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Do Tax Cuts Stimulate The Economy?
“Approximately 19 percent of U.S. 
capital abroad would be in a differ-
ent location in the absence of any 
effect of taxes,” according to the 
study. 

The Anderson Economic Group con-
ducted a study with statistical data 
stating the effect of tax cuts on the 
economy and presented it to both 
the House and Senate, according to 
Patrick ANDERSON, of Anderson 
Economic Group. 

About 25 percent of a state’s eco-
nomic performance is due to tax 
cuts, Anderson said. The other 75 
percent rides on a variety of other 
factors but “there’s overwhelming 
imperial evidence in Michigan and 
the world that tax cuts work,” An-
derson said. 
State taxes are such a minute factor 
in how a business determines where 
to locate, that nothing short of a 
major national across-the-board tax 
cut would help stimulate economic 
growth, said Doug DRAKE, of Pub-
lic Policy Associates. 

When a business decides where to 
move it’s more concerned with ac-
cess to raw materials, access to la-
bor, cost of labor and transportation 
than state taxes, Drake said. 

“Unless they’re trying to specifically 
target one industry, it’s (state tax 
cuts) like trying to perform brain 
surgery with a chain saw,” Drake 
said. “You’re not necessarily going to 
get what you expect out of it.” 

Anderson reverts back to the empiri-
cal evidence found in Michigan, the 
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On July 7, Gov. Jennifer GRAN-
HOLM told a roundtable of report-
ers she would need to see data before 
believing across-the-board tax cuts 
could stimulate the economy. 

“I need to see data that we will get 
the targeted economic growth from 
an across-the-board tax cut,” she 
said. “We had $1.7 billion worth 
of tax cuts since 1999 and we have 
not seen economic growth. In God 
We Trust but all others bring data. 
Show me how an across-the-board 
tax cut is going to affect and grow 
the economy. I want to see that.”

Fiscal conservatives say they’ve 
given her the data, plenty of times, 
but she either chooses to ignore it or 
has selective retention. 

“All Governor Granholm has to do 
is a simple Google search,” said 
Michael LaFAIVE with Mackinac 
Center for Public Policy. “Perhaps 
Granholm doesn’t know how to do 
that.”

For several decades economists have 
explored this question while looking 
at other factors affecting the econo-
my such as right-to-work states or 
states with a lot of sunshine, La-
Faive said. All of the studies suggest 
tax cuts equal economic growth.

LaFaive cited the March 2000 Na-
tional Tax Journal study as one data 
source Granholm could use. The 
study gives statistical data proving 
tax climate influences where com-
panies invest and how much capital 
investment they put in a particular 
region.
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U.S., Asia, the former Soviet Union, 
China, Germany and Latin America. 
In the 1980s and ‘90s Michigan’s 
decision to cut taxes moved it away 
from being a rust belt state with 
one of the highest unemployment 
rates, to a competitive state with an 
unemployment rate just under four 
percent. 

Anderson uses the increase in na-
tional economic growth after Rea-
gan administration tax cuts as an 
example. 

“Since 1999 Michigan hasn’t been 
leading the states in tax cuts, in 
fact, it’s lagging behind,” Anderson 
said. “The correct way to compare 
our economy is how we compare to 
the rest of the country.” 

Not enough attention is being paid 
to the role of local taxes in business 
decisions, Drake said. Local taxes 
are often higher than state taxes 
and high property taxes deter com-
panies and their employees from 
moving, Drake said. 

LaFaive disagrees and again points 
to the study which supports his dis-
sent. 

“The evidence is pretty clear that 
businesses are leaving Michigan 
and no amount of Cool City Grants 
will bring them back,” LaFaive said. 
“Michigan’s labor climate is the 
equivalent of a giant tax on Michi-
gan business and people.”
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Personalities in Politics — An Interview With 
Former DEQ Director Russell Harding

Russell HARDING was Department of 
Environmental Quality (DEQ) Director 
under former Gov. John ENGLER. He is 
currently the Senior Environmental Policy 
Analyst for the Mackinac Center for 
Public Policy. 

With a background in geology, Harding 
came to Michigan government when he 
was hired to run the state park system 
with the Department of Natural Re-
source (DNR) in the former Gov. Jim 
BLANCHARD administration in the early 
1990s. Later he became head of the envi-
ronmental side of the DNR and ultimately 
head of the DEQ. 

The interview, which took place Wednes-
day, was primarily pointed toward Gov. 
Jennifer GRANHOLM’s proposed Water 
Legacy Act as a topic. The following are 
excerpts from that interview: 

Q. How would you describe the changes 
that have taken place at the Depart-
ment of Environmental Quality (DEQ) 
under Gov. Granholm? 

A. The DNR has a culture that goes back 
a long ways that I would term as being 
bottom up. This certainly isn’t all bad, but 
it does have some ramifications. I think 
under the Engler administration, particu-
larly when we split off DEQ, due to the 
fact that environmental considerations and 
the economic life of the state were both so 
important, we paid an awful lot of atten-
tion to the way the agency conducted its 
business. 

We took that approach because the one 
thing with DEQ, and I’d say this is more 
so than with DNR, is that when it comes 
to the business climate in this state, the 
DEQ is arguably the most important 
agency in state government. It has a major 
impact on economic development, even 
more so than MEDC (Michigan Economic 
Development Corporation).

So, to get back to your question, I would 
say that I’ve been getting a lot of reports 
from folks that DEQ is more difficult to 
deal with at the field level. By that I mean 
kind of the day-to-day interface. There 
doesn’t seem to be as much supervision 
from the top, to sort of expedite things and 
make sure things are conducted in a fair 
and even fashion.

This is probably more typical of what 
used to be. By that I mean that our tenure 
was probably more of an anomaly. We 
put so much emphasis on the backlog and 
keeping things moving.

Q. On the issue of water diversion. Are 
you aware of any leaders in the past, 
former governors or just any leaders of 
any sort, who ever advocated diverting 
Great Lakes water? 

A. No, I’m not aware of any. It’s a nonpar-
tisan issue. I can’t envision any governor, 
Republican or Democrat, who wouldn’t 
want to protect Great Lakes water from 
diversion. Former Governor Engler was 
very strong on that and his predecessors 
were, as well.

Q. From that standpoint, who’s the 
enemy here? What are people referring 
to when they say, “We’re not going to let 
this happen?” Where’s the crisis? 

A. I don’t think there is a crisis. What hap-
pened is that back in the 1990s, the Great 
Lakes governors asked a group of auditors 
for an opinion about the approach that they 
were taking. This group of legal experts 
came back and basically said they weren’t 
sure that the Water Resources Development 
Act (WRDA) and the Great Lakes Charter 
were sufficient to stand legal scrutiny in 
higher courts.

So, in other words, what they were saying 
is if California really wanted the Great 
Lakes water and really pushed the issue, 
they weren’t sure that any governor could 
simply say “No.”

In response, the Great Lakes governors 
started a different process to try to deal 
with that. Interestingly enough about a 
year or two after that, and second group of 
attorneys looked at it and arrived at exactly 
the opposite conclusion.

What’s happening right now, I think, is 
there are really two issues in play and 
we’re seeing a little intellectual dishonesty 
in linking them. Those two issues are water 
diversion and groundwater permitting. 
These are really two separate issues.

In Michigan we have riparian water use 
laws. Basically, what that means is that you 
own the water if you own the land. In other 
words in you have surface ownership of the 
land you have the right to use the water on 
it, as long as you don’t interfere with your 
neighbor. That approach is typical of the 
Eastern states in this country. It’s typical 
for the Great Lakes states.

Q. But the administration’s position has 
been that Michigan is trailing behind the 
other Great Lakes states when it comes 
to these issues. Is that so, and if so, how 
did we fall behind? 

A. I don’t think the administration is being 
entirely accurate in their statements, at 
least as far as how those statements are 
being interpreted, when they indicate that 
Michigan is somehow lagging behind oth-
er Great Lakes states in the way we deal 
with ground water. That’s just not true. 

With exception of Minnesota, where the 
western half of the state is semi-arid, 
there is a ground water permit process 
that’s based on a scheme that appears to 
be similar to what has been proposed with 
the Water Legacy Act. 

No other Great Lakes state, including 
New York and Pennsylvania does that. 
Now, just this spring, Wisconsin did some 
legislation, but that was much more lim-
ited in scope than what’s being proposed 
here. They have permitting process on 
very high quality trout streams. Their 
new permitting process is not general and 
across the board. 

So to claim that we need a ground water 
permitting process in order for us to have 
a seat at the table, or equal stature with 
the other Great Lakes states, simply is not 
true. 

Now, I do believe some of the other states 
are ahead of us on water use reporting. We 
asked for appropriations every year of our 
tenure to be able to do that. So, I would 
argue that that’s appropriate. But what’s 
being proposed with this Michigan Water 
Legacy Act takes Michigan water law 
and turns it upside down. It would take 
the ownership of water away from private 
landowners. So this isn’t a tweak, or some 
small change. 

And I would argue that it would be a 
change that was absolutely not necessary 
from an environmental standpoint.

Q. So you don’t buy the idea that 
Michigan’s water supply is somehow 
threatened? 

A. We have an absolute abundance of 
ground water in Michigan. In fact most 
people have to have sump pumps to keep 
it out of their basements. So, it’s not a wa-
ter shortage issue, contrary to what some 
people might say.

Now, that doesn’t mean there can’t be lo-
cal problems. If you have a large irrigation 
system for a farm in the Saginaw County 
area, you might impact an adjacent neigh-
bor. But, as you’re probably aware of, the 
Legislature passed a law, which the Gov-
ernor signed, that would allow the agency 
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