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Taxes and disinvestment

llinoyed

CHICAGO
Businesses are threatening toleave

HE state finances in [llinois are an ugly

mess of deficits, unpaid bills and tax re-
fund backlogs. At the heart of the problem
lies a public pension liability estimated at
a present value of $80 billion. The state’s
pension schemes are only 51% funded, the
lowestrate among the 50 states. In January,
in an attempt to grapple with its problems,
the state raised corporate taxes from 7.3% to
9.5% and personal income tax from 3% to
5%. Although the tax hikes are theoretically
temporary—and start to expire in 2015—
both the rises and the continued failure of
politicians to get to grips with the budget
crisis are starting to worry businesses.

Over17% of the state’s operating budget,
or about $5.8 billion this year, goes on
meeting public-pension obligations—a
burden that will worsen as longevity in-

creases. Many companies, fearing that
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» they, and their employees, will ultimately
have to pick up the tab, are demanding tax
breaks to stay in the state. In May Motorola
Mobility was offered $100m in financial in-
centives to retain its corporate headquar-
ters in Illinois, in the hope of retaining
3,000 jobs. Last year Navistar, a truck and
engine firm, also managed to extractincen-
tives worth $65m from the state.

Now Sears, a chain of department
stores and one of the state’s largest em-
ployers, is playing the relocation card. It
says it will move out unless its current
package of tax incentives, due to expire in
2012, is extended. Sears employs 6,000
people at its headquarters in Hoffman Es-
tates, a suburb of Chicago. Two Chicago-
based financial exchanges—cmE Group
and cBOE Holdings—say they will go as
well. They argue it is unfair that they are
currently obliged to pay Illinois taxes on
electronic trades that happen out of state.

The state’s general assembly has re-
sponded by preparing legislation that of-
fers these companies a deal. Although a fi-
nal bill has yet to be agreed, legislative
approval looks very likely. Tax breaks for
Sears could amount to $15m a year, while
one option being considered for the trad-
ing exchangesis to tax them on only part of
their business. This could reduce govern-
ment revenues by $85m a year, but if these
companies are serious about leaving, then
half or a third of something is a lot better
than100% of nothing.

Although each new individual arrange-
ment may seem justifiable to the politi-
cians, together they further undermine the
state’s financial position. Laurence Msall,
president of the Civic Federation, an inde-
pendent watchdog, says the current state
budget contains more than $2 billion of
promises for which there is no money. In
addition, the state has carried over $5 bil-
lion in unpaid bills from previous years. II-
linois seems to careen from one crisis to
the next. Each corporate demand only un-
derscores the state’s perilous position: it
cannot afford to lose businesses but it can-
not afford the tax breaks to keep them.

The vultures are circling, Ohio has of-
fered Sears $400m to move to the Buckeye
State. Indiana’s governor, Mitch Daniels,
jokes that having Illinois as a neighbour is
like living next door to a dysfunctional

family. Indiana even has an advertising
campaign targeted at tempting Ilinois
businesses across the border by asking
them if they were “Illinoyed” by paying
higher taxes.

Although indianapolis lacks the excite-
ment of Chicago, Indiana has a personal
taxation rate of 3.4%, and has promised to
reduce corporate tax to 6.5% over the next
four years. It has also cut property taxes
and offers a generous R&D credit. Katelyn
Hancock, a spokesperson for the Indiana
EconomicDevelopment Corporation, says
her state has been in competition with I1li-
nois 43 times this year to win new invest-
ment—and won 40 times.

As many states have found, incentive
schemes can be troublesome if not proper-
ly structured. Ms Hancock points out that
the way to compete is not through incen-
tives but via lower taxes, a predictable reg-
ulatory climate and fiscal stability. Most II-
linois companies like Chicago’s transport
links and its skilled workforce. Loyalty,
however, does know some bounds. m




