
Taxes, Alligators and Economic Growth

--Doug Wilhide

One of the least questioned assumptions in American politics these days is that cutting taxes will lead to economic growth and more jobs.  I wondered if this is true.  Is there hard data out there someplace? Or is this proposition just so ingrained in our belief system that we don’t care about proof -- like an urban myth: alligators living in the sewers?

I did some research and got further suggestions from one of my St. Thomas colleagues (and conservative political activist) Tom Horner.  Here’s a bit of what I found out. (Much of this comes from research done by or for the Pew Center on the States).

There appears to be very little correlation between states with low tax rates (personal and business) and states with high economic growth.  In fact the opposite may be true -- more than half of the lowest tax states are among the least productive states (slow growth, low overall economic output, high unemployment, least prepared to be globally competitive).

Cutting business taxes and/or offering economic incentives may help drive economic growth, but ONLY if those cuts and incentives don’t result in a cut in government services (education, infrastructure, quality of life functions, etc.)  In most cases, cutting taxes DOES result in cuts in government services.

Many businesses now structure themselves to shift operations to lower-tax states.  Some states, however, have set up systems to capture those taxes.  There is no evidence that these higher tax states have suffered in terms of economic growth.

One analyst described the current system of business taxation by states as “chaos.”  There are multiple problems, including:

-- taxation methods grounded in decades-old assumptions that are no longer valid

-- failure to keep up with the transition to a service-based economy

-- failure to adapt to changes such as de-regulated utilities

-- failure to adapt tax codes to new structures such as LLPs, LLCs and S-corporations

-- archaic systems for tracking and enforcing business tax policies

But efforts to address these problems have been ineffective, largely due to resistance by anti-tax groups who see any change as an unwanted tax increase. 

These anti-tax groups frequently cite the assumption that tax increases will lead to economic slow downs and loss of jobs. As one Wisconsin politician put it, "High taxes," he told voters, "are driving our employees and businesses to move to other states for higher paying jobs and lower taxes.”  Minnesota Gov. Pawlenty has made similar claims.  So have politicians in many other states. None of them -- as far as I can tell -- has offered any proof, let alone statistical evidence. If they are all correct, we should be seeing mass migrations back and forth across nearly every state border.

The one thing that DOES correlate with high economic growth is having a “high-value” workforce. The top criterion for “high value” is overall education level.  Reducing government funding for education appears to be a sure-fire way to reduce economic competitiveness... much more so than reducing taxes, either on businesses or individuals.  The most highly-leveraged education dollars are those spent for early education.  Next are those spent on a state’s higher education systems.

Oh, another myth (perhaps for another time):  the idea that high earners are “job creators” and asking them to pay high taxes is sure to increase unemployment.  Again there is no statistical evidence for this. The closest thing I can find relates to debates in the Reagan era that demolished the idea that the rich deserve to keep “their money” because benefits “trickle down” to the rest of us.  The data proved this was bogus “voodoo economics.”  Again, the facts made little impression on people who still hold to this belief.

My conclusion:  I don’t doubt that there is some relationship between taxes and economic growth.  I just can’t find convincing data that shows what it is.  But the idea that raising taxes drives away businesses and cutting them attracts businesses persists -- like an urban myth -- even in the absence of evidence.

It does seem clear that business taxation policies, especially at the state level, are in disarray -- and that the anti-tax crowd is making change impossible in all kinds of ways.  It’s also pretty clear that the low-tax/high-tax argument is mostly irrelevant in terms of overall economic competitiveness of any state.

I still have been unable to find any hard, statistical evidence that proves cutting taxes leads to higher employment and vice versa.  As we suffer through 10% unemployment (actual rates closer to 17%), I'd be grateful for anyone who can offer such proof -- without reference to Obama being an alien,  aliens running the Air Force, black helicopters in the back yard… or alligators climbing out of the sewers ready to bite you in the butt when you sit down on the toilet.

One of the least questioned assumptions in American politics these days is that cutting taxes will lead to economic growth and more jobs.  I wondered if this is true.  Is there hard data out there someplace? Or is this proposition just so ingrained in our belief system that we don’t care about proof?  

I did some research on my own and got some further leads from one of my St. Thomas colleagues (and conservative political activist) Tom Horner.  Here’s a bit of what I found out. (Much of this comes from research done by or for the Pew Center on the States).

There appears to be very little correlation between states with low tax rates (personal and business) and states with high economic growth.  In fact the opposite may be true -- more than half of the lowest tax states are among the least productive states (slow growth, low overall economic output, high unemployment, least prepared to be globally competitive).

Cutting business taxes and/or offering economic incentives may help drive economic growth, but ONLY if those cuts and incentives don’t result in a cut in government services (education, infrastructure, quality of life functions, etc.)  In most cases, cutting taxes DOES result in cuts in government services.

Many businesses now structure themselves to shift operations to lower-tax states.  Some states, however, have set up systems to capture those taxes.  There is no evidence that these higher tax states have suffered in terms of economic growth.

One analyst described the current system of business taxation by states as “chaos.”  There are multiple problems, including:

-- taxation methods grounded in decades-old assumptions that are no longer valid

-- failure to keep up with the transition to a service-based economy

-- failure to adapt to changes such as de-regulated utilities

-- failure to adapt tax codes to new structures such as LLPs, LLCs and S-corporations

-- archaic systems for tracking and enforcing business tax policies

But efforts to address these problems have been ineffective, largely due to resistance by anti-tax groups who see any change as an unwanted tax increase. They frequently cite the assumption that tax increases will lead to economic slow downs and loss of jobs. As one Wisconsin politician put it, "High taxes," he told voters, "are driving our employees and businesses to move to other states for higher paying jobs and lower taxes.”  Gov. Pawlenty has made similar claims.  So have politicians in many other states. None of them -- as far as I can tell -- has offered any proof, let alone statistical evidence.

The one thing that DOES correlate with high economic growth is having a “high-value” workforce. The top criterion for “high value” is overall education level.  Reducing government funding for education appears to be a sure-fire way to reduce economic competitiveness... much more so than reducing taxes, either on businesses or individuals.

The most highly-leveraged education dollars are those spent for early education.  Next are those spent on a state’s higher education systems.

My conclusion:  I don’t doubt that there is some relationship between taxes and economic growth.  I just can’t find convincing data that shows what it is.  The idea that raising taxes drives away businesses and cutting them attracts businesses may be something like an urban myth -- it persists even in the absence of evidence.

It does seem clear that business taxation policies, especially at the state level, are in disarray -- and that the anti-tax crowd is making change impossible in all kinds of ways.  It’s also pretty clear that the low-tax/high-tax argument is mostly irrelevant in terms of overall economic competitiveness of any state.

I still have been unable to find any hard, statistical evidence that proves cutting taxes leads to higher employment and vice versa.

--dw

Clearly not enough to do on cold Minnesota mornings.  Still... comments welcome.

--dw
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There appears to be very little correlation between states with low tax rates (personal and business) and states with high economic growth.  In fact the opposite may be true -- more than half of the lowest tax states are among the least productive states (slow growth, low overall economic output, high unemployment, least prepared to be globally competitive).

Cutting business taxes and/or offering economic incentives may help drive economic growth, but ONLY if those cuts and incentives don’t result in a cut in government services (education, infrastructure, quality of life functions, etc.)  In most cases, cutting taxes DOES result in cuts in government services.

Many businesses now structure themselves to shift operations to lower-tax states.  Some states, however, have set up systems to capture those taxes.  There is no evidence that these higher tax states have suffered in terms of economic growth.

One analyst described the current system of business taxation by states as “chaos.”  There are multiple problems, including:

-- taxation methods grounded in decades-old assumptions that are no longer valid

-- failure to keep up with the transition to a service-based economy

-- failure to adapt to changes such as de-regulated utilities

-- failure to adapt tax codes to new structures such as LLPs, LLCs and S-corporations

-- archaic systems for tracking and enforcing business tax policies

But efforts to address these problems have been ineffective, largely due to resistance by anti-tax groups who see any change as an unwanted tax increase. 

These anti-tax groups frequently cite the assumption that tax increases will lead to economic slow downs and loss of jobs. As one Wisconsin politician put it, "High taxes," he told voters, "are driving our employees and businesses to move to other states for higher paying jobs and lower taxes.”  Gov. Pawlenty has made similar claims.  So have politicians in many other states. None of them -- as far as I can tell -- has offered any proof, let alone statistical evidence. If they are all correct, we should be seeing mass migrations back and forth across nearly every state border.

The one thing that DOES correlate with high economic growth is having a “high-value” workforce. The top criterion for “high value” is overall education level.  Reducing government funding for education appears to be a sure-fire way to reduce economic competitiveness... much more so than reducing taxes, either on businesses or individuals.  The most highly-leveraged education dollars are those spent for early education.  Next are those spent on a state’s higher education systems.

My conclusion:  I don’t doubt that there is some relationship between taxes and economic growth.  I just can’t find convincing data that shows what it is.  But the idea that raising taxes drives away businesses and cutting them attracts businesses persists -- like an urban myth -- even in the absence of evidence.

It does seem clear that business taxation policies, especially at the state level, are in disarray -- and that the anti-tax crowd is making change impossible in all kinds of ways.  It’s also pretty clear that the low-tax/high-tax argument is mostly irrelevant in terms of overall economic competitiveness of any state.

I still have been unable to find any hard, statistical evidence that proves cutting taxes leads to higher employment and vice versa.  As we suffer through 10% unemployment (actual rates closer to 17%), I'd be grateful for anyone who can offer such proof -- without reference to Obama being an alien, or aliens running the Air Force, or black helicopters in the back yard, or...
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