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Losing a fiscal shell game
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THERE'S nothing like an economic meltdown to make state government feel powerless. Its impact on the economy is marginal, and it takes time before even that effect is felt. The natural desire is to take bold action to turn the tide. Unfortunately, those actions often do more harm than good.

Recently, Massachusetts has chosen a familiar path that is ultimately a dead end: luring specific businesses and industries with preferential treatment. The Commonwealth beefed up tax credits to the film industry and paid nearly $70,000 per new job to entice a pharmaceutical firm to expand in Lexington.

It also bet a billion taxpayer dollars on the biotech industry. Let's hope the Commonwealth is a better poker player with its chips than the federal government was with the first $350 billion it sunk into ailing financial institutions.

These deals are, in the words Governor Patrick often used during his campaign, a fiscal shell game. Massachusetts is in no position to absorb foregone revenue from tax breaks, so last year state government offset the hit with about $300 million in business tax hikes. The damage done by broader increases outweighs the benefits to chosen industries.

The biotech initiative also relies heavily on another trick: borrowing. A $500 million bond authorization means the more than $1.8 billion state taxpayers pay annually for debt service - already the fourth-largest line item in the budget - will increase. Or its term will be extended. Either way, we pay more.

Although the benefits wouldn't be felt immediately, there are things the Commonwealth can do to limit the pain of future recessions.

Massachusetts must get retirement costs under control. This year alone, paying down unfunded liability for public employee pensions will cost more than $1 billion.

The average annual state pension of about $23,000 isn't the problem. But countless loopholes allow the connected to reap windfalls that stoke the flames of anti-government sentiment. Both the governor and House Speaker Robert DeLeo promise pension reform; let's hold them to it.

Much of the burden of hard times falls on municipalities. Most cities and towns can save by purchasing employee health insurance through the state's Group Insurance Commission. But they currently have to negotiate with local unions to do it, even though GIC usually provides better coverage options at a lower cost. Municipal officials should be given authority to make the switch.

Employee health insurance is also part of the state fix. One-time federal stimulus money won't eliminate the gap between revenues and expenditures the Commonwealth faces almost every year. Increasing the amount state employees contribute toward their health insurance, as Governor Patrick has proposed, would narrow that gap by more than $50 million annually.

Those who decry "balancing the budget on the backs of workers" should remember that, contrary to conventional wisdom, public employees in Eastern Massachusetts earn 15 percent more on average than private-sector employees who do similar jobs, according to the federal Bureau of Labor Statistics.

Perhaps the biggest thing the Commonwealth could do to improve the business climate is fix our bloated unemployment insurance system. The unemployment costs Massachusetts businesses pay are more than twice the national median. Benefits are the nation's richest, they can be collected for longer than anywhere else, and qualifying for them is easier here than in most other states.

The system is also riddled with loopholes that result in many people - including small-business owners who lay themselves off - using the system to supplement their income for part of every year. An Associated Industries of Massachusetts proposal would address these "frequent fliers" by forcing their employers to pay more.

A recession isn't the time to shorten the benefit period, but bringing benefits in line with comparable states, tightening eligibility, and closing loopholes would reduce the cost of creating jobs.

In a democracy, there's little incentive to enact long-term reforms when people are hurting. But state stimulus efforts often hurt more than they help. Perhaps officials wrestling with economic crisis should take their cue from physicians: "First, do no harm."
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