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AMERICA’S MOST EDUCATIONAL ECONOMIC NEWSLETTER

Boom or Bust for Wyoming.
The U.S. economy is in a weak recovery. Job growth 

is positive but not overly strong. Tax-driving growth in 
government employment has generally come to a halt. 

Despite this, the near future is uncertain. In Wyo-
ming, a state that depends critically on the volatile natu-
ral resources industry, state legislators preparing for the 
2012 budget session will be faced with two very differ-
ent scenarios. 

On the one hand, continuous recovery could put as 
much as $27 million more in sales tax revenues in the 
state’s coffers. A realistic two-percent cut in Federal Aid 
to States would counter that increase almost to the dol-
lar, but continued growth in minerals demand would re-
inforce revenue growth via severance taxes.

On the other hand there is a real possibility that the 
U.S. economy, and thereby Wyoming, will be pulled into 

a state of stagflation. At 6.2 percent unemployment, Wy-
oming is fairly well off, but combined with 2.7 percent 
inflation even that jobless rate is burdensome. 

Under stagflation consumers cut their spending and 
businesses reduce investments. Economic growth suffers 
and government tax revenues tumble.

At this point, the recovery scenario is more likely 
than stagflation, but not by much. 
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Although she has not officially formed an exploratory committee, Congresswoman Michele Bachmann (R-MN) 
is expected to do so soon. She expressed her fiscal policy philosophy by supporting the “Ryan” plan for federal 
spending overhaul. According to the Congressional Budget Office, the plan would implement changes to Medicare 
only after 2022. Reforms to Medicaid would reduce federal costs for the program by 35 percent in 2022, compared 
to forecasts of business-as-usual spending. Total federal spending would be 17 percent of GDP in 2022 as opposed 
to current projections of 21 percent. While the plan itself is very modest, Bachmann’s support shows commitment 
to less government.

Highest sales tax share of state revenues:
Florida  83.3 percent
South Dakota 82.2 percent
Washington 79.8 percent

Source: U.S. Census, state revenue data.
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A well-established route to more growth and prosperity is reduced government spending. Tax cuts are equally ben-
eficial. But policies that simply reduce spending and lower the tax burden tend to miss one important element of both 
sides of government activity, namely the redistributive nature of government economic activities. 

Economic redistribution existed long before philosopher John Rawls wrote his widely recognized A Theory of Justice, 
but Rawls has become a modern symbol for its moral justification.1 In brief, Rawlsian theory says that if we were all 
removed from our current positions in society and would have no idea where we would enter again, we would want to 
maximize the outcomes for the poorest among us. 

This theory of justice as fairness can be rightfully criticized on many levels, one of which is that we as individuals are 
not separable from the economy. In a free or mostly free society, prosperity, wealth accumulation and even poverty are 
in most instances directly or indirectly the results of actions of our choosing. We cannot be meaningfully separated from 
our economic actions, the outcomes of which we therefore have a moral right to. This principle of justice in acquisition 
competes directly with the Rawlsian principle of justice as fairness.2

Government-forced redistribution of income and wealth violates the justice-in-acquisition principle. It also erodes 
incentives to work and invest, hampering the growth in prosperity and jobs. Therefore, in addition to reducing the 
overall government presence in the economy there is a combined moral and economic reason to reduce or eliminate the 
redistributive nature of spending and taxation.

On the taxation side redistribution takes place through progressive income and through property taxes. An income 
tax with multiple brackets takes a disproportionately large share from high-income earners. A total of 34 states add their 
own progressive individual income tax to the progressive federal income tax. A simple fix is, obviously, to replace the 
multi-bracket tax with a flat rate.3

Less obvious is the solution to the redistributive nature of property taxes. The property tax is rarely recognized for 
its non-neutral effect on economic outcomes. A tax on a home is determined by the assessed taxable value and the tax 
rate. If the person living in the home makes $30,000 or $300,000 does not make a difference to the tax owed. (Sweden 
has unsuccessfully experimented with income-scaled property taxes.) As a result the property tax is regressive, the 
exact opposite of a progressive tax: the burden is disproportionately large on small incomes. 

Regressive taxation redistributes economic activity in the reversed direction than progressive taxation. Since more 
states have a property tax – 36 in total – than a progressive income tax (34) a reform toward economically neutral taxa-
tion must incorporate property taxes as well as income taxes. At the same time, property taxes are not as dominant a 
revenue source as income taxes are. Only three states get more than ten percent of their tax revenues from property 
taxes: Vermont (31.8 percent), New Hampshire (17.2) and Wyoming (11.6). By contrast, 41 states get more than a 
tenth of their tax revenues from individual income taxes, with six states taking more than half of the revenues from 
residents’ individual income: Oregon (66.4), Massachusetts (56.6), New York (56.0), Virginia (55.2), Colorado (52.7) 
and Connecticut (51.4). Fourteen states have no state property tax, while only seven have no state income tax.

The next question is what taxes are not redistributive in nature. That question will be addressed in a sequel article 
in next week’s issue. 

1Rawls, J: A Theory of Justice, Harvard University Press, Cambridge, Mass., 1999.
2Nozick, R: Anarchy, State and Utopia,Basic Books, New York, NY 1974
3Please see: U.S. Bureau of the Census, state finance data (http://census.gov). 
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STATE FOCUS:

It is no exaggeration to say that Illinois is in dire fiscal straits. The radical income tax increase that went into effect 
January this year indicates that legislators in Springfield are in some sort of fiscal panic mode. 

The best way to evaluate this tax increase is to determine what question it was meant to answer. If that question 
was “Is our budget crisis the result of insufficient revenue?” then the answer was undoubtedly the right one. But there is 
another question that the legislature could have given similar weight, namely: “Is our budget crisis a spending crisis?”

Proponents of the insufficient-revenue hypothesis could point to the fact that Illinois saw its General Fund revenue 
dwindle by 14.5 percent from 2008 to 2010.1 They could also point to an even more drastic 22-percent drop in General 
Fund spending over the same period as evidence against the excessive-spending hypothesis.

However, it is misleading to focus strictly on the General Fund. State spending, in Illinois as well as in every other 
state, comes in three different main categories, or funds: General, Federal and Other. At least in theory, these three 
have their own distinct revenue sources. The General Fund is paid for by, primarily, income, sales and property taxes. 
Revenues for Other Funds normally come from agency-specific fees, such as motor vehicle license fees. However, it is 
important to keep in mind that the demarcation lines between General and Other Fund revenues are not the same from 
state to state.

As the name reveals, Federal Funds are U.S. government payments to the states. An analysis of the budget crisis in 
Illinois cannot be complete without the inclusion of this fund. Federal Funds, also known as Federal Aid to States, is an 
important driving force behind state spending. In addition to actually making state residents dependent on government 
money, the Federal Funds also create in-state sourced spending through Maintenance of Effort requirements (MoE). An 
MoE requirement is a mandate that the state match federal money according to a program-specific formula. 

Federal Funds have expanded dramatically in the Illinois state budget. The same legislators who reduced General 
Funds spending by 22 percent from 2008 to 2010 took 33 percent more federal funds in 2010 than they did in 2008. A 
similar increase took place in Other Funds. In plain numbers:

•	 The	General	Fund	was	$22.14	billion	in	2008	and	$17.24	billion	in	2010;
•	 Federal	Funds	were	$11.07	billion	in	2008	and	$14.69	billion	in	2010;
•	 Other	Funds	were	$11.05	billion	in	2008	and	$14.66	billion	in	2010.

Adding bonds-driven spending (fine-speak for “borrowing”) total state outlays actually increased by $2.9 billion, 
or 6.4 percent, from 2008 to 2010. This obviously strengthens the argument that Illinois has a spending problem, not 
a revenue problem. 

More to the point, the increase in Other Funds spending alone – which again is funded by in-state revenues – was 
large enough to off-set 74 percent of the General Fund spending cut. The total Other Funds expansion was $3.6 billion, 
to which the state added an equally large increase in Federal Funds.

In a matter of speaking, the state government cut-expanded the state budget: a $4.9 billion reduction in General 
Funds spending was replaced by a $7.2 billion expansion of Other and Federal Funds (and $530 million in extra bonds). 
Against this background it is not reasonable to call the budget crisis in Illinois a revenue crisis. It is more accurate to 
define it as an acute spending crisis.

 1Please see: National Association of State Budget Officers (NASBO) State Expenditure Reports, 2007 and 
2009. All numbers for 2010 are estimated by NASBO. Final numbers, which usually deviate very little from the esti-
mated numbers, are published in the third quarter of the following year.
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