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I want to first thank Jim Brant for the invitation to speak to such a distinguished group of South Carolina bank executives.  I must confess when Fields told me about the invitation, I was worried we would not have enough banks still standing to gather a crowd.  It seems, however, that most of the South Carolina banks have weathered the storms a great deal better than most, and it is a pleasure to be with you.

Of course, everyone here recognizes we are not out of the woods yet.  The very underpinning of a robust economy – a strong financial market – has been severely damaged in America.  One of the key competitive advantages for the United States in the global economy we now face has been its financial institutions.  We no longer have that advantage.  It is difficult to expand business, to create new jobs, and to grow our commerce without the availability of credit.  And, it is hard to invest and save in order to build capital when jobs are being eliminated and not just by the recession but by fierce global competition.  


We have a jobs problem in this country.  I believe we will face a different economy as we recover from the recession.  It will be an economy where very few will ever have the job security they once had.  Even when things improve, people will fear for their jobs.  And, here is the scary part of the problem – I just don’t think our government can offer much more assistance.  It is hard to imagine the federal government being able to continue growing our national debt through deficient spending without severe consequences.  And, the Feds certainly cannot lower rates below zero.  That means that the private sector has got to step up to the table – the time is over to look solely to the government for solutions to our economic problems.  And, no where does that statement apply more than right here in South Carolina.

South Carolina’s general revenue has been reduced by over $1.64 billion since fiscal year 2007, which is a reduction of 24.6% and it does not include the latest cuts of $126 million the Senate must make to balance the budget.  Even prior to this year’s cuts, the percentage reductions in the state budget from July 2008 to December 2009 for:

· Department of Education……………
21%

· Health and Human Services ………21%

· Colleges and Universities……………
29%

· Public Safety……………………………
36%

· Department of Commerce…………
62%

Yes, you heard me correctly.  The Department in charge of economic development for the State of South Carolina has been cut 62%.  And, the percentage of cuts to these agencies will only increase with this year’s budget.  Of even more concern is the fact that the projected deficits for fiscal year 2011-2012 are even greater due to the loss of stimulus dollars.  South Carolina is in a fiscal crisis and, unfortunately, it is worse than it has to be because of the broken tax structure under which the state is currently operating.

For a state to expand its economy, it must have strong economic foundations to support our businesses, which begins with an educated, trained workforce.  Yet, we have already cut Pre K – 12 education by 21% and higher education by 29%.  Did you know that USC now gets only 12% of its budget from state dollars?  We have gone from a state-supported institution to a state deprived institution.  We face the same problems with other critical economic foundations such as infrastructure needs, quality of life, and a competitive tax system.  

The first action the Palmetto Institute took when we first organized was to commission a comparative economic analysis of South Carolina.  The results were blunt and to the point.  The consultants told us South Carolina could not vigorously compete in the global economy with its existing mix of industries and the quality of its economic foundations.  Both the recession, with the loss of jobs particularly in the manufacturing sector, and the fact our tax structure can no longer support our economic foundations at a level necessary to compete has certainly confirmed those initial findings.  


The Institute has conducted two studies of South Carolina’s tax structure – one with experts in-state and one with the best experts available out-of-state.  Both have confirmed that the actions of the General Assembly in addressing isolated, ad-hoc tax problems over the last decade without analyzing the consequences to the overall structure have put our state in an untenable position.  Before the recession, we collected $2.7 billion in sales tax, and we also exempted $2.7 billion in sales tax dollars.  That is right – we exempt as much as we collect.  With the passage of Act 388 of 2006, we put a big target on the backs of businesses in this state, especially when it comes to supporting our education system.  By eliminating property tax on owner-occupied residences for school purposes and by adding another 1¢ of sales tax, the state shifted a $250 million burden to businesses with sales tax alone.  It put a disproportionate share of property taxes on businesses for continuing support of our schools.  In addition, Act 388 absolutely distorted one of our larger economic engines in South Carolina – the real estate market with its cap on assessments except for point of sale transactions. 


All the tax experts tell us a solid tax system is based on a broad tax base that is diverse, so everyone pays fairly, and at the lowest rates possible.  We have got to quit rewarding the few at the expense of the majority for political reasons.  I am convinced with comprehensive tax reform we could have a system that provided adequate revenues for our key economic foundations yet lower the sales tax by at least 3¢ and the income tax by 2%.  Yet, to even try to discuss comprehensive tax reform brings out the cries of, “You are raising our taxes.”

I must tell you my belief is that in today’s environment the chances of us getting the General Assembly to respond to rational proposals based on sound research and not just political rhetoric are about ZERO.  Our efforts on tax reform have certainly demonstrated this very clearly to us.  We approached some of our policymakers about the damage Act 388 could do before it was passed.  Their response – the train is on the track and you better step aside.  I think we have reached a period where the best we can hope for in the General Assembly is that they will do us no more harm.

The Palmetto Institute’s research has led to a multitude of actions which I believe have helped our state’s economy.  From the creation of innovation centers for entrepreneurs to bringing forth agribusiness as a major economic engine for South Carolina, we have certainly achieved some success.  But, what I began noticing recently is that the real successes have come when we have found willing partners to work with us on projects rather than just presenting the research to policymakers.  It is a direction which I want the Institute to focus on as we take on new issues.  It is also why I am here today.  I want the banks to consider partnering with the Palmetto Institute in creating real economic opportunities for the rural communities in South Carolina.  While unemployment for the state hovers over 12%, we have counties such as Marion at 20.7%, Allendale at 20.6%, Chester at 19.5%, Union at 19.2%, and Marlboro at 18.2%.  Let me stop right here and tell you up front – this is not a “money ask” – this is a “help ask.”  Through my personal experiences in my efforts to transform and revitalize Lake City, I can tell you there is a huge gap between what can be done and what is being done, and it is not just the funding.  It is the roadblocks raised because of lack of knowledge on how to get help, the bureaucracy faced when help is finally found, and the guidance needed to make sure best practices are used in creating new job opportunities.  

The staff at the Institute recently spent a day at the North Carolina Rural Economic Development Center to gain some insight into their programs.  Of course, their organization is funded by the state but they also raise a substantial number of dollars through Federal programs and private foundations.  The visit has opened our eyes to a number of programs which I believe can be implemented in South Carolina.  Programs such as Economic Leadership Training, the Microenterprise Loan Fund, the Small Towns Venture Capital Fund, and the Workforce Development Collaborative are helping rural communities in North Carolina, and we can do the same for South Carolina.  But, they need people on the ground to help them.  I consider myself a sophisticated business person but the roadblocks thrown up in getting things done in a small town like Lake City have just amazed me.  That is why I believe a partnership with the Palmetto Institute, the bankers – particularly in rural counties, the Municipal Association, the USDA, and the technical education and four-year colleges can develop and implement projects which will not only create new jobs but give hope to the people in these small communities across the state.  Through the collaboration I have proposed, we would have the means to develop programs, test them, seek grants to implement them, have the expertise to assist with loans to expand business, be able to help with business and financial plans, and be there to make sure that bureaucratic hurdles are overcome.  It has just astonished me to see how many ways we can find not to help our communities.  I believe this effort can create new job opportunities even if it is one at a time.  None of us want the only export coming from these small communities to be their people leaving to look for a better way to make a living.  That is my proposal.  I want you to think about it seriously.  As I said earlier, we can no longer stand around and hope the government solves our problems.  It will only be with public-private efforts that we can achieve our goals.  This is a once in a lifetime offer to help the rural communities in South Carolina.
Thank you.
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