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Doug, thank you for such a kind introduction.

I am very pleased to be here today.  I am going to ignore the standard speech etiquette and skip the perfunctory funny story.  The information I will impart today is far too stark; far too serious.  This gathering is all about taking a look at the moving parts to gain a better understanding of the current and future condition of our economy.  The importance of this conference certainly takes on greater meaning for South Carolina this year in view of the national and global financial uncertainties.

I have two purposes today. One, to say that South Carolina is in an economic crisis unlike anything we have seen in many decades.  The forecast this morning certainly confirms it – a net loss of 22,000 jobs in 2009, the unemployment rate to rise to 8.6%, single family housing permits to drop by 35.5%, and the continued erosion of personal income growth in South Carolina.  These are what we call serious recession numbers.  Part of it is due to what’s happening nationally, over which we have little control. But the other part of the crisis stems from mismanagement of our system of taxing and spending within our borders. Political leadership made it happen, and the business community let it happen.


The other is to ask each of you to join us in seeking real tax reform. 

Two studies commissioned by the Palmetto Institute have clearly demonstrated that for a state tax structure to work, it must be adequate, equitable and efficient, that is it must raise sufficient revenue to support the basic economic foundations, it must be fair in its application to all segments, and it must encourage both expansion and growth in businesses in South Carolina.  To accomplish these requirements, the structure must be broad-based and the rates should be as low as possible.  So, you understand our predicament – this is not what we have in South Carolina.  In fact, with the enactment of Act 388, swapping sales tax for property tax for school purposes on owner-occupied residences, we have done the opposite.  We have narrowed the base and raised the rates.  We have added an additional $250 million in sales taxes to businesses.  We have limited our commitment to education, particularly in growing districts.  Furthermore, by changing the way we assess property, we have distorted the entire real estate market thereby threatening one of the key economic engines in our state.  This is not a tax structure that we can rely upon to help our state become more competitive.  


When the Palmetto Institute began its efforts to understand the current condition in South Carolina, we discovered that serious and immediate improvement was essential in the area of labor force skills and workforce quality; the state was also in need of serious and continuing improvement in the quality of our education system, in access to capital, in R&D funding, and in information technology infrastructure, to name some of the more important factors.  We’re making some progress in a number of these areas but we are treading water in an area critical to the success of our overall effort to make South Carolina globally competitive.  That is the structure and operation of South Carolina’s tax system.  


We have only completed one full quarter of the fiscal year, and state government is facing more than an eight percent reduction in revenue and that number will grow.  As John Rainey, Chairman of the BEA that oversees the estimates, said, “The consumer is scared.”  Moreover, I would add, “And has no credit to fall back on.”  


This is not just an assumption; this is highlighted by the current revenue trend showing first quarter sales taxes have declined by more than 12 percent over the same period last year. Net individual income taxes, essentially, are stagnant.  As of the end of October, individual income tax is down a half percent and the sales tax underperformance has grown to more than $72 million. I am reliably informed it continues to fall further below year to date performance for FY ’08.  These two revenue streams account for more than 84% of the estimated General Fund Revenue for this fiscal year.  The October report on employment is just in and with South Carolina at 8% unemployment, one of the highest in the country, it is likely that that sales and income taxes will suffer further erosion as more people lose their jobs. 


The General Assembly and the Governor are facing some very difficult decisions.  We are talking about cumulative state government cuts so far likely to be in excess of $625 million dollars, more than 9% of the original general fund revenue estimate. More cuts are now planned of at least another $200 million, and education, health care and law enforcement simply will not be able to come close to fulfilling their missions.  

If you do not have sufficient revenue to support core economic foundations at necessary and competitive levels, then spending will always be driven by avoiding the bottom rather than reaching for the top.  If spending fluctuates dramatically with the economy, because you rely solely on a narrow set of taxes that cannot weather the dips, you will never be able to control spending.   There has to be a structure in place that maximizes growth and stability at the same time so that you can establish coherent policy and set and maintain critical spending priorities consistent with policy. South Carolina does not have such a system.
For us to become more competitive, we have to do better than just doing as good as everyone else does.  When you cut over $600 million from your budget, critical economic foundations will not only be hurt but will take years to recover.  This is not the way to manage.  This is not the foundation we want to use to improve the economic wellbeing of our state.  I suggest to you that we need real tax reform that looks at our entire tax structure.  

Please understand I am not advocating a net tax increase. In fact, I contend the current system makes tax increases much more likely because it is a hodge-podge mess. That quarter billion tax hike on South Carolina business is Exhibit A.

Neither am I saying the legislature should not have addressed inequities in property taxes, particularly along the coast.  But the way in which it was done made a bad tax structure worse.

However, I am a realist; I understand the difficulty of achieving top-to-bottom tax reform in a political environment.  That is why I am asking our leaders to consider a recommendation made in both of the Institute’s tax studies – create an independent tax research entity to review major tax proposals and to inform our policymakers of the consequences of a proposed action.  This entity could also serve our leaders by doing continuing and long-term studies to determine how to maintain stable and equitable rates and incorporate the flexibility necessary to adjust to changing demographics.  In establishing this entity, I also suggest providing for a legislative mechanism by which the recommendations of the research entity would be considered and acted on in a take-it-or-leave-it manner, much like the federal BRAC process for closing military bases that are no longer needed.
 That is, one vote, up or down, for the proposal.  We all know what happens if every special interest group gets an amendment to protect their particular interest.  We have reform that looks more like a Christmas tree than real reform.  A perfect example is sales tax exemptions.  John Rainey, Chairman of the Board of the Economic Advisors and a member of the Palmetto Institute Board, is reporting that today we collect $2.7 billion in sales taxes AND we exempt $2.7 billion from such taxes.  Some of these exemptions are standard practice in every state, but I would suggest others were enacted without any real consideration of how they would affect our overall tax structure.

I came here today because I am always willing to address any gathering of fellow South Carolinians who share my passion for the very best in life for all South Carolinians. Our challenge is, and remains, difficult.  


  For us to have a more prosperous, competitive state, we must be able to rely on steady and dependable leadership from our elected officials. The Palmetto Institute believes that the creation of an independent tax research entity is the critical first step in demonstrating we indeed have the leadership we deserve.  
If you share this belief and wish to have a personal impact then I urge you to take individual leadership and contact your Senator and your House member.  Now, I must warn you against being swayed by proposals being suggested by the General Assembly to create their own tax study entity.  To be successful, the tax study entity must be independent – that is to say, the members cannot be legislators.  The legislators should support the entity but they should not be a part of it or control it.  The staff must also be qualified, independent and professional.  This tax study entity cannot be limited.  Already some plans do not include local taxes such as property taxes.  A comprehensive review simply cannot occur without considering both state and local taxes; it would be a waste of time.  It was the General Assembly’s effort to fix a problem with the property tax that got us where we are today.  And, finally, there must be language allowing for just one up or down vote on the recommendations of the entity.  If the General Assembly will not go that far, at least establish the BRAC-type vote for sales tax exemptions.

As you consider my request, I ask that you be admonished and inspired by the words of Harry Truman who said, “Men [and women] make history, and not the other way around. In periods where there is no leadership, society stands still. Progress occurs when courageous, skillful leaders seize the opportunity to change things for the better.”  I suggest we can seize the opportunity to change things for the betterment of South Carolina by requesting …no…demanding a better tax structure.  That effort begins by establishing an independent, professionally-staffed tax study entity to provide sound, helpful advice to assist our policymakers in making the decisions necessary for South Carolina to become a more prosperous, competitive state.   We need your help.
Thank You.
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