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A Buckeye Spending Freeze

●

Eliminating Ohio’s Income Tax Without Cutting State Spending

Without cutting one dollar of state spending, Ohio over several years should eliminate the statewide income tax by freezing spending at current levels. Although nominal spending cuts would allow the state budget to shrink quickly and allow immediate tax repeal, a more delayed elimination of the 1972 Ohio income tax could be achieved with a simple freeze or a freeze modified with modest growth.
Because of factional disagreement regarding HB 400 and media invectives on both sides, Ohioans understandably wonder at the accuracy of various budget predictions beyond two years. I am here to present my initial model and findings regarding implementing a slow income tax repeal married to a slow growth budget or outright spending freeze. I have published my model on www.HarrisForOhio.com for this committee’s use and analysis along with this paper, and remain available to this body for repeated presentations as an honest advocate of spending sanity and faster Ohio growth.

I am extremely worried for my state that just as a failed center city can lose its tax base, and just as a third world nation can prompt capital flight, that our own Buckeye State might also lose its best and brightest, and their financial and intellectual capital. The competition between states and mobile capital and citizens do not permit high cost government, and consequently redistribution policies are more harmful here than at a federal level where international mobility is more limited. In the competition among the states, Ohioans were once first to the sky and first to the moon, all before the 1972 Ohio income tax. We were a progressive, tax free dynamo, one of history’s fastest growing emerging markets in the 19th Century and a precursor to Silicon Valley in the early 20th Century. We were an empire of enterprise and the creative spirit animating the American wealth machine; and we can be once more.
●

James Brodbelt Harris, CFA, a native of Ohio and a resident of central Ohio, operates an investment firm, Harris Investment and Property, and analyzes stocks and property investments. A Chartered Financial Analyst charterholder from the CFA institute and a graduate of Dartmouth College (AB 1991), Harris periodically publishes financial research reports and was a co-author of the Corporate Governance Handbook (NYSSA, 2003). A relative of Governor Andrew L. Harris, Harris participates in his family’s Ohio Century Farm and has authored several historical papers relating to local history in addition to financial works.
Spending Freeze Model – Base Case Expert Calculations and Model Inputs
Planning for twenty years necessarily requires predictions. Obviously unpredictable variables like Federal gifts to or mandates on the States, required payments like interest on the debt or spending during a crisis, and unplanned cuts and windfalls will interact with the results. But this Spending Freeze model attempts to promote long term comprehension of trends in contrast to just static figures in a two year budget, and to illustrate the power of compound growth that any dull economist enjoys  – whether novice or expert.
Model consensus inputs and expert predictions:

$471.5: GDP (2008) Ohio (billion US$) (Bureau of Economic Analysis, U.S. Department of Commerce). Assumed 2010 as nominal expectation. See: http://www.bea.gov/regional/gsp/action.cfm
3.55%: Budget 2010 - Ohio (initial percentage of state GDP)





$16.7:
Budget 2010 - Ohio (billion US$) (Agg. GRF Appropriations FY2010) 
$16.7:
Total tax revenues - Ohio (billion US$) (expected to be balanced with Budget) See: Page 7, Table 2, proposed Executive Budget of Ohio, as published by the Governor. For convenience, budget is assumed to be balanced by tax revenues, Federal dollars and mandates are presumed to remain in constant balance, and second year of biennial budget, and revenues (without regard to SAL) are expected to expand in line with expectations here. See Introduction document: http://obm.ohio.gov/SectionPages/Budget/FY1011/ExecutiveBudget.aspx
$7.1: Income tax revenue (billion US$) (GRF Income Tax Receipts FY2010, est by Governor). $7 billion income tax revenue estimated by Governor in budget reports: http://obm.ohio.gov/SectionPages/Budget/FY1011/Revenue.aspx?Link=1
42%: Income tax revenue as a percentage of budget (initial proportion, ex. Federal gifts)
11,485,910: Population 2008 - Ohio (U.S. Census Bureau estimate)
0.14%
Population - Ohio expected growth rate (U.S. Census annual growth rate 2000-08)





3.20%
GDP - Ohio expected growth rate (excluding effects of inflation or tax cut) (est. by Governor); In most recent economic forecast from third party as part of Governor's budget documents, Economic growth in year(s) after 2010 is 3.2%. 

See Sec B: http://obm.ohio.gov/SectionPages/Budget/FY1011/ExecutiveBudget.aspx
2.65%:
GDP/capita - Ohio expected growth rate







0.00%:
Extra GDP growth rate to assume if income tax burden is eliminated in Ohio (base case, without increased expected stimulus)






2.50%: Inflation per year - expected (US$ %) (Federal Reserve Bank of St. Louis, 2010)
Federal Reserve Bank of St. Louis, Economic Research, data for 2010 with a one year expectation. Long term inflation is not forecast here but expected to continue as similarly estimated. The Federal Reserve Bank of Cleveland has in past years estimated inflation implied in the yields of TIPS relative to regular U.S. Treasury bonds, but discontinued the practice due to the illiquidity of the bonds since 2008 which implies a premium for regular Treasuries. See: http://research.stlouisfed.org/fred2/series/MICH/
The Spending Freeze model calculates yearly growth in spending and revenues, based upon population and state GDP growth. Given a cut in income tax rates over time to match a slowdown in the growth of spending, the model calculates the surpluses and targeted time to gradually eliminate the 1972 income tax. 

The figures in the last model column were calculated individually using a Goal Seek function, using the consensus estimates and expectations, except to interpolate for each year the required increase in assumed GDP growth stimulated by income tax repeal. These cells are in italics as they will not recalculate automatically when any initial expectations are changed. To update such cells using different assumptions, use the Goal Seek function to set the income tax rate to zero in the desired year by changing the extra growth cell at the top of the sheet, to assume a change in extra growth from a state wide income tax cut.
Spending Freeze Model – Initial Calculations and Findings

Base Case - Consensus: Spending per capita grows at Inflation

The Income Tax is eliminated in 18 years while spending per person grows at inflation – if one assumes the Governor’s and other national experts are correct about GDP, population, inflation.
If one predicts that gradual statewide income tax repeal generates an additional one per of economic growth p.a., then repeal may occur by 2024 even with growing per capita spending at inflation.

Expected Case – Growth: Spending per capita grows at Inflation

Gradual Income Tax Repeal occurs by 2020 in just 10 years if one assumes Ohio’s stagnant economy is jump started with an extra 2.5% GDP growth.
Egyptian Case – Seven Years of Frugality: 
Spending Frozen at 2010 levels

With spending Frozen at 2010 levels and an assumed 2.38% extra growth in expected GDP p.a., Ohio would gradually eliminate the Income tax in seven years, allowing the promise of seven fat decades of tax free growth and surplus in the years following 2017.
Iron Man Case – Four Years and Done:

Seven Years Frozen but without a cut will Fund a Delayed Total Tax Repeal

Most debaters are discussing gradual phase out of the income tax and modest slow downs or freezes of spending, without cuts. With cuts, all things are possible. But even without cuts, under simply a seven year spending freeze, it is possible to eliminate the Income Tax in 2014, if one assumes extra economic growth of 2.38% and a delayed income tax cut in the fourth year (allowing continued income tax revenues in years one, two and three to pay for early repeal, without taxes in years five, six and seven.

