Economics 101: Lower Taxes Don’t Cause Deficits - Excessive Spending Causes Deficits

By: Catherine Gaughen
For all of the talk we heard this political season about “Joe the Plumber”, helping “Main Street over Wall Street”, and protecting small businesses during what is fast becoming one of the worst economic downturns in recent history, California Governor Arnold Schwarzenegger is now pushing a 1.5 percent sales tax increase directed right at small business. Casting aside his “no-tax pledge”, the proposed $5 billion in taxes will come primarily through the cash registers of small business, or more specifically, cash registers where never before was a sales tax collected.

Schwarzenegger's tax package, the largest in California in nearly two decades, would affect everyone who buys goods, drives automobiles, plays golf, attends commercial sporting events, owns a pet, or has a drink at the local watering hole. The governor has called his plan “a drastic measure that's desperately needed to address an estimated $24 billion revenue shortfall over the next two years”.  Along with $4.5 billion worth of spending cuts for this year, the Governor’s plan will increase taxes by $5 billion through the following:

-- Increase the sales tax 1 1/2-cents beginning January 1st. This is in addition to the recent ½ cent sales tax approved by LA County voters – making the sales tax in Los Angeles County a whopping 10.25%.

-- Broaden the sales tax beginning February 1st to include certain services not currently taxed - including appliance and furniture repair, vehicle repair, golf fees and veterinarian services; A new sales tax on amusement parks and sporting events would begin March 1st.

-- A 9.9 percent tax on oil produced in California beginning January 1st.

-- An excise tax on alcohol of 41 cents per six-pack of beer; 29 cents per 750 ml bottle of wine and $1.50 per 750 ml bottle of liquor. This tax will apply whether you buy a drink at a restaurant or bar or if you purchase alcohol at the market or liquor store.

-- A $12 increase in the vehicle registration fee beginning February 1st - in addition to an existing $11 increase in the fee already assessed to begin January 1st under this year's state budget – so really a $23 increase per automobile for this year.

Schwarzenegger, who has repeatedly said during his tenure that the state's problem is overspending and not a revenue shortage, reversed course with his new tax proposals. Rather than cut spending to match new, lower tax revenue levels unlikely to improve any time soon, the Governor has decided to raise everyone's taxes and target small businesses with new taxes on services.

If all this is making you think you need a drink, think again. Don’t forget that the Governor also wants to impose that five-cent per-drink tax. Just what a struggling bar and restaurant industry needs right now.

When the governor campaigned to recall then Governor Gray Davis, Schwarzenneger rode the back of small business, saying that everything from workers comp to energy deregulation was threatening to kill jobs, businesses and a solid tax base. He would succeed where Governor Davis failed, he told us, by making jobs stick in the state and creating business-friendly policies.

Increasing the sales tax by more than 15 percent while singling out certain services for new taxation is a startling abandonment of his principles. But a larger issue here is the Governor identifying new businesses that have never been taxed before. Imagine being a small business that might have to collect an extra 10 percent from customers during an economic recession. Most of us believe in a fair taxation system, and maybe inequities exist that should be addressed. But to do it in a vacuum, with no public input, seems out of character for a governor who has painted himself as a friend of business.

But Califonia’s budget woes have nothing to do with a lack of revenue; The Governor must recognize that our problem is not that taxes are too low – but rather, it is that spending is out of control. This is not a “Budget Crisis” - This is, and always has been, a “Spending Crisis”. 

Rather than raising taxes, the Governor should insist on across-the-board spending cuts or at the very least, a spending freeze. There is plenty of waste in Sacramento that needs to be cut. Next, he should propose and insist on an across-the-board reduction of personal tax rates. Further, he should insist on the lowering of business taxes and fees. While none of this will cause an immediate improvement in the state and local economies, these and other pro growth ideas will set the stage for a lessening of the pain and a solid recovery in the future. New business growth and investment activity comes from lower taxes not higher taxes. Higher taxes will not only add to the economic damage and the deficit, but will likely mute any potential recovery in the future.

The state deficit is worse now than when Gray Davis was recalled. Schwarzenegger and our elected officials ought to recognize there is no example in history where a government entity ever taxed its way to growth and prosperity. The Governor must embrace this basic law of economics. California is the second highest taxed state in the union and yet we still have the highest deficit. Obviously higher taxes haven’t solved the problem – and pushing policies that cause further loss of jobs and lost economic activity will not solve the problem either. Raising taxes – especially during a recession - is the height of irresponsibility. The Governor needs to refresh his memory on Economics 101: Lower taxes do not cause deficits - Excessive spending causes deficits. The law of economics is painfully simple: LESS is more.

The Cerritos Regional Chamber of Commerce is committed to helping local businesses grow and succeed. The Chamber will continue to monitor the budget and other important issues affecting the business community. To receive additional information on legislation affecting the business community, please attend the Chamber’s monthly Government Affairs Council meetings or contact the Chamber’s Executive Director, Catherine Gaughen, at 562/467-0800 or catherine@cerritos.org.

