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Institutions Matter
Economy & Government



Why Nation’s Fail
Acemoglu and Robinson (2012) 

Extractive institutions        Inclusive Institutions



Economic Freedom of the World



Decline in U.S. Economic Freedom
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Source: Fraser Institute, Economic Freedom 
of the World 2016, 157 countries

2014 (RANKINGS): SIZE OF GOVERNMENT (78), 
LEGAL SYSTEM & PROPERTY RIGHTS (27), 
SOUND MONEY (40), FREE TRADE (60), 

REGULATION (8)

http://www.freetheworld.com/2016/economic-freedom-of-the-world-2016.pdf


Fiscal Policy? 

Source: Fed FRED

FEDERAL GOV’T
SPENDING UP 121% 
SINCE 2000 AND UP

31% SINCE Q4 2008.

TOTAL DEBT UP 234% 
SINCE 2000 AND UP

81% SINCE Q4 2008



Monetary Policy? 

Source: Bloomberg Business

http://www.bloomberg.com/news/articles/2015-07-23/yellen-fed-s-independence-under-attack-despite-economic-rebound


No inflation from Fed Actions?

Source: Fed FRED
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Desired outcomes? 

 Slowest recovery since WWII: 2.1% real GDP

Lower SOL from 2007 to 2015:
Population: 7%
Food stamp recipients: 74% (46 million)
Poverty level: 14% (43 million)
SSDI recipients: 25% (9 million)

Mulligan (2012): Implicit marginal tax rates



Failed Federal Gov’t Institutions

Source: Fed FRED



Institutions Matter: New Model? 
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Source: Fraser Institute, Economic Freedom 
of North America 2016

NH IS #1, AND SD 
IS TIED WITH TX

http://www.freetheworld.com/2016/efna/economic-freedom-of-north-america-2016-us-edition.pdf


Taxes Matter

FOR YEARS

2003-2013

AVG. OF 9 STATES

WITHOUT

AN INCOME TAX

(ALASKA, FLORIDA, NEVADA, 
SOUTH DAKOTA, TEXAS, 

WASHINGTON, WYOMING, 
TENNESSEE & NEW

HAMPSHIRE)

AVG. OF 9 STATES

WITH

HIGHEST INCOME TAX

(CALIFORNIA, NEW YORK, 
HAWAII, OREGON, NEW JERSEY, 

MINNESOTA, VERMONT, 
MARYLAND & KENTUCKY)

POPULATION +14.2% +6.8%

NET DOMESTIC MIGRATION +3.7% -2.0%

NONFARM PAYROLL JOBS +9.9% +4.3%

PERSONAL INCOME +57.5% +47.8%

GROSS STATE PRODUCT +61.9% +47.0%

STATE & LOCAL TAX REVENUE +82% +54.3%



Texas Model Leads the Way

Source: TPPF, A Labor Market Comparison: Why the 
Texas Model Supports Prosperity (updated)

http://www.texaspolicy.com/content/detail/a-labor-market-comparison-why-the-texas-model-supports-prosperity


Poverty? Supplemental Poverty, 2014

SUPPLEMENTAL
POVERTY MEASURE

ALL WHITE BLACK HISPANIC

NATIONAL AVERAGE 15.9% 10.9% 25.3% 28.3%

TEXAS 15.9% 9.8% 20.7% 22.2%

FLORIDA 19.1% 13.3% 32.0% 29.2%

CALIFORNIA 23.4% 15.2% 31.8% 34.3%

Source: Kathleen Short, Census Bureau, The 
Supplemental Poverty Measure

http://www.census.gov/hhes/povmeas/methodology/supplemental/overview.html


Texas Job Creation, 2012-15

Source: Dallas Fed, Texas Economy Remains Resilient, But Low Oil 
Prices Loom as Future Risk, First Quarter 2016.

http://www.dallasfed.org/assets/documents/research/swe/2016/swe1601b.pdf


Texas: Not Just Low Wage Jobs, 00-14

Source: TPPF, A Labor Market Comparison: Why the 
Texas Model Supports Prosperity

http://www.texaspolicy.com/content/detail/a-labor-market-comparison-why-the-texas-model-supports-prosperity


Total 2016-17 All Funds Approps: $209.1 Billion 

(2.9% increase) 

$53.3 B, 
Other $77.2 B, 

Health & 
Human 
Services

$78.6 B, 
Education

$68.0 B, 
Federal 
Funds

$106.0 B, 
General 
Revenue

$27.3 B, 
Other

$7.8 B, GR-
Dedicated
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Oil Production Near Record Highs

Source: Energy Information Administration

https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=MCRFPTX2&f=M


Rainy Day Fund?

Source: Legislative Budget Board

http://www.lbb.state.tx.us/Documents/Publications/Issue_Briefs/3181_Economic_Stabilization_Fund_Cap.pdf


 Budget increase below pop+inf 

 Eliminate business franchise (margin) tax

 Meaningful property tax reform

 Reform weak tax and expenditure limit

 Create the Sales Tax Reduction (STaR) Fund

 Increase budget transparency 

Spending is ultimately taxation, must be 

cognizant of this fact.



American Dream is not dead – it has 
simply moved to the Lone Star State. 



Will Trump Make America Like Texas?

 Regulatory reform
Energy
Banking
Healthcare

Personal income tax changes & Corp tax 15%



How to Fund Debt Increase?



Protectionism?

Free trade agreement changes? 
Texas: $118 B in exports & $125 B in imports

http://www.trade.gov/mas/ian/statereports/states/tx.pdf


Trump’s Infrastructure Plan?
82% tax credit for private investment in 

public projects
Fed-subsidized loans: 5-to-1 leverage
Funds projects generating revenue 

stream
Feds behind for-profit businesses 

funding:
Building and operating roads, bridges, tunnels, 

mass-transit systems of various types, and water 
infrastructure



Institutions Matter



Takeaways
Glad the election is over

Calm: Much uncertainty remains

Key: Firm finances to weather storms

Make sure that your institutions matter
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