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WHERE WE ARE 

 

I hope you have read Chapter 2. 

 

This is probably a universal truth – needs and wants are unlimited; money is limited. 

 

Ideally, governments create and maintain balanced budgets and have a surplus on hand to carry 

them through hard times or crises. 

 

The usual challenges of governments is to increase revenues and reduce expenditures. 

 

There is a theory that reducing taxes can produce increased government revenues because lower 

taxes produce a thriving economy and a thriving economy more government revenues at lower 

tax rates. In other words, A LOWER PERCENTAGE OF MORE can be produce more tax 

revenues for a government than a HIGHER PERCENTAGE OF LESS.  

 

This is called SUPPLY SIDE ECONOMICS. It is unclear in what situations it works. 

 

 https://en.wikipedia.org/wiki/Supply-side_economics 

 

 

      
Source: PowerPoint clip art 

 

But most governments are not large enough to affect the entire economy. For most governments, 

a reduction in tax rates is going to produce less revenue for the government.  

 

Suffice it to say that the national government of the U.S. is deeply in debt and that many states, 

and other political subdivisions are also in debt, despite some legal requirements for balance 

budgets.  

 

http://www.usdebtclock.org/world-debt-clock.html 

 

https://en.wikipedia.org/wiki/Supply-side_economics
http://www.usdebtclock.org/world-debt-clock.html


 

Fall of 2016 

 

 

 

Spring of 2017 semester 

 

 
 

Fall of 2017 semester as of Sept. 13, 2017 

 

There is talk now of ENDING THE DEBT CEILING in the U.S. because, “it complicates things 

and is not really necessary.” 

 

Well, yes. The Republicans want to cut taxes and the Democrats (and the Republicans) want to 

increasing spending (usually for different reasons). So yes, the debt ceiling gets in the way of 

those positions. IT CREATES THIS EMBARRASING SPECTACLE OF INCOMPETENCE 

OR IMPOTENCY that can lead to the expensive show of shutting down parts of the national 

government temporarily.  

 

https://www.reuters.com/article/us-usa-congress/trump-embraces-democrats-again-on-debt-

ceiling-and-immigration-idUSKCN1BI249 

 

So, who is going to scream? The members of the “Tea Party” and others who are still responsible 

enough TO CARE ABOUT FISCAL DISCIPLINE.  

 

And scream they should! (In my opinion.) 

 

WHAT IS SUSTAINABLE? Or have we stopped worrying about sustainability? Have we 

collectively decided to “party like there is no tomorrow?” (Is that the mentality behind climate 

change denial also?) 

 

https://www.reuters.com/article/us-usa-congress/trump-embraces-democrats-again-on-debt-ceiling-and-immigration-idUSKCN1BI249
https://www.reuters.com/article/us-usa-congress/trump-embraces-democrats-again-on-debt-ceiling-and-immigration-idUSKCN1BI249


The federal debt was last $zero during the Administration of Andrew Jackson, circa 1830. 

 

I think there was no national deficit one year during the Clinton Administration. 

 

A million dollars will buy a really, really nice house.  See 

http://www.pagetutor.com/trillion/index.html 

 

A billion is one thousand times a million = 1,000,000,000,000,000 

A billion dollars will buy 1,000 really, really nice houses, or the entire Chicago Cubs sports 

franchise. 

 

A trillion is one thousand billions = 1,000,000,000,000,000,000 

A trillion dollars will buy ALL the sports leagues. 

A trillion dollars would buy the entire Apple Corporation and have $250 billion in your pocket. 

 

Bankers' best guesses about the Vatican's wealth put it at $10 billion to $15 billion. 
Source: http://content.time.com/time/magazine/article/0,9171,833509,00.html 
 
The estimated net worth of Google is $200 billion! 
Source: http://getnetworth.net/google-net-worth/ 
 

SO, WHAT IS THE POINT? 

 

Very large amounts of money flow through governments at the national, state and local levels. 

 

While government revenues are substantial, needs are essentially unlimited. 

 

A government in debt must pay INTEREST on the debt it owes. Even at low interest rates, what 

must be spent every year in interest payments CROWDS OUT what could otherwise be spent on 

current needs.  

 

(As most people see it) interest payments are NOT DISCRETIONARY. Yes, cities sometimes 

go bankrupt, but then the whole mess falls back on the state government. But so long as a 

government needs to borrow money to CONTINUE TO FUNCTION, it must pay interest on its 

existing debts. Who is going to continue to loan money to a government that defaults on its 

interest obligations? 

 

And just PRINTING MORE MONEY is not the answer. That just leads to INFLATION and 

even HYPER INFLATION. That is not acceptable. Just ask people in Argentina.  

 

Our national government needs TO TURN THE CORNER and get deficits under control. 

 

The question is how to do that. NEITHER PARTY seems to have viable answers.  

 

“The answer” seems to always be that we need to go deeper in debt for a while longer in order to 

turn things around. 

http://content.time.com/time/magazine/article/0,9171,833509,00.html
http://getnetworth.net/google-net-worth/


 

Congress keeps raising the DEBT CEILING (and screaming) realizing that the consequences of 

not doing so are unacceptable. 

 

THE “TEA PARTY” arose out of this situation. Its leaders include Grover Norquist and Sarah 

Palin and others are leaders of the Tea Party movement. Their focus is on lower taxes and NO 

NEW TAXES.  

 

https://en.wikipedia.org/wiki/Tea_Party_movement 

 

Government leaders must make important decisions about how to ALLOCATE available money. 

 

Some expenditures are OPERATIONAL while other expenditures are CAPITAL. 

 

It makes sense to borrow money for needed capital projects that return a flow of revenues. 

 

But as ENTITLEMENTS (including interest payable on debts) increase, the percentage of 

expenditures that are DISCRETIONARY become lower. 

 

The need for spending INCREASES at the very time that government income tends to decrease. 

 

Governments have to deal with many costly things like serious storms and foreign wars. 

 

Federal borrowing (deficits) run up the DEBT and the interest on the debt that puts us in a bind 

going forward. 

 

As concerned as many citizens are about the DEBT they still reward their own elected politicians 

for “bringing home the bacon.” They (we) expect their (our) ENTITLEMENTS.  

 

The TEA PARTY and Grover Norquist put pressure on politicians (especially Republicans) to 

hold down taxes and cut spending. 

 

And yet spending continues to increase (especially at the national level). 

 

And yet, what can the average city or county government able to do? They provide services. 

 

DEFERRED MAINTENANCE is often very costly in the long run. 

 

 

 

 

 

 

https://en.wikipedia.org/wiki/Tea_Party_movement


 
 

Source: http://chrisharrison.biz/blogs/2016/04/06/false-economies/ 

 

 

 

NOW, HAVING SAID ALL THAT, few if any of us are ever going to be in a position to make 

decisions at the national level.  

 

And someone at the national level who complains that we must not spend money to maintain the 

local waste water treatment plant (or fix local potholes in streets)  “because the nation is $20 

trillion in debt” is being kind of ridiculous (in my opinion). A few hundred thousand dollars (or 

even millions of dollars) spent by a local government is not going to have any effect on either the 

national economy or the financial condition of the national government.  

 

In fact, cutting back on local spending can be A SERIOUS FALSE ECONOMY. A false 

economy is a failure to spend money that should have been spent.  

 

 DEFERRED MAINTENANCE on a building will often lead to the need for very costly 

repairs shortly ahead. 

 

 Buying a tiny car for sake of fuel economy is of little value if one gets seriously injured 

or killed in a traffic accident.  

 

 Not investing in needed infrastructure is likely to result in loss of opportunities for 

economic development. 

 

A GOVERNMENT BUDGET BEGINS WITH THE ESTIMATION OF REVENUES THAT 

WILL BE AVAILABLE TO THE GOVERNMENT IN THE COMING BUDGET YEAR. 

 

(Otherwise, it is all just an exercise in wishing.) 

 

What are the usual revenue sources of the national government of the United States? 

 

Mostly individual income taxes (47.1%), social security payroll taxes (about 34.1%), corporate 

income taxes (about 9.2%), excise taxes (about 2.9%), and “other” (about 6.5%). 

 

Source: http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-federal-

government 

 

What are the usual revenues of state governments? 

 

http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-federal-government
http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-federal-government


“Transfers” (mostly from the national government – 31.65%), sales taxes (23.67%), charges and 

miscellaneous (18.51%), individual income taxes (17.91%), other taxes (5.6%) and corporate 

income taxes (2.67%). Of course, this varies greatly among the states. Some states, for example, 

have no individual state income taxes. 

 

Source: http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-state-

governments 

 

And, what are the usual revenues of local governments? 

 

Transfers (36.3%), property taxes (29.8%), charges and miscellaneous (22.6%), local sales taxes 

(6.9%), other taxes (2.4%), and individual income taxes (2.0%). 

 

Source: http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-local-

governments 

 

Please see this page on State Revenues in Georgia 

http://www.georgiaencyclopedia.org/articles/government-politics/state-revenues-georgia 

 

See also,  

http://www.governing.com/ 

 

CHAPTER 2 

 

 Two important questions that any modern society must work out are . . . 

 What is the appropriate scope of a government's activities? 

 How much money (what percent of Gross Domestic Product (GDP) should flow through 

government each year? 

 

 
Source: Microsoft PowerPoint clip art 

 

Realize that most of the money the national government collects it returns to the nation’s 

economy. It is not as if tax money is being pulled into some huge hole.  

 

Yes, it gets pulled out of the economy but most of it flows back into the same economy.  

 

In a sense, most government spending is STIMULUS SPENDING.  

http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-state-governments
http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-state-governments
http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-local-governments
http://www.taxpolicycenter.org/briefing-book/what-are-sources-revenue-local-governments
http://www.georgiaencyclopedia.org/articles/government-politics/state-revenues-georgia
http://www.governing.com/


 

The questions above and below are difficult or impossible to answer, just speaking from "ivory 

towers." 

 

They get worked out in practice at the intersection of Public Budgeting and Public Finance. 

------------ - 

 

Should the federal government be spending money on community colleges? 

 

Should the federal government be spending money on childcare? 

 

Should the federal government be spending money on the colonization of Mars? 

 

Is it important to try to save endangered species (other than ourselves)? 

 

What is the proper balance between current needs and the interests of future generations? 

 

Is sustainability worth sacrifice?  

 

WHAT IS THE PROPER SCOPE of the Federal Government? 

 

HOW "BIG" SHOULD IT BE? 

 

CAN THE NATION AFFORD to do these things? 

 

Given that RESOURCES ARE LIMITED (and we are already deeply in DEBT as a nation), 

what should we NOT do in order to colonize Mars? 

 

 (And what is the motivation to try to colonize Mars?) 

 

ARE FEDERAL RESOURCES INFNITE (because the federal government can always print 

more money?)  NO 

 

Printing more money (in excess) can lead to HYPERINFLATION.  

 

 http://en.wikipedia.org/wiki/Hyperinflation 

 

We are not immune from the pains of ECONOMIC AUSTERITY (and its political, social and 

economic consequences). 

 

 http://en.wikipedia.org/wiki/Anti-austerity_protests 

 

We are generally a generous and compassionate nation, both to our own citizens and to others.  

 

But government (at any level) has its limits. 

 

http://en.wikipedia.org/wiki/Anti-austerity_protests


The DEBT of a government is the SUM OF ITS DEFICITS over the years. 

A DEFICIT in a year is by how much government spending exceeds REVENUES. (The deficit is 

usually paid for through borrowing.) 

 

There was a federal surplus (but still a national debt) for during the Clinton Administration. 

 http://www.davemanuel.com/history-of-deficits-and-surpluses-in-the-united-states.php 

 

The current federal government debt is about 18.9 trillion dollars, up from "just" about 5.7 

trillion dollars in year 2000.  

 

The fiscal conditions of the American states are also serious. I think most or all states are 

required to have balanced budgets by their constitutions. But they have issues such as pension 

obligations to employees and former employees that are not adequately funded. 

 

THE POINT IS that there is a relationship between budgeting and finance. As the title of our 

textbook by Rubin suggests, the difference between "getting" and "spending" is somehow 

mediated by borrowing. 

 

Governments are under a lot of pressure to gain ADDITIONAL REVENUES, because of the 

costs of the things they do, including the costs of ENTITLEMENTS and other 

NONDISCRETIONARY spending. 

 

THE ECONOMY is like a fire that produces valuable things. More people have JOBS when the 

economy is strong. More people enjoy nice goods and services when the economy is strong. 

 

Taxation pulls "fuel" away from the private economy. (But I don't fully understand this, in that 

what government spends often goes back into the economy, one way or another. It not like a 

black hole in space. It is more like a river. Some of the water gets diverted but then joins the 

river again.)  

 

The general idea is that a smaller government is good because a larger government costs too 

much and pulls "fuel" out of the economy, which produces jobs and goods and services. 

 

The Laffer curve is the representation of the idea that there is some OPTIMAL level of taxation 

that is ideal. This is not a course in economics. The problem regarding the Lauffer curve is how 

to calculate tax rates based on the idea. 

 

 http://en.wikipedia.org/wiki/Laffer_curve 

 

Suffice it to say, that government need revenues, and that TAXES are a major source of 

government revenues at all levels -- national, state and local. 

 

Taxes are a COERCIVE means of "getting." For that reason they are often unpopular and burden 

of collecting them can reduce the value of the revenue they produce. A tax that is not too costly 

to impose is said to be relatively EFFICIENT. 

 

http://www.davemanuel.com/history-of-deficits-and-surpluses-in-the-united-states.php


There are SOURCES OF GOVERNMENT REVENUES other than taxes. 

 

 User fees (if voluntary) 

 Lotteries (which are voluntary although they tend to be REGRESSIVE and 

exploit the hopes of relatively poor people) 

 Possible voluntary contributions for popular causes 

 

http://rebirthofreason.com/Articles/Younkins/Funding_Government_Without_Ta

xation.shtml 

 

But given the apparent ESSENTIAL NEED for taxation (given that governments generally do 

things that would not be done under a MARKET SYSTEM in the absence of government), there 

are a number of ways in which to help make taxes 

 

 Politically acceptable 

 Fair 

 Administratively Efficient 

 Productive 

 

In terms of “fairness,” a revenue source is said to be “good” if it is PROGRESSIVE, meaning 

that it “hits” richer people harder than poorer people. A revenue source is said to be 

REGRESSIVE if it hits poorer people harder.  

 

Closing note -- not all taxation aims primarily to raise revenues. Some taxation is intended to try 

to change people's behaviors. For example, the tax on tanning salons in the Affordable Care Act 

may be at least as much an attempt to discourage people from using tanning beds as to raise 

revenues for medical care. 

 

Another closing note – There is an economic concept called ELASTICITY. The market for a 

product is ELASTIC if people will buy less of it when the price increases. The market for a 

product is INELASTIC if people will keep on buying the produce at about the same level even 

when the price of it increases.  

 

Taxes on products that are PRICE INELASTIC are “good” from a tax revenue perspective 

because “demand” for the product does not decrease because of the tax. 

 

Taxes on products that are PRICE ELASTIC may not raise much money, but can serve to 

CHANGE PEOPLE BEHAVIORS. An example is the “sin tax” on tobacco products.  

 

CONSIDER THE IMPLICATIONS OF THE FOLLOWING TAXES: 

 

Nebraska taxing ornamental trees on property. 

 

Political 

feasibility 

Administrative 

feasibility 

Revenue 

productivity 

Fairness Econ 

Consequences 

[  ] low [  ] low [  ] low [  ] low [  ] low 

http://rebirthofreason.com/Articles/Younkins/Funding_Government_Without_Taxation.shtml
http://rebirthofreason.com/Articles/Younkins/Funding_Government_Without_Taxation.shtml


[  ] med 

[  ] high 

[  ] med 

[  ] high 

[  ] med 

[  ] high 

[  ] med 

[  ] high 

[  ] med 

[  ] high 

 

Nebraska excise tax on mink coats. 

 

Political 

feasibility 

Administrative 

feasibility 

Revenue 

productivity 

Fairness Econ 

Consequences 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

 

Challenge: a state’s university system needs additional revenues. Assume that “belts have 

already been tightened” and that closing selected institutions is not on the table. Assess four 

possibilities in terms of the criteria below. Be prepared to explain your evaluations. 

 

 Political 

feasibility 

Administrative 

feasibility 

Revenue 

productivity 

Fairness Econ 

Consequences 

Raise all 

tuitions 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

Raise 

tuitions on 

out-of-state 

and 

international 

students 

only 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

Increase 

state’s 

corporate 

income tax 

rates 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

Create 

earmarked 

state lottery 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

[  ] low 

[  ] med 

[  ] high 

Any other suggestion ON THE REVENUE SIDE? 

 

 

 

 

 

 

 

 

 

 



 

IN TERMS OF REVENUE FORCASTING . . . 

 

Given limited time, the focus of attention and analysis should be on the sources of revenues that 

product a relative lot of revenues and are relatively unstable over the years.  

 

 Relatively low-revenue 

sources 

Relative high-revenue 

sources 

Relatively stable over the 

years 

Low need for analysis Moderate need for analysis 

Relatively volatile over the 

years 

Moderate need for analysis Highest need for analysis 

 

The point is, it is probably not adequate to just do straight line projections of revenues over the  

years without any understanding of the “moving parts” masked by aggregate-level analysis only.  

 

REVENUE PROJECTS ARE VERY IMPORTANT. They are the beginning of the entire set of 

preparatory activities. In a government jurisdiction of any size or complexity, someone needs to 

perform a competent and substantial study to become the basis of revenue estimates in the 

coming year. Otherwise, the entire process is largely an exercise in fantasy and speculation.  

 

It is not possible to come up with one firm estimate of total revenues in the coming budget year. 

But the result is a REASONABLE AND DEFENSIBLE RANGE OF VALUES.  

 

 

 

 

 

 

 

 


