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I.

INTRODUCTION

It is common knowledge that Michigan's economic performance in the past few
years has been well below the national average. In such an environment it is
not surprising that some commentators have identified state and local business
tax costs as the major culprit in explaining the state's plight. In fact, one
source is often referenced to support allegations that Michigan is unfriendly
toward business, namely, the Alexander Grant and Company business climate
studies which have been published annually since 1979.
There is certainly no shortage of business tax cost comparisons. Business
climate studies generally utilize easily available aggregate state data about
one or more tax costs, numerous other costs such as wages, and even noncost
factors such as education and the quality of life, all combined into a single
index. Aggregate state tax studies, on the other hand, restrict their
attention to statewide tax data in an effort to assess the burden of taxes for
all business firms or all manufacturing firms in a state relative to the sales
or assets of those firms. Finally, accounting studies estimate the state and
local business tax costs for individual hypothetical firms.
Given the existence of a large body of research, it is surprising that
there is so little agreement about the actual burden of state and local
business taxes on firms. That is a reflection of many factors. First, tax
issues by their very nature tend to be contentious. It is in the self-interest
of firms to lobby for the lowest possible taxes to enhance profits, while state
tax administrators might benefit from maintaining the status quo of that
system. For whatever reasons, adversial relationships frequently develop in
discussion of tax matters and this obviously has the potential to obscure the
facts. Second, the tax laws themselves are sometimes so complex that
comparisons within and across state and local jurisdictions are both elusive
and difficult. Finally, there are many measurement problems inherent in the
existing tax data and in using that data for interstate comparisons. For
example, data on property tax collections from business firms may not be
maintained separately from those for private individuals. The same situation
often holds for the business portion of sales taxes. Thus, business property
and sales taxes must somehow be approximated. For these and other reasons our
knowledge of the burden of business taxes appears to be inadequate.

The purpose of this study is to assess Michigan's business tax costs
relative to the other Great Lakes states. The Great Lakes states are defined
as Illinois, Indiana, Michigan, Minnesota, Ohio, and Wisconsin. Total state
and local business tax costs are defined as including workers' compensation,
unemployment insurance, gross receipts, corporate income, franchise, value
added, property, and sales taxes. The modest goal of this study is to improve
the objective analysis and measurement of differences in tax costs across
states. As will be explained later, the approach used here is not without its
own shortcomings, but it is offered as an improvement over some of the earlier
studies.
This report is divided into eight sections. The introduction begins by
looking at the employment growth rates of the individual Great Lakes states and
the region as a whole relative to the United States. This historical
perspective serves as a framework within which to better understand Michigan's
overall economic performance. That leads to a discussion of the general
limitations of any business tax cost study and a brief review of selected
approaches and studies. Then the method of this study is described, including
its uniqueness and limitations.
Sections II through VI of the paper discuss the individual taxes. It
should be noted that Michigan's value added tax, the Single Business Tax, is
compared to the aggregate of the gross receipts, corporate income, and
franchise taxes of the other Great Lakes states. Within each of the sections,
the assumptions and estimation procedures are presented first, followed by the
empirical results. Since states can substitute easily between taxes in
supporting the operations of government, except perhaps for workers'
compensation and unemployment insurance, one should not place too much
importance on the individual comparisons. The estimates of the total tax
burden perhaps the most important analysis of this study--are contained in
Section VII, followed by conclusions in the last section.
The focus of this paper is the analysis of the relative tax costs across
the states. That includes considerable discussion of assumptions, methods, and
details of the study such as the tax rates and significant provisions of the
state statutes. This approach permits careful evaluation of the study, but it

still does not include all of the technical support for the tax cost
calculations because the full documentation is voluminous. For example,
separate state income tax returns were completed for eight firms across six
states for a total of 48 state tax returns. We hope that this paper contains
sufficient documentation for most purposes, but full technical documentation
may be obtained directly from the W. E. Upjohn Institute for Employment
Research for the cost of reproduction.
Unquestionably the most surprising findings of this study are: (1) the tax
burdens of Michigan firms are not significantly out of line with those in the
neighboring Great Lakes states; (2) the tax statutes are very complex, which
leads to a variety of comparative results for the individual taxes across firms
and states; and (3) the range of variation across the states in the total tax
burdens appears to be far less than indicated by some of the earlier research.
Employment Growth Rates in the Great Lakes
States Relative to the U.S.
One of the ways to evaluate the overall economic performance of a state or
region is to look at the net new jobs created compared to the total available
jobs in each state or region. That is done in Table 1-1 where employment
growth rates for manufacturing and total nonagricultural employment in the
Great Lakes states are presented for various periods of time. The overall
period encompasses 26 years, 1957-1982. The two subperiods, 1957-1969 and
1970-1982, are examined to explore the possibility that the employment growth
rates might differ over such a long span of time. It should be emphasized that
the employment growth rates in the table are actually averages for the period
expressed as differences from the U.S. average. These mean differences make it
possible to determine whether a state's or region's employment growth rate is
higher or lower than that of the United States.
In general, the Great Lakes states performed below average for the overall
period, 1957-1982. Specifically, the mean difference of -.8 percent indicates
that the region grew annually almost 1 percent less than the United States for
both manufacturing and total nonagricultural employment. This difference in

performance was statistically significant,! which means that the observed
slower growth of the Great Lakes region was not likely caused by sampling
variability.
The most startling features of Table 1-1 are the differences across the two
subperiods. In general, the overall performance of the Great Lakes region
relative to the U.S. deteriorated significantly in the later subperiod,
1970-1982. In the earlier period, the economic performance of the Great Lakes
region relative to that of the United States, although negative, was
statistically insignificant. That means the economic performance of the region
and the U.S. are statistically indistinguishable from each other. In the later
period, however, the mean difference is statistically significant. For the 12
years, 1970-1982, the employment growth rate of the Great Lakes region was
about 1.2 percent less than that of the United States.
The economic performance of the individual states in the Great Lakes region
is also interesting. Minnesota has clearly had the best employment growth rate
of any of the Great Lakes states relative to the U.S. over the entire period
1957-1982 as well as the two subperiods, while Wisconsin's performance appears
to be the closest mirror of the United States. Indiana and Michigan, on the
other hand, have had virtually the same employment growth rates over the three
sample periods. In both of these states, the employment growth rates
deteriorated in the later subperiod. Finally, the worst economic performance
in the region appears to be shared by Ohio and Illinois.
It is difficult to draw conclusions from the information portrayed in
Table 1-1, but it does provide the historical context for this study of
business tax costs in Michigan relative to the other Great Lakes states. In
general, Michigan's relative economic performance is not that much different
from the region as a whole. With the exception of Minnesota, employment growth
rates in the Great Lakes states have tended to be less than those in the U.S.

1 Statistically significant usually means that the estimate is
significantly different from zero at the 5 percent level. This standard
convention is followed throughout the paper.

for a long time. It does appear, however, that the relative economic
performance of the region worsened significantly in the period 1970-1982.
Limitations of Business Tax Cost Studies
Nearly all business tax cost studies suffer from a number of problems or
weaknesses. Since these weaknesses tend to be shared among all of the studies,
they are discussed prior to the review of selected studies and the presentation
of the specific method utilized in this study. These weaknesses include the
failure to consider tax incidence, the failure to consider nontax costs, and
the failure to consider the benefits of taxation, i.e., the value of the
services purchased by expenditures of tax receipts.
Tax incidence refers to the question of who bears the ultimate burden of
any tax. Although there is usually no doubt about the legal liability for a
tax, the true burden of paying that tax may be shifted to others. For
instance, the legal liability for state sales taxes is clear; it rests with the
retail firms which sell the taxed items. However, most experts have concluded
that such taxes are actually passed forward to consumers in the form of higher
prices, i.e., the true incidence of the tax rests with consumers of the final
products. Thus tax incidence may vary from legal liability.
In many cases, however, it is impossible to determine who bears the
ultimate burden of a tax. Since a business firm is not a person per se,
business taxes must be passed on to the owners of the firm, the workers of the
firm, or to the consumers of the product. In reality, all three types of tax
shifting are probably present in most cases, although the relative importance
of each may remain unknown. The bottom line is that business tax cost studies
assess the initial impact of taxes without answering any of the knotty
questions of incidence.2

2 The most comprehensive study of the true burden of state and local
taxes under a variety of incidence assumptions is probably that by Donald
Phares (1980).

There are several other aspects of tax shifting separate from the notion of
the ultimate bearer of the tax. Theoretically it is possible for a state to
deliberately shift the initial impacts of taxes within the state from
businesses to individuals, or vice versa, without lowering total tax
collections in the state. Thus a state might reduce business taxes in the
hopes of spurring economic development. Another dimension of tax shifting is
that a state may be able, in effect, to export part of its tax burdens
out-of-state. Some experts maintain that significant tax exporting is
occurring today in those states which are significant suppliers of natural
resources through their utilization of the severance tax. Again, these types
of tax shifting are not examined in business tax cost studies.
The second problem with business tax cost studies is that they usually fail
to address any nontax costs. Since state and local tax costs tend to be a
small part of total costs, this may amount to giving taxes relatively more
importance or weight than truly deserved. In this regard it is interesting to
note that, historically, surveys of business executives have not always rated
costs of any kind, tax or nontax, as the most important variables in
determining business location (Schmenner 1982; Foltman 1976). Although results
may vary from study to study, business executives often cite the availability
of labor, especially skilled labor, the productivity of labor, and proximity to
markets as important location criteria.
In fact, it is not unheard of for
business executives to rate the level of individual taxes as more important
than corporate taxes in business location decisions (Foltman 1976, p. 11).
The foregoing comments may be especially true in some of the emerging high
technology industries where the emphasis is on innovation and research. These
types of firms cite the quality of education, proximity to a major university,
access to major transportation facilities, and other amenities or quality of
life factors as particularly important to them (Malecki 1984). These comments
are not meant to denigrate the merits of state and local business tax cost
studies but rather to emphasize that these taxes may represent only one of the
many concerns of business and they may not be the most important.
The third major weakness of business tax cost studies, and perhaps the most
troublesome, is the implicit assumption in these studies that high taxes are

undesirable per se. The presumption appears to be that lower business taxes
means more jobs. It is equivalent to assuming that taxes are a cost of doing
business for which there is absolutely no benefit. Obviously, the development
of infrastructure such as roads, communications, public health facilities,
etc., provides the essential framework within which commerce and manufacturing
can take place, while education helps to provide the workforce with employable
skills and training.
Regional economic growth and development are complex phenomena that defy
explanation by simplistic rules of thumb, no matter how appealing. These
difficulties are illustrated clearly by comparing the employment growth rates
of the Great Lakes states to the overall results of this study which will be
discussed later. Minnesota unquestionably has the best economic performance in
the region, yet the analysis of this study will show that it also has the
highest state and local business tax costs in the region. On the other hand,
the economic performance of Indiana and of Michigan appear to be identical and
about average for the Great Lakes states, yet the analysis of this study will
show that Michigan has much higher business tax costs than Indiana. Obviously,
this does not mean that higher taxes in any of these states will engender more
growth any more than lower taxes would do the same. It is meant to imply that
there may not be any easy explanations of regional economic growth and decline.
The three limitations or problems of these types of studies
notwithstanding, the assessment of business tax costs will likely remain an
important subject of research in the years ahead. The Great Lakes states and
Michigan in particular have been hard hit by the two most recent recessions.
In such an environment, it should come as no surprise that policymakers in all
of these states are concerned about business taxes and the relative burdens
imposed across the states. Given the realities of interstate tax competition,
no state wishes to be an outlier in the sense that it imposes significantly
higher tax burdens on firms than neighboring states.
Review of Selected Studies
As mentioned previously, there has been no shortage of state and local
business tax cost comparisons. That necessitates an extremely selective review

of studies here. We focus on recent and well-known studies that illustrate the
primary approaches to the subject. First, business climate studies are
assessed by looking at the most recent effort by Alexander Grant and Company,
hereafter referred to as the Alexander Grant study. Second, two aggregate
business tax cost studies are examined which focus solely on statewide
estimates of state and local business tax costs, the on-going efforts of the
Advisory Commission on Intergovernmental Relations (ACIR) and a study by
William C. Wheaton of the Massachusetts Institute of Technology. Finally, two
micro or firm-level studies are evaluated, specifically the most recent of the
biennial studies by the Wisconsin Department of Revenue and a study by James
Papke of Purdue University and Leslie Papke of the Massachusetts Institute of
Technology.
Alexander Grant Study
Business climate studies are characterized by the construction of a general
index using a variety of data, some quantitative and some qualitative. The
single index attempts to summarize the attractiveness of a state for business.
Various measures of state and local tax costs are usually major components of
these composite indices. The fifth and most recent of the Alexander Grant
studies evaluates the manufacturing business climate based upon 22 measurement
factors. These factors are predominantly cost-oriented. The total or
composite business climate score is obtained by standardizing the individual
unrelated factors and applying a weighting scheme to the standardized
scores.3 The weights are determined from a survey of state manufacturing
associations. According to the Alexander Grant study, this survey helps to
ensure that the composite index reflects the views of the business community
about what is important to their success.

3 There are no logical relationships between such disparate variables as
population density, hours worked per week, vocational education enrollments,
etc. Each factor is standardized by its mean value and standard deviation
across all states to create indices for each variable. However elegant and
comparable the indices may appear to be on the surface, that does not change
the fact that the underlying data remain basically unrelated and noncomparable.

The rankings of the Great Lakes states in the Alexander Grant study are
presented in Table 1-2. According to the composite score, five of the six
states in the region ranked near the bottom nationally. Indiana has
consistently been ranked the highest in the Great Lakes region, meaning the
best business climate, while Michigan has often received the worst ranking. In
1983, Michigan's composite ranking was the lowest possible. Michigan was also
in last place in nongovernment controlled factors and 47th in government
controlled factors.
There have been many reviews of the annual Alexander Grant studies.
Critics tend to cite the variability in the rankings as evidence that the study
is not really measuring the long-run attractiveness of states for business.
Hunt (1982) finds problems with redundancy of the data, the ability of the data
to actually measure the variables of interest and the arbitrary weighting
scheme of the study which appears to change unpredictably from year to year.
He also finds the approach biased against states with significant
concentrations of industries that are high-wage-paying nationally, even though
state average wage rates for those industries are not out of line with the
national averages. Recent critiques (Mattila 1984 and Biermann 1984) have
focused on the fact that the Alexander Grant rankings are at best only weakly
correlated with measures of economic growth such as the employment growth rates
discussed earlier in the introduction to this study. Sometimes the correlation
even appears to be in the wrong direction.
Advisory Commission on Intergovernmental Relations Study
In contrast to business climate studies, the focus of aggregate tax studies
is on the measurement of total state and local business tax costs and the
relationship of those costs to total business activity, say sales, profits, or
perhaps capital assets. The most recent study by the Advisory Commission on
Intergovernmental Relations (ACIR) uses state tax data from 1977 to determine
the business share of total state and local tax collections.
Selected results from the ACIR study are presented in Tables 1-3 and 1-4.
The aggregate results by type of tax can be found in the first table, while the
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business share of state and local tax costs is presented in the second table.
We have added aggregate estimates for workers' compensation payments and
unemployment compensation taxes to present a more complete picture of state and
local business taxes. Workers' compensation is measured from the benefit side
because there is no unambiguous statewide measure of the cost of this program.
The ACIR study is important because it provides an idea of the relative
importance of the various taxes across the states. Real and personal property
taxes constitute about a third of the state and local business tax burden,
easily the most important tax in the U.S., the Great Lakes region, and within
each of the individual states. Thereafter, it appears that each of four taxes
usually make up 10 percent or more of total state and local business
taxes--workers' compensation payments, unemployment insurance taxes, corporate
income taxes, and the business portion of the sales tax. However, there is
wide variation in the relative importance of these taxes from state to state.
It is interesting to note that the business share of total state and local
taxes varies from a low of 28.6 percent in Wisconsin to a high of 40.3 percent
in Ohio. As mentioned earlier, it is possible for a state to reduce the
initial impacts of taxation on businesses without lowering total taxes in the
state. This may be the situation in Wisconsin since that state has one of the
most progressive state personal income taxes in the Great Lakes region as well
as the highest total state and local taxes per capita in the region4
(Advisory Commission on Intergovernmental Relations, January 1984, p. 42 and
pp. 62-65).
It should be emphasized that calculating total business tax costs is not a
straightforward task nor are the resulting estimates necessarily precise. The

4 There are, of course, other explanations possible for variations in
the relative importance of business taxes across states. For instance,
predominantly rural states will likely have relatively low business tax
collections. But that does not explain Wisconsin's situation since
manufacturing employment as a proportion of total employment in Wisconsin has
been virtually identical to the Great Lakes average. For the underlying
employment data on which this statement is based, see Bureau of Labor
Statistics (December 1983).
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problems are especially severe for the business portion of sales taxes and
property taxes. These must be estimated in most cases because the state data
do not distinguish between business and individual collections. The ACIR staff
followed the research of Fryman (1969) in estimating sales taxes and made
judgments about the scope of each state's sales tax. Real and personal
property taxes were the result of a lengthy series of computations but
generally were based on the composition of assets found in the Census of
Governments (Bureau of the Census). ACIR does not attempt to relate their
estimates to a measure of business sales, profits, or capital assets.
Wheaton Study

In a recent article, Wheaton has attempted to relate aggregate business
taxes to two measures of gross business activity, namely business income and
the capital assets of businesses. The business taxes included in the study
were unemployment compensation, corporate income taxes, property taxes, and
miscellaneous business fees and licenses. Like ACIR, the data were for 1977.
Wheaton develops separate estimates for all businesses and the manufacturing
sector. Suffice it to say that Wheaton encountered some of the same
difficulties as ACIR. There is also no unequivocable measure of profits or
business assets by state. Wheaton derived business income from state estimates
of GNP, which themselves are gross and imperfect measures of output (Garnick
1980).
The empirical results from Wheaton's study for all businesses and the
manufacturing sector for the Great Lakes states are presented in Table 1-5.
Michigan has by far the highest tax burden, whether measured in relation to
business income or capital assets. The state's tax burden for all businesses
relative to business income is almost double the rate of the next closest
state, Minnesota. On the other hand, the lowest tax burdens are found in
Ohio. The total variation across the Great Lakes states is surprisingly large,
as much as 300 percent.
The ACIR and Wheaton studies are illustrative of many of the strengths and
weaknesses of all! statewide aggregate studies of business taxes since
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ultimately these studies rely on the same set of data. First, in contrast to
the unstructured approach of business climate studies, aggregate studies
usually attempt to put business tax costs into some kind of a formal
framework. ACIR focuses on business's share of total state and local taxes,
while Wheaton relates business tax costs to measures of gross business
activity. In our view this methodology is preferable to the subjective
approach of business climate studies, although the purposes of these studies
may differ as well.
Second, all aggregate state tax studies tend to be historical analyses, as
witnessed by ACIR and Wheaton, who both used data from 1977. In part, that is
a function of the fact that years in which a full census of business activity
is done (every five years) provide more complete information about the business
sector. However, it is also true that regional census data are compiled and
released slowly, sometimes with delays of three to five years (Hunt and Hunt
1984, p. 47). Unfortunately, that lessens the value of these studies to state
policymakers who must address changes in the current tax laws, not those that
existed four to seven years ago.
Finally, it is important to note that aggregate tax studies do not always
consider the same taxes. ACIR excludes workers' compensation and unemployment
compensation. Wheaton excludes sales taxes because of the difficulty of
Comparisons across
measurement, but includes unemployment compensation.
aggregate studies are complicated further because the relative measures of
business activity against which tax costs are evaluated may differ as well.
Wisconsin Department of Revenue Study
The third general approach to comparing business tax costs across regions
might be termed the micro or firm-level approach where tax liabilities are
calculated for hypothetical firms. That approach permits the study of tax
burdens for different types of firms and thereby allows consideration of some
of the complexities that actually exist in the statutes that govern state and
local taxation. One of these studies, that by the Wisconsin Department of
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Revenue, has been done biennially for the past decade.5 The second study,
that by Papke and Papke, is a computerized tax simulation model of firm
investment.
The most recent study by the Wisconsin Department of Revenue, published in
1983, measures and compares state and local tax burdens for six firms with
varying financial! characteristics across 16 states. The basic approach,
similar to other studies of this type, is to construct hypothetical balance
sheets for the firms and then to calculate the tax liabilities for those
firms. The taxes examined in the study include the corporate income tax,
property taxes, sales taxes, and franchise taxes.
A summary of the results from this study for the Great Lakes states is
presented in Table 1-6. What is somewhat surprising is that the rankings are
so consistent across the hypothetical manufacturing firms. Wisconsin always
has the lowest state and local tax burden, followed by Illinois, Minnesota, and
Ohio. The only variability in the relative positions of the states occurs for
last place which alternates between Indiana and Michigan. The variation in the
tax burdens from the low tax state to the high tax state can be as high as 100
percent.
One of the problems with this study is that the balance sheets, income
statements, and the analysis of the state tax structures are highly simplified
to facilitate the tax computations. For instance, current investment is
assumed to be 10 percent of total machinery and equipment assets for all firms
in all industries. The sales tax is generally assumed to apply only to
machinery and equipment purchases or some percentage thereof. There is also no
consideration of property tax abatements or other special features of state
taxes such as investment tax credits, individual state depreciation schedules
for personal property, etc. It is possible that this simplified approach may

5 The Wisconsin Department of Revenue did not publish a biennial study
in 1981. They have published studies in 1973, 1975, 1977, 1979 and 1983.
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contribute to the constancy of the rankings across the states and seriously
bias the interstate comparisons.
Papke and Papke Study
The second micro or firm-level study of state and local taxes takes a much
different approach from that of the Wisconsin Department of Revenue.
Conceptually, Papke and Papke follow the user cost of capital model developed
by Hall and Jorgenson (1967). They investigate the rate of return on an
assumed investment for a hypothetical firm. In their approach, all locations
are assumed to have the same gross rate of return initially. State and local
taxes then decrease that rate of return over the economic life of the
investment, assumed to be 60 years for structures and 15 years for machinery
and equipment. The present value of the net income stream over the lifetime of
the asset is the after-tax rate of return. The study encompasses 12 states and
four taxes. The taxes included are corporate income, franchise, sales taxes on
utility services, machinery and equipment, and property taxes.
The Papke and Papke model has several features. First, the locations are
site-specific, 11 sites within Indiana and 1 site in each of the other states.
Papke and Papke assert that this is an advantage since property taxes are local
or site-specific, but it can also be misleading if the sites are atypical of
that state. Second, Papke and Papke have allowed for the deducibility of
state and local taxes from corporate income on federal tax returns. This is
important since federal taxes offset almost half of any savings in state and
local taxes. Third, Papke and Papke have attempted to calculate the change in
tax burdens for firms involved in multistate operations. These firms apportion
income according to a three-factor formula of sales, payroll, and property.
Obviously, any given investment tends to change the tax burdens in all of the
states in which the company operates, i.e., there are feedback effects which
should be accounted for with multistate firms.
A number of general conclusions about state and local tax burdens in the
Great Lakes states are possible from this study. However, the reader should be
reminded once again that only 1 site in each of the states is examined, except
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for the 11 sites in Indiana. All of the Great Lakes states are included in the
study except Minnesota. From an all-industry perspective shown in Table 1-7,
Indiana is competitive with only one state in the Great Lakes
region Wisconsin. On the other hand, Michigan not only has lower tax burdens
than any of the Indiana sites, but also it is one of the lowest tax cost states
in many of the comparisons, sometimes competing favorably with Texas and
It appears that Papke and Papke attribute this result, at least in
Kentucky.
part, to the favorable treatment of capital investment under the Michigan
Single Business Tax, although it may be due to other factors as well.
The success of the Papke and Papke approach depends in part on the degree
to which the computer model actually simulates the complex interrelationships
between the state and local tax structures and the financial and operating
characteristics of the hypothetical firms. Unfortunately the modeling is
described in general terms only, so any critique is necessarily limited.
However, some of the features which may not be accounted for in the study are:
property tax abatements, Ohio's corporate income tax credit for property taxes
paid on machinery and equipment, Wisconsin's corporate income tax credit for
sales taxes paid on utility services, or some of the special features of
Michigan's single business tax, as well as many other provisions of the state
and local business tax structure.
There may also be some doubt that businesses actually plan investment in
the complex way depicted in the Papke and Papke model and over such long time
horizons, presumed to be the economic lifetime of the equipment--60 years for
structures and 15 years for machinery. Nevertheless, we think this approach
appears promising, and the capability of doing computer simulations offers
research prospects which are not present otherwise.
Summary
It is apparent from this selective review that there is little agreement
about state and local tax burdens. Among the studies reviewed, Michigan ranges
from the lowest tax state in the region to the highest tax state. The same
anomaly applies to Wisconsin. Some of the apparent contradictions are
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undoubtedly due to differences among the studies in the years considered, the
number of taxes included and method of measurement. Clearly, without agreement
on the measurement of state and local tax costs, there can be no hope
whatsoever of learning the relationship of taxes to regional economic growth
and decline, business location, etc. One of the objectives of this study is to
make a positive contribution toward measuring state and local tax costs.
Method of this Study
The focus of this study is on state and local business tax costs in
Michigan relative to those in the neighboring Great Lakes states. It is
anticipated that the end users of the study will be state policymakers,
researchers, and citizens who wish to determine their state's competitive tax
position. Therefore, the selection of method for this study is partly
conditioned on these goals.
The business climate approach appears inappropriate for this study because
it lacks a formal framework for analysis. The general index developed in
business climate studies is based on a potpourri of factors, of which one or
more of the business taxes may be a component. These broad measures may be
valuable but the goal of this study is to determine both the magnitude and
relative importance of state and local business taxes. There may also be some
question about the ability of any single index to measure the total
attractiveness or business climate of a state.
The aggregate state tax cost approach also appears inappropriate for this
study. That method requires the utilization and manipulation of statewide data
on tax collections and other variables. Aggregate studies provide important
and valuable historical information, but they may fail to address current
policy concerns. Since the economies of the Great Lakes states have been
battered in the last few years and policymakers have responded to these events
in part by changing various provisions of the tax codes, this aggregate
historical approach may be particularly misleading today. It also prohibits
the examination of the tax burdens for different types of firms, since
aggregate state tax data cannot be estimated below the level of all businesses
or all manufacturing.
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The basic approach of this study is micro or firm-oriented. We do not
follow Papke and Papke in estimating the after-tax rate of return on an assumed
investment. Whereas the Papke and Papke approach amounts to estimating the
change in taxes due as a result of an assumed investment, one of the important
objectives of this study is the measurement of the absolute level or magnitude
of the taxes. It remains essential for policymakers to know both the total and
relative importance of the various taxes, especially since we seem to know so
little about them now. It may also be important to understand some of the
complexities and differences in the structural details of the taxes across the
states and how they affect different types of firms.
The basic methodology utilized in this study is to construct the financial
statements for eight hypothetical firms in different industries, varying in
size and other relevant operating characteristics. This approach appears most
meaningful to estimate the effect of state controlled or influenced costs
because, by assuming that all nontax costs are identical, it isolates the
effects of variation in state tax laws alone. In short, the study does not
consider any regulatory costs, the plethora of business tax incentives except
property tax abatements, or any other costs besides state and local taxes.
This latter fact is especially significant because wage costs, energy costs,
etc., may differ more than state and local taxes and be far more important as a
proportion of total costs.
The analysis is conducted for the Great Lakes states for a number of
reasons. First, there is a considerable amount of research which appears to
show that actually very few firms move, but that when they do they tend to move
only short distances. Second, it is well-known that the Great Lakes states are
the industrial heartland of the United States, so frequently firms in the
region find themselves competing most aggressively with other firms in the same
region. Third, time and budget constraints did not permit an expansion of the
study beyond the region, although that remains a possibility for future
research.
The taxes evaluated in the study are workers' compensation, unemployment
insurance, gross receipts, corporate income, franchise, value added, property
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and sales taxes. The emphasis is on prospective tax costs rather than
accounting or historical tax costs. We used the most current or near-term
provisions of the state tax codes through about mid-1984 and scheduled to be
effective at least by January 1, 1985. These matters are discussed further in
the sections which evaluate the individual taxes. In total, these eight taxes
constitute virtually all of the state and local tax burdens for the firms
considered in this study.
Unlike most earlier studies, we have included both workers' compensation
and unemployment insurance as business tax costs. That decision is not without
its problems. These two payroll taxes do not support the general operation of
state or local government.6 it can also be argued that these payroll taxes
should not be considered as taxes at all since society must bear the burden of
these losses in some way. However correct these arguments may be, it also
seems difficult to defend the notion that workers' compensation and
unemployment insurance are not at least partly state controlled or influenced
costs. Furthermore, it cannot be denied that the initial impact of these taxes
falls on business firms. We think the estimation and inclusion of these taxes
in the study will provide important data about the relative importance of
payroll taxes compared to other business tax costs.
It should also be emphasized that, although the firms considered in this
study are hypothetical, they are representative or prototypical of firms in
their particular industries. The utilization of actual industry averages in
constructing these firms insures that they are representative. Summary
descriptions of the generic characteristics of the eight prototypical firms are
presented in Table 1-8. A more detailed synopsis that includes some of the
financial data for each of the prototypical firms is presented in the pages
following that table. These firms are all manufacturers except for the
business services firm, which is most likely a supplier to a manufacturing

6 Workers' compensation is not a payroll tax but an insurance premium.
In many states, workers' compensation insurance may be purchased from
commercial carriers.
For the sake of convenience, we treat workers'
compensation as if it were a payroll tax in this discussion.
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firm. Manufacturing firms were selected for this study because of their
importance in the export base of a state. 1
The primary source of data to construct the financial statements is the
summary tax information available from the U.S. Internal Revenue Service
(1983). The industrial disaggregation is available only at the two-digit SIC
code level. The IRS summary data is supplemented by other data whenever
necessary. For instance, capital investment and supplementary labor benefits
are based on data from the U.S. Bureau of the Census (1982). Average annual
employment is derived from estimated 1983 average annual wages. The estimated
1983 average annual wages are based on industry wages in the Great Lakes states
in 1981 (U.S. Bureau of Labor Statistics, September 1982) adjusted for wage
changes in the manufacturing sector in 1982 (U.S. Bureau of Labor Statistics,
December 1983) and 1983 (U.S. Bureau of Economic Analysis, January 1984). The
net result of these calculations is that wages in this study are estimates of
average wages for the Great Lakes region by industry in 1983. Since wages are
especially important in estimating workers' compensation and unemployment
insurance taxes, it seemed preferable to approximate the Great Lakes averages
rather than simply rely on U.S. averages.
The bulk of the empirical data for the prototypical firms is from 1980,
since that is the most recent year for which complete data are available. It
is important, however, for the data to be from a year which is not atypical, so
It shows the after-tax rates of
that question is addressed in Table 1-9.
return for the manufacturing sector and its two broad industry subgroupings,
durables and nondurables. The after-tax rates of return in 1980 are slightly
below the historical average for the nation, whether measured relative to sales
or equity. Nevertheless, the later years of 1981 and 1982 do not appear to be

7 The export base of a state is generally considered to be those goods
and services produced in the state which are shipped to national and
international markets. To a large extent the success of the remainder of the
regional economy, denoted as local industries, are thought to be dependent on
the success of the export industries.
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any closer to "normalcy" than 1980, nor does it appear logical to use empirical
data from a year earlier than 1980 in a policy research study.
It is important to emphasize that this empirical data is used only in the
form of ratios to develop the financial statements, e.g., 1980 industry
investment to the value of shipments times firm sales to estimate firm
investment, etc. So one of the assumptions in this study is that these
proportions or ratios by industry have remained unchanged since 1980. Whether
or not this assumption is literally true, it still provides a benchmark for the
nontax costs which are assumed constant across the states in this study. When
the absolute level of some variable becomes critical, such as wages, every
attempt is made to estimate current values.
Before proceeding, it may be important to mention what is arbitrary and
what is truly representative about the prototypical firms to prevent any
misunderstandings about the study. Since a firm may face a virtually unlimited
number of tax situations, the eight firms considered here are not meant to be
representative of the entire population of firms. The specific size of the
firms, the profitability of the firms, especially those with losses, and the
unemployment experience of the firms have been selected to be characteristic of
that industry's experience in 1980. In some cases the selected firms may help
illustrate various features of the Michigan tax structure or changes in that
structure as discussed later. Thus, some of the initial decisions about the
characteristics of the firms are arbitrary. Thereafter, the detailed financial
and operating characteristics of the firms are constructed using
empirically-based industry averages.
The industry identification of these firms should not be over-emphasized in
considering the results of this study. For instance, Prototypical Firm #3 is a
large firm in the transportation equipment sector with $300 million of sales,
large losses, and a much worse than average unemployment record. In large
measure, the examination of this firm illustrates how the state and local tax
system treats a large firm that is performing poorly rather than saying
anything about the transportation equipment sector. In other words, any large
firm with similar operating characteristics would pay the same taxes except for

21

workers' compensation, which is industry-specific. Conversely, if one were
interested in a "large firm in the transportation equipment sector with large
profits, then the estimates for the two other large firms in this study,
Prototypical Firms #1 and #2, may be more indicative of that situation, even
though they are in other industries.
There are a number of unique features of this study that should be
mentioned. First,, this study considers virtually all of the state and local
tax costs of the prototypical firms. According to Table 1-3, which is a
complete listing of state and local business taxes, the first five taxes -workers' compensation, unemployment insurance, corporate income, property, and
constitute 85.7 percent of total state and local business taxes in the
sales
Great Lakes region. The next three taxes, insurance, severance, and public
utilities, are not relevant to this study because they are not assessed against
manufacturing firms. Of the remaining two broad categories of taxes,
occupation and business licenses and miscellaneous, which in total constitute
less than 5 percent of tax costs, we have included the most important
In sum, the taxes considered in this study
subcategory--franchise taxes.
probably account for 95 percent or more of the state and local tax costs of
manufacturing firms.
The second unique feature of this study is the emphasis on identically
situated firms. One should not hold state policymakers accountable for factors
which they cannot influence, such as general wage levels. Also, the tax
analysis of a firm should not be confounded by arbitrarily assigning the
average level of performance of a state's economy to that firm. For example, a
state may experience severe unemployment that significantly raises aggregate
unemployment insurance costs, but some industries and firms within the state
may be unaffected by these events. So the relevant question is not only the
aggregate level of each state's unemployment insurance costs, but also the
degree to which identically situated firms across the states share in paying
for those costs. The answer is by no means obvious, since all states have
adopted some form of experience rating by firm in determining unemployment
In general, our approach is designed to isolate the
insurance rates.
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differences in tax costs that reflect only the differences in tax rates and tax
structures.
The third unique feature of this study is related to the general method of
the research. Within the time and budget constraints of the study, our goals
were to use realistic data in constructing the prototypical firms and to avoid
oversimplifying assumptions about the taxes. Among other activities, that
included the completion of federal tax returns and state income tax returns for
all of the prototypical firms and a review of the state administration of the
taxes. This latter activity is important because the state statutes are
subject to administrative rules and regulations as well as court litigation,
all of which can significantly affect taxes due and payable.
The above discussion of the unique features of this study is not meant to
deny that this study has no limitations. Like all tax cost studies, we omit
the potentially significant benefits derived from government spending; nor do
we examine the question of tax incidence. We ignore all nontax costs which not
only may vary significantly across the Great Lakes states but also are much
more important as a proportion of the firm's total costs of doing business.
While it is best to assume that nontax costs are constant in order to isolate
the influence of the state controlled or influenced variables, it has the
potential to overemphasize the relative importance of state and local taxes in
business location decisions* Obviously our exclusion of the benefits derived
from government spending could also add to that possibility.
Another limitation of this study is that a large number of estimates and
assumptions were necessary to operationalize the prototypical firm
methodology. The large number of assumptions may raise significant questions
about the meaning of the empirical results. There is a danger in taking the
business tax cost estimates in this study too literally. We think the
empirical results should be interpreted as approximations rather than precise
estimates.
Each of the state and local tax costs are now examined individually. It
should be emphasized that these sections present gross or full-value estimates
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of those costs. Property tax abatements and federal tax offsets are not
discussed until the total tax burdens are presented in Section VII. Except
possibly for property taxes, the full-value estimates of the individual tax
costs reflect the relative importance of these taxes across the states.

Table 1-1
RELATIVE TO THE U.S. EMPLOYMENT GROWTH RATE

1957-1982
Region

1957-1969

1970-1982

Mean
Difference
(percent)

statistic

-0.8
-1.3
-0.5
-0.8
1.3
-1.2
-0.0

-2.31
-4.45
-0.98
-0.92
3.77
-3.25
-0.05

-0.2
-0.7
0.4
0.1
1.7
-0.7
-0.3

-0.47
-1.97
0.66
0.09
3.81
-1.18
-0.19

-1.3
-2.0
-1.3
-1.7
0.9
-1.6
0.2

-2.95
-4.57
-1.74
-1.40
1.78
-3.78
0.38

-4.00
-6.18
-1.95
-1.93
1.43
-4.95
-1.30

-0.4
-0.7
0.0
-0.2
0.5
-0.8
-0.0

-1.55
-3. 85
0.14
-0.26
1.06
-2.22
-0.37

-1.2
-1.5
-1.3
-1.6
0.3
-1.4
-0.3

-4.29
-5.57
-2.48
-2.42
0.96
-5.39
-1.28

Mean
Difference
(percent)

V . 2
statistic

Mean
Difference
(percent)

t2
statistic

Manufacturing
Great Lakes
Illinois
Indiana
Michigan
Minnesota
Ohio
Wisconsin
Total Nonagri cultural
Great Lakes
Illinois
Indiana
Michigan
Minnesota
Ohio
Wisconsin

-0.8
-1.1
-0.7
-0.9
0.4
-1.1
-0.2

Sources: U.S. Department of Labor, Employment and Training Administration, Employment and Training
Report of the President, various issues; Bureau of Labor Statistics, Employment and Earnings, May 1983
1. A t-value greater than 2.056 in absolute terms indicates that the mean difference is significantly
different from zero at the 5 percent level.
2. A t-value greater than 2.160 in absolute terms indicates that the mean difference is significantly
different from zero at the 5 percent level.
Note: In terms of the business cycle, the end years of the various sample periods are peak to trough
for 1957 to 1982, peak to peak for 1957 to 1969, and trough to trough for 1970 to 1982.
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Table 1-2
1983 ALEXANDER GRANT STUDY:
GENERAL MANUFACTURING BUSINESS CLIMATE
IN THE GREAT LAKES STATES

State

National
Rank

Composite
Score*

Illinois

44

29.3

Indiana

25

49.8

Michigan

48

11.8

Minnesota

43

29.4

Ohio

46

23.3

Wisconsin

42

32.1

SOURCE: 1983 General Manufacturing Business Climates, Alexander Grant
& Company, 1984, p. 5.
*Twenty-two factors were included in the composite scores: energy costs,
unionization, taxes, wages, workers' compensation insurance rates,
manhours lost, expenditure growth versus revenue growth, change in taxes,
value added, unemployment compensation benefits, maximum workers comp
ensation benefits payment, change in wages, debt, unemployment compensa
tion net worth, vocational education enrollment, high school educated
adults, environment control, change in unionization, population change,
welfare expenditure hours worked, and population density. Since the raw
data were not directly comparable, the raw data were normalized using
the standard deviation, weights were applied from a survey of state
manufacturing associations, and the resultant combined scores were
rescaled to base 100.

Ia_.ble_J_-3
STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS. 1977, BY REGION*

(in millions)
United States
Type of Tax
Workers' Compensation Payments
Unemployment Compensation Taxes
Corporate Net Income Taxes
Real and Personal Property Tax
on Business
Business Portion of General Sales
and Gross Receipts
Insurance Taxes
Severance Taxes
Public Utilities Gross Receipts
Taxes
Occupation and Business License
Taxes 2
Miscellaneous Business Taxes
Total Taxes on Business

Great Lakes

Illinois

Amount

%

Amount

%

Amount

%

8,623
8,523
9,902
22,175

12.1
11.9
13.8
31.0

1,633
1,888
2,195
4,763

11.6
13.4
15.6
33.9

395
419
384
1,410

10.1
10.7
9.8
36.1

8,202

11.5

1,574

11.2

560

2,354
2,168
4,101

3.3
3.0
5.7

387
74
892

2.8
0.5
6.4

79
503

2,222

3.1

318

2.3

3,232

4.5

315

71,502 100.0 14,039

Indiana
Amount

Michigan
%

Amount

%

76
139
86
475

6.1
11.2
6.9
38.1

437
577
817
1,052

13.3
17.5
24.8
31.9

14.3

405

32.5

211

2.0

3.5

12.9

44
0

52

1.3

19

2.2

109

2.8

2

100.0

3,911

100.0

Minnesota
Amount

Ohio

Wisconsin

%

Amount

%

135
138
258
297

11.1
11.3
21.2
24.4

478
378
398
1,102

15.4
12.2
12.8
35.4

112
237
252
427

8.9
18.8
20.0
33.9

6.4

117

9.6

181

5.8

100

7.9

82
10
33

2.5
0.3
1.0

47
60
84

3.9
4.9
6.9

101
4
214

3.2
0.1
6.9

34
58

2.7
4.6

1.5

34

1.0

25

2.1

171

5.5

17

1.4

0.2

43

1.3

55

4.5

84

2.7

22

1.7

1,216 100.0

3,111

100.0

1,246 100.0

3,296 100.0

Amount

%

1,259 100.0

Sources: Workers' Compensation Payments from Social Security Bulletin, October 1980, p. 8. Unemployment Compensation Taxes from State Government Finances
in 1977, U.S. Department of Commerce, Bureau of the Census, 1977, p. 27. All other taxes are from the revised appendix tables, Regional Growth: Interstate
Tax Competition, Advisory Commission on Intergovernmental Relations, March 1981, pp. 63-71.
Note: Totals may not equal 100 percent due to rounding.
1. Includes Michigan's single business tax even though the tax base utilizes a modified value-added approach.
2. Includes alcohol license taxes, public utility license taxes, corporate license taxes in general, motor carriers license taxes, and occupation and
business license taxes.
3. Includes amusement license taxes, document and stock transfer taxes, miscellaneous state business taxes, and the business portion of local other and
unallocable taxes.
*Initial impact does not mean that business necessarily bears the ultimate burden of these taxes.

Table 1-4
RELATIONSHIP OF STATE AND LOCAL TAXES HITH AN INITIAL IMPACT ON BUSINESS
TO TOTAL STATE AND LOCAL TAXES, 1977, BY REGION*

(in millions)

State and Local Taxes
Region

Taxes on
Business
as a Percent
of Total

Business

Individuals

Total

United States

71,502

121,464

192,966

37.1

Great Lakes

14,039

24,618

38,657

36.3

Illinois

3,911

6,577

10,488

37.3

Indiana

1,246

2,447

3,693

33.7

Michigan

3,296

5,735

9,031

36.5

Minnesota

1,216

2,119

3,335

36.5

Ohio

3,111

4,602

7,713

40.3

Wisconsin

1,259

3,138

4,397

28.6

Sources: State and local taxes on business from Table 1-2. State and
local taxes on individuals from the revised appendix tables, Regional
Growth: Interstate Tax Competition, Advisory Commission on Intergovern
mental Relations, March 1981, pp. 63-71.

*Initial impact does not mean that business necessarily bears the
ultimate burden of these taxes.
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Table 1-5
WHEATON: SELECTED STATE TAX BURDENS ON
ALL BUSINESSES AND MANUFACTURING, 1977
(percent)
Taxes/
Business Income
(All Businesses)

Taxes/
Business Income
(Manufacturing)

Taxes/
Capital Stock
(Manufacturing)

Illinois

6.2

9.3

2.9

Indiana

7.6

7.7

1.4

Michigan

12.8

20.3

3.9

Minnesota

8.0

10.2

3.5

Ohio

6.1

6.1

1.7

Wisconsin

8.3

7.6

3.1

Source: William C. Wheaton, "Interstate Differences in the Level of
Business Taxation", National Tax Journal, March 1983, pp.'89 and 91;
data for Indiana are from William C. Wheaton, "Interstate Differences
in the Level of Business Taxation: A Correction", National Tax Journal,
December 1983, p. 543.
Note: The state business taxes were defined as corporate income,
property, business fees, and unemployment insurance.

Table 1-6
1983 STUDY BY THE WISCONSIN DEPARTMENT OF REVENUE: TOTAL STATE AND LOCAL
TAX LIABILITY FOR A HYPOTHETICAL FIRM IN SELECTED INDUSTRIES AS A PERCENT OF SALES

Corporation

1

2

Industry

Paper
Products

Fabricated
Metal
Products

Illinois

.97

.77

.59

.91

.46

.86

Indiana

1.57

1.20

1.20

1.44

.75

1.16

Michigan

1.60

1.16

1.18

1.44

.75

1.28

Minnesota

1.09

.90

.65

1.04

.50

.99

Ohio

1.32

1.14

.96

1.32

.60

1.12

.83

.75

.49

.85

.39

.81

3

Machinery
Manufacturing

4
Scientific
Instrument
Manufacturing

5
Food
Manufacturing
and Processing

6
Printer
Publishe

State

10

Wisconsin

Source: Wisconsin Department of Revenue, Corporate Tax Climate:
1983, p. 28.

A Comparison of Sixteen States, February,
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Table 1-7
PAPKE AND PAPKE: COMPARATIVE AFTER-TAX RATES OF RETURN
)N NEW INVESTMENT WITH IDENTICAL HOME AND EXPANSION SITES

Location of Home
and Expansion Site

All Industries
Average

Rank2

Peoria, Illinois

13.028

4

Indiana

12.797

7

Kalamazoo, Michigan

13.124

3

Wayne, Ohio

12.999

5

Dane, Wisconsin

12.397

12

Source: James A. Papke, editor, Indiana's Revenue Structure:
Components and Issues, Part II, pp. 80 and 83.

Major

1. Averaged over 10 Indiana sites whose average after-tax rates of
return ranged from 12.712 to 12.940.
2. Twelve states were included in the study. Davies, Kentucky and
Cameron, Texas out-ranked Kalamazoo, Michigan in this simulation with
rates of return of 13.383 and 13.157 respectively.

Table 1-8
SUMMARY DESCRIPTIONS OF THE PROTOTYPICAL FIRMS

Industry

Description

Firm

SIC Code

1

26

Paper

Large firm, average profits

2

28

Chemicals

Large firm, highly profitable, multi state operations,
most capital intensive of the three large firms

3

37

Autos

Large firm, large losses

4

38

Instruments

Small firm, average profits but industry average profits
low, highly labor intensive

5

35

Non-electrical
Machinery

Small firm, large losses, capital intensive

6

73

Business
Services

Small firm, small losses

7

36

Electronics

Medium firm, average profits

8

20

Food Processing

Medium firm with large seasonal workforce
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PROTOTYPICAL FIRM #1

Item

Description

SIC Code

26

Industry

Paper and Allied Products

Sales

$300,000,000

Assets

$237,168,235

Investment

$21,543,927

Profit Rate Before Federal Taxes

6.10% of Sales

Wages & Salaries

$53,706,708

Average Annual Employment

2261

Average Annual Wages per Worker

$23,754

Total Supplementary Labor Benefits

$10,239,121

Firm Unemployment

Great Lakes Average
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PROTOTYPICAL FIRM #2

Item

Description

SIC Code

28

Industry

Chemicals and Allied Products

Sales

$900,000,000 (4% in-state)

Assets

$759,319,055

Investment

$73,219,950

Profit Rate Before Federal Taxes

10.09% of Sales

Wages & Salaries

$132,068,262 (33.3% in-state)

Average Annual Employment

5418 (33.3% in-state)

Average Annual Wages per Worker

$24,376

Total Supplementary Labor Benefits

$23,173,155

Firm Unemployment

50% lower than Great Lakes Average

34

PROTOTYPICAL FIRM #3

Description

Item
SIC Code

37

Industry

Transportation Equipment

Sales

$300,000,000

Assets

$286,307,486

Investment

$12,887,700

Profit Rate Before Federal Taxes

-10.19% of Sales

Wages & Salaries

$68,712,546

Average Annual Employment

2505

Average Annual Wages per Worker

$27,430

Total Supplementary Labor Benefits

$16,675,185

Firm Unemployment

100% worse than Great Lakes Average

35

PROTOTYPICAL FIRM #4

Item

Description

SIC Code

38

Industry

Instruments and Related Products

Sales

$2,500,000

Assets

$1,140,190

Investment

$96,361

Profit Rate Before Federal Taxes

2.69% of Sales

Wages & Salaries

$1,150,000

Average Annual Employment

63

Average Annual Wages per Worker

$18,254

Total Supplementary Labor Benefits

$115,743

Firm Unemployment

Great Lakes Average

36

PROTOTYPICAL FIRM #5

Description

Item
SIC Code

35

Industry

Machinery, except Electrical

Sales

$3,000,000

Assets

$2,997,915

Investment

$131,705

Profit Rate Before Federal Taxes

-10.00% of Sales

Wages & Salaries

$796,400

Average Annual Employment

31

Average Annual Wages per Worker

$25,690

Total Supplementary Labor Benefits

$152,957

Firm Unemployment

Great Lakes Average

37

PROTOTYPICAL FIRM #6

Item

Description

SIC Code

73

Industry

Business Services

Sales

$2,500,000

Assets

$1,802,838

Investment

$139,446

Profit Rate Before Federal Taxes

-2.62% of Sales

Wages & Salaries

$974,334

Average Annual Employment

50

Average Annual Wages per Worker

$19,487

Total Supplementary Labor Benefits

$111,652

Firm Unemployment

Great Lakes Average

38

PROTOTYPICAL FIRM #7

Item

Description

SIC Code

36

Industry

Electric and Electronic Equipment

Sales

$20,000,000

Assets

$19,046,690

Investment

$958,415

Profit Rate Before Federal Taxes

5.22% of Sales

Wages & Salaries

$5,765,017

Average Annual Employment

269

Average Annual Wages per Worker

$21,431

Total Supplementary Labor Benefits

$1,093,172

Firm Unemployment

Great Lakes Average

39

PROTOTYPICAL FIRM #8

Item

Description

SIC Code

20

Industry

Food and Kindred Products

Sales

$30,000,000

Assets

$14,260,048

Investment

$686,161

Profit Rate Before Federal Taxes

3.76% of Sales

Permanent Wages & Salaries

$2,205,395

Average Annual Permanent Employment

100

Average Wages per Permanent Worker

$22,054

Seasonal Wages and Salaries

$879,907

Total Seasonal Employees

300

Average Wages per Seasonal Employee

$2933

Total Supplementary Labor Benefits

$850,707

Firm Unemployment

100% worse than Great Lakes Average

Table 1-9
AND STOCKHOLDERS' EQUITY, MANUFACTURING FIRMS,
1974-1982

Profits After Taxes as a
Percent of Stockholders Equity

Profits after Taxes
As a Percent of Sales

Year

All
Manufacturing

Durables

Nondurables

1974

14.9

12.6

17.1

5.5

4.7

6.4

1975

11.6

10.3

12.9

4.6

4.1

5.1

1976

13.9

13.7

14.2

5.4

5.2

5.5

1977

14.2

14.5

13.8

5.3

5.3

5.3

1978

15.0

16.0

14.2

5.4

5.5

5.3

1979

16.4

15.4

17.4

5.7

5.2

6.1

1980

13.9

11.2

16.3

4.8

4.0

5.6

1981

13.6

11.9

15.2

4.7

4.2

5.1

1982

9.2

6.1

11.9

3.5

2.4

4.4

Source:

All
Manufacturing

Durables

1974-1982, Economic Report of the President, February 1984, p. 319. 1983.

Nondurables
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