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Reagan adviser unveils Texas vs. California economic study
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by Mark Lavergne
And guess which state won out?
Arthur Laffer, the semi-legendary pro-

genitor of supply side economics, has only
praise for Texas’ “pro-growth” and limited-
regulationeconomy, whichhe contrastswith a
high-tax, high-spending, increasingly hard-
pressedCaliforniaeconomy.

Laffer’sstudyoftheCalifornia-Texasdivide,
presented at a Texas Public Policy Foundation
luncheon Sept. 9 in Austin, attributes Texas’
superior economic growth to several factors,
includingtaxesonincomeandcapital,salestaxes,
regulatory policies like workers’ compensation
andminimumwages,andgovernmentspending.

Inalmosteverycategory,Laffersaid,Texas’
policies were clearly more conducive to eco-
nomic growth than were the policies of the
onetime “Golden State.”

Gov.RickPerrybeamedappreciatively.
Perry,whospokeattheluncheon,hailedthe

reportasavindicationofpoliciesimplementedin
2003inresponsetoa$10billionbudget shortfall.
The solution of Perry and other fiscal conserva-
tivesatthe timewas to cutthebudgetrather than
raise taxes to try to fill the gaps —to the chagrin
ofmany.“We tooka lotofgrief in 2003,”hesaid.
He called the report a testament to the fact that
“competition is what makes us stronger,” saying
hehopesitcanserveasanexampleforotherstates
includingCalifornia.

“It’s a sadday toreport thatCaliforniahas
donesopoorly,”saidLaffer,wholivedtherefor
a time.(He wroteandpresentedapapertoGov.
ArnoldSchwarzenegger in January 2006 ex-
plaining why he was leaving the state.) He
pointed to pro-growth policies adopted in the
1970s, notably Proposition 13, which limited
property taxincreases, andalso abolitionof the
inheritance tax.But inthe late1980sand‘90s,he
said,“things started reversing.”Today,he said,
California is in“desperate,desperate shape.”

*Taxes.Whenitcomestobasic fiscalpolicy,
Lafferpointedtoprinciplesthathecalled“com-
mon sense.”

“If you taxpeople whowork, andyou pay
people who don’t work, don’t be surprised if
you find a lot of people not working,” he said.

Texaswinshandsdown,Laffersaid,intaxes
on labor. California’s progressive income tax is
among the highest in the nation, maxing out at
10.3percent.ThemedianhouseholdinCalifornia
pays 9.3 percent of its income in income taxes.

Texas, of course, has no personal income tax.
Thestudy saysif thereare twoworkers,one

Texan andone Californian, each of themmak-
ing$55,319ayear, the Texan’safter-tax income
would be $1,952 more than the Californian’s.

Additionally, California’s top marginal
corporate rate is almost9 percent.Texas’ gross
margins tax is considerably lower at1 percent.

If there is one area in tax policy where
California doesbetter thanTexas, it isproperty
taxes. Proposition 13 in California placed a
constitutional cap on property taxes, with the
effectof limitingsuchtaxesto$28.24per$1000
there.InTexas, the burdenper$1000is $42.13.

At the luncheon Perry called for “down-
ward pressure” on appraisals in the next ses-
sion,saying thatpeople are tiredof the property
tax system being taken advantage of.

Evenso,thereportsays,“California’sprop-
erty tax burden advantage is overwhelmed by its
excessivetaxburdenonincome,capitalgains,and
corporateincome.”Texashasnocapitalgainstax.

The study finds that simply by locating in
Texas, companiescan earnanextra$50.41 per
$1,000ofnet income,8.6 percenthigher.Factor-
ing in state personal income taxes and capital
gains taxesgrowsthe number to$85.99, giving
Texas a “significant competitive advantage in
attracting businesses,” the report said.

EvenCalifornia’ssalestaxrateishigher(7.25
percent)thanTexas’ (6.25percent),whereit isthe
largestsourceofgovernmentrevenue.California’s
salestaxburdenis58centslower($28.06per$1000
personal income) than in Texas ($28.64), the
report said. But that may indicate that people in
Texasarebuyingmorestuff,andthuscontributing
more to the free market, than in California.

The economy, Laffer says, tends to move
in cycles, expanding and then slowing down,
and so forth. Government budget revenue
levelstendtoriseandfallalongwiththe markets
and incomeswhose taxesthey relyupon.Taxa-
tion, then, serves tomake revenuesmore vola-
tile —higherpeaks, but lowervalleys.Texas is
an example of a more stable budget environ-
ment,andCaliforniaof amore volatileone, the
report says.

Perry called for a constitutional amend-
ment that would allow refunding the budget
surplus to the taxpayers. He also called for
fundingtheTexasDepartmentofPublic Safety
throughgeneral revenue ratherthanthegas tax,
saying those dollars should go towards build-

ing roads.He called for continuing to increase
government transparency and spending, urg-
ing that schools post their checkbooks online.

*Regulatory policy. Texas also holds a clear
edge overCalifornia ontort reformand work-
ers’ compensation,the reportconcludes. Thus
Texas’ liability system costs less than the na-
tional average and considerably less than
California’s tort system.

Also,per $100 of payroll,California busi-
nessesface aburdenof$4.13comparedto$2.84
for Texas businesses for workers’ compensa-
tion.California’scostsare the secondhighest in
the nation,butTexas’,at16thhighest, aren’ta lot
better.TheLoneStarState would“benefit from
addressing this issue,” the report said.

Laffer, no big fan of minimum wages,
understandably findsTexasmore competitive
duetothelack ofamandateother thanthe $5.85
minimumimposedby thefederal government.
California, the reportsaid,exacerbatestheprob-
lem by setting a state minimum wage of $7.50,
thus“unnecessarily increasingemployercosts.”

The reportalsoapplaudedTexas’ statusas
a “right-to-work” state, meaning workers in
unionized industries here are not required to
pay dues to unions. In California, they are, if
their workplacesare unionized.

*Education policy.The reportplugged fiscal
restraintandschoolchoice ineducationpolicy,
extollingthe virtuesof vouchersin low-income
areas, tuition credits,andcorporate taxdeduct-
ible scholarshipprograms.Laffer’s study finds
thatbothCalifornia andTexas rankwell among
otherstatesinprovidingchoice totheir citizens,
but applauds Texas for “experimenting” with
“more effectiveeducationstrategies.”

At the luncheon, Laffer also criticized
California’s teacher pay system. He observed
thatteachers inCalifornia are thehighestpaid in
thecountry.Yetthey havethe47th lowestscores
at the 4th and 8th grade levels in the nation on
Department of Education standardized tests
(whichhesaysaremorereliable thanSATscores,
which are not weighted the same from state to
state). Only Louisiana, Mississippi and New
Mexicoperformworse,hesaid.“Highpay does
attractgoodemployees,that’s true,”Laffer said.
“But high pay also attracts bad employees. In
fact high pay attracts all employees. What you
have to do is figure out a way of filtering the
wheat from the chaff.”�


