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ATLANTICA

For sometime AIM S has been promoting discussion about ageographical concept dubbed “Atlantica’.
Theregion is broadly composed of the Atlantic provinces, eastern Quebec, the northern tier of New
England states and up-state New York. These territories share a number of common characteristics
— similar demographics, diversity and migration; a shared history, and interrelated transport issues.
Perhaps most important, the residents of Atlantica have generally suffered from relative economic
underdevel opment and growth compared to their respective national economies.

Atlantica may not merely be an accidental aggregation of like economies, or even aregion reflect-
ing a confluence of similar external forces. The regional characteristics may exist precisely because
the border passes through it. Conceptually, at least, it is not too hard to understand why this may be
s0. Geographically, the axis of Atlantic Canada trade would seem to be naturally north-south — as
historically it used to be until national policiesimposed an east-west bias. The huge northward bulge
of Maine represents a major obstacle between Atlantic Canada and the country’s industrial heart-
land. Maine and the other upper New England states, on the other hand, are a peninsula encircled
by the border. Whatever local opportunities for development that might exist are frequently stymied
by that frontier and drawn off southward along the interstate transportation corridors — reinforcing
the relative isolation and underdevelopment of the north.

The existence and placement of boundaries, whether national or international, do matter. Borders are
not merely cartographic creations. They are the intersections of government policies. Where those
policies are not carefully harmonized and the implications of differences clearly understood, eco-
nomic consequences ensue.

AIMS s proud to present Art Woolf’s paper detailing the economic consequences of the existence
of the border between two US states with differing fiscal strategies as an illustration of why borders
are so important. Thisis the second in a series of Atlantica Papers about the meaning of the border
and the creation of a heightened cross-border consciousness of what the former mayor of Bangor,
Maine, Tim Woodcock, calls “Our Shared Region”.
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EXECUTIVE SUMMARY

This study examines the nature and extent of changes in retailing activity in the border counties of
Vermont (Essex, Caledonia, Orange, Windsor, and Windham) and New Hampshire (Coos, Cheshire,
Sullivan, and Grafton) over the past 40 years. The border counties have exhibited similar rates of
population growth over that period of time, but the economic growth rates of the two regions have
diverged significantly.

The study finds that there is strong evidence that the public policy choices Vermonters have made
over the past decades have affected the pattern of retailing in Vermont’s border counties. Vermont's
policies have had the unanticipated result of driving retailing across the Connecticut River. Vermont
consumers have an economic incentive to purchase goods in New Hampshire and local merchants
have an incentive to locate on the New Hampshire side of the river. New Hampshire's border coun-
ty stores are able to offer lower prices to consumers than their Vermont counterparts primarily
because of Vermont's sales tax. The study also presents evidence that Vermont’s bottle deposit law
has affected the location of larger supermarkets in the border region.

The magnitude of these differencesis large enough to lead to the conclusion that Vermont’s public
policy choices have been the cause of the shift in retailing. Overall per capita retail sales in
Vermont’s border counties were nearly identical to those in New Hampshire in the period before
Vermont instituted its sales tax and bottle law in the late 1960s and early 1970s. There was little
impact of these policies during most of the 1970s; per capita sales in New Hampshire border coun-
ties were about 5 percent above Vermont's.

By the late 1970s, however, there is clear evidence of a shift in retailing away from Vermont and
into New Hampshire in the border counties of the two states. By the 1980s, the differential in per
capita sales accelerated: per capita retail sales in New Hampshire border counties were nearly
30 percent above Vermont’s by 1987. During the boom years of the middle and late 1980s and even
through the recession of the early 1990s, New Hampshire continued to gain relative to Vermont. By
1992, per capitasalesin New Hampshire's border counties were 40 percent greater than in Vermont's;
by 1997, sales on the New Hampshire side of the river were 60 percent higher than in the counties
on the Vermont side. This shift is even more dramatic given that the major north-south highway, 1-91,
is on the Vermont side of the river and interstate highways are usually a catalyst for retail activity.

The conclusion that taxes had a great deal to do with this shift is supported by a sectoral examina-
tion of saleswithin the retailing aggregate. In those sectors where taxes in the two states were iden-
tical (restaurants, food stores, and gas stations) or where tax differentials do not enter into the
purchase decision (automobiles), per capita sales in the two regions were very similar from the late

ALiniic
Fnsiviuie inr

AIM
L Markel Siuded



0

vii

1950s through the mid-1980s. After the late 1980s, per capita sales in New Hampshire exceeded
sales in Vermont even in these sectors.

When we exclude those retail sectorsthat are not sengtive to tax differentials and examine only sectors
in which taxes should matter (including department stores, general merchandise stores, clothing
stores, and the like), the data show that Vermont’s taxes had an even greater impact on retailing
activity.

In the late 1950s and 1960s, per capita sales were almost identical in the two regions. By the late
1970s, New Hampshire's per capita sales in its counties bordering Vermont were 17 percent higher
than in the Vermont counties bordering New Hampshire. By the late 1980s, per capitaretail salesin
tax-sengitive sectors of the retail economy were 43 percent higher in New Hampshire's border counties
compared to Vermont’s. In 1997, the most recent year for which we have data, per capita salesin
New Hampshire's border counties were 60 percent greater than in their Vermont counterparts.

Moreover, in the late 1980s and 1990s, the migration of sales across the border spread to sectors that
had previously not been affected by Vermont’s tax structure. In particular, that period saw a large
shift in retailing activity in food store sales and automobile sales from Vermont to New Hampshire.
The most likely reason for that shift isthat food stores and auto deal ers decided to expand their oper-
ations into areas where people were doing their shopping — which was the border counties of New
Hampshire.

The study concludes that Vermont’s sales tax has had an effect on retail trade and that the effect took
well over a decade to be felt. With the passage of time, the location decisions of retailers have taken
the salestax differential into account. The study findsthat, if Vermont had not implemented its sales
tax, Vermont’s border counties would have 1900 more retail jobs and $322.7 million more in retail
sales than existed in 1997.
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INTRODUCTION

=

The Connecticut River forms the bound-
ary between Vermont and New Hampshire
for the entire shared border of the two
states (see Figure 1). As arelatively minor
geographical barrier, the Connecticut
River should not, in and of itself, be area-
son for significant economic differences
between the two states. Yet, as this study
will show, the river provides a dramatic
contrast between the economies on its
western and eastern shores. That contrast
is a reflection of the long-term impact of
the divergent policy choices made by peo-
ple, through their elected officias, in New
Hampshire and Vermont.

This study focuses on one part of the econ-
omy on both sides of theriver: theretailing
sector. It does this by using severa differ-
ent data sets and tracing out the historical
divergence in retail sector growth. The
study finds that, over the past 30 years,
retailing activity has not grown as fast on
the Vermont side of the river as it has on

Figure 1: The Vermont and New Hampshire

Connecticut River Border Counties
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the New Hampshire side (see Figure 2). The single most likely explanation for this divergence isthat
Vermont levies a sales tax on retail activity while New Hampshire does not.

Just as important, the difference in retail activity is greater than one would expect given differences
in relative incomes in the two states. Moreover, one would expect retailing to have grown faster on
the Vermont side of the Connecticut River since the major north-south highway, 1-91, is located on
the Vermont side and commercial activity is generally located near interstate highways. This gener-

al ruleis not the case along the Connecticut River.

A River Divides |t
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WHY TAXES MATTER:

BEHAVIOURAL RESPO

A sdles tax raises the price of goods sold.  Figure2: New Hampshire Border Counties
When one political jurisdiction has a sales tax Retail Sales Per Capita, asa

and an adjoining jurisdiction does not, the Proportion of Vermont'’s, 1958-97
prices consumers pay are higher in the area
with the tax than in the area without the sales
tax. Economic theory predicts that, holding
other things constant, consumers will pur-

160
150
140

chase identical goods where they are cheaper. 130

Other things are not always constant, of 120

course. Other factors such as location, quality, 110

ease of transportation access, and service 100

quality all play a role. But a higher price, 90 [
caused by higher sales taxes, will shift some 80 1+
amount Of consumer aCtIVIty to the |OW€r- 1958 1963 1967 1972 1977 1982 1987 1992 1997
taxed jurisdiction. The easier it is for con- Note: In 1958, per capita retail sales were equal in the two
sumersto shop in the lower-tax area, the larger states’ border counties.

the impact will be.

As consumers shift their purchasing patterns, firms in the higher-taxed political jurisdiction (in this
case, the Vermont side of the river) will lose sales and firms in the lower-taxed jurisdiction (New
Hampshire) will gain sales. Over a period of time, firms will migrate away from the higher-taxed
jurisdiction and move into the lower-taxed jurisdiction.? If they do not, they will lose sales to com-
petitors in the lower-taxed jurisdiction.

In Vermont, a3 percent sales tax took effect in 1969. It remained at that rate until a state revenue
shortfall caused by the recessions of the early 1980s prompted a one-point hike in the rate, to 4 per-
cent, in 1982. The rate was increased to 5 percent in 1991, after the bruising 198991 recession, the
worst to hit Vermont since the Great Depression of the 1930s. Effective October 1, 2003, Vermont
increased its sales tax once again, to 6 percent.

1 All empirical studies have supported this theoretical point. Relevant studies and analysis include Fox (1986); Walsh
and Jones (1988); and Fisher (1988).

2 What thismeansin reality is that more growth will occur in the lower-taxed area and less in the higher-taxed area.
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Throughout the entire period, by contrast, New Hampshire has had no broad based retail sales tax.
Thus, the initial wedge of three percentage points between the two states’ tax rates in 1969 rose to
five percentage points by 1991.2 Only five other states in the nation have no sales tax, so the sales
tax gap between New Hampshire and neighbouring states is among the highest in the country.

A second factor that may have affected the location of retailing is Vermont’s bottle deposit law,
which focuses on one specific type of retailing activity. The law, which took effect in 1971, was an
early measure designed to reduce solid waste, especially roadside littering of soda and beer cans and
bottles. It is now also viewed as arecycling measure. But the bottle law is not without its economic
consequences, one of which is to make soda and beer more expensive in Vermont than in New
Hampshire. The bottle law imposes additional costs of time and money on consumers, retailers, and
wholesalers, costs that must be absorbed by someone, either store owners in the form of lower prof-
its, employees in the form of lower wages, or consumers in the form of higher prices. However, the
bottle law, while raising the cost of beer and soft drinks in Vermont relative to New Hampshire,
affects only alimited part of the retail sector as a whole.

A third factor that may influence retailing activity in the Vermont border countiesisthe state’s devel-
opment control law, Act 250, which has been criticized for adding to the cost of construction proj-
ects. If thisistrue, it would also be afactor leading to relatively more economic growth, in this case
associated with retailing, in New Hampshire's border counties compared to those in Vermont. When
retail firms are considering expansion or location decisions, higher construction costs resulting from
Act 250 will tend to favour a New Hampshire location. As this study shows, New Hampshire has
indeed become the preferred location for retailing in the Connecticut River Valley, despite the pres-
ence of 1-91 on the Vermont side of theriver.

The common thread linking all three of these public policies is that, if they increase the costs of
doing business in Vermont, businesses can escape the tax by locating in neighbouring New
Hampshire. Similarly, Vermont consumers can also avoid these higher costs and taxes by making
their purchases in New Hampshire, where costs will be lower.* This study investigates the extent to
which this has occurred over the past three decades.

3 Therate was reduced to 4 percent on July 1, 1993, but was raised back to 5 percent effective September 1, 1993.

4 Under Vermont state law, consumers are required to pay the sales and use tax on all goods purchased out of state and
used in Vermont if those goods would have been subject to Vermont's sales tax had they been purchased in Vermont.
In practice, Vermont residents do not do this.
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BACKGROUND

Population

This study focuses on the economies of
the border counties in Vermont and New
Hampshire from the late 1950s through the
late 1990s. The Vermont border counties are,
from north to south, Essex, Caledonia,
Orange, Windsor, and Windham. These coun-
ties all border the Connecticut River. Their
counterpartsin New Hampshire, from north to
south, are the counties of Coos, Grafton,
Sullivan, and Cheshire.

The New Hampshire counties have aways
had a larger population than their Vermont

Table 1. Border Counties Population, 1950-99

Vermont New Hampshire
(thousands)
1950 117.0 149.1
1960 117.1 157.4
1970 124.0 173.0
1980 143.1 199.5
1990 156.5 218.6
1999 1614 224.0

Source: U.S. Census Bureau.

counterparts (see Table 1). In 1950, the New Hampshire border counties had a population of
149,100, 27 percent more than the 117,000 in the Vermont border counties. By 1960, the New
Hampshire border counties had grown to 157,400 residents while the Vermont border counties still
had a population of 117,100, a gap of 34 percent. By 1999, the New Hampshire counties popula

Figure 3: Real Total Personal | ncome,
New Hampshire and Vermont
Border Counties, 1969-97
(constant 1999 US$ millions)
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tion had grown to an estimated 224,000 and
the population on the Vermont side of the bor-
der was 161,400. Over the period between
1960 and 1999, the New Hampshire border
counties' population grew dlightly faster than
did that of the Vermont border counties, with
most of the difference occurring in the
196070 period.

| ncome

The population growth rates of the two
regions have been very similar over the past
three decades, but that is somewhat mislead-
ing from an economic standpoint. One impor-
tant indicator of economic well-being is the

A River Divides It
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Figure 4: Real Per Capita |ncome, Figure5: Vermont Border Counties' Real
New Hampshire and Vermont Per Capita Income, as a Proportion
Border Counties, 1969-97 of New Hampshire's, 1969-97

(constant 1999 US3)
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income earned by the population. An analysis of income earned by the residents of the border coun-
ties in the two states shows a very different pattern than that of population.®

Figure 3 shows that total income earned in the New Hampshire border counties was slightly more
than 40 percent above the Vermont level of income in 1969, the first year for which we have data.
Thisis not surprising, given that 40 percent more people lived in the New Hampshire border coun-
ties at that time. But the total income earned in New Hampshire border counties grew from 1970 to
1998 at a faster pace than income earned in Vermont. By 1998, total income earned in the New
Hampshire border counties was 52 percent greater than that earned in Vermont, despite asimilar rate
of population growth in the two regions.

What this meansisthat per capitaincome must have grown faster on the New Hampshire side of the
river than in the Vermont border counties. Figures 4 and 5 bear this out. From 1969 through 1973,
per capitaincomes on both sides of the river were identical and grew at the same rate. Beginning in
the early 1970s, per capitaincome began to grow faster in the New Hampshire border counties than
in Vermont’s border counties. By the early 1980s, the border counties in Vermont had a per capita
income 5 percent lower than in the New Hampshire border counties, and that differential widened
through the late 1980s and into the 1990s. By 1998, Vermont border county per capita income was
nine percentage points below the New Hampshire level. By national standards, a decline of this mag-
nitude in relative per capitaincomeis large.®

5 Census data alow us to compare county populations in 1950 and 1960; county income data were not calculated by
the U.S. Commerce Department until 1969.

6 To put that change in perspective, in 1980, Vermont statewide per capita income was fourteen percentage points
below the U.S. average, ranking the state thirty-fifth in the nation. By 1989, at the end of the 1980s' boom period,...
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RETAILING

What this means is that more economic activity has been occurring in New Hampshire's border
counties than in Vermont’s. And this economic activity is not simply due to more population.
Population growth over the past 30 years has been similar in the two border areas, but economic
activity has not. While we would expect income growth and economic activity to be correlated with
higher population growth, that is not the case for the border counties of Vermont and New
Hampshire. Despite similar levels of population growth, the New Hampshire border counties as a
whole have experienced more economic growth than have Vermont’s border counties.

As we saw in the sections above, aggregate economic activity has advanced at a more rapid pace
along the New Hampshire side of the Connecticut River than along the Vermont side. This section
focuses on one component of that differential in economic activity: retailing. A higher level of retail-
ing activity can be a cause and a consequence of greater economic growth. More retailing activity
can be caused by a higher level of income, which promotes spending. Retailing can itself lead to
more jobs and growth if retailing is adriver of economic growth.

Thelevel of retailing in an areais sensitive not only to consumer income, but also to prices. Higher
retail prices caused by higher sales tax rates will induce consumers to purchase goods in political
jurisdictions with lower prices, assuming consumers can make that change at relative low cost in
terms of time and convenience. As consumer behaviour changes in response to price signas, busi-
ness location decisions will follow. This simple theory predicts that businesses (especially retail
establishments) will, over time, migrate into lower-cost political jurisdictions if consumers increas-
ingly purchase goods in the lower-cost area. Businesses that do not follow consumers will lose sales
to competitors who locate in the lower-cost jurisdiction or they may eventually go out of business as
their sales decline. Businesses that remain in the high-tax jurisdiction will have higher prices (caused
by the higher sales tax) or they will have to offer some sort of additional service — such as con-
venience or proximity to their customers — that compensates consumers for the higher prices.

Whether or not that has occurred in any particular areais an empirical question that can be answered
by available data. If the hypothesis that sales taxes and other public policy choices have caused firms

Note 6 - cont’d.

...Vermont per capita income had increased to just five percentage points below the U.S. average, for a ranking of
twenty-second .Thus, in the nine years of the most dramatic economic expansion in Vermont's history, relative state
per capita income increased by nine percentage points. During the expansion of the 1990s, Vermont's per capita
income maintained its relative position at 91 percent of the U.S. average. Over the 1969-98 period, the Vermont bor-
der counties' per capitaincome lost seven percentage points relative to the New Hampshire border counties.
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to move to the lowest-cost area for doing business is true, we should see relatively more retail activity
in the region with lower costs (New Hampshire border counties) and less activity in the region with
higher costs (Vermont border counties). That this does occur has been borne out by studies of other
states and counties where there is a differential in sales taxes between two political jurisdictions.

The data used in this report come from two major sources. The first is the Census of Retail Trade
(CRT), one of the economic censuses taken by the U.S. Census Bureau. The CRT provides detailed
information on retail trade in each county, including the number of establishments by type of busi-
ness, the number of employees, and annual sales data. The major limitation of the CRT isthat it is
taken only every five years. The most recent CRT was undertaken in 1997 and the results were
released in summer 2000.

The second major data source is County Business Patterns (CBP), a publication produced annually
by the U.S. Commerce Department. It contains information on businessesin all sectors of the econ-
omy, including construction, manufacturing, retailing, wholesale trade, transportation, services,
banking, and agriculture. For these sectors, CBP givesinformation on the number of establishments,
the number of employees, and the total annual payroll. CBP does not provide information on total
sales, however, which is amajor limitation of the series.

Total Retail Sales

If Vermont's sales tax has had an impact on the level of retail salesin the border counties of Vermont
and New Hampshire, the data should show a shift sometime after 1969, the year in which Vermont
ingtituted its sales tax. This section analyzes whether this shift did, in fact, occur.

Retail sales activity is best measured by the dollar value of retail sales. The U.S. Census Bureau
reports information on retail sales by county in its CRT. The census data are the best single source
of information on retail activity in the border counties of the two states.

Table 2 shows, for the border countiesin the two states, total retail sales and the growth rate between
each of the years in which the Census Bureau undertook the CRT. Over the entire 1958-97 period,
inflation-adjusted retail salesin Vermont's border counties grew by 88 percent. In New Hampshire's
border counties, total retail sales grew by 206 percent. To look at it another way, sales in Vermont
nearly doubled, but in the New Hampshire border region they more than tripled.

The growth patterns in the two border regions were similar over the 1958—77 period, although New
Hampshire's border county retail sales nearly always edged out those in Vermont's border region,
with sales growth three or four percentage points higher. Beginning in about 1980, however, New
Hampshire's retail sales began growing faster (or shrinking more slowly during recessionary years)
than the pace in Vermont’s border counties. During the slow growth and recession of the late 1970s
and early 1980s, retail sales on the New Hampshire side of theriver fell by more than 6 percent. On
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Table2: Total Retailing Activity in the Vermont side, sales fell by twice that
New Hampshire and Vermont amount. Moreover, during the economic boom
Border Counties, 1958-97 of the 1980s, sales growth on the New Hamp-
_ shire side of the river was nearly twenty per-
Vermont New Hampshire . .
_ _ centage points faster than on the Vermont side.
Retail Sales Growth Retail Sales Growth
(consant 1999 (%) (constant1999 (%) The 1989-91 recessi onagain had_a differential
USS$ millions) USS$ millions impact on the two sides of the river over the
1958 750 999 f1(_:49?37—92I perl_od. O? the \_/erlr\lnontHSI de, ;&_\I&s
1963 847 130 1,152 153 R nearly tV\gce as ﬁs;as 'n r?nggcr)npledlre
1967 948 11.9 1,332 15.7 ecovlerylfn growt ur;]n_g t ?I : Sad' to
1972 1,207 27.3 1,741 30.7 2dnear yI - percenr: g\r/owt 'n Ln gtlon- Jl,JSt'
1977 1258 43 1869 4 ° r_etalh N& |r|1_| the S|irmont order sﬂlcount| €s,
1982 1108 120 1752 63 utin the ewh amps |rehcount|as es grew
1987 1510 6.3 2687 £33 more at more than twice that rate.
1992 12z 57 2411 -1 In the years following Vermont’s introduction
1997 1,409 10.7 3,053 236

of asalestax in 1969, its border county retall

Source: U.S. Census Bureau, Census of Retail Trade. sales (adeSted for inﬂation) grew by Only
17 percent; in New Hampshire, retail sales
growth was more than four times as fadt,
growing by 75 percent.

We would expect the overall level of retail activity in New Hampshire's border counties to be high-
er than in Vermont simply because there are more people in the New Hampshire border counties,
although, as Table 1 shows, the growth rate in population between 1970 and 1999 in the two regions
was nearly identical. Different population levels may explain different levels of aggregate retail sales
but they do not explain different growth rates. In order to investigate this in more detail, and to con-
trol for the effects of population, we examine retail sales per capita, adjusted for inflation.

Figure 6 shows the trend in real per capitaretail sales in the border counties of the two states since
1958. Real sales per person (expressed in 1999 dollars) in the New Hampshire border counties rose
steadily from about $6,400 in 1958 to $9,700 in 1972. Per capita sales declined dightly from 1972
to 1977 due to the impact of the recession of the mid-1970s, and then fell sharply from $9,700 in
1977 to $8,700 in 1982 due to the two national recessions that occurred during that period. Retail
sales per person in the New Hampshire border counties then rose dramatically during the boom years
of the mid-1980s, increasing by 46 percent in five years and reaching $12,700 in 1987.

The end of the 1980s saw the end of the regional economic boom and the onset of the most severe
economic downturn to hit New England since the Great Depression of the 1930s. Between 1987 and
1992, real per capita salesin the New Hampshire border counties declined by 11 percent, the steepest
five-year declinein at least 35 years. During the subsequent recovery and expansion, real retail sales
per capitain the New Hampshire border counties grew by 21 percent and by 1997 stood at $13,700.
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The Vermont border counties' per capitaretail  Figure 6: Total Retail Sales Per Capita,
sales ended the 1950s at a nearly identical Vermont and New Hampshire
level to that on the New Hampshire side of the Border Counties, 1958-97
Connecticut River. The near equality of per (constant 1999 US$)

capita sales on the two sides of the river con-
tinued through the late 1960s. From then on,

$14,000

athough the ups and downs in the level of $12,000
spending were similar on both sides of the $10,000
river, significant differences emerged. The $8,000
most striking difference is that, starting from $6,000

an initial level of near equality in per capita
spending up through the 1960s, by the late
1990s, a wide gap in retailing activity in the
two border regions had developed. %0058 1963 1967 1972 1977 1982 1987 1992 1997
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$4,000

$2,000

Other differences are apparent when looking
at the experience of both sides of the river dur-
ing economic expansions and recessions. Per capita sales in Vermont’s border counties declined
from 1977 through 1982, just as sales did on the New Hampshire side of the river, but the decline
was much sharper in Vermont's border counties over that five-year period than it was across the border.
Vermont's real sales per person fell from $9,200 in 1972 to $7,700 in 1982, a decline of 16.5 percent.
New Hampshire's decline over that same period was only 9.3 percent.

During the economic boom of the mid-1980s, the increase in retail sales per person in the Vermont
border counties was far less than the increase in New Hampshire. Vermont’s per capita sales rose by
31 percent from 1982 to 1987, reaching $10,000 in 1987. New Hampshire's per capita sales, as noted
above, rose by 46 percent and stood at $12,700 in 1987, nearly 30 percent above the Vermont level.

Another mgjor difference is that, during the recession of the late 1980s and early 1990s, the Vermont
border counties' retail sector was hit harder than that of the New Hampshire border counties. Real
per capita sales on the Vermont side of the border fell by almost 20 percent, nearly double the rate
of decline experienced in New Hampshire border counties.

The final difference is the more recent experience in the two regions. During the 1992—97 period,
sales on the Vermont side of the river rose, but only by 8 percent. In the New Hampshire border
counties, sales rose by more than 20 percent. The result is that, in 1997, retail sales per capitaon the
New Hampshire side of the river were more than $13,700 but only $8,800 on the Vermont side.
Figure 7, which shows the same data as portrayed in Figure 6 but in terms of the extent to which
New Hampshire border county per capita sales are different than Vermont's,’ reveals differences in
the level of per capita sales over time as well as the trends in the two regions. From 1958 through

7 If per capita salesin the two regions were egual, the line would be horizontal at 100.
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1967, per capitasaleswere nearly identical in -~ Figure 7: New Hampshire Border Counties
the two regions. Even in 1972, three years Retail Sales Per Capita, as a
after Vermont implemented its sales tax, per Proportion of Vermont'’s, 1958-97

capitasaleswereonly 4 percent higher in New o

Hampshire border counties than in Vermont.

This modest differential was maintained w0

through the 1977 census. g

Thus, inthe first eight years after the sales tax 120

was implemented in Vermont, there was very 110

little impact on overall per capita retail sales. 100

But this period encompasses atrying period in Q0 [ mmmmmmmmm e
New England’'s economic history, with high 80 : S . :
energy prices causing severe dislocation and 1958 1963 1967 1972 1977 1982 1987 1992 1997
stagnation in overall economic activity. Per  Note: In 1958, real per capita retail saleswere identical in the
capitasalesin both border regions were essen- two states' border counties.

tially unchanged from 1972 through 1977, a
highly unusua state of affairs.

From 1977 to 1982, per capita sales in both regions declined, as the second oil price shock caused
two back-to-back national recessions, one in mid-1980 and one that began in 1981 and lasted
through 1982. Per capita sales in both border regions fell from 1977 to 1982, but the decline was
much greater in Vermont than in New Hampshire. The result wasthat, by 1982, per capita sales were
14 percent higher in New Hampshire's border counties than in Vermont's. AsFigure 7 shows, there was
adistinct break in the historical pattern of relative sales in the two regions sometime between 1977
and 1982, with per capitaretail salesin New Hampshire's border counties always growing faster and
shrinking more slowly than sales in Vermont's border counties.

Thisdifferencein relative growth rates was magnified tremendously during the 1980s' boom. While
the differential in per capita sales was a significant 14 percent in 1982, by 1987 New Hampshire's
border county sales per capita were 27 percent higher than sales in Vermont’s border counties. The
difference occurred during a period of rapid economic growth, and the reason is straightforward: As
sales expanded due to the booming economy, firms had to choose where to expand, and entrepre-
neurs had to choose where to locate new retailing operations. The decision was not due to differ-
ences in population growth — as noted above, population growth in both regions has been nearly
identical for the past 30 years. Rather, costs in New Hampshire were lower, at least in part due to
the absence of a salestax, so more retailing activity occurred on the New Hampshire side of the bor-
der than in Vermont.

Moreover, New Hampshire's relative gain, compared to Vermont's border counties, continued
through the downturn of the late 1980s and early 1990s. Despite some indicators that show that the
downturn was more severe in New Hampshire than in Vermont, the census data on retail sales activity
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along the border show that this was not the case for retailing in the Connecticut River Valley.
Although sales declined during the downturn in both border regions, the differential between the two
regions continued to widen, and by 1992 border county sales per capita in New Hampshire were
40 percent greater than in Vermont.

As the economy recovered from the 1989-91 recession and expanded during the 1990s, the differ-
ential widened even more. By 1997, per capitaretall saleswere 57 percent higher in the New Hampshire
border counties than in Vermont — a significant change from as recently as two decades earlier,
when sales were nearly identical in the two border regions.
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SALES BY

RETAIL SUBSECTOR

The pattern of overall sales discussed above is for the entire retailing sector. Within that sector, as
defined by the U.S. Commerce Department, there were very different trends. This section examines
the trends in subsectors within the retail aggregate in order to determine the dynamics of growth
within the retail sectorsin the border counties.

We find that the impact of the sales tax wasfelt initially in those sectors directly affected by the tax.
In those sectors that sell goods that are not subject to Vermont's sales tax, or where New Hampshire's
tax was close to Vermont’s, per capita sales were very similar in the two regions for 15 years. Since
the mid-1980s, however, a large and growing gap between the two border areas has appeared even
in those sectors where the Vermont sales tax does not apply.

For each of the retail subsectors discussed below, two figures are shown. The first shows the inflation-
adjusted per capita sales in both border county areas from 1958 to 1997. The second shows the level
of per capitasalesin New Hampshire's border counties relative to Vermont’s border counties. Where
per capita salesin the two regions are equal, the relative sales are equal to 100. If New Hampshire's
border counties had per capita sales 20 percent greater than Vermont’s border counties, then the rel-
ative level of sales would be equal to 120. If New Hampshire's border counties had per capita sales
25 percent less than Vermont's border counties, the relative level of sales would be equal to 75.

Building Materials

Building materials retailers include lumber yards, hardware stores, and lawn and garden supply
stores. The pattern of per capita sales over the 1958-92 period is similar to that of retailing in gen-
era, with the important difference that, until 1982, Vermont’s per capita border county sales exceeded
those in New Hampshire. As Figure 8 shows, real per capita sales in both border regions grew from
1958 through 1972, then declined from 1972 to 1982. Sales then exploded between 1982 and 1987,
most likely because of the tremendous real estate and housing boom of that period. The economic
bust of the late 1980s and early 1990s was felt very strongly in the construction and building sectors
of the economy, and sales exhibited a sharper decline in both regions than was true for retailing as a
whole. By 1992, per capita sales in both regions had fallen back to the level of the early 1970s.

During the 1990s, per capitasales grew in both border regions, but faster on the New Hampshire side
of the river; in 1997, per capita sales were higher in New Hampshire than in Vermont for only the
second time since 1958.
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Figure 8: Building Materials SalesPer Capita, Figure 9: New Hampshire Border Counties
New Hampshire and Vermont Building Materials Sales Per Capita,
Border Counties, 1958-97 asa Proportion of Vermont's, 1958-97

(constant 1999 US3)
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Note: Per capita salesin the two states’ border counties were
identical at 100.

Figure 9 also shows that the relationship between New Hampshire and Vermont border county sales
per capitaisdifferent in this sector than for total retailing. Whereas per capita sales were equal for the
retailing aggregate in the late 1950s, per capita building material salesin Vermont were about 25 per-
cent higher than in New Hampshire's border counties from 1958 through 1967. By 1977, however,
the gap between the two regions had narrowed so that building materials sales per capitain New
Hampshire's border counties were only 14 percent below the level of salesin Vermont’s border counties.

By 1982, New Hampshire's more rapid growth had erased the gap with Vermont, and per capita sales
were nearly identical in the two regions. Then, during the boom of the 1980s, New Hampshire's
building sector continued to expand faster than Vermont’s. In 1987, New Hampshire's border coun-
ty per capita sales were 15 percent higher than Vermont’s. New Hampshire's rapid boom, however,
gave way to an equally dramatic bust, as border county sales of building materials fell faster than
salesin Vermont’s border counties. But in the recovery of the 1990s, New Hampshire's growth again
exceeded Vermont’s, and by 1997 border county per capita salesin New Hampshire were 20 percent
greater than in Vermont.

Vermont initially held a distinct advantage over New Hampshire, which continued after the sales tax
was introduced. However, its advantage slowly eroded over time as sales on the New Hampshire
side grew faster than in Vermont except for a brief remission in 1992. The reversal in the trend
between 1987 and 1992 was most likely caused by the significant overbuilding that occurred in New
Hampshire's construction industry during the boom years. As Figure 9 shows, however, that was a
one-time event, and today per capita sales on the New Hampshire side of the Connecticut River are
greater than on the Vermont side.
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Figure 10: General Merchandise SdlesPer Capita, Figure 11: New Hampshire Border Counties
New Hampshire and Vermont General Merchandise Sales Per Capita,
Border Counties, 1958-97 asaProportion of Vermont's, 1958-97

(constant 1999 USS)
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General Merchandise

General merchandise stores include department and variety stores and mass-market retailers, which
are some of the largest retail establishments as measured by total sales. Figures 10 and 11 show that
per capita sales were similar in the two border county regions in the 1958 and 1963 census years. In
1967, inflation-adjusted per capita sales in both regions rose, but sales in New Hampshire grew
faster than in Vermont, and were 35 percent greater than in Vermont — a sizeable difference.
Whatever the cause of thistrend, it was not the sales tax, which was not implemented until after the
1967 census.

The gap between the New Hampshire and Vermont border counties, already large in 1967, widened
considerably in the 1970s and 1980s. Per capita sales fell in both regions from 1972 through 1982,
but the decline in Vermont was much steeper. The result was that per capita sales in the New
Hampshire border counties were 58 percent greater than in Vermont in 1972 and consistently more
than double from 1977 through 1997. The downturn at the end of the 1980s saw a sharper decline
in New Hampshire than in Vermont, but general merchandise sales per capita in New Hampshire
border counties were still more than twice the sales in Vermont’s border counties in 1992. That dif-
ferential continued through the 1990s" expansion and, for the past 20 years, per capita salesin New
Hampshire have been at least double the level on the Vermont side of the river.

The gap between the two regions was already large and growing before Vermont instituted its sales
tax, but it widened considerably after the tax was implemented. Although we cannot attribute the
already-large differential between the two regions before 1970 to the sales tax, the differential did
widen after the sales tax was implemented and the large gap continues to the present day. General
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Figure 12: Apparel Sales Per Capita, Figure 13: New Hampshire Border Counties
New Hampshire and Vermont Apparel Sales Per Capita, asa
Border Counties, 1958-97 Proportion of Vermont's, 1958-97
(constant 1999 USS)
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Note: Per capita salesin the two states’ border counties were
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merchandise is one of the largest retailing subsectors, and the per capita gap between Vermont and
New Hampshire border counties is the largest of any sector within the retailing aggregate. This dif-
ferential, therefore, trandates into alarge and significant difference between the two regions.

Appar€

Apparel stores include clothing stores, shoe stores, and other similar types of establishments. Per
capitasales at apparel storesin New Hampshire's border counties have been greater than in Vermont's
border countiesin every year except 1977. Per capita salesin 1982 were about 20 percent greater in
New Hampshire than in Vermont, a differential ssimilar to that which prevailed through much of the
period before 1977.

Surprisingly, the 1980s’ boom narrowed the gap in per capita apparel sales between the two regions,
unlike the experience of nearly any other retail sector. By 1987, New Hampshire's per capita sales
were only 5 percent higher than Vermont’s. But the recession of the late 1980s and early 1990s hurt
Vermont much more than New Hampshire, with sales falling by 39 percent in Vermont during the
1987-92 period but by only 7 percent in New Hampshire. As aresult, per capita salesin 1992 were
61 percent higher in New Hampshire than in Vermont and were still 37 percent higher in 1997.

In this sector, sales fluctuated throughout the entire period with no apparent trend or correlation
between Vermont's tax laws and per capita sales. Apparel sales per capita on the New Hampshire
side of the river have nearly always been 20 to 40 percent higher than on the Vermont side, rising to
as much as 60 percent higher in the 1992 census year.
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Vermont eliminated the sales tax on clothing in 1999, well after the most recently available Census
of Retail Trade data (1997). It is unlikely, however, that the elimination of the sales tax on clothing
will have any significant impact on the differential in retail sales in this sector in the two border
regions. As this study shows in later sections, in other retail subsectors where the two states' sales
tax rates are the same, a gap till exists in per capita sales in the two border regions. It seems likely,
therefore, that the 2002 CRT will show a gap in the apparel sector similar in magnitude to the one
that existed in the 1990s.

Home Furnishings

The home furnishing sector includes stores selling furniture, floor coverings and draperies, radios
and televisions, music, and computers. Border county sales in this sector exhibited a slightly differ-
ent trend than in other sectors because real per capita sales in both regions fell slightly from 1958 to
1963, while in most other retail sectors they grew during that five-year period. Although sales did
grow between 1963 and 1972, sales exhibited aten-year decline along both sides of the river between
1972 and 1982.

That decline was reversed between 1982 and 1987, when per capita sales in both regions expanded
very rapidly. Indeed, Vermont's border county per capita growth outpaced New Hampshire's over
that period. The rapid growth on both sides of the river was propelled by the building boom that
spurred both states' economies. However, the crash in the real estate market in the late 1980s caused
sales in this sector to fall dramatically between 1987 and 1992. In New Hampshire's border coun-
ties, per capita sales declined by 35 percent over the five-year period; in Vermont’s border counties,
real per capita sales fell by an even greater 43 percent. The 1990s saw a continued decline on the
Vermont side of theriver, as per capita sales fell by 11 percent. On the New Hampshire side, just the
opposite pattern prevailed, with per capita sales rising by nearly 50 percent.

The differential in per capita salesin the two regions widened continuously from 1958 through 1982,
as Figure 15 shows. Home furnishing sales per capitawere nearly identical in the two regionsin 1958
and 1963. By 1967, New Hampshire's border county sales were nearly 25 percent greater than
Vermont’s. This gap continued to escalate through the 1970s and 1980s: in 1977, New Hampshire's
sales were 50 percent greater than Vermont’s, and in 1982, they were 80 percent greater. Unlike in
most other sectors, the gap narrowed dramatically between 1982 and 1987. This narrowing proved,
however, to be a short-lived phenomenon. In 1992, the gap was again more than 50 percent and by
1997 it was over 100 percent.

The gap in per capita home furnishing sales between Vermont and New Hampshire border counties
widened almost continually in the years after Vermont instituted its sales tax. Because the items sold
in these stores tend to be those that are bought infrequently and are relatively costly, sales tax dif-
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Figure 14: Home Furnishings Sales Per Capita, Figure 15: New Hampshire Border Counties
New Hampshire and Vermont Home Furnishings Sales Per Capita,
Border Counties, 1958-97 asaProportion of Vermont's, 1958-97

(constant 1999 USS)
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Note: Per capita salesin the two states’ border counties were
identical at 100.

ferentials are likely to play arelatively more important role in purchase decisions than is the case
for other goods.®

Drug and Proprietary Stores

The drug and proprietary stores sector is relatively small, accounting for less than 3 percent of per
capita retail salesin the Vermont and New Hampshire border counties. Per capita sales followed a
trend similar to that of total retailing, rising through 1972, declining from 1972 to 1982, and then
rising sharply in the 1980s and 1990s, as Figures 16 and 17 show.

Per capita sales rose through the recession of 1989-91, counter to the trend in overall retailing,
which showed a decline between 1987 and 1992. One reason for this continued increase in spend-
ing might be the overall growth in health care spending that continued unabated throughout the
recession. Another might be that, for most people with health insurance plans, pharmaceutical costs
are reimbursed by those plans. This makes spending on pharmaceuticals less sensitive to economic
conditions than is spending on other goods.

The relationship between Vermont and New Hampshire border county sales per person in this sec-
tor was erratic through the entire period. In 1958, sales per person in New Hampshire border coun-
ties were 22 percent higher than in Vermont. In 1963, per capita sales in New Hampshire dropped

8 The issue of consumer purchases of expensive, infrequently purchased goods (shopping goods) compared to fre-
quently purchased goods (convenience goods) is discussed in Greer (1980, 82-83).
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Figure 16: Drug Store Sales Per Capita, Figure 17: New Hampshire Border Counties
New Hampshire and Vermont Drug Store Sales Per Capita,
Border Counties, 1958-97 asaProportion of Vermont's, 1958-97
(constant 1999 USS)
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Note: Per capita salesin the two states’ border counties were
identical at 100.

to 16 percent below that of Vermont’s border counties. In 1967, New Hampshire border county per
capita sales were about where they were in 1958, 21 percent higher than in Vermont.

Therelative level of salesin the two border regions was very similar between 1972 and 1982, with
only a slight upward trend in New Hampshire's sales compared to Vermont’s. That trend accel erat-
ed during the 1980s, and by 1987 New Hampshire's per capita sales in the border counties were
26 percent higher than Vermont’s. That pattern was reversed between 1987 and 1992, and by 1992
sales in New Hampshire were 7 percent below those in Vermont. Another reversal ensued in the
1990s, and in 1997 New Hampshire's sales were again 20 percent higher than Vermont’s.

There was no clear trend in sales per capita over the entire 1958-97 period. One simple explanation
of the lack of atrend isthat drug stores sell many products that are not subject to the Vermont sales
tax and hence we would not expect to see the sales tax have much of an impact on purchase decisions.
Moreover, since drug costs are often covered by insurance, convenience may play a more important
role than price in determining shopping patterns. However, we cannot determine from the available
datawhat percentage of total drug store sales is of products that are exempt from the sales tax.

Food Stores

Food stores exhibit a different trend than most other sectors and also a different trend than retailing
in general. Per capita sales on both sides of the border exhibited a very slight upward trend from
1958 through 1967. Between 1972 and 1977, sales stagnated and then declined from 1977 to 1982.
Per capita sales picked up on both sides of the border between 1982 and 1987 and continued to grow
in New Hampshire through 1997, but declined in Vermont over the entire 1987-97 period.
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Figure 18: Food Store Sales Per Capita, Figure 19: New Hampshire Border Counties
New Hampshire and Vermont Food Store Sales Per Capita, asa

Border Counties, 1958-97 Proportion of Vermont's, 1958-97
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Relative sales in the two border regions were remarkably stable from 1958 until 1987, with per capi-
tasalesin New Hampshire's border counties consistently about 15 percent higher than in Vermont's.
That relationship changed markedly in 1992, and the divergence continued through 1997. By the
most recent census count, per capita sales on the New Hampshire side of the river were 86 percent
higher than on the Vermont side.

Sales taxes are not levied on food, which may explain the lack of a gap between the two regions
through 1987. But why was there such a large differential, beginning in 1992, between the two
regions? One explanation might be that, as other retailing migrated from Vermont across the border
into New Hampshire as a result of the sales tax differential, businesses not affected by the sales tax
followed other retailers. That is, when people wanted to avoid the Vermont sales tax, they shopped
in neighbouring New Hampshire. Owners of food stores wanted to locate where retail activity was
most intense and where people were shopping. As aresult, these stores moved away from Vermont
and into New Hampshire's border counties.

Another factor that might have contributed to the increased sales on the New Hampshire side of the
river is Vermont’s bottle deposit law. The bottle law raises costs to consumers and retailers in
Vermont and provides an additional incentive for Vermonters to shop across the river and for food
stores to locate on the New Hampshire side.To the extent that this is the case, stores that offer con-
venience will continueto locate near their customers, but larger supermarkets that promote value and
offer awider array of products will tend to gravitate toward locations that offer lower costs. We can
test this by examining the average size of storesin the food retailing sector.

Food sales per establishment can be used as a proxy for the average size of afood storein each state's
border region. These data, which are available from the Census of Retail Trade, show that average
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Figure 20: Food Store Sales Per Establishment, retail sales per store were only slightly higher
New Hampshire and Vermont in New Hampshire than in Vermont during the
Border Counties, 1958-97 period before Vermont instituted its bottle
(constant 1999 US$ millions) deposit law and sales tax, as Figure 20 shows.
5.0 New Hampshire's food stores, on average,

were somewhat larger than Vermont's stores
through 1972, when size is measured by sales
per establishment.

By 1977, eight years after the Vermont sales
tax wasinaugurated, average sales per storein
the New Hampshire border counties began to
outstrip those in Vermont. In that year, sales
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‘ B v [ w ‘ were 28 percent higher than in Vermont's. The
trend of relatively larger stores in New
Hampshire continued throughout the 1980s,
and by 1992 the average food store in the New Hampshire border counties had sales that were
58 percent higher than average sales in the Vermont border counties. By 1997, sales per store on the
New Hampshire side of the river were more than double that on the Vermont side.
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What this means is that, although retail food sales per capitain the two border regions were within
20 percent of each other at least through 1987, the average store in New Hampshire is now far larg-
er (measured by sales volume) than its Vermont counterpart. And this divergence accelerated in the
mid-1990s.

This shift from the status quo situation before the bottle deposit law and sales tax were implement-
ed might be due to the lower prices that large-volume New Hampshire supermarkets were able to
offer on certain items compared to their Vermont competitors. The Vermont stores that were viable
competitors tended to be smaller and more oriented to convenience grocery shopping.

Suppose Vermont residents tend to shop at smaller stores near their homes for purchases of food
products they need in a hurry but go across the Connecticut River to shop at large supermarkets for
major grocery shopping trips. We would find that higher per capita salesin New Hampshire than in
Vermont and larger average food storesin New Hampshire, and thisis precisely what the data show.
Moreover, if Act 250 inhibits larger firms from locating in Vermont or increases the costs of new
construction or expansion, this would also result in an increase in the average size of store in New
Hampshire, which is also what the data show. We cannot sort out the impact of higher sales taxeson
those goods that are taxable and sold in grocery stores from the impact of the bottle deposit law or
regulatory costs such as Act 250, but their impact is consistent with the trends that we find in the bor-
der county region. They provide an incentive for consumers to shop where prices are lower and an
incentive for firmsto expand and |ocate where lower costs enable them to offer consumers lower prices.
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Figure 21: Auto Dedlers Sales Per Capita, Figure 22: New Hampshire Border Counties
New Hampshire and Vermont Auto Dealers Sales Per Capita, asa
Border Counties, 1958-97 Proportion of Vermont's, 1958-97
(constant 1999 USS)
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Note: Per capita salesin the two states’ border counties were
identical at 100.

Automotive Dealers

Automotive dealersinclude new and used car dealers, auto supply stores, and boat, motorcycle, and
recreational vehicle dealers. As might be expected from a sector that sells such expensive items, per
capita sales in the two border county areas are the highest of any retail sector, and represent about
25 percent of all per capita sales in the region.

Sales in both regions grew between 1958 and 1972, were essentially stagnant between 1972 and
1977, then fell from 1977 to 1982. Per capita sales shot up dramatically during the boom years
between 1982 and 1987, nearly doubling in both regionsin the five-year period. Then, over the five-
year period ending in 1992, salesin both regions plummeted. In Vermont’s border counties, real per
capita sales dropped by 37 percent; in New Hampshire's border counties, they fell by 25 percent.
The cycle of boom and bust is consistent with auto sales nationally: car sales are very sensitive to
economic conditions, and when incomes fall during recessions, car sales plummet; conversely, dur-
ing economic expansions, auto sales are very strong. That pattern is also evident in the 199297
period, when the dollar value of car sales per person rose by 39 percent in Vermont and by 65 per-
cent in New Hampshire.

Sales in the New Hampshire border counties grew faster than in Vermont over the entire period,
although all the differential occurred after 1977. Between 1958 and 1977, New Hampshire's sales
were about 10 to 15 percent below Vermont's. But by 1982, sales were dlightly higher in New
Hampshire than in Vermont. In 1987, sales in New Hampshire had increased to 13 percent above
the level in Vermont, and rose to 33 percent more than in Vermont by 1992. The gap continued to
widen in the 1990s, rising to 57 percent higher by the end of the period for which data are available.
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Vermont tax laws require Vermont residents who buy a car in New Hampshire (or any other state)
to pay the motor vehicle purchase and use tax on automobile purchases.® So there is no tax-based
incentive for an auto dealer to locate in New Hampshire in order to gain a competitive advantage
over Vermont competitors, nor for Vermont residents to buy a car in New Hampshire. Neither isthe
differential in sales due to different population growth rates — border county population growth
rates were identical during this period.

What, then, accounts for the relative increase in sales in New Hampshire versus Vermont? The rea-
son might be the same phenomenon that occurred in the food store sector. Many non-automotive
retailers migrated to New Hampshire because of lower costs to consumers, especially lower sales
taxes. Over time, thisincrease in retailing activity in New Hampshire might have led businessesin
sectors not directly affected by the salestax — in this case, automobile dealers — to migrate to New
Hampshire to be nearer major sources of retailing activity. That is, auto dealers have moved from
Vermont to New Hampshire because people increasingly shop in New Hampshire, and car dealers
want to be located in areas where people shop.

Gas Stations

Gasoline sales per capita grew on both sides of the river from 1958 to 1977. After 1977, the two
areas exhibited different trends. In the Vermont border counties, sales continued to grow from 1977
to 1982, while in New Hampshire, sales fell during that same period. Between 1982 and 1987, the
pattern reversed as Vermont's per capita sales declined while New Hampshire's rose. In both states,
per capita sales were lessin 1987 and 1992 than in 1977, no doubt due to the significant decline in
gasoline prices in the United States during the early and mid-1980s and the recession of 1989-91,
which decreased the demand for gasoline. In both regions, sales shot up in the 1990s, rising by
25 percent in Vermont and 48 percent in New Hampshire.

When we compare the level of sales in the two regions, we find that per capita sales in New
Hampshire border counties were 15 percent above those in Vermont in 1958, but in every year
except 1967 (when per capita sales were identical), per capita sales in New Hampshire were lower
than in Vermont. Gasoline is the only retail sector where per capita sales have been consistently
higher on the Vermont side of the river.

Because the sales and use tax is not levied on gasoline, we would not expect it to have an impact on
gasoline sales — and, indeed, we do not find one. Moreover, gasoline taxes in the two states have
been within two cents per gallon of each other for the past four decades.

9 TheVermont salestax isactualy asales and use tax. Vermont residents who buy taxable productsin New Hampshire
or other states are legally required to report those purchases and pay the Vermont state salestax if they have not paid
a sales tax in the state where the purchase was made. This law is difficult to enforce and most Vermonters who buy
products in New Hampshire or through catal ogues do not pay the sales tax on those purchases. Thisis not the case
for automobiles, since Vermonters must pay the Vermont tax in order to register their carsin Vermont.
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Figure 23: Gas Station Sales Per Capita, Figure 24: New Hampshire Border Counties
New Hampshire and Vermont Gas Station Sales Per Capita, asa
Border Counties, 1958-97 Proportion of Vermont's, 1958-97
(constant 1999 USS)
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Note: Per capita salesin the two states’ border counties were
identical at 100.

Eating and Drinking Establishments

Per capita sales in eating and drinking establishments — essentially, restaurants and bars — grew
steadily from 1958 to 1977 in both regions, then declined between 1977 and 1982. Sales recovered,
then rose dramatically during the boom years between 1982 and 1987. During the recession of the
late 1980s, salesfell in Vermont but rosein New Hampshire. In both regions, sales grew during the 1990s.

Per capita salesin New Hampshire's border counties were 11 percent above those in Vermont’s bor-
der counties in 1958, but in each census year up through 1987 (except for 1977), salesin Vermont
were dightly above those in New Hampshire. That gap was completely erased and reversed during
the 1990s. Sales in the New Hampshire border counties were 16 percent above sales in Vermont in
both census counts of the 1990s.

There are two major influences on the differential in per capita sales at restaurants and bars in the
two states' border counties. The first is the tourism industry. Tourists spend a significant amount of
money in these establishments, and although we do not have data on tourism activity in the two
regions, a casual ook suggests that Vermont, with its large number of ski resortsin its border coun-
ties, has more tourism activity than New Hampshire's border counties.

The second, and more important, issue is that the sales tax does not apply to eating and drinking
establishments. Instead, meals and drinks are taxed under the meals and rooms tax. Both Vermont
and New Hampshire levy a meals and rooms tax, and their rates have been very similar since their
inception in 1968 in Vermont and in 1969 in New Hampshire.
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Figure 25: Eating and Drinking Places Sales Figure 26: New Hampshire Border Counties
Per Capita, New Hampshire and Eating and Drinking Places Sales
Vermont Border Counties, 1958-97 Per Capita, asa Proportion of
(constant 1999 US$) Vermont's, 1958-97
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Note: Per capita salesin the two states’ border counties were
identical at 100.

If two political jurisdictions have nearly identical taxes, there is no reason to believe that there
should be any significant response in terms of the location of economic activity. Figures 24 and 25
bear this out, at least for the 1963-87 period. There was little significant difference in per capita
sales in eating and drinking establishments, and no evidence of any differences in the time trend of
sales as there was in most other sectors, where the differential in per capita sales widened in the
years after Vermont's sales tax was implemented. Only in the 1990s did a significant gap develop
between the two border regions in this part of the retail economy.
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SALES TAXES AND

SECTORAL GROWTH

Tax-Sensitive Sectors

The discussion above about sectoral shiftsin  Figure 27: New Hampshire Border Counties

retail sales per capita in Vermont and New Retail Sales Per Capita in
Hampshire border counties revealed several Tax-Sensitive Sectors, asa
important differences between the two states’ Proportion of Vermont's, 1958-97
border areas that are obscured by looking at 200

aggregate retailing activity. Specifically, in

most of the retail sectors where Vermont sales

are subject to the state sales and use tax, there 150
has been a shift in the pattern of retailing. This
shift is demonstrated by rising sales per capita
in New Hampshire's border counties relative
to their Vermont counterparts in the 30 years -
since Vermont instituted its sales tax.
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We would not expect such a shift to result

immediately from the sales tax in sectors  Note: Per capitasalesin the two states border counties were
whose products are not subject to the sales tax identical at 100.

or in sectors where tax rates in the two states

are similar. This is particularly important in four retail sectors. automotive sales, gasoline station
sales, food stores, and eating and drinking establishments. These sectors accounted for 65 percent
of per capitaretail salesin 1987 in Vermont’'s border counties and 61 percent in New Hampshire's
border counties.

When we subtract these sectors from the retailing aggregate, the results support even more strongly
the view that the Vermont sales tax has, over time, led to a shift in retailing activity away from
Vermont border counties and into New Hampshire border counties. Figure 27 showstotal retail sales
in the border counties when we net out the four retail subsectors that are not tax sensitive.

Figure 28 shows that, in the late 1950s and early 1960s, per capita sales of those goods that we
would be expect to be influenced by a sales tax were just about identical in the two regions. In 1967,
relative per capita salesin New Hampshire's border counties had risen by a modest amount from the
levels of the previous decade and were dlightly above the level in Vermont’s border counties.
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Figure 28: Retail Sales Per Capitain Sectors

Affected by Sales Tax, New Hampshire
and Vermont Border Counties, 1958-97

(constant 1999 US$)
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That gap continued to widen at an increasing
rate in the years after Vermont instituted its
sales tax. By 1977, New Hampshire's border
county per capita sales in these tax-sensitive
sectors were 30 percent higher than in
Vermont’s border counties. By 1982, the gap
had widened to 39 percent, by 1992 to 47 per-
cent, and by 1997 the gap in per capitasalesin
those sectors most sensitive to sales tax differ-
entials was more than 50 percent.

Sectors Where
Tax Rates Are Similar

An equally revealing, but more subtle, pattern
emerges when we examine the four sectors

that are not affected by the imposition of a sales tax — restaurants and bars, automobile dealers,
food stores, and gas stations. Figures 29 and 30 show that per capita sales in New Hampshire and
Vermont border counties grew almost in lockstep with one another and were nearly identical
between 1958 and 1977. In 1982, per capita sales fell in both border county regions but still

remained identical.

Figure 29: Retail SalesPer Capitain Sectors

Not Sengtive to Tax Differentials,
New Hampshire and Vermont
Bordar Counties, 1958-97
(constant 1999 US$)
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Figure 30: New Hampshire Border Counties

Retail Sales Per Capita in Sectors
Not Sensitive to Tax Differentials,
asa Proportion of Vermont's, 1958-97
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By 1987, both regions had experienced five years of economic growth and recovery from the 1981
recession, but retail sales growth on the New Hampshire side of the river exceeded that on the
Vermont side, and per capita sales were about 7 percent higher in New Hampshire. By 1997, New
Hampshire's sales in these parts of the retail economy were 47 percent higher than on the Vermont
side of theriver, despite the lack of a sales tax differential between the two states in these sectors.

Summary

The data presented above strongly suggest that Vermont's sales tax has, over time, led to a shift in
retailing activity. Initially, the impact was felt in those parts of the retail economy where taxes mat-
tered. Vermonters responded to the higher prices in Vermont (caused by the higher sales tax) and
bought goods in New Hampshire. By the 1990s, more than two decades after Vermont implemented
its salestax, retailers of all types had moved across the border. Even in those parts of the retail econ-
omy where taxes were similar (or nonexistent) in the two states, the impact of the sales tax was felt
throughout the retail economy.

New Hampshire's border counties have more retail activity per capita than do Vermont’s border
counties and the gap is accelerating. The differential is even more than one would expect from the
12 percent difference in per capita income between the two regions. Such a gap in per capita
incomes would lead one to expect somewhat more retail salesin New Hampshire's border counties,
but the actual difference — 50 percent — is far greater than that.

The data al so support the conclusion that business owners and Vermont residents have changed their
behaviour over the past two decades. Those changes have taken time, but they have had a pro-
nounced effect on the retail sector. The difference in per capita sales between the two regions began
to widen during the first decade after the Vermont sales tax was implemented. The sales gap
widened at amore rapid pace during the second decade after the sales tax was implemented and was
probably exacerbated by the increase in Vermont’s salestax rate from 3 percent to 4 percent in 1982.

The gap in per capita sales in the two border regions continued to grow throughout the boom peri-
od of the mid- to late 1980s. During the 1989-91 economic downturn, New Hampshire's economy
asawholelost alarger share of jobs than did Vermont's, but the retail situation in the border region
did not exhibit this same trend. In the border region, the gap between Vermont and New Hampshire
continued to widen during the expansion of the 1990s.
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RETAIL EMPLOYMENT

The data and trends discussed above strongly suggest that the Vermont sales tax has caused a shift
in retailing over the 1958-97 period. Those results are based on data from the Census of Retail
Trade, but another data source, County Business Patterns (CBP) also alows us to analyze retail
trade trends on an annual basis.

CBPisan annual report released by the Census Bureau that covers all business activity in each state.
The report is therefore much broader and comprehensive than the limited scope of the Census of
Retail Trade. The data contained in CBP are, however, limited in that the survey reports the num-
ber of establishments, total employment, and total payroll.’° Unfortunately, CBP withholds a great
deal of county-level data at the specific sectoral level within retailing due to confidentiality reasons.
We therefore cannot use this data source disaggregate down from the overall retail trade sector into
its component parts.

Since CBP does not provide data on the dollar value of total retail sales, we are forced to use some
other measure of retail activity as a proxy for retail sales in the border counties of the two states.
CBP reports the number of establishments in each sector of the economy. However, this metric
counts all establishments as equal, from a small mom and pop store to the largest department store.
It therefore does not give a good indication of overall retail activity.

Accordingly, we use employment data as the best proxy for retail sales, since employment should
vary with the extent of retailing. If there are economies of scalein retailing — that is, if larger stores
can handle more sales per employee than smaller stores — then this measure of retail activity will
tend to understate retail activity in areas with larger stores and overstate it in areas with smaller
stores. In the case of the Vermont and New Hampshire border counties, if sales taxes have tended
to push retail sales out of Vermont and into New Hampshire, we would expect larger storesin New
Hampshire and smaller stores in Vermont. Given scale economies to size of store, this means that
the employment datawill tend to bias our estimate of New Hampshire's retailing activity downward
and that of Vermont upward.

In order to analyze retail activity through the employment data, we adjust for differences in popula
tion. The data are shown in Figure 31. Retail employment per 1000 population in the New Hampshire
border counties was above that in Vermont throughout the 1970s and 1980s and into the early 1990s.
Evenin 1970, shortly after Vermont had instituted its sales tax and per capita sales were nearly iden-

10 The employment number is the total number of employees working during the week including March 12, not an
average number of employees during the year.
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Figure 31: Retail Employees Per Thousand Figure 32: New Hampshire Border Counties
Population, New Hampshire and Retail Employees Per Thousand
Vermont Border Counties, 1970-97 Population, asa Proportion of
Vermont's, 197097
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tical in the two regions, New Hampshire's border counties had higher relative levels of retail employ-
ment (48.3 per 1000 population) than did Vermont’s border counties (32.0 per 1000 population).

Whatever the cause of this initial divergence of the relative number of retail employees, the trend
since then has been for New Hampshire’s border counties to have larger numbers of retail employ-
ees than Vermont's border counties. As Figure 32 shows, retail employment, adjusted for population
differences, was 50 percent larger in New Hampshire's border counties than in Vermont’s border
counties. By 1990, retail employment on the New Hampshire side of the Connecticut River was
70 percent greater than on the Vermont side, and by the mid-1990s, New Hampshire had twice as
much retail employment as Vermont after adjusting for population differences.

The trend from 1970 to 1998, shown in Figures 31 and 32 is clearly for higher levels of retail
employment, even accounting for population growth. But most of the relative growth in employ-
ment has occurred on the New Hampshire side of the river. Between 1970 and 1998, retail trade
employment rose from 48 to 97 per 1000 population on the New Hampshire side, but only from 34 to
52 per 1000 population on the Vermont side.

The CBP data, therefore, confirm the results obtained using the Census of Retail Trade sales data -
namely that, over the past 30 years, retail activity has increased at a significantly more rapid pace
on the New Hampshire side of the Connecticut River.
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SUMMARY

The data and analysis presented in this paper strongly support the view that Vermont’s public poli-
cy choices have influenced the location and extent of retail activity along the Connecticut River
Valley. Public policies are often thought to have long lag times until they have an effect on the econ-
omy, and this study confirms that view.

For the first few years after they were implemented, neither Vermont’s salestax nor its bottle deposit
law had a dramatic impact on retail activity. However, after the first decade of their existence, retail
trade activity began to shift away from Vermont and into New Hampshire. During the second decade
of their existence, the shift accelerated. By the 1990s, after both measures had been in effect for
nearly three decades, their incentive effects had had sufficient time to alter the retail landscape of
the two border aress.

The magnitude of this shift can be quantified in a dlightly different way than that discussed above.
We do this by asking what retail sales would have been if retail salesin Vermont's border counties
had not been reduced by the sales tax and then by estimating the number of employees who would
have been working in the retail sector in the Vermont border counties.

Retail sales per capita are 60 percent higher on the New Hampshire side of the river than on the
Vermont side. In the absence of a sales tax or any other policy measure that would have caused
retailing to locate on the New Hampshire side, if we assume that per capita retail sales on the New
Hampshire side werel0 percent higher than in Vermont only because of the higher per capitaincome
in New Hampshire, then in 1997 retail sales on the Vermont side would have been $322.7 million
higher than the actual level of $1.4 billion in 1997. That additional retailing would have added 1933
moreretail jobs to the Vermont border counties, enhancing and diversifying the economies of Essex,
Caledonia, Orange, Windsor, and Windham Counties.
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CONCLUSION

The evidence provided in this study strongly supports empirical economic studies using data from
other states, which have found that a differential in sales taxes in two political jurisdictions causes
retail activity to shift into the lower-tax jurisdiction and away from the higher-tax jurisdiction. In the
case of Vermont and New Hampshire, in the nearly 30 yearsin which Vermont has had higher retail
taxes than New Hampshire, retail activity has shifted away from Vermont and into New Hampshire.

A number of findings support this view. First, overall retailing activity per person was nearly iden-
tical in the two border county areas in the decade before Vermont levied its salestax. Over time, that
equality has changed. During the first ten years of the salestax, there was asmall shift in retail activ-
ity from Vermont’s border counties into New Hampshire's border counties. During the second
decade of the sales tax’s existence, that trend accelerated, reinforced by the passage of time and by
the increase in the Vermont sales tax that occurred during that period.

Second, when we look within the retailing aggregate, we find that those retail sectors that are sen-
sitive to tax differentials showed a marked shift in activity away from Vermont and into New
Hampshire. In those retail sectors where tax differentials were nonexistent (restaurants) or do not
matter (automobile sales), retail sales in both border regions were nearly identical. But during the
past ten years, retail activity in these sectors has increasing tended also to move from Vermont into
New Hampshire's border counties. Indeed, by 1997 the amount by which per capita sales in New
Hampshire's border counties exceeded Vermont’s was as great in the sectors where there are no tax
rate differences as they are in the retail sectors where tax rates are different.

These findings are supported by economic theory, which states that consumers will purchase more
of aproduct if the priceislower and that, if there is agood substitute available for an identical prod-
uct at alower price, consumerswill purchase the lower-priced product. In this case, productsin New
Hampshire cost less than products sold in Vermont that are subject to Vermont’s higher sales tax.
The data show that the additional time spent driving into New Hampshire from Vermont's border
areas has not stopped a significant number of Vermont shoppers from purchasing goods in New
Hampshire. The study estimates that the loss to the Vermont border counties due to the sales tax dif-
ferential was $322.7 million in retail sales and more than 1900 retail jobsin 1997.

The report also shows that residents aong the New Hampshire side of the Vermont-New Hampshire
border have enjoyed more rapid income growth than that experienced by residents in the Vermont
border counties. Twenty-five years ago, income per person was equal in the two border regions. Today,
per capita income is 10 percent higher in New Hampshire's border counties than in Vermont’s.
Analyzing the cause of that differential is beyond the scope of this paper, but the differential is real
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and should be considered in any analysis or public policy discussion. This paper cannot state
whether the income differential has been caused by existing public policies, such as differencesin
taxes, Act 250, or other regulatory policies.

Beginning in the early 1970s, the Vermont state government adopted a number of new policies
designed to raise revenue and regul ate the pace and scope of development. Over time, those policies
have had an effect on economic growth and development in the state by raising the price of goods
sold in Vermont and the cost of selling those goods. Where Vermonters have had the opportunity to
respond to the new environment those policies put in place, they have done so just as economic the-
ory predicts. Vermonters have purchased goods where they are less expensive. Retailers have
responded to the purchasing decisions Vermonters have made and, over time, have located their
establishments on the New Hampshire side of the Connecticut River.

This study has quantified the extent to which these changes have occurred over the past three
decades. The lower prices available in New Hampshire due to Vermont’'s sales tax have enticed
Vermonters to shop across the border to save 3, 4, and now 5 percent. They are willing to do that
despite the extra time it takes to cross the river to shop. Retailers' location decisions are based on
these consumer preferences. It is worth noting that the major north-south transportation artery along
the Connecticut River, 1-91, is located on the Vermont side of the river. One would expect retailers
to want to locate near interstate highway interchanges. But even the powerful lure of an interstate
highway has not been sufficient to entice retailers to locate in Vermont. Whether that is due to the
salestax difference or the difficulty of constructing new retailing centres because of Act 250 cannot
be determined. But it is clear that what may be perceived as only a small price differential is suffi-
cient to overcome other powerful incentives. The result has been the hollowing out of the retail part
of the Vermont border county economy.
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