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;. 'pay property taxes when they pay rent.
:  They also help them pay for insurance,
¢ _building maintenance, loan interest and

¢
IS
[

P’\.

1.the market will beari in any.given rental ..

prop erty tax

- semantlcs

-trodden that they, too, pay property tax;
'they just give it to their landlord when they
- pay their rent. That may be true, but the _ .

-income tax rate reduction that he says gave

:. whole range of wage earners may be a
A laudable goal,a.s min g the Sy’

can afford it. B if] E it Bropgr_tx tax
_relief and then exten g it to renters is just j

- rental property.

- of the rental market will see that they do.

rebate’ just

tate Sen. Jim Elliot, D-Troyt'Creek,

mayy win 4 few votes in hit econorni-
\ resse stifuency with his
proposa property tax

rebates” to renters :
It’s long been a rallying cry of the dmvn

same can be said for every other cost
incurred by landlords — costs renters are
not even aware of much less entitled to
when those costs go down.

Elliof’s bill actually calls for 4 $135 °
income tax rebate aimed at providing
property tax relief to 336,000 Montana
homeowners and rentérs. His bill was
crafted specifically to counter a 2003

more than half the resulting tax rélief to

those earning more tha.n $100,000,
Provldmg more iricome tax relief and

trying to spread it moré eVenly over the

“plain semantics.

help their landlords

every other expense involved in owning a

Rent, however, is detemuned by what -

t. The p property of landlords who

charge anything higher will sit vacant and ~

that, as a.ny busmess 101 student can te]l
thing. '

' cisTa too ‘heavily de endent on
property taxes, If that relief allows land-
lords to lower tents, the competitive nature

If, on the other hiand; Elliot is just trying
to provide some income tax relief, then let’s

ocallit that and let everyone Who pays itin
‘aétio ;




TAXES AND ECONOMIC GROWTH

Ohio University
September 2001

Do Taxes Matter? : o o :
Government i3 a big part of the lives of Americans, and indeed of anyone living on this
planet. Government does some good things; indeed, having a government seems critical
to having a prosperous and well-ordered society. Yet governments use resources, and a
means must be found in capturing these resources from private uses. While a variety of
means are used - debt financing, printing money, expropriating private assets, mandat-

_ ing private performance of governmental objectives, the assessment of user charges— by

- far the most important way that we pay for government is through taxation. -

While this study will concentrate on taxation and its impact on the economy, it is important

. to keep in mind that taxes are levied to finance governmental spending. When government
1s non-existent or very small, tax-financed governmental expansion likely is good from the
~ standpoint of creating income for the citizenry: reséurces are used to establish and enforce
- “laws protecting individual property rights, protecting individuals from destructive behav-
ior on the part of bullies, thieves, and foreign enemies. The government helps finance cer-
tain minimal infrastructure needs like roads necessary- for trade, and defines and regulates
the issuance of money. Virtually everyone but the most radical libertarian would agree that
governmental provision of these functions helps develop an exchange economy.’ Taxes
levied when government is extremely small, then, likely increase economic growth by mak-
ing trade more efficient, providing incentives for people to work, form capital and to inno-
vate. Yet as government grows larger, the law of diminishing retuins begins to have an
effect. Some spending on roads, national security, police and fire protection, etc,, may be of
" marginal use. More important, governments start to perform-welfare functions, redistrib-
uting income and wealth from some members of society to others. The taxes needed to
 finance these expenditures become larger and more burdensome, and may start to have
severe disincentive effects. Thus, the original federal income tax, which had rates of one to
seven percent and applied only to affluent Americans, had little impact of human econom-
ic behavior. Later, however, when marginal tax rates grew as high as 70 or'even 90 percent
Or more, people altered their behavior to avoid .an excessive tax burden. The new govern-
ment spending added less to the national output and may have even reduced it, while the
taxes reduced work effort, capital formation, and innovation. Thus tax-financed spending
began to have adverse effects on the prosperity of persons. ' '

‘All of this is illustrated in Figure 1. When government absorbs little or none of the
Tnational output, public sector expansion expands that output. When government grows
large, however, its expansion crowds out productive private activity and actually réetards
economic growth. The taxes used to finance most government activity then have a more
negative effect than any benefits provided by governmental services.

1



10 Lowest
Tax States,
4 1957-1977 .

Figure 5. - Real Income Per Capita Real Total Income
. 117.67% 135.11%

Economic : N

Performance:

10 Highest 57.84% 86.19%

Highest  Lowest Highest  Lowest:
Tax States Tax States I Tax States Tax States

Source: U.S. Dgpartment of Commerce, Author’s Calculations -

Summanzmg, in Flgures 3 through 6 we make a total of eight cornparlsons of high (or
increasing) tax states compared with states with a relatively low (or declining) tax bur-
den. In every si ingle case, without exception, the results are consistent: M
taxes are associated with lower amounts of economic c growth. The use of more sophis-
ticated statistical models produces the same sort of result: higher taxes, lower growth

Incentives Impact Behavior

It might be useful to reflect a little more as to why this is'so. This author does not believe

~_that the people working in the public sector are inherently less efficient, less creative, léss
productive than their private sector counterparts. What is different about the two sec-

tors, however, is that the private sector responds ‘to the discipline of markets. When

firms are inefficient, ‘having high costs or sellmg a product that people do not want prof-

Figure 6. Real income Per Capita : Real Total Income
. 52.17% 72.04%
Economic ) :
Performance: _
10 Highest, -
10 prest' 31.91% 35.32%
Tax States,
1977-1997
_ Highest  Lowest " Highest - Lowest
Tax States Tax States Tax States Tax States

Source: U.S. Department of Commerce, Author’s Calculations
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ual income tax. ] compared the 10 states with the greatest increase in income tax burden
from 1957 to 1997, and compared them with the 10 states with the smallest increase in
burden (in several cases, zero, as they had no income tax throughout the period).

Figure 7. ‘ Real Total Income Growth
455.45%
Economic
"Performance:
| 10 States
Raising 190.94%
Income Taxes _
The Most vs.
10 States
Raising Them ~ States Raisi St:ates Raising
aies alsmg
:2;71-.? ga;_t{ N ' 3 . The Most The Least _
| ‘ Source: U.S. Départment of Commerce, Author’s Calculations

Figure 7 shows that real personal income growth was more than twice as high in the

states raising theif income taxes the least (or not at all), compared with the states with

the biggest increase In tax burden. . Most of that reflected larger population growth in
the low or no income tax states. However, real income per person also grew faster on

average in the low tax states.

The higher population growth in the low income tax states reflected massive migration

_into those states from the high income tax states. People “voted with their feet”, prefer-

ring states where the government allowed them to keep more of their own income. I cal-
culated the net movement of native born Americans within the U.S from the years 1990
to 1999, comparing the nine states that have essentially no personal income tax (Alaska,
Florida, Nevada, New Hampshire, South Dakota, Tennessee, Texas, Washington and
Wyoming) with the other 41 states and the District of Columbia. Some 2,849,310 persons
moved into the no income tax states from the states that levied taxes on the productive
activity of their citizens. Excepting Sundays, some one thousand persons moved every
day for nine years to the no income tax states! More persons fled to the no income tax
havens than moved from East to West Germany during the Cold War. One of the great
migrations in human histery occurred —and most Americans do not even know about it!

The income tax’s negative impact on economic activity may come in part because the tax
itself may be a factor in the growth of government. I divided the 48 contiguous states
into three categories: those which had no income tax in 1957 and did not enact one in the
following 40 years (“no income tax states”); the 12 states that had no income tax in 1957
but enacted one over the next 40 years {“new income tax” states); and the 28 states that

14



EXECUTIVE SUMMARY
S.PRT :

104th Congress .
2nd Session w OTNT COMMITTEE PRINT A toa-62y The experience of the states over the past third of a century
| provides a unique laboratory for investigating the effects of tax

policy on economic growth. States vary widely in the method and -
magnitude by which they raise revenues, and this paper examines

" STATE AND LOCAL TAXATION AND .

mOO,ZOgHO QWO/Z.HE“ e "~ the resulting effects on economic well-being within states.
LESSONS FOR FEDERAL TAX REFORM : Through a comprehensive statistical analysis, this study
B 3 concludes that higher state and local taxes had a distinct and

significant negative effect on personal income growth over the
period extending from 1960 to 1993. That is, when state and local
taxes were raised, personal income growth slowed markedly. By

A STUDY

i .E.o.vmana for the use of the : M “the same token, states with lower taxes enjoyed m:_u.mﬁgnm_@. higher M
JOINT ECONOMIC COMMITTEE personal income growth. M
CONGRESS OF THE UNITED STATES Koy findings include; !

——— o

+  Relatively low-tax states grew nearly one-third faster than
high-tax sfates. This difference in growth rates translates into
“higher income of about $2,300 per person or $9;000 for a
family of four for people living in low-tax states compared to

those living in high-tax states.
»  Onaverage, an increase in state and local tax burdens equal to_

one percent of personal income lowered income growth by

ovér three and a half percent- Since states raised tax burdens

T L

by an average of nearly two percent of personal income over
this period, an average family of four lost almost $2,900 in

" ONE HUNDRED FOURTH CONGRESS

B L

" FIRST SESSION

~ December 1995

11.:& for the use of the Joint Economic Committes

S income.
\_Q\J - _Income taxes have A particularly adverse impact on income
growth. Had a representative state kept its leve! of income
“taxation at the same share of personal income over the course
of this study, pérsonal income in that state would be over 30
percent greater today. ,

+  Flat-rate income. taxes mﬁ%bnmslﬂ_EE

%\ economic growth than progressive taxes. Personal income in 2

i e R

X 1).5. GOVERNMENT PRINTING OFFICE f - = ;
27-45% ce . WASHINGTON: 1996 .mﬁ._.wﬁ Snn_Bn Sk .m”m.ﬁow mnnc.< about 25 _umnnn:.n aster than
. : did personal income in states with a progressive rate structure.

For sale by the U.S. Government Printing Office : . -
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JAMES B. STACK - PRESIDENT
(4D6) BE2-7777
{406) 8627707 - FAX

Senator Joe Balyeat
Montana Senate

PO Box 200500

Helena, MT 59620-0500

RE: Impending Budget Show@

Dear Senator Balyeat,

2472 BIRCH GLEN __

WHITEFISH, MT 58937

March 10, 2005

Before setting this letter aside, please consider that it comes from one of the nation’s leading. ,
market and economic research firms — based in Montana. It contains important facts which you
need to know in dealing with, and resolving Montana’s budget dilemma and a seemingly archaic

spendmg—hm1t law,

First, here are the hlsto_ric facts: .

1) This is not a young economlc expansmn _
Accotding to the NBER (National Bureau of
Economic Research), the official ending date
of the last recession was November 2001.
That makes this U.S. economic expansion 3.2
years of age — compared to a historic median

of just 3.1 years. [see graphic at right]

The public (and political) view of recessions
hasbeen seriousiy distorted by the decades of
the 1980s and ’90s. These comprised two of
the longest economic expansions in U.S.
history — certainly more an aberration than

the norm.

Recovery :

Length of Economlc Recoverles

Median = 3.1 years

InvesTech Research

7 8 9 1Dyrs

2) Serious imbalances are already appearing that could trigger the next economic
downturn. Even after 6 Discount Rate hikes, the Federal Reserve has. encountered _
ongoing pressure to continue ra151ng interest rates. While manufacturing ‘and buisiness
have been reluctant to pass on price increases, inflation pressures may be rapidly
building. The ISM Survey of the nation’s manufacturers finds pricing pressure’near one -
of the highest levels in two decades. In addition, the Producer Price index for =~

" “intermediate goods” (hqt yet at the consumer level) is rising at the fastest pace in 21

years!
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