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HOW CALIFORNIA CAN REFORM ITS BUSINESS CLIMATE AND CREATE JOBS

California state government is not doing enough to attract and keep the small businesses that have been the primary engines of job creation in our state. An addition of 173,000 new jobs would add $35 billion in tax revenues over 10 years, which would go a long way in remedying our state’s revenue-expenditure imbalance. From 1990 to 2007, California lost 26 percent of its factory jobs and 35 percent of its high-tech manufacturing jobs, but we cannot blame international competition alone for this. Of the 261,000 manufacturing jobs lost from 1999 to 2002, 60 percent went elsewhere in America. In fact, more California jobs went to Texas than to China and India combined. Last year we lost 112,000 jobs; Texas gained 129,000 new jobs. Our technological base, once the envy of the world, is quickly shrinking. California now ranks 9th from the bottom in creating scientific, technical, engineering, and math jobs in the U.S. The truth is that California has become far too expensive for businesses, with operating costs 32 percent above the national average, resulting in our being appallingly ranked “the worst place in which to do business” in the entire nation – for the fifth straight year!

So what needs to be done? The answer lies in adopting significant changes in many areas, from state taxation and regulation of business, to governmental and educational reform because these are interrelated to our economic health. It is foolish for us to continue implementing regulations without regard for the deleterious impacts on business and industry. Regulatory costs are 105 percent higher in California than in other Western states, and two CSU Sacramento professors have calculated that the total cost of regulation to our state has been $493 BILLION, with a loss of 3.8 MILLION jobs. The state’s Global Warming Solutions Act, which mandates the reduction of carbon emissions by 30 percent by 2020, will cut gross state product by $182 billion over the next ten years and cost 1.1 million jobs. The alleged offset in the creation of green jobs is simply a myth. It’s time to take a much more reasonable, measured, and prudent approach to how we regulate society. Our state legislature, with the aid of business owners, academics, and regulatory agency officials, should conduct a cost-benefit analysis to identify and repeal those regulations that do little to protect us but do much to eliminate jobs by driving costs up.

Our tax system is overly burdensome, drives business away, and must be overhauled or scrapped. Our per-capita taxes exceed the national average and that of all states except for New York. Only 144,000 income earners out of 38 million Californians pay HALF of state personal income taxes, and families earning over $100,000 yearly pay 75 percent. Yet, nearly 40 percent pay little or nothing. Our corporate income tax is the highest west of the Mississippi, except for Alaska. Business owners perceive this as unfair and inequitable. Moreover, we are now vulnerable to a small group of high-income earners who could move to Florida, Nevada or another state without income taxes. Lastly, and very significantly, it instills the wrong values in our citizens. A flat income tax, on the other hand, or alternatively a revised progressive tax, would be vastly superior because it would give all Californians a “stake in the game,” promote responsible citizenship rather than an attitude of shirking, and produce a more consistent flow of revenues that would allow state officials to more effectively plan a budget. 

There are numerous other actions which must seriously be considered. Although we want Californians to have a living wage, a high minimum wage is not the answer. Rather, we should focus on employment opportunity and upward mobility which comes with the creation of more jobs. A high minimum wage discourages business owners from hiring entry-level employees, especially young adults or unskilled workers. The Institute for Research on Poverty reports that a higher minimum wage prolongs the time that welfare recipients remain on public aid and increases high school drop-out rates. We should freeze the minimum wage so that business owners can realistically consider the hiring of inexperienced labor. State government can also do more to enlist the support of academia in identifying ways to create jobs, as is happening in Brazil where the state is funding university-based incubator programs for start-ups and in China where the state is investing in research universities. We need to carefully analyze all energy options and not cast some alternatives aside because of past events. The business cost for energy is high here, with electric bills 20 percent higher than the average of other Western states and nearly twice the national average. Because of our inability to provide energy in-state to cover all of our needs, we import 20 percent of it from other states, and yet we shoot ourselves in the foot by requiring our utility companies to buy electricity from out-of-state providers that is not produced with coal, which increases the price. We should allow more inland drilling for petroleum, where spills are more readily prevented and controlled. Moreover, the time is ripe to re-evaluate our state policy on the operation of nuclear power plants. The French provide 80 percent of its nation’s energy needs with nuclear plants, and use American technology to recycle 95 percent of nuclear waste. Improvements in technology have also made the operation of such plants safer. Finally, we cannot address the issue of job creation without also analyzing the intolerably lackluster academic results produced by our students. When California ranks 44th through 48th in math and reading in grades 4 and 8 on national tests, employers and business owners look elsewhere to live, and so do other Americans. We also need to get our state government spending under control if we are to create a more favorable climate for businesses. I hope to address educational reform and government spending in days to come.
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