions of State Tax Cut Roundup.

The qualifying states made strides to lessen
the tax burden on personal income, corporate
income and property. Nebraska, lowa and Mis-
souri deserve special recognition for returning
more than $430 million in FY 2019 tax revenue
back to taxpayers.® Nebraska ensured federal tax
conformity would not result in a net tax increase
for Cornhuskers by preserving and expanding the
state personal exemption, increasing the stan-
dard deduction and tying the personal income
tax brackets to inflation.® lowa reduced personal
and corporate income tax rates for every bracket,
passed provisions for bracket consolidation con-
tingent on revenue targets and voted to elimi-
nate the state’s Alternative Minimum Tax (AMT)
by 2021 as a part of their federal tax conformity.”
Lastly, Missouri cut corporate income taxes from
6.25% to 4% by tax year 2020 and the top per-
sonal income tax rate from 5.9% to 5.4% begin-
ning in tax year 2019. If Missouri consistently
grows revenue by $150 million year over year, the
personal income tax rate will fall to 5.1% by tax
year 2022.8 Figure 2 illustrates the types of tax
burdens reduced by qualifying states. Note that
some states cut multiple forms of taxes.

In total, states cut more than $1.7 billion in
measurable 2019 tax burden for their residents.
Record state tax revenues and federal tax confor-
mity contributed to making 2018 a landmark year
for tax reform. Both a growing economy result-
ing from federal tax reform and two court cases
— Wayfair v. South Dakota and Murphy v. NCAA
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FIGURE 1 | States that Qualified for State Tax Cut Roundup during the 2018 Legislative Session

Source: ALEC Center for State Fiscal Reform

34 Did Not Qualify
B 16 Qualified

FIGURE 2 | Types of Taxes Cut During the 2018 Legislative Session

2018 State Tax Cuts by Type
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Source: ALEC Center for State Fiscal Reform

State Tax Reform from Federal
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— grew the potential tax base. Wayfair v. South
Dakota tore down the physical presence standard
and allowed states to tax remote sales, while
Murphy v. NCAA allowed states to legalize and tax
certain forms of gambling. States should be care-
ful when enacting tax legislation in the wake of
these two decisions. Enacting overly-aggressive
remote sales tax regimes can create a hostile
small business environment and damage e-com-
merce. Furthermore, overtaxing legal gaming can
push potential gambling transactions back into
the black market, harming potential revenue.®

In some states, federal tax conformity increased
taxes as a result of a broader tax code. Many
states decided to negate this tax increase through
revenue neutral and revenue negative income
tax reforms designed to grow the economy while
also conforming to federal tax changes. lowa is
a prime example of a state that used federal tax
conformity as an opportunity to cut taxes. By
passing both personal and corporate income tax
cuts, lowa saved taxpayers over $100 million in

STATE OF THE STATES

estimated FY 2019 tax burden. Assuming revenue
triggers are met, annual tax savings from lowa’s
conformity legislation will increase to over $640
million by FY 2024.%°

Of the 16 states that qualified for State Tax Cut
Roundup: 2018, 14 states used federal tax con-
formity as an opportunity to pass pro-growth tax
reform. As of January 2019, five states have yet to
bring their state codes into conformity with the
new Internal Revenue Code. The 2019 legislative
sessions gave these states another chance to be
responsible with taxpayers’ hard-earned dollars.

What America’s Governors Said
about Fiscal Policy in 2019

In 2019, the governors of all 50 states gave state
of the state addresses. Eight governors won re-
election and used their addresses to set the pol-
icy tone for their second or third terms. Fourteen
governors did not face an election in 2018 but still

FIGURE 3 | 2019 Governors’ Tax Proposals

Source: ALEC Center for State Fiscal Reform
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laid out policy plans for the upcoming legislative
sessions. In the fifth edition of its annual State
of the States report, the Center for State Fiscal
Reform reviewed economic policy proposals dis-
cussed in each governor’s address.*

In their 2019 addresses, 18 governors made
significant comments on tax policy. As a result
of record state tax revenues, most governors
favored returning tax dollars to taxpayers rather
than clamoring for higher taxes. In all, 14 gover-
nors proposed only tax reductions, while 3 exclu-
sively pushed for tax increases. Only Governor
Andrew Cuomo of New York called for a mixture
of tax increases and cuts. Figure 3 shows which
governors called for tax increases, tax reductions
or both.

Governor Henry McMaster of South Carolina pro-
posed nearly $2.2 billion in personal income tax
relief and offered a tax rebate to all South Caro-
linians, amounting to an additional $200 million
in FY 2020 tax savings. In another bid to increase
transparency and efficiency, Gov. McMaster called
for a review of South Carolina’s education funding
formula to determine a “new, more efficient and
modern funding model.”

While record tax revenues induced some gover-
nors to call for more spending and bigger gov-
ernment, it is reassuring to hear many governors
— even some progressive ones — call for lower
taxes. This positive trend suggests that many gov-
ernors understand how competitive tax rates and
free market fiscal policies grow their economies
and make their states more attractive places to
live and work.

TABLE 1 | State of the States 2019

Best Policy Proposals

Gov. Asa Hutchinson (Arkansas)
Gov. Matt Bevin (Kentucky)
Gov. Phil Bryant (Mississippi)
Gov. Pete Ricketts (Nebraska)

Gov. Henry McMaster (South Carolina)
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A Snapshot of Significant State
Policy Battles in 2019

States Collect Record Revenues

For many states, 2018 was a record-smashing fis-
cal year. Every state — except Mississippi, Ohio,
New Hampshire, and Wyoming — collected more
tax revenue in FY 2018 than FY 2017, and 41
states exceeded their pre-recession tax revenue
peaks adjusted for inflation.*? Altogether, states
collected 3.19% more revenue in FY 2018 com-
pared to FY 2017 and 12.2% more revenue than
their pre-recession peaks. Much of this increase
in tax revenue came from record personal income
tax collections, which grew by 7.8% compared to
FY 2017. Sales tax revenue also grew by 3%, the
highest rate of growth since FY 2015.

North Dakota collected 70.9% more tax revenue
in Q4 2018 than its Q4 2008 peak, largely due to
the state’s booming oil and gas industry. Unfor-
tunately, a blessing of natural resources can also
mean wildly fluctuating tax revenue as market
prices change. Alaska and Wyoming saw 83% and
36.2% less tax revenue, respectively, in Q4 2018
compared to their pre-recession peaks — the
largest drops in state revenue.*

A booming economy has boosted both income
and consumption, leading to higher income and
sales tax revenues. The federal Tax Cuts and Jobs
Act of 2017 (TCJA) is also largely responsible for
much of this increase in tax revenue. In addition
to cutting effective federal tax rates, the TCIA
also repealed or reduced many deductions and
exemptions that affected state tax codes, includ-
ing the personal exemption.'> Because of federal
tax conformity, state legislatures had to make a
conscious decision to keep the personal exemp-
tion or risk an effective tax increase, potentially
ranging from $30 million to $1.1 billion annually,
depending on the size of the state economy.®
Many states decided to preserve the personal
exemption and avoid an increase in state tax bur-
den, while others pocketed the revenue from this
state-level tax increase.

While these conformity tax cuts are not yet

reflected in state revenue data, tax cuts made
during 2017 legislative sessions would influence

www.alec.org 5



CHAPTER ONE

Table 2 | State-Level Revenue Impact from 2018 Federal Tax Conformity by State

Estimated Revenue Estimated Revenue
Effect (Millions) Effect (Millions)

Arizona $236
Colorado $197
Idaho $97

Indiana $129
lowa $188
Louisiana $226
Maine $312
Maryland $361

Massachusetts

Michigan $1,700
Minnesota $416
Nebraska $220
New York $1,100
Pennsylvania $340
South Carolina $205
Vermont $30

Source: “State Tax Conformity: Revenue Effects,” Tax Foundation, State Fiscal Notes and Revenue Estimates

state FY 2018 tax collections discussed above.
Every state that passed a broad-based net tax cut
during the 2017 legislative session still collected
more revenue compared to FY 2017 — outside
of Ohio and New Hampshire.'” Record FY 2018
tax revenues demonstrated the strength of the
American economy while providing opportuni-
ties for tax cuts at the state level. Additionally,
the seven states that significantly cut taxes expe-
rienced real revenue growth, demonstrating that
tax cuts do not always lead to the forecast loss
in revenue.

Arizona and Virginia Conform to the
TCJA — At Last

Along with California, Massachusetts and Min-
nesota, Arizona and Virginia began their 2019
legislative sessions conformed to a pre-Tax Cuts
and Jobs Act federal tax code.'® Conforming to an
out-of-date tax code posed large problems for tax
filers in these states, as the TCJA reformed signifi-
cant portions of the federal tax code that had a
bearing on state tax filings as well. For example,
in exchange for an expanded standard deduction,
the TCJA effectively repealed the personal exemp-
tion, meaning some states that conform auto-
matically would see an unlegislated tax increase
in the hundreds of millions of dollars unless they
offset with tax cuts.’® Additionally, unanswered
conformity questions pose serious tax compli-
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ance problems for taxpayers. Since many deduc-
tions and exemptions were altered or repealed
because of the TCJA, filers would not know how
their states would conform to the new federal tax
code until the legislature adjourned. This circum-
stance made their states’ tax code more opaque,
complex and unpredictable.

Arizona and Virginia decided not only to make
final decisions on federal tax conformity but also
to use tax conformity as an opportunity to cut
taxes. In 2018, 19 states cut taxes through the tax
conformity process, providing Arizona and Vir-
ginia models for conforming their tax codes to the
TCJA changes.?°

Arizona joined lowa, Missouri and Vermont in
an adjustment of their personal and corporate
income tax codes.?! In addition to matching the
state standard deduction to the federal $12,000
and $24,000 deductions for single and joint filers,
respectively, Arizona also consolidated personal
income tax brackets from five to four by removing
the second-lowest bracket. By lowering personal
income tax rates on three of the four remaining
tax brackets, Arizona lightened the income tax
burden for nearly every filer. Arizona also moved
from a dependent exemption to a child tax credit
of $100 per dependent. Altogether, Arizona’s
2019 tax conformity represents a 27% tax cut for
the median filer.2



Virginia followed the model of Maryland and
Nebraska by focusing on the repeal of the per-
sonal exemption and enhancing the standard
deduction.® Rather than reinstating the state
personal exemption, Virginia increased its stan-
dard deduction by 50% to $4,500 and $9,000 for
single and joint filers, respectively. Virginia also
opted to return $420 million in personal income
tax collections through a one-time tax refund to
every filer. In future fiscal years, any personal
income tax revenue generated in excess of that
year’s tax savings, using FY 2018 revenue as a
baseline, will be allocated to the Taxpayer Relief
Fund to finance future tax reforms.?

While conforming to federal tax changes immedi-
ately would have been ideal from a tax simplicity
and transparency standpoint, Arizona made the
right decision to make federal tax conformity a net
tax cut for income earners. Virginia’s tax reform
made significant progress by returning the unleg-
islated FY 2019 tax revenue windfall to taxpayers,
but the state still stands to collect additional reve-
nue in future fiscal years. Between additional rev-
enue from other conformity changes and deposits
in the Taxpayer Relief Fund — which is ultimately a
state account — Virginia will collect an additional
$280 million in FY 2020.% The Grand Canyon State
rose to the challenge posed by late federal tax
conformity, but the Old Dominion requires addi-
tional tax reform to make conformity at least rev-
enue neutral in the future.

South Carolina Joins the Southeast
in Cutting Taxes

The Palmetto State passed its first substantial net
tax cut in many years. Passed in October 2018,
South Carolina HB 5341 conformed the state tax
code to federal Tax Cuts and Jobs Act changes.
Since federal tax conformity included many base-
broadening provisions, absent action at the state
level, many South Carolinians would have seen a
net tax increase. To avoid the negative effects of
a net tax increase, the South Carolina legislature
decided to increase the standard deduction to
$12,000 and $24,000 for single and joint filers,
respectively, and to create a dependent exemp-
tion of $4,110 for every qualifying child plus an
additional $4,110 for every qualifying child under
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six years old. Additionally, the legislature decided
to tie the personal income tax brackets to infla-
tion. Adjusting tax brackets to inflation prevents
automatic, inflation-driven tax increases and is
projected to provide a net tax savings of $4 million
in FY 2020.%

Even with these changes, federal tax conformity’s
effects were projected to increase tax collections
by $253 million for FY 2019. To prevent an effec-
tive tax increase, South Carolina reinstated the
state personal exemption at $1,525 and eliminated
any effects from federal tax conformity that would
have led to a tax increase at the state level.?

South Carolina’s tax reform is the first net tax cut in
recent memory and comes on the heels of major
tax reforms from regional competitors. North
Carolina has made consistent tax reforms almost
every year since 2013, and Florida has passed net
tax cuts six years in a row. Tennessee also passed
net tax cuts in 2013 and 2016.?% Even with their
recent tax changes, South Carolina still has the
highest top marginal personal income tax rate in
the Southeast at 7%.% South Carolina’s neighbor-
ing states’ commitment to tax reform is reflected
in their Rich States, Poor States rankings. North
Carolina ranks 6th and no-income-tax Tennessee
and Florida rank 8th and 9th, respectively. South
Carolina trails at 32nd. South Carolina is on the
right track, but the state must make committed
efforts to cut taxes in future years to keep up with
the increasingly competitive Southeast.

Arkansas Passes Fourth Tax
Reform in Seven Years

Governor Asa Hutchinson has made tax reform
a central part of his “growth agenda” to make
Arkansas a more competitive state.3® Divided
into three phases, Arkansas’ 2015 tax reform
reduced personal income tax rates on earners
between $20,000 and $75,000 and increased
the exclusion on capital gains income to 50%.%!
The 2017 tax reform lowered personal income
tax rates on earners below $21,000 in annual
income, but each of these reforms did little to
address Arkansas’ abnormally complex tax code,
high top marginal rates, or the tax burden on
job creators.??
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Two bills passed by the Arkansas legislature in
2019 — SB 211 and SB 576 — complete the third
phase of Gov. Hutchinson’s tax reform plan. SB
211 addresses Arkansas’ tax code complexity by
consolidating Arkansas’ six personal income tax
brackets into four brackets with a top marginal
rate of 6.9%. Arkansas also raised the threshold
for the top personal income tax bracket from
income over $35,099 to income over $456,000,
allowing more income to fall into lower tax
rates. On January 1, 2021, the top bracket will be
repealed due to a scheduled rate reduction and
Arkansas’ top marginal personal income tax rate
will become 5.9%. These personal income tax cuts
are estimated to save Arkansans $34.5 million in
FY 2020 and $68.9 million in FY 2021 when the
top income tax rate is repealed.®

SB 576 updates Arkansas sales tax policy post-
Wayfair, allowing the state to collect sales tax on
remote purchases and reforming the corporate
income tax code. While expanding the state
sales tax base to include online transactions is a
significant net tax increase, corporate tax reforms
more than offset any new revenues and create
a net tax cut. By allowing companies to carry
forward net operating losses for up to 10 years,
companies will save an estimated $23 million on
their tax bills beginning in FY 2027 and increasing
annually. SB 576 also reduces the top corporate
income tax rate from 6.5% to 6.2% beginning
January 1, 2021 and allows for a further reduction
to 5.9% in 2022. Reducing the corporate income
tax saves Arkansas businesses $29.5 million in FY
2021 and $39.4 million in FY 2022 when the final
rate reduction is enacted.>*

The South has a reputation as being one of the
lowest-taxed regions in the United States. For
many years, Arkansas defied the South’s regional
low-tax trend with the second-highest top mar-
ginal corporate and personal income tax rates,
the third-highest combined local and state sales
tax burden and one of the most progressive
income tax structures in the country.>®> Conse-
quently, the Natural State has missed out on the
economic growth its low-tax neighbors Tennessee
and Texas have seen.3® With the personal and cor-
porate income tax changes, Arkansas makes itself
more friendly to job creators.

8 Rich States, Poor States
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Connecticut Commits to Tried and
Failed Policies

Newly elected Governor Ned Lamont was quick to
celebrate the FY 2020 budget passed by the Con-
necticut legislature during the 2019 legislative
session. Gov. Lamont proclaimed, “On the day |
took the oath of office, we were looking at a $3.7
billion deficit, and today | am proud to say that
we’ve closed it without an increase to tax rates.”®”
His clever phrasing belies the truth: Connecti-
cut’s FY 2020 budget includes a $1.7 billion net
tax increase over two years.3® Gov. Lamont is cor-
rect that no nominal tax rates were increased, but
delayed and repealed tax cuts and increased effec-
tive tax rates on numerous goods and services will
substantially increase the state tax burden.

The largest single increase in tax burden comes
from a reintroduction of a hospital tax, which is
estimated to generate over $500 million annually
and likely to increase healthcare costs. A reduc-
tion in the income tax credit for pass-through
businesses is projected to generate S50 million
in new revenue, and a new state tax on prepared
food sales at a rate of 1% is also projected to col-
lect $48 million in the first year alone. By includ-
ing digital downloads under goods taxable within
the state sales tax, the FY 2020 budget increases
the tax rate on e-book and movie downloads by
535% and is estimated to generate nearly $28 mil-
lion in revenue for FY 2020.3° The FY 2020 budget
also lowers the tax remittance threshold on online
sales to $100,000 from the previous $250,000.
This change will have a significant impact on small
businesses and may be challenged in the courts.*
While Gov. Lamont’s budget balances general fund
expenditures, it does so at the expense of taxpay-
ers and without any serious spending reforms.

With one of the highest overall tax burdens in the
nation, Connecticut cannot afford to continually
raise taxes without addressing spending. Includ-
ing tax changes made during the 2018 legislative
session and projected FY 2020 revenue increases,
Connecticut’s FY 2020 budget will cost taxpayers
an average of $8.29 for every $1,000 in personal
income.*>%? At this writing, Connecticut’s FY 2020
budget is the largest tax increase of any state.
Worse yet, these tax increases could lower Con-
necticut’s economic outlook ranking to 44th in a



hypothetical Rich States, Poor States 2020, plac-
ing Connecticut below key regional competitors,
Massachusetts, Maine and Rhode Island.

Connecticut’s economic competitiveness should
be at the forefront of policy discussions in the
legislature. Referenced further in Chapter 2,
“Connecticut’s Economic Freefall,” Connecticut’s
economy is the worst performing in the country
with 1.32% fewer jobs than before the recession
began in 2007. Job losses and a hostile economic
policy environment have contributed to nearly
200,000 residents leaving Connecticut for states
with more opportunity over the past 10 years
alone. Connecticut lawmakers seem to realize
that population loss is a growing problem for the
Constitution State, particularly the loss of wealthy
residents and job creators. One of the new tax pro-
visions in the FY 2020 budget is a 2.25% sales tax
on real estate sales over $2.5 million if the seller
intends to leave the state.* Tax policy has become
so backward in Connecticut that the legislature is
using tax policy to hit emigrants with the door on
their way out, rather than changing the tax code
to become more welcoming. Until Connecticut
reforms its tax policy to treat job creators as eco-
nomic partners in long-term growth, the state will
continue to see residents and employers exit for
states with friendlier tax policy.

lllinois Could Scrap Last Vestige of
Good Tax Policy

Despite a consistent ranking in the bottom 10
states for economic competitiveness, lllinois’ tax
code has one policy going for it: a flat personal
income tax rate of 4.95%.* Newly elected Gover-
nor J.B. Pritzker made repealing lllinois’ flat tax a
headline campaign platform and followed through
on that policy promise by signing Senate Joint Res-
olution Constitutional Amendment 1 (SRJCA 1).454
Furtively couched as a “fair tax” that would deliver
a net tax cut, Gov. Pritzker’s proposed income tax
structure gives those earning below $100,000
a miniscule 1% rate cut from 4.95% to 4.9%, but
earners over $250,000 would see a 56% income
tax rate increase to 7.75%. Under the proposed
new income tax bracket schedule, lllinois’ top
marginal personal income tax rate would increase
to 7.99% — a 60% rate increase.”’

STATE OF THE STATES

Beyond the disastrous effects this new massive
tax increase will have on Illinois’ ability to attract
new residents, Gov. Priztker’s proposed new per-
sonal income tax rate provides a “back door”
to significant corporate income tax increases.
Embedded in lllinois’ state constitution is a pro-
vision that the corporate income tax rate cannot
exceed eight-fifths of the personal income tax
rate. Included in SRJICA 1 is a provision amending
the corporate to personal income tax ratio as the
top personal income tax rate. Since the new top
personal income tax rate is 7.95%, lllinois’ new
income tax policy would allow for a state corpo-
rate income tax rate of 12.72% — the highest of
any state.®®

Ultimately, Illinois voters will consider the new
personal income tax changes when they vote
on the proposed constitutional amendment
during the 2020 election. Despite lllinois’ politi-
cal leanings, there is no guarantee SRICA 1 will
pass. Washington state voters have defeated
the imposition of a personal income tax many
times.* While some in the lllinois General Assem-
bly may be eager to raise taxes on lllinois work-
ers, it is unclear if voters will consent to such a
tax increase. What is clear is that raising lllinois’
tax burden on income earners will only incentivize
job creators and residents to avoid doing business
in Illinois.

More outmigration of income earners and job
creators is the last thing the Land of Lincoln
needs. lllinois has the third-highest absolute out-
migration figures of any state. Since 2008, over
778,000 taxpayers left lllinois.*® Of course, lllinois’
loss is neighboring states’ gain. Indiana, through
common sense policy reforms and a consistent
dedication to tax cuts, ranked 3rd in economic
outlook in Rich States, Poor States 2019.%* Since
Rich States, Poor States began analyzing state
economic competitiveness in 2008, Wisconsin
rose from 33rd to its best ranking of 9th in 2016.>
Wisconsin fell back to 17th in this edition, but the
Badger State’s proximity to Illinois allows Wis-
consin to act as a lifeboat for countless former
Illinoisans. Since 1992, Illinois lost $3.18 billion in
annual adjusted gross income to Wisconsin.>® If
Illinois continues its high-tax, high-spending poli-
cies, surrounding states will continue to gain at
Illinois’ expense.
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Oregon Enacts Billions in New Taxes

The Beaver State continued its trend towards
uncompetitive tax policy by enacting a new tax on
businesses with sales exceeding $1,000,000 annu-
ally. The new 0.57% tax will be levied on business
gross receipts, not profit. Also known as a gross
receipts tax, Oregon’s new business tax will apply
to all businesses with sales exceeding $1,000,000,
even businesses that post annual losses.** For
small businesses struggling to stay afloat, having
to pay taxes on a net loss is a disaster.

Following a party-line vote, Governor Kate Brown
secured enough support to pass the new business
tax after Senate minority leadership agreed to
return to Salem following a protest of a proposed
cap-and-trade program estimated to cost busi-
nesses $550 million in the first year alone.>>*¢ If
both the new business tax and the cap-and-trade
program had passed, Oregon would have enacted
nearly $2 billion in new taxes.’

The call for increased taxes in Oregon comes at a
strange time. The state government is projected
to collect over $2 billion in excess revenue com-
pared to their 2017 biennium forecast.>® How-
ever, Oregon tax policy requires legislators return
$1.4 billion of the revenue surplus to taxpayers
as a “kicker” refund.*® Even with the refund, the
state would still net an extra $600 million in tax
revenue. Still, this increase in revenue collection
was not enough for House Speaker Tina Kotek,
who introduced a bill to redirect half of the tax-
payer refund to transportation spending initia-
tives.®°

Increasing taxes on job creators during a bud-
get surplus, proposing nearly S2 billion in new
taxes on some of the most productive sectors of
Oregon’s economy and introducing bills to deny
Oregon taxpayers a refund is poor fiscal policy.
Worse yet, when asked if there was a plan to
use the tax surplus or newly-legislated tax rev-
enue to pay down nearly $85 billion in unfunded
public pension liabilities and over $678 million in
unfunded other post-employment benefit (OPEB)
liabilities, Gov. Brown replied “I believe that none
of it will go into [the Public Employee Retirement
System].”6%6263  Considering Oregon’s economic
outlook ranking is consistently in the bottom 10,
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the state must start looking for ways to make their
tax code more competitive. As highly competitive
regional neighbors like Utah and Idaho, 1st and
2nd in economic outlook, respectively, continue
to attract tech companies and start-ups, Oregon’s
recent budget surpluses may prove fleeting.®*

‘Fight for $15’ Lands Blow to Low-
Skilled Workers

Raising the minimum wage took a central role in
the progressive political agenda during the 2018
election and subsequent 2019 state legislative
sessions. Since May, Connecticut, lllinois, Mary-
land and New Jersey joined California, New York
and Massachusetts in raising their minimum wage
to $15 per hour by 2025 or sooner.5> Unfortu-
nately for low-skilled workers and these already
economically uncompetitive states, a minimum
wage set above the price of labor costs jobs and
destroys opportunity.

Before demonstrating the economically disastrous
effects of a $15 minimum wage, it is important to
refute the claim that poor, working families are
suffering because the minimum wage is too low.
First, in 2018, only 2.1% of hourly paid workers —
1.7 million Americans — earned at or below the
$7.25 minimum wage. This is significantly less
than the 13.4% of hourly paid workers earning at
or below the federal minimum wage in 1979.%

Second, minimum wage earners are overwhelm-
ingly young: 68% are 24 years old or younger.®”
Finally, many of these workers are part-time. Only
43% of minimum wage employees work more
than 35 hours a week.%®

Worse yet, a $15 per hour minimum wage would
cause many workers to lose hours worked or
even their jobs. By increasing the cost of labor, a
$15 per hour minimum wage would force many
employers to cut hours, reduce available posi-
tions or even consider substitutes to physical
labor such as automation or online sales. In testi-
mony to the U.S. House Subcommittee on Work-
force, Empowerment and Government Programs,
Professor Craig Garthwaite stressed “The most
damaging effect is the fact that job loss is concen-
trated on the least skilled employees — the very



individuals that supporters of a minimum wage
increase are attempting to help.”®

Job loss translates into lost opportunity and skill
development in the long term. Entry-level jobs
tend to have lower wages but are crucial for devel-
opment of “soft skills,” such as working amicably
with co-workers, providing good customer service
and even skills as simple as showing up on time.”®
Employees with soft skills are increasingly desirable,
according to a survey of clients at Express Employ-
ment Professionals — one of the largest staffing
agencies in America.”* An Employment Policies
Institute report found entry-level work that gener-
ates soft skills translated into a wage gap between
those who began working early on and those who
did not.”? A $15 per hour minimum wage would
prevent many low-skilled workers from developing
highly-desirable soft skills, thereby trapping many
workers in a low-skilled status quo.

North Dakota Takes a First Step
toward Repealing Its Personal and
Corporate Income Taxes

In 2019, North Dakota Representative and ALEC
member Craig Headland filed House Bill 1530 to
repeal the North Dakota personal income tax.”
North Dakota’s personal and corporate income tax
rates are among the lowest in the country (2.9%
and 4.31%, respectively) and income taxes only
generated $666 million of revenue over the 2015-
2017 fiscal biennium, accounting for just 16.8% of
all North Dakota tax revenues.”

To account for this revenue gap, Rep. Headland’s
tax reform plan would replace income tax reve-
nues with earnings from the North Dakota Legacy
Fund, an oil and gas revenue fund. By switching
investment earnings from the Legacy Fund to
the “income tax reduction fund,” HB 1530 would
gradually reduce personal and corporate income
tax rates over a decade until the final income tax
rate became zero. While HB 1530 passed 61-31 in
the North Dakota House of Representatives, the
bill died in the Senate.”

Repealing income taxes would greatly increase
North Dakota’s ability to compete with neighbor-
ing states for residents and job creators. South
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Dakota and Wyoming currently levy no personal
or corporate income tax.”* As the economy
booms in the northern Great Plains as a result
of the lucrative Bakken Shale and other energy
resources, North Dakota stands to benefit from
an increased share of economic growth by repeal-
ing its personal and corporate income taxes and
becoming more competitive.

Despite collecting no income tax, neighboring
South Dakota maintains the same quality of infra-
structure and better K-12 education compared to
North Dakota.””’® In fact, South Dakota spends
$4,525 per capita less than North Dakota on pub-
lic goods. North Dakota spends roughly $7,699 per
capita while South Dakota only spends $3,174 per
capita.” Through a combination of good admin-
istrative and budget policy, South Dakota uses
government funds more efficiently and requires
less taxpayer money to provide its citizens with
quality public goods. Careful budget reforms can
ensure North Dakota provides reliable infrastruc-
ture and good public education, without levying
an economically harmful income tax.

The 2021 session presents the North Dakota leg-
islature with another opportunity to improve the
competitiveness of their tax code. In fact, if North
Dakota repeals the personal and corporate income
taxes, the state’s Rich States, Poor States ranking is
projected to jump to 2nd overall for the 12th edi-
tion.®° Having the 2nd most competitive economic
outlook in the nation would do wonders for North
Dakota and ensure the energy boom creates long-
term, sustainable growth for all citizens.

Governor Sununu Ensures New
Hampshire Taxpayers ‘Live Free’
from Income Taxes

New Hampshire is a low-tax oasis in a New Eng-
land high-tax desert. With no state personal
income tax on wages, sales tax or estate tax, New
Hampshire benefits from neighboring states hav-
ing some of the highest tax rates in the nation.®
New Hampshire has better-than-average GDP
growth, employment growth and domestic
migration figures, while every New England state
except Massachusetts sheds residents and job
creators to other states.®
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New Hampshire’s special status as a low-tax state
in the Northeast was threatened during the 2019
legislative session with newly elected majorities
in the legislature passing a 0.5% tax on wage
income to create a state insurance program for
family leave. Altogether, the proposed tax would
cost New Hampshire residents $168 million annu-
ally in new taxes.®

Anticipating the negative effect on long-term
growth, Governor Chris Sununu vetoed the bill,
saying, “No Income Tax. Not Now. Not Ever!”% Sac-
rificing New Hampshire’s unique low-tax position
among Northeastern states would have cost jobs,
GDP growth due to lower consumption and invest-
ment, and potential new residents. By vetoing the
personal income tax, Gov. Sununu preserved the
only low-tax oasis in New England.

ALEC Model Policy Keeps
Washington State Creditworthy

Standard & Poor’s (S&P) reaffirmed Washington’s
high credit rating for general obligation (GO) bonds
giving each bond a rating of AA+. In an article sum-
marizing their decision, S&P justified Washington’s
creditworthiness citing Washington’s “sales tax-
based revenue structure that has demonstrated
less sensitivity to economic cycles than income
tax-reliant states.” When rating the stability of
state GO debt, S&P is primarily concerned with
the ability of a state to make payments regard-
less of economic circumstances. Washington’s
reliance on consumption taxes for 71% of general
fund revenue — the revenue source for GO debt
repayment — means creditors can expect less risk
from investing in Washington GO bonds relative to
states more reliant on income taxes.®

S&P also cited Washington’s legal and statutory
restrictions on spending increases. The Revised
Code of Washington requires the legislature to
pass a balanced budget that leaves a general
fund surplus in the current and subsequent bien-
niums.% Protecting the general fund from spend-
ing sprees guarantees Washington will be able to
repay GO bond creditors, in S&P’s view.

Of course, Washington’s fiscal situation is not per-
fect. S&P found Washington’s GO bond debt to be
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relatively high at $2,512 per capita, or 4.1% of total
personal income.®” Despite relatively high levels
of debt, S&P believes Washington’s consumption-
based tax code will allow the state to meet obliga-
tions to creditors even in recession. Washington
also has significant pension and other post-employ-
ment benefit (OPEB) debt. ALEC estimates Wash-
ington owes nearly $120 billion to state retirement
funds.®# Despite Washington’s considerable pub-
lic employee retirement debt, S&P acknowledges
Washington moving down the assumed invest-
ment rate of return from 7.7% to 7.5%, and poten-
tially further to 7.4%, as a move towards more con-
servative estimates of state obligations. As a result,
Washington’s pension debt has a more moderate
effect on the state’s creditworthiness compared to
states with riskier investment return assumptions.

In fact, Washington’s high creditworthiness is a
testament to the success of ALEC model policy.
Washington’s consumption-based tax code aligns
with the “reliability” principle from the “ALEC Prin-
ciples of Taxation,” as it is “stable [and] provid[es]
certainty in taxation and in revenue flows.”*® Wash-
ington’s balanced budget requirement follows the
“State Constitutional Amendment for a Balanced
Budget.”®* Even though Washington’s balanced
budget requirement is statutory, not constitu-
tional, Washington is required to pass a balanced
budget with a surplus remaining. Of course, a con-
stitutional balanced budget amendment is pref-
erable, as it restricts the ability of lawmakers to
override budget restrictions and pass unbalanced
budgets. While 7.5% is higher than ALEC policy
prescribes, ratcheting pension investment return
assumptions downward will improve the accuracy
of Washington’s pension debt estimates and more
closely align the state with the “ALEC Statement
of Principles on Sound Pension Practices.”*> While
S&P deservedly credits Washington’s tax and fiscal
policy for the state’s high credit rating, the Ever-
green State’s AA+ rating on GO bonds is a success
story for ALEC model policy as well.

Governor Phil Murphy Devotes Too
Little, Too Late to Save New Jersey’s
Pensions

New Jersey’s pension debt looms large during
every annual budget battle as lawmakers debate



how to start paying down the ninth-highest per
capita state public pension debt in the nation. The
ALEC Unaccountable, Unaffordable annual pen-
sion publication has tracked New Jersey’s pen-
sion performance for the past three years. Using
a risk-free discount rate, ALEC finds New Jersey’s
public pension funding ratio — the ratio of met to
unmet future pension obligations — has declined
by 4.21% since 2013. ALEC estimates New Jersey’s
public pension plans are funded at an astonishing
33.78%, amounting to $196 billion in unfunded
retirement obligations.*

Governor Phil Murphy pledged to reform New Jer-
sey’s chronic pension underfunding by contribut-
ing 10% more than previous budgets every year
until New Jersey meets 100% of their actuarially
recommended contributions (ARC) — the annual
amount estimated by experts for New Jersey to
meet future pension obligations. In 2019, the New
Jersey legislature proposed $3.2 billion in pension
funding for FY 2020. Instead, Gov. Murphy insisted
the legislature increase pension contributions by
$550 million to $3.75 billion for FY 2020. While
these figures seem significant to external observ-
ers, they only amount to 60% and 70%, respec-
tively, of New Jersey’s ARC for FY 2020.%*

Contributing 100% of the ARC by FY 2023 is a noble
goal but fails to permanently improve New Jersey’s
funding ratio. For every year New Jersey does not
contribute 100% to the state pension program,
the state must contribute the difference between
the ARC and actual contributions in future fiscal
years — plus interest. Even if the General Assembly
agrees to Gov. Murphy’s scaling-up of pension con-
tributions, the state will not meet 30 percentage
points of its ARC for FY 2020, 20 percentage points
in FY 2021 or 10 percentage points in FY 2022, but
it only finally meets 100% of its ARC in FY 2023.
Holding all else equal, to improve its public pension
funding ratio, New Jersey would have to contrib-
ute 100% of its ARC in one year plus 60 percentage
points from previous underfunded years and fore-
gone investment returns from not contributing to
pension investment funds as required. Considering
Gov. Murphy’s proposed $3.75 billion contribution
amounts to over 9% of total state revenues from
tax year 2019, yet only covers 70% of the FY 2020
ARC, 100% plus 60 percentage points in compen-
sating ARC payments from previously underfunded
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years described above is nearly unthinkable from a
budgeting perspective.®®

Clearly, New Jersey’s pension policy is untenable.
New Jersey must choose a policy tool to save
public retirement — raise taxes, cut services or
reform retirement programs. Under current pol-
icy, New Jersey has the third-highest state and
local tax burden of any state, with per capita col-
lections exceeding $6,700.% New Jersey’s high-tax
policy already plagues the state with a Rich States,
Poor States economic outlook ranking of 46, as
well as the fourth-highest outmigration statistics
of any state.”” More taxes to pay down pension
obligations should be a non-starter, as already-
over-taxed residents simply cannot afford them.

New Jersey is only left with one option — pursue
pension reform. Senate President Stephen Swee-
ney’s retirement reform ideas take three impor-
tant first steps to saving New Jersey’s retirement
system. First, employees with fewer than 5 years’
experience should receive a defined-benefit on the
first $40,000 of income. Any income over $40,000
would be contributed to a cash balance account
similar to a defined contribution plan with a guar-
anteed 4% investment rate of return. Seventy-five
percent of any investment returns over 4% would
be used to shore up other unfunded pension lia-
bilities. Second, New Jersey should increase the
state retirement age from 65 to 67 — a sensible
policy as American workers are living and working
longer. Third, New Jersey should reform pension
plans, assumed rates of return and amortization
schedules to make them more realistic and better
represent financial realities.®® President Sweeney’s
policy proposals are key first steps to making real
pension reforms, but funding problems have been
historically pervasive in New Jersey. The state must
take steps beyond President Sweeny’s reforms if
the legislature is serious about saving the retire-
ment of hardworking public employees.

Pension Divestment has Cost
California Retirees Billions in Lost
Investment Returns

In 2014, there were approximately 7.4 million

public employees working in state government.*
To give a sense of scale, there are more state pub-
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lic employees than the entire population of 37
states.'® Providing a safe, stable retirement for
every public employee — past, present and future
— requires intensive planning and investment
on the part of state legislatures and bureaucrats.
Current state pension assets exceed $3.2 trillion,
but ALEC estimates unfunded pension liabilities
at nearly $5 trillion.** Since state lawmakers ulti-
mately retain the power of the purse, they con-
trol significant portions of state retirement policy.
Given the nearly $8 trillion total price tag for pro-
viding millions of public employees with a secure
retirement, allowing political decisions to influence
retirement policy is asking for trouble.

For California, trouble arrived in the form of pen-
sion divestment schemes. “Divestment” is an
investment strategy where fiduciary responsibil-
ity takes a back seat to political goals. In other
words, divestment demands an investment fund
avoid purchasing assets for political reasons,
even if that investment would generate more
return than all other options. For example, in
recent politics, the “Boycott, Divestment, and
Sanctions” (BDS) movement demands public and
private investors boycott investing in Israeli firms
and securities.%?

California Public Employee Retirement System
(CalPERS) and California State Teachers’ Retire-
ment System (CalSTRS) follow one of the most
expansive divestment policies of any state retire-
ment system called environmental, social and
governance (ESG) investing. This policy drives
CalPERS and CalSTRS investment strategies,
where risk factors include “Respect for the Envi-
ronment” and “Investment’s long-term profit-
ability from inadequate attention to the impacts
of climate change.”'® Instead of maintaining
fiduciary responsibility and providing the high-
est return on investment for the lowest risk, ESG
investment strategies play politics with state
employee retirement funds. So far, California has
divested from tobacco companies, gun manufac-
turers and coal companies. Progressive activists
have called for California to divest from fossil fuel
companies entirely.104105

Activist investing on the part of CalPERS has cost

the retirement system billions. Wilshire Associ-
ates estimates CalPERS has lost over $3 billion
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from its decision to divest from tobacco com-
panies alone. This experience is not limited to
California. The Boston College Center for Retire-
ment Research found state pension systems with
divestment requirements had 0.4 percentage
point lower returns than states that practice true
fiduciary responsibility.2°® Given the vast scale of
public employee retirement assets mentioned
above, lower investment returns can mean bil-
lions lost for public retirement systems.

California currently has the largest pension
debt of any state — exceeding $780 billion in
unfunded liability, or just under $20,000 for every
man, woman, and child.*” California’s massive
unfunded pension liability is not unique. The ALEC
Unaccountable, Unaffordable pension report finds
state unfunded pension liability totals $5 tril-
lion.%® Simply, states cannot afford to continue
using political reasoning in their investment deci-
sions. The vast unfunded pension liability endan-
gers a safe, stable retirement for millions of public
employees across the country. States must reaf-
firm their fiduciary responsibility and reform pen-
sion investment decisions to a criteria of maximiz-
ing return and minimizing risk.

New Mexico’s Assault on Worker
Freedom and Taxpayers

The New Mexico Legislature dealt a serious blow
to worker freedom by denying counties the power
to establish local right-to-work laws. Beginning
in early 2018, 10 New Mexico counties and one
village passed laws allowing workers to choose
whether to join a union.!® With newly-elected
Governor Michelle Lujan Grisham’s signature, HB
85 overturned right-to-work laws in every locality
that passed them.

New Mexico currently has a lower economic out-
look ranking than every surrounding state, and it
is not coincidence that every surrounding state
also protects the right to work, with the excep-
tion of Colorado.!®® Right-to-work states, on
average, have better retention of manufacturing
jobs, higher growth in output per worker, higher
growth in real personal income, nearly double
private sector employment growth and growth in
construction employment six times higher than



states that do not protect worker freedom.
When states prioritize worker freedom, everyone
prospers — regardless of industry or union affili-
ation. Unfortunately, Gov. Lujan Grisham and the
New Mexico Legislature have denied localities the
freedom to protect worker rights.

Worse yet, after denying the right to work, the
New Mexico legislature turned its sights on tax-
payers. Despite a $1.1 billion estimated surplus,
lawmakers voted to raise the top marginal per-
sonal income tax rate from 4.9% to 6.5%. This
rate increase and other tax changes included in
HB 6 represent a $580 million increase in tax
burden for New Mexican taxpayers, families and
job creators.'* All else held equal, the income
tax increase alone causes New Mexico to sink
from 29th to 34th in economic competitive-
ness. New Mexico is already in the bottom half
of states when it comes to economic competi-
tiveness. In fact, every surrounding state is more
economically competitive than New Mexico. If
the Land of Enchantment hopes to make itself
more enchanting to job creators and potential
new residents, the state must move away from
harmful tax policies and affirm the right to work.

Florida Voters Approve Amendment
to Reduce Threat of Tax Increases

During the November 2018 elections, Sunshine
State voters overwhelmingly approved Florida
Amendment 5 to include a supermajority require-
ment to increase taxes. Following enactment of
the new constitutional requirement, any bill that
increases state taxes or fees must be approved
by a two-thirds majority in each legislative cham-
ber.1*4 In fact, Florida’s new supermajority require-
ment follows the ALEC “Super-Majority Act”
model policy.?*

The new constitutional amendment offers indi-
vidual taxpayers some of the strongest pro-
cedural protections against tax increases.!®
Supermajority requirements for tax increases
protect long-term economic growth by warding
against extractive tax policies. Without more
stringent procedural requirements to pass tax
increases, legislatures would only need simple
majority support in each house and a gover-
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nor’s signature to increase taxes and make their
state economies less competitive for jobs, resi-
dents and investment. By increasing procedural
hurdles to tax increases, states require broad
political support in both the legislative and
executive branches to raise taxes and grow gov-
ernment. Florida has ranked in the top 10 states
for economic competitiveness for 6 out of 12
Rich States, Poor States editions.**” With Florida
Amendment 5 enacted, Florida will be better
able to protect its competitive economy from
future tax-and-spend efforts.

Indiana Voters Enshrine Fiscal
Responsibility in State Constitution

Indiana voters approved Indiana Public Question
1 by a landslide — over 72% of voters voted to
adopt the measure.!*® Indiana Public Question 1
amends the state constitution to require the state
legislature adopt a balanced budget that is less
than forecasted revenue, unless a supermajority
in each legislative chamber votes to override the
balanced budget requirement. If expenditures
exceed actual revenue collections, the constitu-
tion now requires the difference be subtracted
from the next fiscal year’s budget.'*®

Many states claim they have a balanced budget
requirement, but there is a wide range in bal-
anced budget policies between states. Vermont
does not have a balanced budget requirement
but rarely carries over a deficit in practice.}?®
California requires the legislature and governor
to pass a balanced budget, but also allows the
state to carry over budget deficits, while Virginia
requires the governor to execute — not sign — a
balanced budget.**

Indiana’s balanced budget amendment is the
“gold standard.” The constitution requires the
legislature pass a balanced budget, the governor
to sign and execute a balanced budget, and the
legislature is not allowed to carry deficits over
year-to-year. In fact, Indiana’s balanced budget
requirement reflects ALEC research on the most
effective balanced budget requirements and is
the closest enacted policy to the ALEC “State Con-
stitutional Amendment for a Balanced Budget”
model policy.*?
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Now with one of the strongest balanced budget
requirements in the country, Indiana taxpayers
will be better protected from structural deficits
and sudden tax increases. Indiana ranked 3rd in
economic outlook in this year’s Rich States, Poor
States ranking and the new balanced budget
amendment will help preserve Indiana’s ranking
in the long term.'%

Pension Reform Continues to Expand

Unfunded liabilities of public pension plans con-
tinue to loom over state governments nationwide.
Worse, states continue to use actuarial assump-
tions that underestimate the future cost of their
pension benefits. Using the most recently available
actuarial valuations of state pension plans and a
risk-free discount rate, which reflects the govern-
ment’s promise to make lifetime defined benefit
pension payments to retirees, unfunded pension
liabilities total almost $5 trillion, which amounts
to an average of $15,080 in unfunded liabilities for
every man, woman and child in the United States.

While the pension crisis is ravaging some states,
such as Connecticut, lllinois, and New lersey,
other states are beginning the slow process of
addressing their pension liabilities through policy
reforms. Numerous states succeeded in achiev-
ing meaningful pension reform in recent years.
By giving new employees the option of enrolling
in defined contribution plans, granting employ-
ees more control over investment decisions, and
increasing employer contributions, these states
both increase the solvency of their public pension
plans and give employees more liberty to make
their own retirement decisions. Some of the low-
est-funded states are beginning to see the neces-
sity of serious pension reform as was mentioned
in the New Jersey case study above.

State Taxes Affect State Growth

Year after year, the data presented in this publica-
tion demonstrate a relationship with states’ eco-
nomic condition. Dr. Randall Pozdena, formerly
the research vice president at the Federal Reserve
Bank of San Francisco and co-author of Tax Myths
Debunked, compared the Rich States, Poor States
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economic outlook rankings to the Federal Reserve
Bank of Philadelphia’s state economic health indi-
ces from 2008 to 2012. Findings reveal a positive
relationship:

The formal correlation is not perfect (i.e., it is not
equal to 100%) because there are other factors
that affect a state’s economic prospects. All econ-
omists would concede this obvious point. How-
ever, the ALEC-Laffer rankings alone have a 25 to
40% correlation with state performance rankings.
This is a very high percentage for a single variable
considering the multiplicity of idiosyncratic fac-
tors that affect growth in each state — resource
endowments, access to transportation, ports and
other marketplaces, etc.??*

This study annually contrasts the nine states with
no income tax — Alaska, Florida, Nevada, New
Hampshire, South Dakota, Tennessee, Texas,
Washington and Wyoming — with the nine high-
est-income-tax states. Two of these states with no
income tax — Tennessee and New Hampshire —
currently tax so-called “unearned income” such
as interest or investment dividends. As recently as
1960, 11 other states had no income tax but have
since adopted one.

Whether, and how, a state taxes income can
provide an important glimpse into its pursuit of
economic growth and prosperity. This gives us
a head-to-head comparison of states with no
income tax and those with the highest income
tax rates along with an observation of the effects
experienced by the 11 states that chose to adopt
an income tax over the past 57 years. For these
comparisons, our research uses a 10-year rolling
period to smooth out extraneous noise and
one-off events so that we can see the long-term
systematic effects taxes have on state economic
performance. The results are remarkable. Table 4
compares the nine states which currently have no
income tax to the nine states that currently have
the highest tax rates.

On average, the nine no-income-tax states out-
performed the nine highest-income-tax states
and the nation as a whole in population, employ-
ment and personal income growth over the past
decade. Gross state product growth slightly
lagged in the nine no-income-tax states. How-
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Figure 4, Table 3 | Unfunded Liabilities in State Public Pension Plans
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Table 4 | The Nine States with the Lowest and Highest Marginal Personal Income Tax (PIT) Rates

10-Year Growth

As of 1/1/2019

Top Marginal Population Employment Personal Gross State State & Local Tax
Earned PIT Ratet P ploy! Income Product Revenuet

Alaska 0.00% 7.30% 0.30% 34.60% -1.40% -22.90%
Florida 0.00% 15.00% 14.30% 44.80% 38.10% 3.20%

Nevada 0.00% 14.30% 12.60% 42.40% 28.20% 28.80%
South Dakota 0.00% 10.40% 2.90% 35.60% 40.70% 51.60%
Texas 0.00% 18.10% 19.90% 47.50% 43.50% 48.40%
Washington 0.00% 14.80% 10.10% 56.70% 58.30% 46.30%
Wyoming 0.00% 5.80% -2.30% 31.80% -7.50% 3.40%

New Hampshire§ 0.00% 3.10% 4.00% 37.90% 39.10% 42.40%
Tennessee§ 0.00% 8.40% 9.70% 46.00% 45.30% 28.00%

Avg. of 9 Zero Earned
Income Tax Rate 0.00% 10.80% 7.90% 41.90% 31.60% 25.50%
States*

50-State Average* 5.63% 7.00% 5.70% 38.30% 34.80% 31.50%

Average of 9 Highest

Earned Income Tax 10.53% 5.90% 5.80% 40.70% 39.60% 39.90%
Rate States*

Hawaii 7.85% 9.40% 9.30% 38.10% 36.80% 25.30%
Maryland 8.75% 0.30% -0.40% 32.30% 31.30% 33.70%
Vermont 8.95% 6.30% 6.80% 35.60% 39.30% 41.20%
Minnesota 9.85% 6.90% 7.80% 40.40% 39.20% 49.70%
New Jersey 10.66% 11.20% 10.40% 49.90% 44.50% 47.70%
Maine 11.00% 6.60% 8.20% 38.00% 37.60% 49.00%
Oregon 11.75% 2.30% -0.60% 32.90% 26.20% 27.30%
New York 12.70% 1.70% 0.50% 44.70% 52.50% 44.30%
California 13.30% 8.10% 10.30% 54.10% 49.10% 40.40%

* Averages are equal-weighted

+ Top Marginal PIT Rate is the top marginal rate on personal earned income imposed as of 1/1/2019 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.

¥ State & Local Tax Revenue is the 10-year growth in state and local tax revenue from the Census Bureau’s State & Local Govern-
ment Finances survey. Because of data release lag, these data are 2006 to 2016.

§ New Hampshire and Tennessee tax interest and dividend income—so-called “unearned” income—but not ordinary wage income.

Source: Laffer Associates, U.S. Census Bureau, Bureau of Labor Statistics, Bureau of Economic Analysis
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ever, it is important to note that Texas ranks
first and Wyoming ranks third among the top 10
states in energy production.'? In addition, Texas,
Wyoming and Alaska rank among the top five
states where mining is a leading contributor to
GSP growth.'?® Volatile energy and commodity
prices often determine the economic growth of
states heavily reliant on select industries, like oil,
gas and coal. Because of plunging energy prices,
Alaska and Wyoming have seen disappointing
GSP, and mediocre employment and population
growth. The fact that no-income-tax states still
outperform the nation on average despite a lag-
ging effect from states dependent on resource
extraction is a testament to how competitive tax
policy really does matter for economic growth.

Using the same methodology — which for data
reasons only permits comparisons back to 1970
— Figure 5 plots the 10-year growth of personal
income for no-income-tax states, the equivalent
number for the highest-income-tax states and the
growth premium for the states that avoid income
taxes. Here, too, the results are astounding. In
every single year, no-income-tax states outper-
formed states with the highest income tax rates.
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Data from the 11 states that adopted a personal
income tax between 1961 and 1991 are also illu-
minating. These include West Virginia (1961),
Indiana (1963), Michigan (1967), Nebraska (1968),
lllinois (1969), Maine (1969), Rhode Island (1971),
Pennsylvania (1971), Ohio (1972), New lJersey
(1976) and Connecticut (1991). The authors
looked at each of the primary economic metrics
(population, employment, personal income, gross
state product, and state and local tax revenues) in
each of the 11 states for the four years prior to
adopting the income tax, plus the actual year the
income tax was adopted relative to the subse-
quent years. Each of the 11 states declined relative
to the rest of the nation in each economic metric
used above, including state and local tax revenues.

New Jersey may serve as the most vivid case
study. In 1965, New Jersey had neither an income
tax nor a sales tax, and it enjoyed some of the
fastest growth in the nation. New Jersey also
had a balanced budget. Contrast that with the
Garden State today: excessive sales, property and
income taxes, combined with one of the most
sluggish economies in the nation and massive out-
migration. These conditions and the gargantuan

FIGURE 5 | 10-Year Real Personal Income Growth Rates: No-Income-Tax-States and Highest-
Income-Tax-States (Annual personal income deflated with GDP implicit price deflator, 1970

to 2018)
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structural deficit prove that a ballooning budget
and its associated tax burden can cripple economic
prosperity. State taxes indeed matter for economic
competitiveness.

Americans Continue to “Vote with
their Feet”

Americans are constantly “voting with their feet”
in response to the effects policy decisions have
on state competitiveness. Net domestic migra-
tion and non-farm payroll data reveal millions of
people are moving their families, businesses and
incomes to more economically competitive states.
Data from the Internal Revenue Service also show
trillions of dollars of economic output shifting
between states over the past few decades.

From 2002 to 2017, more than 20 million resi-
dents moved from one state to another.?’ That is
nearly four times the number of people who live in
the state of Colorado. A disproportionate share of
migration occurred in just the last five years. Amer-
icans in search of better opportunities often turn
to states that are economically attractive. This is a
boon for states whose fiscal house is in order and
outlook is bright, but a substantial growth deter-
rent to states whose outlook is already dire. This
annual shift in domestic population represented
S3 trillion in aggregate adjusted gross income
(AGI) in aggregate from 1997 through 2016. Tax-
payers moved from states with high personal and
corporate income taxes to states with lower or —
as is more often the case — no income taxes.?®
Net domestic migration differs from simple pop-
ulation growth by excluding deaths, births, and
international migration. By eliminating the bias of
happenstance, it is a reliable measure of the vari-
ables behind Americans’ decisions to move from
one state to another.

Americans move for many reasons, including job
opportunities, higher incomes, more robust social
mobility and an improvement in quality of life.
While states are unable to change things like the
weather or sunlight, their policy decisions can help
foster economic opportunity. Those with lower
taxes, reasonable regulatory burdens and sensible
budgeting demonstrate a record of opportunity
growth that continues to attract new residents.

20 Rich States, Poor States
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The ratio of inflowing to outflowing AGI from
domestic migration is a simple way to quantify
the strength of the economic tide toward or away
from a state. Figure 6 graphs this AGI “premium”
for each state from 1997-2016. For instance, a
premium of 0.25 indicates that for every $1 lost
through outmigration, the state gained $1.25 from
in-migration. A negative premium of -0.25 indi-
cates that for every $1 lost through outmigration,
the state gained only $0.75 from in-migration.
States with the highest AGI premiums are pre-
dominantly those without personal income taxes,
while those with the worst outcomes tend to
have high personal income taxes. It is no surprise
that all nine states with no personal income tax
experienced a net increase in AGI from domestic
migration during this period. Florida and Nevada
(both with no personal income tax) experienced
the highest AGI premiums; for every $1.00 of AGI
flowing out, Nevada gained almost $1.60 while
Florida gained more than $1.75. Meanwhile, New
York and lllinois languished at the bottom, the for-
mer losing nearly $1.40 for every $1.00 in incom-
ing AGI and the latter approximately $1.31 for
every $1.00 brought in by new residents. Beauti-
ful California lost $1.12 for every $1.00 in incom-
ing AGI over this extended timeframe.

Skeptics may point to sunny weather in Florida,
Texas, Arizona and the Carolinas as a primary fac-
tor behind the flow of people and income away
from places such as lllinois and New York. How-
ever, Figure 7 shows New Hampshire, Maine,
South Dakota, Wyoming, Idaho and other states
with snowy winters gaining AGI from domestic
migration, as picturesque California experienced
steady losses.

Each and every year, the nine no-income-tax states
as a group have attracted a net positive amount of
AGI from migrating tax filers (i.e. income earners).
Meanwhile, over the past decade, the states with
personal income taxes greater than 5% experi-
enced a net decline in AGI from outmigration
each and every year (Figure 8).

Demographic trends also affect state political
power. Table 5 highlights projected gains and
losses in 2020 reapportionment based on the
long-term trend from 2010, according to Cen-
sus data.'® A strong, positive relationship exists



FIGURE 6 | Wealth Flows to Low-Tax States and Away From High-Tax States, 1997 to 2017
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FIGURE 7 | States by Average AGI Ratio, 1997 to 2016
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between a state’s Rich States, Poor States eco-
nomic outlook ranking and its anticipated gain (or
loss) in seats as a result of reapportionment.*°
This relationship demonstrates that states expe-
riencing higher population growth relative to
others are the same states that have lower tax
and regulatory burdens, better labor policies,
lower government debt and greater transpar-
ency and accountability. New York, California,
Illinois, Michigan and New Jersey have suffered
extensive outmigration over the past decade. In
California, from 2007-2016, more than 928,000
people left on net in search of sunnier economic
opportunities. At 13.3%, California levies the
highest top marginal personal income tax rate in
the nation. On net, New York lost more than 1.3
million residents to more economically competi-
tive states.

It is no surprise that taxpayers opt to move to

greener pastures rather than endure a top com-
bined state and local marginal personal income tax

22 Rich States, Poor States

rate of 12.7% — the highest in the Northeast —
and the worst economic outlook ranking in Amer-
ica. Contrastingly, the two states with the highest
in-migration — Texas and Florida — levy no taxes
on personal income. Furthermore, North Carolina
has continued to phase in significantly reduced
tax burdens through historic tax reform.

New estimates detail how states have grown
since the last census in 2010 and provide insight
on what we can expect from the upcoming 2020
Census. The United States has grown to more
than 327 million residents, with economically
competitive economies in ldaho, Nevada and
Utah leading the way this past year in percentage
growth.’! Overall population growth takes into
account birth rates, death rates, international
immigration and domestic migration.

Once a decade, the political class in Washington
pays close attention to state population flows, as
the numbers will alter the makeup of congres-



FIGURE 8 | Wealth is Fleeing High-Tax States.
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TABLE 5 | Anticipated Gains/Losses in Reapportionment (2020 projections vs. current)

Number of Seats

Top States Gaining

Texas 3 15
Florida 2 9

North Carolina 1 6

Arizona 1 11
Colorado 1 18
Oregon 1 44
Montana 1 39

Source: U.S. Census Bureau, Election Data Services

RSPS Outlook

Ig:i:;ates Number of Seats | RSPS Outlook
Alabama -1 21
Illinois -1 48
Michigan -1 12
Minnesota -1 41
New York -1 50
Ohio -1 24
Pennsylvania -1 38
Rhode Island -1 43
West Virginia -1 31
California -1 47

sional seats during the process of reapportion-
ment and redistricting based on the total number
of residents within a state.

The state facing the largest decline in political
power appears to be Illinois. The Land of Lincoln

suffered the largest net population loss of any
state in the past year. lllinois, previously the fifth-
largest state in the Union, was overtaken by Penn-
sylvania in 2018. Major tax increases passed in
2017 are unlikely to help this downward economic
and demographic spiral.
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FIGURE 9 | Anticipated Changes in 2020 Reapportionment

Source: U.S. Census, Election Data Services
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The 2019 Census estimates also contain some
troubling news for the nation’s largest state, Cali-
fornia. The 2010 Census was the first in history in
which California did not gain any congressional
seats, and 2020 could be worse. Some projec-
tions show high-tax California is on the bubble of
actually losing a congressional seat in 2020, an
occurrence which has not taken place in its more
than 165 years of statehood. This is a shocking
development for a state that gained seven seats
between 1980 and 1990.

Additionally, Rhode Island may lose one of its two
congressional seats in 2020. For history buffs, this
would be the first time since 1789 that Rhode
Island has had only one congressional seat. New
York, another state with extremely high tax bur-
dens, is set to lose one to two seats in 2020, mak-
ing this the eighth census in a row that the Empire
State has forfeited seats. Since the 1940 Census,
New York has lost 18 congressional seats. The new
count in 2020 would add to this alarming trend.

Conversely, Florida and Texas are likely to be big

winners in 2020. Current projections have Florida
gaining two new seats, with Texas set to gain three

24  Rich States, Poor States

new seats. This is a continuation of long-term
trends for both states. Texas has gained seats
every census since 1940, while Florida’s uninter-
rupted streak extends back into the 19th Century.

Americans are voting with their feet in response
to policy decisions and state competitiveness. The
census migration data reveal that millions of
people are moving their families, businesses and
incomes to more economically competitive states.
This country has always been the land of oppor-
tunity, offering immigrants the chance to live the
American Dream. It is easy to forget that migration
within our own borders occurs for similar reasons.
People have many motives when choosing what
state to reside in, like proximity to family members
and better weather, but migration to pursue eco-
nomic opportunity is a key factor.

When you tax something, you get less of it. Pro-
growth policies, such as lighter tax and regulatory
burdens, boost state economic activity and attract
citizens looking to enhance their well-being. The
2019 Census estimates provide a clear manifesta-
tion of how states with competitive free market
policies continue to win the day.
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TABLE 6 | State Migration Winners and Losers

The Ten States with the Greatest Net In-Migration
Net Domestic Migration (Cumulative 2005-2016)

The Ten States with the Greatest Net Out-Migration
Net Domestic Migration (Cumulative 2005-2016)

Absolute Domestic Migration

Absolute Domestic Migration

1 Texas 1,459,135
2 Florida 1,127,416
3 North Carolina 793,431
4 Arizona 719,802
5 Georgia 550,869
6 South Carolina 480,105
7 Colorado 423,387
8 Washington 405,175
9 Oregon 306,352
10 Tennessee 244,670

Source: U.S. Census Bureau

41 Connecticut -184,522
42 Massachusetts ~ -230,305
43 Ohio -236,617
44 Louisiana -257,292
45 Alaska -449,049
46 Michigan -588,260
47 New Jersey -823,589
48 Illinois -1,007,596
49 California -1,604,202
50 New York -1,883,571

Conclusion

2019 has seen a mixture of policy successes and
setbacks for taxpayers and business owners. Left-
overs from the Tax Cuts and Jobs Act led to land-
mark tax reforms in Arizona, South Carolina and
Virginia. Gov. Asa Hutchinson and legislative lead-
ers ushered in the third phase of tax reform for
Arkansas, transforming the state into a regional
economic competitor. On the other hand, new
governors and legislative majorities following

the 2018 elections led to huge tax increases in
Connecticut, lllinois and Oregon; pre-emption of
worker freedoms in New Mexico; and massive
minimum wage and tax hikes in NM that will cost
countless low-skilled workers critical job opportu-
nities. As some states reform policies to become
more economically competitive and other take
steps backward, future editions of this publication
will continue to be the bellwether for how states
generate long-term prosperity.
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Connecticut’s Economic Freefall

Connecticut — What’s Wrong Now

he citizens of Connecticut are up to their

necks in hot water, and their government

keeps throwing lead vests instead of life
jackets. Since the Great Recession, Connecticut’s
gross state product (GSP) growth is third from the
bottom of all states. Looking at Table 1, from the
official trough of the Great Recession to the present
(Q2 2009 to Q4 2018), Connecticut’s real GSP grew
at a 0.1% average annual rate, coming in about 1.8
percentage points below the U.S. average of 1.9%.
Connecticut’s real personal income growth is the
lowest in the nation at an average growth rate of
0.72% per year since the 2008 financial crisis. For
reference, the U.S. average was 2.17% per year
over the same period — three times the growth
rate in Connecticut! One could say the economic
recovery of the last 10 years still has not reached
Connecticut.

The Constitution State’s anemic GSP and personal
income growth is largely attributable to weak
employment growth caused by misguided public

policy. With the eighth-highest property tax
burden, a higher-than-average state corporate
income tax rate of 7.5%, and policies that do not
protect the right to work, Connecticut places an
ever-increasing burden on the back of individuals
and job creators. Connecticut’s compound annual
employment growth rate ranks in the bottom five
of all states at 0.45% and is well below the U.S
average of 1.17%.

Table 1 outlines a few of the economic indicators
discussed above and displays the weak perfor-
mance of Connecticut relative to the rest of the
United States.

Toaddinsulttoinjury, Connecticutis hemorrhaging
tax returns and income to other states at one of
the highest rates in the United States. Looking at
Table 2, since the Great Recession, Connecticut
has experienced a net loss of nearly 11% of its
tax filers (ranks 46™) and has seen nearly 6% of
its 2015 adjusted gross income (AGI filed in 2016)
leave the state — the second worst of any state.
The people are voting with their feet, and they

TABLE 1 | Post-Recession Recovery Growth Metrics: Connecticut (Q2-2009 through Q4-2018)

Economic Growth Metrics

Real GSP Growth (Compound Annual Growth Rate)

Real Personal Income Growth (Compound Annual Growth Rate)

Employment Growth (Compound Annual Growth Rate)

Adult Population (Compound Annual Growth Rate)

Source: Bureau of Labor Statistics, Bureau of Economic Analysis
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U.S. Equal Connecticut

Weighted Avg. Performance
1.90% 0.14% 48
2.17% 0.72% 50
1.17% 0.45% 47
0.90% 0.53% 36
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TABLE 2 | Post-Recession Recovery Growth Metrics: Connecticut (Tax Year 2009 through Tax Year 2015)

U.S. Equal Connecticut
Weighted Avg. Performance

Income Migration Metrics

Net Migration of Tax Returns as a Share of Gross Migration -0.75% -10.91% 46

Net Migration of AGI as a Share of AGl in 2015 0.30% -5.88% 49

Source: Internal Revenue Service

TABLE 3 | State Debt Outstanding as a Percentage of GSP (FY 2016)

Debt as a Share of GSP nﬂ Debt as a Share of GSP
PA 26

NE 1 1.70% 6.50%
TN 2 1.80% MT 27 6.60%
wy 3 2.00% MS 28 6.70%
NV 4 2.20% M 29 6.90%
GA 5 2.50% WA 30 6.90%
TX 6 3.10% SD 31 7.00%
1A 7 3.20% DE 32 7.10%
NC 8 3.20% MD 33 7.30%
FL 9 3.60% KY 34 7.30%
AR 10 4.00% Wi 35 7.40%
AL 11 4.20% NM 36 7.40%
ND 12 4.40% LA 37 7.60%
uT 13 4.40% SC 38 7.70%
AZ 14 4.70% VT 39 8.00%
MN 15 4.80% ME 40 8.20%
OK 16 4.80% IL 41 8.30%
CcO 17 5.20% NY 42 9.20%
ID 18 5.20% WV 43 9.90%
OH 19 5.30% NH 44 10.20%
CA 20 5.80% HI 45 10.90%
VA 21 5.80% NJ 46 11.60%
OR 22 5.80% AK 47 11.80%
T Y TS T N TR

KS 23 6.30% MA 49 15.20%
MO 24 6.40% RI 50 15.70%
IN 25 6.50%

Source: Bureau of Economic Analysis, U.S. Census Bureau
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are voting against the shortsighted thinking of
Connecticut’s political leadership.

Connecticut had the worst net AGI outmigration
from 2015 to 2016 of any state.! Since Connecticut
implemented an income tax in 1991, the state has
lost 10.5% of its AGI to other states. Almost 57% of
that was lost since the Great Recession. Addition-
ally, there were 671 fewer (1.8%) nonexempt cor-
porate income tax returns filed in 2014 than there
were in 2009 immediately following the trough of
the recession.?

Connecticut’s fiscal woes stem from a spending
problem, not a revenue problem. Excluding
local debt, Connecticut has the third-highest
state debt outstanding as a share of GSP, and it
is more than double the U.S. average for Fiscal
Year (FY) 2016. Table 3 summarizes each state’s
outstanding debt statistics.

Connecticut has a history of spending more than
it should, as seen in Figure 1. Since FY 2008,
Connecticut’s average budget deficit as a share
of its expenses ranks fourth worst in the nation.?
Elected state officials may impart new meaning
to the state’s moniker — the Land of Steady
Habits. Individuals cannot spend themselves into
prosperity, and the same is true of an entire state.
Interestingly, all nine of the zero-personal income
tax states experienced a budget surplus over the
same time span, and all but Washington and New
Hampshire were above the U.S. median of budget
surplus as a share of total spending.*

Furthermore, Connecticut’s state pension system
has the fourth-lowest funding ratio in the nation as
of 2017, according to Pew research.® This is not a
new phenomenon. Connecticut’s pension funding
ratio has been in the bottom 10 for all states since
Pew began collecting data in 2003 and has been

FIGURE 1 | Net Revenue as a Share of Total State Spending (FY 2008-2018)

30% 30%
AK

25% - F 25%
20% - - 20%
15% - I 15%
10% - I 10%

FL
oK
wi NV
AZ ME
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Source: Pew Charitable Trusts
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TABLE 4 | Public Pension Funding Ratios, 2017

Funding Ratio Funding Ratio Funding Rank Funding Rank
(Pew) (ALEC) (Pew) (ALEC)

Liability

Wi $101,772,792 $104,396,462 102.6% 60.5% 1 1
SD $11,634,964 $11,644,039 100.1% 50.7% 2 2
TN $47,784,482 $46,089,170 96.5% 44.0% 8 7
NY $209,071,069 $197,602,193 94.5% 45.5% 4 5
ID $17,261,449 $15,754,796 91.3% 47.2% 5 3
NC $103,214,264 $93,582,364 90.7% 43.3% 6 9
uT $35,298,933 $31,878,618 90.3% 46.2% 7 4
NE $15,061,350 $13,586,876 90.2% 43.3% 8 10
WA $94,992,816 $85,109,384 89.6% 41.2% 9 12
OR $79,851,700 $66,371,700 83.1% 34.5% 10 26
DE $11,407,205 $9,445,452 82.8% 44.5% 11 6
1A $37,638,616 $30,966,088 82.3% 42.3% 12 11
ME $16,574,711 $13,579,135 81.9% 43.7% 13 8
OH $199,958,285 $160,262,482 80.1% 37.6% 14 19
FL $194,503,364 $154,231,574 79.3% 41.2% 15 13
GA $110,270,277 $87,379,596 79.2% 36.7% 16 21
wWv $18,591,042 $14,673,788 78.9% 34.5% 17 25
oK $38,723,770 $30,175,396 77.9% 39.1% 18 17
MO $71,238,465 $55,465,357 77.9% 39.1% 19 16
VA $94,294,797 $72,814,389 77.2% 40.3% 20 14
AR $34,061,532 $26,208,271 76.9% 39.2% 21 15
X $230,329,429 $175,183,708 76.1% 38.4% 22 18
Wy $11,212,407 $8,511,734 75.9% 36.8% 23 20
NV $52,124,836 $38,805,344 74.4% 31.6% 24 35
MT $15,027,433 $10,946,790 72.8% 34.2% 25 28

Note: For information on ALEC funding ratio calculations, see the ALEC Unaccountable and Unaffordable, 2019 pension report at
www.alec.org/PensionDebt2019

Source: Pew Charitable Trusts and American Legislative Exchange Council

www.alec.org 35



CHAPTER TWO

TABLE 4 (Continued) | Public Pension Funding Ratios, 2017

Funding Ratio Funding Ratio Funding Rank Funding Rank
(Pew) (ALEC) (Pew) (ALEC)

Liability

AL $52,327,602 $37,076,506 70.9% 32.0% 26 33
CA $612,146,078 $421,792,874 68.9% 32.2% 27 30
MD $71,852,918 $49,260,184 68.6% 35.1% 28 24
KS $27,762,469 $18,633,840 67.1% 28.5% 29 44
AK $21,700,590 $14,457,587 66.6% 29.8% 30 39
Ml $93,093,601 $60,610,310 65.1% 26.8% 31 47
LA $52,179,809 $33,969,301 65.1% 33.1% 32 29
IN $49,554,000 $32,227,797 65.0% 36.0% 33 23
VT $6,390,406 $4,106,510 64.3% 30.4% 34 37
ND $8,246,065 $5,258,928 63.8% 32.1% 35 31
MN $101,465,050 $64,266,179 63.3% 36.2% 36 22
NH $13,171,981 $8,253,988 62.7% 31.3% 37 36
NM $43,981,389 $27,496,516 62.5% 34.4% 38 27
AZ $72,500,565 $45,084,197 62.2% 32.1% 39 32
MS $43,685,282 $26,902,158 61.6% 28.8% 40 42
MA $89,131,000 $53,420,841 59.9% 28.4% 41 45
PA $149,240,741 $82,560,336 55.3% 29.4% 42 40
HI $28,648,631 $15,698,324 54.8% 28.7% 43 43
SC $55,699,110 $30,216,928 54.3% 28.9% 44 41
RI $11,774,878 $6,320,816 53.7% 30.4% 45 38
$103,273,872 $48,677,420 47.1% 31.7%
--n
$222,268,370 $85,386,816 38.4% 25.2%
NJ $221,600,901 $79,312,468 35.8% 27.5% 49 46
$64,898,380 $21,982,322 33.9% 24.8%

U.S. Total | $4,132,630,938 | $2,856,964, 69.1% 35.8% -_

Note: For information on ALEC funding ratio calculations, see the ALEC Unaccountable and Unaffordable, 2019 pension report at
www.alec.org/PensionDebt2019

Source:Pew Charitable Trusts and American Legislative Exchange Council
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in the bottom five every year except 2009 (ninth
worst). According to Pew, which uses the liability
estimates that states self-report, Connecticut had
the fourth worst funding ratio in 2003 at 66.1%,
compared to the U.S. average of 86%. The state
remains fourth worst as of 2017 with a funding
ratio that now sits at 45.7% compared to the
50-state unweighted average of 71.2%. Stanford
University’s Hoover Institution, using the market
value from a sample of pension funds, reveals
Connecticut’s funding ratio to be only 34.5%.° The
ALEC Unaccountable and Unaffordable annual
state pension report finds Connecticut’s public
retirement system is in even worse shape than
Pew and Stanford estimate. Using a more prudent
risk-free discount rate, ALEC estimates that a
mere 20.3% of Connecticut’s pension obligations
are funded — the worst in the country.” The
American Academy of Actuaries notes pension
plans should have enough assets to cover all

CONNECTICUT’S ECONOMIC FREEFALL

pension liabilities (a 100% funding ratio).® Table
4 contains a snapshot of state pension funding
and ranks states by the Pew Charitable Trusts’
methodology, which uses state-reported data,
and the ALEC Unaccountable and Unaffordable
(UAUA) methodology, which uses a more prudent
risk-free discount rate. The risk-free discount rate
used by the ALEC report reflects a state’s inability
to default on its pension obligations, giving
pension liabilities a higher present value (and
thus a lower funding ratio) than Pew estimates.

What’s Wrong in the Long Term?

As previously mentioned, Connecticut has suf-
fered the slowest employment growth rate of
all 50 states since adopting a state income tax
in 1991. When an activity like work is taxed, the
activity is hindered. Connecticut affirms this taxa-

FIGURE 2 | Connecticut GSP as a Share of Total U.S. GDP vs. Connecticut’s Tax Burden®° (1975-2016)
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tion principle as state output and employment
bear the brunt of the income tax. We have plot-
ted Connecticut’s GSP as a share of total U.S. GDP
versus Connecticut’s tax burden in Figure 2. Fig-
ure 2 also plots various income tax changes that
took place in 1992, 2003, 2009, 2011 and 2015. In
the 1980s, before the deleterious income tax was
imposed, Connecticut was growing relative to the
nation. Since then, Connecticut’s prosperity has
plummeted compared to other states.

Connecticut’s state and local tax revenue sources
also indicate the state is more reliant on income
taxation for total revenue than other states. Table
5 breaks down Connecticut’s total tax revenue
into component categories, then compares the
percentage of total tax revenue from each cat-
egory to the corresponding nationwide averages.
Two items are immediately clear when comparing
Connecticut to the rest of the country. First, prop-
erty taxes constitute the largest revenue source,
making up about 32% more of Connecticut’s total
state and local tax revenue than the average. Sec-
ond, individual income tax revenue accounts for a

whopping 29% of total tax revenues, compared to
the U.S. average of 21%.

By placing such a large tax burden on owning
property and creating wealth through generat-
ing income, Connecticut is disincentivizing activi-
ties that cultivate prosperity through success and
achievement. In plain English, the Connecticut
government has rigged the game to the point
that no one wants to play. People do not work to
pay taxes; they work to put food on the table and
enhance their quality of life. If they cannot attain
these goals because of a tax wedge driven so deep
it causes economic asphyxiation, then what is the
point?

As previously mentioned, property tax revenues,
overwhelmingly collected by local units of gov-
ernment, occupy an outsized share of state and
local tax revenues. High property tax burdens
slow down the rate at which home prices appreci-
ate due to decreased demand in the housing mar-
ket. High property tax burdens increase the cost
of owning a home and erode potential financial

TABLE 5 | State and Local Tax Revenue, Connecticut vs. the U.S. Average (FY 2016)

pollors (OOOS)

Property $10,501,407
Sales and Gross Receipts $6,149,782
General Sales $3,752,793
Selective Sales and Excise $2,396,989
Motor Fuel $467,749
Alcoholic Beverage $56,345
Tobacco Products $350,723
Public Utilities $298,858
Other Selective Sales $1,223,314
Individual Income $7,557,153
Corporate Income $719,467
Motor Vehicle License $224,287
Death and Gift Taxes $195,157
Other Taxes $557,392

*Equal-weighted percentages do not add to 100%

Source: U.S. Census Bureau
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% of Total Tax U.S. Equal-Weighted Average % of

Revenue Total Tax Revenue*
41% 31%
24% 36%
14% 24%
9% 12%

2% 3%

0% 1%

1% 1%

1% 2%

5% 6%

29% 21%
3% 3%

1% 2%

1% 0%

2% 6%
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FIGURE 3 | House Price Index, Connecticut vs. U.S.*?
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benefits from home ownership, all else being held
equal. In turn, decreased potential benefits both
drive down the price homebuyers are willing to
pay for a home and lead to a lower rate of growth
in home prices.!! Since Q2-1988, Connecticut has
ranked last for home price appreciation. Home
prices in the state appreciated by about 52%
(1.4% annual average) compared to the national
average home price appreciating by 187% (3.5%
annual average). Figure 3 maps the dismal growth
in home price appreciation for Connecticut com-
pared to the rest of the nation.

Property tax collections are higher in Connecticut
compared to the rest of the U.S., with the
exception of New Hampshire and New Jersey. In
2016, property tax revenue collections per adult
were the third-highest of any state at $2,927,

compared to the national average of $1,556. As
a share of GSP, total property taxes were sixth-
highest in the nation in 2016.%3

Effective property tax rates in Connecticut’s 169
municipalities range between 0.8% and 5.2% with
an average effective tax rate of 2.2% (see Figure
4). A Hartford Courant story from July 2019
perfectly captures the tragedy that looms in the
state from the unbridled levies:**

When D&D Market closed its Franklin Avenue
storefront in September 2016, Hartford lost
more than a landmark small business.... Shifting
demographics, a shrinking customer base and
higher rents all made doing business in Hartford
more difficult, Daniel D’Aprile said in a recent in-
terview.
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But the biggest pain point was property taxes.
Though DAprile didn’t own D&D’s old Hartford
quarters at 276 Franklin Ave. — his father actu-
ally does — he was still responsible for paying real
estate and personal property taxes. At its peak, he
owed 554,000 a year to the city — a sum that be-
came too much to bear and led him to buy a small-
er property less than 4 miles away in Wethersfield,
where he’d eventually relocate his entire business
and 38 employees.

Since opening the Wethersfield location on Wol-
cott Hill Road in 2014, sales are up 35%, DAprile
said. Just as important, he’s paying less than a
quarter of the property taxes — $12,000 annually
— than he did in Hartford.

“I never wanted to move my business out of Hart-
ford, but the rent was skyrocketing, the property
taxes were skyrocketing, and sales weren’t going

FIGURE 4 | Connecticut Effective Property Tax Rates (FY 2019, 169 municipalities)
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TABLE 6 | Selected ALEC-Laffer Economic Outlook Rank Variables and Tax Foundation Tax Burden

Property,
EConome Pe:::nal CorI:::ate ::::’i:ir:n: LD X
State = Outlook | State Rank | State Rank | State Rank | State Inheritance | State RTW? | State Freedom Rank
Rank Income Income Tax Tax Burden Tax? Day 2019

Tax Rate Rate per $1,000

inincome
ut 1 AK 0.00% 1 SD 0.00% 1 OR $53.92 1 AL No AL Yes AK 84 1
ID 2 FL 0.00% 1 Wy 0.00% 1 AK $54.46 2 AK No AZ Yes oK 89 2
IN 8 NV 0.00% 1 NV 0.64% 3 MT $55.49 3 AZ No AR Yes FL 94 3
ND 4 NH 0.00% 1 NC 2.50% 4 VA $57.01 4 AR No FL Yes LA 94 B
NV 5 SD 0.00% 1 TX 2.62% 5 OK $58.75 5] CA No GA Yes AL 95 5
NC 6 N 0.00% 1 OH 3.67% 6 MO $59.36 6 co No ID Yes TN 95 5
SD 7 ™ 0.00% 1 ND 4.31% 7 Ky $59.75 7 DE No IN Yes T 95 5
™ 8 WA 0.00% 1 co 4.63% 8 uT $60.93 8 FL No 1A Yes D 96 8
FL 9 wy 0.00% 1 AZ 4.90% 9 GA $61.00 9 GA No KS Yes MT 96 8
wy 10 ND 2.90% 10 ut 4.95% 10 AL $61.01 10 ID No KY Yes GA 97 10
AZ 11 LA 3.78% 11 MSs 5.00% 1 MD $61.87 11 IN No LA Yes SD 97 10
M 12 AL 4.15% 12 sC 5.00% 11 MA $62.45 12 KS No Mi Yes AR 98 12
oK 13 AZ 4.54% 13 FL 5.50% 13 NC $62.53 13 LA No MSs Yes NM 98 12
VA 14 co 4.63% 14 IN 5.75% 14 D $62.58 14 Mi No NE Yes AZ 99 14
1k 15 NM 4.90% 15 NM 5.90% 15 IN $63.81 15 Ms No NV Yes IN 99 14
NH 16 IL 4.95% 16 OK 6.00% 16 co $64.10 16 MO No NC Yes MS 99 14
Wi 17 ut 4.95% 16 AL 6.03% 17 sC $64.72 17 MT No ND Yes MO 99 14
co 18 Ms 5.00% 18 LA 6.32% 18 CA $66.70 18 NV No oK Yes WY 99 14
Ms 19 oK 5.00% 18 GA 6.38% 19 DE $66.95 19 NH No sC Yes KY 100 19
GA 20 MA 5.05% 20 HI 6.40% 20 Mi $68.01 20 NM No SD Yes e 100 19
AL 21 NC 5.25% 21 AR 6.50% 21 PA $69.05 21 NC No ™N Yes Wv 100 19
MO 22 IN 5.25% 22 N 6.50% 21 WV $70.18 22 ND No T Yes NC 101 22
AR 23 1A 5.37% 23 wv 6.50% 21 OH $70.26 23 OH No ut Yes ut 101 22
OH 24 KS 5.70% 24 MO 6.59% 24 N $70.43 24 oK No VA Yes DE 102 24
1A 25 GA 5.75% 25 WA 6.75% 25 wi $70.52 25 SC No wv Yes NE 102 24
KS 26 VA 5.75% 25 MT 6.75% 26 ﬂ SD No Wi Yes co 104 26
LA 27 RI 5.99% 27 ID 6.93% 27 AR $72.67 27 TN No wy Yes OH 104 26
MA 28 Mo 6.40% 28 KS 7.00% 28 AZ $73.25 28 T No AK No 1A 105 28
NM 29 wv 6.50% 29 RI 7.00% 28 LA $73.84 29 uT No CA No KS 105 28
AK 30 Ml 6.65% 30 Ky 7.20% 30 FL $74.24 30 VA No co No Mi 106 30
wv 31 NE 6.84% 31 MN $74.28 31 wv No DE No PA 106 30
sC 32 AR 6.90% 32 NM $74.89 32 Wi No HI No VA 106 30
KY 33 MT 6.90% 32 NH 7.70% 33 NE $74.95 33 wy No IL No NV 108 33
NE 34 ID 6.93% 34 NE 7.81% 34 NH $75.23 34 HI Yes ME No OR 108 33
MD B5] PA 6.95% 85] wi 7.90% 85] ND $75.41 35 IL Yes MD No MD 109 35
DE 36 ﬂ MA 8.00% 36 KS $75.75 36 1A Yes MA No NH 109 35
WA 37 SC 7.00% 37 Mi 8.00% 36 1A $77.66 37 KY Yes MN No Wi 109 35
PA 38 ME 7.15% 38 MD 8.25% 38 MS $80.06 38 ME Yes MO No CA 110 38
MT 39 KY 7.20% 39 vT 8.50% 39 SD $80.22 39 MD Yes MT No ME 110 38
“ OH 7.50% 40 CA 8.84% 40 wy $80.28 40 MA Yes NH No WA 110 38
MN 41 wi 7.65% 41 ME 8.93% 41 NJ $81.31 41 MN Yes NJ No ND 111 41
ME 42 DE 7.85% 42 AK 9.40% 42 TX $82.64 42 NE Yes NM No vT 112 42
RI 43 vT 8.75% 43 IL 9.50% 43 IL $82.66 43 NJ Yes NY No HI 113 43
OR 44 MD 8.95% 44 MN 9.80% 44 WA $83.03 44 NY Yes OH No MA 113 43
HI 45 MN 9.85% 45 NJ 11.50% 45 RI $84.36 45 OR Yes OR No IL 114 45

NJ 46 OR 10.66% 46 1A 11.64% 46 ME $88.88 46 PA Yes PA No mn

CA 47 HI 11.00% 47 OR 11.65% 47 vT $91.18 47 RI Yes RI No MN 115 46
IL 48 NJ 11.75% 48 DE 11.74% 48 NY $91.34 48 VT Yes vT No RI 115 46
vT 49 NY 12.70% 49 PA 16.88% 49 NV $96.93 49 NJ 120 49

WA Yes WA No
NY 50 CA 13.30% 50 NY 17.23% 50 HI $98.02 50 cT “ NY 1175 50

Source: American Legislative Exchange Council, Tax Foundation, Laffer Associates
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up,” DAprile said. “We were working very hard for
nothing. There was no money left over after pay-
ing property taxes.”

“If we stayed in Hartford we would have been out
of business.”

D&D Market’s story isn’t unique. For years, Hart-
ford’s small and large businesses have com-
plained they’re paying an exorbitant and dispro-
portionate share of property taxes, hurting their
ability to prosper.

The Hartford Courant goes on to say the effec-
tive property tax rate for a commercial landlord in
Hartford is higher than the rate New York City, Bos-
ton and Chicago landlords face. As a result, since
1988, the all-transactions housing price index for
the Hartford-East Hartford-Middletown, CT Met-
ropolitan Statistical Area (MSA) has grown at less
than half the rate of the rest of the United States.®®

Table 6 combines six of the 15 ALEC-Laffer Rich
States, Poor States variables and highlights Con-
necticut’s rank among them. Connecticut is in
the bottom half of each variable, affirming its
position in the 2019 rankings as 40th overall in
economic outlook (forward-looking) and last
in economic performance (backward-looking).
Workers’ compensation costs in Connecticut are
also notable, as they rank seventh-highest in the
nation at $2.20 per $100 of payroll.

Connecticut is the only state with both a state
gift tax and an estate tax, also known as a “death
tax.”1® A gift tax is a tax levied on asset transfers
made while the benefactor is alive, while estate
taxes are levied on asset transfers made fol-
lowing the death of the benefactor as a part of
their will. Although former Connecticut Gover-
nor Dannel Malloy signed legislation to increase
the exemption amounts for the gift and estate
taxes to the $11.4 million federal exemption by
2023 and to lower the cap on taxes owed from
$20 million to $15 million, the proper course
of action would be to repeal the gift and estate
taxes entirely.”’

In 1976, only one state did not have an estate

or inheritance tax, another form of “death
tax.” Today, 33 states do not have a death tax.

42  Rich States, Poor States

Connecticut currently pays its public employees
some of the highest salaries of any state. Pub-
lic employee salaries for Connecticut full-time
equivalent employees (FTEs) were the fifth-high-
est in 2018 (see Table 7). Compared to the other
49 states, Connecticut spends the seventh-most
on state and local government employment,
when adjusted for population (FTEs per 10,000
population). However, since implementing the
income tax in 1991, the state ranks 44th in public
employee wage growth rate, yet its public work-
force is the fifth-fastest growing in the U.S. In fact,
before the income tax, Connecticut had some of
the fastest-growing wages for public employees.

In 1992, Connecticut had 50 fewer FTE govern-
ment employees per 10,000 population than
the national average. In 2016, Connecticut had
8 more FTE government employees per 10,000
population than the national average. It appears
state and local government employment in recent
years is on the decline in the Nutmeg State, yet
the long-term trend is alarming. Given the pri-
vate sector employment figures above, Connecti-
cut’s public sector employment growth rate far
outpaces growth in private sector employment.
Connecticut cannot rely on public employment.
It must get back to strong private sector employ-
ment growth to sustain and advance its economy.

To get Connecticut growing again, one must con-
sider the state’s past record of success. Between
1976 and 1991 (before the state income tax
existed), Connecticut’s per capita gross state
product growth ranked first in the nation. Table
8 shows what happened to the 11 states that
added an income tax after 1960, including Con-
necticut. Each of these states experienced a
decline in every major economic metric, relative
to the rest of the U.S.

Taxes make a difference in other states as well.
Table 9 provides an overview of the top five and
bottom five states from the Tax Foundation’s
2012 tax burden calculations. The four resource
rich states with small populations — Alaska,
North Dakota, West Virginia, and Wyoming — are
excluded as outliers because their economies are
more dependent on the energy sector compared
to other states, so including them would bias the
analysis.
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FIGURE 5 | State Death Tax Policy, 1976 vs. 2019
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TABLE 7 | State and Local Full-Time Equivalent Employees (FTEs), and Their Salaries (2018)

FTEs per
S 10,000
(2018 Level)

tate
1 wy 868
2 AK 703
3 KS 695
4 VT 633
5 NE 632
6 MS 626
7 ND 619
8 NY 617
9 NM 594
10 IA 590
11 AL 581
12 WV 566
13 AR 562
14 LA 554
15 NC 550
16 KY 546
17 D 545
18 MN 539
19 MT 538
20 sc 532
21 NJ 532
22 VA 531
23 oK 529
24 HI 528
25 @ 526
26 co 526
27 ME 520
28 MO 520
[ 29 | a | 5w
30 NH 516
31 DE 510
32 us 509
33 WA 505
34 OH 504
35 MD 503
36 GA 497
37 ™ 496
38 IN 495
39 MA 494
40 OR 493
a1 uT 492
42 wi 489
43 ID 488
a4 IL 484
45 CA 473
46 RI 453
47 PA 437
48 M 437
49 FL 422
50 AZ 389
51 NV 383

Source: U.S. Census Bureau
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CA

NY
NJ

Average

Salaries

(2018 Level)

$79,265
$73,611
$73,001
$71,989
$70,604
$69,543
$68,410
$68,127
$66,374
$64,132
$62,868
$62,581
$61,475
$61,272
$59,959
$59,585
$59,333
$59,113
$57,915
$57,621
$57,175
$56,026
$55,838
$55,196
$55,040
$54,734
$54,495
$54,277
$54,144
$53,303
$52,796
$52,346
$51,809
$50,580
$49,875
$49,673
$49,297
$49,206
$48,675
$48,060
$48,001
$47,382
$47,349
$46,947
$46,815
$46,810
$45,932
$45,864
$43,535
$43,432
$42,190

AK

Wy
NY
NJ
CA
vT

WA
ND

MA
NE
KS

MD

MN
OR
co
RI
HI

us
DE
VA
NM
NC
AL
NH
OH
X
wi
MT
PA
uTt
MS

ME
MI
KY
SC
Sb
Wwv
GA
AR
oK

NV
MO

TN
FL

AZ

Total Salary Spending per 10,000

Population (2018 Level)

$48,124,055
$47,010,370
$45,398,565
$38,819,610
$37,522,844
$36,657,477
$36,319,191
$33,882,667
$33,757,656
$33,674,019
$33,667,979
$33,402,455
$33,377,665
$33,153,959
$31,644,045
$31,543,398
$31,507,964
$31,304,418
$30,399,865
$30,325,022
$29,401,270
$29,336,062
$29,227,881
$29,031,938
$28,275,617
$28,093,391
$27,751,340
$27,543,255
$27,384,531
$27,228,246
$26,791,668
$26,678,306
$26,431,569
$25,995,981
$25,954,460
$25,826,773
$25,570,381
$25,542,579
$25,493,719
$24,636,333
$24,499,641
$24,419,052
$24,270,944
$24,223,069
$23,969,319
$23,889,194
$23,475,693
$23,474,535
$21,882,410
$21,705,643
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TABLE 8 | Metrics of the 11 States that Adopted an Income Tax Post-1960 as a Percentage Relative
to the 39 Remaining States

op Marginal Popula Total State a
Tax rate b X Revenue

5 Years 5 Years SIS
Current 2018 | % Change 2018 % Change Before % Change
Before Before

1991 6.99% 1.80% 1.40% 21.70% 2.40% | 1.80% 23.40% 1.20% 47.50%

New Jersey 1976 2.50%  10.75%  4.90%  3.50% -28.60% 5.40% 4.20% -22.50% 5.40% 3.10% -43.50%

Ohio 1972 3.50% 5.00% 7.60%  4.60% -38.90% 8.00%  4.50% -43.80% 6.10% 3.50% -43.10%
Rhode Island 1971 5.25% 5.99% 0.70%  0.40% -38.30% 0.60%  0.40% -36.30% 0.70% 0.30% -46.70%
Pennsylvania 1971 2.30% 3.07% 8.50%  5.10% -40.30% 8.50%  5.30% -38.00% 7.70% 4.00% -48.20%

Maine 1969 6.00% 7.15% 0.70% 0.50% -28.20% 0.60%  0.40% -25.90% 0.60% 0.40% -37.60%
lllinois 1969 2.50% 4.95% 8.10% 5.10% -37.40% 9.80%  5.80% -41.20% 7.80% 3.80% -51.00%
Nebraska 1968 2.60% 6.84% 1.10% 0.80% -30.40% 1.00%  0.80% -20.30% 0.90% 0.70% -27.90%
Michigan 1967 2.00% 4.25% 6.30%  4.00% -37.30% 7.90%  3.50% -55.20% 6.60% 2.50% -61.90%
Indiana 1963 2.00% 3.23% 3.80% 2.70% -30.10% 3.80%  2.40% -35.70% 3.40% 1.70% -48.60%

West Virginia 1961 5.40% 6.50% 1.50%  0.70% -53.50% 1.20%  0.50% -56.50% 1.10% 0.50% -53.30%

Source: Bureau of Economic Analysis, U.S. Census Bureau

FIGURE 6 | Connecticut State and Local FTEs per 10,000 Population vs. U.S. Average
(1975-2018, annual, bars indicate year of personal income tax rate increases)
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TABLE 9 | Top Five Lowest Taxed States vs. Top Five Highest Taxed States

2008-2018

Net Domestic

Tax A q
Foundation | Population 'r;g'::ti:nf
2012 Tax Growth
(% of Gross
Burden . .
Migration)
South Dakota 7.10% 10.4% 2.6%
Tennessee 7.40% 8.4% 7.3%
Louisiana 7.60% 5.1% -6.6%
Texas 7.60% 18.1% 12.9%
New Hampshire 7.90% 3.1% -1.4%
Average for 5 Low-
est Tax Burdens 7.52% 9.0% 2.9%

(Contiguous U.S.,
non small oil)

50-State Equal

Weighted Average

Average for 5 High-
est Tax Burdens

(Contiguous U.S., 11.90% 1.6% -10.9%
non small oil)

Illinois 11.00% -0.0% -11.6%
Wisconsin 11.00% 3.1% -6.1%
New Jersey 12.20% 2.3% -11.9%

Employment

9.47%

Average

20062016 ;1 ry 08

State and
Local Tax
Revenue
Growth

Total Budget
Surplus as
% of Total
Spending

Nonfarm

Personal
Payroll

Income
Growth

State
Product

Growth Growth

6.8% 35.6% 40.7% 51.6% 5.2%
10.4% 46.0% 45.3% 28.0% 3.5%
2.2% 26.3% 17.2% 17.6% -1.8%
17.5% 47.5% 43.5% 51.7% 4.1%
5.0% 37.9% 39.1% 42.4% 0.5%
8.4% 38.7% 37.2% 38.3% 2.3%
38.3% 34.8% 31.5%
3.8% 33.2% 32.8% 33.0% -4.0%
2.9% 31.4% 33.8% 39.6% -7.0%
3.6% 34.4% 37.7% 23.5% 3.0%
2.9% 32.9% 26.2% 27.3% -10.6%

New York 12.70% 1.7% -14.1%

10.2% 44.7% 52.5% 44.3% -1.4%

Source: U.S. Census Bureau, Bureau of Economic Analysis, Tax Foundation, Pew Charitable Trusts*®

The above table illustrates the job-killing and
income-killing aspects of excessive taxation.
Moreover, the highest-taxed states do not collect
more tax revenues. Even among the highest-taxed
states, Connecticut is below average in every
growth metric, including population, non-farm
payrolls, personal income, gross state product and
state and local tax revenue.®

What to do: the Connecticut Rescue
Plan

First, Connecticut should ease the tax burden on
its workforce and business environment through

46  Rich States, Poor States

a reduction in personal and corporate income
tax rates. For example, Massachusetts has suc-
cessfully lowered its flat-rate personal income tax
over the last 15 years to 5.05% in a methodical
way through revenue triggers. Upon meeting in-
flation-adjusted benchmarks, Massachusetts’ per-
sonal income tax rate is scheduled to be reduced
every year by 0.05 percentage points until the rate
rests at 5%, and which would give Massachusetts
the second-lowest personal income tax rate in the
Northeast behind New Hampshire.?® Over the last
10 years, Massachusetts’ growth has performed
above the U.S. average in employment, personal
income, gross state product and tax revenue.



TABLE 10 | Massachusetts vs. the U.S.

2008-2018

Top Personal
Income Tax
Rate

Population
Growth

50-State Equal

0,
Weighted Avg. >-63%

7.00%

Massachusetts 5.05% 6.70%

Nonfarm Payroll
Employment
Growth

5.70%

12.80%

CONNECTICUT’S ECONOMIC FREEFALL

2008-2018 | 2008-2018 2006-2016
Personal Gross State | State & Local
Income Product Tax Revenue
Growth Growth Growth
38.30% 34.80% 31.50%
44.20% 46.00% 44.10%

Source: Bureau of Economic Analysis, Bureau of Labor Statistics, U.S. Census Bureau

Another success story can be found in Arizona.
Under Governor Fife Symington in 1995, the
top income tax rate was cut from 8.7% to 5.6%
with a similar revenue target system from 1992
to 1996. The Cato Institute conducted a study
of the top 10 tax-increasing states versus the top
10 tax-decreasing states from 1990 to 1995. The
tax-increasing states averaged 0% employment
growth, while the tax-decreasing states averaged
10.8% employment growth. Arizona, in particular,
experienced 18% growth in employment over the
five-year period.**

Finally, North Carolina may be the poster child for
tax cuts via revenue thresholds. North Carolina
successfully cut its corporate tax rate from 6.9%
in 2013 to 2.5% in 2019. The General Assembly
did this by establishing a rule to only cut the rate
if the predetermined revenue targets were met.?
More cuts are planned in the future should rev-
enue continue to grow.”

In addition to income tax rate cuts, Connecticut
should implement policies for accountability and
waste reduction. ALEC model policies have been
tried in many states successfully and can act as
a model for Connecticut. Adopting fiscal rules,
such as Colorado’s Taxpayer Bill of Rights (TABOR),
would be a good start.?* Requiring a supermajority
(by constitutional amendment) to enact tax or fee
hikes ensures tax increase proposals cannot rely on

narrow legislative margins to pass.” As mentioned
above, Connecticut has one of the highest prop-
erty tax burdens in the country. Tax and expendi-
ture limits like Colorado’s TABOR and Utah’s Truth
in Taxation help their states get spending under
control and made taxation more accountable.??

Connecticut should adjust spending to revenue
— not the other way around. The state and local
government employee workforce should be re-
duced by attrition to a reasonable level, in order
to stimulate private sector growth. A Little Hoover
Commission, otherwise known as a Grace or Blue
Ribbon Commission, could be established with
the goals of consolidating and reducing the num-
ber of state agencies; evaluating departments
and agencies to eliminate redundancy, fraud,
inefficiencies and obsolete concepts; and reduc-
ing regulatory burdens and associated costs that
hinder business growth. If something is necessary
and provides benefit, keep it. Otherwise, purge it.

Connecticut should also reform its workers’ com-
pensation system, which is still one of the cost-
liest programs in the nation. Finally, Connecticut
could contract out many of its public services and
transition these services into private sector mod-
els where possible, thereby giving Connecticut
an economic advantage over neighboring states,
which all have higher than average workers’ com-
pensation costs.
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The lllinois Political Economy in Retrospect

he newly elected governor of lIllinois

claims to have a trick up his sleeve that

will solve all problems in the Land of Lin-
coln. His trick? “Raise fair taxes.” Governor J.B.
Pritzker signed significant changes to lllinois’ tax
code that will go into effect if passed through
ballot referendum. The legislation would make
the following changes:*?

¢ Increases the top marginal personal income
tax rate from 4.95% to 7.99%.

e Starts the top tax bracket at $750,000 for indi-
viduals and $1 million for joint filers.

e For the top bracket, the tax rate of 7.99%
applies to all income, rather than a typical
graduated rate structure with lower rates for
lower income brackets.

e Subjects filers with total income under the
highest income tax bracket to a graduated tax
schedule with the top rate of 7.85%.3

¢ Increases the top marginal corporate tax rate
from 9.5% to 10.49%.

¢ Establishes a tax amnesty program for evaders
of all franchise tax and license fees.

* Phases out and repeals the lllinois franchise
tax by January 1, 2024.

These proposals are in addition to the governor’s
doubling of the gas tax from $0.19 to $0.38 per
gallon in 2019.% Plus, Illinois is one of the 17 states
with a “death tax” and has a top rate of 16% on
taxable estates. Interestingly, lllinois’ death tax
threshold starts at $4 million, while the federal
death tax starts at $11.4 million for 2019.5¢ As if
Illinoisans are not taxed enough, Chicago Mayor
Lori Lightfoot is proposing a tax on pension
income over $100,000 per year.”

50 Rich States, Poor States

Gov. Pritzker offers the following rationale of why
his tax is “fair” and thus workable:

“Now, there are those who want to scare people
by claiming this proposal will cause residents and
businesses to flee lllinois. They couldn’t be more
wrong. They ignore the fact that people and busi-
nesses are fleeing our state now under our cur-
rent regressive tax system, yet states with fair tax
systems on average grow faster and create more
jobs than lllinois.”®

What Gov. Pritzker fails to mention is virtually
every state has grown faster and created more
jobs than lllinois since 2008. Before 1969, llli-
nois had no personal or corporate income tax,
despite the fact that a number of states adopted
an income tax during the first half of the 20th
century.’ The lllinois government, like other tax-
increasing governments, wanted an income tax
but was blocked in 1932 by an lllinois Supreme
Court decision that ruled an income tax was
unconstitutional.’® In 1969, this hurdle was over-
come (Figure 1).

Even without an income tax, state and local taxes
in lllinois rose substantially from 1954 through
1962. The primary contributors to lllinois’ ever-
increasing tax burden were increases and changes
to the sales tax code. In 1955, lllinois adopted a
use tax to recoup lost sales tax revenues from
out-of-state shoppers. Alas, the imposition of an
income tax in 1969 was a watershed moment for
tax increases in lllinois.
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FIGURE 1 | lllinois State and Local Tax Revenues as a Share of Personal Income'! (1950-2016)
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Note: Data points from 1950-52 and 1954-56 were interpolated due to an incomplete dataset. State data for 2001 and 2003 were not

released and is interpolated.

Source: U.S. Census Bureau, Bureau of Economic Analysis

On July 1, 1969, then-Governor Richard Ogilvie
signed into law a 2.5% flat rate tax on individual
income, as well as a 4% tax on corporate income.
Figure 1 shows all tax revenues collected by llli-
nois state and local governments as a share of the
state’s personal income from 1950 to the present.
Without context, Figure 1 may seem like a big win
for those advocating income taxes. But recalling
the Laffer Curve, there are two effects higher tax
rates have — more tax revenue per dollar of tax
base and a smaller tax base.

Upon initial inspection, politicians in lllinois must
have thought they struck gold on an untaxed
asset, assuming there would be no economic con-
sequences to taxing income. Some economists
even argue that people work harder and earn

more income when taxes are high to maintain
their after-tax standard of living.

To the chagrin of tax-and-spenders, supply side
responses eventually take hold. In the case of Illi-
nois, the Laffer Curve sought its own version of
revenge. Figure 1 only tells us that tax revenues
increased relative to income. One must look
to Figure 2 to understand the damaging impact
higher tax rates had on the tax base before and
after the new income tax. Figure 2 plots lllinois’
personal income relative to U.S. personal income
from 1950 to the present.

Figure 2 demonstrates, from 1950 through 1969,

Illinois declined relative to the rest of the nation
by less than one percentage point (from 6.9% in
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FIGURE 2 | Illinois Personal Income as a Share of Total U.S. Personal Income (1950-2017)*?
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1950 to 6.1% in 1969). Enter Gov. Ogilvie’s per-
sonal income tax, and in just 16 years, from 1969
to 1985, lllinois went from 6.1% of U.S. personal
income to 5.0%. By 2010, another 25 years, Illi-
nois dropped to 4.3% of U.S. personal income.
As of the most recent data available, lllinois sits
at 4.1% of total U.S. personal income.

Since 1976, among all U.S. states, lllinois has
the fourth-lowest growth in employment, 10th-
lowest growth in gross state product (GSP), fifth-
lowest rate of personal income growth and the
sixth-lowest increase in its labor force. In 2018,
Illinois had an average unemployment rate of
4.3%, ranking 39th compared to the U.S. national
unemployment rate of 3.8%.

The negative effects of income taxation are not
limited to lllinois. Table 1 contains a comparison
of the 11 states that adopted an income tax after
1960 with the other 39 states. Each of the 11
states’ performances since adopting an income

52 Rich States, Poor States

tax has been bad, including lllinois. The Land of
Lincoln’s share of the U.S. population relative
to the other 39 states fell by 37.4%, GSP fell by
41.2% and state and local tax revenues dropped
by 51.0%. lllinois is not unique in suffering from
the adoption of an income tax. Every one of the
other 10 states had a similar experience. If lllinois
hopes to reverse its decline, state policymakers
should look to the low-income-tax states, which,
on average, outperform high-tax states in many
different economic indicators over 12 years of this
Rich States, Poor States analysis.

A Catch-22

On June 6th, 2019, Gov. Pritzker signed a 2020
fiscal year (FY) state budget that shows state cof-
fers with a $1.3 billion deficit, even accounting
for the governor’s over $1 billion in new fees and
tax hikes.®
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TABLE 1 | Metrics of the 11 States That Adopted an Income Tax Post-1960 as a Percentage Relative

to the 39 Remaining States.

Top Marginal Population Total State and Local
Tax Rate P Tax Revenue

5 Years
Current
. BEfore

Connecticut 1991 1.50% 6.99% 1.80% 1.40%
New Jersey 1976 2.50%  10.75% 4.90% 3.50%
Ohio 1972 3.50% 5.00% 7.60% 4.60%
Rhode Island 1971 5.25% 5.99% 0.70% 0.40%
Pennsylvania 1971 2.30% 3.07% 8.50% 5.10%
Maine 1969 6.00% 7.15% 0.70% 0.50%

5 Years
9
2018 % Change Before

-21.70%
-28.60%
-38.90%
-38.30%
-40.30%

-28.20%

5 Years
9 o
2018 % Change Before % Change

2.40%  1.80% -23.40% 2.40% 1.20% -47.50%
5.40%  4.20% -22.50% 5.40% 3.10% -43.50%
8.00%  4.50% -43.80% 6.10% 3.50% -43.10%
0.60%  0.40% -36.30% 0.70% 0.30% -46.70%
8.50%  5.30% -38.00% 7.70% 4.00% -48.20%
0.60%  0.40% -25.90% 0.60% 0.40% -37.60%

1969 2.50% 4.95% -37.40% 9.80% | 5.80% -41.20% 3.80% -51.00%

Nebraska 1968 2.60% 6.84% 1.10%  0.80%
Michigan 1967 2.00% 4.25% 6.30%  4.00%
Indiana 1963 2.00% 3.23% 3.80% 2.70%
West Virginia 1961 5.40% 6.50% 1.50%  0.70%

Source: Bureau of Economic Analysis, U.S. Census Bureau

-30.40%

-37.30%

-30.10%

-53.50%

1.00%  0.80% -20.30% 0.90% 0.70% -27.90%
7.90%  3.50% -55.20% 6.60% 2.50% -61.90%
3.80%  2.40% -35.70% 3.40% 1.70% -48.60%
1.20%  0.50% -56.50% 1.10% 0.50% -53.30%

Budget woes have long troubled lllinois, because it
is easier to spend than produce sustainable growth.
FY 2020 is the 19th consecutive year lllinois has
had a budget deficit. Figure 3 shows each state’s
average budget surplus as a share of state spending
over the latest 10-year period for which data are
available. lllinois has the second-largest consistent
budget deficit only “bested” by New Jersey.

Many of the problems currently plaguing The
Land of Lincoln stem from the state’s misaligned
incentive structure. Businesses and workers want
to be located where they get the most return on
their efforts after taxes. Over the years, lllinois
has become known as a high-tax state whose gov-
ernment tends to spend too much money.

In 2019, lllinois” Tax Freedom Day (the day that
marks the point in the year when taxpayers have
worked enough to produce sufficient tax rev-
enues to cover their annual federal, state and
local taxes) came 114 days into the year — rank-

ing 45th in the nation and eight days more than
the national average (see Table 2).* lllinois’ total
state and local tax burden in 2016 was 10.83%,
the seventh-highest in the country.”® Again, just
look at the crowd Illinois hangs out with: Vermont
(42nd), Massachusetts (43rd), Connecticut (46th),
Minnesota (46th), Rhode Island (46th), New Jer-
sey (49th), and New York (50th).

Many politicians, including some from lllinois, do
not understand how policies shape the economic
environment and affect population and income
growth, and thus tax revenue growth. Taxes impact
the size of the tax base (income), the composition
of income, the location of income and the tim-
ing of income. Illinois’ government has effectively
been advertising their state as a place that taxes
work, output and employment, while subsidizing
non-work, leisure and unemployment. lllinois has
been doing this for a very long time. Naturally, the
market (i.e., potential workers and beneficiaries of
government programs) responded.
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FIGURE 3 | Net Revenue as a Share of Total State Spending (FY 2008-2018)
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TABLE 2 | Tax Freedom Day (2019)
Tax Days Tax Days Tax Days
Freedom | into Freedom | into Freedom | into
Day Year Day Year Day Year
1 Alaska 25-Mar 84 14 Wyoming 9-Apr 99 35 Maryland 19-Apr 109
2 Oklahoma 30-Mar 89 19 Kentucky 10-Apr 100 35 New Hampshire 19-Apr 109
3 Florida 4-Apr 94 19 South Carolina 10-Apr 100 35 Wisconsin 19-Apr 109
3 Louisiana 4-Apr 94 19 West Virginia 10-Apr 100 38 California 20-Apr 110
5 Alabama 5-Apr 95 22 North Carolina 11-Apr 101 38 Maine 20-Apr 110
5 Tennessee 5-Apr 95 22 Utah 11-Apr 101 38 Washington 20-Apr 110
5 Texas 5-Apr 95 24 Delaware 12-Apr 102 41 North Dakota 21-Apr 111
8 Idaho 6-Apr 96 24 Nebraska 12-Apr 102 42 Vermont 22-Apr 112
8 Montana 6-Apr 96 26 Colorado 14-Apr 104 43 Hawaii 23-Apr 113
10 Georgia 7-Apr 97 26 Ohio 14-Apr 104 Massachusetts 23-Apr 113
10 South Dakota 7-Apr 97 28 lowa 15-Apr 105 - 24-Apr -
12 Arkansas 8-Apr 98 28 Kansas 15-Apr 105 Connecticut 25-Apr 115
12 New Mexico 8-Apr 98 30 Michigan 16-Apr 106 46 Minnesota 25-Apr 115
14 Arizona 9-Apr 99 30 Pennsylvania 16-Apr 106 46 Rhode Island 25-Apr 115
14 Indiana 9-Apr 99 30 Virginia 16-Apr 106 49 New Jersey 30-Apr 120
14 Mississippi 9-Apr 99 33 Nevada 18-Apr 108 50 District of Columbia 3-May 123
14 Missouri 9-Apr 99 33 Oregon 18-Apr 108 50 New York 3-May 123

Source: Tax Foundation
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Income Migration

Figure 4 uses IRS tax return data over the latest
10-year period (2006-2016) to show the migra-
tion of adjusted gross income (AGI) into and out
of lllinois, New York and New Jersey. This trio
lost net-AGl to every single state. We predict the
limitation of state and local tax (SALT) deduction
which was a major feature of the federal Tax Cuts
and Jobs Act of 2017, combined with contin-
ued negligent policies in those three states, will
increase the AGI outflows as high-income earners
have more incentive to flee high-tax states.®’

Illinois” story is not new. Table 3 uses the same
IRS migration data for each state from 1992 to
2016. Each column represents a three-year period
and identifies the net amount of AGI that left or
entered each state as a share of average AGI filed
within that state. Over the 24-year period, lllinois
languished at the bottom, year in and year out.
Since 1992, 12.4% of lllinois’ AGI has left the

THE ILLINOIS POLITICAL ECONOMY IN RETROSPECT

state; New Jersey lost 10.5% and New York lost
13.8%.

lllinois’ population growth rate of 0% since 2008
is ranked 49th in the nation — only besting West
Virginia at -0.19%. Over the last 10-year period,
lllinois also ranked 48th in domestic net migration
having lost close to 850,000 residents — equiva-
lent to about 6.6% of their total population in
2008. Plotted in Figure 5 are indexed values of the
share of U.S. population residing in lllinois and
select U.S. states from 1976 to 2018.

lllinois’ loss in population relative to other states
is also reflected in Chicago. Figure 6 plots the
share of U.S. population living in the Chicago
metropolitan area. Before the adoption of an
lllinois state income tax, Chicago was expanding
relative to the rest of the U.S. Chicago’s decline
began when the state adopted its income tax in
1969. In 2017, Chicago lost of 156 people on net
per day.®

FIGURE 4 | Illinois, New Jersey and New York Aggregate Net AGI Flow (2006-2016)

Source: Internal Revenue Service

H states losing AGI to lllinois, New Jersey and New York

Illinois, New Jersey and New York

M states gaining AGI from Illinois, New Jersey and New York
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TABLE 3 | Net AGI Migration as a Percentage of State AGI Filed (Three-Year Periods)

Net AGI Migration as a % of State AGI Filed Sum of % of Net

(Three-Year Periods) AGI Migration

(1992-2016)

NV 115% | NV 11.4% | NV 9.7% | NV 9.2% | NV 49% | FL 77% | 1 NV 30.7%
AZ 82% | AZ 69% | FL 60% | FL 69% | AZ 41% | NV 54% | 2 FL  27.2%
D 62% | FL 56% | AZ 58% | AZ 52% | FL 3.8% | SC 50% | 3 Az 217%
O 55% | O 39% | CO 36% | MT 37% | sc 30% | D 29% | 4 SC  209%
FL  54% | NC 36% | NH 33% | D 32% | ID 26% | AZ 29% | 5 ID 157%
MT  46% | SC  34% | ID 3.1% | SC  3.2% | NC 25% | OR 27% | 6 MT 14.3%
NC  40% | ID  32% | SC 31% | NH 3.1% | MT 25% | MT 25% | 7 NC 13.6%
NM  39% | GA  29% | WY 29% | ME  3.1% | Wy 20% | CO 23% | 8 wy 12.3%
GA 39% | OR  23% | NC 26% | W 2.6% | OR 20% | NC 20% | 9 cO 11.6%
OR 39% | Wy 23% | ME 24% | NC 18% | TN 19% | Wy 20% |10 OR 9.7%
AR 35% | NH 23% | VI 21% | DE 17% | WA 18% | WA 1.9% |11 TN  8.9%
UT  32% | WA 22% | MT 16% | OR  14% | CO 14% | TN 19% |12 NH  82%
TN 29% | TN 19% | GA 15% | VI  1.4% | NM 14% | X 15% | 13 WA 7.6%
WA 28% | MT 19% | DE 09% | NM  13% | UT 12% | DE  13% |14 TX 63%
WY 25% | VT 14% | WA 08% | HI  13% | AR 11% | UT  13% |15 GA 6.2%
sC 23% | X 12% | TN 08% | TN 11% | NH 09% | H 10% | 16 ME 57%
VI 18% | AR 11% | OR 0.7% | AR 1.1% | TX 09% | SD 07% | 17 DE  5.6%
NH 18% | ME 08% | AR 06% | WA 08% | GA 07% | NH 06% |18 SD  4.3%
SO 17% | MS 0.8% | TX 0.6% | GA 0.7% | DE 07% | ME 04% | 19 AR  4.2%
MS 13% | UT 07% | VA 06% | VA 07% | SD 05% | GA 04% |20 UT  4.0%
TX  12% | AL 05% | SD  04% | Rl  07% | AL 03% | AL -03% |21 VT 28%
AL 10% | KY 01% | R 01% | SD 06% | VT 02% | AR -03% |22 AL  22%
KY 07% | DE 00% | CA -01%| CO 05% | ME 0.0% | CA -04% |23 NM  1.0%
DE  07% | VA -03% | KY -01%| TX 04% | KY 0.0% | OK -05% |24 H  03%
WV 05% | OK -03% | MS -01% | AL  04% | HI 02% | ND -07% | 25 KY  0.0%
VA 05% | MO -03% | WI -03%| WV 03% | WV 04% | MO -0.8% | 26 MS -0.6%
Wl 05% | SD  -04% | AL -04% | KY 02% | OK 05% | Ml -0.8% | 27 OK -14%
IN  04% | NM -04% | MA -0.7% | MS 02% | Ms 05% | KY -09% |28 VA -1.4%
MO 03% | IN -05% | MN -07% | WI -0.0% | MO 05% | IN -09% |20 WV -23%
MN  03% | WI -05% | MO -0.8% | PA -0.4% | VA 06% | IA -09% |30 MO -2.6%
ME  -03% | W -07% | MD -0.8% | MO -0.4% | PA 06% | Wi -1.0% |31 Wl -3.0%
OK -04% | MA -07% | UT -09% | MD -0.5% | wi 07% | LA -10% |32 IN -3.8%
Ks  -0.6% | KS -0.8% | IN -10% | UT -0.6% | IN 07% | VT -11% |33 PA  -42%
PA  -06% | MN -08% | HI -11% | CT  -0.6% | MN 07% | MA -12% | 34 ND  -4.4%
NE -07% | M 09% | PA -11% | MN -0.8% | IA 0.8% | MS -12% | 35 CA  -4.4%
MD -0.8% | CA -10% | MI -12% | OK -0.9% | ks 0.8% | MN -12% | 36 MN -4.4%
A -09% | PA -12% | W -13% | IN -0.9% | NE 08% | NE -13% |37 1A -5.6%
OH -1.0% | OH -1.3% | CT -1.5% | mMI -11% | T 1.0% | R -13% | 38 MA -63%
Ml -10% | IA  -1.5% | OK -1.6% | CA -11% | AK 1.0% | WY -13% | 39 KS  -6.6%
LA -12% | NE -15% | NJ -17% | LA -1.1% | ND 1.0% | PA -14% | 40 NE -6.8%
MA -13% | MD -15% | NM -18% | NJ -1.2% | MD 11% | KS  -14% | 41 MD  -7.1%
N -16% | LA -16% | OH -19% | IA -1.4% | CA 11% | OH -15% |42 LA -7.7%
ND  -1.8% | NI -1.8% | KS -2.0% | NE -1.4% 14% | NM -15% | 43 Rl -8.2%
CT -1.9% | Rl -19% | IA 22% | OH -15% | OH 14% | VA -15% | 44 Ml -8.6%
CT 20% | LA -25% | AK  -16% | MI 15% | MD -2.0% | 45 OH -9.0%
HL 21% FE ks  -1.6% | NJ 19% | NY 27% | 46 CT -10.5%
R 34% | ND  -2.5% | NE MA  -2.1% | MA 21% | NI -28% | 47 NI -10.5%
CA 35% | HI  -2.9% | NY -2.8% RI Ak -3.0% IS
AK  37% | AK  3.4% | DC -3.2% 2.3% | NY 2.9% EPll 20 Ak 13.5%
NY -3.8% | NY -3.8% | AK -3.5% 3.1% | bC 39% | CT -33% |50 Ny -13.8%
DC -12.1% | DC -9.8% | ND -3.8% 5.9% | LA 44% | DC -3.9% | 51 DC -19.6%

Source: IRS, Laffer Associates
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FIGURE 5 | Illinois Population Growth as a Share of Total U.S. Population Compared to Select

States (1976-2018)
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Of Dwindling Relevance

It’s not just people leaving the state — compa-
nies are also moving their headquarters to more
business-friendly states.'® The recent tax increases
won’t help the cause. For example, the aforemen-
tioned gasoline tax hike signed by Gov. Pritzker
that doubles the state gas tax from $0.19 to $0.38
per gallon will not be insignificant for Illinois driv-
ers and business owners.?’ A plan to raise the mini-
mum wage to $15 an hour by 2025, also signed by
the governor in 2019, will further weaken down-
state lllinois and the viability of small businesses.?*
Illinois’ outmigration of people and businesses has
a compounding effect on economic conditions.
States need jobs to attract people and need peo-
ple to attract jobs. As citizens continue to leave the
state, lllinois is projected to lose yet another U.S.
House seat after the 2020 Census (Table 4).2

Property Taxes

In FY 2016, lllinois had the ninth-highest state
and local property taxes as a share of GSP. Prop-
erty tax revenues constituted the largest share
of Illinois’ state and local tax revenues at 37.5%
(Table 5).

In comparison, the 50-state unweighted aver-
age for state and local property tax revenues as a
share of all tax revenues was 31.4% for FY 2016. In
Illinois, property taxes are almost exclusively the
domain of local jurisdictions — 99.8% of property
tax revenues in lllinois go to local governments,
while the remaining 0.2% is collected at the state
level. Local governments in lllinois source almost
81% of their revenues through property tax col-
lections. Consequently, local governments are
highly dependent on this revenue stream.
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FIGURE 6 | Chicago Metropolitan Statistical Area Population as a Share of U.S. Population (1950-2017)
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TABLE 4 | Congressional Seat Apportionment for lllinois

1 3 7 9 14 19 20 22 25 27
27 26 25 24 24 22 20 19 18 17

Note: Seats were not reapportioned in 1920 (2020 is projected)

Source: History, Art & Archives, U.S. House of Representatives, Insights Association

lllinois property tax revenues have become
increasingly important for lllinois relative to the
rest of the nation. While the ratio of property tax
revenues to GSP in lllinois is nearly the same as it
was in the 1960s, property tax revenues to GSP in
the rest of the nation have fallen (Figure 7).

In 1968, a year before lllinois adopted the income
tax, lllinois’ local property tax share of GSP was

58 Rich States, Poor States

2.8% — 27th-highest in the nation and one-tenth
of a percentage point lower than the rest of the
U.S. unweighted average (excluding lllinois) of
2.9%. In 2016, however, lllinois’ local property tax
as a share of GSP was ranked seventh-highest in
the U.S. at 3.4% compared to the U.S. unweighted

average of 2.5%. Figure 6 illustrates this divergence

of lllinois, while other states are becoming less reli-
ant on property taxes as a source of tax revenues.
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TABLE 5 | State and Local Tax Revenue, lllinois vs. the U.S. Average (FY 2016)

0, L i [

Property $27,210,946 37.5% 31.4%
Sales and Gross Receipts $24,128,313 33.2% 35.8%
General Sales $14,008,593 19.3% 23.5%
Selective Sales and Excise $10,119,720 13.9% 12.3%
Motor Fuel $1,533,982 2.1% 3.3%
Alcoholic Beverage $358,040 0.5% 0.5%
Tobacco Products $1,010,531 1.4% 1.4%
Public Utilities $2,611,442 3.6% 1.5%
Other Selective Sales $4,605,725 6.3% 5.6%
Individual Income $13,806,525 19.0% 21.0%
Corporate Income $3,367,461 4.6% 3.2%
Motor Vehicle License $1,740,773 2.4% 1.9%
Death and Gift Taxes $325,230 0.4% 0.3%
Other Taxes $1,995,711 2.7% 6.5%

*Equal-weighted percentages do not add to 100%

Source: U.S. Census Bureau

FIGURE 7 | Local Property Tax Revenue as a Share of GSP, lllinois Compared to the U.S.
(FY 1963-2016)
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Property values in lllinois in general, and Chicago
specifically, are showing weakness, while property
values have been increasing in other parts of the
country. Chicago’s average home price is below the
national average, and 6-year equity growth is 43%
slower than the national average, indicating how
Chicagoland homeowners own less of their homes
than most Americans.?® Significant property tax
increases under former Mayor Rahm Emanuel,
fear of additional property tax increases by newly
elected Mayor Lori Lightfoot and the limitation of
the aforementioned federal SALT deduction fur-
ther contribute to poor sale prices and low home-
owner equity. A July 1, 2019 article in Crain’s Chi-
cago Business highlighted how even high-end real
estate transactions in Chicago’s elite Gold Coast
neighborhood are turning out very poorly for sell-
ers.? Crain’s reported that one condo hit the mar-
ket in early 2016 at $9.1 million and recently sold
for $4.5 million. A second condo sold for $2 million
after the property was initially purchased for $4.5
million, not including “an unspecified additional
amount [spent] on extensive renovations.”

However, for those searching for a housing silver
lining, Demographia’s 2019 Housing Affordabil-
ity Survey points to an improvement in Chicago’s
housing affordability as home prices in Chicago
have underperformed other cities since the last
recession, a statistic that provides no solace to
sellers or other holders of high-end real estate in
the city.?®

Illinois is cited as having the second-highest prop-
erty taxes in the nation.?® Table 6 is a summary of
effective property tax rates in lllinois and the rest
of the nation from 2007 through 2017 (ranked by
highest to lowest in 2017).

Illinois counties and municipalities operating
under “home rule” law do not have limitations
on property taxes, allowing local jurisdictions to
impose higher rates. In lllinois, “home rule” auto-
matically applies to communities with over 25,000
residents. Communities under 25,000 residents
can vote to implement home rule via a referen-
dum. Since 2017, at least 19 separate localities in
lllinois have tried to become home rule communi-
ties. Eighteen of those campaigns failed because
voters didn’t trust that their taxes would be kept
under control.?”
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The city of Chicago has continued to raise prop-
erty tax rates to cover increased spending. Anec-
dotally, some have seen property tax bill increases
of 40% or higher in the past year.? Effective prop-
erty tax rates in lllinois are already double the U.S.
average — 2.2% compared to 1.1% (Table 6). For
one Cook County native, “the words ‘legalized
robbery’ come to mind.”?®

A great reckoning occurred under Mayor Emanuel
in 2015 as Chicago faced a $230 million shortfall
for its 2016 budget, along with an astounding $20
billion in unfunded pension liabilities. The result
was the Chicago mayor proposing the largest tax
increase in the city’s modern history, consisting of
$2.5 billion in additional taxes and fees over the
subsequent four years.3® The largest component
of this proposal came in the form of a property
tax increase amounting to roughly $1.77 bil-
lion from 2015 to 2018 that, by some estimates,
would increase total city property tax collections
by 70%.3* The proposal also included garbage
collection fees, taxes on ride-sharing and taxis,
higher building permit fees and new electronic
cigarette taxes.

Illinois expects to tax its way back to prosperity,
and property tax hikes are how lllinois policymak-
ers expect to raise much of the revenue. Figure
8 compares median home prices in lllinois and
Chicago to the U.S. average from 1997 to 2018.
In 1997, lllinois” home prices were 5% above the
average U.S. median home price. At the end of
2018, lllinois’ median home value dropped to just
80% of the U.S. average. Chicago also experienced
a large drop in median home value relative to the
U.S. average. In 2002, the Chicago median home
value was about 33% above the U.S. average. That
figure dropped to a mere 1.5% above the U.S.
average by the end of 2018. In stark contrast to
the high-tax tendencies of Chicago, median home
values of the low-tax champion, Nashville, Ten-
nessee, have increased from 95% of the U.S. aver-
age in 1997 to 113% in 2018.

Home sales in Chicago are down 13.3% as of June
2019 on a year-over-year basis, marking the 12t
consecutive month of declines.3 Property tax
increases inhibit demand for Illinois/Chicago real
estate as a result of the effective property tax
rate increasing from 2007-2017 and Chicago and
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TABLE 6 | Median Property Tax Rate as a Percentage of Median Home Value

_m

New Jersey
New Hampshire
Connecticut
Vermont
Wisconsin
Texas
Nebraska
New York
Rhode Island
Pennsylvania
lowa

Ohio
Michigan
Kansas
Maine

South Dakota
Alaska
Massachusetts
Minnesota
Maryland
Missouri
Washington
North Dakota
Oregon
Georgia
Oklahoma
Florida
Kentucky
North Carolina
Indiana
Montana
Virginia

New Mexico
Mississippi
California
Tennessee
Idaho
Arizona

Utah
Wyoming
Arkansas
Nevada

West Virginia
Delaware
South Carolina
Louisiana
Colorado
Alabama
Hawaii

U.S. Unweighted Average

Source: U.S. Census Bureau, Laffer Associates

1.6%
1.5%
1.7%
1.4%
1.6%
1.7%
1.8%
1.7%
1.1%
1.1%
1.4%
1.2%
1.3%
1.4%
1.2%
1.0%
1.3%
1.1%
0.9%
0.9%
0.7%
0.9%
0.8%
1.4%
0.8%
0.8%
0.7%
0.8%
0.7%
0.8%
1.0%
0.8%
0.7%
0.5%
0.5%
0.5%
0.7%
0.7%
0.5%
0.6%
0.5%
0.5%
0.5%
0.5%
0.4%
0.6%
0.1%
0.6%
0.3%
0.2%
0.9%

1.7%
1.6%

1.7%
1.5%

1.5%
1.7%
1.8%
1.7%
1.1%
1.2%
1.3%
1.2%
1.3%
1.4%
1.2%
1.1%
1.2%
1.0%
1.0%
0.9%
0.8%
0.9%
0.8%
1.4%
0.8%
0.8%
0.7%
0.9%
0.7%
0.8%
1.0%
0.8%
0.7%
0.5%
0.5%
0.6%
0.7%
0.7%
0.6%
0.6%
0.5%
0.5%
0.6%
0.5%
0.4%
0.5%
0.1%
0.6%
0.3%
0.2%
0.9%

1.9%
1.7%
1.9%
1.6%
1.6%
1.8%
1.8%
1.8%
1.2%
1.4%
1.3%
1.3%
1.4%
1.6%
1.3%
1.1%
1.3%
1.0%
1.0%
1.0%
0.9%
0.9%
0.9%
1.4%
0.9%
0.8%
0.7%
1.0%
0.7%
0.8%
0.9%
0.8%
0.7%
0.5%
0.5%
0.7%
0.7%
0.7%
0.7%
0.6%
0.6%
0.5%
0.8%
0.5%
0.4%
0.5%
0.2%
0.6%
0.3%
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1.0%

2.0%

1.9%
1.7%
1.6%
1.8%
1.9%
1.8%
1.4%
1.5%
1.4%
1.3%
1.4%
1.8%
1.3%
1.2%
1.3%
1.2%
1.1%
1.1%
1.0%
0.9%
1.0%
1.4%
1.0%
0.9%
0.8%
1.1%
0.8%
0.8%
0.8%
0.9%
0.8%
0.7%
0.7%
0.8%
0.7%
0.7%
0.8%
0.6%
0.6%
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1.0%
0.6%
0.5%
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0.4%
0.6%
0.4%
0.3%
1.1%

Effective Property Tax Rate!

2.0%
1.8%
1.7%
1.9%
1.9%
1.9%
1.5%
1.5%
1.4%
1.4%
1.5%
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Illinois home prices plummeting relative to U.S.
average around the same time. From the Laffer
Curve, we know that taxing something results
in getting less of it. Since the supply of housing
is relatively inelastic, increasing the tax rate on
property in lllinois had the unintended conse-
quence of artificially reducing demand for real
estate in the state’s markets. The result in lllinois
is an oversaturated market with too many sellers
and not enough purchasers. For the market to get
back to equilibrium, the price of real estate needs
to decrease to attract more buyers. Put simply,
government officials in lllinois have been con-
tributing to home value depreciation in the state.
Unfortunately, the government’s response to this
is to increase effective tax rates further to recoup
lost revenues from outmigration.

The diminished demand for real estate in lllinois is
just one consequence of higher tax rates, domestic
outmigration and slow population growth. When
this type of environment becomes the status quo,
hardship surely follows. Figure 9 tracks housing

price indices for lllinois and the U.S. average in
quarterly increments from 1975 to the first quar-
ter of 2019. While the overall trends of Illinois and
the nation are similar, the magnitudes of growth
are different. The Housing Price Index (HPI) for
all homes in the U.S. has increased by a factor of
about seven compared to homes in lllinois, which
have increased by a factor of about five.

Today, Mayor Lori Lightfoot is faced with the
daunting task of solving city finances, which
remain under water. Mayor Lightfoot has already
said, “there’s no question we’re going to have
to come to the taxpayers and ask for additional
revenue.”® Early into her term, she suggested
a tax on professional services such as legal and
accounting services.** This tax would require state
approval and, if successful, would be a Band-Aid
toward solving the growing city budget deficit and
its unfunded pension liabilities, which have now
escalated to an estimated $883 million and $28
billion, respectively.3>%

FIGURE 8 | Median Home Values as a Percentage of the U.S. Average (Monthly, 1997-2018)
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A 2019 report from the Cook County Clerk’s
Office details the average market value, aver-
age tax rate and average tax bill from the three
assessment districts of Cook County — Chicago
Proper, the north suburbs and the south sub-
urbs.3 In 2018, all of Chicago was reassessed.
The increased assessed values ranged from 12%
to a jaw-dropping 112%.3® For residential, single-
family dwellings, average assessed values jumped
almost 20% in the northern and central parts of
Chicago. The southern part of Chicago saw only
an 8% increase. The average tax rate for all three
dropped from about 7.3% to 6.8%, yet the aver-
age tax bill increased in every single region of Chi-
cago — upwards of 11% in the northern and cen-
tral areas. For all of Cook County, taxable values
increased by 5.1% from 2017 to 2018. In contrast,
the northern and southern suburbs of Chicago
saw their assessed values decrease from 2017 to
2018. Nonetheless, the average effective tax rate
increased for both districts and resulted in a net
increase in property tax bills.

As we mentioned earlier, property tax revenues
are by far the largest source of revenues for local
governments across the United States. The big-
gest difference between the rest of the nation
and lllinois is that lllinois has far more local gov-
ernments (Table 7).

As of 2017, lllinois had 6,918 local-level govern-
ments — almost 1,600 more than the next high-
est state, Texas. Per capita, Illinois had far more
local governments with 54.1 per 100,000 resi-
dents. In 2014, about 61% of the lllinois popu-
lation had three or more property tax layers
of general purpose local government (county,
municipal and township) compared to 95% of the
U.S. that had two property tax layers or less.* In
lllinois there are 102 county governments, 1,297
municipal governments and 1,429 township gov-
ernments. The remaining local government tax-
ing authorities in lllinois are comprised of 3,204
special district governments and 886 indepen-
dent school district governments. Over 1,400 of
these local taxing authorities are located in Cook
County alone, nearly 20% of all Illinois local taxing
authorities.**#!

From November 2017 to November 2018, a
staggering 25% of new jobs in Illinois were gov-
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ernment positions.*? It is more difficult to con-
solidate lllinois’ local governments than it is to
amend the lllinois Constitution.*”* Local govern-
ment consolidation requires a petition signed
within 90 days by 10% of the registered voters in
each township located within a county. Then, a
3/4 majority of the townships must approve the
referendum. Amending the lllinois State Consti-
tution, however, only requires a petition signed
by about 4% of the state’s electorate within 540
days and only needs a 3/5 majority to approve
the referendum.

Sustaining all these local government jobs ties
back into the public pension woes lllinois has been
experiencing. When coupled with high wages for
government-contracted jobs due to their prevail-
ing-wage requirements and forced union designa-
tion, lllinois’ labor policies compound the cost of
government at the state and local level and stick
taxpayers with the bill. Chicago Mayor Lori Light-
foot signaled the city may not be able to solve its
own pension crisis by asking Governor Pritzker if
the state could assume responsibility for Chicago’s
pensions. The Governor declined and expressed
the sentiment that almost every lllinoisan likely
feels: “I've got enough problems.”*

Corruption

In a 2018 study of corruption, illegal corruption
was defined as, “the private gains in the form of
cash or gifts by a government official in exchange
for providing specific benefits to individuals or
groups.”* On the flipside, legal corruption was
defined as, “the political gains in the form of cam-
paign contributions or endorsements by a gov-
ernment official in exchange for providing specific
benefits to private individuals or groups.”*® This
study, fittingly from the Institute for Corruption
Studies at lllinois State University, has character-
ized illegal corruption in the lllinois executive and
legislative branches as “moderately common;”
illegal corruption in the judicial branch as “slightly
common;” legal corruption in the executive and
legislative branches as “very common;” and legal
corruption in the judicial branch as “moderately
common.”¥” Overall, the Institute ranked lllinois
7th-worst in both legal and illegal corruption
among the 50 states
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FIGURE 9 | All-Transactions Housing Price Indices, lllinois Compared to the U.S.
(Quarterly, 1975-2019, Index - January 1975)
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TABLE 7 | Local Governments in the Ten Most Populous States (2017, Sorted by Population)

Local Governments per
100,000 Residents

Local Governments 2017 Population

1 California 4,444 39,399,349 113
2 Texas 5,343 28,322,717 18.9
3 Florida 1,712 20,976,812 8.2
4 New York 3,450 19,590,719 17.6
5 Pennsylvania 4,830 12,790,447 37.8
6 lllinois 6,918 12,786,196 54.1
7 Ohio 3,897 11,664,129 334
8 Georgia 1,380 10,413,055 13.3
9 North Carolina 970 10,270,800 9.4
10 Michigan 2,863 9,976,447 28.7

Source: U.S. Census Bureau, Bureau of Economic Analysis
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Several of the state’s former governors were
indicted on charges while in office or faced charges
after their term in office ended. Otto Kerner Jr.,
governor from 1961-1968, was sentenced to three
years in prison on bribery charges. Gov. “Walkin”
Dan Walker, in office from 1973-1977, served a year
and a half in federal prison related to bank fraud
charges. In the early 2000s, Gov. George Ryan was
convicted of racketeering and sentenced to a six-
and-a-half-year stint in federal prison. Succeeding
him was Rod Blagojevich, the first lllinois governor
to be impeached, after he tried to sell the U.S. Sen-
ate seat vacated by Barack Obama in 2008. Blago-
jevich was serving a 14-year sentence after being
convicted on corruption and extortion charges, but
was released after his sentence was commuted in
February 2020. Most recent was Pat Quinn: the
Democrat surrounded by allegations of unethical
hiring at the State Department of Transportation,
although no formal charges were brought.

It is not just former governors who got caught
abusing their power. A study from the University

THE ILLINOIS POLITICAL ECONOMY IN RETROSPECT

of lllinois at Chicago finds Chicago is the most cor-
rupt big city and lllinois is the third-most corrupt
state in the country.”® Since 1976, 1,731 officials
in the Chicago area have been convicted on public
corruption charges.*

Public Pensions

Budget, revenue and economic growth issues
always spell trouble for public pensions. lllinois is
no exception. Figure 10 plots the pension funding
ratio for Illinois and the U.S. lllinois’ rankings are
shown above the line. lllinois’” best performance
was 46 out of 50 in 2004, and its highest funding
ratio was at an abysmal 62.6% in 2007. The fund-
ing ratio has been falling every year since 2007
and fell to a low of 35.6% in 2016. Unfortunately,
the victims of these bad policies are not the politi-
cians who caused them.

For a more in-depth look, Table 8 shows the
state’s pension fund liabilities, assets, net indebt-

FIGURE 10 | State Pension Funding Ratio, lllinois Compared to the the U.S. (2003-2017)
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edness, funding ratio and funding ratio rank. The
state is making promises it cannot keep. Note
the growth in liabilities from 2008-2013. Then
compare those numbers with the growth (or lack
thereof) in pension assets. Liabilities grew 39%
while assets only managed 0.4% growth over the
five-year period. Net pension debt has more than
tripled since 2007. The ALEC Unaccountable and
Unaffordable annual pension publication uses a
more realistic risk-free discount rate when esti-
mating pension obligations. Using a risk-free rate,
it becomes clear that lllinois’ pension crisis is
extremely dire. As of FY 2017, lllinois’ state pen-
sion debt exceeded $370 billion, leaving 77.5% of
future retirement obligations unfunded. Illinois
must make pension reforms to save retirement
for nearly 700,000 Illinois pension participants.*°
As if the situation is not challenging enough, a
2015 Illinois Supreme Court decision ruled it was
unconstitutional to alter the pension benefit for-
mula.!

Speaking of poor performance, in this publica-
tion, lllinois is once again ranks near the bottom
— 48th in economic outlook (forward-looking)
and 46th in economic performance (backward-

looking). Boasting the worst credit rating in the
nation (BBB- from S&P, just one level above junk
status), lllinois’ public spending on debt service
is astronomical compared to other states. As of
2016, lllinois’ debt service to tax revenue ratio
was 10%, coming in as the second-worst in the
nation. Illinois’ credit rating was downgraded 21
times across the three major credit rating agen-
cies (Fitch, Moody’s and S&P) from 2009 through
2017. Table 9 displays the S&P state general obli-
gation bond ratings. lllinois is caught in a death
spiral.

Labor Unions and Employment
Growth

In 2018, lllinois had the 13th-highest rate of
unionization in the nation with 13.8% of lllinois’
employed population being members of a labor
union.*? lllinois is not a right-to-work state, even
though at one point every state it borders was
right-to-work (Missouri voters repealed right-to-
work in 2018). In 1944, there were two right-to-
work states: Arkansas and Florida. Today, there
are 27 right-to-work states. Right-to-work states

TABLE 8 | Summary of lllinois State Public Pension Funding (FY 2003-2017, Billions of Current Dollars)

- Liability m Net Pension Debt Funding Ratio Funding Rank

2003 $83.83 $40.42
2004 $89.83 $54.74
2005 $97.18 $58.58
2006 $103.07 $62.34
2007 $112.91 $70.73
2008 $119.08 $64.70
2009 $126.44 $64.00
2010 $138.79 $63.05
2011 $146.46 $63.55
2012 $158.61 $64.03
2013 $165.46 $64.96
2014 $190.18 $78.63
2015 $199.09 $80.02
2016 $219.35 $78.18
2017 $222.27 $85.39

Source: Pew Charitable Trusts
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$43.40 48.20%

$35.09 60.90% 46
$38.60 60.30% 47
$40.73 60.50% 47
$42.18 62.60% 47
$54.38 54.30% 50
$62.44 50.60% 50
$75.74 45.40% 50
$82.91 43.40% 50
$94.58 40.40% 50
$100.50 39.30% 50
$111.55 41.30% 49
$119.07 40.20% 48
$141.17 35.60% 48
$136.88 38.40% 48



TABLE 9 | S&P State Credit Ratings, 2017
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TN AAA 1 NY AA+ 16 MT AA 26

DE AAA 1 ND AA+ 16 NV AA 26
FL AAA 1 OH AA+ 16 NH AA 26
GA AAA 1 OR AA+ 16 NM AA 26
IN AAA 1 SC AA+ 16 OK AA 26
1A AAA 1 VT AA+ 16 RI AA 26
MD AAA 1 WA AA+ 16 Wi AA 26
MN AAA 1 WY AA+ 16 CA AA- 42
MO AAA 1 AL AA 26 KS AA- 42
NE AAA 1 AK AA 26 LA AA- 42
NC AAA 1 AZ AA 26 WV AA- 42
SD AAA 1 AR AA 26 PA A+ 46
X AAA 1 co AA 26 CT A 47
uT AAA 1 ME AA 26 KY A 47
VA AAA 1 MA AA 26 NJ A- 49
HI AA+ 16 Ml AA 26
ID AA+ 16 MS AA 26

Source: Bloomberg, CNBC

grow faster than non-right-to-work states, on
average, because free market states are able to
allocate the demand for labor and wages more
efficiently than closed shop states.>* Employment
in lllinois has fallen by 0.8% since 2008. Tennes-
see, a right-to-work state, has increased employ-
ment by 9.7%.

Conclusion

Illinois policymakers have quite a host of problems
in front of them. A looming public pension crisis,
stark budget shortfalls, public corruption and
rampant outmigration. Rich States, Poor States
has demonstrated in every edition since 2008
that lllinois’ devotion to tax-and-spend policies is
to blame for the Land of Lincoln’s decline. High
taxes push homeowners, income earners, and
job creators to states with lower taxes and freer

markets. Since 1992, lllinois has lost over $25 bil-
lion in adjusted gross income to Florida, Texas,
and Arizona.*® Outmigration of taxpayers has
driven budget shortfalls, led to anemic pension
contributions and pushed tax rates higher as pub-
lic officials refused to take a hard look at spend-
ing. Higher tax rates will only drive more wealth
from lllinois. Since lllinois’ personal income tax
was increased in 2011, the rate of outmigration
increased.®® Combined with the fact that lllinois
already has one of the highest tax burdens of any
state, raising taxes higher is only a double-down
on the policy status quo.

To generate a change in trends for lllinois toward
new residents, new jobs, and long-term growth,
policymakers must change their strategy. lllinois
must take a hard look at spending to match both
sides of the balance sheet, while also financing
tax reform without piling on state debt. Cutting
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taxes and matching spending to income — while
not a radical departure for many states on the
receiving end of lllinois outmigration — are the
key to an economically competitive lllinois. For-
tunately, the ALEC State Budget Reform Toolkit
provides lawmakers a roadmap toward a sustain-
able budget based on responsible spending and
pro-growth tax policies. Reforming the tax code
to be less reliant on highly volatile income taxes,
making the revenue forecast a reliable, non-
partisan process to boost accuracy, and devot-
ing revenue to a budget stabilization fund are all
ways to improve lllinois’ fiscal situation without

68 Rich States, Poor States

saddling taxpayers with a larger tax burden.>® Of
course, it would be remiss not to mention state
debt reform. ALEC research finds restructuring
retirement liabilities toward defined contribution
plans and enacting constitutional tax and expen-
diture limitations are proving successful in states
across the country in limiting state debt to make
state finances and retirement benefits more
sustainable.®’5%%° With sensible fiscal and free-
market policies, Illinois can finance a responsible
public pension program, provide quality public
goods and generate opportunity for young, old
and new lllinoisans.
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Appendix

IRS Tax Return Adjusted Gross Income Migration, lllinois, Tax Years 2006-2016

cutow [veton | ntow | outousor | Mot

Ohio 41,443 34,776 6,667 59 65 6 2,453,184 2,260,602 192,582
New Jersey 16,981 15,572 1,409 88 88 1 1,499,339 1,363,825 135,514
Pennsylvania 21,459 19,884 1,575 72 75 3 1,551,262 1,490,900 60,362
New York 41,242 43,085 1,843 79 74 5 3,259,012 3,200,443 58,569
Michigan 61,410 49,404 12,006 53 65 12 3,243,303 3,190,350 52,953
West Virginia 2,210 2,139 71 48 46 2 106,080 97,475 8,605
Vermont 1,212 1,191 21 94 88 5 113,719 105,346 8,373
Connecticut 7,852 7,012 840 99 111 12 779,103 776,742 2,361
Delaware 1,821 1,823 2 67 69 2 122,406 125,976 3,570
Alaska 2,530 3,022 492 45 40 4 112,766 121,290 8,524
Rhode Island 1,847 1,795 52 65 72 7 119,838 129,092 9,254
North Dakota 2,140 2,589 449 46 44 2 99,196 114,223 15,027
Nebraska 7,105 7,300 195 53 54 1 373,888 391,606 17,718
DC 5,760 6,793 1,033 72 64 8 412,806 433,035 20,229
Massachusetts 16,490 16,023 467 79 83 5 1,297,904 1,336,920 39,016
New Hampshire 2,167 2,215 48 64 82 18 139,005 181,324 42,319
Maine 1,736 1,833 97 42 63 21 73,299 115,950 42,651
Kansas 11,343 11,632 289 53 55 3 596,481 645,548 49,067
Louisiana 8,345 9,372 1,027 43 44 1 357,968 410,278 52,310
Hawaii 4,808 5,643 835 43 46 3 207,008 262,217 55,209
Idaho 2,364 2,865 501 47 61 14 110,658 175,465 64,807
New Mexico 4,624 6,367 1,743 58 53 4 265,999 339,157 73,158
Montana 2,010 3,012 1,002 36 57 21 73,052 171,970 98,918
Mississippi 8,358 10,503 2,145 31 35 4 260,222 366,131 105,909
Oklahoma 7,702 9,547 1,845 43 47 4 333,401 451,840 118,439
Utah 4,799 5,855 1,056 50 62 12 237,708 361,284 123,576
South Dakota 2,186 2,815 629 41 77 35 90,188 215,545 125,357
Maryland 12,357 13,771 1,414 68 73 5 845,241 1,004,573 159,332
Arkansas 9,091 12,397 3,306 44 46 2 403,462 571,104 167,642
Alabama 8,492 11,127 2,635 42 48 6 353,413 531,135 177,722
Kentucky 16,546 20,733 4,187 45 46 1 741,481 943,590 202,109
Wyoming 1,708 2,413 705 47 125 78 80,427 302,543 222,116
Virginia 24,465 28,102 3,637 63 63 0 1,530,924 1,767,804 236,880
Minnesota 25,491 28,570 3,079 55 59 4 1,407,976 1,680,552 272,576
Oregon 6,339 10,730 4,391 50 55 5 316,279 591,803 275,524
lowa 43,605 52,259 8,654 40 4 1 1,739,087 2,153,990 414,903
Nevada 11,844 18,051 6,207 50 63 13 591,114 1,129,706 538,592
South Carolina 8,576 12,986 4,410 48 77 29 410,179 993,436 583,257
Washington 15,637 23,626 7,989 59 66 7 922,504 1,567,291 644,787
Missouri 70,315 85,382 15,067 44 44 1 3,061,099 3,784,011 722,912
Georgia 28,729 39,938 11,209 53 58 5 1,511,689 2,317,978 806,289
North Carolina 21,964 30,247 8,283 52 68 16 1,151,285 2,057,745 906,460
Tennessee 22,366 33,590 11,224 43 58 14 969,675 1,935,760 966,085
Colorado 20,937 36,919 15,982 53 63 10 1,111,022 2,326,797 1,215,775
Wisconsin 73,772 93,816 20,044 48 53 5] 3,532,339 4,939,441 1,407,102
Indiana 89,934 113,707 23,773 42 46 4 3,749,496 5,193,413 1,443,917
Arizona 28,339 49,516 21,177 49 68 19 1,376,686 3,368,132 1,991,446
California 79,748 109,525 29,777 63 72 10 4,999,870 7,939,464 2,939,594
Texas 61,958 101,222 39,264 59 66 7 3,663,500 6,654,294 2,990,794
Florida 73,385 110,627 37,242 50 108 58 3,704,967 11,973,074 8,268,107
Total 1,047,542 1,323,321 275,779 $56,462,510  $84,562,170  -$28,099,660

Source: IRS, Laffer Associates
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State Rankings

he 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: State Gross Domestic Product, Absolute Domestic Migration and Non-Farm Payroll Employ-
ment—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.

ALEC-Laffer State Economic Outlook Rankings, 2019
Based upon equal-weighting of each state’s rank in 15 policy variables

e e W

1 Utah 26 Kansas

2 Idaho 27 Louisiana

3 Indiana 28 Massachusetts
4 North Dakota 29 New Mexico
5 Nevada 30 Alaska

6 North Carolina 31 West Virginia
7 South Dakota 32 South Carolina
8 Tennessee 33 Kentucky

9 Florida 34 Nebraska

10 Wyoming 35 Maryland

11 Arizona 36 Delaware

12 Michigan 37 Washington
13 Oklahoma 38 Pennsylvania
14 Virginia 39 Montana

15 Texas 40 Connecticut
16 New Hampshire 41 Minnesota
17 Wisconsin 42 Maine

18 Colorado 43 Rhode Island
19 Mississippi 44 Oregon

20 Georgia 45 Hawaii

21 Alabama 46 New Jersey
22 Missouri 47 California

23 Arkansas 48 Illinois

24 Ohio 49 Vermont

25 lowa 50 New York



ALEC-Laffer State Economic Performance Rankings, 2007-2017

mm State Gross Domestic Product | Absolute Domestic Migration | Non-Farm Payroll
2 7 5

1 Washington

2 Texas 12 1 3
3 North Dakota 1 16 1
4 Colorado 11 4 4
5 Utah 5 12 2
6 Tennessee 7 9 13
7 Oregon 10 10 10
8 South Carolina 13 5 12
9 North Carolina 15 3 16
10 Georgia 16 8 14
11 Idaho 22 13 6
12 South Dakota 6 20 15
13 Florida 33 2 11
14 Nebraska 4 27 19
15 Massachusetts 9 41 8
16 Montana 28 15 17
17 New York 3 50 9
18 California 8 49

19 New Hampshire 20 24 22
20 Oklahoma 29 14 24
21 Minnesota 18 35 18
22 Arizona 42 6 26
23 Hawaii 17 34 23
24 Nevada 44 11 20
25 Kentucky 27 21 29
26 Delaware 32 17 28
27 Virginia 30 29 21
28 Maryland 14 42 25
29 lowa 21 30 30
30 Arkansas 35 19 33
31 Vermont 24 26 38
32 Indiana 26 38 27
33 Pennsylvania 19 44 32
34 Wisconsin 23 40 36
35 Alabama 41 18 46
36 Maine 39 23 44
37 Missouri 36 36 34
38 Ohio 25 45 37
39 Louisiana 47 25 39
40 Kansas 31 39 43
41 West Virginia 37 28 49
42 Michigan 38 46 31
43 Alaska 49 31 35
44 Rhode Island 43 33 40
45 Wyoming 50 22 50
46 Illinois 34 48 41
47 New Mexico 46 32 48
48 Mississippi 45 37 45
49 New Jersey 40 47 42
50 Connecticut 48 43 47
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Alabama

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

35 Economic Z I 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 24.5% Rank:41 ECONOMICOUTLOOKRANK 21 17 2019 21 21 20
AL
5% - U-s. Variable Data Rank
4% -
3% - Top Marginal Personal Income Tax Rate 4.15% 12
j:: \ Top Marginal Corporate Income Tax Rate 6.03% 17
0% Personal Income Tax Progressivity -$1.87 1
1% - \/ (change in tax liability per $1,000 of income)

2% *
Property Tax Burden
(per $1,000 of personal income)

2% - $14.08 | 1

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden
(per $1,000 of personal income)

$25.29 34

Absolute Domestic Migration

Cumulative 2008-2017 31,767 Rank:18  RemainingTaxBurden $21.64 | 40
(in thousands) (per $1,000 of personal income)

20 - Estate/Inheritance Tax Levied? No 1
1% - Recently Legislated Tax Changes $0.01 22
10 (2017 & 2018, per $1,000 of personal income) :

5 - Debt Service as a Share of Tax Revenue 7.2% 30

0 Public Employees P.er 10,090 5774 40

of Population (full-time equivalent)
-5 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 61.1 43
Non-Farm Payroll Employment etc)
i - _0 5O .
Cumulative 2007-2017 0.5% Rank: 46 et DR e - .
AL (federal floor is $7.25) ’

3% - uU.S.

2% Average Workers’ Compensation Costs

(1):;: (per $100 of payroll) 51.65 22
1%
2% Right-to-Work State?
3% . L ’ Yes 1
4% (option to join or support a union)
5%
-6% : .
o Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Alaska

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 3 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 5.1%  Rank:49 ECONOMICOUTLOOKRANK 29 21 18 14 25 30 34
AK
Y T
10% -
Top Marginal Personal Income Tax Rate 0.00% 1
5% -
0% - . //3?/\7 Top Marginal Corporate Income Tax Rate 9.40% 42
5% - Personal Income Tax Progressivity $0.00 2
(change in tax liability per $1,000 of income) :
-10% -
Property Tax Burden
-15% = (per $1,000 of personal income) $36.29 e
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Sales Tax Burden $5.61 5

(per $1,000 of personal income)

Absolute Domestic Migration N
Cumulative 2008-2017 -37,919 Rank: 31 Remaining Tax Burden $12.56 | 4
(in thousands)

(per $1,000 of personal income)

6 - Estate/Inheritance Tax Levied? No 1
4
2 Recently Legislated Tax Changes $2.25 43
0 (2017 & 2018, per $1,000 of personal income) .
2
-4 Debt Service as a Share of Tax Revenue 11.4% 50
K
-8 Public Employees Per 10,000
-10 of Population (full-time equivalent) s 8
12 -
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 73.8 6
Non-Farm Payroll Employment etc.)
; _ 0 .
Cumulative 2007-2017 2.7% Rank: 35 State Minimum Wage - -
AK (federal floor is $7.25) '
3% - uU.S.
Average Workers’ Compensation Costs
(per $100 of payroll) $2.51 47
Right-to-Work State? No 50
(option to join or support a union)
Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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Z Z Economic I I 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 24.4% Rank:42 ECONOMICOUTLOOKRANK 9 6 7 5 5 8 5
AZ

&% - U-s. Variable Data Rank
29 - / Top Marginal Personal Income Tax Rate 4.54% 13
0% Top Marginal Corporate Income Tax Rate | 4.90% 9
_2% -

Personal Income Tax Progressivity
4% - (change in tax liability per $1,000 of income) 510.72 28
6% - d

Property Tax Burden
8% - (per $1,000 of personal income) $26.61 E

‘08’09 ‘10 11 ‘12 ‘13 14 15 16 17
Sales Tax Burden $34.78 45

(per $1,000 of personal income)

Absolute Domestic Migration »
Cumulative 2008-2017 355,768  Rank:6  Remaining Tax Burden $11.85 | 1
(in thousands)

(per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes . $0.30 28
(2017 & 2018, per $1,000 of personal income)
Debt Service as a Share of Tax Revenue 8.0% 35
Public Employees Per 10,000
of Population (full-time equivalent) LE 2
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 69.8 25
Non-Farm Payroll Employment etc)
; R o .
Cumulative 2007-2017 4.1% Rank: 26 State Minimum Wage s11.00 | 44
AZ (federal floor is $7.25) :
uU.S.

4% -
% - Average Workers’ Compensation Costs

2% M

o (per $100 of payroll) $1.30 n

2% . .

4% - Right-to-Work State? Yes 1
% - (option to join or support a union)

-8% -
-10% -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17

Number of Tax Expenditure Limits
(O=least/worst 3=most/best)
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Arkansas

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

30 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017 Rank: 35

AR
U.s.

26.6%

6% -
5% -
4% -
3% -

2%
1% -
0% \/
2% -
-3% -

A% -
‘08 09 ‘10 ‘11 ‘12 13 ‘14’15’16 ‘17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

22,490  Rank:19

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment
Cumulative 2007-2017 Rank: 33
AR

u.s.

2.9%

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMICOUTLOOKRANK 11 24 26 22 20 23 22
T
Top Marginal Personal Income Tax Rate 6.90% 32
Top Marginal Corporate Income Tax Rate 6.50% 21

Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $19.73 46
Property Tax Burden

(per $1,000 of personal income) $18.08 “

Sales Tax Burden

(per $1,000 of personal income) $37.69 47
Remaining Tax Burden

(per $1,000 of personal income) $16.90 2
Estate/Inheritance Tax Levied? No 1

Recently Legislated Tax Changes $0.25 15
(2017 & 2018, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 4.5% 8

Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 67.2 36
etc.)

State Minimum Wage

(federal floor is $7.25) $9.25 e
Average Workers’ Compensation Costs

(per $100 of payroll) $0.90 3

Right-to-Work State? Vs 1

(option to join or support a union)

Number of Tax Expenditure Limits 1 15
(0=least/worst 3=most/best)
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Californi b
2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 43.0% Rank:8 EconomicouTLOOKRANK 38 47 47 44 46 47 47
CA

8% - U-s. Variable Data Rank

6% -
o - Top Marginal Personal Income Tax Rate 13.30% 50

2% \ Top Marginal Corporate Income Tax Rate | 8.84% 40

0%
0 - \// Personal Income Tax Progressivity $39.54 50

(change in tax liability per $1,000 of income)
-4% -
Property Tax Burden
(per $1,000 of personal income)

6% - $27.60 22
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17

Sales Tax Burden

(per $1,000 of personal income)

$23.58 28

Absolute Domestic Migration  -799 047 Rank: 49 o
Cumulative 2008-2017 RemainingaxBLiden $15.52 | 15
(in thousands)

(per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $2.11 M
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 8.1% 37
Public Employees Per 10,000
of Population (full-time equivalent) GO 7
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 60.0 47
Non-Farm Payroll Employment etc)
: _ o .
Cumulative 2007-2017 9.7% Rank: 7 et DR e ns |
CA (federal floor is $7.25) :
4o - us.
R Average Workers’ Compensation Costs
2%
(per $100 of payroll) $2.87 43
0% i
2% ight-to- ?
nght to Wprk State? . No 50
-4% - (option to join or support a union)
-6% : . . .
&% - Number of Tax Expenditure Limits 2 3

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 40.3% Rank: 11 ECONOMICOUTLOOKRANK 8 16 22 21 16 15 15
| T
6% -
5% -
4% Top Marginal Personal Income Tax Rate 4.63%
3% -
2% - Top Marginal Corporate Income Tax Rate 4.63% 8
1% -
0% Personal Income Tax Progressivity
1% - (change in tax liability per $1,000 of income) $7.53 21
2% -
-3% - Property Tax Burden
4% - (per $1,000 of personal income) $27.53 2L
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Sales Tax Burden $23.66 29

(per $1,000 of personal income)

Absolute Domestic Migration N
Cumulative 2008-2017 375,914  Rank: 4 Remaining Tax Burden $12.90 5
(in thousands)

(per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $1.43 7
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 9.5% 47
Public Emp?loyees P.er 10,090 5335 30
of Population (full-time equivalent)
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 67.6 35

Non-Farm Payroll Employment etc.)

- _ 0, .
Cumulative 2007-2017 14.2% Rank: 4 State Minimum Wage e | 43
co (federal floor is $7.25) !
6% - uU.S.
R Average Workers’ Compensation Costs

4%
(per $100 of payroll) $1.43 16

2% -

0% ————"— Right-to-Work State? No 50

-2% (option to join or support a union)

4% - . L

% - Number of Tax Expenditure Limits 3 1

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

www.alec.org 81



Connecticut

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

50 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product

Cumulative Growth 2007-2017 11.4% Rank: 48
CcT
5% - uU.S.

4% -
3% -
2% -,

/\

0% Y4
_1% -

2% -
-3% -

‘08 ’09 ‘10 ‘11 ‘12 ‘13 14 15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

-178,822  Rank: 43

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 ‘16 ‘17

Non-Farm Payroll Employment

Cumulative 2007-2017 -1.3%  Rank: 47

CcT

3% - u.s.
2% ~

1% -

0% -ttt
1% =

-2%

3% -

4% -

5% =

-6% -

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17

82 Rich States, Poor States

Qﬂl

40 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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMIC OUTLOOKRANK 44 43 44 47 47 46 40

Variable Data Rank
Top Marginal Personal Income Tax Rate 6.99% 36
Top Marginal Corporate Income Tax Rate 7.50% 31
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) 57.67 22
Property Tax Burden

(per $1,000 of personal income) $42.28 &
Sales Tax Burden

(per $1,000 of personal income) 51511 10
Remaining Tax Burden

(per $1,000 of personal income) $13.58 <
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $2.12 2
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 7.5% 32
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 71.8 16
etc.)

State Minimum Wage

(federal floor is $7.25) $10.10 e
Average Workers’ Compensation Costs

(per $100 of payroll) $2.20 44
Right-to-Work State?

(option to join or support a union) e o
Number of Tax Expenditure Limits 1 15
(O=least/worst 3=most/best)




Delaware

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 6 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017

Rank: 32

DE
U.s.

28.8%

12% -
10%
8%
6%
4%
2%
0%

-2%

-4% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

33,305 Rank:17

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment

Cumulative 2007-2017 4.0% Rank: 28

DE
U.s.

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

36 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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

EcoNnomic ouTLoOoKRANK 34 30 27 38 44 37 36

mm

Top Marginal Personal Income Tax Rate 7.85% 42
Top Marginal Corporate Income Tax Rate | 11.74% 48
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $15.10 39
Property Tax Burden

(per $1,000 of personal income) $18.06 e

Sales Tax Burden

(per $1,000 of personal income) $0.00 1

Remaining Tax Burden

(per $1,000 of personal income) $48.89 e
Estate/Inheritance Tax Levied? No 1

Recently Legislated Tax Changes $3.42 47
(2017 & 2018, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 6.3% 23
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 72.8 11
etc.)

State Minimum Wage

(federal floor is $7.25) $8.75 =
Average Workers’ Compensation Costs

(per $100 of payroll) $2.50 46
Right-to-Work State?

(option to join or support a union) e e
Number of Tax Expenditure Limits 2 3

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

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic

13

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

Performance Rank

State Gross Domestic Product
Cumulative Growth 2007-2017

Rank: 33

FL
u.s.

27%
8% -
6% -
4% -
2% -

0% =+ \'/

2% -,

-4% -

‘08 ‘09 ‘10 ‘11 ‘12 ‘13 ‘14’15 16 ‘17
Absolute Domestic Migration
Cumulative 2008-2017 991,239 Rank: 2

(in thousands)

-50 -
-100 -
‘08 ‘09 10 ‘11 '12 '13 ‘14 15 16 17
Non-Farm Payroll Employment
Cumulative 2007-2017 8.8% Rank: 11
FL
6% - u.s.

4% -
2% -
0%
-2%
4% -
6% -
-8% -
‘08

/_/dQ,

‘09 ‘10 ‘11 12 ‘13 14

84 Rich States, Poor States

B )

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
ECONOMICOUTLOOKRANK 13 9 1615 8 6 6

Variable Data 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) $27.86 2
Sales Tax Burden

(per $1,000 of personal income) $26.18 36
Remaining Tax Burden

(per $1,000 of personal income) $20.20 E
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.54 11
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 7.1% 29
Public Employees Per 10,000 4245 3
of Population (full-time equivalent) :

State Liability System Survey

(tort litigation treatment, judicial impartiality, 60.5 46
etc.)

State Minimum Wage

(federal floor is $7.25) $8.46 2
Average Workers’ Compensation Costs

(per $100 of payroll) s1.81 30
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 2 3
(O=least/worst 3=most/best)
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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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 35.8% Rank:16 ECONOmICOUTLOOKRANK 10 8 9 7 191711

GA
T

5%
4%
3%
2%
1%

Top Marginal Personal Income Tax Rate 5.75% 25
Top Marginal Corporate Income Tax Rate 6.38% 19

Personal Income Tax Progressivity

0% (change in tax liability per $1,000 of income) $7.90 23
1%
2% Property Tax Burden $27.71 23
-3% - (per $1,000 of personal income) ’
‘08 ‘09 ‘10 ‘11 ‘12 13 14’15 16 ‘17
Sales Tax Burden $21.04 21

(per $1,000 of personal income)
Absolute Domestic Migration

Cumulative 2008-2017 238,801  Rank: 8 Remaining Tax Burden $12.25 | 3
(in thousands) (per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.13 17
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 6.2% 22
Public Emp?loyees P.er 10,090 4995 16
of Population (full-time equivalent)
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 64.4 39

Non-Farm Payroll Employment etc.)

- _ 0, .
Cumulative 2007-2017 7.6% Rank: 14 State Minimum Wage N .
GA (federal floor is $7.25) !
o - us.
R Average Workers’ Compensation Costs

2%
(per $100 of payroll) $2.27 45

0% it

2% Right-to-Work State? Yes 1

4% - (option to join or support a union)

6% - ) o

8% - Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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Hawaii

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 3 Economic 45 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 35.6% Rank:17 EcoNomicouTLOOKRANK 46 40 36 37 4243 45
HI

% U-s. Variable Data Rank

6% -
5% -
4% -
3% -

2% -
1% -

Top Marginal Personal Income Tax Rate 11.00% 47

Top Marginal Corporate Income Tax Rate 6.40% 20

Personal Income Tax Progressivity

0% \/ ’ ’ ’ ’ ’ ’ ’ ' (change in tax liability per $1,000 of income) $13.54 36
1% -
2% - Property Tax Burden $22.76 12
3% - (per $1,000 of personal income) :
‘08 ‘09 10 11 12 ‘13 ‘14’15 ‘16’17
Sales Tax Burden $48.06 50

(per $1,000 of personal income)
Absolute Domestic Migration

Cumulative 2008-2017 51,993 Rank:34  RemainingTax Burden $27.20 | 47
(in thousands) (per $1,000 of personal income)

Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) 50.46 e
Debt Service as a Share of Tax Revenue 3.6% 2
Public Employees Per 10,000
of Population (full-time equivalent) e 2
-16 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 70.0 23
Non-Farm Payroll Employment etc)
: _ o, .
Cumulative 2007-2017 4.6% Rank: 23 State Minimum Wage ——
HI (federal floor is $7.25) :
% - us.
3% - Average Workers’ Compensation Costs
f:ﬁ" : (per $100 of payroll) $2.01 38
0%
1% - ight-to- ?
o nght to \!Vprk State? . No 50
39 3 (option to join or support a union)
4% -
5% = . . .
P Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX ' ' l

I I 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 34.2% Rank:22 ECONOMICOUTLOOKRANK 6 7 5 6 1510 2
ID

7% - U.S. "

oo | owa Jm

5% -
4% -
3%

2% -,
1% -
0% +

Top Marginal Personal Income Tax Rate 6.93% 34

Top Marginal Corporate Income Tax Rate 6.93% 27

Personal Income Tax Progressivity

1% - (change in tax liability per $1,000 of income) $14.72 37
2% -
-3% -
Property Tax Burden
4% - (per $1,000 of personal income) $23.71 14
‘08 ‘09 ‘10 ‘11 ‘12 13 14’15 16 ‘17
Sales Tax Burden $23.35 27

(per $1,000 of personal income)

Absolute Domestic Migration N
Cumulative 2008-2017 75,210  Rank: 13 Remaining Tax Burden $15.53 | 16
(in thousands)

(per $1,000 of personal income)

30 - Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes 4178 5
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 4.2% 5
Public Emp?loyees P.er 10,090 192.6 12
of Population (full-time equivalent)

5 -

‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 75.0 3

Non-Farm Payroll Employment etc.)

. _ 0, .
Cumulative 2007-2017 10.7% Rank: 6 State Minimum Wage N .
ID (federal floor is $7.25) !

6% - uU.S.

4% - Average Workers’ Compensation Costs

20 - (per $100 of payroll) $1.81 30

0%

2% Right-to-Work State? Vs 1

45 (option to join or support a union)

o ber of diture Limi

8% - Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX ,

46 Economic 48 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 27.0% Rank:34 EeconomicouTLOOKRANK 48 48 48 40 43 44 48
IL

&% - U-s. Variable Data Rank

5% -
4% -
3% -
2% -,
1% -

Top Marginal Personal Income Tax Rate 4.95% 16

Top Marginal Corporate Income Tax Rate 9.50% 43

Personal Income Tax Progressivity

0% % J + + + + + + + d
9 - ; / (change in tax liability per $1,000 of income) $1.47 14

2% -
Property Tax Burden
-3% - (per $1,000 of personal income) $40.60 2

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden
(per $1,000 of personal income)

$20.90 | 20
Absolute Domestic Migration -783,319  Rank: 48

Cumulative 2008-2017 Remaining Tax Burden
(in thousands) (per $1,000 of personal income) $21.16 39

Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes . $7.60 50
(2017 & 2018, per $1,000 of personal income)

Debt Service as a Share of Tax Revenue 10.0% 49

Public Employees Per 10,000
120 - of Population (full-time equivalent) GEED g

-140 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 59.1 48

Non-Farm Payroll Employment etc)

; _ o .
Cumulative 2007-2017 1.6% Rank: 41 State Minimum Wage - )3
IL (federal floor is $7.25) :
uU.S.

Average Workers’ Compensation Costs
(per $100 of payroll) $1.80 23
Right-to-Work State?
(option to join or support a union) e o
Number of Tax Expenditure Limits 0 34

(O=least/worst 3=most/best)
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IGIERE

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 Z Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017 Rank: 26

IN
U.s.

30.9%

8% -
6% -
4% -

2% =

0%
2% -
-4% -
6% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

-75,322 Rank: 38

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment
Cumulative 2007-2017 Rank: 27
IN

u.s.

4.0%

‘11 ‘12 ‘13 ‘14 15 ‘16 17

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
ECONOMICOUTLOOKRANK 2414 3 3 6 2 3

mm

Top Marginal Personal Income Tax Rate 5.25% 22
Top Marginal Corporate Income Tax Rate 5.75% 14
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $0.70 13
Property Tax Burden

(per $1,000 of personal income) $22.61 oy
Sales Tax Burden

(per $1,000 of personal income) $25.74 35
Remaining Tax Burden

(per $1,000 of personal income) $15.47 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $1.76 38
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 8.3% 39
Public Employees Per 10,000

of Population (full-time equivalent) ST 1
State Liability System Survey

(tort litigation treatment, judicial impartiality, 71.9 15
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 L
Average Workers’ Compensation Costs $0.87 2
(per $100 of payroll) !
Right-to-Work State? Vs 1
(option to join or support a union)

Number of Tax Expenditure Limits 1 15
(O=least/worst 3=most/best)
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 9 Economic Z 5 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 34.3% Rank:21 ECONOMICOUTLOOKRANK 22 25 25 25 29 29 29
1A

::f U Variable DETE] Rank
6% -
59 - Top Marginal Personal Income Tax Rate 5.37% 23
4% -
3% - Top Marginal Corporate Income Tax Rate | 11.64% 46
2% -,
1% = Personal Income Tax Progressivity
0% \/ (change in tax liability per $1,000 of income) 51312 35
1% -
2% -

Property Tax Burden
3% - (per $1,000 of personal income) $34.17 =

‘08’09 ‘10 11 ‘12 ‘13 14 15 16 17
Sales Tax Burden $24.01 30

(per $1,000 of personal income)

Absolute Domestic Migration »
Cumulative 2008-2017 22,212 Rank:30  Remaining Tax Burden $19.48 | 32
(in thousands)

(per $1,000 of personal income)

1- Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes -$0.40 13
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 4.3% 6
Public Employees P.er 10,090 593.0 1
of Population (full-time equivalent)
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 72.6 13

Non-Farm Payroll Employment etc)

; R o .
Cumulative 2007-2017 3.5% Rank: 30 et DR e - .
1A (federal floor is $7.25) ’

3% - u.s.

2% - , .

0 - Average Workers’ Compensation Costs $1.64 21

0% A1 (per $100 of payroll)

1% -

2% Right-to-Work State? Yes 1

-3% - (option to join or support a union)

4% -

-5% -

6% - Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX .' l

40 Economic Z 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 29.9% Rank:31 ECONOMICOUTLOOKRANK 26 11 15 18 27 26 26

KS

% - U.s. .
6% - mm

5% -
4% Top Marginal Personal Income Tax Rate 5.70% 24
3% -
2% \ Top Marginal Corporate Income Tax Rate 7.00% 28
1% -

0% Personal Income Tax Progressivity
-1% (change in tax liability per $1,000 of income) $10.09 27
2% -

3% -
K Property Tax Burden
4% - (per $1,000 of personal income) $31.54 2

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Sales Tax Burden
(per $1,000 of personal income)

$30.57 39

Absolute Domestic Migration

Cumulative 2008-2017 -81,943  Rank: 39 Remaining Tax Burden $1364 | 11
(in thousands) (per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
0
Recently Legislated Tax Changes $3.35 46
5 - (2017 & 2018, per $1,000 of personal income) :
10 - Debt Service as a Share of Tax Revenue 6.4% 24
15 - Public Employees Per 10,000
of Population (full-time equivalent) L/ &40
20 -
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 71.5 18
Non-Farm Payroll Employment etc.)
- _ 0, .
Cumulative 2007-2017 1.5% Rank: 43 State Minimum Wage N .
KS (federal floor is $7.25) !
3% - u.s.
2% - , :
" Average Workers’ Compensation Costs $1.15 6
0% (per $100 of payroll)
1%
2% Right-to-Work State? Vs 1
-3% (option to join or support a union)
4%
5%
6% - Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX B‘

Z 5 Economic 33 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 30.8% Rank:27 EcoNomicouTLooKRANK 3938 3930333331
KY

% U-s. Variable Data Rank

6% -
5% -
4% -
3% -

2% -
1% -

Top Marginal Personal Income Tax Rate 7.20% 39

Top Marginal Corporate Income Tax Rate 7.20% 30

Personal Income Tax Progressivity

0% V ’ ’ ’ ’ ’ ’ ’ ' (change in tax liability per $1,000 of income) 5173 15
1% -
2% -
Property Tax Burden
3% - (per $1,000 of personal income) $19.79 :
‘08 ‘09 ‘10 ‘11 ‘12’13 14 '15 16 ‘17
Sales Tax Burden $19.93 16

(per $1,000 of personal income)
Absolute Domestic Migration

Cumulative 2008-2017 6,118  Rank:21 | Remaining TaxBurden $2003 34
(in thousands) (per $1,000 of personal income)

10 - Estate/Inheritance Tax Levied? Yes 50
8
6 Recently Legislated Tax Changes $1.18 36
4 (2017 & 2018, per $1,000 of personal income) :
2
0 Debt Service as a Share of Tax Revenue 9.1% 44
2
-4 Public Employees Per 10,000
6 of Population (full-time equivalent) SR =
8 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 61.7 42
Non-Farm Payroll Employment etc)
: _ o .
Cumulative 2007-2017 3.5% Rank: 29 State Minimum Wage — .
KY (federal floor is $7.25) ’
3% - uU.S.
Average Workers’ Compensation Costs
(per $100 of payroll) $1.51 18
Right-to-Work State?
. L ’ Yes 1
(option to join or support a union)
Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX
) . 4

39 Economic Z 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 14.2% Rank: 47 ECONOMIC OUTLOOKRANK 19 28 29 26 28 28 27
" T
8% -

6% - Top Marginal Personal Income Tax Rate 3.78%

4%
2 \ /\ / Top Marginal Corporate Income Tax Rate 6.32% 18

0% V \/ \/ Personal Income Tax Progressivity $11.04 29

2% (change in tax liability per $1,000 of income)
4%

Property Tax Burden

(per $1,000 of personal income)

6% - $20.84 8
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17

Sales Tax Burden

(per $1,000 of personal income)

$37.45 46

Absolute Domestic Migration
Cumulative 2008-2017 -7,404 Rank: 25 Remaining Tax Burden $15.55 | 17
(in thousands)

(per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) $2.09 ol
Debt Service as a Share of Tax Revenue 8.7% 43
Public Employees Per 10,000
of Population (full-time equivalent) SEHD el
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 56.6 50

Non-Farm Payroll Employment etc.)

- _ 0, .
Cumulative 2007-2017 1.9% Rank: 39 State Minimum Wage N .
LA (federal floor is $7.25) !

3% - uU.S.
Average Workers’ Compensation Costs
(per $100 of payroll) $2.05 4
Right-to-Work State? Vs 1
(option to join or support a union)
Number of Tax Expenditure Limits 2 3

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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Mai
2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX ! :l
il

3 6 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 25.5% Rank:39 EcONOMICOUTLOOKRANK 47 414042384242
ME

5% - U-s. Variable Data Rank

4% -

3% - Top Marginal Personal Income Tax Rate 7.15% 38
2% -,
Top Marginal Corporate Income Tax Rate 8.93% 41
1% -

0% Personal Income Tax Progressivity

1% - \/ (change in tax liability per $1,000 of income) $25.02 48
2% - Property Tax Burden

3% - (per $1,000 of personal income) 347.53 449

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden
(per $1,000 of personal income)

$23.07 | 24
Absolute Domestic Migration

Cumulative 2008-2017 -1,942  Rank:23  RemainingTax Burden $18.27 | 28
(in thousands) (per $1,000 of personal income)

6 - Estate/Inheritance Tax Levied? Yes 50
5 -
g Recently Legislated Tax Changes 5075 3
2 (2017 & 2018, per $1,000 of personal income) .
1
0 Debt Service as a Share of Tax Revenue 4.4% 7
-1
2
3 Public Employees Per 10,000
. . . 520.4 22
4 of Population (full-time equivalent)
5 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 73.2 9
Non-Farm Payroll Employment etc)
: _ o .
Cumulative 2007-2017 0.4% Rank: 44 et DR e snow | s
ME (federal floor is $7.25) :
3% - u.s.
Average Workers’ Compensation Costs
(per $100 of payroll) s1.84 32
i -to- ?
nght to Wprk State? . No 50
(option to join or support a union)
o - Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Maryland |
2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX }

Z 8 Economic 3 5 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 38.8% Rank:14 EcoNomicouTLooKRANK 20 35 34 33 31 34 32
MD
T
4% -

3% Top Marginal Personal Income Tax Rate 8.95% 44

2% -,

A

0% \/ Personal Income Tax Progressivity $8.90 26

o Top Marginal Corporate Income Tax Rate 8.25% 38

1% - (change in tax liability per $1,000 of income)
2% -

Property Tax Burden

(per $1,000 of personal income)

3% - $26.85 20
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17

Sales Tax Burden

(per $1,000 of personal income)

$12.98 | 8
Absolute Domestic Migration

Cumulative 2008-2017 -152,577  Rank: 42 Remaining Tax Burden $22.03 | 41

(per $1,000 of personal income)

(in thousands)

Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes 4170 6
(2017 & 2018, per $1,000 of personal income) :
Debt Service as a Share of Tax Revenue 5.7% 18
Public Emp?loyees P.er 10,090 506.9 18
of Population (full-time equivalent)
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 70.8 19

Non-Farm Payroll Employment etc.)

- _ 0, .
Cumulative 2007-2017 4.2% Rank: 25 State Minimum Wage e || o
MD (federal floor is $7.25) '

3% - u.s.
Average Workers’ Compensation Costs
(per $100 of payroll) $1.33 12
Right-to-Work State?
(option to join or support a union) e e
Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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Massachusetts

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I 5 Economic Z 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 42.9% Rank:9 ECONOMICOUTLOOKRANK 2529 28 28 26 25 25
MA

%" U-s. Variable Data Rank

6% -
5% -
4% -
3% -
2% -
% - Personal Income Tax Progressivity

0% * \/ * * * * * * * ' (change in tax liability per $1,000 of income) $2.96 17

Top Marginal Personal Income Tax Rate 5.05% 20

Top Marginal Corporate Income Tax Rate 8.00% 36

1% -
2% - Property Tax Burden
-3% - (per $1,000 of personal income)

‘08 ’09 ‘10 ‘11 ‘12 ‘13 14 15 16 17

$36.69 39

Sales Tax Burden
(per $1,000 of personal income) $13.89 3
Absolute Domestic Migration -107,468 Rank: 41

Cumulative 2008-2017 el Ve s $11.87 | 2
(in thousands) (per $1,000 of personal income) .

Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) $2.32 i
Debt Service as a Share of Tax Revenue 8.6% 42
Public Employees Per 10,000
of Population (full-time equivalent) G0/E) d
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 72.1 14
Non-Farm Payroll Employment etc)
: _ o .
Cumulative 2007-2017 9.3% Rank: 8 et DR e ns |
MA (federal floor is $7.25) :
3% - uU.S.
2% - Average Workers’ Compensation Costs
1% - (per $100 of payroll) 51.37 13
0% 4ttt
1% .
2% Right-to-Work State? No 50
3% - (option to join or support a union)
4% -
5% - . P
- Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Michi
2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 26.0% Rank:38 ECONOMICOUTLOOKRANK 17 2012 24 22 20 18
Mmi
" T
6% -
o - Top Marginal Personal Income Tax Rate 6.65% 30
2% = Top Marginal Corporate Income Tax Rate | 8.00% 36
0%
\/ Personal Income Tax Progressivity

2% - (change in tax liability per $1,000 of income) $2.49 16
-4% =

Property Tax Burden
6% - (per $1,000 of personal income) $32.01 e

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Sales Tax Burden $20.89 19

(per $1,000 of personal income)

Absolute Domestic Migration -472,794  Rank: 46 N
Cumulative 2008-2017 SR T UG ET $1511 | 13
(in thousands)

(per $1,000 of personal income)

0 Estate/Inheritance Tax Levied? No 1
20 -
Recently Legislated Tax Changes 4073 9
-40 - (2017 & 2018, per $1,000 of personal income) !
60 -
Debt Service as a Share of Tax Revenue 8.2% 38
-80 -
100 - Public Emp?loyees Per 10,000 435.4 4
of Population (full-time equivalent)
120 -
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 70.4 22
Non-Farm Payroll Employment etc.)
- _ [ .
Cumulative 2007-2017 3.3% Rank: 31 State Minimum Wage - w4
Mi (federal floor is $7.25) '
% - us.
% - . Average Workers’ Compensation Costs
2% e
0% /_\ N (per $100 of payroll) $1.38 14
2% .
4% nght-to-WQrk State? . Vs 1
% - (option to join or support a union)
8% - . —
Number of Tax Expenditure Limits
-10% - 2 3

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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Minnesota

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic

21

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

Performance Rank

State Gross Domestic Product

Cumulative Growth 2007-2017 35.3% Rank: 18
MN
5% - uU.S.

4% -
3% -
2% -,
1% -
0%

2% -

-3% -

‘08 ’09 ‘10 ‘11 ‘12 ‘13 14 15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

-56,294 Rank: 35

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 ‘16 ‘17

Non-Farm Payroll Employment

Cumulative 2007-2017 6.3%

Rank: 18

MN
u.s.

3% -

2% -

1% -

0% A—t—ttt
-1%

-2%

3% -

4% -

5% -

-6% -

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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41

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.

Economic
Outlook Rank

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMIC OUTLOOKRANK 41 46 46 48 45 45 44

Variable Data Rank
Top Marginal Personal Income Tax Rate 9.85% 45
Top Marginal Corporate Income Tax Rate 9.80% 44
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $19.03 45
Property Tax Burden

(per $1,000 of personal income) $30.12 e
Sales Tax Burden

(per $1,000 of personal income) $19.98 17
Remaining Tax Burden

(per $1,000 of personal income) 524.17 w2
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $2.14 3
(2017 & 2018, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 5.2% 11
Public Employees Per 10,000

of Population (full-time equivalent) 2 24
State Liability System Survey

(tort litigation treatment, judicial impartiality, 74.2 4
etc.)

State Minimum Wage

(federal floor is $7.25) $9.86 e
Average Workers’ Compensation Costs

(per $100 of payroll) 51.67 23
Right-to-Work State?

(option to join or support a union) e o
Number of Tax Expenditure Limits 0 34
(O=least/worst 3=most/best)




Mississippil

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 8 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017 Rank: 45

Ms
U.s.

~ T ——_
Vv

20.1%

8% -
6%

4% -
2% =

0%

2% -
-4% -
6% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

-68,687  Rank: 37

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment
Cumulative 2007-2017 Rank: 45
Ms

u.s.

0.0%

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

3

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMICOUTLOOKRANK 151014 2017 22 24

mm

Top Marginal Personal Income Tax Rate 5.00% 18
Top Marginal Corporate Income Tax Rate 5.00% 11
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $7.93 24
Property Tax Burden

(per $1,000 of personal income) $27.84 -
Sales Tax Burden

(per $1,000 of personal income) $31.12 40
Remaining Tax Burden

(per $1,000 of personal income) $21.10 e
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.42 12
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 4.8% 10
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 61.1 44
etc.)

State Minimum Wage

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

(per $100 of payroll) $1.54 20
Right-to-Work State? Vs 1
(option to join or support a union)

Number of Tax Expenditure Limits 2 3
(0=least/worst 3=most/best)
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Missouri

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 ; Economic Z 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 26.5% Rank:36 ECONOMICOUTLOOKRANK 7 23 24 27 24 24 23
MO

5% - U-s. Variable Data Rank

4% -

3% - Top Marginal Personal Income Tax Rate 6.40% 28

2% -,

\ Top Marginal Corporate Income Tax Rate 6.59% 24
1% =
0% Personal Income Tax Progressivity
1% - \/ (change in tax liability per $1,000 of income) $12.37 32
2 Property Tax Burden
3% - (per $1,000 of personal income) $22.50 g
‘08 ‘09 ‘10 ‘11 ‘12 ‘13 ‘14 15 16 ‘17
Sales Tax Burden $23.30 25

(per $1,000 of personal income)

Absolute Domestic Migration ,
Cumulative 2008-2017 60.087 Rank:36  RemainingTaxBurden $13.56 8
(in thousands)

(per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) -50.04 e
Debt Service as a Share of Tax Revenue 7.9% 34
Public Employees Per 10,000
of Population (full-time equivalent) S e
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 58.1 49
Non-Farm Payroll Employment etc)
: _ o .
Cumulative 2007-2017 2.7% Rank: 34 State Minimum Wage o 28
MO (federal floor is $7.25) :
3% - uU.S.
2% - Average Workers’ Compensation Costs
1% - (per $100 of payroll) $1.68 24
0% vy
1% q
2% Right-to-Work State? No 50
3% - (option to join or support a union)
4% -
5% - Number of Tax Expenditure Limits
6% - 3 1

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Montana

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product

Cumulative Growth 2007-2017 30.5% Rank: 28
MT

8% - U.S.

7% -

6% -

5% -

4% -

3% -

2%

1% \

0%

o Vv

2% -

-3% -

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Absolute Domestic Migration
Cumulative 2008-2017 47,060 Rank: 15

(in thousands)

10 -
9
8
7
6
5
4
3
2
1
0
‘08 ‘09 ‘10 ‘11’12 '13 14’15 16 17
Non-Farm Payroll Employment
Cumulative 2007-2017 6.4% Rank: 17
MT
u.s.

‘14 ’15  ’16 17

12 13

39 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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMIC OUTLOOKRANK 36 42 43 43 403943

mm

Top Marginal Personal Income Tax Rate 6.90% 32
Top Marginal Corporate Income Tax Rate 6.75% 26
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $17.75 42
Property Tax Burden

(per $1,000 of personal income) $34.89 e
Sales Tax Burden

(per $1,000 of personal income) $0.00 1

Remaining Tax Burden

(per $1,000 of personal income) $20.60 e
Estate/Inheritance Tax Levied? No 1

Recently Legislated Tax Changes $1.17 35
(2017 & 2018, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 4.5% 9

Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 68.7 27
etc.)

State Minimum Wage

(federal floor is $7.25) $8.50 =
Average Workers’ Compensation Costs

(per $100 of payroll) $2.01 38
Right-to-Work State?

(option to join or support a union) e e
Number of Tax Expenditure Limits 0 34
(O=least/worst 3=most/best)

www.alec.org 101




Nebraska

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 439% Rank:4 EeconomicouTLookRANK 3137 35 31 32 32 28

NE

10% - U-s. Variable Data Rank

8% -
% - Top Marginal Personal Income Tax Rate 6.84% 31
4% - Top Marginal Corporate Income Tax Rate 7.81% 34

2% -,

Personal Income Tax Progressivity

0% \/ (change in tax liability per $1,000 of income) 518.34 44
2% - ;
Property Tax Burden
-4% - (per $1,000 of personal income) $38.18 “o
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden $22.78 23

(per $1,000 of personal income)

Absolute Domestic Migration »
Cumulative 2008-2017 -14,759 Rank:27  RemainingTax Burden $13.99 | 12
(in thousands)

(per $1,000 of personal income)

2- Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes 4$3.34 2
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 5.7% 17
Public Employees Per 10,000
5 of Population (full-time equivalent) 2/ 9
6 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 73.5 7
Non-Farm Payroll Employment etc)
: _ o .
Cumulative 2007-2017 5.3% Rank: 19 State Minimum Wage - -
NE (federal floor is $7.25) :
3% - u.s.
2% - Average Workers’ Compensation Costs
1% - (per $100 of payroll) $1.70 25
0%
1% - i
2% Right-to-Work State?
. L ’ Yes 1
-3% - (option to join or support a union)
4% -
5% - . L
o - Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Nevada

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product

Cumulative Growth 2007-2017 20.3% Rank: 44
NV
8% - uU.S.

6% -
4% -
2% =

0%
-2%
4% -
-6% -
-8% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017 146,000 Rank: 11

(in thousands)

50 -
40 -
30 -
20 -
10 -
0

-10 -
-20 -
‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment
Cumulative 2007-2017 5.0% Rank: 20

NV
U.s.

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

a 2l

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMICOUTLOOKRANK 1813 8 101413 13

mm

Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 0.64% 3
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) 52272 e
Sales Tax Burden

(per $1,000 of personal income) $38.46 49
Remaining Tax Burden

(per $1,000 of personal income) $35.75 =
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.14 26
(2017 & 2018, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 8.1% 36
Public Employees Per 10,000 385.5 1
of Population (full-time equivalent) :

State Liability System Survey

(tort litigation treatment, judicial impartiality, 66.6 37
etc.)

State Minimum Wage

(federal floor is $7.25) $8.25 =
Average Workers’ Compensation Costs $1.18 3
(per $100 of payroll) ’
Right-to-Work State? Vs 1
(option to join or support a union)

Number of Tax Expenditure Limits 2 3
(0=least/worst 3=most/best)
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New Hampshire

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Economic

19

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

Performance Rank

State Gross Domestic Product

Cumulative Growth 2007-2017 34.4% Rank: 20
NH

6% - uU.S.

5% -

4% =

3% -

2% -,

1% =

0%

nN

2% -

-3% -

‘08 ‘09 10 11 12 ‘13 ‘14’15 ‘16’17
Absolute Domestic Migration
Cumulative 2008-2017 -2,658 Rank: 24

(in thousands)

6.
5
4
3
2
1
0
-1
2
-3
4 -
‘08 ‘09 10 ‘11 '12 '13 ‘14 15 16 17
Non-Farm Payroll Employment
Cumulative 2007-2017 4.7% Rank: 22
NH
3% - u.s.

2% *

1% -

0% -ttt
-1%

-2%

3% -

-4% -

5% -

-6% -

‘08

‘09 ‘10 ‘11 12 ‘13 14 ‘16
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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.

Economic
Outlook Rank

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMIC OUTLOOKRANK 28 27 3229231817

Variable Data Rank
Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 7.70% 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) $55.44 o
Sales Tax Burden

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

(per $1,000 of personal income) $19.78 =
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.35 14
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 6.9% 27
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 73.9 5
etc.)

State Minimum Wage

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

(per $100 of payroll) $1.70 25
Right-to-Work State?

(option to join or support a union) e o
Number of Tax Expenditure Limits 0 34
(O=least/worst 3=most/best)




2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX Q ]l

Economic 46 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 25.3%  Rank:40 EcoNomIcOUTLOOKRANK 42 39 45 46 48 48 46

NJ

- U.S.
4% -
3% Top Marginal Personal Income Tax Rate 11.75% 48
2% -

\ Top Marginal Corporate Income Tax Rate | 11.50% 45
1% -

0% Personal Income Tax Progressivity

1% - V (change in tax liability per $1,000 of income) 524.81 47
2% - Property Tax Burden

-3% - (per $1,000 of personal income) $51.13 48

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Sales Tax Burden
(per $1,000 of personal income)

$16.88 | 11
Absolute Domestic Migration

Cumulative 2008-2017 -502,748  Rank: 47 Remaining Tax Burden $1330 | 7

(per $1,000 of personal income)

(in thousands)

Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) $0.06 -
Debt Service as a Share of Tax Revenue 5.6% 15
Public Employees Per 10,000
of Population (full-time equivalent) el 24
80 -
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 63.8 41
Non-Farm Payroll Employment etc.)
- _ 0, .
Cumulative 2007-2017 1.6% Rank: 42 State Minimum Wage - a
NJ (federal floor is $7.25) !
3% - uU.S.
2% - - Average Workers’ Compensation Costs
1% - ~ (per $100 of payroll) $2.84 48
0% s
_1% -
2% Right-to-Work State? No 50
3% - (option to join or support a union)
4% -
5% - . L
o - Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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New Mexico

2019 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 16.9% Rank:46 EcoNomicouTLOOKRANK 35 33 37 34 34 35 35
NM

5% - U-s. Variable Data Rank

4%
3% - Top Marginal Personal Income Tax Rate 4.90% 15

2% -
Top Marginal Corporate Income Tax Rate 5.90% 15

Personal Income Tax Progressivity
\/ (change in tax liability per $1,000 of income) $11.70 31

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

1% -

0%

1% -

2% -

-3% - $19.90 7

‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden
(per $1,000 of personal income)

$38.08 48

Absolute Domestic Migration

Cumulative 2008-2017 -46,966 Rank:32  Remaining Tax Burden $16.92 | 25
(in thousands) (per $1,000 of personal income)

10 - Estate/Inheritance Tax Levied? No 1

Recently Legislated Tax Changes

0 (2017 & 2018, per $1,000 of personal income) $0.02 =
5 - Debt Service as a Share of Tax Revenue 6.9% 26
-10 - Public Employees P.er 10,090 5915 mn
of Population (full-time equivalent)
-15 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 68.2 32
Non-Farm Payroll Employment etc)
i - _1 50, .
Cumulative 2007-2017 1.5% RANK: 48 et DR e - ’s
NM (federal floor is $7.25) :
3% - u.s.
Average Workers’ Compensation Costs
(per $100 of payroll) $1.50 17
Right-to-Work State?
(option to join or support a union) e o
Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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New York

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017 Rank: 3

NY
U.s.

44.9%

8% -
% -
6% -
5% -
4% -
3% -
2% -,
1% =
0%
w7
2% -
-3% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017 -1,316,263

(in thousands)

Rank: 50

0
50 -
-100 -
-150 -
-200 -
-250 -

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment

Cumulative 2007-2017 9.2%

RANK: 9

NY
U.s.

3% -
2% -
1% -
0%
1% -
-2%
3% -
4% -
5% -
-6% -

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

..A-

\gl
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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMIC OUTLOOKRANK 50 49 50 50 50 50 50
T
Top Marginal Personal Income Tax Rate 12.70% 49
Top Marginal Corporate Income Tax Rate | 17.23% 50
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $17.30 4
Property Tax Burden
(per $1,000 of personal income) $46.26 e
Sales Tax Burden
(per $1,000 of personal income) $24.95 33
Remaining Tax Burden
(per $1,000 of personal income) $20.14 e
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $1.30 37
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 8.3% 40
Public Employees Per 10,000
of Population (full-time equivalent) Btk e
State Liability System Survey
(tort litigation treatment, judicial impartiality, 68.4 29
etc.)
State Minimum Wage
(federal floor is $7.25) $11.10 “E
Average Workers’ Compensation Costs
(per $100 of payroll) $3.08 50
Right-to-Work State?
(option to join or support a union) e e
Number of Tax Expenditure Limits 0 34
(0=least/worst 3=most/best)
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North Carolina

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 36.4% Rank:15 ECONOMICOUTLOOKRANK 2322 6 4 2 3 7

NC

;:f U-s. Variable Data Rank
5% - Top Marginal Personal Income Tax Rate 5.25% 21

4%

3% -
2% =
1% =

Top Marginal Corporate Income Tax Rate 2.50% 4

Personal Income Tax Progressivity

0% (change in tax liability per $1,000 of income) $7.00 19
1% -
2% -
Property Tax Burden
3% - (per $1,000 of personal income) $23.20 e
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden $23.24 26

(per $1,000 of personal income)

Absolute Domestic Migration »
Cumulative 2008-2017 504,243  Rank:3 RemainingTaxBurden $15.98 | 21
(in thousands)

(per $1,000 of personal income)

120 - Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$1.89 4
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 5.4% 12
Public Employees P.er 10,090 547.4 36
of Population (full-time equivalent)

‘08 ‘09 ‘10 ‘11 12 13 ‘14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 68.2 33

Non-Farm Payroll Employment etc)

; R o .
Cumulative 2007-2017 6.8% Rank: 16 State Minimum Wage — .
NC (federal floor is $7.25) ’
4% uU.S.

3%
2%
1%
0%
-1%
-2%
-3%
-4%
-5%
-6%
7%

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17

Average Workers’ Compensation Costs
.P'MQ\ (per $100 of payroll) 51.84 32
Right-to-Work State?
(option to join or support a union)

Yes 1

Number of Tax Expenditure Limits
(O=least/worst 3=most/best)
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North Dakota

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017 Rank: 1

ND
U.s.

83.1%

30% -
25% -
20% -
15% =

10%

5% -

0% *
-5% -

-10% -

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15’16 ‘17
Absolute Domestic Migration
Cumulative 2008-2017 42,140 Rank: 16

(in thousands)

20 -

‘08 ‘09 ‘10 ‘11’12 '13 14’15 16 17
Non-Farm Payroll Employment
Cumulative 2007-2017 18.4% Rank: 1
ND
12% - u.s.
10% -
8% -
6% -
4% -
2%
0% D \
-2%
_4%.
6% -
-8% -
‘08 ‘09 ‘10 ‘11 ’12 ’13 ‘14’15 ‘16 17

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
ECONOMICOUTLOOKRANK 5 2 4 2 3 4 4

mm

Top Marginal Personal Income Tax Rate 2.90% 10
Top Marginal Corporate Income Tax Rate 4.31% 7
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $8.60 25
Property Tax Burden

(per $1,000 of personal income) $24.59 1z
Sales Tax Burden

(per $1,000 of personal income) $32.18 43
Remaining Tax Burden

(per $1,000 of personal income) $18.64 =
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$3.49 1
(2017 & 2018, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 3.8% 3
Public Employees Per 10,000

of Population (full-time equivalent) (B2 44
State Liability System Survey

(tort litigation treatment, judicial impartiality, 71.5 17
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 L
Average Workers’ Compensation Costs $0.82 1
(per $100 of payroll) !
Right-to-Work State? Vs 1
(option to join or support a union)

Number of Tax Expenditure Limits 0 34
(0=least/worst 3=most/best)

www.alec.org 109



[ ]
Ohio ~y
2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX -

38 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 31.5% Rank:25 ECONOMICOUTLOOKRANK 37 2623 23 18 19 21
OH

7% - U-s. Variable Data | Rank

6%
5%
4%
3%
2%
1%
0%

Top Marginal Personal Income Tax Rate 7.50% 40

Top Marginal Corporate Income Tax Rate 3.67% 6

Personal Income Tax Progressivity

-1% (change in tax liability per $1,000 of income) $12.97 34
-2%
3% - Property Tax Burden
4% - (per $1,000 of personal income) $28.20 =
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden $24.76 32

(per $1,000 of personal income)
Absolute Domestic Migration

Cumulative 2008-2017 -312,403  Rank: 45 Remaining Tax Burden $1730 | 26
(in thousands) (per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) -50.04 o
Debt Service as a Share of Tax Revenue 5.7% 16
Public Employees P.er 10,090 505.0 17
of Population (full-time equivalent)
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 68.7 26

Non-Farm Payroll Employment etc)

: _ o .
Cumulative 2007-2017 2.1% Rank: 37 State Minimum Wage - )
OH (federal floor is $7.25) ’

3% uU.S.

2% Average Workers’ Compensation Costs

(1):;: (per $100 of payroll) $1.40 15

1%

2% ight-to- ?

o nght to \!Vprk State? . No 50

4% (option to join or support a union)

5%

-6% . . .

iy Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX E l

Z O Economic I 3 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 A forward-looking forecast based on the state’s standing
performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy
important performance variables shown below. variables shown below. Data reflect state and local rates
These variables are highly influenced by state policy. and revenues and any effect of federal deductibility.
State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
Cumulative Growth 2007-2017 30.2% Rank:29 ECONOMICOUTLOOKRANK 1419 21 16 10 16 16

OK

e U.S. mm

10% Top Marginal Personal Income Tax Rate 5.00% 18

5% - Top Marginal Corporate Income Tax Rate 6.00% 16

0% * s

Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $7.41 20
5% -
Property Tax Burden
-10% - (per $1,000 of personal income) $16.26 2
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Sales Tax Burden $26.76 37

(per $1,000 of personal income)
Absolute Domestic Migration

Cumulative 2008-2017 68,399  Rank: 14 Remaining Tax Burden $1573 | 19
(in thousands) (per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) $5.61 =
Debt Service as a Share of Tax Revenue 5.4% 13
Public Employees Per 10,000
of Population (full-time equivalent) SR =2
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 68.3 31

Non-Farm Payroll Employment etc.)

- _ 0, .
Cumulative 2007-2017 4.4% Rank: 24 State Minimum Wage N .
OK (federal floor is $7.25) !

3% - uU.S.
Average Workers’ Compensation Costs
(per $100 of payroll) 5171 27
Right-to-Work State? Vs 1
(option to join or support a union)
Number of Tax Expenditure Limits 2 3

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX t 2]

Economic 44 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 40.6% Rank:10 ECONOMICOUTLOOKRANK 454442 45414141
OR

8% - U-s. Variable Data | Rank

6% -
Top Marginal Personal Income Tax Rate 10.66% 46
4% -

Top Marginal Corporate Income Tax Rate | 11.65% 47

2% \
Personal Income Tax Progressivity

0%
V (change in tax liability per $1,000 of income) $14.86 38
2% -

Property Tax Burden
(per $1,000 of personal income) $31.74 =

4% -
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden
(per $1,000 of personal income)

$0.00 1

Absolute Domestic Migration »
Cumulative 2008-2017 231,088 Rank:10  RemainingTax Burden $22.18 | 42
(in thousands)

(per $1,000 of personal income)

60 - Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes . $4.35 48
(2017 & 2018, per $1,000 of personal income)
Debt Service as a Share of Tax Revenue 7.5% 33
Public Employees P.er 10,0F)0 485.1 10
of Population (full-time equivalent)

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 70.4 21

Non-Farm Payroll Employment etc)

: _ o .
Cumulative 2007-2017 8.8% Rank: 10 State Minimum Wage s | m
OR (federal floor is $7.25) :

6% = uU.S.

4% - Average Workers’ Compensation Costs $1.15 6

o f"ﬁ (per $100 of payroll) .

0%

i -to- ?

2% nght to \!Vprk State? . No 50

4% (option to join or support a union)

6% = . P
Number of Tax Expenditure Limits

8% = 2 3

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Pennsylvania

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 3 Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017 Rank: 19

PA
U.s.

34.9%

5% -
4% 4
3%
2%

1%

0%

1%

2% -
-3% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

-213,835  Rank: 44

10 -
0

10 -
20 -
-30 -
-40 -
-50 -
60 -

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment
Cumulative 2007-2017

Rank: 32

PA
U.s.

2.9%

0% Attt 1

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

I"l ; '
_
38

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

EcoNomic ouTLoOKRANK 40 34 33 41 39 38 38
T
Top Marginal Personal Income Tax Rate 6.95% 35
Top Marginal Corporate Income Tax Rate | 16.88% 49
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) $29.09 =
Sales Tax Burden
(per $1,000 of personal income) $17.15 12
Remaining Tax Burden
(per $1,000 of personal income) $22.82 =
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $0.10 25
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 7.2% 31
Public Employees Per 10,000
of Population (full-time equivalent) Az 2
State Liability System Survey
(tort litigation treatment, judicial impartiality, 66.3 38
etc.)
State Minimum Wage
(federal floor is $7.25) $7.25 L
Average Workers’ Compensation Costs
(per $100 of payroll) $1.85 34
Right-to-Work State?
(option to join or support a union) e e
Number of Tax Expenditure Limits 0 34
(0=least/worst 3=most/best)
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Rhode Island

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

-

Economic 43 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017  24.0% Rank: 43  EcoNomicouTLOOKRANK 43 4541 39 35 36 39
RI

5% - U-s. Variable Data Rank

4% -

3% - Top Marginal Personal Income Tax Rate 5.99% 27

2% -
» Top Marginal Corporate Income Tax Rate 7.00% 28

0% Personal Income Tax Progressivity
1% ./\/ (change in tax liability per $1,000 of income) $11.30 30

2% *

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

3% - $47.86 47
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17

Sales Tax Burden

(per $1,000 of personal income)

$18.24 13

Absolute Domestic Migration »
Cumulative 2008-2017 -51,209 Rank:33  Remaining Tax Burden $18.25 | 27
(in thousands)

(per $1,000 of personal income)

Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $0.79 32
(2017 & 2018, per $1,000 of personal income) )
Debt Service as a Share of Tax Revenue 9.4% 46
Public Employees Per 10,000
of Population (full-time equivalent) CR 2

-8 -

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 69.9 24

Non-Farm Payroll Employment etc)

: _ o .
Cumulative 2007-2017 1.9% Rank: 40 State Minimum Wage s1050 | a1
RI (federal floor is $7.25) :

3% - uU.S.

2% - Average Workers’ Compensation Costs

1% - (per $100 of payroll) 52.19 43

0% At i s

1% - i

2% Right-to-Work State? No 50

3% (option to join or support a union)

4% -

5% - Number of Tax Expenditure Limits

6% - 2 3

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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South Carolina

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017

Rank: 13

SC
u.s.

39.1%

7% -
6% -
5% -
4% -
3% -
2% =

1%-\
0% = V

1% -
2% -
-3% -

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15’16 ‘17
Absolute Domestic Migration
Cumulative 2008-2017 356,611 Rank: 5

(in thousands)
60 -

‘08 ‘09 ‘10 ‘11’12 '13 14’15 16 17
Non-Farm Payroll Employment
Cumulative 2007-2017 8.0% Rank: 12
sc
u.s.

4% -
2% ~

0% -ttt
2% -
4% -
6% -
8% -

‘08  '09 11 12’13 ‘14 ‘16 17

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMICOUTLOOKRANK 27 31 3132 30 27 33

mm

Top Marginal Personal Income Tax Rate 7.00% 37
Top Marginal Corporate Income Tax Rate 5.00% 11
Personal Income Tax Progressivity

(change in tax liability per $1,000 of income) $18.26 43
Property Tax Burden

(per $1,000 of personal income) $29.36 e
Sales Tax Burden

(per $1,000 of personal income) $19.16 14
Remaining Tax Burden

(per $1,000 of personal income) $16.21 =
Estate/Inheritance Tax Levied? No 1

Recently Legislated Tax Changes

(2017 & 2018, per $1,000 of personal income) 52.82 e
Debt Service as a Share of Tax Revenue 8.4% 41
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 67.7 34
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 L

Average Workers’ Compensation Costs

(per $100 of payroll) $1.95 37
Right-to-Work State? Vs 1

(option to join or support a union)

Number of Tax Expenditure Limits 1 15
(0=least/worst 3=most/best)
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South Dakota

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

I Z 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 435% Rank:6 ECONOMICOUTLOOKRANK 2 3 2 9 1112 9
SD

12% - U-s. Variable Data | Rank

10%

8% Top Marginal Personal Income Tax Rate 0.00% 1
6%
) Top Marginal Corporate Income Tax Rate 0.00% 1
4%

2% Personal Income Tax Progressivity

0% (change in tax liability per $1,000 of income) $0.00 2
2% Property Tax Burden $2873 27
4% - (per $1,000 of personal income) :
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17
Sales Tax Burden $32.11 42

(per $1,000 of personal income)
Absolute Domestic Migration

Cumulative 2008-2017 17,820  Rank:20  Remaining Tax Burden $19.38 | 31
(in thousands) (per $1,000 of personal income)

5- Estate/Inheritance Tax Levied? No 1
4
Recently Legislated Tax Changes
3
(2017 & 2018, per $1,000 of personal income) $0.00 =
2
1 Debt Service as a Share of Tax Revenue 5.9% 20
0
p Public Employees P.er 10,090 540.6 33
of Population (full-time equivalent)
2 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 75.3 1
Non-Farm Payroll Employment etc)
: _ o .
Cumulative 2007-2017 7.2% Rank: 15 State Minimum Wage - i
SD (federal floor is $7.25) :
3% - u.s.
2% - Average Workers’ Compensation Costs
1% 3 (per $100 of payroll) $1.73 28
0%
A% - i
29, Right-to-Work State?
° . . ’ Yes 1
3% - (option to join or support a union)
4% -
5% - . .
P Number of Tax Expenditure Limits 1 15

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Tennessee

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017

Rank: 7

TN
U.s.

43.1%

7% -
6% -
5% -
4% -
3%

2% -
1% -
0% *
1% =
2% -

\'\7
-3% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

235,494  Rank:9

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment

Cumulative 2007-2017 Rank: 13
TN

u.s.

8.0%

4% -
2% ~

0% ottt 1

-2%
4% -
6% -
8% -
‘08 09 ‘10 ‘11 ‘12 ‘13 ‘14 ‘15 ‘16 ‘17

_)

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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMICOUTLOOKRANK 12181917 7 5 12

mm

Top Marginal Personal Income Tax Rate 0.00% 1

Top Marginal Corporate Income Tax Rate 6.50% 21
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) $19.37 :

Sales Tax Burden

(per $1,000 of personal income) $31.94 4
Remaining Tax Burden

(per $1,000 of personal income) $19.12 e
Estate/Inheritance Tax Levied? No 1

Recently Legislated Tax Changes $2.05 39
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 6.9% 28
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 68.3 30
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 L

Average Workers’ Compensation Costs

(per $100 of payroll) $1.52 19
Right-to-Work State? Vs 1

(option to join or support a union)

Number of Tax Expenditure Limits 1 15
(O=least/worst 3=most/best)
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Texas

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017 Rank: 12

X
u.s.

39.6%

10% -
8%

6% -
4% -
2%

0%
-2%
-4% -
6% -
-8% -

‘08 ’09 ‘10 ‘11 ‘12 ‘13 14 15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

1,310,644 Rank: 1

200 -
180 -
160
140
120
100
80
60
40
20

‘08 ‘09 ‘10 ‘11 ‘12 ’13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment

Cumulative 2007-2017 17.0% Rank: 3

TX

2% - u.s.
3% -

2% -

1%

0% N
1% -
2%
-3% -
4% -
5% -
6% -

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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)

15

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.

Economic
Outlook Rank

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMICOUTLOOKRANK 1612131112 9 14

Variable Data Rank
Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 2.62% 5
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) $38.35 L
Sales Tax Burden

(per $1,000 of personal income) $27.98 38
Remaining Tax Burden

(per $1,000 of personal income) $16.31 =
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.00 20
(2017 & 2018, per $1,000 of personal income) :

Debt Service as a Share of Tax Revenue 9.9% 48
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 64.3 40
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 L
Average Workers’ Compensation Costs $1.21 9
(per $100 of payroll) !
Right-to-Work State? Yes 1
(option to join or support a union)

Number of Tax Expenditure Limits 1 15
(O=least/worst 3=most/best)




Utah

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product

Cumulative Growth 2007-2017 43.8% Rank: 5
uT
% - uU.S.

6% -
5% -
4% -
3% -
2% -

1%-\

0% L
o - V
2% -

-3% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

77,629  Rank: 12

25 -
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Non-Farm Payroll Employment

Cumulative 2007-2017 17.6%

Rank: 2

uT
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8% -
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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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018
ECONOmIcOUTLOOKRANK 1 1 1 1 1 1 1

mm

Top Marginal Personal Income Tax Rate 4.95% 16
Top Marginal Corporate Income Tax Rate 4.95% 10
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) $24.75 e
Sales Tax Burden

(per $1,000 of personal income) $22.56 22
Remaining Tax Burden

(per $1,000 of personal income) $13.63 1y
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.73 31
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 5.6% 14
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 72.8 12
etc.)

State Minimum Wage

(federal floor is $7.25) $7.25 L
Average Workers’ Compensation Costs $1.06 5
(per $100 of payroll) :
Right-to-Work State? Vs 1
(option to join or support a union)

Number of Tax Expenditure Limits 1 15
(0=least/worst 3=most/best)
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Vermont

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

3 I 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 31.8% Rank:24 EcoNomicOUTLOOKRANK 49 5049 49 49 49 49
VT

&% - U-s. VELE Data | Rank

5% -
4%
3% -
2% -,

1% '\
o, . . . . . . . . ) Personal Income Tax Progressivity
0%

\/ (change in tax liability per $1,000 of income) 52878 49

Top Marginal Personal Income Tax Rate 8.75% 43

Top Marginal Corporate Income Tax Rate 8.50% 39

1% -
2% -
-3% -

‘08 ’09 ‘10 ‘11 ‘12 ‘13 14 15 16 17

Property Tax Burden
(per $1,000 of personal income) $51.68 &
Sales Tax Burden

(per $1,000 of personal income)

$12.29 7

Absolute Domestic Migration »
Cumulative 2008-2017 -12,819 Rank:26  Remaining Tax Burden $2721 | 48
(in thousands)

(per $1,000 of personal income)

Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes $0.22 27
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 4.0% 4
Public Employees Per 10,000
of Population (full-time equivalent) BE5) 47
25 -
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 75.2 2
Non-Farm Payroll Employment etc)
: _ o, .
Cumulative 2007-2017 2.0% Rank: 38 State Minimum Wage s |
VT (federal floor is $7.25) .
3% - uU.S.
2% - Average Workers’ Compensation Costs
1% (per $100 of payroll) $2.09 42
0%
1% q
2% Right-to-Work State? No 50
3% - (option to join or support a union)
4% -
5% - . L
o Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Virginia

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

Z 7 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 29.9% Rank:30 ECONOMICOUTLOOKRANK 3 5 1112131110
VA

7

4% -

3% - Top Marginal Personal Income Tax Rate 5.75% 25

2% -
o Top Marginal Corporate Income Tax Rate 7.62% 32

0% Personal Income Tax Progressivity $6.45 18
1% - \/ (change in tax liability per $1,000 of income) :

2% -

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

3% - $29.23 29
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17

Sales Tax Burden

(per $1,000 of personal income)

$11.88 6

Absolute Domestic Migration N
Cumulative 2008-2017 -18,712  Rank: 29 Remaining Tax Burden $15.90 | 20
(in thousands)

(per $1,000 of personal income)

30 - Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes
(2017 & 2018, per $1,000 of personal income) $0.82 e
Debt Service as a Share of Tax Revenue 6.7% 25
Public Employees Per 10,000
of Population (full-time equivalent) S A2

‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 72.8 10

Non-Farm Payroll Employment etc.)

- _ 0, .
Cumulative 2007-2017 4.8% Rank: 21 State Minimum Wage N .
VA (federal floor is $7.25) !

% - us.

3% Average Workers’ Compensation Costs

f:;“ (per $100 of payroll) $1.28 10

0%

-1% Right-to-Work State?

2% . L . Yes 1

3% (option to join or support a union)

4%

5% ; i

o Number of Tax Expenditure Limits 0 34

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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Washington

2019 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
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product

Cumulative Growth 2007-2017 51.3% Rank: 2
WA

7% - U.S.

6% -

5% -

4% -

3% -

2% -

1% -

0% \v/

1% -

2% -

3% -

‘08 ’09 ‘10 ‘11 ‘12 ‘13 14 15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

347,101 Rank:7

‘08 ‘09 ‘10 ‘11 ‘12 ’13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment

Cumulative 2007-2017 12.4% Rank: 5

WA

4% - U.S.
3% -

2% -

1% -

0% -ttt
1%
2%
-3%
-4%
-5%
-6%

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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X
37

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.

Economic
Outlook Rank

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

ECONOMIC OUTLOOKRANK 33 36 38 35 36 40 37

Variable Data Rank
Top Marginal Personal Income Tax Rate 0.00% 1
Top Marginal Corporate Income Tax Rate 6.75% 25
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) $26.55 o
Sales Tax Burden

(per $1,000 of personal income) $33.17 44
Remaining Tax Burden

(per $1,000 of personal income) $23.32 i
Estate/Inheritance Tax Levied? Yes 50
Recently Legislated Tax Changes -$0.22 16
(2017 & 2018, per $1,000 of personal income) .

Debt Service as a Share of Tax Revenue 9.3% 45
Public Employees Per 10,000

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

(tort litigation treatment, judicial impartiality, 68.4 28
etc.)

State Minimum Wage

(federal floor is $7.25) $12.00 &
Average Workers’ Compensation Costs

(per $100 of payroll) $1.87 35
Right-to-Work State?

(option to join or support a union) e o
Number of Tax Expenditure Limits 1 15
(O=least/worst 3=most/best)




West Virginia

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

4 I Economic
Performance Rank

Economic Performance Rank (1=best 50=worst)
A backward-looking measure based on the state’s
performance (equal-weighted average) in the three
important performance variables shown below.
These variables are highly influenced by state policy.

State Gross Domestic Product
Cumulative Growth 2007-2017

Rank: 37

wv
U.s.

26.3%

7% -
6% 3
5% -
4% -
3% -
2% -
1% -
0% *
1% -
2% -

-3% -

‘08 09 ‘10 11 ‘12 ‘13 14’15 16 17

Absolute Domestic Migration
Cumulative 2008-2017
(in thousands)

-17,121  Rank: 28

o &b b Vo s o

O
N ©
'

‘08 ‘09 ‘10 ‘11 12 ‘13 ‘14 ‘15 16 ‘17

Non-Farm Payroll Employment
Cumulative 2007-2017 Rank: 49
wv

u.s.

-1.7%

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17

r .‘ l
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.

Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

economicouTLookRANK 30 32 30 36 37 31 30

mm

Top Marginal Personal Income Tax Rate 6.50% 29
Top Marginal Corporate Income Tax Rate 6.50% 21
Personal Income Tax Progressivity
(change in tax liability per $1,000 of income) $15.53 40
Property Tax Burden
(per $1,000 of personal income) $24.75 1z
Sales Tax Burden
(per $1,000 of personal income) $19.53 15
Remaining Tax Burden
(per $1,000 of personal income) $25.90 “E
Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes $0.39 29
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 5.8% 19
Public Employees Per 10,000
of Population (full-time equivalent) Sl ==
State Liability System Survey
(tort litigation treatment, judicial impartiality, 60.6 45
etc.)
State Minimum Wage
(federal floor is $7.25) $8.75 =
Average Workers’ Compensation Costs $1.01 4
(per $100 of payroll) '
Right-to-Work State? Vs 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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Wisconsin

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

34 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 31.8% Rank:23  ECONOMICOUTLOOKRANK 32151713 9 1419
wi

5% - U-s. Variable Data Rank

4%
3% Top Marginal Personal Income Tax Rate 7.65% 41
2%
o Top Marginal Corporate Income Tax Rate 7.90% 35

0%

(change in tax liability per $1,000 of income)

\/ Personal Income Tax Progressivity $12.89 33
1% - |

2% -
0 Property Tax Burden
(per $1,000 of personal income)

3% - $34.69 36
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 15 ‘16 17

Sales Tax Burden

(per $1,000 of personal income)

$20.14 | 18
Absolute Domestic Migration

Cumulative 2008-2017 -89,983 Rank:40  Remaining Tax Burden $1569 | 18
(in thousands) (per $1,000 of personal income)

Estate/Inheritance Tax Levied? No 1
Recently Legislated Tax Changes -$0.69 10
(2017 & 2018, per $1,000 of personal income) .
Debt Service as a Share of Tax Revenue 6.0% 21
Public Employees P.er 10,0F)0 491.3 13
of Population (full-time equivalent)
‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ‘15 ‘16 ‘17 State Liability System Survey

(tort litigation treatment, judicial impartiality, 70.7 20

Non-Farm Payroll Employment etc)

: _ o, .
Cumulative 2007-2017 2.6% Rank: 36 State Minimum Wage — .
wi (federal floor is $7.25) ’

3% - uU.S.

2% - Average Workers’ Compensation Costs

1% - (per $100 of payroll) $2.02 40

0% v

1%

2% Right-to-Work State?

N . L ’ Yes 1

3% - (option to join or support a union)

4% -

5% - Number of Tax Expenditure Limits

6% - 2 3

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

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 15 ’16 ‘17
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Wyoming

2019 ALEC-LAFFER STATE ECONOMIC COMPETITIVENESS INDEX

45 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 A forward-looking forecast based on the state’s standing

performance (equal-weighted average) in the three (equal-weighted average) in the 15 important state policy

important performance variables shown below. variables shown below. Data reflect state and local rates

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

State Gross Domestic Product Historical Ranking Comparison 2012 2013 2014 2015 2016 2017 2018

Cumulative Growth 2007-2017 3.9% Rank:50 ECONOMICOUTLOOKRANK 6 6 10 8 4 7 8
wy

Y T

15%
10% - Top Marginal Personal Income Tax Rate 0.00% 1
% - .
° Top Marginal Corporate Income Tax Rate 0.00% 1
0%

5% - Personal Income Tax Progressivity

$0.00 2

0% - (change in tax liability per $1,000 of income)
% Property Tax Burden $42.43 44
-20% = (per $1,000 of personal income) :
‘08 ‘09 ‘10 ‘11 ‘12’13 ‘14 ’'15 16 17
Sales Tax Burden $24.75 31

(per $1,000 of personal income)

Absolute Domestic Migration
Cumulative 2008-2017 3,402 Rank: 22 Remaining Tax Burden $13.11 6
(in thousands)

(per $1,000 of personal income)

10 - Estate/Inheritance Tax Levied? No 1
8
6 .
Recently Legislated Tax Changes
4 (2017 & 2018, per $1,000 of personal income) $0.84 e
2
_(2’ Debt Service as a Share of Tax Revenue 2.3% 1
-4
5 Public Emp?loyees P.er 10,090 864.5 50
8 of Population (full-time equivalent)
-10 -
‘08 ‘09 ‘10 ‘11 12 13 '14 15 ‘16 ‘17 State Liability System Survey
(tort litigation treatment, judicial impartiality, 73.3 8
Non-Farm Payroll Employment etc.)
7 - - 0, .
Cumulative 2007-2017 3.7% Rank: 50 State Minimum Wage N .
wy (federal floor is $7.25) !
3% - uU.S.

Average Workers’ Compensation Costs
PW/ (per $100 of payroll) $1.87 35

Right-to-Work State?
(option to join or support a union)

Yes 1

Number of Tax Expenditure Limits
(0=least/worst 3=most/best)

‘08 ‘09 ‘10 ‘11 ‘12 13 ‘14 ’15 16 ‘17
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APPENDIX

Appendix

2018 ALEC-Laffer State Economic Competitiveness
Index: Economic Outlook Methodology

n previous editions of this report we introduced 15 policy variables that have a proven impact on
the migration of capital—both investment and human—into and out of states. The end result of
an equal-weighted combination of these variables is the 2019 ALEC-Laffer Economic Outlook rank-
ings 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:

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 were drawn from Tax Analysts,
Federation of Tax Administrators and individual
state tax return forms. Tax rates are as of Janu-
ary 1, 2019.

HIGHEST MARGINAL CORPORATE INCOME
TAX RATE

This variable includes local taxes, if any, and in-
cludes the effect of federal deductibility, if al-
lowed. 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 Texas franchise tax is not a traditional
gross receipts tax, but is instead a “margin” tax
with more than one rate. A margin tax creates
less distortion than does a gross receipts tax.
Therefore, what we believe is the best mea-
surement for an effective corporate tax rate for
Texas is to average the 4.4997 percent measure
we would use if the tax was a gross receipts tax
and the 0.75 percent highest rate on its mar-
gin tax, leading to our measure of 2.62 percent.
Data were drawn from Tax Analysts, Federation
of Tax Administrators, individual state tax return
forms and the Bureau of Economic Analysis. Tax
rates are as of January 1, 2019.

PERSONAL INCOME TAX PROGRESSIVITY

This variable was measured as the difference
between the average tax liability per $1,000 at
incomes of $50,000 and $150,000. The tax li-
abilities were measured using a combination of
effective tax rates, exemptions, and deductions
at both state and federal levels, which are calcu-
lations from Laffer Associates.

PROPERTY TAX BURDEN

This variable was calculated by taking tax reve-
nues from property taxes per $1,000 of personal
income. We have used U.S. Census Bureau data,
for which the most recent year available is 2016.
These data were released in December 2018.

SALES TAX BURDEN

This variable was calculated by taking tax rev-
enues 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 2016.
Where appropriate, gross receipts or business
franchise taxes, counted as sales taxes in the
Census data, were subtracted from a state’s to-
tal sales taxes in order to avoid double-counting
tax burden in a state. These data were released
in October 2018.



REMAINING TAX BURDEN

This variable was calculated by taking tax reve-
nues from all taxes—excluding personal income,
corporate income (including corporate license),
property, sales and severance per $1,000 of
personal income. We used U.S. Census Bureau
Data, for which the most recent year available
is 2016. These data were released in October
2018.

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 thereof. Data were drawn from Mc-
Guire Woods LLP, “State Death Tax Chart” and
indicate the presence of an estate or inheri-
tance tax as of January 1, 2019.

RECENTLY LEGISLATED TAX CHANGES

This variable calculates each state’s relative
change in tax burden over a two-year period (in
this case, the 2017 and 2018 legislative session)
for the next fiscal year, using revenue estimates
of legislated tax changes per $1,000 of per-
sonal income. This timeframe ensures that tax
changes will still be reflected in a state’s ranking
despite the lags in the tax revenue data. ALEC
and Laffer Associates calculations used raw data
from state legislative fiscal notes, state budget
offices, state revenue offices and other sources,
including the National Conference of State Leg-
islators.

DEBT SERVICE AS A SHARE OF TAXREVENUE

Interest paid on debt as a percentage of total
tax revenue. This information comes from 2016
U.S. Census Bureau data. These data were re-
leased in October 2018.

PUBLIC EMPLOYEES PER
10,000 RESIDENTS

This variable shows the full-time equivalent
public employees per 10,000 of population. This
information comes from 2017 U.S. Census Bu-
reau data. These data were released in October
2018.

QUALITY OF STATE LEGAL SYSTEM

This variable ranks tort systems by state. Infor-
mation comes from the U.S. Chamber of Com-
merce Institute for Legal Reform 2017 Lawsuit
Climate Survey.

STATE MINIMUM WAGE

Minimum wage enforced on a state-by-state ba-
sis. 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 1, 2019.

WORKERS’ COMPENSATION COSTS

This variable highlights the 2018 Workers’ Com-
pensation Index Rate (cost per $100 of payroll).
This survey is conducted biennially by the Or-
egon Department of Consumer & Business Ser-
vices, Information Management Division.

RIGHT-TO-WORK STATE (YES OR NO)

This variable assesses whether or not a state
requires union membership for 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 Education Foundation, Inc. Right-
to-work status is as of January 1, 2019.



TAX OR EXPENDITURE LIMIT

States were ranked only by the number of state
tax or expenditure limits in place. We measure
this by i) a state expenditure limit, ii) manda-
tory voter approval of tax increases and iii) a su-
permajority requirement for tax increases. One
point is awarded for each type of tax or expendi-
ture limitation a state has. All tax or expenditure
limitations measured apply directly to state gov-
ernment. This information comes from the Cato
Institute and other sources.






“For more than a decade, Rich States, Poor States has set the gold standard as the lead-
ing annual publication measuring free market economic competitiveness across the
states. In Arizona, we have adopted many of the ideas to enhance economic freedom
that are outlined in this publication. As a result, we have enjoyed tremendous job
growth, in-migration and a higher quality of life for all.”

— Senate President Karen Fann, Arizona

“ALEC has created a helpful resource for states with Rich States, Poor States. This re-
search gives leaders insight on various policies that impact the financial health of each
state and, in turn, our nation.”

— State Treasurer Kelly Mitchell, Indiana
National Chairwoman, State Financial Officers Foundation

“Rich States, Poor States is the finest index on state economic competitiveness pro-
duced in the United States. Rich States, Poor States is a must read for legislators, educa-
tors and business leaders alike.”

— Tim Nash, Ph.D.
Senior Vice President and Director of the McNair Center for the Advancement of
Free Enterprise and Entrepreneurship
Northwood University
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