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The Texas Public Policy Foundation is a
501(c)3 non-profit, non-partisan research
institute.

The Foundation’'s mission is to promote and defend liberty, personal
responsibility, and free enterprise in Texas and the nation by educating and
affecting policymakers and the Texas public policy debate with academically
sound research and outreach.

Funded by thousands of individuals, foundations, and corporations, the Foundation
does not accept government funds or contributions to influence the outcomes of its
research.
The public is demanding a different direction for their government, and the Texas
Public Policy Foundation is providing the ideas that enable policymakers to chart that
new course.
The Foundation is guided by these principles:

- Liberty

- Personal Responsibility

- Free Enterprise

EMAIL
info@TexasPolicy.com
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512.472.2700
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512.472.2728

ADDRESS

901 Congress Avenue
Austin, Texas 78701




Economy & Government

Texas-BubdigPolicy
F 0 U NDATI ON



Why Nation’s Fail

» Acemoglu and Robinson (2012)
Extractive institutions Inclusive Institutions

ul




O MOST FREE O 2ZND QUARTILE O SRD QUARTILE | LEAST FREE

Texas-PuddiePolicy




Decline in U.S. Economic Freedom

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

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

REGULATION (8)

Source: Fraser Institute, Economic Freedom Texas-kudbiePolicy
of the World 2016, 157 countries



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

— Federal Government: Current Expenditures (left)
— Federal Debt: Total Public Debt/1000 (right)
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How a rate-setting rule could have changed Fed policy

Some Republicans want the Federal Reserve to follow a rule in setting monetary policy. One
example is the Taylor rule, which prescribes interest rate changes based on inflation and output, 750%
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Source: Bloomberg Business



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

252%

B DEec. 2008 10 AuUG. 2014: 0% RATE
B AuG. 2014 10 OcCT. 2016: EnD QE

58%
13% 12% 12%0, 19%
-4%
-26%
-49%
Source: Fed FRED Texas-PubdiePolicy



ria e S
» 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
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— Civilian Labor Force Participation Rate: 25 to 54 years (left)

— Civilian Labor Force Participation Rate (left)

— Total unemployed, plus all marginally attached workers plus total employed
part time for economic reasons (right)

—— Civilian Unemployment Rate (right)
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NH 1s #1, AND SD
IS TIED WITH TX

N 2000 w2014
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http://www.freetheworld.com/2016/efna/economic-freedom-of-north-america-2016-us-edition.pdf

AVG. OF 9 STATES
AVG. OF 9 STATES

WITHOUT
WITH
AN INCOME TAX
HIGHEST INCOME TAX
FOR YEARS (ALASKA, FLORIDA, NEVADA, (CALIFORNIA, NEW YORK
2003-2013 SouTH DAKOTA, TEXAS, { :

HAWAII, OREGON, NEW JERSEY,
MINNESOTA, VERMONT,
MARYLAND & KENTUCKY)

WASHINGTON, WYOMING,
TENNESSEE & NEW
HAMPSHIRE)
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%




Measure 1.S. Texas

Economic Freedom of North America (2014)
State Business Tax Climate Index (2017) -

State-Local Tax Burden (2012) -

Avg. Annual Nonfarm Job Creation (2000-15) 0.6%
Avyg. U-3 Unemployment Rate (2003-15) 6.6%
Avg_U-6 Underutilization Rate (2003-15) 11.9%
Avg. Labor Force Participation (2000-15) 65.2%

Avg. Employment-Population Ratio (2000-15) 61.1%
Avg. Employment-Pop. Ratio 25-54 (2003-14) | 77.52%

Total Crvilian Emp. (12/07-12/15), ex. TX +2.121.000
Total Nonfarm Emp. (12/07-12/15), ex. TX +3.330,000
Real Avg. Annual Private Pay (2001-14) 6.1%
Avg_ Top 10% Income Shares (2000-13) 475%
Avg. Top 1% Income Shares (2000-13) 203%
Supplemental Poverty Measure (2013-15) 151%

Source: TPPF, A Labor Market Comparison: Why the
Texas Model Supports Prosperity (updated)
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http://www.texaspolicy.com/content/detail/a-labor-market-comparison-why-the-texas-model-supports-prosperity

SUPPLEMENTAL

POVERTY MEASURE HISPANIC

NATIONAL AVERAGE

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

Percent change, December over December

20
15 4

25~ Trade, Govt. Prof. & Health Leisure Mfg. Fin. Const.  Qil Info.
transp. bus. care & & activities &
& util. svcs.  educ. hospitality gas

(20.2%) (15.7%) (13.5%) (13.5%) (10.6%) (7.2%) (6.1%) (5.8%) (2.0%) (1.7%)

NOTE: Figures in parentheses represent share of total employment as of December 2015.
SOURCES: Bureau of Labor Statistics; Federal Reserve Bank of Dallas.

Source: Dallas Fed, Texas Economy Remains Resilient, But Low Oil
Prices Loom as Future Risk, First Quarter 2016.
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http://www.dallasfed.org/assets/documents/research/swe/2016/swe1601b.pdf

46.2%
®Texas ™U.S.minus Texas

-0.4%
Lowest wage quartile Lower-middle wage quartile  Upper-middle wage quartile Highest wage quartile

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

Real Texas Budget: Where we Stand

Total 2016-17 All Funds Approps: $209.1 Billion
(2.9% Increase)

$53.3 B,
Other $77.2 B,

Health &
$106.0 B, uman
General — Services

Revenue \
$7.8B, G | . |
Dedicated $27.3B. | | Education

Other \ /
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State Budget Increases Above Basic Costs
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Thousand Barrels per Day
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https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=MCRFPTX2&f=M

ECOMOMIC STABILIZATION CAP COMPARED TO THE MAXIMUM MONTHLY ENDING BALAMNCE
1990-91 TO 2016~17 BIENNIA
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http://www.lbb.state.tx.us/Documents/Publications/Issue_Briefs/3181_Economic_Stabilization_Fund_Cap.pdf

TPPF Fiscal Agenda

» 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

ending is ultimately taxation, must be
cognizant of this fact.
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ne tax changes & Corp tax 15%

Table 1. Individual Income Tax Brackets Under the Trump Plan

S;;jénary Income Capital Gains Rate Single Filers Married Joint Filers

0% $0 to $37,500 $0 to $75,000

$37.500 to $75,000 to
$112,500 $225,000

$112,500+ $225,000+




Table 3. Ten-Year Revenue Impact of the Trump Tax Plan (Billions of Dollars)

Tax Static Revenue Impact Dvnamic Revenue Impact
(2016-2025) (2016-2025)

Individual Income Taxes -$2,192 /-%$3,730 -$1.058/-%2,458
Payroll Taxes $0 $520/612
Corporate Income Taxes -$1,936 -$1,958/-%1,959
Excise Taxes $0 $44 / $52
Estate and Gift Taxes -$£240 -$240
Other Revenue $0 $52 /%62

TOTAL -$4,368 / -$5,906 -$2,640/-%$3,932

Source: Tax Foundation Taxes and Growth Model, March 2016.

MNote: Individual items may not sum to total due to rounding. Numbers are listed with
the higher-rate assumption first and the lower-rate assumption second, where
applicable.
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J | K Jobs Supported by Texas Goods Texas' Top 5 Export Categories
5248.2 bl I |I0n Bxports (Millons of U, Dolas]

Up by 197 Thousand Jobs Since 2009

Texas's Top 5 Export Markets 1046549 Compute & Elctoni 0
(Millions of U.S. Dollars) Products ‘
92489 845510
Petroleum & Coal Products s
Chemicals %82
&0 Machinery
N s e Transportaion Equipment

Mexico Canada China  Korea  Brazl

2015


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 : ’



“The curious task of economics is

to demonstrate to men how little
they really know about what they
imagine they can design.”

Friedrich Hayek, “The Fatal Conceit: The Errors of
Socialism™ 1988

"Practical men who believe
themselves to be quite exempt
from any intellectual influence, are
usually the slaves of some defunct
economist.”

John Maynard Keynes, “The General Theory of
Employment, Interest and Money" 1936
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Jch uncertainty re
» Key: Firm finances to weather storms

» Make sure that your institutions matter
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