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Dr. Krugman, Not Your Best Work
By W. Michael Cox
and Richard Alm
Paul Krugman, the New York Times
columnist, must be somewhat of an
embarrassment to Paul Krugman, the Nobel
Prize-winning economist. Analyzing modern
trade patterns, with an emphasis on economies
of scale and consumer preferences, was Dr.
Krugman’s best work, no doubt about it. Too
often, the columns stretch, contort, and slither
their way to predictable conclusions—among
them, Democrats are more noble than
Republicans and more government spending
will remedy nearly any problem.
Dr. Krugman, the columnist, received a
lot of flak about his early January offering that
blamed Republicans for the “Climate of Hate”
that led to the tragic shooting of a
congresswoman and 18 others at an Arizona
supermarket. By the time that one came out,
economically literate Texans hadn’t finished
scratching their heads about “The Texas
Omen,” published a few days earlier. Not Dr.
Krugman’s best work, to say the least.
The Texas column slyly undercuts the
state’s reputation for economic success

through a strategy of low taxes, tight state
budgets and business-friendly policies. Dr.
Krugman’s case for the Texas model’s failure
rests largely on one data point—the state’s
two-year budget shortfall, which he put at $25
billion, using an unofficial estimate.
Budget shortfalls are an odd gauge of
the overall effectiveness of states’ economic
policies. Most people—even economists—
prefer other measures, such as long-term
employment growth and migration.
Let’s start with employment. Since the
start of 2000, Bureau of Labor Statistics data
show that no state has outperformed Texas,
which posted a net gain of nearly 1.2 million
private-sector jobs, four times as many as
runner-up Arizona (see Chart 1). Texas’
performance stands out in a decade marked by
two recessions and virtually no net
employment increases at the national level.
Job losses were 794,100 in Michigan, 605,600
in Ohio, 397,200 in Illinois and 357,800 in
California. New York’s employment fell by
28,900.
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A similar story comes
from looking at migration—
ordinary
working
people
voting with their feet in
response to differences in state
policies
and
economic
performance. Internal Revenue
Service data show Texas had a
net in-migration of more than
500,000 people from 2004 to
2008, eclipsing all other states
by a wide margin (see Chart
2). California was the biggest
loser, with a net decline of
700,000 people. New York was
right behind at 550,000.
Employment
and
migration reveal differences
among states—and they show
that Texas deserves its
reputation
for
economic
success. By contrast, state
finances tend to move in the
same direction, providing little
clarity on economic strategy.
In the good times of the 1990s,
nearly all states’ coffers were
flush; by Dr. Krugman’s logic,
that
suggests
successful
economic policies. Now, states
with a history of higher taxes,
more bloated budgets and more
meddlesome regulators are in
as bad or worse fiscal shape
than small-government Texas.
If Texas’ economic strategy is
flawed, theirs must be, too.
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Real Culprit: Recession
In truth, the fiscal
distress in state capitals tells us
more about the broad economy
than state policies. The budget
woes around the country stem
from
same
cause—the
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2013, down 2.9 percent from the current twoyear budget.
Projections so far in advance are iffy.
Job growth and sales tax receipts have already
started turning upward, and it seems
reasonable to anticipate that renewed growth
will bring upward revisions in the initial
revenue estimate.
Combs’ report doesn’t examine
spending, so the projected shortfall comes
from interest groups’ best guesses of state
spending needs. The $25 billion scenario is
based on full funding and growth for all
current programs—in other words, with builtin spending increases and no expectation of
belt-tightening. Keeping state spending at the
same level leaves a shortfall of $15 billion—so
many in the state are using this figure.

Chart 2. Americans on the Move:
More Choose Texas

aftereffects of a severe national recession,
which Dr. Krugman blames on Wall Street’s
greed and Thomas Sowell and others attribute
to Washington’s klutzy policymaking and lax
enforcement. The debate on the causes of the
Great Recession can wait for another day.
Seeing macroeconomic forces whipsaw
so many state budgets makes us wonder how
Dr. Krugman decided that Texas’ current
shortfall is structural, a term economists
usually use to describe budgetary red ink that
won’t go away even in good times. The federal
government, of course, has run structural
deficits for most of the past three decades.
Before recession hit in 2008, Texas had
increased state spending, balanced the budget
and still managed to put more than $9 billion
aside in a rainy day fund. It’s hard to see the
structural problems.
There’s no denying that Texas faces a
daunting budget crunch this year—although
Dr. Krugman seized on the worst-case
scenario. Earlier this month, comptroller Susan
Combs issued a cautious estimate for general
services revenue—what’s available after
setting aside funds committed by law or bonds.
She came up with $72.2 billion for 2012 and

Culture of Frugality
Texas’ budget will be balanced. The
wrangling over how will take more several
months, but the process has already begun.
Rather than simply rubber-stamping the status
quo and hiking the tax burden, lawmakers are
first taking a hard look at spending, asking a
wide range of programs to do more with less.
Only after that will they look for new revenue,
or consider tapping into the rainy day fund.
Citizens should want public officials to
do this—especially at a time of hardships and
hunkering down in the private sector.
Certainly, Texans don’t buy into government
spending for spending’s sake. Even before the
recession, the state was frugal. From 2001 to
2007, Texas’ increases in state and local
government spending were 16 percent below
the average for all states. We rank near the
bottom in state government spending per
capita.
Living within one’s means has been a
hallmark of Texas politics and culture for
generations. Spending will rise again when
good times generate the revenue to pay for it.
Texas outlays have increased faster than
3

inflation and population increases since
1990—so Texas’ government has been more
than keeping up.
Spending shouldn’t be the foremost
yardstick for how well a state meets its
fundamental responsibilities. In his column,
Dr. Krugman noted disapprovingly that Texas
ranked near the bottom in education spending
per pupil. He might be interested to know—
and his readers need to know—that Census
Bureau data indicate that Texas may be getting
a lot of bang for its education buck. In 2009,
the state with the lowest spending per pupil
ranked near the national average in proficiency
in math and reading—very close to New York
and well above California. More spending
doesn’t ensure better results—especially when
the money’s being spent by government.
Dr. Krugman put a lot of emphasis on
what Rick Perry, Texas’ Republican governor,

said about the budget during his recent
election campaign. Fair’s fair, so let’s hear
from the new governor of New York, the scion
of a revered Democratic political dynasty. In
his inaugural address, Andrew Cuomo
sounded quite a bit like Perry in warning
against taxes and big government. “Working
families can’t afford to pay the ever-increasing
tax burden,” Cuomo said.
“The state government has grown too
large,” he said. “We can’t afford it.” The new
administration’s agenda, he went on, “starts
with jobs, jobs, jobs, getting the economy
running once again.” Echoes of Cuomo’s
speech are being heard in just about every state
capital. It sounds as if governors across the
country want their states to follow Texas’
model of low taxes and restrained spending.
And why shouldn’t they?
It works.
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