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Rise - Fall - Rise of State
Taxes
[Year over Year Change -- Total Taxes]
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Source:  Rockefeller Institute and FTA
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Have Have ““WeWe”” Learned Learned
Anything?Anything?

Most Recent 12Most Recent 12
Month Period ofMonth Period of
Economic ExpansionEconomic Expansion

WHY ?WHY ?



3

WE ONLYWE ONLY
THINK WETHINK WE

UNDERSTANDUNDERSTAND
RELATIONSHIPSRELATIONSHIPS
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Known and Unknown Effects &Known and Unknown Effects &
Desirable and UndesirableDesirable and Undesirable
OutcomesOutcomes

Outcomes Acceptable To Everyone?
YES NOU

nderstand C
ause and Effect?

YES

NO

1 2

3 4

EconomicEconomic
DevelopmentDevelopment
 Economic Development Has TrumpedEconomic Development Has Trumped

Almost Every Other NormativeAlmost Every Other Normative
Criteria of Tax PolicyCriteria of Tax Policy

 Sufficient RevenueSufficient Revenue
 Horizontal EquityHorizontal Equity
 Vertical EquityVertical Equity
 StabilityStability
 ComplianceCompliance
 AdministrationAdministration
 Economic Development Has BecomeEconomic Development Has Become

the Center of Gravity of Tax Policythe Center of Gravity of Tax Policy
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TAX CHANGETAX CHANGE

ONE RESULT IS THAT WEONE RESULT IS THAT WE
DONDON’’T FULLYT FULLY
APPRECIATE THEAPPRECIATE THE
CONSEQUENCES OF TAXCONSEQUENCES OF TAX
CHANGESCHANGES

EXAMPLE OF AN UNINTENDEDEXAMPLE OF AN UNINTENDED
CONSEQUENCECONSEQUENCE

Decentralization toDecentralization to
RecentralizationRecentralization

Duncombe, & YingerDuncombe, & Yinger  
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ASYMMETRICASYMMETRIC
INFORMATIONINFORMATION

REALREAL

IMAGINEDIMAGINED
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REBUDGETINGREBUDGETING

DEALING WITHDEALING WITH
AGENTS OFAGENTS OF
IMPATIENCEIMPATIENCE

DEVELOPING METHODS AND ADEVELOPING METHODS AND A
CULTURE TO USECULTURE TO USE
ASYMMETRICASYMMETRIC INFORMATION INFORMATION
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RISK

ADDRESS AND USE YOUR
UNDERSTANDING OF RISK
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REPORT RISKREPORT RISK
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Assuming Too MuchAssuming Too Much
KnowledgeKnowledge

Half Life of TechnicalHalf Life of Technical
SkillsSkills

Coverage in AnCoverage in An
Economics ClassEconomics Class

44THTH DOWN DOWN

Carter & Machol (1978)Carter & Machol (1978)

Romer (2005)Romer (2005)

““Go for itGo for it””
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Systematic and Non-Systematic and Non-
systematic Risksystematic Risk

DIFFICULT TASKDIFFICULT TASK

 CRAWFORD (1972)CRAWFORD (1972)
 13001300

 REVENUE FORCASTSREVENUE FORCASTS
(TOMORROW)(TOMORROW)
 MILLIONSMILLIONS
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THINTHIN
POCKETBOOKPOCKETBOOK……

FAT LIFEFAT LIFE…………
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WHAT HAPPENS IFWHAT HAPPENS IF
YOU ALLOW THEYOU ALLOW THE
““AGENTSAGENTS”” TO WIN? TO WIN?



15



16

TAX POLICYTAX POLICY

U G _ Y
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TAX POLICYTAX POLICY

U G L Y
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