Eliminating Louisiana’s Income Taxes Will Hurt the State’s Economy
By David Gray
Gov. Bobby Jindal’s proposal to eliminate Louisiana’s corporate and personal income taxes relies on a fundamentally
flawed economic analysis and is likely to hurt the state’s economy, not boost it as supporters claim. Proponents of the
governor’s proposal are relying on a report called “Rich States, Poor States” to sell their plan to the public. But the
report contains numerous distortions and omissions:
−

−
−

−

While it claims that 62 percent of net U.S. job growth between 2002 and 2012 occurred in nine states with no
income taxes, it fails to note that just one of those states, Texas, accounted for most of that job growth. The
remaining eight states did not significantly differ from the rest of the country in job creation.
The report fails to mention that Texas’ performance is largely due to factors unrelated to taxes, like its
abundance of natural resources and geographic location along the trade-rich Mexican border.
States with income taxes that are higher than Louisiana’s perform better on several important economic and
quality-of-life indicators than their no-income-tax counterparts. For example, those states have greater median
household incomes, higher household disposable incomes and more widespread health insurance coverage –
none of which should be true if taxes were a primary factor in economic activity and well-being.
State income taxes play a negligible role in business location and hiring decisions. Doing away with them will
simply drain more resources from schools, health care, public safety and the other foundations of a strong
economy, which are much more important to businesses looking to expand or relocate.

The vast majority of the governor’s tax plan would benefit less than 2 percent of Louisiana’s companies, according to an
analysis of tax information published by the Louisiana Department of Revenue. The overwhelming majority of small
businesses, start-ups and entrepreneurs are unlikely to experience any tax savings. The windfall for those that do see
savings is likely to be too small to allow more hiring or investments. In any case, there is no evidence that businesses add
jobs because of income tax cuts. Furthermore, substantially increased sales taxes – which the governor would use to
recoup revenue losses under his plan – are likely to reduce demand for goods, which would reduce production.
Instead of eliminating income taxes and levying the highest sales taxes in the nation, the task for Louisiana’s elected
officials is to seek ways to raise revenues beyond current levels and invest in public services like education, health care,
transportation and public safety. These investments have a far greater potential to build the state’s economy and
improve prosperity and well-being than the proposed income tax breaks.
A Flawed Theory
Proponents of the governor’s plan propagandize an economic analysis by economist Arthur Laffer for the American
Legislative Exchange Council.i According to Laffer’s report “Rich States, Poor States,” the nine states without an income
tax accounted for 62 percent of the net new jobs in America between 2002 and 2012.
But Laffer’s report is riddled with major flaws. First, it fails to note that Texas accounted for 44 percent of net U.S. job
growth between 2002 and 2012 and 70 percent of the job growth among the nine states without income taxes.ii No
other state without an income tax accounted for more than 7 percent of net U.S. job growth. In fact, leaving Texas out of
the equation, the job growth rate in the other states without income taxes lagged behind their population growth rate,
causing unemployment to rise.
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The report also fails to mention that Texas’
unique characteristics had a greater impact on its
job growth than the absence of income taxes.iii
Texas’ location along the Mexican border and its
diverse population encourages trade and
immigration, resulting in population and job
growth. The availability of land for development
and relatively tight lending regulations helped
Texas avoid the real estate depression that
continues to hurt many state economies. These
factors play a much larger role in Texas’ economy
than taxes.
A longer-term perspective of job growth in the U.S. shows that Texas’ performance during the 10-year time frame cited
by Laffer is an anomaly rather than the norm. While Texas did indeed have a significant share of national job growth
between 2002 and 2012, its share of U.S. job growth over the past 20, 30, 40, and 50 years was consistently between 11
and 16 percent – nowhere near the 44 percent reported by Laffer. Laffer exaggerated Texas’ performance by choosing
the time period that best suited his argument.
Economies of States with Income Taxes Do Better
One would expect no-income-tax states to score better on a range of indicators than states with relatively high income
tax rates if income taxes were a primary factor in economic growth and family well-being. The opposite is true. A stateby-state comparison shows that sates with slightly higher income tax rates compared to others have more Fortune 500
company headquarters,iv greater median household incomes,v larger median hourly wagesvi and more disposable
income for workers.vii States with higher income taxes also score better than low-tax Louisiana on these indicators.
Moreover, the economies of several states with comparatively higher income taxes outperformed no-income-tax states
between 2002 and 2011.viii For example, Oregon’s economy grew by 34 percent and New York’s economy grew by 12
percent – compared to Texas, which grew by 6
percent, and Florida, which declined by 1 percent.
Higher income tax states also outperform their noincome-tax counterparts on two major quality-of-life
measures: poverty and health insurance coverage. On
average, a smaller proportion of residents in states
with higher income taxes have incomes below or just
slightly above the federal poverty line.ix In addition, the
percentage of people without health insurance is much
higher in states without income taxes.x Louisiana also
lags behind states with higher income taxes on these
measures.
Income Tax Cuts Won’t Benefit Most Businesses
Eliminating income taxes provides very few benefits for large corporations, which consider numerous factors when
deciding where to locate factories, offices and distribution centers. These include the skill and education of workers,
labor costs, access to transportation and other services, and factors that are specific to that business or industry (for
instance, a natural gas processing plant will locate in an area with nearby natural gas supplies).xi Income taxes are a small
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portion of overall business costs and rarely the deciding factor when corporations determine where to make major
investments.
Income tax cuts have even fewer benefits for small
businesses, start-ups and entrepreneurs. Four of every five
Louisiana businesses make profits too low to owe corporate
income taxes.xii In fact, the wealthiest 1.5 percent of
businesses is responsible for 94 percent of the tax.
Eliminating corporate income taxes would benefit wealthy
corporations while having no significant impact on virtually
every small business.
While small business owners and entrepreneurs often choose
to pay individual income tax rather than corporate tax,
personal income tax cuts are equally as inconsequential for
these individuals. Very few would see enough savings from
an individual income tax cut to hire an additional employee or make significant economic investments in their
communities.xiii
Indeed, businesses overwhelmingly make hiring decisions based on the demand for their products, not the taxes they
pay. Generally, the more they sell, the more workers they need to keep up with demand.xiv Increased sales taxes under
the governor’s plan could mean decreased demand for products, leading to less job growth.
The Evidence Is Clear: Income Tax Breaks Don’t Grow State Economies
It is clear that eliminating income taxes will not grow Louisiana’s economy or improve the quality of life of Louisianans.
The Laffer report is severely flawed, the majority of business owners in Louisiana would not gain any benefit, and those
that do would not receive enough extra revenue to hire additional employees.
The economies of states without income taxes perform worse on average than states with income tax rates that are
relatively higher than others. The latter have more Fortune 500 companies, and workers in these states earn greater
median hourly wages and have more disposable income. Higher income tax states also have lower proportions of their
population in poverty and higher proportions with health insurance.
Eliminating income taxes and levying the highest sales taxes in the nation is not going to improve Louisiana’s economy. A
better way to create jobs and promote widespread prosperity is to raise new revenues and invest in public services that
have potential to build the state’s economy - like education, health-care, transportation and public safety.
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APPENDIX A: HIGH AND LOW TAX STATE COMPARISONS
Appendix A, Table 1
States with high corporate income taxes perform better on economic indicators than states with no income taxes.

Appendix A, Table 2
States with high individual income taxes perform better on economic indicators than states with no income taxes.
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Appendix A, Table 3
States with high corporate income taxes perform better on quality of life indicators than states with no income taxes.

Appendix A, Table 4
States with high individual income taxes perform better on quality of life indicators than states with no income taxes.
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