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BeepeHue. B ctatbe aHanmaupyiotcs pepopmbl KOPNOPATMBHOTO MOLOXOAHOMO Hanora Ha pe-
rmoHanbHoM yposHe B CLLIA 1 paccMaTpuBaeTcs BIMSIHUE U3MEHEHWS CUCTEMbI KOPNOPATUBHOMO
Hanoroo6NIOXeHNs Ha AKOHOMUYECKOE, HMHAHCOBOE PA3BUTHE U NPELNPUHIMATENLCKMIA KNu-
Mar B pervoHe. AMNMpUYEcKnii aHanus. B aaHHON CTaTbe YTBEPXAAETCS, YTO SKOHOMUYE-
ckasi nonuTika B 06nactv pecopm KOpMopaTMBHOTO HANOrO0BN0XEHUS [LOXOA0B CYLLECTBEHHO
BAVSIET HA BANIOBON PErvoHanbHblii NPOAYKT. KOpnopaTuBHbIiA NOAOXOAHbIA HANOr MOXET CTaTh
TOPMO30M /7151 KOHKYPEHTOCMOCOBHOCTY MPOMBILLIEHHOCTI HEKOTOPbIX LUTATOB, NMPEnSTCTBYS
MECTHbIM MHBECTULMAM B MONb3y MHBECTWLMIA B LUTATAX, FAe CTaBKM KOPMOPATMBHOIO MOLO-
XO[IHOTO Hanora HUXe Unu rae Hanor He B3UMaeTcs. B cTatbe NPMBOASITCS NPUMEPLI HANOrOBbIX
pedopM KOPNOpaTMBHOIO NMOA0X0AHOrO Hanora B wratax Kansac, CeBepHas Kaponuna, Muun-
raH. BoiBogbl. B faHHoii pabote nokasaHo, 4To peopma KOpropaTUBHOTO HANIOrO06I0XEHNSs!
1 HanoroBbIX KDEAUTOB HA HAy4Hble NCCNEN0BAHNS; rOCYAAPCTBEHHbIE GU3HEC-NPOrpaMMbl Ha-
JIOrOBOr0 CTUMY/IMPOBAHWS UMEIOT 3HAYNTENBHOE MONOXMTENBHOE BAUSIHAE HA POCT MHHOBALLM-
OHHOrO CEKTOpa 3kOHOMMKM B peruoHax CLLUA.

KnioueBble cnoBa: kopropatueHbliA Hanor Ha npubbinb CLUA, pedopma kopropaTuBHOMO Ha-
NOrooBnoXeHus.

Introduction

Forty-seven states in the USA tax corporate net income. Only Nevada,
Washington, and Wyoming do not impose any taxes on corporate income.
Washington’s business and occupation tax is viewed as a business activity
tax on gross income. Texas imposes a franchise tax on net worth or earned
surplus. The three states most dependent on corporate income taxes are
Alaska, New Hampshire, and Delaware; in this states, the tax accounts
for 28.5,20.3, and 9.1 percent of total state revenue [1]. Alaska and New
Hampshire also do not tax personal income.

Corporate income taxation can hinder the competitiveness of do-
mestic industry by discouraging local investment in favor of investment
in areas where corporate income tax rates are lower or where the tax is
not levied. In addition, the burden of the corporate income tax is difficult
to measure; though it is levied on corporations, the ultimate incidence
most likely falls on shareholders, consumers of the good produced by
the corporation, or potentially employees [2]. The corporate tax reduces
returns on capital and wages, and can have the effect of raising prices.
According to a Congressional Budget Office estimate, domestic labor
bears approximately 70 percent of the burden of this tax [3]. The distor-
tions that the corporate income tax creates are larger than the revenue
generated by the tax. By reducing these distortions, additional jobs may
be created.

President Obama’s general aim in reforming tax on businesses would
«broaden the corporate tax base and eliminate special interest loopholes»
[4]. This would have the effect of increasing business-related taxes by $770
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billion over ten years, representing nearly 20 percent
of projected corporate income tax receipts over that
ten-year period. Obama has proposed to reduce the
corporate income tax rate for companies that create
or expand domestic operations, make permanent the
research and development tax credit that is currently
set to expire at the end of 2009, and to eliminate all
capital gains taxes on small business investments.

The literature on state economic development has
passed through two distinct phases. The first phase in-
volved empirical studies that provided the support for
the effectiveness of financial incentives for business.
Bartik (1991) argued that economic development
policies can significantly affects the growth of a state
and metropolitan area, that increases in the growth of
a local economy can benefit its unemployed. Further-
more, faster growth leads to significant occupational
upgrading to better jobs, particularly for minority
and less-educated persons. Growth of metropolitan
areas also increased its property values. Buss (2001)
found that the growing high-technology industrial
sector is the key to better economic prospects. High-
technology industries are important to economic de-
velopment for several reasons. First, high-technology
companies innovate and tend to gain market share,
create new product markets, and use resources more
productively (National Research Council, Hamburg
Institute for Economic Research, & Kiel Institute for
World Economics, 1996; Tassey, 2000). The R&D
performed by high-technology industries helps to
expand business and create high-wage jobs, and high
technology companies are often successful in foreign
markets (National Science Board, 1998). There is
also empirical evidence to support the importance
of high technology industries in economic growth.
Therefore, the growth of the high-technology sector
plays an essential role in linking the R&D tax credit
program and its expected ultimate goals-better eco-
nomic results for the states.

Scholars argued against these incentives on the
grounds that they had no influence on business deci-
sions —fiscal policy actions were viewed as ineffective
instruments for achieving economic developmental
impact. Bird (1996) found that it is hard to find any
rationale at all for taxes on corporate capital, although
a case might be made for a more neutral form of factor
taxation in the form of a low «income-type» value
added tax, particularly at the provincial level. Oakland
and Testa (1996) explain that taxing businesses for
the governmental costs they generate is necessary to
implement the benefit principle of taxation. The ser-
vices that governments provide to businesses translate
into lower prices, higher wages, and/or higher profits
for the persons who buy from, work for, or own the
businesses; individuals are therefore the ultimate
beneficiaries of government-provided services. The
benefit principle requires that these individuals also
pay the cost of providing the services, but taxing
individual beneficiaries directly would be an insur-
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mountable task. Lynch (1995) found that factors such
as the cost and quality of labor, the quality of public
services (schools, roads and highways, sewer sys-
tems, recreational facilities, higher education, health
services), the proximity to markets, and the access
to raw materials and supplies are more important
than tax incentives in business-location decisions.
He thinks that tax cuts and incentives cause state
and local governments collectively to lose billions
of dollars annually in tax revenues. Because of the
lost tax revenues, tax incentives force state and local
governments to cut back on the quantity or quality
of public services. These reductions can damage the
economy, because businesses often need these public
services to thrive.

Analysis: Special State Tax Credits

State R&D Tax Credits (State research and
development (R&D) Tax Credits and High-
Technology Establishments)

The policy instruments in state and local eco-
nomic development have been shifting from general
tax abatements and public services to specific incen-
tives and services for certain business activities with
high economic returns.

With the increasing consensus that technology
and innovation are important drivers of economic
development, state governments have launched a
variety of programs to facilitate technology-based
economic development in their jurisdictions. As one
important policy instrument to stimulate industrial
innovation, the R&D tax credit has become in-
creasingly popular at the state level since the early
1980s. Although R&D tax credits are incentives to
encourage industrial R&D expenditure, state gov-
ernments often expect that they will achieve better
performance in economic development as a result
of enhanced innovative capacity and industrial com-
petitiveness through additional induced industrial
R&D efforts within their boundaries.

As the primary recipients of R&D tax credits,
high technology industries are the primary target of
R&D tax incentives because they are more research
intensive than other segments of the private sector
[5]. The growth of the high-technology sector is
an important and necessary step toward better eco-
nomic prospects, given its contribution to market
expansion, productivity enhancement, and industrial
competitiveness. Therefore, the effects of state R&D
tax credits on economic development depend on the
response of the high-technology sector to this incen-
tive program.

Based on a panel of 49 states in the period from
1994 to 2002, the statistical results indicate that R&D
tax credits do have significant and positive impacts
on the growth of high-technology sector in the states.

The R&D tax credit was first launched at the
federal level under the Economic Recovery Tax Act
of 1981. Companies were allowed to claim a credit

HayyHbiri otaen



H. B. Epmacosa. Hanorosas pegpopma KoprioparriBHOro Hariora Ha rprbbirs

B

against their federal income tax liability for qualified
spending on research and experimentation above a
base amount. The value of the credit equals the excess
of research expenses from a defined base multiplied
by the credit rate.

Therefore, the base definition and the credit rate
are two important elements that determine the magni-
tude of this tax incentive for individual companies. As
a temporary provision of the Internal Revenue Code,
this tax credit has been extended many times with
substantive changes over the years. For instance, the
credit rate was set at 25% in 1981 and then changed
to 20% in 1989.In the period from1981 to 1989, the
base was the average of qualified research expenses
of the previous 3 years. In 1990, the federal govern-
ment adopted a «fixed-base percentage» method,
and the base amount was determined by multiplying
a company’s average gross income in the previous 4
years by its fixed-base percentage. Two provisions
were established to address the concerns of new
start-up companies or companies that had no income
or qualified research expenses for the computation
of the fixed-base percentage. First, a constant 3% is
assigned as the fixed-base percentage to these firms.
Second, because the start-up firms often incur a sub-
stantial amount of R&D expenses but have little tax
liability to materialize the credit, the federal govern-
ment allows them to save their credit for future use.
The unused tax credit could be carried forward up to
15 years, increased to 20 years since 1998.

The federal R&D tax credit program has diffused
gradually to the state level, with the basic structure
being copied by an increasing number of state gov-
ernments.

One year after the federal R&D tax credit, the
state of Minnesota passed the first state R&D tax
credit program. Realizing the importance and mo-
bility of industrial R&D activities, more and more
states initiated their own R&D tax credit to encourage
private R&D within their boundaries. The pace of
initiation has been accelerated across 5-year intervals
since 1983, from 6 initiator states in the period from
1983 to 1987 and from 1988 to 1992, to 9 in the pe-
riod from 1993 to 1997, and to 10 in the period from
1998 to 2002. By the end of 2004, 34 states offered
R&D tax credit.

The state R&D credit is offered to companies
against their state corporate income tax liability for
qualified expenses of research conducted in the state.
Although states generally follow the basic design
of the federal R&D credit program, there are some
differences. Although the majority of states apply
the credit rate to the excess of qualified research ex-
penses over a defined base, some states use the total
qualified research expenses to calculate the credit. The
state credit rate on incremental expenses ranges from
2.5% (Minnesota after 1986) to 20% (Arizona before
2001 and Connecticut after 1993). The base amount
is determined by either the fixed-base percentage or
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the moving average of research expenses of some
preceding years. The unused tax credits can be car-
ried forward to the next 15 years in most of the states.

As the direct target of state R&D tax credits, the
industrial dollars spent in R&D are monetary inputs
that are expected to generate desirable economic re-
sults to the states. The relationship between R&D in-
puts and economic results that governments expect is
by no means linear or straightforward, given the sub-
stantial amount of uncertainty in industrial technology
development, application, and commercialization.
Realizing the complex nature of technology-driven
economic development, state governments intend to
maximize the economic benefits by establishing mul-
tiple objectives when authorizing state R&D tax credit
programs. For instance, in the state of Washington,
the legislature set up multiple criteria to measure the
effectiveness of its R&D tax credit program (Wash-
ington Department of Revenue, 2003):

* Job creation

* The number of jobs created for Washington

residents

* Company growth

* Diversification of the state’s economy

* Growth in R&D investment

* Introduction of new products

* Movement of firms or the consolidation of

firms into the state.

This long list illustrates the state’s intent to
achieve technology-driven economic development
through additional industrial R&D efforts. This single
incentive program is expected to result in not only the
growth of R&D investment and inward movement
of high-technology companies but also other, longer
term economic results, such as market expansion,
company growth, job creation, and diversification of
the state’s economy.

State Business Tax Incentive Programs:

The Case of North Carolina

During the past several decades, state govern-
ments have created and expanded business tax incen-
tive programs to help recruit businesses from other
states, assist existing businesses, and induce new start-
ups. For example, whereas 24 states offered tax incen-
tives for job creation in 1984, 43 states offered those
incentives in 1998. North Carolina spent some $74
million on business tax incentive programs in 1997 to
1999. In addition, the state and local corporate subsi-
dies in the United States reached approximately $48.8
billion in 1995 to 1996. This large tax expenditure
justifies a careful look at the efficacy of the business
tax incentive programs. Indeed, several states have
sunset provisions or required reviews written into the
legislation (e.g., North Carolina, Oregon, and Texas).
The need for careful reviews has been amplified in
the past fiscal year by serious budget crises in many
states, 7 often accompanied by renewed cries from
legislators to curtail incentive programs (an action
also referred to as «close tax loopholesy).
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The act provides tax credits for qualified employ-
ment, for investment in machinery and equipment
(M&E) and central administrative offices (CAOs),
for R&D, and for worker-training expenses. More
tax incentive dollars are provided to firms located in
distressed counties.

The North Carolina tax incentives program
provides different tax credits to employers that create
jobs by tier: $12,500 per job in Tier 1, $4,000 per job
in Tier 2, $3,000 per job in Tier 3, $1,000 per job in
Tier 4, and $500 per job in Tier 5. The tax credit is
shown to reduce a typical firm’s labor costs by 0.07%
to 3.38% throughout North Carolina. Firms located
in distressed areas (Tiers 1 and 2) would have more
cost-reduction benefits than those in the other three
tiers. In absolute dollars, the act deliberately ensures
a greater per job benefit in the lower tiers [6].

The tax credit does not reduce the real labor cost
by much in percentage terms in any scenario or tier.
For a typical firm in Tier 1, relative (or percentage)
cost-reduction benefits range from 3.38% when the
average wage is $20,000 to 1.69% when the wage is
$40,000. They range from 1.08% to 0.54% in Tier 2,
from 0.81% to 0.41% in Tier 3, from 0.27% to 0.14%
in Tier 4, and from 0.14% to 0.07% in Tier 5. How-
ever, small percentage reductions can still translate
into significant employment changes if employment
levels are high and firms are wage elastic.

The program provides different tax credits to
M&E investors by lowering the threshold amount of
investment by tier: $0 in Tier 1, $100,000 in Tier 2,
$200,000 in Tier 3, $500,000 in Tier 4, and $1 million
in Tier 5. The M&E tax credit would help businesses
reduce their user costs of M&E from 2.52% to 7.57%,
depending on their size and location. The tax credit
also encourages a firm to undertake investment activ-
ity in economically distressed counties by offering
more benefits there. Regardless of M&E investment
amounts by a firm in Tier 1, its user cost falls by the
same percentage, 7.57%. In absolute terms, however,
its benefits vary with the size of its investment. With
a $50,000 investment its costs fall by $548; at $1.5
million its costs fall by $16,447. In other tiers, a
firm’s user cost of M&E also decreases along with
M&E investment amounts in both percentage and
absolute terms [7].

The tax credit is also effective in inducing new
MA&E investment in economically distressed counties.
For instance, if a firm invests $1.5 million in M&E in
counties in Tier 1, its M&E demand would increase
by $122,807 (8.19%). The same investment would
increase M&E demand by $113,998 (7.6%) in Tier
2, $105,283 (7.02%) in Tier 3, $79,696 (5.31%) in
Tier 4, and $38,817 (2.59%) in Tier 5.

Even though a typical firm in Tier 1 has the same
expected increase (8.19%) in M&E demand regard-
less of M&E investment levels, the induced effect on
M&E demand increases as M&E investment levels
increase [8]. As a firm in Tier 1 increases M&E in-
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vestment from $50,000 to $1.5 million, its expected
M&E demand grows from $4,094 to $122,807. The
above results apply to a firm’s expected M&E demand
in the other four tiers [9].

Increases in M&E demand should lead to in-
creases in new employment because firms need work-
ers to operate and manage purchased M&E. The As
R&D investment rises from $10,000 to $1.5 million,
the induced employment effect increases by almost
the same proportion (from 0.04 to 5.97 workers).

The reform of Business Taxation
on state level in the USA

Corporate income tax in the State of Michigan

The Single Business Tax (SBT) was the only
general business tax levied by the State of Michigan
from 1976 to 2008. Before Tax reform Michigan’s
combined state-local tax burden is 22nd highest,
and its business tax climate ranks 26th. Michigan’s
combined state-local tax burden is 22nd highest,
and its business tax climate ranks 26™. Michigan
already is losing a lot more than $30 million a year
from mass layoffs and major bankruptcies [10]. In
2006 year, amid the national expansion, Michigan
was the only state outside the Gulf Coast to lose
jobs and see a decline in economic output. Comerica
Bank recently moved its headquarters to Texas, in
part because of Michigan’s hostile business climate.
Michigan’s 7.4% jobless rate is the highest of all
states and far above the 4.6% national rate in 2006.

The SBT was a Value Added Tax (VAT). Value
added taxes are levied on a «services consumed» or
«benefits received» principle. The SBT purports to
be a tax on value-added, but it deviates from that
base in numerous, complex ways [11].

The SBT base consisted of essentially three
components: labor, capital and profit. Labor is
measured by the compensation (including benefits)
an employer pays to its employees. Capital is
measured by depreciation, interest, dividends, and
royalties paid by the taxpayer. Profit is measured
by the taxpayer’s federal taxable income as adjusted
for SBT purposes. The tax base of SBT is «business
activity», which included:

(1) The sale of real or personal property in
exchange for a tangible or intangible consideration;

(2) Property rental, including both real prop-
erty and personal property; and,

(3) Performance of a service for a fee, except
services rendered as an employee or services ren-
dered as the director of a corporation.

Any «person» engaged in a business activity
in Michigan whose gross receipts allocated or ap-
portioned to Michigan were $350,000 or more was
required to file a return. Gross receipts include all
receipts derived from a business activity, including
rental and lease receipts. If a business operated for
less than 12 months (and was not a sole proprietor),
it must annualize allocated or apportioned gross re-
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ceipts to determine whether it met the filing require-
ment. Special rules applied for controlled groups.

Taxpayers doing business in Michigan and in
other states during the SBT era apportioned their
tax base to Michigan using a formula based on their
percentage of property, payroll, and sales in Michigan.
Financial organizations and transportation companies
used a single factor formula based on gross business
and revenue miles, respectively. Only firms actually
engaged in business activity in Michigan were subject
to the SBT.

Tax exemptions: A foreign subsidiary or parent
corporation with no Michigan business activity was
not subject to the SBT.

The Michigan Business Tax (MBT) is the cur-
rent tax on Michigan business income and modified
gross receipts (except for insurance companies and
financial institutions). In addition, every taxpayer is
subject to an annual surcharge equal to a percentage
of their MBT liability after apportionment or alloca-
tion. MBT replaced the Single Business Tax (SBT)
effective January 1, 2008. «We have some serious
concerns that the new MBT will be not much better
than the Single Business Tax», said Tricia Kinley
of the Michigan Chamber of Commerce [12]. The
SBT was scrapped in part because it was confusing,
especially to companies dealing with it for the first
time. The SBT also was labeled as anti-business, with
both Republicans and Democrats saying it was time
for it to replaced with a friendlier, more competitive
structure.

The Michigan Business Tax is due only if a
taxpayer’s apportioned or allocated gross receipts
are $350,000 or greater for the tax year. Taxpayers
include a single person, entity or a unitary business
group. MBT estimated payments are not required for
taxpayers with a short year of less than four calendar
months. Payment of the annual tax liability remains
due on the last day of the fourth month after the end
of the year.

Tax base: the MBT is based on modified gross
receipts and income. The modified gross receipts tax
base consists of gross receipts less purchases from
other firms. Gross receipts means the entire amount
received by a taxpayer from any activity carried on
for direct or indirect gain, benefit, or advantage to the
taxpayer. The MBT is designed to give tax credits to
companies that add jobs, invest in equipment, or do
research and development in Michigan. The credit
also provides some personal property tax relief for
businesses on equipment and machinery.

Tax rate of MBT: for taxpayers with apportioned
or allocated gross receipts of $350,000 or more, the
MBT is comprised of a 4.95 percent tax on busi-
ness income and a 0.8 percent tax on modified gross
receipts.

Tax credit is used to phase in the tax liability for
taxpayers with gross receipts between $350,000 and
$700,000. In addition, an annual surcharge is imposed
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on each taxpayer equal to 21.99 percent of their MBT
liability after allocation or apportionment to the State,
but before the calculation of credits available under
the Act. The amount of the surcharge levied against
a taxpayer is capped at $6,000,000 in any single tax
year.

Financial institutions pay different taxes with dif-
ferent tax bases, without regard to any filing threshold
and the annual surcharge is imposed at a different rate.
For most taxpayers, the business income tax base is
that part of federal taxable income derived from busi-
ness activity, with certain adjustments.

In my opinion, the tax reform in State of Michi-
gan replaced SBT for gross receipts taxes- a long
discredited type of tax that states first enacted during
the 1920s and ‘30s and later repealed in most cases.
There is a real danger that lawmakers will replace the
SBT with a business tax system that is decidedly less
than optimal from an economic perspective. These
taxes appear simple but they have the potential to
badly distort business investment. No state that has
ever enacted a gross receipts tax has kept it in its
“pure” form; thus there is no reason to expect that
Michigan would have a different experience.

A good option would be to impose a standard
corporate income tax at a rate between 6 and 8 per-
cent. According to one Department of Michigan study,
that would raise as much money as the SBT. If it were
estimated to fall short of revenue, a good supplemen-
tary option would be to broaden the consumer sales
tax base to services not currently taxed. This plan
would give Michigan a business tax structure that is
consistent with those in most other states, rather than
a new system that is just as odd as the SBT.

Conclusion

With the evolution of the technology-based
economy, the high-technology sector has been playing
an increasingly important role in promoting business
growth, market expansion, new employments, and
global competitiveness.

Numerous incentives and assistances have
been provided to facilitate the development of high-
technology industries in the past two decades. The
choice of the high-technology sector is based on its
essential role in linking R&D tax incentives with
longer term economic results. Additional industrial
R&D efforts that are likely to take place in response
to the tax incentives are also expected to expand the
state’s high-technology sector, the primary recipient
of R&D tax incentives. The improvement in economic
results is primarily dependent on the size of the high-
technology sector in the state, and hence the high-
technology establishments are a good measure of the
high-technology sector to examine the effectiveness
of the state R&D tax credit program.

In proposing reforms for the capital income tax,
it is necessary to consider the incentives generated
by the current system of taxation and the effects that
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changing those incentives would have on economic
behavior. The predominant plan for reform involves
taxing consumption, which would effectively incen-
tivize private saving. This would in turn boost na-
tional saving, generate additional capital investment,
and may also cause an increase in asset prices [13].
A value-added tax (VAT) is one of the most common
proposals to replace the corporate income tax. Inad-
dition to incentivizing saving and investment, the VAT
could remove the common distortion of the physical
location of capital.
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The business community tends to prefer tax
changes that encourage investment and saving
(thereby decreasing the effective cost of capital),
minimize the double taxation of corporation earnings,
and encourage research and development as well as
technological investment. Granted, the business com-
munity does not always have the nation’s greater good
inmind. However, profitable firms are more likely to
expand and invest, hire more workers, and increase
national productivity. This ultimately benefits the
nation as a whole [14].

Introduction. In proposing reforms for the corporate income taxation, it is necessary to consider the incentives generated by the current
system of taxation and the effects that changing those incentives would have the significant impact on the economic behavior. Analysis. This
paper proves that economic development policies and reform of income corporate taxation can significantly affects the growth of a state area,
that increases in the growth of a local economy can benefits the overall national economy. Corporate income taxation can hinder the com-
petitiveness of domestic industry by discouraging local investment in favor of investment in areas where corporate income tax rates are lower
or where the tax is not levied. There are the examples of tax reforms of corporate income tax in States of Kansas, North Caroline, Michigan.
Conclusion. This paper shows that R&D tax credits and State Business Tax Incentive Programs have significant and positive impacts on the

growth of high-technology sector in the states.

Key words: corporate income taxation in USA, reforms of income corporate taxation.
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