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There is a school of thought that believes entrepreneurs base all their
business decisions on taxes. Lower taxes, and business will move in.

Raise them, and business will move away.

This is firmly believed, for example, by many Republican politicians,
who used to talk fervently about what they called the “Laffer Curve.”
That’'s something economist Arthur Laffer supposedly sketched on a

napkin during a 1974 meeting with Dick Cheney.

The Laffer curve says the more you raise taxes beyond a certain point,
the less the government actually collects. Why? Because when people

feel taxes are too burdensome, they stop working or move away.

Laffer curve theorists firmly believe that if you lower taxes, it will
stimulate economic activity so much that the government will actually

take in more money. All you have to do is find the right low level.

The most famous disciple of that theory was Ronald Reagan.
Unfortunately, the huge tax cuts he got through Congress didn’t pay

off as fast as he thought, which meant record deficits.

Thinking like this is behind the concept of Renaissance zones. The idea
is to lure businesses to come into an economically depressed area by

suspending most or all taxes for a number of years.

The theory is that this will draw jobs to the area, that spinoff
businesses and industries will follow, housing will be built or rehabbed,
and before long the area won’t be blighted any more. Eventually, the
neighborhood will be able to make it on its own without tax breaks.

That’s a beautiful dream, but as far as | can tell, it hasn’t worked.
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