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A recent opinion piece argued that a tax based single payer health care system "will negatively impact our economy and further erode our employment base" ("Taxes might drive people out of Vermont", 7/9/05). The author made three main points to support his view. Let's take a closer look. 
  
1.      State corporate taxes are critical to business expansion and relocation decisions. 
  
The available evidence does not support this view. For example, an executive with Deloitte & Touche (one of the nation's largest business location specialists) reviewed five years of company files to determine the relative importance of each cost factor for location decisions. He found that taxes were a "low priority and [had] minimum cost impact." [Ady, New England Economic Review (NEER), March/April 1997] 
  
After a comprehensive review of the extensive literature on the impact of state taxes on economic development, a respected economist found that "taxes do not appear to have a substantial effect on economic activity among states." [Wasylenko, NEER, March/April 1997] 
  
In contrast, the opinion piece cited an economist (Dr. Richard Vedder) who has done work for "think tanks" supported by the tobacco and fast food industries, and the Tax Foundation's State Business Tax Climate Index (SBTCI). In a recent paper published by the Economic Policy Institute, Peter Fisher conducted a detailed evaluation of several such business climate rankings. He found that "as a tool for assessing public policy, [the SBTCI] is fatally flawed." ["Grading Places: What do the business climate rankings really tell us?"] 
  
2.      Lower taxes lead to greater growth. 
  
Citing Dr. Vedder, the author declared that states characterized as having low tax burdens are prosperous while those with high tax burdens have "dismal" economies. Using the (flawed) SBTCI, Vermont has the sixth highest tax burden in the country. However, from 1997 - 2004, Vermont's gross state product grew faster than eight of the top ten states with the lowest tax burden. 
  
3.      Vermont's tax "burden" is high and our economy suffers as a result. 
  
To make his case that Vermont suffers from our tax burden, the author stated that "from 1991 to 2001 Vermont's disposable income, employment, and gross state product grew less than the national average."   
  
Had the author included more recent figures (through 2004); he would have found that Vermont matched or exceeded the U.S. growth rate for all three measures. [Note: These measures tell us nothing about the distribution of income or the wages of the jobs being created.] 
  
Most "business climate" indexes are heavily influenced by the top marginal tax rate, which is only paid by the richest tax filers. If we look at the tax bite for someone earning the average wage, a Vermonter pays considerably less than an average wage earner in many supposedly low tax states. 

Moreover, this single-minded focus on taxes ignores the services we pay for. For example, the author said that "People choose to live in VT for its quality of life, and taxes matter." But for most, quality of life means good schools, good infrastructure, safe streets, and a clean environment. These services are valued by businesses too; and they all require taxes. 

It's one thing for businesses to say "hey, we don't want to pay taxes." Who does? But it's quite another to say the sky will fall if they do. Simplistic claims about taxes and economic development have muddled the discourse about these issues for years. We're losing good jobs for a lot of reasons, including cheap labor overseas and terrible trade policy. Compared to those, taxes are an afterthought.

Reforming health care is hard enough without scaring people with misleading information.
