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AMERICA’S MOST EDUCATIONAL ECONOMIC NEWSLETTER

Orwell in Colorado. 
Like their peers across the country, Colorado state leg-
islators are struggling to close a budget deficit. Their ef-
forts have stretched in to education spending, and almost 
Orwellian complaints from a Democrat legislator:

[The] Colorado Senate on Friday gave first-round approval 
to an $18 billion state budget that cuts spending for education 
and closes a prison. … Ultimately, the two chambers agreed to 
a deal that restored a few tax breaks for businesses while reduc-
ing a cut to K-12 schools by about 25 percent. Even so, several 
Democrats lamented the fact that K-12 education still was tak-
ing a $250 million net reduction — even though that was 
significantly less than the original $332 million cut proposed 
by Gov. John Hickenlooper, a Democrat. … Sen. Evie Hudak, 
D-Westminster, said there had been repeated cuts to K-12 edu-
cation and she couldn’t vote for any more cuts to public schools. 
“I can’t put my name on $250 million more of cuts,” Hudak said. 
“We have cut and cut and cut, and it has to stop somewhere.”

According to the National Association of State Bud-
get Officers 2009 State Spending Report, available at 

nasbo.org, the state of Colorado spent $6.87bn on el-
ementary and secondary education in 2008. In 2009 that 
amount had increased to $7.4bn. The estimated spend-
ing for 2010 is $7.67bn.

Of the 2010 spending, $3.8bn was in the form of 
Other Funds, $3.24bn as General Funds and $629 mil-
lion came from the federal government.

Unless more is less in Colorado, Senator Hudak 
is evidently uneducated on the facts about education 
spending.
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PRESIDENTIAL WATCH 2012
Starting next week this section will track the policy records and proposals of announced or likely Democrat, 

Republican and Independent presidential candidates. Focus will be on their economic policies, with observations 
on related issues such as health reform.

Highest median household income, 2009:
Connecticut $64,851
New Jersey $64,777
Maryland $64,186
Source: U.S. Census Bureau, census.gov.
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America is still one of the world’s most prosperous nations. That is slowly changing, however. In more and more 
ways our economy is showing resemblances with countries in Europe. 

One dimension where the Europeanization of America is showing itself is in household income. The U.S. Census 
Bureau has published state-level median household income data for at least the past 25 years. Unlike national average 
data the state-level figures reveal patterns in the evolution of the U.S. economy that would otherwise not be visible. 

First, a short review of the national data. Inflation-adjusted income growth figures for the 1984-2009 period shows 
a weakening trend. Not since 1998 has American household income grown more than three percent in real terms. Di-
vided by presidency, income growth averaged:

•	 +0.5	percent	per	year	during	the	part	of	the	Reagan-Bush	Sr.	combined	presidency	for	which	 
 data is available (1985-1992)

•	 +1.7	percent	per	year	during	the	Clinton	presidency	(1993-2000)
•	 -0.5	percent	per	year	during	the	Bush	Jr.	presidency	(2001-2008)

It is fair to say that American households have reached a point where their standard of living is no longer growing, 
even in so called growth periods (the peak sequence of a business cycle). A state-level breakdown reinforces this conclu-
sion. During the available part of the Reagan-Bush presidency three states saw household income grow more than two 
percent per year: Wisconsin (2.7 percent on average); New Hampshire (2.2) and Utah (2.0). In 34 states plus the Dis-
trict of Columbia, household income grew by 0-2 percent per year. In 13 states households lost income, in real terms, 
with Oklahoma faring the worst at -1.1 percent per year, on average.

During the Clinton presidency four states had very high household income growth: Minnesota (5.0), Mississippi 
(4.3), Missouri (4.1) and Kentucky (3.3). Fourteen states ranked between 2.1 and 2.7 percent on average while 32 
states plus DC fell in the 0-2 percent growth category. Not a single state averaged negative inflation-adjusted median 
household income growth. 

As	the	aforementioned	national	data	revealed,	the	Bush	Jr.	presidency	was	not	good	for	household	income.	Okla-
homa (1.8), South Dakota (1.6) and North Dakota (1.4) topped the annual growth average ranking. Not one state 
broke the two-percent average. Another 18 states and the District of Columbia experienced positive household income 
growth, but a in total of 16 states households saw their inflation-adjusted income grow by only 0-1 percent per year.

What	really	burdens	the	economic	record	from	the	Bush	Jr.	White	House	years	is	the	fact	that	households	in	26	
states experienced an inflation-adjusted income decline by up to 1.8 percent per year. This record is topped off by the 
trio of Missouri, Minnesota and Delaware where median household income fell by 2.4, 2.5 and 2.6 percent per year, 
on average.

It is important to note that these are three equally long periods (eight years). The Reagan-Bush period contains the 
entire 1990-92 recession, which obviously affects the record. If we isolate the pre-recession years of that period, 1985-
89, the un-weighted average growth rate for the 50 states plus DC is 1.7 percent per year. The Clinton presidency, by 
contrast, escaped the ‘90s recession and only shares one year, 2000, of the Millennium Recession. For this reason, it is 
important to be judicious in relating these growth numbers to any policies of the presidents in office. That said, the Bush 
Jr.	presidency	escapes	most	of	the	Great	Recession	of	2008-2010.	It	is	therefore	valid	to	compare	that	period	to	the	
Clinton presidency in terms of outcome of economic policy.

1Please see: http://www.census.gov/hhes/www/income/data/statemedian/index.html  

Household Income: A Troubling Downward Trend
AROUND USA
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STATE FOCUS:

Texas	is	leading	in	state	government	spending	cuts.	In	January	its	Legislative	Budget	Board	suggested	cuts	over	the	
2012-13 fiscal years that were dramatically different from submitted agency requests.1 For the 2012 fiscal year, agency 
requests were up $11.2bn, or 11.7 percent, over 2011. The LBB, on the other hand, suggested a reduction over 2011 
by $16.3bn, or 17.1 percent. 

Previous issues of this newsletter have discussed the principles of essential government (March 18 and March 25). 
The concept of essential government is crucial in the context of government budget cuts. It is interesting to ask whether 
or not the LBB’s cuts comply with those principles. 

The answer to that question is, unfortunately, no:

•	 Medicaid	is	reduced	from	by	$7.1bn	$18.5bn	to	$11.4bn;	
•	 The	second	largest	cut,	$2.4bn,	is	in	education	spending;	
•	 Third	largest	spending	cut	is	in	Business	and	Economic	Development	which	stands	to	lose	$1.2bn.

At	the	same	time,	the	LBB	also	proposes	$908	million	in	Public	Safety	and	Criminal	Justice	cuts,	as	well	as	$12.8	
million	in	reduced	spending	on	the	Judiciary.	These	are	part	of	the	essential	functions	of	government.

Items such as natural resources, retirement programs and general government services are defined as semi-es-
sential: some functions within these categories meet the criteria of “market failure” and could therefore be part of the 
essential-services package. The Texas LBB proposes cuts in most of these items, notably with the exception of General 
Government Services which actually receive more money.

The across-the-board cuts tally up to a substantial spending reduction, but by failing to comply with the principles 
of essential government they do not remove the long-term driving forces behind the state’s budget crisis. Entitlement 
programs – Medicaid and public education being two of them – require the state to spend based on demand for the 
entitlements, not the availability of tax revenues to spend from. This is the very nature of an entitlement program, which 
makes it impossible to combine them with a requirement to annually balance a state’s budget. 

A budget reduction strategy based on essential government principles would not achieve $16.3bn in cuts in the 
Texas budget in one year. Substantially larger cuts would result from long-term elimination of non-essential programs, 
but such a reduction cannot happen on its own. Pure elimination of, e.g., Medicaid would leave dependent citizens to 
find health care within the same regulatory and economic environment that put them on Medicaid in the first place. 

Notably, there is one measure that the state of Texas could take almost immediately that would substantially reduce 
state spending: the Lone Star State could copy a proposal from Michigan and privatize its universities. By 2011 appro-
priations (the 2012 LBB numbers are only marginally different) this would reduce state spending by $23.9bn. 

1 Please see: http://www.lbb.state.tx.us/LBE/2012-2013/LBE_SENATE_SUMMARY_2012-2013.pdf   
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