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T he 2006 Tax and Spending Control 
(TASC) initiative was removed from 
Nevada’s most recent November bal-

lot by the state Supreme Court. Yet polls show 
that most Silver State residents strongly support 
additional constitutional limits on state and 
local government spending. 

Of course, in certain quarters this idea 
remains controversial. Opponents argue that 
limiting Nevada government growth to bench-
marks pegged to the growth of the economy 
would force government to sacrifice vitally 
important programs. Constitutional constraints 
on spending, they say, would eventually force 
public officials to shortchange vitally important 
programs, with damaging consequences to the 
entire state economy. 

On the other side, TASC proponents of 
such limits argue that expansion of government 
spending is inherently damaging, economically. 
Such expansion, they contend, directs private 
financial resources away from the business 
investment and entrepreneurial innovation that 
create jobs and wealth for all communities. 
Instead, resources are routed into government 
projects that lack the private sector’s market 
discipline and are marked instead by waste and 
submarginal productivity. For these reasons, 
they say, adoption of a TASC-style amendment 
should lead to measurable improvements in 
important indicators of economic activity. 

To explore this question, NPRI contacted 

The Beacon Hill Institute at Suffolk University 
in Boston, Massachusetts, which performs 
statistical analyses on emerging public policy 
issues. 

Specifically, the Beacon Hill team was 
asked to determine the likely economic impact 
on Nevada of a TASC-style constitutional 
amendment and whether such an amendment 
would undermine government’s ability to pro-
vide its safety-net services. 

To address the first question, the authors 
focused on a key measure of economic activity: 
Gross State Product per capita. Approaching 
the question historically, they asked, “How 
would GSP per capita have been affected, had 
Nevada adopted TASC in fiscal year 1997?” 
Because two versions of TASC had been inad-
vertently submitted to the Nevada Secretary 
of State’s Office — occasioning the measure’s 
eventual removal from the ballot — the authors 
performed a separate analysis for each version. 

Under TASC supporters’ preferred version, 
the authors found, gross state product per per-
son in Nevada would, in 2004, after just seven 
years, have been 10.12 percent greater under 
TASC than it was in the amendment’s absence. 
These results are consistent with several past 
studies showing that, when government has 
exceeded its optimal size, legal constraints on 
government spending redound to the benefit of 
the economy and substantial improvements in 
living standards.

*The Beacon Hill Institute at Suffolk University
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Introduction

Continuing 
voter support 

for a TASC-style 
amendment 

to the Nevada
constitution

makes it 
important 

to examine 
the likely 

impact 
of  such an 

amendment.

The 2006 Tax and Spending 
Control (TASC) initiative pro-
posed to add a new article, desig-

nated 10A, to the Nevada Constitution. 
The initiative sought to limit the growth 
of state and local government spend-
ing to the sum of the rates of growth in 
inflation and state population. It also 
implicitly proposed to limit the dis-
position and growth of tax revenues. 
Not only would new taxes require the 
approval of the voters, but when growth 
of tax revenues exceeds allowable spend-
ing growth, the unused revenue must 
be transferred into reserves and even 
returned to taxpayers. First, such extra 
revenues go to an Emergency Reserve 
Fund and then to a Budget Stabilization 
Fund, which can be drawn upon to cover 
intermittent revenue shortfalls. Once 
these funds have reached their prede-
termined limits, any additional excess 
revenue would be refunded to taxpayers, 
unless the legislature and voters, togeth-
er, elect to spend it. 

On September 8, 2006 the TASC 
Initiative became moot for that election 
year when a majority of sitting Nevada 
Supreme Court justices voted to reject 
the TASC initiative, saying supporters 
failed to strictly comply with mandatory 
constitutional rules for ballot questions. 
The court rejected a lower court’s judg-
ment that petition circulators’ “substan-
tial compliance” had sufficed. The com-
pliance issue arose because of a typo-
graphical error in one of two petitions 
filed with the Secretary of State. 

Nevertheless, continuing voter support 
for the idea of a TASC-style amend-
ment to the Nevada Constitution makes 
it important to examine the likely impact 

of such an amendment on state economic 
activity. Proponents argue that, because 
an expansion in government spending 
is inherently damaging to the economy, 
the adoption of a TASC-type amendment 
will lead to measurable improvements in 
important indicators of economic activ-
ity — for example, Gross State Product 
(GSP) per person. By limiting the growth 
of wasteful government projects, TASC 
will free up funds that can be used for 
productive purposes — most particularly, 
business investment. By limiting the 
fiscal pressure for tax hikes and increas-
ing the opportunities for tax cuts, TASC 
reduces the disincentives to work and 
invest that taxes by their nature impose.

Opponents, on the other hand, argue 
that, by limiting the size of government 
to some artificial benchmark, TASC 
would force government to sacrifice 
vitally important programs. Forced to 
constrain spending, they say, the state 
would eventually find it necessary to 
shortchange one vitally important pro-
gram in order to sustain another, with 
damaging consequences to the state 
economy. 

The Purpose of this Study
In spring 2006, The Beacon Hill 

Institute conducted a study that identi-
fied the relationship between the size 
of state government and the growth 
of a state’s economy. Using statistical 
analysis, we applied the results to ten 
states using a generic Taxpayer Bill of 
Rights (TABOR)1. The analysis of state 
spending in 50 states over a seven-year 
period found that elasticity of gross state 
product per capita – GSPP – with respect 
to government spending per dollar of 
gross state product (GSP) is 0.1013. This 



5

implies that a 10 percent increase in the 
ratio of government spending to GSP 
reduces GSPP by 1.013 percent. 

In this report we use a similar meth-
odology and apply the results to the 
recently mooted TASC initiative in 
Nevada, which contains differences from 
the generic TABOR language used in 
our previous study. The TASC petition 
applied to spending at the local level, 
as well as state spending, and the two 
versions of the initiative filed contained 
different language bearing on the for-
mula for calculating the initial spending 
limit at the state level. While accounting 
for these differences, we still address 
two matters. We first ask how a TASC 
measure in Nevada could be expected 
to affect one important measure of eco-
nomic activity: Gross State Product per 
capita. Would GSP per capita rise, fall or 
remain the same under TASC? Next, we 
apply the different formulas contained 
in the two versions of the TASC initia-
tive to see how the formulas affect GSPP. 
Finally, we ask whether a TASC amend-
ment would, as its opponents claim, 
undermine the ability of government to 
perform its core functions. In an eco-
nomic contraction, for example, would 
governments in Nevada be unable, under 
TASC, to provide a safety net for essen-
tial government services?

Effects on GSP Per Capita
We approach the task of identifying the 

effect on GSP per capita retrospectively, 
asking the following question: “Suppose 
Nevada had adopted TASC in fiscal year 
1997. How would this adoption have 
affected GSP per capita in each year over 
the period FY 1997 to 2004?” 

To answer this question, we first deter-
mine how the TASC initiative would 
have limited spending, that is, how much 
less the state and local governments 
would have spent, under TASC, in a 

given year over this period, compared 
to what it did, in fact, spend. In 2004, 
Nevada state and local governments 
spent $16.18 billion, according to data 
from the U.S. Census Bureau; however, 
under TASC it would have only spent 
$13.49 billion. Thus, Nevada would have 
spent $2.69 billion, or 16.7 percent less 
had a TASC amendment become effec-
tive in 1997. 

These numbers represent changes from 
a status quo or “baseline” in which there 
was no TASC constraint on spending to 
a hypothetical scenario with such a con-
straint. They do not represent changes 
from one year to another. State govern-
ment spending continues to rise under 
TASC — just not as rapidly as it would 
have otherwise. 

For our next step, we determine how 
the reduction in spending brought about 
by TASC would have affected GSP 
per capita, or as we shall call it, GSPP. 
As shown by the statistical analysis 
described in the Appendix, we find that, 
on the average, a 10 percent decrease 
in state spending per dollar of GSP is 
associated with a 1.92 percent increase 
in GSPP. Applying the same analysis to 
our data set, we find that, in FY 2004, at 
the end of the period, FY 1997 to 2004, 
TASC would have increased GSPP. 
Nevada’s actual GSPP was $41,532 but 
TASC would have increased GSPP to 
$45,736. Thus, in 2004, under TASC, 
GSPP in Nevada would have been $4,205 
or 10.12 percent greater per person than 
it was without TASC. 

These results are consistent with sev-
eral past studies showing that, when 
government has exceeded its optimal 
size, legal constraints on the size of gov-
ernment redound to the benefit of the 
economy. While the benefits vary with 
demographic trends, compelling evidence 
indicates that limitations on government 
have positive effects on state economies.

In 2004, under 
TASC, GSPP in 
Nevada would 
have been $4,205 
or 10.12 percent 
greater per 
person than it 
was without 
TASC.
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The more the 
TASC formula 

restricts the 
growth of  

government 
spending 

relative to the 
rest of  the 

economy, the 
more Gross 

State Product 
per person 

will increase 
above the 

baseline case. 

As mentioned above, a typographical 
error in one version of the TASC initia-
tive filed with the Nevada Secretary of 
State occasioned a ruling by the Nevada 
Supreme Court that no version of TASC 
could go on the ballot. The two docu-
ments filed had inadvertently specified 
different time periods (2005-2009 and 
2007-2009) to be used for calculating 
the initial spending limit for state gov-
ernment in the biennium beginning in 
2009. Overruling the state’s First District 
Court, a Supreme Court majority adopt-
ed the argument of TASC foes who con-
tended that the additional two-year dif-
ference in calculation bases constituted a 
“substantive” and “massive” difference, 
working out to at least an additional $1.5 
billion in state spending allowed during 
the first biennium TASC was in effect. 
TASC proponents disagreed,2 but in light 
of the court’s ruling, we chose to con-
duct two simulations, using the two time 
periods to calculate the initial biennium’s 
spending limit. This would show how 
the different calculation periods assumed 
by TASC opponents would have affected 
spending and thus GSPP. 

According to the results of our re-
gression model, the more the TASC 
formula restricts the growth of govern-
ment spending relative to the rest of the 
economy, the more Gross State Product 
per person will increase above the base-
line case without TASC. Using the more 
generous formula (the estimated increase 
in inflation and population growth from 
January 1, 2005 to January 1, 2009), 
GSPP would increase by $88 in 2009. 
The more restrictive formula, on the 
other hand, yields an increase in GSPP 
of $383. Our modeling suggests that the 
TASC language using the shorter time 
period would produce an increase in 
Gross State Product per person that is 

more than four times the increase using 
the less restrictive formula. 

Can Government Maintain 
a Safety Net under TASC? 

The last matter taken up by this study 
is whether TASC would permit govern-
ment to maintain an adequate safety net 
for crucial governmental services. We 
find there is nothing in TASC that would 
prevent a state government from doing 
exactly that. The 2006 TASC initiative 
specifically calls for placing a portion of 
excess tax revenues in rainy-day funds 
during periods of economic expansion 
— allowing Nevada’s state and local 
governments to avoid painful decreases 
in government spending per capita dur-
ing periods of economic contraction. 

Conclusion 
We conclude that the TASC Initiative 

— had it been on the 2006 ballot 
— could have brought about substan-
tial improvements in living standards, 
as measured by GSP per capita, even 
while permitting government to maintain 
critically important government services 
during periods of economic contraction. 
Furthermore, the TASC initiative that 
was filed with the Secretary of State, 
containing the two-year formula for 
calculating the initial spending limita-
tion, would have brought about a larger 
improvement in the living standards of 
Nevada’s citizens than the four-year ver-
sion. Yet, like other initiatives of this 
type, TASC promotes economic expan-
sion by constraining government when 
additional government is needed least, 
i.e., during periods of economic expan-
sion. TASC also permits government to 
expand when additional government is 
needed most, i.e., during periods of eco-
nomic contraction. 
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Since 
1929, total 
government 
spending in the 
United States, 
expressed as 
a fraction of  
Gross Domestic 
Product, has 
risen from 10.4 
percent to 32.5 
percent. 
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Figure 1: State & Local Government Spending as a 
Percentage of Total Gross State Product, All States

Source: U.S. Bureau of Economic Analysis

The upward trend in the ratio of spending to 
GSP, illustrated by the dashed line in Figure 1, 
can be explained in terms of a number of factors. 
Particularly important is the growing importance 
of non-discretionary spending on such programs 
as Medicaid and education, combined with the 

resulting pressure on state and local lawmak-
ers to raise tax rates in order to avert revenue 
shortfalls. A ratchet effect is at work, whereby tax 
rates, increased during periods of economic con-
traction, remain in effect once the contraction has 
given way to expansion.

The Issue of  Government Size

For the last 40 years, economists 
have debated two issues regard-
ing the size and scope of gov-

ernment: First, is government too big? 
And second, should there be external 
constraints on government? Since 1929, 
total government spending in the United 
States, expressed as a fraction of Gross 
Domestic Product, has risen from 10.4 
percent to 32.5 percent.3 

Figure 1 provides another illustration. 
It tracks total state and local government 
spending as a fraction of total Gross 

State Product (GSP) from 1963 to 2003.4 
As the chart indicates, state and local 
spending surged from 6.9 percent of GSP 
in 1963 to a peak of 9.3 percent in 1975. 
After the 1975 peak, the fraction fell but 
has remained above 8 percent. 

Roots in Public Choice
The argument that there should be 

external constraints on government 
spending has roots in Public Choice, 
the discipline that emerged in the 1960s 
largely as a result of the work of econo-
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mists James M. Buchanan and Gordon 
Tullock. These Public Choice economists 
and their followers called into ques-
tion the conventional view that, under 
democracy, lawmakers and other public 
officials could be trusted to behave as 
selfless promoters of the public inter-
est.5 Contrary to this idealized view, 
Buchanan, Tullock and their followers 
offered an alternative perspective – of 
government officials motivated by self 
interest as much as any businessman or 
consumer. Because those drawn to gov-
ernment seek power and influence, much 
as any self-interested businessman seeks 
profits or any consumer seeks utility, it 
is necessary to constrain their ability to 
manipulate policy to their personal ends 
through their tax, spending, regulatory or 
other powers. 

Tax and expenditure limitation mea-
sures — “TELs” — are a response to the 
expansion of government and to con-
cerns about the economic consequences 
of this expansion, combined with con-
cerns about the political goals behind it. 
While variations exist, a TEL is gener-
ally a law, applied at the state and local 
level, which limits the growth in spend-
ing to the annual rate of inflation plus 
the growth of population. 

TEL: Arguments for and against 
Proponents of TELs argue that, 

because an expansion in government 
spending is inherently damaging to the 
economy, the adoption of a TEL will 
lead to measurable improvements in 
some indicator of economic activity, say, 
gross output or income per person. A 
TEL will limit the diversion to wasteful 
government projects of resources better 
put to productive uses such as business 
investment. 

By itself, a TEL does not dictate which 
programs should be funded. Instead it 
sets what its proponents believe to be a 

reasonable constraint on the growth rate 
of spending. The constraint forces law-
makers to spend prudently, to prioritize 
claims on their resources. A TEL does 
not limit the services that government 
can provide, but only what it can spend 
on services. Constrained by spending 
limits, lawmakers must find ways to get 
more services from fewer dollars. 

Because a TEL keeps the “real” (infla-
tion-adjusted) per-capita size of gov-
ernment constant and because real per-
capita tax revenues rise during periods 
of economic growth, TELs also impose 
constraints on state tax policy. As tax 
revenues exceed allowable spending, the 
state must confront the issue directly and 
either cut tax rates, dispose of excess 
revenues by refunding them to taxpayers 
or put the moneys into a rainy-day fund. 
Ultimately, under a TEL, the redundancy 
of a substantial portion of tax revenues 
creates a presumption in favor of cutting 
tax rates. 

A TEL provides potential benefits 
because of the changes in tax policy 
that it ultimately precipitates. If the state 
reduces tax rates, the economy will ben-
efit from the resulting increase in the 
after-tax reward for working or living 
in the state. If the state puts excess rev-
enues into a rainy-day fund, it will insu-
late itself against economic downturns. 
Finally, proponents argue that voters are 
always free to approve extra spending or 
taxes and that a TEL does not therefore 
hamper the “people’s will” to expand 
government spending and taxation, 
should that be what the people desire.6

Opponents argue that, by limiting the 
size of government to some artificial 
benchmark, a TEL will force government 
to sacrifice vitally important programs.7 
Forced to constrain spending, the state 
may, for example, find it necessary to 
neglect roads and bridges in order to 
fund education. The resulting sacri-

Tax and 
expenditure 

limitation 
measures 
— ‘TELs’ 

—  are a 
response to 

the expansion 
of  government 

and to concerns 
about the 
economic 

consequences 
of  this 

expansion.  
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fices would eventually damage the state 
economy, they say, because government 
spending, particularly spending on infra-
structure, is vital to economic growth. 

In evaluating these arguments, it is 
important to recognize that there are two 
issues to consider. One issue has to do 
with whether, as proponents argue, gov-
ernment has already grown too large and 
that a tax and expenditure limit of some 
kind is in order. If indeed, that argument 
is true, then it is merely a matter of craft-
ing the TEL that would bring about the 
required contraction in government. 

The second issue has to do with one’s 
conception of the core role of govern-
ment. Is that role one of providing an 
ever-expanding volume of public servic-
es in tandem with the expansion of the 
private sector? Or is it to provide a safety 
net – some minimum below which real 
government spending per capita should 
not be permitted to fall even in periods 
of economic contraction? Depending on 

one’s answers to these questions, a TEL 
either does or does not permit govern-
ment to perform its core role.

One way to test the hypothesis that 
government has grown too large is to 
determine through regression analysis if 
shrinkage in government would redound 
to the benefit of the economy. Given that 
we can estimate the benefit to the econ-
omy from reducing spending, expressed 
here as a fraction of GSP, we can then 
determine the benefit to the economy, 
expressed here as a rise in GSP per capi-
ta, from adopting a TEL.

As for the second issue, the answer 
depends first on one’s sense of what the 
core role of government should be. If 
the role should be mainly to provide a 
safety net, then the answer depends only 
on whether a state could perform that 
role with a TEL as adequately as it can 
without a TEL. Below we show that the 
answer to this question is, “Yes.”

Actual 
government 
spending by 
2004 was $16.18 
billion while 
government 
spending that 
would have 
taken place 
had Nevada 
implemented 
TASC in 1997 
would have been 
$13.49 billion 
— 16.7 percent 
lower, or $2.69 
billion less.The Effect of  TASC on Spending

The capacity of TASC to restrict 
the growth of government spend-
ing derives from its compounding 

effect. The spending level for the period 
prior to the implementation of TASC 
constitutes the base period to which the 
TASC formula is first applied. The first 
year under a TEL usually results in a 
modest reduction in the growth rate of 
spending relative to the level of spend-
ing that would have taken place in the 
absence of TASC. However, in subse-
quent years the difference made by the 
TEL becomes more pronounced as the 
effects of the early reductions become 
compounded over time.

We simulate the state and local spend-
ing levels in Nevada, on the assump-
tion that TASC was in effect from fiscal 
year 1997 to fiscal year 2004. (See the 
Appendix for details.) Actual govern-
ment spending by 2004 was $16.18 bil-
lion while government spending that 
would have taken place by 2004 had 
Nevada implemented TASC in 1997 
would have been $13.49 billion — 16.7 
percent lower, or $2.69 billion less. 

It is important to understand that these 
numbers represent changes (1) from a 
status quo or “baseline” in which there 
was no TASC to (2) a hypothetical sce-
nario in which there would have been 
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a TASC constraint. The numbers do 
not represent changes from one year to 
another under TASC. State government 
spending would continue to rise under 
TASC, though not as rapidly as it would 
have in the absence of the TASC con-
straint. 

Now that we have seen the extent to 
which TASC would have slowed govern-
ment spending, we can address the ques-
tion of how TASC would have worked 
if such a measure should come to be 
adopted in Nevada. 

The Effect of TASC on Nevada’s 
Gross State Product Per Capita

After estimating and testing the model 
(see Appendix), we find that the elastic-
ity of GSP per capita – GSPP – with 
respect to government spending per 
dollar of GSP is 0.1921. This implies 
that a 10 percent increase in the ratio of 
government spending to GSP reduces 
GSPP by 1.92 percent. This result is 
higher than those of our June 2006 study, 
but it is consistent with results from 
the academic literature surveyed in that 
study. The inclusion of local government 
spending is what produces the higher 
result, and it has significant ramifications 
for the debate over the desirability of 
adopting TASC.

The effect of TASC on the growth of 
GSPP reflects the compounding effect it 

has on state and local government spend-
ing. In the first year, TASC produces 
modest increases in GSPP, but in subse-
quent years, the increases become more 
pronounced as the compounding effect 
takes hold. 

 In 2004, under TASC, GSPP in 
Nevada would have been $4,205 or 
10.1 percent greater than it was without 
TASC. The gains to GSPP are propor-
tional to the spending cuts mandated by 
TASC provisions. In general, within the 
range of changes considered here, the 
greater the cut in government spend-
ing per dollar of GSP, the greater the 
increase in GSPP. Table 1 displays the 
results for each year. 

Comparing the Different Initial 
Spending Limit Formulas 

As mentioned previously, a typograph-
ical error in one version of the TASC 
Initiative, as interpreted by TASC oppo-
nents and the Nevada Supreme Court,8 
yielded two different time periods (2005-
2009 and 2007-2009) for calculating 
the initial spending limit for state gov-
ernment spending in 2009. To see how 
these different calculations would affect 
spending and thus GSPP, we conducted 
two additional simulations using the two 
different time periods. Since the formula 
for calculating the initial spending limit 
only differed for computing the limit on 

In the first 
year, TASC 

produces 
modest 

increases 
in GSPP, 

but in 
subsequent 

years, the 
increases 

become more 
pronounced 

as the 
compounding 

effect takes 
hold. 

Year
GSP Per Capita ($) Difference

TASC Actual ($) (percent)
1997 35,102 34,576 526 1.5 percent
1998  36,449 35,521 928 2.6 percent
1999 38,368 36,875 1,492 4.0 percent
2000  37,930 36,098 1,831 5.1 percent
2001  39,000 36,492 2,508 6.9 percent
2002 40,035  37,014 3,022 8.2 percent
2003 41,874 38,386 3,488 9.1 percent

Table 1: Differences in Nevada Gross State Product Per Capita
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state spending we utilize the results from 
our previous study. 

If the initial state spending limits under 
TASC for 2009 are calculated as suggest-
ed by TASC foes — using the combined 
increase in state population and CPI for 
the western states from January 1, 2005 
through January 1, 2009, the amendment 
would achieve little in terms of spending 
restraint. According to the U.S. Census 
Bureau, the Nevada population is expect-
ed to grow by a total compound rate 
of 11.5 percent, and the Congressional 
Budget Office estimated that inflation 
would grow by 10.6 percent over the 
same period. Therefore, by using these 
criteria state and local spending for the 
2009-2011 biennium could grow by 22.1 
percent over the spending levels for the 
2005-2007 biennium, representing little 
restraint on spending. According to U.S. 
Census data, between 1996 and 2004 
total state and local government spend-
ing in Nevada grew at an annual rate of 
12.9 percent. Therefore, spending would 
be restrained by only 3.7 percent over 
the period: (2 x 12.9 percent, or 25.8 per-
cent, minus 22.1 percent).

If, instead, we follow the interpretation 
of TASC proponents and use the growth 
of inflation and population from January 
1, 2007 to January 1, 2009 to calculate 
the initial spending limits under TASC, 
then spending would be limited to a total 
of 10 percent growth (4.4 percent infla-
tion growth plus 5.6 percent increase in 
population). Assuming the federal popu-
lation and CPI projections, this more 
restrictive formula would restrain the 
growth of state spending to 5 percent per 
year — representing a true restraint on 
spending that actually grew from 1996 
to 2004 by an average of 12.9 percent 
per year. Spending would be restrained 
by 12.1 percent, or 6.5 percent per year. 
This is a difference of 8.4 percent over 
the more generous formula. 

How would these two formulas for the 
calculation of the initial spending limit 
under TASC affect the growth of GSPP 
in Nevada, relative to the baseline case? 
The more the TASC formula restricts 
the growth of government spending rela-
tive to the rest of the economy, the more 
GSPP will increase above the baseline 
case of no restriction. Using the more 
generous formula (estimated increase 
in inflation and population growth from 
January 1, 2005 to January 1, 2009) 
GSPP would increase by $88 in 2009, 
while the more restrictive formula (esti-
mated increase in inflation and popula-
tion growth from January 1, 2007 to 
January 1, 2009) yields an increase in 
GSPP of $383.9 The more restrictive 
TASC formula increases GSPP more 
than four times greater than the less 
restrictive formula. 

TASC: Too Little Government 
or the Right Kind of Government?

The second issue we are addressing 
has to do with TASC and the core role 
of government. If that role is to expand 
government in tandem with growth in the 
rest of the economy, then TASC poses an 
obstacle to that role. Measured in “real” 
inflation-adjusted dollars, TASC will 
cause government spending to shrink 
relative to the rest of the economy when 
there is economic growth, that is, when 
GSPP is growing.10 

On the other hand, if the core role 
of government is to provide a safety 
net of vital government services, then 
TASC poses no obstacle. The economy 
is subject to recession and, therefore, 
to periods of declining growth in real 
GSPP. The TASC initiative establishes 
an Emergency Reserve Fund, and a 
Budget Stabilization Fund — two rainy-
day funds — and requires that a portion 
of any excess tax revenues be deposited 
in these funds. As a result, even in peri-

If  the core 
role of  
government 
is to provide a 
safety net 
of  vital 
government 
services, then 
TASC poses 
no obstacle. 
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ods of economic contraction, Nevada 
could avoid a reduction in real govern-
ment spending per capita. Such periods 
would be characterized by increases, not 
decreases, in real government spending 
relative to real GSP.

Consider a period in which the growth 
of real GSP is less than the growth of 
population. Under these conditions, 
TASC permits the government to hold 
real government spending per capita 
constant while real GSP per capita 
is falling. It permits real government 
spending to grow faster than real GSP. 
(See the Appendix for a proof.) TASC 
thus provides a measure of security to 
the recipients of government services 
during periods of low real growth and 
high population growth. 

TASC permits – indeed requires – 
government to create a safety net for 
the provision of its services. Through 
its Emergency Reserve and Budget 
Stabilization funds, TASC permits 
Nevada to maintain a floor beneath 

which government services are not per-
mitted to fall, even when the economy as 
a whole is undergoing a contraction. 

Conclusion
 We conclude that TASC — under the 

more restrictive spending limits dis-
cussed earlier — would bring about sub-
stantial improvements in living standards 
as measured by GSP per capita. During 
periods of economic contraction, when 
revenue collections slow dramatically or 
even turn negative, but increased govern-
ment services are needed, TASC measur-
ably improves the ability of governments 
to continue providing important services. 
And yet, during periods of economic 
expansion, when additional government 
is needed least, TASC would produce 
a significant long-term boost to the 
Nevada economy by constraining gov-
ernment and thus facilitating increases in 
gross state product per person (GSPP). 
In addition, if voters approve, govern-
ment can still expand.

We conclude 
that TASC 

... would 
bring about 
substantial 

improvements 
in living 

standards as 
measured 

by GSP per 
capita.
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Appendix

In our analysis, we use total expendi-
ture, which includes intergovernmental, 

capital, debt interest and direct expen-
ditures as our measure of state govern-
ment spending. We draw the data from 
the Census Bureau’s State and Local 

Government Finances 
reports of population 
for July 1 of the cor-
responding year.11 

The Bureau of Economic Analysis pub-
lishes data for annual Gross State Product 
(GSP), which provides our measure of 
economic activity for each state.12 We 
adjust the calendar-year GSP figures to a 
fiscal year basis so that they correspond 
with our expenditure data, which are 
reported on a fiscal year basis. The U.S. 
Bureau of Labor Statistics provides unem-
ployment rate data for each state.13 To be 
consistent with the rest of the data, we 
used the unemployment rate for the month 
in which the fiscal year ends.14 The data-
set covers the period from 1997 to 2004, 
the latest year data are available.

For the simulations of the different spend-
ing limits under TASC, we use estimates 
of the Consumer Price Index from the 
Congressional Budget Office’s Budget and 
Economic Outlook: Fiscal Years 2007-
2016.15 The U.S. Census Bureau’s Interim 
State Projections of Population by Sex: 
July 1, 2004 to 2030 for our estimates of 
Neveda’s population growth. 

In modeling any economic indicator 
such as GSP per capita (GSPP in the 

equations below), it is necessary to distin-
guish between values of the indicator that 
reflect its “time dependence,” on the one 
hand, and the effects of other variables 

reflecting the state of 
the economy and gov-
ernment policy, on the 
other. Time depen-

dence has to do with the dependence of 
current values of a variable, here GSPP, 
on its past values. The other variables that 
we use to explain current GSPP are state 
spending per dollar of GSP (identified 
as GGSP), as potentially influenced by 
TASC and other policies, and the unem-
ployment rate, chosen to control for the 
economic cycle.

In our estimations we use an autoregres-
sive panel-data model. The panel setup 
assumes that the data generating process is 
the same for all states in the model. Since 
a panel is composed of both cross-sectional 
(state-varying) and time-varying variables, 
we must capture specific state and time 
effects. We assume that time affects the 
intercept in the model and is fixed in nature. 
We also assume that state-specific factors 
affect the intercept. Finally, because we 
want to estimate elasticities, we take the 
natural logarithm of the variables.

The setup for the Model is:

(1) ( ) ( ) ( ) ( ), 1 , 2 , 3 , 1 ,ln ln ln lns y s y s y s y s y s tGSPP GGSP Unemp GSPPφ θ β β β ε−= + + + + +

Table 2: Variable Descriptions
Variable Measure

GSPP Gross State Product (GSP) per capita     
GGSP State Government Spending per dollar of GSP

Unemp. State Unemployment Rate
D93 – D00 Dummy Variables to capture specific level year effects

Data Sources The Model
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Table 2 provides descriptions of the 
variables. In equation (1), s represents the 
state and y the time period (year). The 
state specifi c level effects are captured 
by sφ  and the time specifi c ones by yθ . 
Finally, ,s yε  is the unobservable portion 
of the model. 

The Model estimates the coeffi cients 
assuming that the state specifi c level 
effects are fi xed. In our June 2006 report 
we performed the appropriate tests for 
the presence of both fi xed and random 
effects. The tests confi rmed the presence 
of both fi xed and random effects at 
the 1% level of signifi cance. From the 
Hausman test, we know that our fi xed 
effect Model is better and this implies 
that unemployment does affect GSP per 

capita, but with a delay and that the state- 
specifi c effects are fi xed, not random. 

Calculation Methodology
We want to determine the differ-

ence TASC would have made in a given 
year y if a given state s had adopted it 
for implementation in fiscal year 1997. 
Let y = FY 1992, 1993, …, 2000, (we 
use these years because we include local 
level data which is not released at year 
2001, 2002 and 2004. Since we use lags 
in the model, considering consistency, 
we have to use data before 2000.) and 
let s = 1, 2, …, 50. For a given state s 
and year y, we calculate the percent-
age increase in Gross State Product per 
capita for s and for y that is attributable 
to TASC as

where ( )( ), ,EXP ln E lnNT T
y s s yGSPP GSPP+ Δ  is the antilog of ,ln NT

y sGSPP

( ),E ln T
s yGSPP+ Δ

 
and ( ),E ln T

s yGSPPΔ  is the expected difference between the log of 

,
T

s yGSPP and the log of ,
NT

s yGSPP for state s in year y. 

(2) ,
,

,

% 1
T

s y
s y NT

s y

GSPP
GSPP

GSPP
Δ = − ,

where ,
T

s yGSPP  is Gross State Product per capita for state s in year y, under TASC, 
and ,

NT
s yGSPP  is Gross State Product per capita for state s in year y, not under TASC. 

We compute ,
NT

s yGSPP as

(3) , , ,/NT NT
s y s y s yGSPP GSP POP= ,

where ,
NT

s yGSP  is Gross State Product, given that TASC has not been in effect, and 

,s yPOP  is the population of state s in year y. 
We compute ,

T
s yGSPP  as

(4) ( )( ), , ,EXP ln E lnT NT T
s y y s s yGSPP GSPP GSPP= + Δ , 
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Table 3: Coeffi cient Estimations and Specifi cation Tests’ Statistics

Variable Model 1

Constant 4.752477 ***
16.92

Ln(GGSP) -0.1921459 ***
-6.98

Ln(Unemp.t) -0.0265593 ***
-2.77

Ln(GSPPt-1) 0.5150462 ***
12.02

D93

D94 -0.0564561 ***
-7.47

D95 -0.0594543 ***
-6.89

D96 -0.0521097 ***
-6.53

D97 -0.0243165 ***
-3.76

D98 -0.0258117 ***
-0.74

D99 -0.0021108
16.92

Number of obs 350 
Number of groups 50
Joint Significance Test 774.6 ***
*** Significant at 1% ** Significant at 5% * Significant at 10% 

We compute ( ),1992E ln T
sGSPPΔ

 
as

(5) ( ) ( ),1992 1 ,1992E ln lnT T
s sGSPP E GGSPβ ⎡ ⎤Δ = Δ⎣ ⎦  

and ( ),E ln T
s yGSPPΔ , for y = 1993, …,2000, as

(6) ( ) ( ) ( ), 1 , 2 , 1E ln ln E lnT T T
s y s y s yGSPP E GGSP GSPPβ β −

⎡ ⎤ ⎡ ⎤Δ = Δ + Δ⎣ ⎦ ⎣ ⎦ , 

where

(7) 1β  = -0.1921 and

(8) 2β  = 0.5150

and where ( ),ln T
s yE GGSPΔ  is the expected difference between the natural logarithm 

of state government spending per dollar of GSP under TASC and the natural 
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logarithm of state government spending per dollar of GSP not under TASC:

(15) ,
T
s yg  = , ,s b s bnπ + , where

(16) ,s bπ  = the infl ation for state s and

(17) ,s bn  = population growth for state s 

(10) ( ) , ,
,

, ,

ln ln ln
T NT
s y s yT

s y T NT
s y s y

G G
E GGSP E

GSP GSP

⎛ ⎞
Δ = −⎜ ⎟⎜ ⎟

⎝ ⎠
.

Here ,
NT
s yG is state government spending for state s in year y, given that TASC is not 

in effect, and ,
T
s yG  is state government spending in state s in year y, given that TASC 

is in effect. ,
T
s yG  is constrained to grow at either the rate of population plus infl ation 

for the benchmark year or at the rate that ,
NT
s yG actually grew, whichever is less. Let 

,
NT
s yg  denote the non-TASC (i.e., the actual) growth of ,

NT
s yG , and let ,

T
s yg denote the 

TASC-constrained growth of state spending. The TASC constraint will apply when 

, ,
NT T
s y s yg g≥  but not when , ,

NT T
s y s yg g< . Thus

(10) ,1993 ,1993 ,1992(1 )T T
s s sG g G= + , where ,1993 ,1993

NT T
s sg g≥

(11) , , , 1(1 )T T T
s y s y s yG g G −= + , y = 1994,…,2000, where, , ,

NT T
s y s yg g≥ ,

(12) ,1993 ,1993 ,1992(1 )T NT
s s sG g G= + , where ,1993 ,1993

NT T
s sg g<  and 

(13) , , , 1(1 )T NT T
s y s y s yG g G −= + , y = 1994,…, 2000, where , ,

NT T
s y s yg g< . 

We compute ,
NT
s yg  as

(14) ,
NT
s yg = ,

, 1

1
NT
s y

NT
s y

G

G −

−

and ,
T
s yg  as

,
T

s yGSP  is the value of Gross State Product which, we estimate, would have been16 
recorded for state s in year y¸ had TASC been implemented in 1993. We should think 
of this estimate as accounting for the effect of TASC on GSP in year y, given that 
TASC went into effect in 1993 and remained in effect through year 1y − . It does 
not account for the effect on GSP in year y of the fact that TASC remains in effect 

for the benchmark year b, as defi ned by the TASC measure being adopted.
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(18) ,1993 ,1993
T NT

s sGSP GSP=  and

 (19) ( ) ,
, , 1 , 1

, 1

NT
s yT T

s y s y s y NT
s y

GSP
GSP E GSPP POP

GSP− −
−

⎛ ⎞
= ⎜ ⎟⎜ ⎟

⎝ ⎠
, y = 1994, …,2000.

(21) RGSPg = the growth of real GSP, 

(22) RGSPPg  = the growth of real GSP per capita

(23) NGg  = the growth of nominal government spending,

(24) RGg = the growth of real government spending,

(25) RGPg  = the growth of real government spending per capita,

(26) π = the infl ation rate and 

(27) n = the growth of population. 

Then 

through that year. Thus

Suppose that 

Maintaining a Safety Net: 
Can Government Grow Faster than GSP under a TASC measure?

(20) NGSPg = the growth of nominal GSP, 

(28) RGSPg = NGSPg π− ,

(29) RGSPP RGSPg g n= − ,

(30) RG NGg g π= − ,

(31) RGP RGg g n= − .

Under TASC, NG b bg nπ≤ + . Assume b bn nπ π+ ≥ + and that the state draws revenue 
from a rainy-day fund, as needed, to keep the growth of spending at least equal to

nπ + . Then

(32) NGg nπ≥ + ,
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(33) RGg n≥  and

(34) 0RGPg ≥ .

 Now assume that RGSPg , i.e., the growth of nominal GSP minus the infl ation rate, is 
less than the growth of population. That is,

(35) RGSP NGSPg g nπ= − <

and

The growth of real government spending exceeds the growth of real GSP. The growth 
of real GSP per capita is negative, while the growth of real government spending per 
capita is positive or zero. 
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Then

(36) RGSP RGg g<

(37) 0RGSPPg < .
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TASC initiative. It explicitly stated what courts were to do in any case where alternative reasonable interpretations of TASC 
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Under that interpretation, the term “cumulative” referred to the addition of the rate of biennial population change to the rate of 
biennial inflation, as in subsection 4.1 — not the addition of two different biennial inflation rates to each other and the addition 
of two different biennial rates of population change to each other, followed by the combination of those two sums. TASC pro-
ponents also argue that the drafters’ interpretation was the only one consistent with the purpose of proposing tax and spending 
control at all.
Since the different formulas only apply to the state spending calculation, for these simulations we apply the elasticities from our 
previous study:  -.1013 for SGS per dollar of GSP and .4656 for GSP per capita.
This is not to say that government services must also shrink:  By operating more efficiently, government can maintain or even 
expand services even when it reduces spending.  We ignore this point here, however, in order to show how government can 
maintain a safety net under a TASC even when there is no scope for improving efficiency.
U.S. Census Bureau, Federal State and Local Governments: State Financial Data; available from     http://www.census.gov/
govs/www/state.html; Internet; accessed 27 March 2006.  The table also contains population estimates for each state.       
U.S. Department of Commerce, Bureau of Economic Analysis, Regional Economic Accounts, Gross State Product; available 
from http://www.bea.gov/bea/regional/gsp/; Internet; accessed 27 March 2006.  
U.S. Department of Labor; Bureau of Labor Statistics; available from http://www.bls.gov/lau/home.htm; Internet: accessed 27 
March 2006. 
The end of the fiscal year is June 30th.
U.S. Congress, Congressional Budget Office, “Budget and Economic Outlook for Fiscal Years 2007 to 2016,” Washington D.C:
GPO, January 2006.
The benchmark year is ordinarily the calendar year that precedes the calendar year in which the fiscal year begins.  For exam-
ple, the benchmark inflation rate for FY 2004 is the inflation rate recorded for 2002.
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Analysis is published by the Nevada Policy Research Insti-
tute (NPRI) to evaluate government policies and proposals 
for reform. Nothing published herein should be construed 
as necessarily refl ecting the views of NPRI as a corporate 
entity or as an attempt to aid or hinder the passage of any 

particular item of legislation. Please contact NPRI for reprint 
permission or further information. The Nevada Policy Re-
search Institute was founded in 1991 to promote individual 
liberty, public understanding of free markets and the many 
alternatives that exist to governmental coercion.


