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Taxes and Maryland's Business Climate 
 
Over the last decade, there have been a number of changes to 
Maryland's tax structure that has placed Maryland at a 
competitive disadvantage to neighboring states when it comes 
to business growth. Though the state's ranking has increased 
recently, the Tax Foundation's State Business Tax Climate 
Index still ranks Maryland as one of the worst in the nation. 
  
In June 2013, the Greater Baltimore Committee hosted its 
inaugural Chesapeake Conference of CEOs, bringing together 
private-sector business leaders from across the Baltimore 
region in an effort to create an action-oriented strategy to 
strengthen the state's competitiveness. The top 
recommendation that emerged from the conference was the 
creation of a commission to study the state's tax structure and 
spending process, and develop recommendations to improve 
competitiveness. 
  
The GBC formed such a commission in early 2014 that included 
prominent business leaders, former elected officials, and 
former state officials who possess a deep understanding of the 
inner workings of the state's budget, tax, and spending 
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processes. While this commission focused primarily on tax and 
spending issues at the state level, a number of local tax issues 
were also discussed and analyzed. This provided the GBC with 
a unique understanding of how state and local taxes interact 
to create a challenging environment. In particular, the 
increased personal income tax rates and reduced exemptions 
for higher income levels have negatively affected businesses 
and individual taxpayers. 
  
Maryland imposes a corporate income tax on businesses 
classified as C corporations. But businesses formed as pass-
through entities - including limited liability companies, sole 
proprietorships, S corporations, and partnerships - are taxed 
as personal income on the business owners' tax returns. For 
some Maryland pass-through entities that results in a tax rate 
of up to 8.95 percent when the local piggy-back tax rate is 
included. According to the Tax Foundation when you add in 
the Federal tax rate, sole proprietorship and partnerships in 
Maryland face a combined top marginal tax rate of more than 
49 percent - the 9th highest marginal rate in the country. 
Active and passive shareholders of S corporations face a top 
combined tax rate of 46 percent and nearly 50 percent, 
respectively.  
  
The most significant changes to the tax system occurred in 
2012 when former Governor Martin O'Malley proposed (and the 
legislature subsequently passed) a change in brackets that 
assessed higher tax rates on incomes over $100,000 for 
individual tax payers and $150,000 for joint filers, and 
imposed a limit on exemptions for high earners. These changes 
succeeded in making Maryland's tax system far more 
progressive and mostly affected only the wealthiest taxpayers 
in the state. The Institute on Taxation and Economic Policy 
estimated at the time the tax rates were enacted that only 11 
percent of taxpayers would face an income tax increase and 
that the majority of the revenue would come from the 
wealthiest 1 percent of taxpayers. However, the changes also 
made Maryland highly noncompetitive when comparing tax 
rates with neighboring states. 
 
In its most recent report, the Maryland Economic Development 
and Business Climate Commission recognized the detrimental 
effect the state's personal income tax system is having on our 
competitiveness. The commission included two 
recommendations specifically designed to address the problem 
outlined above:  

 Provide an individual income tax exemption for 
certain income of members of pass-through entities; 
and 

 Review state and local individual income tax rates and 



 

 
 

 
 

 
 

 
 

  

brackets to determine reductions that will reduce tax 
burdens and implement such reductions as soon as the 
state's fiscal circumstances permit.  

This week, the Senate Budget and Taxation Committee and 
the House Ways and Means Committee will consider a number 
of measures designed to provide tax relief to individuals and 
pass-through entities through lower tax rates, higher brackets, 
increased deductions, or increased personal exemptions. The 
Greater Baltimore Committee is generally supportive of these 
seemingly modest proposals and urges lawmakers to consider 
them carefully, particularly those that include a gradual phase 
in of any changes. 
  
The GBC's "Gaining a Competitive Edge" report identified eight 
core pillars for a competitive business environment and job 
creation. Two of those pillars - a tax structure that is fair and 
competitive costs of doing business - were elements that 
business and economic development professionals see as 
critical to growing our economy. Modest changes in Maryland's 
tax policy, even if adopted on an incremental basis, will send 
a positive signal that our state is ready for the economic 
growth and job creation that is experienced in many states 
that enjoy a more competitive tax policy.  
 
As always, if you have any questions or concerns, please feel 
free to contact me. 
 
Sincerely, 

   
Donald C. Fry 
President and CEO 

  

Bills to Watch 
  
To see which bills the GBC is tracking and submitting testimony 
on this week, visit the legislative tracking system. 
 



 
 
 

  

Staff Addition 
 
Today, Brian Levine joined the Greater Baltimore Committee as 
Vice President and Special Assistant to the President. 
 
For the past 10 years, Brian has worked in government 
relations for the Tech Council of Maryland, most recently as 
Vice President of Government Relations. In addition to his work 
in the area of government and legislative affairs, he has been a 
significant player in executive decisions as a member of the 
Tech Council's senior management team. 
 
Brian will be the GBC's day-to-day lobbyist in Annapolis during 
the legislative session. He can be reached at brianl@gbc.org. 
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