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dynamic dominion. 

 

 

 

Moving Up 

May 11, 2014 

 

Virginia cannot attain the dynamism it will need if its citizens remain stuck — educationally, 

physically or socially. This yearlong series on making the commonwealth a more vibrant place 

has offered a number of recommendations for improving individual mobility, from opening up 

more charter schools to establishing a bus rapid transit (BRT) system in the Richmond metro 

area. 

Today we offer a few more suggestions on how to improve housing mobility. 

(1) Relax zoning rules. A century ago most people lived within walking distance of their 

workplaces — because they had to. Many were farmers; those who lived in the city often had 
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few other means to get to work (or, for that matter, to school or to the store). The advent of 

motorized transportation opened up vast new possibilities. Localities could begin to separate 

residences from factories, factories from shops. 

This brought obvious advantages — and disadvantages. Suburbia has both its charms and its 

perils — as the smart-growth movement of the past few years has made clear. Few people want 

to live next to a hog-rendering plant. On the other hand, it is not necessarily a good thing to have 

to drive 20 minutes to buy a gallon of milk. Brandermill’s recent dilemma concerning a home-

based day care business suggests even those who seek out restricted communities find some 

restrictions onerous. 

For those with limited means, zoning can mean imprisonment as much as liberation. Richmond 

residents without a car can find themselves cut off from amenities suburbanites take for granted 

— from low-priced groceries to medical care and office parks. One answer to that is a vastly 

expanded system of public transportation. But while BRT could help, it should not have to 

constitute the sole answer. Localities in central Virginia — and the rest of the state, for that 

matter — should look for ways to reduce the distances people have to travel in order to go about 

their daily lives. 

(2) Relax housing rules. Minimum lot sizes — common throughout the area — drive up the 

price of housing two ways. They increase the price of houses directly by tying up more land with 

the structures. And they increase prices indirectly by reducing the number of houses that can be 

built on a given tract of land. The result is to squeeze low- and middle-income buyers out of 

many areas, which only drives up the demand for — hence the price of — modest homes 

elsewhere. Unfortunately, in recent years some central Virginia localities have sought to raise 

minimum lot sizes rather than lower them. That is bad policy and should be abandoned. 

Likewise, some communities have begun to tighten or crack down on occupancy standards. 

Restricting the number of people who live in a single dwelling makes housing more expensive 

by dividing the cost of each domicile among fewer people. It also disproportionately affects 

those — often immigrants — from cultures where house-sharing is more common. Proponents of 

tight occupancy standards cite the potential for overcrowding to create nuisances. The correct 

response is to address the nuisances. “Overcrowding” — a loaded word — does no harm by 

itself. 

(3) Privatize low-income housing. Nonprofits seeking to purchase properties and convert them 

to low-income housing often get turned down — not because of their purchase bids, and not even 

because of their clientele. Rather, as Christopher LoPiano explained to another news agency 

back in February, “What we’re not competitive on is closing quickly, because we’re dependent 

upon public financing, and public financing just takes longer.” The red tape often ties up real-

estate deals for months, and sellers don’t care to wait that long. 

LoPiano’s group, Community Preservation Development Corp., joined with other housing 

nonprofits to create a real-estate investment trust, or REIT — evidently the first of its kind in the 

country. They convinced major financial institutions to invest $100 million and recently started 

fixing up 300 garden apartments in Norfolk. 



The federal government spends tens of billions of dollars a year running more than 30 different 

housing programs. Swelling retiree and health care entitlements preclude doing more. Low-

income housing REITs offer a promising opportunity for nonprofits and the private sector to join 

hands and fill the gap. 

 

 

 

 

The worst tax 

June 29, 2014 

 

Taxes are a necessary evil,  but not every tax is equally bad. Different interests will have 

different ideas about which is the worst. We nominate Virginia's BPOL tax — one of only nine 

such levies in the nation.   The tax — the acronym stands for Business,  Professional,  and 

Occupational License — is a local levy on gross receipts (sometimes also referred to as a 

turnover tax). It kicks in every time a business rings up a sale. Unlike a straight sales-and-use 

tax,  however,  it applies at every point along the production chain and it imposes different rates 

on different kinds of businesses. Wholesalers and contractors,  for example,  have substantially 

lower rates than financial and professional services. 

   To glimpse the absurdity of the tax,  note that different kinds of companies pay different rates 

because different business sectors tend to have different profit margins. Yet the tax applies 

regardless of whether a business actually turns a profit. A highly profitable company that reaps 

big margins on a small number of sales can pay a substantially lower BPOL tax than a business 

with much bigger sales that is losing money hand over fist. 

   The BPOL tax has long been a sore spot for Virginia,  and the General Assembly has 

periodically reviewed it. But little has changed,  chiefly because nobody can think of an optimal 

way to fix it. That reason no longer will do. 

   The rationale for the tax is simple enough: Localities need money,  and the BPOL tax helps 

diversify their tax base. Moreover,  the tax is — as a report by the Joint Legislative Audit and 

Review Commission puts it — a tax imposed “for the privilege of doing business.” Besides,  

those who use government services ought to help pay for them. 

   Each of those arguments has its flaw,  however. While localities need money,  they need not 

get it from this particular source. (Applying Virginia's sales tax to intangible services as well as 



tangible goods would make much more sense.) Besides,  localities often exempt companies with 

revenue below a certain threshold. As matters now stand,  BPOL provides about 5 cents of every 

local tax dollar collected. Second,  doing business — earning a living — is not a privilege but a 

right. Finally,  unlike (say) gasoline taxes,  the amount a company pays in BPOL taxes has no 

correlation whatsoever to the level of government services it uses. 

   Moroever,  the BPOL suffers from several grievous flaws. 

   First,  it is inequitable. Not only does it fail to distinguish between profitable businesses and 

nonprofitable ones,  Virginia's rates have remained unchanged since 1978 — while the economy 

has continued to evolve. What's more,  the tax ignores differences among businesses within a 

given sector. Retail business covers everything from high-end jewelry to Dollar General. 

   Second,  the tax distorts the market a number of different ways. It discriminates against 

companies that don't vertically integrate,  since those that do can avoid some of the tax. It also 

encourages buying from out-of-state suppliers that don't have to account for a BPOL levy. As a 

study by the Tax Foundation and the Council on State Taxation put it,  the BPOL message to 

businesses is “outsource as little as possible,  but if outsourcing is to be done,  do it with out-of-

state firms.” 

   Third,  although BPOL rates seem quite low nominally,  they have a tendency to pyramid as 

(especially) products flow from one end of the market to another. A study of Washington state’s 

BPOL tax found its effective rate could be as much as six times higher than advertised. 

   That makes life very hard for citizens. How can they figure out whether the government they 

are getting is worth the taxes they are paying,  if they have no idea of the latter? 

   During his campaign for governor,  Terry McAuliffe promised to reduce or eliminate the 

BPOL tax — which,  he correctly noted,  “is particularly burdensome on small,  new,  and 

expanding businesses — the ones who create most of the new jobs in this country.” If he is 

looking for areas of agreement with Republican legislators,  keeping that promise would be a 

good place to start. 

 

 

 

 

Let them in 

July 27, 2014 



 

 

Virginia ranks among the most prosperous states in the nation. Much of that prosperity is owing 

to Northern Virginia (Loudoun and Fairfax have two of the highest median incomes in America). 

It is no coincidence that Northern Virginia also ranks among the most cosmopolitan places in the 

country. Of the more than 900,000 foreign-born residents of Virginia,  two-thirds live in NOVA.   

The humanitarian crisis at the nation's southern border has returned immigration to the front 

pages. Hence this seems an appropriate time,  as part of our series on making Virginia a more 

dynamic dominion,  to draw your attention to the role immigrants play in driving state economic 

growth. 

   The unaccompanied children showing up in Texas epitomize the cliche of immigrants as poor,  

needy,  and desperate. But the bigger picture looks far different. Generally speaking,  

immigration is a self-selecting process that favors adventurous strivers. In Virginia’s case,  

immigrants outperform native residents. Nearly 40 percent of foreign-born Virginia residents 

have a bachelor’s degree or higher,  compared with 34 percent of native-born residents. A higher 

percentage of foreign-born state residents (74.7 percent) than native-born residents (65.5 percent) 

also participates in the labor force. 

   And as the Partnership for a New Economy notes,  “Immigrating to a new country to start a 

new life is itself an entrepreneurial act,  so it is perhaps unsurprising that immigrants are 

disproportionately entrepreneurial. ... [I]mmigrants or their children [have] founded more than 40 

percent of America's Fortune 500 companies. ... Over the last 15 years,  while native-born 

Americans have become less likely to start a business,  immigrants have steadily picked up the 

slack. Immigrants are now more than twice as likely as the native-born to start a business and 

were responsible for more than one in every four (28 percent) U.S. businesses founded in 2011,  

significantly outpacing their share of the population.” 

   What goes for the nation holds doubly true for Virginia. As The Commonwealth Institute 

pointed out in a 2012 report,  “While immigrants [make up] about 11 percent of Virginia's 

population,  they represent roughly 17 percent of its entrepreneurs. Immigrants accounted for 

over 40 percent of the growth in entrepreneurship in Virginia between 2000 and 2010.” 

   The Immigration Policy Center notes that from 2006 to 2010,  nearly 54,000 immigrants 

became new business owners in Virginia. In 2010 alone,  new immigrant business owners 

generated $3 billion in total net business income. And while the Great Recession of 2007-2010 

drove up poverty across the country,  the poverty rate for foreign-born residents of Virginia 

barely budged at all. 

   The public-policy lesson for Virginia's business and political leaders should be clear: 

Immigrants are not only a net gain for the state's business climate,  they help power economic 

growth far beyond their numbers. So while the state cannot set immigration policy —  that's 

determined at the federal level — Virginia should do as much as it can to steer immigration law 

in a more welcoming direction. Sharply raising the number of entrepreneurship visas is a good 



place to start. The state's congressional delegation also should advocate for a much bigger H-1B 

program,  which is tailored to high-skilled workers (H-1B visa holders are guest workers,  not 

immigrants,  but they still contribute to the bottom line). And “stapling a green card to the 

diploma” should be automatic. It makes little sense to invest millions in the higher education of 

foreign nationals and then send them home. 

   Indeed,  the commonwealth should do everything in its power to encourage them to stay. 

Already,  more than 47 percent of foreign-born Virginians are naturalized citizens. There's no 

reason we shouldn't strive to boost that figure — to the benefit of immigrants,  the 

commonwealth and the nation. 

 

 

 

 

Lead the pack 

August 4, 2014 

 

No discussion of improving Virginia's vitality would be complete without touching upon taxes 

and regulation. Taxing and regulating are essential government functions that serve important 

objectives — but they also enervate economic vigor.   An earlier editorial in this series examined 

the state's BPOL tax — the levy on business,  professional and occupational licenses — and 

made the case that this worst of all state taxes should be repealed. (Applying the state sales tax to 

services would help make up the lost revenue.) But a broader look at the state's tax-and-

regulatory climate shows there are other opportunities for betterment as well. 

   The commonwealth’s overall tax burden is not as heavy as the burden in some states,  but that 

is damning with faint praise. What’s more,  Virginia is not quite so far ahead of the pack as some 

might like to think. Combined state and local taxes,  for instance,  are 10th-highest nationally,  

the Tax Foundation reports. And the state's business-tax climate falls squarely in the middle of 

the pack. 

   Boosters like to boast that Virginia has not raised its corporate income tax rate in four decades,  

which is true;  the tax was last raised in 1972. It hadn’t changed since 1948,  when it also was 

raised. But it hasn’t been cut since even before then. (Some interest in reducing it bubbled up a 

few years ago,  but nothing came of it.) When you add the state’s 6 percent tax on corporate 

income to the 35 percent federal rate,  the 41 percent total looks burdensome indeed: It is double 

the average for most developed countries. 



   Such punitive policies help explain the popularity of  “corporate inversions,” a process in 

which U.S. companies re-incorporate overseas to take advantage of lower tax rates. The Obama 

administration has called this an affront to “economic patriotism,” whatever that is. A more 

responsible solution would involve addressing the perverse incentive to invert by cutting the 

federal corporate income tax rate. But since Virginia cannot do that,  it at least ought to consider 

lowering the corporate rate. (Eliminating it entirely,  however,  would be a step too far.) 

   Cutting corporate income taxes is good not only for the suits in the suites. As Bob Marcellus 

pointed out in a guest column in these pages four years ago,  each 1 percent increase in the 

corporate income tax rate reduces real wages by 0.92 percent,  according to a study by the 

European Union. 

   Moreover,  Virginia's corporate income tax is just one among a multitude of taxes — most of 

which many citizens have never heard of. In addition to the previously discussed BPOL tax,  the 

state also imposes a tax on machinery and tools,  a merchants’ capital tax,  an industrial utility 

tax,  a tax on business personal property,  a sales tax — and a variety of other levies such as an 

annual corporate registration fee and unemployment insurance taxes. 

   Virginia’s personal income taxes are also significant: The state and its localities derive almost 

28 percent of their revenue from the individual income tax. Only six other states get more of 

their money that way. And only 13 other states collect more per capita in local taxes. Virginia’s 

tax structure is also highly regressive,  which makes upward mobility especially daunting for the 

poor. 

   Then there is Virginia’s plethora of non-income taxes: on alcohol,  on cigarettes,  on gasoline,  

on electricity,  on telephone service,  on vehicle sales and so on. Most Virginians have no idea 

exactly how much they pay in taxes — and government officials like it that way. Finally,  state 

and local tax codes are riddled with exemptions. Those favors for special interests make the 

recipients indebted to politicians,  and dangling exemptions in front of different constituencies is 

a great way to rake in campaign contributions. It also turns what should be a level playing field 

into something resembling the Swiss Alps. 

   If Virginians aren’t clear how much they pay in taxes,  then they are absolutely clueless about 

how much they pay for regulations. Teasing out how much it costs to comply with state and 

federal rules is tricky,  and figuring out who pays when those costs are distributed unevenly 

makes the puzzle even more complex. Nevertheless,  the cost of federal regulations alone has 

been put at $1.86 trillion,  or $15,000 per household. 

   While Virginia prides itself on its high rankings for business friendliness,  those assessments 

can be deceiving. Often that openness manifests itself in the creation of special “enterprise 

zones” for major corporations. While those zones are better than nothing,  they offer no help to 

the countless smaller businesses located outside their boundaries. 

   Virginia’s rules for occupational licensing,  for instance,  are some of the toughest in the 

country. Thirty-nine states require no license to handle pesticides,  for instance;  Virginia 

requires a year of training. The commonwealth is also one of only seven states to require 



licensing for — no kidding — upholsterers. The Arlington-based Institute for Justice,  which 

compiled data on occupational licensing around the country,  also points out that  “in Virginia,  it 

takes more than four times as long to earn a massage therapist license as it does to become an 

emergency medical technician — 117 days versus 28. It takes even longer to earn barber,  

cosmetologist and skin care specialist licenses.” 

   This isn’t to say the commonwealth is a nightmare for small business — far from it. A 

nationwide survey by Thumbtack and the Kauffman Foundation produced generally high marks 

for the state and its localities across several indices,  from environmental regulation to zoning 

policy. The Mercatus Center at George Mason University praises Virginia for its right-to-work 

law and for having one of the best tort systems in the country. However,  residential-use 

regulations — those restricting home businesses — are only “slightly better than average.” 

   State comparisons are useful as far as they go. But they have a serious limitation: They grade 

on a curve. A student can be at the top of her class with a C average,  if everyone else is earning 

Ds. Virginia’s tax and regulatory policies are better than average — but they could be better still. 

And the better they are,  the better off Virginia's residents will be. 

   Milton Friedman,  who knew a thing or two about how to make an economy hum,  advised: 

Cut taxes,  cut taxes,  cut taxes. We agree — and think the same should apply to regulations,  

too. 

 

 

 

 

Failure to launch 

August 17, 2014 

 

James Bacon, a former editor of Virginia Business magazine who now writes the Bacon’s 

Rebellion blog, recently drew attention to what he called “the one graph that answers the central 

economic issues of our time.” The graph, he said, explained “the intertwined phenomena of 

lackluster economic growth, persistent unemployment, stagnant wages and the income gap.” 

That’s a tall order, but we think Bacon is right. The graph, from a paper by the Brookings 

Institution, shows two trend lines: The firm entry rate, and the firm exit rate. For a long time (the 

graph covers the period from 1978 onward), a higher percentage of firms were created each year 
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than were shuttered. But shortly after the Great Recession, the two lines crossed. Although the 

economy has recovered, business creation has not. 

This spells trouble in the long run. As the Brookings paper notes, “an economy that is saturated 

with older firms is one that is likely to be less flexible, and potentially less productive and 

innovative.” Unfortunately, it offers few explanations — and therefore few solutions. For his 

part, Bacon blames the growth of the regulatory state, which smothers new businesses — often at 

the behest of older, established ones looking to avoid competition. 

There is certainly something to that. In a paper nearly a decade ago for the Center for Strategic 

and International Studies, James Lewis found "a correlation between long-term success in 

building an innovative economy and that economy's openness to competition." Yet Virginia's 

“Innovation & Entrepreneurship Report Card,” which gauges metrics such as STEM degrees and 

federal research spending, makes no mention of the regulatory or competitive climate. 

* * * 

Granted, outside observers such as Forbes and CNBC give the state generally high marks for its 

business climate, which includes factors such as the tax and regulatory burden. But the state 

often judges its performance in terms of government inputs, such as the number of companies 

helped by the Workforce Services Jobs Investment Program or the number of startups spun off 

by state universities. 

The state does offer some useful insights into the overall innovation climate. Virginia ranks 

behind the national average for R&D expenditures as a percentage of gross state domestic 

product. The federal government funds significant amounts of R&D in the Old Dominion. Once 

you take that out of the picture, things look even worse: R&D expenditures by private industry 

amount to 1.6 percent, well behind the national average of 2.3 percent and Maryland's average of 

2.1 percent. Virginia's record for patent formation also trails the national average, as was its rate 

of venture-capital investment. 

Virginia also trails the national average for business startups by three-tenths of a percentage 

point. 

* * * 

We don’t mean to suggest innovation and entrepreneurship are dead in the water. Far from it. 

Across the commonwealth, everyone from sole proprietors to billion-dollar corporations is 

working on finding new and better ways to do business. The Virginia Biotechnology Research 

Park hums with activity (much of it, albeit, by government agencies) and boasts some great 

success stories, such as Health Diagnostic Laboratories Inc. — which has grown from a tiny 

startup in 2009 to a major company that employs hundreds of people today. The Virginia Center 

for Health Information provides a means by which health care providers and related enterprises 

can share ideas about best practices — and, crucially, new ones. 



The commonwealth also boasts a vibrant craft-beer industry that has seen 53 percent annual 

growth. That success has paid huge dividends: More than a half-billion dollars in economic 

impact and more than 8,000 jobs. Wisely, government officials have tried to give the industry 

room to run: Virginia Beach phased out a machinery-and-tools tax; Richmond is relaxing zoning 

rules in the hopes of landing Stone Brewing Co.; and the state has repealed a prohibition against 

retail sales on brewery premises. 

But as an article by Lee Graves in Virginia Business noted, “getting an ABC license can be time-

consuming.” Moreover, a study by George Mason University's Mercatus Center found that 

someone who wants to start a brewery “must complete at least five procedures at the federal 

level, five procedures at the state level and ... multiple procedures at the local level.” 

Clearly, one of the most important things government can do to help nascent enterprises is to get 

out of the way. As Daniel Isenberg noted in a May article for the Harvard Business Review Blog 

Network, “According to entrepreneurs the top three challenges everywhere are access to talent, 

excessive bureaucracy and scarce early stage capital. ... whether in Boston, Tel-Aviv, Reykjavik 

(or) Milwaukee.” 

* * * 

Virginia is trying to help meet the talent challenge with an intensified focus on STEM education 

(science, technology, engineering, and math). And, like the rest of the country, it has seen a 

profusion of business incubators, which can steer money toward fledgling enterprises. 

Still, no one should think incubators can act like magic bullets. In fact, there is reason to doubt 

whether they are a net positive. While incubators such as Y Combinator have enjoyed some 

notable successes (Airbnb and Dropbox, for instance), recent research has found that the failure 

rate for incubated businesses is actually higher than for comparable startups that did not go 

through incubation. Alejandro Amezcua of the Whitman School of Management at Syracuse 

University gathered data on 35,000 incubated and non-incubated businesses. He found that while 

incubated businesses tend to do slightly better in sales growth and hiring, they actually fail faster. 

This is notable because incubators do not take all comers. Many are highly selective, and they 

choose only those applicants they think have a decent shot of making it. As one entrepreneurship 

website put it, incubators "may be not so much picking winners as picking the cream of the 

crop." But, in fact, many might not even be very good at that. 

For incubators backed by deep-pocketed investors, or for those “incubators” buried in the bowels 

of large corporations, that's just the way the cookie crumbles. University-backed incubators are 

another matter: The public has a vested interest in whether their performance matches their 

billing. 

* * * 

It’s also worth noting that creating new small businesses is not an end in itself — and treating it 

as one can produce perverse results. Brazil, Isenberg notes, “decided to make life easier for very 



small businesses so they passed special laws and tax breaks for micro-enterprises. ... Simples 

Nacional taxation has indeed turbocharged formalization of Brazil's informal economy.” 

Unfortunately, “there is now paradoxically an incentive for entrepreneurs to stay small because 

when they grow, they are suddenly hit with a harsh administrative reality. As one Rio-based 

entrepreneur told me, ‘I got to nine people, took one look at the huge regulatory stair that I would 

have to climb to get to 10, and went back to opening up additional small companies instead of 

growing one big one. It is hell to manage.’ ” 

For similar reasons, Isenberg writes, “in France, it is twice as likely to find a 49-person company 

as a 50-person company.” The lesson: “Pro-entrepreneur incentives will inevitably create a direct 

or indirect cost for those entrepreneurs who don't happen to fall into government's typically 

limiting definition.” 

Virginia officials concerned with creating jobs and opportunity might usefully compare and 

contrast two Richmond developments: the 6th Street Marketplace and Carytown. The former was 

hatched by city officials and a nationally regarded urban planner and developer, James Rouse. 

There seemed to be little organic demand for the downtown mall, but its symbol as a bridge 

between black and white Richmond — it actually included an enclosed bridge over Broad Street 

— held great appeal. Unfortunately, the Marketplace never lived up to expectations. After years 

of living on life support via public subsidies, it was torn down. 

On the other hand, nobody planned Carytown. Cary Court was established before WWII, but it 

limped along for decades before Carytown proper began to flourish. The area now serves as 

home to hundreds of shops and restaurants and enjoys the loyalty of a customer base most 

suburban shopping malls can only dream of. Over time some Carytown businesses have 

flourished; others have flopped. But the economic locus itself continues to thrive. 

* * * 

Returning Bacon’s chart to its former healthy state, when the country gave birth to businesses at 

a rapid clip, is a task too big for Virginia to take on alone. But the commonwealth can do its part 

without massive public investments or grandiose plans. The most beneficial step is simplicity 

itself: Don't try to push private enterprise in any particular direction. Just create the conditions 

conducive to business formation — low taxes and limited red tape for all, and special favors for 

none. Then get out of the way. 

 

 

 


