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AMERICA’S MOST EDUCATIONAL ECONOMIC NEWSLETTER

Unitary State Update.
As this newsletter has reported before,1 the federal 

government’s ARRA “Stimulus Bill” flooded states with 
so much federal funds that America’s status as a federa-
tion is now in jeopardy, at least from a fiscal viewpoint. 
Under the ARRA the list of states where Federal Funds 
are the largest revenue source has grown from five in 
2008 to 20 in 2010.2 

The state with the highest share of federal funds 
is Louisiana, where 50 cents of every dollar the state 
spends comes from Washington, DC. Next on the list are 
South Dakota (45.6 cents), South Carolina (44.8) and 
Tennessee (44.3).

Notably, California makes a debut on the list. While 
the state cut General Fund spending by 16 percent from 
$103bn in 2008 to $86.5bn in 2010, Federal Funds grew 
by a whopping 70 percent to $95.4 billion in ‘10.

In ten of the 20 federally dominated states the fed-

eral government paid for at least 40 percent of total state 
spending: Alabama, California, Idaho, Kentucky, Louisi-
ana, Michigan, Pennsylvania, South Carolina, South Da-
kota and Tennessee.

The remaining ten states of the 20-group: Arizona, 
Florida, Iowa, Maine, Missouri, Montana, New Hamp-
shire, New Mexico, North Dakota and Pennsylvania. 

1Please see: The Pelican Post, March 29, 2011.
2Please see: National Association of State Budget Offi-

cers, 2009 State Spending Report.  

STATE POLICY HIGHLIGHT

ECONOMIC NEWS

Around USA: Is This Fascism? – The Ethics of Addiction Taxes    Page 2
State Focus:  South Dakota  – The Toyota Among States     Page 3

The Liberty Bullhorn is a weekly publication. All content is the responsibility of:
Sven R Larson, Ph.D., Research Fellow, The Wyoming Liberty Group

http://larson4liberty.com; larson4liberty@gmail.com
Copyrighted material. All rights reserved.

The Liberty Bullhorn

April 22, 2011

PRESIDENTIAL WATCH 2012

Former Minnesota Governor Tim Pawlenty has announced an exploratory committee to run for president. 
He succeeded Jesse Ventura as the North Star State’s chief executive in January 2003. During the period 2003-2009 
Minnesota’s real state GDP growth was 1.1 percent per year, on average, 36th in the nation. (No 2010 data yet avail-
able.) Real household income growth was the second weakest, -2.0 percent on average, with only Georgia faring 
worse (-2.2). Tax Foundation ranks Minnesota’s state business climate 43rd best.

Highest state tax collection per capita, 2009:
Alaska  $7,145
Wyoming $5,125
Vermont  $4,032

Source: The Tax Foundation, 2011 Facts and Figures, Table 5.
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State governments tax alcohol and tobacco technically in the same way as they tax other consumer products: they 
put a percentage mark-up on the price. The purported purpose is to make the products less affordable and thereby 
reduce consumption. 

The reality of at least some addiction tax proposals is, however, that government wants more revenue. Recently 
Maine Democrat state legislator Diane Russell suggested that marijuana be legalized and taxed, estimating that it would 
generate $8.5 million per year in sales tax revenues.1 Last year, also in The Pine Tree State, Democrat gubernatorial 
candidate Libby Mitchell proposed a renegotiation of the state’s liquor sales contract. The idea was to raise money for 
higher education.2 In Denver politicians have considered raising the medical marijuana sales tax in order to fund crime 
prevention programs.3 In 2007 the American Academy of Family Physicians urged Congress to raise the federal tobacco 
tax to fund an expansion of SCHIP, so called Medicaid for children.4 

These examples have one common denominator: government makes one group of citizens dependent on the addic-
tion-driven behavior of another group of citizens. In doing so government not only assumes, but actually expects, that 
the addiction-driven behavior will continue. 

When government taxes addiction-driven consumption for the purposes of entitlement programs such as SCHIP, it 
sends an ethical message. The taxpayer’s addiction, which reduces his ability to function as a rational, self-determining 
member of society, becomes a critical source of revenue to government. Government thus morally approves the exploi-
tation of the addiction. A pot or tobacco smoker who is impaired by his addiction and cannot make rational choices for 
himself is considered virtuous because he helps fund, e.g., children’s health care. 

In a free society individuals can make rational choices that allow them to avoid a tax, partly or entirely. A taxpayer 
can avoid a tax on non-addictive behavior such as the tax on gasoline. By contrast, a tax on addictive behavior does not 
allow the taxpayer the same leeway. On the contrary, it is more likely that a taxpayer will remain a taxpayer if the act 
subject to taxation is driven by addiction. 

Self-destructive, addiction-driven behavior is not motivated by rational choice. When government taxes such be-
havior for the purposes of a permanent revenue stream it de facto – though not explicitly – says that the non-rational 
behavior shall continue. Since the lack of rationality behind addiction traps people in their behavior, the tax exploits 
their lack of rational choice. The tax is by definition exploitative.

A government that reduces individual and economic freedom in order to deprive people of rational choice, and 
then exploits their lack of choice, is a fascist government. A government that does not actively reduce individual and 
economic freedom for exploitative purposes, but still systematically exploits people’s lack of rational choice is an au-
thoritarian government. 

The case can be made that legalization of marijuana for tax purposes is an example of government authoritarianism. 
Citizens are not forced, but encouraged to become addicted to marijuana so government can tax their addiction-driven 
behavior. The addiction deprives them of rational choice, which in fact infringes on their individual freedom. Govern-
ment exploits the lack of rational choice and thereby their shrunken individual freedom. The citizen’s reduced ability to 
self determination becomes a vehicle for government action. 

Until exploitative taxation becomes systematic, a government is not authoritarian. However, the presence of ex-
ploitative taxes in a non-authoritarian society begs the question how far from authoritarianism – and fascism – a society 
is, once it allows examples of exploitative taxation. The presence of exploitative taxation implies that legislators have no 
principled objection to authoritarian policies.

1Please see: http://www.larson4liberty.com/2011/04/statist-cynicism-maine-legislator-goes.html 
2Please see: http://www.larson4liberty.com/2010/08/maine-governor-hopeful-get-drunk-so.html 

3Please see: http://www.larson4liberty.com/2010/07/denver-sales-tax-logic-marijuana-tax-to.html 
4Please see: http://www.larson4liberty.com/2011/04/you-smoke-we-spend-ethical-and-economic.html 

The Ethics of Addiction Taxes
AROUND USA
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STATE FOCUS:

A major ingredient in the recipe that made Toyota a world-class car manufacturer was to not be best at one thing, 
but to offer a product that had no flaws. That strategy has made the Camry a perennial best seller.

The no-fault approach is much more difficult in public policy. By the very nature of our constitutional republic, 
elected officials have an incentive to pursue conspicuous “be best” policies. One conspicuous achievement can be worth 
more to a legislator or governor than an inconspicuous record of no policy mistakes. 

There are a few states where inconspicuous “no flaw” policy has influenced the economy. One of them is South 
Dakota. The Mount Rushmore State currently has a $127 million so called structural deficit, though that is modest in a 
$3.9bn total state budget. 

A number of economic variables verify that South Dakota is well managed:

•	 Third	 highest	 inflation-adjusted	 state	GDP	 growth	 rate,	 4.1	 percent,	 since	 1998	 (chosen	 for	 comparative 
 statistics purposes);

•	 Fifth	 lowest	 inflation	 mark-up	 of	 all	 50	 states	 (approximated	 as	 the	 difference	 between	 current-price 
 and chained-dollar state GDP growth);

•	 Fifth	best	 trajectory	of	private	 sector	 employment	during	 the	 recession	 (February	2008	 through	February	 
 2011);

•	 Second	best	inflation-adjusted	household	income	growth	over	the	past	ten	years.

South Dakota ranks first in the Tax Foundation’s State Business Tax Climate Index as of July 1, 2010. The state and 
local tax burden as percentage of state income (a somewhat crude measure by national accounts standards) is the third 
lowest in the country. Measured per capita, the state and local tax burden ranks 42nd, with 1st being highest.

Growth-friendly taxes contribute to economic success and to South Dakota’s third-lowest seasonally adjusted un-
employment rate of 4.9 percent (as of March 2011). Only North Dakota (3.6 percent) and Nebraska (4.2) did better. 
Another factor that contributes to economic success is a diversified economy. Compared to neighbors such as Nebraska, 
North Dakota and Wyoming, South Dakota has a high state GDP growth rate with little volatility. Growth stability 
benefits business planning and investment: when growth fluctuates widely the result tends to be more short-sighted 
business behavior and, as a result, fewer (and fewer well-paying) jobs.

The one major problem in South Dakota is its increasing dependency on the federal government. The Tax Founda-
tion reports that in 2008 the South Dakota state government got 74.4 percent of its in-state revenues from property 
and general sales taxes. While a characteristic revenue profile for high-growth states, it does not help when the state is 
increasingly subject to federal influence.

In 2010 South Dakota was one of 20 states where Federal Funds was a larger revenue source than both General 
Funds and Other Funds. The size of this group of states undoubtedly is the result of the flood of federal funds through 
the ARRA “Stimulus Bill”. What cannot be explained by that bill, though, is the fact that South Dakota was one of only 
five states in 2008 where Federal Funds were larger than both General and Other Funds. 

Dependency on the federal government is a long-term threat to South Dakota’s status as the most business friendly 
state in the nation. At some point the strings attached to the federal funds will dictate policies that can undermine eco-
nomic freedom in the state.

South Dakota: The Toyota among States
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