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Los Angeles Business Tax

Prepared for

The Jo'bs and BusinessDevel'opment Committee and
the Office of Economic Analysis

April 25, 2012

Presented by

Matthew Newman
Bille Sky Consulting. Group

This presentation prepared in response to the April 19
lefter from Councilmember Garcetti asking the Blue Sky
Consulting Group to:

• Evaluate the revised BTAC proposal, including
recommendations on alternatives

• Address a question raised at the .4/18/2012
Jobs and Business Development Committee
meeting about the e.lasticities reported in
research by Timothy Bartik
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From an overall fiscal and economic standpoint,
the revised BTAe proposal is very similar to
original proposal

•

Original proposal would eliminate tax over 5 years
Revised proposal would eliminate tax over 15 years
In both cases, the businesstax would be completely
eliminated
As a result, long-run fiscal and economic effects of
new and original proposals are similar

80th would reduce taxes and increase economic output
But, this increase in output would net be sufficient to
generate enough non-business rex revenue to offset the
revenue losses

•
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The revised BTAC proposal is different from
original BTAe proposal in two important
respects:

It seeks to target immediate tax relief to the sectors
of the economy that may be more mobile or
responsive to a tax. reduction
It introduces the idea of a trigger, which would
potentially protect the city's budget



Revised BTAe Proposal Seeks to Target Tax
Relief

Phase I of the revised BTAC proposal targets tax
relief to Classes 7 - 9
Class 9 is the largest single class, and comprises
58% of current tax revenue (classes 7 - 9 comprise
62% of revenue)
Class 9 consists of Auto parks, Professions and
Occupations, and Health Maintenance
Organizations (among other types of businesses)
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Class 9 businesses are diverse
15 NAlts Cod f 2011 T , ld I F dCI 9OD 8' or ax •• a n un ass

Ron~NAICS Cod~ Description
1. 541100 Legal servIces
2. 523900 Other flnondollnvestment Qc:tlvlties (including Investment advIce)
3. 621111 OffIces of physicians (except mental health spedonstsl
4. 621900 Other ambulCltory health care services
5. 541600 ManaQement, sci(mtlflc, & te<hnlcal conwlting services
6. 446110 Pharmades & drug stores
7. 621399

I
Offices of aU other miscellaneous health proc:tltlonen

B. 541219 Other accollntlng service'
9. 561110 OffIce admlnlstraflve services

10. 541990 All other professiona'I, scientific, & technical services
11. 622000 Hospitals
12. 561300 Employment services
13. 523120 SecuritIes broken
14. 531210 Offices of real estate agents & brokers
15. 611000 I Educational services (Including schools,colleges, & universItIes) 6



Targeting tax relief to Classes 7- 9 would
produce modest benefits relative to across
the boa rd reductions

Based on our analysis using the REMImodel, It appears that
targeting tax ,relief to these classeswould be more effective
than acrossthe board reductions.
We estimate thai targeting tax relief to this group would
produce benefits approximately 10 percent greater than
would an across the board reduction (affecting all classes)
·of similar magnitude.
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Where to target tax relief
Focus on export industries

• Export industries produce more in the way of multiplier
effects than do locally serving lndustrtes, and are more
sensitive to changes in production costs

Focus on industries that have a small or decreasing
concentration in Los Angeles

• Industrieswith a large or growing concentration in Los
Angeles are already doing well, so they may not need
,additional help to succeed

• Industriesthat are underrepresented or waning relative
to the rest of the state or nation may be more response
to changes in taxes.
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More Targeted Tax Relief Can Help,
But Not Likely To Pay for Itself

• The economic impact of tax relief does vary by
industry O.e. targeting can work)

• However, even very targeted relief likely will not
"pay for itself" with increased economic adivity
and non-business tax revenues

• Tax relief should be considered in the context of an
overa II economic development strategy

Trigger mechanism

• The idea of a trigger could potentially mitigate
adverse budgetary impacts
However, the proposed trigger would in effect
count any increase in revenues as stemming from
the business tax reductions
Revenue increases would likely occur even without
the tax reductions as a result of factors such as

Population growth
Inf,latiolll
Increase in demand for exported products
lnereoses in income of city residents
Other economic development efforts

•
•
•
•
•
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A More Refined Trigger Could Be
Developed
• A more refined trigger mechanism would help to

insure that revenue increases above the trigger
threshold are in f,oct tied to businesstax relief

• Several ways to design a more targeted trigger:
• Difference from baseline projections
• Changes in city revenues adjusted for factors such as

population g.rowth end inflation
• Revenues adiusted for changes in external benchmarks

of economic activity (e.g. slate personal Income, regional
economic output or employment)

Elasticities: central cities versus suburbs

• Bartik identifies two distinct groups of
resea rch studies

• Intra-regional or intra-suburban studies
• Central city studies
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Intra-regional or intra-suburban
studies show much higher
elasticities
• According to Bartik, ((if a given small suburban

jurisdiction within a metropolitan area raises its
taxes by 10 percent, it can expect in the long run a
reduction in its business activity by from 10 to 30
percent."
This effect is roughly ten times the result Bartik
reports for inter-metropolitan effects (i.e., from
competition among regions).

13

No Clea r Central City Effects

According to Bortik:
• "Studies that have examined the effects of

central city versus suburban tax rates on the
central city's share of the metropolitan area's
business activity have not consistently found tax
effects."

• "The evidence for city tax effects is relatively
weak."

• "The research is mixed on whether business tax
cuts for large central cities have significant
effects on business location." 14



Los Angeles is the largest city in California - more like a
"central ci n than a "small suburban 'urisdictionlt

Ten Most Populous Cities in Los Angeles County
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Our conclusions based on two
analytical approaches

Overoll inter-metropolitan elasticity from published
research
Analysis using a custom-built REMI model of the Los
Angeles economy
Both of these opproaches showed similar results


