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SALES TAX WHITE PAPER/TESTIMONY

This statement is submitted on behalf of the Maryland Staffing Association (“MSA”) and the American Staffing Association (“ASA”).  MSA and ASA respectively represent Maryland’s, and the nation’s, staffing firms.  Our members operate over 15,000 staffing firm offices nationwide, with some 1,000 offices in Maryland, and provide workers to various industries.  For the following reasons, MSA and ASA oppose the imposition of a state sales tax on staffing services.  Such a tax will result in economic and social harm that will far outweigh the benefit that might flow from any increased revenues.

The Unique Role of Staffing Services in the Economy
Staffing firms recruit and screen from the general labor market individuals with a broad range of training, education, and skills.  The firms then match those individuals with businesses that have temporary staffing needs.  Today, staffing services provide a wide range of services from traditional office, clerical and industrial, to information technology, healthcare, professional and managerial.

For over 50 years, staffing companies have provided jobs for individuals with special employment needs.  The majority of the temporary work force consists of parents who have young children and who cannot or do not wish to commit to full-time employment, people looking for work for the first time who want to “test the waters,” older workers who want to stay active and supplement their incomes, and students needing summer work.  

In economic downturns, staffing companies play an especially vital role.  For employees who have lost jobs, temporary work provides a critical safety net of income and benefits until regular, full-time work can be found.  Temporary jobs regularly serve as a bridge to permanent employment by giving workers an opportunity to gain new skills (e.g., computer training) and experience with a variety of potential employers.  According to the U.S. Department of Labor, this is the fastest growing segment of the staffing industry.

Staffing firms’ bridge role is enhanced by their investment in recruitment and training, which the Department of Labor says has increased dramatically.
 The result has been a remarkable increase in the number of temporary workers who find permanent jobs directly or indirectly through staffing firms. Last year, an estimated 8.6 million temporary employees found permanent jobs, more than 3 million of them directly with the staffing firm customers to which they were assigned.
 In Maryland, more than 58,000 temporary and contract employees bridged to permanent jobs in 2005.

Staffing firms also permit businesses to manage their labor costs more effectively, providing them with flexibility and the means to avoid overstaffing.  By using supplemental help as needed, businesses can react quickly and efficiently to fluctuating market conditions and, thus, meet a variety of competitive challenges.  They can also maintain their regular staffs at optimal levels and avoid the firings and layoffs that accompany business cycles and the restructuring of industries.

A Sales Tax on Staffing Services Results in a Loss of Jobs and Harms this State’s Economy  

In a comprehensive study commissioned by the ASA to examine the effect of a sales tax on staffing services, sales taxes were found to have a significant negative impact on temporary employment and, because of the resulting “ripple effect,” on a state's overall economy.
  Because sales and sales taxes are analogous, the negative impact of a sales tax is generally likely to be the same as that associated with sales tax.

The study found that taxing staffing “effectively raises the cost of labor, which will reduce the demand for temporary services . . . [which], in turn, will reduce total employment and economic activity within the taxing jurisdiction.”  Moreover, the study observed that a reduction in the demand for staffing services will increase the labor supply, which will cause employee wages to go down.

The study estimated that for every one percent of tax on staffing services, temporary employment will go down by 2.13 percent, with a corresponding reduction in wages of 0.44 percent.  After taking into account that some displaced temporary workers will find permanent jobs, the study conservatively estimated that every one percent of tax will result in a 0.8 percent decrease in temporary jobs.

The study also found that a tax on staffing has a significant ripple effect on other industries. Reducing the number of temporary jobs reduces the support services associated with temporary work, such as telephone service and other utilities, which reduces employment in those industries.  Fewer temporary jobs also means less spending by those who are no longer working, which will cause declines in other sectors of the economy. 

Similar conclusions with respect to the economic effects of a sales tax on staffing services were reached in an independent study by University of Cincinnati economists in 1999.

The job losses that result from taxing staffing services not only reduce expected tax revenue, but also likely reduce income tax and other tax collections throughout the state.  Further, the state can expect a likely increase in unemployment insurance payments and other social welfare costs.  

The unavoidable conclusion is that a sales tax is largely, if not entirely, self-defeating.

A Sales Tax on Staffing Services Is a Tax on Jobs and Wages
A sales tax on staffing services is a tax on jobs and wages. Industry studies show that raising the cost of staffing services reduces the demand for those services, which can cost temporary employees their jobs and reduce employee wages.  Those who are hurt most by a sales tax are minorities, women, retirees, laid-off employees seeking new opportunities, and individuals transferring from welfare to work. 
A Sales Tax on Staffing Services Hurts Small Businesses in the state and Encourages Inefficient Use of Resources by Large Businesses
Taxes on business services such as staffing place small, locally-owned businesses at a competitive disadvantage. Small businesses often rely on outside firms to provide them with accounting, bookkeeping, secretarial, legal, advertising and other services, many of which are provided by staffing firms.  Taxing those services raises the cost of doing business for small companies, since, unlike larger firms, they generally do not have the ability to avoid the tax by using in-house staff. Larger firms are encouraged to hire in-house staff to perform many services as a means of tax avoidance, even when it would be more efficient to outsource those functions. 

A Sales Tax on Staffing Services Results in  “Tax Pyramiding”
When customers of staffing firms absorb sales taxes, this creates an unfair pyramiding of taxes where the final product or service is also likely subject to sales taxation.  Such “pyramiding” is harmful to consumers, who effectively are taxed at least twice on the same product.

Imposing a Sales Tax on Staffing Services Places the State at a Competitive Disadvantage with Neighboring States
Because sales taxes exert a significant dampening effect on jobs and overall economic activity, a state that taxes business services will likely find itself at a competitive disadvantage with neighboring counties that do not.
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