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The Rise and Spread of State R&D Tax Credits, 1981-2004

The Increasing Importance of State R&D Tax Credits

Over the past quarter century, since the U.S. federal government first introduced a research and
development (R&D) tax credit, R&D tax credits offered by U.S. states have become widespread
and increasingly generous.  The process began when Minnesota became the first state to enact an
R&D tax credit in 1982, one year after the introduction of the federal R&D tax credit. The
number of states offering such a credit has risen steadily since then.  Currently, 31 states provide
a tax credit on general, company-funded R&D.  

As the number of states offering credits has grown, so has the average generosity of these
credits.  The value of tax credits to firms can be measured by calculating the effective credit rate
for a representative firm in a given state (see Wilson 2005).  The line in the figure below shows
the average effective credit rate, computed over states with credits, for each year from
1981-2004.  The average effective credit rate has grown approximately four-fold over this
period.  Surprisingly given these trends, very little research has been done on the economic
effects of these state credits.  An exception is Wilson (2005) who estimates the in-state, out-of-
state, and net effects of these credits on R&D spending.  The results suggest that, on average, a
state R&D tax credit is highly effective in promoting R&D within the state.  However, this
comes at the societal cost of reducing R&D in other states, leaving the net effect on national
R&D quite minimal.

For details, see Wilson (2005), “The Rise and Spread of State R&D Tax Credits,” FRBSF
Economic Letter 2005-26.
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