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Just like in 2008, the Club for Growth is putting together a series of white papers on

candidates running for the Republican Party ’s presidential nomination. We’ve already

covered their reports on the records of Newt Gingrich, Tim Pawlenty , Herman Cain, Mitt

Romney , Jon Huntsman, Ron Paul and Gary  Johnson. Next under the knife is Rick Perry ,

who has served as Governor of Texas since 2000.

Perry  has certainly  shaken up the race for the GOP nomination for president and

dominated media coverage during his first week on the campaign trail. His campaign is

being driven by  conservatives and tea party ers wary  of Mitt Romney , who they  see as a

flip-flopper and someone who laid the blueprint for ObamaCare. But does Perry  have the

fiscal record for conservatives and libertarians to get behind? Y ou be the judge.

On taxes, Perry  benefits from coming from a state with no income tax  and he also

understands that it would be politically  unpopular. But he has tinkered with fees and

taxes to balance the state’s budget including the largest tax  hike in Texas history , though

his overall record is decent:

In 2006, Governor Perry signed the largest tax proposal of his tenure - a major overhaul of

the Texas school property tax system. The property tax cuts, worth about $6 billion, were

initially proposed in 2004 along with an anti-growth $1 cigarette tax hike , and various fees

like a “sin tax” , but the legislature didn’t pass it.   So, in order to pass the property tax cut in

2006, Perry supported adding on a very anti-growth “gross receipts tax,”  or a tax on gross

revenues of Texas companies, which at the same time eliminated the corporate income

tax.  The new taxes “nearly tripled the amount that Texas collected from businesses.”  

Before 2006, the “ franchise tax,”  or income tax, was 4.5% of profits, but the new version,

“often called the margins tax, reduced the rate to 1 percent while broadening its

application. Now, the tax is applied to the annual revenue of qualifying companies minus

one of three options: the cost of goods sold, employee compensation or 30 percent of total

revenue.”

According to Dale Craymer, president of the Texas Taxpayers and Research Association,

Perry’s bill “raised some taxes (franchise, cigarette, motor vehicle sales taxes) and lowered

others (property tax) by much more.”   The Cato Institute noted that the “gross receipts

tax”  signed by Perry was “unnecessary… since the state was rolling in a $4 billion budget

surplus.”   At the time, “Perry praised the [gross receipts tax] as a reliable source of funding

for schools and fairer to employers than the previous loophole-ridden franchise tax,”  and

estimated the tax package to be worth an astounding $15.7 billion in property tax relief

over three years.

While Governor Perry’s property tax cut legislation overall resulted in a $1.5 billion net tax

cut in the first year,  many felt he should have fought for a property tax cut alone. The Cato

Institute wrote in 2008 that “homeowners will receive property tax relief, but the plan

really socked it to businesses. Further, the plan centralizes greater fiscal power at the state

level, which will encourage government growth in the long run by stifling local tax

competition.”   Overall, Perry deserves credit for a net tax cut, but we agree that he should

have fought harder against the anti-growth margins tax.

The Club notes that Perry  does well on spending, a specific point that “reveals fiscally

conservative tendencies and a commitment to reducing the size of government that are

in tune with the conservative nature of a state like Texas.” But he does have some
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corporatist tendencies:

State spending grew from $30 billion in FY2002, the first half of the biennium budget

passed under Perry, to $39.4 billion in FY2010, a 31% increase in nominal terms over the

nine years.  However, when looking at Texas’s spending on an annualized basis, spending

increased an average of 3.9% per year, which is excellent compared to the state’s average

annual population plus inflation growth rate of 4.2% over the same time period.

One reason for the slow growth of state spending was because Governor Perry made

frequent  use of his veto power.  Another is the existence of a conservative Texas

legislature. During his tenure as Governor, Perry vetoed hundreds of millions of dollars

worth of spending, perhaps even a lot more. I t is important to note that it is difficult to give

Perry credit for a specific dollar amount of vetoes due to the complexities of the Texas

budget process. Some of the Governor’s vetoes were on spending bills contingent on bills

previously struck down by Perry.  Other vetoes killed legislative language from budget bills

which authorized spending from separate bills that never passed. Regardless, a review

suggests that Perry did aggressively look to cut spending with his veto pen.

On the bad side, however, Perry has also aggressively used government spending to

attract jobs to Texas.  During his time in office, Perry has signed into law two major

economic development initiatives, the Texas Enterprise Fund and the Texas Emerging

Technology Fund.

The Texas Enterprise Fund, established at Governor Perry’s request in 2003  has doled out

$426 million since its inception to attract businesses like JP Morgan Chase and Frito-Lay. 

A similar program, the Texas Emerging Technology Fund, was created in 2005 and signed

into law by Perry. That fund has doled out $259 million in capital for “cutting-edge

research and technology”  entrepreneurs.  Economic development initiatives like these,

often supported by big business, create huge market distortions in a place that should

naturally be a nationwide leader in attracting jobs. Texas doesn’t need to provide $1.4

million in taxpayer dollars to Facebook, as the Texas Enterprise Fund did in February of

2010  - it can simply point to a positive regulatory and tort climate along with a strongly

competitive tax climate.

These gimmicky subsidies are a form of corporate welfare, and they’re similar in effect to

the tax credits decried by Perry in his 2010 book. This suggests that Governor Perry is

more pro-business than he is pro-free markets.

There are also some critiques that I’ve read about Perry  on spending that are counter to

the record that the Club for Growth presents. At The New American, Joe Wolverton

really  lay s into Perry  as a tax  and spender. Chris Edwards, author of the Cato Institute’s

Fiscal Policy Report Card on America’s Governors, wasn’t as negative, but he doesn’t

offer a glowing rev iew either:

I  awarded Mr. Perry grades of “B”  in the last two Cato governor report cards. My

analyses revealed a pretty good tax and spending record, but Perry certainly fell short of

the reform-minded zeal shown by former “A”  governor, Mark Sanford of South Carolina.

Recent articles by Shikha Dalmia of Reason and Aman Batheja of the Fort Worth Star-

Telegram suggest that Perry’s fiscal record is a mixed bag.

Edwards notes that Perry  “appears rather centrist” on spending, but conceeds that “no

one set of numbers can tell the whole fiscal story .”

He also gets knocked for backing TARP, which really  hasn’t been discussed much (or at

least in what I’ve read) among fiscal conservatives backing him. Of course, not many  of

the candidates running for the nomination didn’t back it; I believe the only  Republicans

running that opposed TARP are Michele Bachmann, Gary  Johnson and Ron Paul.

Perry  gets high marks on entitlement reform (including support for repealing

ObamaCare), school vouchers, tort reform and his record on trade is among the best in

the GOP field.

Here’s the Club’s bottomline on Perry  (emphasis mine):

It is quite clear that Perry did not move his state in reverse, or on the wrong course.  In

many instances, he merely maintained a positive status quo.  In others, such as tort

reform and regulations, he improved the Texas economic climate.

Still, his support for taxpayer-subsidized funds to lure jobs away from other

states shows he has at times an interventionist streak rather than consistent
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free-market principles.  His semi-apology for the big government interventions

of President Bush suggests a similar inclination.

Should Rick Perry become President, he will inherent a far worse economic climate than he

has in Texas, as well as a less hospitable Congress than he has in the Texas Legislature.  I t

is quite likely that Perry would seek to move the country in a much more pro-growth

direction.  Almost any movement in the direction of the Texas approach would be

welcomed.  However, given some actions in his record, it is questionable whether Perry

will maintain his steadfast fiscal approach when faced with a less favorably inclined

legislature than he is accustomed to.

Y ou can read the full white paper below:
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