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‘ﬁamge EconOmic Policies
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By State’s Credit Ratings -

JAMES CARTER AND CHRISTINE HARBIN

eralist structiire give the states the right
to be “laboratories of democracy” —each
with the oppottunity to implement unique pub-
lic policies within the confines'of their borders,

T he Taﬁthmendmenf and America’s fed-

. Writing for the dissent in an early 1932 Su-

preme Courticase, Justice Louis Brandeis cele-

brated this right, declaring:. -

“It is one of the happy incidents of the federal
system that a single courageous State may, ifits
citizens choose, serve as a laboratory; and try

novel sacial and economic experiments with.
outrisk tothe rest ofthe country.”

In the nearly eight decades since Brandeis is
sued hisopinion, divergent state-level econom-

ic policieshave led some states to prosper while
others have learned — sometimes painfully —
that not all “experiments” succeed. Divergent
policies bring divergent outcomes. o

imperfect .as they ave, state credit ratings
speak volumesabout the underlying quality of
state’seconomicpolicies, .

But whatare they saying? - L

Whatare highly rated states dobygrrighey

What are the lowcst rated states o Calitornia

and Ilinois, in particular — doing wrang?

® States with streng credit ratt ngy have a fow
key traits in cornmon, For ong, they tend 1o kwop
taxes low, -

The average top marginal personal income-
tax rate for states boasting the S&F's AAA and
AB+ credit ratings (the tuwo highest ratings) is
£.1%. This figure rises to 6.3% for states in the
middle-rated gronp {AA and Adand 7.7% in
states in the lowest-rated group (A+ and A,

The averags top marginal COVPorate incone-
fax rate for states boasting the S&2s AAA and
AA+ eredit ratings is 5.7%. This fgure rises to
7.6% for states in the middie-ratad group and
¥.2% in states in the lowest-rated group.

The verall state and Iocal tay, harden is low-
est In the highestorased group ond highest in
the lowest-rated gromp,

& State governments with s
tenid to carry less debot v ;
vice. Om average, the highogty
7.8% of their annual tay revenus o
viee, States in the middle-rated Broup (A4 and
Ah-) spend 4% while those in the ivwest.
rated group (A A} spend 09,29

W Sate governments widh strong credit rap-
ngs are far more likely to be g ‘right-to-work”
state. Roughly half of the states with AAA and
Ahr credit ratings wive emplsyoss the tight to

decide whether tn inin or finer
tthion,

Fewer than one in three stares i the midd
vated group, and nonc of the strios in fhe Toevgn

1

-quality legul systemns that are conduciye to ecp-

- tend to maintaiy consistently high credit rat-

3 debit zer- -

ncially support a
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est-rated group, give employees that right,
@ States with strong credis rafings mafneein

numic growth. As a group, states with the high-
est credit ratings score the highest in the T 5,
Chamber of Cotmmerce’s “State Liability Sys-
tems Ranking Study.” States with the fowest
vredit vatings tend to fare among the worst in
the study.

@& States with strong credis ratings tend to
mualiéuise those rarings for extended periods of
Hime. That is, eredit ratings may rise and fail
for most states, but the highest-rated statey

ings.

For example, Missouri, North Carolina, vip-
ginia and Utali have each held AAA credit ot
ings for at least 45 vears while Marviand has
held that distinctdion for 50 vears.

None of this should come ac 2 surprice,
States that keep taves and spending in check
have u greater witapped capacity to meef their
debt obligations and deal with budget prob- |
lems as they arize, !

States thar mainzain policies condicive to :
eopnomic growth are less likely to encounter
delot and budyet erises and, over time, berieft
from » hicalthisr tay base,

Justice Branduis believed in the usefulness of
having states “sy novel social and economic
Caperients.”

But with decades of divergent polietes and 4.
vergent outcomnes behind us, the lesson going
forwird showdd be clear to rrvone willing en
listen.

& Larier was a deputy assistant secretary of |
the U.8. Treasury nnder Presidant George W.
Bush and served o the staffofthe Senace Bud-
getConunittes, Harbin is 2 research menager
oy the Ameriean Legislative Bxchange Coun-

i, s nonpardsai group of state legisiators,




