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Exempting a certain category of businesses from nearly all state taxes — and potentially allowing some businesses
to receive more tax breaks than the amount of taxes they owe — would create an uneven playing field and set a bad
precedent, absolving some businesses of their responsibility to pay their fair share for the services we all benefit

from. For these reasons, the Maryland Center on Economic Policy opposes Senate Bill 317.

Manufacturers already receive preferential treatment in Maryland’s tax code. The single sales factor formula
allows them to pay no tax on income earned from selling their products out of state. Such efforts to subsidize the

manufacturing industry do not appear to have achieved their goals, as the number of manufacturers in Maryland

fell sharply in the years after the single sales factor tax break was enacted.i

The proposal outlined in Senate Bill 317 are similar to other programs that Maryland has tried over the last three
decades, such as Enterprise Zones and One Maryland. Despite subsidies totaling hundreds of millions of dollars,

there is very little to show in terms of actual job creation resulting from these tax breaks.

When the Department of Legislative Services last evaluated Maryland’s enterprise zone tax credits in 2013, it

found they are not effective in creating employment opportunities for enterprise zone residents.ii The DLS review

and research on enterprise zones in many other states has consistently found that most, if not all, job growth that

takes place in enterprise zones is due to normal economic activity — that is, businesses growing to meet demand.1l1

Maryland is not the only state that has found tax breaks to be an ineffective way to lure businesses. Reports
released last year show that a similar program in New York State has had disastrous results. As of early last year,
New York had appropriated more than $200 million for marketing its program — not including the cost of the tax
breaks it will eventually give out — while linking fewer than 500 jobs to that program in the first two years.iV This

is clearly not a good model for boosting Maryland’s economy.

Building on this flawed model by exempting manufacturers from the majority of state taxes for 10 years would be
costly and ineffective. While the direct fiscal impact of Senate Bill 317 will depend on the number of businesses

that eventually claim tax breaks under the program, the bill has a number of weaknesses.
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= State and local taxes are a minor cost for most businesses, especially fast-growing businesses that aren’t

yet profitable but create a large number of jobs.V Because taxes are not a major cost for many businesses,
they do not drive location decisions. Surveys show that executives are more concerned about access to a

skilled workforce, reliable transportation, and a high quality of life than they are about taxes or

subsidies.Vi

* Any direct stimulative effect from these tax breaks is likely to be minimal. A large portion of the money
businesses gain from tax breaks would likely go toward dividends—a boon to shareholders who mostly live
out of state, but of little value to Maryland’s economy.Vil Furthermore, companies that are not eligible for
the tax breaks would become less competitive, potentially leading to weaker profits, less hiring, and lower
tax payments.

» Because Maryland is constitutionally required to balance its budget, the state will have to compensate for
lost tax revenue by raising other taxes or cutting public services. Cuts to public investments would
jeopardize the things that make Maryland attractive to employers, like excellent schools, modern
transportation networks, and safe communities.

* Business tax credit programs are easy to subvert and hard to enforce. Even though Senate Bill 317 in
theory excludes businesses that shift jobs within Maryland rather than creating new positions, businesses
have been known to game these systems."ii Even when businesses truly hire new employees rather than

shifting jobs, there is no way to confirm that tax breaks were necessary to create these jobs.

Adding one more component to Maryland’s already extensive suite of business subsidies will do little to bring
manufacturing jobs to the Maryland communities with the greatest needs, but it will jeopardize the public

investments that make Maryland attractive for business.

For these reasons, the Maryland Center on Economic Policy respectfully requests that the Budget

and Taxation Committee make an unfavorable report on Senate Bill 317.
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