Sent to Geoff Gevalt (Managing Editor of the Free Press) on Aug. 20, 2005

Mr. Gevalt

Last Sunday's Free Press (8/14) contained a short AP story about the Milken Institute's report on the cost of doing business. The story listed some of the states (including Maine) that had become cheaper places to do business. In my view, the index is suspect and the message of the story is both misleading and troubling.

As the story noted, the Institute's Index measures wages, taxes, and the cost of electricity and real estate. However, the story did not explain the weighting used to arrive at the final rating. 

Wages = 50%; tax burden = 20%; electricity = 15%; warehouse rental costs = 10%; and office rental costs = 5%.

According to the Census Bureau's Economic Census, wages actually do represent between 40% and 55% of operating costs, although the Index neglected to include fringe benefits (another 8% - 15%). 

[Note that using average wages (for all industries) is not terribly helpful because wages vary so much by industry.]

But the Index is way off by assigning tax burden 20% and electricity 15%. Using IRS and Census data, the cost of business taxes average less than 2% of operating expenses and less than 1% of sales (with many industries much lower). Likewise, electricity costs average between 0.5% and 2% of sales. So why did the Institute weight these factors so high and what does it say about the purpose and the value of the ratings?

Furthermore, as location experts will attest, business costs are balanced by other considerations (e.g., workforce training & education, quality of life, infrastructure, proximity to raw materials & markets, etc.). 

Many businesses have sought the lowest cost location and the U.S. has lost millions of jobs as a result (producing continuing downward pressure on wages). But are the cheaper goods sufficient to offset stagnant wages and dislocation? And since low taxes lead to reduced investments in people and infrastructure, how can this be considered a prudent course? 

The point is that a development policy based primarily on low wages and low taxes is not necessarily in the best interests of American workers and their families.

Lots of stories come off the AP wire, and I realize you have column inches to fill. But stories like this are one-sided (no discussion of the societal costs) and tend to reinforce the idea that good wages and a fair tax system are an impediment to profit. 

The "story" of the Institute's Index is no more newsworthy than a story about a dog biting a man. Next time, I encourage you to pass.

Doug Hoffer
