
Topsy-Turvy in the Ocean State
by Martin A. Sullivan

There’s something about Rhode Island that
makes Republicans liberal and Democrats conserva-
tive. For years in the U.S. Senate, Republican Sen.
Lincoln Chafee has voted against tax cuts and
almost everything else President Bush supports.
Now, in the state Assembly, Democratic House
Speaker William J. Murphy wants to cut the top
personal income tax rate from 9.9 percent to 5.5
percent.

At a February 2 press briefing, Murphy, flanked
by fellow Democrats state House Majority Leader
Gordon D. Fox and Finance Committee Chair
Steven M. Costantino, announced a nine-part tax
package, the Taxpayer Relief Act of 2006, that is
‘‘designed to make Rhode Island more attractive to
businesses and to provide tax relief to citizens while
maintaining much-needed revenue for the state.’’

The centerpiece of the legislation is a new alter-
native tax rate for high-income households. Instead
of paying the current top tax rate of 9.9 percent of
federal adjusted gross income subject to state-level
adjustments and deductions, high-income taxpayers
could elect to pay 7.5 percent of federal AGI, with no

subsequent adjustments. Over the course of five
years, the rate would gradually drop to 5.5 percent.
Under the current system of graduated rates, mar-
ried couples filing jointly pay state income tax equal
to 3.75 percent of taxable income up to $49,650. On
income exceeding that amount, the tax rate starts at
7 percent and increases incrementally until it
reaches 9.9 percent for income in excess of $326,450.

That’s the type of proposal one might expect from
Rhode Island’s Republican governor. But Gov. Don
Carcieri, preoccupied with the estimated $240 mil-
lion shortfall in the state budget, has limited his tax
cut agenda to a modest reduction of the state’s
property tax on cars. Peeved but outwardly support-
ive, the governor’s spokesperson asked how House
Democrats plan to pay for their tax cuts. The Provi-
dence Journal reported Fox’s response: ‘‘Maybe we
need to look at some entitlement programs.’’

Supply-side economics is about
capital formation. Tax competition
is about capital shifting.

Fox proclaims himself to be a liberal Democrat.
More traditional liberals, like columnist M.

Charles Bakst, are aghast. About the Democratic
‘‘quest to cut the income tax for rich people,’’ Bakst
wrote in The Providence Journal: ‘‘I could scream
about this.’’ Meanwhile, editorial writers in The Wall
Street Journal are thrilled. ‘‘Pass the smelling salts.
Liberals discover the flat tax,’’ they wrote. And after
the Journal editors gloated, they goaded, ‘‘Republi-
cans might try congratulating Democrats for their
supply-side revelation, and then joining them in
doing right by taxpayers.’’

But before anybody gets too overheated one way
or the other about a flat tax revolution in Rhode
Island, three points are worth mentioning.

First, the proposed bill has only a small chance of
becoming law. Despite The Wall Street Journal’s
urging, the governor and other Rhode Island Repub-
licans are not about to hand a victory to their
opponents. Perhaps the larger obstacle for Murphy
and company is the cool reception from members of
their own party. Democratic Senate President Jo-
seph A. Montalbano commented, ‘‘I don’t think we
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can, facing that type of budget deficit, make that a
priority at this time.’’ Then there is the state’s
lieutenant governor, Democrat Charles J. Fogarty.
With faint praise, he endorsed the proposal as ‘‘an
excellent starting point’’ for making Rhode Island
more competitive, and then said his priority for tax
reform would be the state’s high property taxes.

Second, what The Wall Street Journal called a
‘‘flat tax’’ shares only some of the characteristics of
the flat tax advocated first by Robert Hall and Alvin
Rabushka, then by former U.S. House Majority
Leader Richard K. Armey, R-Texas, and finally by
publisher and former presidential candidate Steve
Forbes. The proposed flat tax for Rhode Island has a
broad tax base and a flat single rate like the Hall-
Rabushka-Armey-Forbes tax. But the Rhode Island
proposal, unlike its more famous counterpart, would
not replace the corporate tax with a new business
tax, it would not repeal the estate tax, and it would
still subject interest, dividends, and capital gains to
taxation. And on top of all that, the proposed Rhode
Island flat tax would be optional while under the
proposed national flat tax the new rates and rules
would be mandatory.

Finally, when looking at the Democrats’ motiva-
tion for reducing rates, it’s important to distinguish

between the concepts of supply-side economics and
tax competition. Real supply-side economics is about
inducing individuals to save more and businesses to
invest more. It is about capital formation. Tax com-
petition is a lesser concept. Tax competition induces
governments to lower their taxes in order to lure
individuals and businesses into moving their assets
across borders. It’s about capital shifting.

Rhode Island Democrats have not caught supply-
side fever. Center-left politicians throughout the
world have learned that they can’t make tax policy
inside a bubble; they must lower tax rates to prevent
mobile capital and the globe-trotting wealthy from
skipping their jurisdictions. Rhode Island politicians
are no different. They want to prevent the migration
of Rhode Island’s jobs and its tax base to Massachu-
setts and Connecticut. They’re learning they no
longer have the luxury of ruminating about how
high tax rates should be. The question is how high
can they be?

Rhode Island’s Taxpayer Relief Act of 2006 may
not become law in 2006. But it is inevitable that
relentless tax competition will make lower rates a
reality for Rhode Island’s richest. ✰

Viewpoint
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