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CORPORATE TAX CUTS SHOULD BE OFFSET
WITH CUTS IN CORPORATE TAX EXPENDITURES
Governor’s proposal would cost close to $90 million over five years,
impairing state’s ability to provide public services that businesses rely on
Everyone wants to get the Ocean State’s struggling economy
back on track, and there is a wide range of ideas and significant
debate about how best to make progress. The Governor has
proposed a reduction in the state’s corporate income tax rate,
a move that appears to be aimed in part at improving state
rankings in business climate studies published by national
organizations and media outlets. There is no evidence, however,
that there is a direct relationship between business climate
rankings and the performance of a state’s economy.
With a price tag of almost $90 million over five years, the
proposed corporate income tax reduction could backfire if
The proposal will not help the vast majority of local businesses.
public services that businesses rely on are cut as a result of
revenue losses. Furthermore, the proposal will do nothing to help the majority of local businesses that do not pay the
corporate income tax. Finally, research suggests that corporate tax cuts do little to stimulate economic growth. In fact
local business leaders and economists have suggested this is not a game changing proposal.i

Reducing Revenues Could Reduce Services Important to Business
As part of his FY2014 budget, Governor Chafee has proposed reforming the corporate income tax by:

• Reducing the corporate income tax rate over a three year period from the current 9 percent to 7 percent by 2015;
• Eliminating the Enterprise Zone Wage credit in 2014; and
• Reducing the value of the Jobs Development Act tax credit over the next two years.ii
The Office of Revenue Analysis estimates that the three-part plan will cause the state to lose almost $90 million in
revenue between FY2014 and FY2018, even with the proposed changes to two of the state’s tax breaks outlined above.iii
Because Rhode Island is required to balance its budget each year, revenue losses will need to be offset with spending
cuts or other revenue raising measures. This could result in reduced investments in the many services that businesses
rely on, such as well-maintained roads and bridges, adequate police and fire protection for their facilities, and, especially,
a well-educated workforce.
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Corporate Income Tax Cuts Have Little Impact on Economic Activity
Existing research suggests that cutting state corporate income taxes is unlikely to
significantly stimulate economic growth or create jobs.iv There are several reasons
for this: v

• State corporate income taxes are a tiny portion of the overall cost of doing
business. Nationally, corporate income taxes average less than three-tenths of one
percent of total business costs.
• Factors such as availability, quality and cost of labor and transportation, and
access to markets, are often cited as being more important to business
decision-making.vi

• State corporate income taxes can be deducted from the federal taxes owed.
Therefore, a cut at the state level would be partially offset by an increase in federal
taxes.
• Part of the savings from any state corporate tax cut is likely to be passed on to
out-of-state shareholders, who will spend money where they live, not in Rhode
Island.
• Corporate income tax cuts that result in revenue losses could adversely affect
long-term growth by leading to the cuts in public services that companies and
workers rely on.

Nationally, corporate
income taxes average
less than three-tenths
of one percent of total
business costs. Factors
such as availability,
quality and cost of
labor and transportation,
and access to markets,
are often cited as being
more important to
business decisionmaking.

Proposal Will Not Help Vast Majority of Local Businesses
The proposal will not help the vast majority of businesses in Rhode Island. Ninety three percent (93%) of companies paid
only the corporate minimum tax of $500, according to the latest (2010) Statistics of Income.vii Specifically, 100 percent
of Limited Liability Companies, 99 percent of the companies making an “S corporation” election, and 78 percent of the
corporations (so called “C corporations”) subject to the corporate income tax paid the minimum tax and would not be
helped by the Governor’s proposal.

If the Corporate Tax Rate is Cut, Corporate Tax Expenditures Should
Be Eliminated in Addition to Those Proposed
If lowering corporate tax rates is considered a worthwhile policy goal, tax breaks for particular industries or taxpayers should
be considered for reform or elimination to offset revenue losses and ensure state services are not sacrificed in the long-run.
The Economy RI report just issued by Fourth Economy Consulting for the state’s Sustainable Communities campaign
found that Rhode Island spent at least $460 million on economic development tax expenditures in Tax Year 2009.viii The
vast majority, however, have never been analyzed to determine whether they are benefitting the state’s residents or economy.
The Governor’s proposal changes two of the many economic development-related tax expenditures: the Jobs Development
Act and Enterprise Zone tax credit. Created in 2005, the Jobs Development Act has caused the state to forgo $82 million
since 2008 alone. This particular tax break allows companies to enjoy reductions in their corporate tax rate in perpetuity as
long as they maintain jobs created at a specific point in time. Other tax expenditures, such as the motion picture tax credit
and domestic production deduction, have been studied and determined to be inefficient and could be modified or eliminated
to offset the cost of the rate reduction.ix
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Conclusion
Reducing the state’s corporate income tax comes with a significant price tag at a time when the state
finances are still recovering from the recession and will very soon be hit with additional cuts in
federal aid due to the federal budget “sequester.” Furthermore, in the not-so-distant future, state
gambling revenues are expected to decline when Massachusetts’ casinos come online.
Considerable research indicates that cutting corporate taxes will not result in significant economic
growth. In fact, the projected revenue losses may impede the services that site-selection experts
and corporate CEOs routinely identify as important: education and infrastructure. These services
play a critical role in supporting private sector growth, and their quality is important to the state’s
competitiveness and ability to attract private investment.
If it is to be enacted at all, lawmakers should take
steps to ensure that the proposal is revenue neutral
by reforming or eliminating other unproven
economic development tax expenditures.
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