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Reagan adviser unveils Texas vs. California economic study

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, which he contrasts with a
high-tax, high-spending, increasingly hard-
pressed California economy.

Laffer’s study of the California-Texas divide,
presented at a Texas Public Policy Foundation
luncheon Sept. 9 in Austin, attributes Texas’
superior economic growth to several factors,
includingtaxes onincomeand capital, sales taxes,
regulatory policies like workers’ compensation
and minimum wages, and governmentspending.

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

Gov. Rick Perry beamedappreciatively.

Perry,who spokeattheluncheon, hailed the
reportasavindication of policiesimplementedin
2003 in response to a $10billion budget shortfall.
The solution of Perry and other fiscal conserva-
tives at the ime was to cutthe budgetrather than
raise taxes to try to fill the gaps — to the chagrin
of many. “We tooka lot of griefin 2003, he said.
He called the report a testament to the fact that
“competition is what makes us stronger,” saying
hehopesitcanserveasanexample forother states
including California.

“It’sa sad day to report that California has
done so pootly,” said Laffer, who lived there for
atime. (He wrote and presented a paperto Gov.
Arnold Schwarzeneggerin 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, and also abolition of the
inheritance tax. Butin the late 1980s and ‘90s, he
said, “things started reversing.” Today, he said,
Californiaisin “desperate, desperate shape.”

*Taxes. Whenit comes to basic fiscal policy,
Laffer pointed to principles thathe called “com-
mon sense.”

“Ifyou tax people who work, and you pay
people who don’t work, don’t be surprised if
you find alot of people not working,” he said.

Texaswins hands down, Laffersaid, in taxes
on labor. California’s progtessive income tax is
among the highest in the nation, maxing out at
10.3 petcent. The median household in California
pays 9.3 percent of its income in income taxes.

Texas, of course, has no personal income tax.

The study saysif there are twoworkers, one
Texan and one Californian, each of them mak-
ing $55,319 ayear, the Texan’s after-tax income
would be $1,952 more than the Californian’s.

Additionally, California’s top marginal
corporate rate isalmost9 percent. Texas’ gross
margins taxis considerably lowerat 1 percent.

If there is one area in tax policy where
California does better than Texas, itis property
taxes. Proposition 13 in California placed a
constitutional cap on property taxes, with the
effectoflimiting such taxes to $28.24 per $1000
there. In Texas, the burden per $10001s $42.13.

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

Evenso, the reportsays, “California’s prop-
erty tax burden advantage is overwhelmed by its
excessive tax burden onincome, capital gains, and
corporateincome.” Texas has no capital gains tax.

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

Even California’s sales tax rateis higher (7.25
percent) than Texas’ (6.25 percent), whereitis the
largestsourceof governmentrevenue. California’s
salestax burdenis 58 centslower ($28.06 per $1000
personal income) than in Texas ($28.64), the
report said. But that may indicate that people in
Texasare buyingmore stuff, and thus contributing
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
levels tend to rise and fallalong with the markets
and incomeswhose taxes they rely upon. Taxa-
tion, then, serves to make revenues more vola-
tile— higher peaks, butlower valleys. Texas s
an example of a more stable budget environ-
ment,and California of amore volatile one, the
report says.

Perry called for a constitutional amend-
ment that would allow refunding the budget
surplus to the taxpayers. He also called for
funding the Texas Department of Public Safety
through general revenue rather than the gas 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.

*Regutatory policy. Texas also holds a clear
edge over California on tort reform and work-
ers’ compensation, the report concludes. 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-
nesses face aburden of $4.13 compared to $2.84
for Texas businesses for workers’ compensa-
tion. California’s costs are the second highestin
the nation, but Texas’,at 16" highest, aren’talot
better. The Lone Star State would “benefit from
addressing this issue,” the report said.

Laffer, no big fan of minimum wages,
understandably finds Texas more competitive
dueto thelack of a mandate other than the $5.85
minimum imposed by the federal government.
California, the reportsaid, exacerbates the prob-
lem by setting a state minimum wage of $7.50,
thus “unnecessarily increasing employer costs.”

The reportalso applauded Texas’ status as
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 workplaces are unionized.

*Education policy. The report plugged fiscal
restraintand school choice ineducation policy,
extolling the virtues of vouchers inlow-income
areas, tuition credits,and corporate tax deduct-
ible scholarship programs. Laffer’s study finds
thatboth California and Texas rank well among
other statesin providing choice to their citizens,
butapplauds Texas for “experimenting” with
“more effective education strategies.”

At the luncheon, Laffer also criticized
California’s teacher pay system. He observed
thatteachers in California are the highest paid in
the country. Yetthey have the 47" lowestscotes
at the 4" and 8™ grade levels in the nation on
Department of Education standardized tests
(whichhe saysare more reliable than SAT scores,
which are not weighted the same from state to
state). Only Louisiana, Mississippi and New
Mexico performworse, he said. “High pay does
attractgood employees, 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.” o



