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About the John Locke Foundation

The John Locke Foundation was created in 1990 as an independent, nonprofit think tank that would work
“for truth, for freedom, and for the future of North Carolina.” The Foundation is named for John Locke (1632-
1704), an English philosopher whose writings inspired Thomas Jefferson and the other Founders. The John Locke
Foundation is a 501(c)(3) research institute and is funded solely from voluntary contributions from individuals,
corporations, and charitable foundations.

JLF’s Vision

The John Locke Foundation envisions a North Carolina of responsible citizens, strong families, and successful
communities committed to individual liberty and limited, constitutional government.

JLF’s Mission

The John Locke Foundation employs research, journalism, and outreach programs to transform government
through competition, innovation, personal freedom, and personal responsibility. JLF seeks a better balance between
the public sector and private institutions of family, faith, community, and enterprise.
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Agenda

20 Years of Agenda

Every two years, coinciding with the political campaigns for the North Carolina legislature, the research division at the
John Locke Foundation produces a document that we simply call Agenda. It is meant to be a candidate’s guide to the issues
that we believe should be most important to them, both in their campaigns and, if elected, how they govern.

Of course, consistent with JLF’s overall theme, the goal of the policy proposals offered in this document is greater
individual liberty and consequently greater prosperity for the citizens of North Carolina. In particular, we know that both
economic theory and economic history demonstrate that policies guided by the principles of liberty and free markets will
help those at the bottom of the economic ladder the most, giving them the tools and the opportunities they need to climb
into the ranks of the more prosperous.

All of our proposals and analysis are ultimately guided by Article 1, Section 1 of the North Carolina Constitution, which
states:

"We hold it to be self-evident that all persons are created equal; that they are endowed
by their Creator with certain inalienable rights; that among these are life, liberty, the
enjoyment of the fruits of their own labor, and the pursuit of happiness.”

These principles are the foundation of all of the policy proposals that we have advanced over the years in our Agenda
document, including, and maybe especially, the idea that people have a basic right to the “fruits of their own labor,” which
lies at the root of a free-market economy and a free society more generally. A basic underpinning of this “Creator endowed
right” is the right to property. If you have a right to the fruits of your labor, it means you have property rights to it and to
yourself, that is, your labor. The right to do with your property as you see fit is what ultimately gives moral justification to
the free-market system. Agenda is meant to give practical application to these moral precepts.

All this is by way of pointing out the importance of this year’s Agenda. It will be 20 years since the John Locke Foundation
started the biennial publication, and this year’s issue will be the eleventh edition of this showcase document. The first Agenda
was published in 1996, when John Locke Foundation had only a handful of employees, and, for the most part, nearly all
of the research and publication was being done by then President and current board chairman John Hood and investigative
journalist extraordinaire Don Carrington. I was honored to be added to this team for the 2002 edition and in 2006, the year
after the research division as now constituted was created, the entire process was transferred to the new staff.

For anyone who has kept up with all of the editions of Agenda over the years, one thing is likely to be quite clear: The
more things change, the more they stay the same. I have compared this to a point made by Steve Forbes in his introduction to
the 50th Anniversary edition of Henry Hazlitt’s classic 1946 volume, Economics in One Lesson. Forbes noted, “every tenet
of the new economics that Hazlitt dispels [in 1946] continues today to rear its head in one form or another.” It is quite clear
that this is true for questions of public policy in North Carolina. Indeed, there are problems and solutions that were noted
in our first edition of Agenda back in1996 that will still be part of our discussion in 2016.

The players and the political parties in charge have changed, but many of the problems remain the same. And even when
the specific issues have changed or the focus has shifted, the principles that are being applied have remained constant and,
from the perspective of those of us at the JLF, more important and more cherished than ever.

Dr. Roy Cordato
Vice President for Research
John Locke Foundation
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Budget, Taxation, and the Economy

Economic Growth

Beginning in 2013 with the passage of tax and regulatory
reform, the North Carolina legislature has begun consciously
to pursue policies that are meant to expand economic
growth on a statewide level (See sections titled “Tax Reform”
and “Regulatory Reform”) i.e. policies aimed at allowing
businesses to act efficiently and entrepreneurs to innovate
and pursue opportunities as they see them.

For decades, North Carolina pursued what is generally
referred to as “economic development policy,” which is
distinctly different from economic growth policy. Economic
development policies focus on stimulating specific localities,
regions, and businesses within the state, not growing the
state’s economy as a whole.

The Department of Commerce (DOC), which describes
itself as "the state's leading economic development
agency," notes that it “works with local, regional, national
and international companies,” giving them assistance
and resources necessary to meet their unique business
needs.” Industries that the state, via the DOC, takes pride
in subsidizing include tourism, the film industry, sports
development, telecommunications, biotechnologies, health
care, and financial services. But because the state cannot target
one industry, locality, or region for “economic development”
spending without draining resources from other parts of the
state, these polices end up being little more than state central
planning in which government picks winners and losers.

The premise behind policies to promote economic
growth is that private entrepreneurs using their own money
or the money of voluntary investors know best how resources
should be allocated. The problem facing policymakers then
is to see to it that property rights are secure, ensure that
entrepreneurs can use their property rights in any way they
believe will be most productive, and implement tax and
regulatory policies that do not get in the way of this process.
Economic development policies divert resources from this
process, thereby moving resources to less efficient uses,
hindering economic growth.

During the 2015 legislative session, nearly every proposal
to implement new or expand existing economic development
programs was passed into law. This schizophrenic approach
to economic policy is like trying to increase the speed
that a boat is traveling by investing in a bigger and more
powerful motor while simultaneously tossing a heavy anchor
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over the side. Sure the boat may continue to move forward
and indeed it may increase its speed if the force of the new
engine is greater than the drag of the anchor. But clearly the
new engine would work even better if the anchor is lifted
completely.

Key Facts

* Over the past several years North Carolina lawmakers
have begun to craft policies with an eye toward enhanc-
ing economic growth. They have done this primarily by
implementing pro-growth tax and regulatory reform and
cutting taxes overall. (See sections titled “Tax Reform”
and “Regulatory Reform”.)

* Economic growth rates in North Carolina, relative to the
rest of the country, attest to the success of this approach.
Since 2013, the average economic growth rate in North
Carolina has been well above the national average.

* North Carolina’s economic development policies have led
the state to create dozens of special programs that include
tax breaks and subsidies for favored industries and com-
panies, all of which distort resource allocation.

* The implicit belief behind economic development policy
is that the decisions of entrepreneurs in a free market
cannot be trusted. “Experts” in the state bureaucracy be-
lieve they can effectively decide what kinds of businesses
and industries are best for the state economy and then
centrally direct what would otherwise be private-sector
resources toward chosen companies. By definition, these
resources are being diverted from other, potentially more
productive, opportunities that market participants may
have chosen.

* Economic growth policy would seek to remove gov-
ernment from the resource allocation picture entirely,
creating an environment that encourages private-sector
entrepreneurship.

* True entrepreneurship, which is about identifying and
investing in opportunities for profit in the free market, is
what lifts economies out of recessions and creates jobs.

* Changes to the state’s corporate income tax eliminated
some of the special tax breaks that had been part of the tax
code for some time. This was a step in the right direction.

—~
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* North Carolina’s tax system still penalizes investment and 2. Repeal the Local Development Act of 1925 that au-

entrepreneurship by double, and in some cases triple, tax- thorizes local government entities to harm economic
ing the economic returns to entrepreneurial activities and growth by pursuing economic development policies
investment, thereby hindering economic growth. using property tax collections to subsidize favored busi-
* Business subsidies in pursuit of economic development nesses.
might be most egregious at the local level with city and 3. Continue to pursue pro-growth tax reform by eliminat-
county governments in fierce competition with one an- ing tax biases against investment and entrepreneurship
other to attract particular investments. All of this activity by creating universal tax-free saving and investment ac-
is authorized by the Local Development Act of 1925. counts, abolishing or reducing taxation on capital gains,

and allowing businesses to deduct all expenses from
their taxable income in the year that they are incurred.
(See section on Tax Reform.)

Recommendations

1. Repeal all economic development policies that grant

special favors to particular businesses or industries. 4. Continue to pursue regulatory reform by looking for

These policies include The One North Carolina Fund ways to reduce outdated or ineffective regulations when
JDIG (Job Development Investment Grants), and the the benefits don't outweigh the costs.
Golden Leaf Foundation. 5. Eliminate or make changes to occupational licensing

laws that may block entrepreneurship. (See section on
Occupational Licensing.)

Nominal Gross Domestic Product Growth - North Carolina and United States

9%

8%

[ North carolina United States

7%

6%

5%

4%

3%

2%

1%

0

PERCENTAGE GROWTH OF GDP

-1%
-2%
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: US. Bureau of Economic Analysis

Lohe

5 F OUNDATION

~



http://www.johnlocke.org/research/economic-incentives-county-by-county/

Budget, Taxation, and the Economy

Film Incentives

“Bull Durham,” “Last of the Mohicans,” “Dirty Dancing,”
and most other beloved “North Carolina films” were
produced without film incentives. They were made years and
years before state officials ever thought the industry required
government help.

North Carolina is an attractive location for many
reasons. It offers a diverse climate, rural to urban landscapes,
mountainous to coastal terrain, a cornucopia of settings, a
good production infrastructure, and it’s a right-to-work state
with competitive wages and cost-of-living expenses.

Key Facts

* The idea behind film incentives is simply this: Lower
costs of doing business are good for business.

* The problem is, film incentives are special treatment for
just one kind of business. Other businesses don’t benefit;
in fact, they effectively pay higher tax rates subsidizing
the favored industry.

* Unlike other economic incentive programs, film incen-
tives don't require recipients to earn them over time by
fulfilling specific job-creation targets or other long-term
promises.

* Those who benefit from film productions coming to
North Carolina because of the incentives include state and
local film offices, local studios, film crew workers, restau-
rants, hotels, hairdressers, carpenters, lumber yards, etc.

* The incentives’ biggest beneficiaries are film production
companies. And that is true even if they don’t produce in
North Carolina.

* North Carolina’s incentives “bid” pressures other states to
increase theirs, and vice versa.

* This aspect of film incentives is what 7he Economist called
“a stupid trend” and a “beggar-thy-neighbor trade war.”

* It means there can be no “right” amount of incentives.
Competing incentives packages offered by other states —
not to mention many other countries! — are in constant
fux.

* The solution more and more states are realizing is to get
out of the losing game entirely. This game is not that old,
actually.
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From 2002 to 2009, the number of states with film
incentives programs grew from four all the way to 44. By
2009, only six states were not offering film incentives.

North Carolina started offering film incentives in 2005.

Meanwhile, many state governments studied the returns
on their film incentives and found they were getting only
a handful of pennies per dollar revenue spent.

By 2016, then, about one-third (16) of states were not
offering film incentives.

In North Carolina, the Commerce Department in 2014
found a net “negative budgetary impact” of the film
incentives program, with the state getting a return of just.
over 19 cents per dollar of tax credit given.

At that time the state offered a refundable income tax
credit of 25 percent of qualifying production expenses
with the maximum credit of $20 million, and there was
no annual spending cap on the program.

After some tinkering, now North Carolina’s film produc-
tion incentive is a grant program. It offers a rebate of

up to 25 percent of qualifying expenses with differing
maximum credits for TV series ($9 million), feature films
($5 million), and commercials ($250,000). The program
has an annual cap of $30 million.

Rather than lowering the costs of doing business just
for specially favored industries through targeted incen-
tives, state leaders should use corporate income tax cuts
and regulatory reforms to lower business costs across the

board.

Such policies have solid empirical backing. They can be
considered all-comers incentives, good for untold num-
bers of business ventures across the state and, therefore,
the state’s economic growth.

Positive economic returns from the historic tax and regu-
latory reforms of 2013 underscore this broad incentive
effect.

A vibrant economy and lower costs of doing business can
supplement the state’s amenities to film productions as
well as to hosts of other, overlooked business endeavors.

—~
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Recommendations 2. Let across-the-board corporate and income tax cuts and
regulatory reforms add to the state’s many other ameni-

1. End the film production grant program. ) ;
ties to attract productions.

PENNIES ON THE DOLLAR: State Film Incentives Returns per Tax Dollar
Given (Various States and Studies, 2008-2013)

STATE CENTS YEAR
CONNECTICUT ‘ 7 2008
NEW MEXICO ‘ 14 2008
ARIZONA ‘ 28 2009
PENNSYLVANIA ‘ 24 2009
WISCONSIN ‘ 23 2009
MICHIGAN ‘ 11 2010
MISSOURI ‘ 32 2010
NEW JERSEY ‘ 45 2011
OHIO ‘ 21 2012
LOUISIANA ‘ 14 2012
MASSACHUSETTS ‘ 13 2013
NORTH CAROLINA | 19 2013
$1.00

[l state Without Film Incentives - 2016
[ state Without Film Incentives - 2009

. State Without Film Incentives - 2009 & 2016

Source: Tax Foundation, EP Financial Solutions
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Budget, Taxation, and the Economy

Analyst: Jon Sanders

Highways and Inferstates

North Carolina’s road quality has been steadily improving
in recent years. It is now at or above the national average in
some studies.

Importantly, recent reform of the state transportation
funding formula promises to keep this improvement on an
upward trajectory. The state’s new approach puts greater
weight on easing congestion, promoting economic growth,
and improving highway safety.

Transportation  dollars are  scarce, and  people
understandably dislike being made to pay more, no matter the
mechanism. All the more reason that making more effective
use of existing funds is wise, responsible policy.

Key Facts

* Combined spending by North Carolina governments on
transportation comes to about $4.5 billion a year. About
90 percent of that goes to roads and bridges.

* In 2013 Gov. Pat McCrory and the General Assembly
enacted a new state transportation policy, the Strategic
Transportation Investments law, a significant reform
that changed how states, regions, and localities set
transportation priorities. The new law has clearly stated
goals upon which transportation projects compete with
each other for funding: congestion relief, safety im-
provement, economic competitiveness, and the efficient
movement of people and freight.

* With data-driven project prioritization, North Carolin-
ians should expect better, more efficient use of highway
funds. A 2013 study by transportation experts at the
Hartgen Group and the Reason Foundation found that
through better prioritization of projects, North Carolina
could meet its highway needs without additional taxes.

* Data-driven project prioritization can be good even for
North Carolinians who live outside of the most popu-
lous areas. Congested urban freeways can be a deterrent
to business locations and also expansions. Keeping them
more open means rural residents will have more op-
portunities to connect with more jobs, retail, and other
amenities across metropolitan areas.

¢ North Carolina’s reform is ahead of the curve. In Febru-
ary 2016 the Congressional Budget Office released a
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study of federal transportation priorities. Among other
things, it found that transportation spending would
produce greater benefits relative to costs if put toward
these purposes:

adding interstate lanes in urban areas

— making major repairs of interstates and other
highways in urban areas

— repairing bridges, especially on rural interstates
and also primary and secondary roads

Other changes have added hundreds of millions of dol-

lars a year to North Carolina transportation budgets.

Notably, in the 2015-16 state budget, the legislature
ended the transfer of gas tax revenue from the Highway
Fund to the General Fund. Ending the transfer kept
over $215 million of revenue per year raised from mo-
torists for use to maintain and expand North Carolina
roads and bridges. That money no longer is taken for
use in other state programs.

A similar change under the latter Easley and Perdue
administrations phased out the Highway Trust Fund
transfer, keeping over $172 million in revenue per year
to maintain and expand North Carolina roads and

bridges.

State spending for bridge repair and construction went
up by 58 percent (to $242 million) in the 2015-16 bud-
get. Spending on road resurfacing went up 22 percent

(to $498 million).

Other road maintenance and resurfacing went up by
$68 million. Also, the Highway Trust Fund finances
$337 million for new highway construction projects.

Other recent changes include increasing Division of
Motor Vehicles fees and changing how the state’s excise
tax on gasoline is calculated.

The gas-tax change lowered tax collections in the short
term, but it should allow greater revenues in the future
along with inflation.

A March 2016 poll from High Point University found
North Carolina strongly opposed to several options for
raising highway revenue: 63 percent opposed toll roads,
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72 percent opposed increasing the gas tax, and 87 per-

cent opposed taxing motorists per-vehicle-mile traveled.

Such findings underscore the wisdom in making state

transportation expenditures more efficient and effective.

dollars with high-priority transportation needs. Her
motorists can expect better returns from a transporta-
tion policy that makes more efficient use of existing re-
sources to improve transportation infrastructure where

it’s most needed.

Recommendations 2. Continue to look for projects and programs funded
with transportation dollars that would be more appro-

1. Stay the course on recent reforms. North Carolina
priately funded with General Fund dollars.

is at the vanguard of aligning scarce transportation

Revenue Transferred Into the General Fund From The Highway Fund
2012-13 Through 2016-17

$250

$212.3 $218.1 $215.9 $215.9

$200

$150

$100
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AMOUNT TRANSFERRED (IN MILLIONS USD)

$0

2012-13 2013-14 2014-15 2015-16 2016-17

Source: North Carolina General Assembly
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Budget, Taxation, and the Economy

Minimum Wage

Working for the lowest allowable wage is nobody's ideal.
People are rightfully moved by the thought of their neighbors
toiling in menial work for small wages. They know how hard
it is to make ends meet, even with greater earnings.

They'd like to help. How? Some engage in charitable
endeavors, not just ones that provide for their immediate
needs, but also ones that offer job and life skill training to
help people learn how to find and keep jobs. Some openly
seek to hire them and build them up as employees and
productive individuals who see they have something to offer
society. Some offer education and training, and some provide
ways to help employers find job seekers.

Some think the way to do it is have the government,
federal or state, enforce a large increase in the minimum
wage. They're joined by politicians, activists, and of course
self-serving demagogues seeking to profit from their good
intentions.

The Obama administration advocates raising the per hour
minimum wage from $7.25 per hour to $10.10 per hour, a
39 percent increase. Some push for much, much higher: to
$15 per hour, a 107 percent increase.

Here are things a higher minimum wage can't do: It can't
increase the skill level of any worker. It can't expand payrolls. It
can't keep the hours offered by employers steady. It can't make
automation less price-competitive to more expensive human
labor. Finally, it can't make employers stay in business. All it
can do is make it more expensive to employ low-level workers.

Compassionate or not, raising the minimum wage has the
bitter unintended consequence of putting the very people
out of work that well-intentioned supporters think they're
helping: the poorest, the least skilled, and the disadvantaged.

Key Facts

* Most minimum wage workers are new to the workforce,
often unproven, and often not educated beyond high
school. They are getting startup wages because they are
startup workers.

* Pew Research Center found only about 2.6 percent of the
nation's workforce is paid at or below the federal mini-
mum wage. Slightly over half of them are between the
ages of 16 and 24, and about one fourth are between the
ages of 16 and 19.
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* Raising the minimum wage to $10.10 per hour could
cost nearly 50,000 jobs in North Carolina, according to a
recent study published in the Journal of Labor Research. 1t
would affect not just the small portion of minimum wage
earners, but all workers earning below $10.10 per hour.

* Raising the minimum wage to $15 per hour would have
an even harsher impact. That's because it would affect all
workers earning below $15 per hour — over 40 percent
of the wage and salaried workforce in North Carolina.
According to new research from the Heritage Founda-
tion, it would cost over 330,000 jobs in North Carolina
(full-time equivalent jobs) by 2021.

* Economists agree that the minimum wage increases un-

employment among young and unskilled workers. Why?
Because employers are more likely to expect their output
will be less than how much it will cost to employ them.

* In 2015 the University of New Hampshire Survey Center
found vast majorities of economists believe a $15-per-
hour minimum wage would result in:

— Lost jobs

— More skills required to get any job, even an
entry-level job

— Fewer young people finding work
— Business closings

o After the last large increase in the minimum wage (in
2007), employment of teenagers fell by 10 percentage
points within 5 years.

* A Today/Reuters analysis in 2012 found that the teens
hardest hit were also "those who may need the money
most: teens from poor families in which a parent is out of
work." Least affected: teens from wealthier families with

working parents.

* Fewer jobs and less opportunity is no small matter. Labor
researchers describe a lifetime "ripple” effect of someone
having held a job: they're more likely to keep working.

A higher minimum wage that increasingly leaves poor
teens and low-skilled workers behind only perpetuates the
problem.

* A recent working paper from the National Bureau of
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Economic Research on the effects of a minimum wage in-
crease found "significant, negative effects on the employ-
ment and income growth of targeted workers." It keeps
them from accumulating experience as well as income,
and it limits their upward income mobility, even to rise
just to the lower middle class.

Recommendation

1. Keep the state minimum wage no higher than the
federal minimum wage. Create no greater harm to the
poorest, least skilled, and least experienced workers in
North Carolina.

Estimated N.C. Employment Losses From Raising the Minimum
Wage to $10.10 From $7.25 - Multiple Models

50,000

40,000

30,000

20,000

JOBS LOST

10,000

Hanson/Hawley CBO Labor
Elasticity

ECONOMIC MODELS

[l High Estimate

[ Low Estimate

Constant Growth CBO Wage
Imputation Deflator

Note: These estimates are based on raising the minimum wage to $10.10 as proposed by congressional Democrats
and President Obama. That would be an increase of $2.85 (39%). Increasing the minimum wage to $15.00 (a much
steeper increase of $7.75 or 107%) would result in even more dramatic job losses.

Source: Andrew Hansen and Zackary Hawley, "The $10.10 Minimum Wage Proposal: An Evaluation Across States",

Journal of Labor Research (2014)

“Constant Growth Imputation low estimate is equal to high estimate
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Budget, Taxation, and the Economy

State Revenue and Spending

The state must generate revenue to pay for government-
provided goods and services. The main sources of revenue
for North Carolina’s government are the personal income
tax and the sales tax, amounting to 87 percent of the state’s
tax revenue. The state’s major spending priorities have been
education and health and human services, with these two
categories of expenditure making up 79 percent of the 2016-
17 General Fund budget. Because the state constitution
mandates a balanced budget, the tax burden is a function of
spending levels. A lower tax burden depends ultimately on
lower spending.

Few people object to paying taxes if the taxes are fairly
assessed and the money is properly used. Taxes are the price
citizens pay for government, so a reasonable tax burden
can provide services that are of benefit to the citizens who
consume them and pay for them through those taxes.
However, problems arise when a complicated tax code
creates targeted tax breaks for select citizens, thus creating an
unfair tax assessment and uneven distribution of the state’s
resources. When writing legislation or creating policy around
taxes, this needs to be in the forefront of lawmakers’ thinking.

Most of the tax revenue collected is spent through the
General Fund, which includes the majority of the state’s
operations. There are, though, some major components of
the state’s expenditure that are located outside the General
Fund. In short, the General Fund amounts to around $22
billion, while total state spending amounts to more than
double that, approximately $52 billion. The major differences
between these two budgets are highways and the Highway
Trust Fund, federal funding, and some debt service, which
are located outside the General Fund.

Key Facts

* Total tax revenue in the current fiscal year is forecast to
be $21.3 billion, with 87 percent coming from personal
income and sales taxes: 54.5 and 32.7 percent respective-
ly. While the 2013 tax reform changed the rate, personal
income tax will still be the largest source of revenue for
the state.
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* General Fund spending has decreased since 2009, but
total state spending has increased. The shift of spending
outside of the General Fund has created a lack of trans-
parency in the state budget process.

* Federal spending continues to be a major part of North
Carolina’s total budget spending, accounting for one third
of spending in 2016-17.

* Non-tax revenues will amount to $816 million this fiscal
year, or around 3.7 percent of total General Fund rev-
enue.

Recommendations

1. Set fiscal priorities each year. Search the base budget
for items or programs to cut if new spending is needed
in other areas.

2. Eliminate existing and avoid future targeted tax
exemptions, deductions, and other tax biases. Tax
breaks for select companies and higher taxes for certain
activities complicate the tax code and feed wasteful lob-
bying. These special tax exceptions raise the tax burden
while distorting economic decisions.

3. Pass a constitutional amendment to limit spending
growth such as a Taxpayer Bill of Rights. Laws passed
by the current legislature are not binding on future
legislatures, and other attempts to instill discipline
without the force of a constitutional amendment have

been brushed aside.
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FY 2016-17 General Fund Budget
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Budget, Taxation, and the Economy

State Spending Restraint

North Carolina has a balanced budget amendment, but
it was not intended to create a tax-and-spend state. Rather,
it requires lawmakers to craft budgets that use tax dollars
wisely. For several decades, North Carolina moved away
from fiscal responsibility and created a political culture in
which increasing taxes, with the intention to spend more,
was an acceptable policy.

Polls reveal that a majority of North Carolinians support
a cap on state spending. To date, however, lawmakers have
been unwilling to ask North Carolinians to approve an
amendment to the North Carolina Constitution that would
limit the growth of state government indefinitely.

The Republican leadership in the N.C. General Assembly
have imposed spending caps voluntarily, but without a
constitutional amendment, that restraint is not guaranteed.
A variety of pressures could lead future legislatures to return
to the tax-and-spend patterns of the past. A constitutional
amendment would help to protect North Carolina taxpayers.

Key Facts

* Had state spending tracked inflation and population
growth since 1997, as denoted in the figure on the op-
posite page, per capita expenditure would be $2,071
in 2016. That is 6 percent less than the current level of
$2,203.

* Over the last 20 years, inflation and population growth
have been much more steady than General Fund spend-
ing. The figure opposite shows the consistent, smooth
growth of the General Fund had spending restrictions
been in effect. That’s in contrast to the large increases in
spending during the early 2000s followed by a dramatic
correction in 2009 that occurred without spending prohi-
bitions in place.

* Budgetary oversight should extend to spending shifted
outside the General Fund. While the state has limited
control over federal funds and federally mandated pro-
grams, the state has total control of the many trust funds
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that are not included in the General Fund. Total state
spending is approximately $52 billion, while General
Fund spending is around $22 billion.

* Over the last four years, spending growth has been close
to the level of inflation and population growth, but
through much of the 2000s, spending growth far out-
paced inflation and population growth.

Recommendations

1. Add an amendment to the state constitution, lim-
iting annual state spending growth to no more
than the projected rates of inflation and popula-
tion growth. The amendment should allow spending
growth to exceed the cap only if approved by public
referendum. Such a spending cap would better align
the long-term interests of taxpayers to the short-term
interests of politicians.

2. The amendment should mandate that any revenues
collected above the annual spending cap be depos-
ited into a rainy day fund or returned to taxpayers.

3. The amendment should be written to avoid the
ratchet-down effect. In periods of revenue shortfall,
budget expenditures should be held constant until
revenues recover and again exceed that limit. The rainy
day fund or budget stabilization fund would be used to
offset at least part of the revenue shortfall.

4. The amendment should establish other constitution-
al constraints on fiscal policy, such as a requirement
that any state tax hikes receive supermajority approval
from the state legislature.
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http://www.johnlocke.org/update/balanced-budget-north-carolina-has-one-why-not-washington/
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PER CAPITA SPENDING (IN USD)
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General Fund Budget per Capita: 1998-2017
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Budget, Taxation, and the Economy

Tax Reform

For many years, it was recognized that North Carolina’s
tax system was in need of a major overhaul. The system was a
model of hodgepodge tax policy with high marginal rates on
personal and corporate incomes and numerous exemptions
carved out for the favored few. This led to tax system that
penalized investment, entrepreneurship, economic growth,
and therefore job creation.

The tax reform process began with the passage of sweeping
tax legislation in 2013. In addition to implementing pro-
growth reforms in the personal and corporate income tax,
the legislation also incorporated across the board tax cuts
that benefit most households in all income groups. The
deliberative process that lead to these changes was thoughtful
and, in large part, ignored the kind of special interest
pleadings that typically plague such reform efforts. But there
is more to be done.

Key Facts

* In 2013, the state of North Carolina implemented fun-
damental tax reform which has become a model for states
across the country.

* From the perspective of economic growth, the two most
important reforms were those made to the personal and
corporate income taxes.

* The new tax code replaced a three rate progressive income
tax that ranged from 6.0 to 7.75 percent, the highest in
the region, with a flat-rate tax of 5.75 percent. This rate
is scheduled to be lowered even further to 5.49 percent in
January 2017.

* The low flat rate has ameliorated the bias against work
effort and productivity that plagued the previous progres-
sive rate structure.

* The corporate tax rate has been reduced from 6.9 per-
cent, also the highest in the Southeast, to 4.0 percent and
could be reduced even further to 3.0 percent.

* To increase government transparency and spur economic
growth, the corporate tax should be completely abolished.

* The sales tax rate did not change, but the base has been
expanded to some services.

* The average North Carolina household in every income
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category received a tax cut from the 2013 reforms.

* North Carolina continues to double tax saving and in-
vestment by taxing investments and capital gains.

e Full repeal of the capital gains tax would save taxpayers
$500 million but would require comparable budget cuts.
A 25 or 50 percent exclusion would save taxpayers $125
million and $250 million, respectively.

* By following federal depreciation schedules for the deduc-
tion of capital equipment and real estate, North Caro-
lina’s tax code also penalizes investment in longer-term
capital equipment.

Recommendations

1. Future reform efforts need to focus on eliminating
savings from the tax base, which will eliminate biases
against saving, investment, and entrepreneurship that
remains in the tax code. A good first step in this direc-
tion would be to eliminate taxation on capital gains or,
at least, create a capital gains exclusion.

2. The reduction in revenue from eliminating the capi-
tal gains tax should be paid for by eliminating eco-
nomic development programs that subsidize particular
enterprises and types of businesses. (See section titled
“Economic Growth”.)

3. Businesses should be allowed to deduct all business pur-
chases in the year they are incurred. This would mean
replacing the current system based on depreciation over

time with immediate expensing.

4. In the long run lawmakers should seek to completely
eliminate the double taxation of saving and investment
returns by converting the current system into a “con-
sumed income tax." This is done by adjusting the tax
base to allow people to deduct saving and investment
from their taxable income. Both the principle and the
interest would be taxed when it is removed from saving
and spent. This is similar to the way “individual retire-
ment accounts’ (IRAs) are treated under the tax code,
except there would be no age limits or other restrictions
on withdrawal.

—~


http://www.johnlocke.org/research/show/spotlights/295
http://www.johnlocke.org/research/show/spotlights/295
http://www.johnlocke.org/research/show/spotlights/300
http://www.johnlocke.org/research/show/spotlights/324
http://www.johnlocke.org/research/show/spotlights/271
http://www.johnlocke.org/research/show/spotlights/271

Agenda

17

Possible Changes to Capital Gains Tax - Taxpayer Savings
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Education

Child Care

The Subsidized Child Care Program is one of North
Carolina’s longest-running welfare programs. The state
began offering subsidies for child care services in 1964. The
program provides vouchers to eligible families for child care
services offered in any number of settings — licensed child
care centers, family child care homes, religious-sponsored
programs, and informal arrangements such as care by a
relative or care in the child’s home.

To qualify, parents must meet both situational and
financial criteria. Parents must be employed (or seeking
employment) or enrolled in an education program. They
may also qualify if their child has developmental needs or
is receiving child protective and/or welfare services. Income
eligibility depends on income and family size, but subsidy
recipients are required to contribute between 7 and 10
percent of gross income to the cost of child care.

The Division of Child Development and Early Education,
a division of the North Carolina Department of Health and
Human Services (DHHS), oversees the Subsidized Child
Care Program and evaluates the quality of all licensed child
care centers and family child care homes in North Carolina.
County social services departments actually administer
the subsidy program. A third entity, the N.C. Child Care
Commission, adopts regulations that ensure DHHS
compliance with legislation passed by the N.C. General
Assembly.

While state and county agencies manage the program,
the federal government supplies most of the dollars for the
Subsidized Child Care Program. Only about one-fifth of the
funding for the Subsidized Child Care Program comes from
the North Carolina General Fund. The remainder of the
funding for the program comes from two federal grants, the
Child Care and Development Fund (CCDF) and Temporary
Assistance for Needy Families (TANF).

Although hundreds of millions of state and federal dollars
are appropriated for child care subsidies, it is important to
put the program in perspective. Most preschoolers do not
spend their days in centers or homes where paid staff care for
them. Stay-at-home mothers, working mothers and fathers,
relatives, and neighbors supply the vast majority of care
provided to preschoolers, and on a nonpaid basis.
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Key Facts

* The total budget for child care subsidies in North Caro-
lina was $342.3 million in 2015-16. The North Carolina
General Assembly provided $42.2 million of that total.

* Around 83 percent of parents who receive a child care
subsidy are employed, another 2.3 percent are seeking
employment, and 3 percent are working adults who are
also enrolled in an educational institution.

* Nearly 84 percent of parents receive a subsidy due to
household income.

* As of October 2015, an average of 67,000 children per
month received subsidized child care services. This repre-
sents around a quarter of the nearly 250,000 children en-
rolled in regulated facilities throughout North Carolina.

* North Carolina has nearly 4,700 regulated child care cen-
ters and over 2,100 regulated family child care homes. Ap-
proximately nine out of 10 parents who receive a child care
subsidy choose to send their children to child care centers.

* According to DHHS data, 73 percent of children receiv-
ing subsidized child care are in programs with a 4 or 5
Star Rating, the two highest quality ratings awarded by
the state.

* Over 30,000 children were on wait lists for the Sub-
sidized Child Care Program as of October 2015. In
general, wait lists reflect economic conditions and federal
government funding levels.

* Research suggests that subsidies expand economic oppor-
tunities for low-income families and improve the quality
of care provided to children.

Recommendations

1. Use longitudinal administrative data on child care
subsidy participation to assess entry, exit, and reen-
try trends and the impact of eligibility, provider, and
program funding changes on household income and
child care arrangements. Child care subsidies should
furnish financial stability for adults and promote devel-
opmental gains for children.
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http://ncchildcare.nc.gov/general/home.asp
http://ncleg.net/gascripts/DocumentSites/browseDocSite.asp?nID=144&sFolderName=%5CJLOC-HHS%20Subcommittees%20by%20Interim%5C2015-16%20HHS%20Subcommittees%5CEarly%20Ed%20and%20Family%20Support%20Subcommittee
http://bit.ly/2dCphMc
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. Determine whether there is a

relationship between subsidy use
in North Carolina and children’s
social-emotional, cognitive,
health, and behavioral develop-
ment. Child care subsidies should
provide both short- and long-term
benefits, not just supervision, for
participating children.

Policymakers should limit regu-
lation of day-care operations to
health and safety requirements
only. Parents should make their
own decisions about the trade-offs
between price and child-staff ratios
or qualifications.
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Subsidized Child Care Wait List Over Time
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Education

Childhood Health and Nutrition

As childhood obesity rates continue to rise, the debate over
the National School Lunch Program and the sale of junk food
in and around public schools has intensified. While elected
officials continue their well-intentioned efforts to promote
healthy lifestyles in our public schools, research suggests that
passing new and stricter regulations will do litdle to make
children healthier.

The Obama administration spearheaded passage of the
Healthy, Hunger-Free Kids Act in 2010. This initiative
is designed to combat childhood obesity by changing the
nutrition requirements of school lunches.

As expected, the law produced a number of undesirable
unintended consequences. A January 2014 Government
Accountability Office (GAO) study found that the law
multiplied costs, increased fruit and vegetable waste, created
new menu planning problems, and decreased participation in
the federal school lunch program.

Because implementation of the program requirements
is ongoing, the overall effect of the legislation on childhood
health, if any, will not be known for some time. Nevertheless,
there have been no discernible short-term benefits. According
to a May 2016 study published by the academic journal
Obesity, there have been no statistically significant decreases
in childhood obesity since the 2011-12 school year.

Public health advocates also contend that schools can curb
obesity by banning the sale of junk food and soda. Their
more radical proposals include taxes on unhealthy foods
and beverages and zoning regulations that prohibit certain
businesses from operating near schools.

Over the last five years, however, empirical research studies
have reached a near consensus — stricter laws and regulations
imposed by government officials do not reduce childhood
obesity rates in any significant way. Why?

The consumption of unhealthy foods and drinks is
inelastic. In other words, taxing or regulating certain food
and beverage items will not necessarily reduce consumption
of them by very much. Consumers, particularly children,
simply shift their consumption preferences to other unhealthy,
nontaxed foods and beverages. For example, public school
students often respond to bans on soda by purchasing different
kinds of sugary drinks, such as juices and sports drinks, from
school vending machines. Yet even schools that ban all sugar-
sweetened beverages from campus will not significantly reduce
students' consumption of unhealthy drinks. Kids can (and
will) simply bring them from home.
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Key Facts

* A study from the January 2012 issue of Sociology of
Education examined junk food consumption and weight
changes in nearly 20,000 public middle-school students.
Penn State University researchers found that the percentage
of overweight or obese students did not rise in concert with
the increased availability of unhealthy foods and snacks.
In fact, the percentage of overweight and obese students
decreased slightly as the availability of junk food increased.

In 2011, 7he Archives of Pediatrics and Adolescent Medicine
published a study that sought to nd a link between obesity
and beverage consumption in schools. It concluded that
soda bans in middle schools did not significantly reduce
students’ consumption of sugary drinks.

Researchers have yet to establish a causal association
between  health and restaurant zoning
restrictions. For example, a 2011 study published in BMC
Public Health found no relationship between overweight
or obese children and the proximity of fast food restaurants
and supermarkets to their schools.

outcomes

A study in the September 2008 issue of the American
Journal of Preventative Medicine hypothesized that there
was a relationship between obesity-related eating behaviors
and the presence of snack and soda machines in schools. To
their surprise, they found little relationship between them.

Recommendations

1. Federal, state, and local governments should not impose
arbitrary taxes, regulations, or prohibitions on the
consumption of certain foods and beverages. We should
remain dependent on parents and guardians to instill
values of healthy and active lifestyles in children.

2. Public schools should ensure that all children participate
in health and physical education activities several times
a week. Additionally, public schools should invite all
students to use sports and recreational facilities before
school, after school, and on weekends.

3. States should ask Congress to reassess changes to the
federal school lunch program. Lawmakers should try

to nd ways to mitigate the unintended consequences
produced by the Healthy, Hunger-Free Kids Act of 2010.

20
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http://www.fns.usda.gov/school-meals/healthy-hunger-free-kids-act
http://www.gao.gov/products/GAO-14-104
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Total Percentage of Overweight Children
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Underweight, Healthy Weight, Overweight, and Obese 2, 3 and 4-year-old
Children in North Carolina Counties - 2012

UNDER | HEALTHY OVER UNDER | HEALTHY OVER
COUNTY WEIGHT WEIGHT WEIGHT m COUNTY WEIGHT WEIGHT WEIGHT m

ALAMANCE JOHNSTON
ALEXANDER 5.1% 65.5% 16.6% 12.8% JONES 5.4% 64.1% 15.6% 15.0%
ALLEGHANY 6.5% 61.1% 13.0% 19.4% LEE 3.6% 67.2% 14.7% 14.5%
ANSON 3.6% 58.9% 18.3% 19.2% LENOIR 7.4% 66.3% 14.1% 12.1%
ASHE 7.4% 65.1% 14.0% 13.6% LINCOLN 10.8% 68.7% 10.6% 9.9%
AVERY 9.3% 64.7% 14.3% 11.6% MACON 3.6% 59.2% 16.7% 20.5%
BEAUFORT 4.3% 66.5% 14.4% 14.9% MADISON 7.2% 64.9% 12.2% 15.8%
BERTIE 9.5% 64.3% 10.8% 15.4% MARTIN 6.6% 57.0% 16.2% 20.3%
BLADEN 8.8% 60.4% 14.9% 15.9% MCDOWELL 4.6% 64.4% 14.8% 16.3%
BRUNSWICK 6.0% 62.1% 17.3% 14.6% MECKLENBURG 4.6% 62.6% 16.1% 16.7%
BUNCOMBE 4.0% 66.1% 15.7% 14.1% MITCHELL 9.7% 62.9% 15.4% 12.0%
BURKE 3.5% 66.1% 16.1% 14.3% MONTGOMERY 4.8% 64.5% 15.4% 15.4%
CABARRUS 13.5% 62.3% 12.0% 12.2% MOORE 4.1% 65.1% 16.0% 14.7%
CALDWELL 4.0% 64.9% 18.2% 12.9% NASH 6.0% 63.4% 14.3% 16.3%
CAMDEN 10.7% 60.9% 11.5% 16.9% NEW HANOVER 5.4% 67.2% 14.9% 12.6%
CARTERET 4.6% 63.2% 15.5% 16.7% NORTHAMPTON 5.1% 60.9% 19.1% 14.8%
CASWELL 6.6% 61.9% 17.3% 14.2% ONSLOW 4.5% 68.5% 15.3% 11.7%
CATAWBA 4.0% 63.1% 17.8% 15.1% ORANGE 7.2% 62.8% 15.5% 14.6%
CHATHAM 4.2% 63.0% 15.9% 16.9% PAMLICO 8.1% 64.0% 15.7% 12.2%
CHEROKEE 3.9% 67.1% 12.4% 16.7% PASQUOTANK 8.7% 62.1% 13.3% 15.9%
CHOWAN 10.2% 59.1% 13.6% 17.1% PENDER 6.8% 60.7% 17.2% 15.4%
CLAY 2.6% 71.8% 13.8% 11.8% PERQUIMANS 8.7% 61.3% 13.3% 16.7%
CLEVELAND 7.9% 68.0% 12.0% 12.1% PERSON 4.0% 64.7% 16.5% 14.7%
COLUMBUS 3.9% 63.2% 15.3% 17.6% PITT 5.6% 65.5% 13.9% 15.0%
CRAVEN 7.7% 63.8% 16.0% 12.5% POLK 2.4% 63.1% 13.6% 20.9%
CUMBERLAND 10.4% 68.7% 11.2% 9.6% RANDOLPH 4.7% 64.3% 15.2% 15.7%
CURRITUCK 9.0% 59.6% 13.8% 17.6% RICHMOND 4.4% 69.7% 12.7% 13.1%
DARE 2.5% 60.0% 21.3% 16.2% ROBESON 3.0% 58.4% 18.3% 20.3%
DAVIDSON 3.6% 66.6% 16.3% 13.5% ROCKINGHAM 4.5% 67.3% 14.0% 14.1%
DAVIE 4.4% 69.6% 12.0% 14.0% ROWAN 5.1% 66.8% 15.0% 13.1%
DUPLIN 7.6% 59.2% 14.9% 18.3% RUTHERFORD 5.5% 65.6% 14.5% 14.5%
DURHAM 6.3% 62.2% 15.0% 16.5% SAMPSON 3.2% 60.0% 16.0% 20.9%
EDGECOMBE 6.5% 68.7% 10.9% 13.9% SCOTLAND 5.9% 70.9% 10.4% 12.8%
FORSYTH 4.0% 66.3% 16.0% 13.7% STANLY 3.9% 66.7% 16.1% 13.2%
FRANKLIN 19.9% 50.2% 15.3% 14.6% STOKES 4.7% 63.5% 16.8% 15.0%
GASTON 5.8% 67.9% 12.3% 14.0% SURRY 13.2% 58.0% 13.0% 15.8%
GATES 11.4% 56.9% 12.3% 19.4% SWAIN 5.9% 66.3% 15.0% 12.8%
GRAHAM 4.9% 56.7% 12.7% 25.7% TRANSYLVANIA 1.8% 64.1% 19.8% 14.3%
GRANVILLE 4.7% 65.9% 13.7% 15.7% TYRRELL 8.5% 55.3% 13.2% 23.0%
GREENE 8.0% 59.4% 17.0% 15.6% UNION 20.5% 54.7% 12.9% 11.9%
GUILFORD 4.7% 66.3% 14.7% 14.3% VANCE 10.0% 66.8% 11.9% 11.3%
HALIFAX 7.1% 63.1% 16.5% 13.4% WAKE 7.3% 63.5% 14.7% 14.5%
HARNETT 7.2% 64.2% 15.4% 13.2% WARREN 13.8% 60.7% 12.9% 12.6%
HAYWOOD 3.8% 64.8% 17.4% 14.0% WASHINGTON 8.3% 58.0% 14.8% 18.9%
HENDERSON 7.3% 64.7% 16.1% 11.9% WATAUGA 5.1% 63.3% 15.9% 15.6%
HERTFORD 8.0% 61.8% 15.0% 15.2% WAYNE 5.4% 67.5% 13.6% 13.6%
HOKE 6.4% 61.2% 14.3% 18.1% WILKES 4.7% 57.9% 17.8% 19.7%
HYDE 7.0% 63.4% 15.5% 14.1% WILSON 7.2% 62.0% 15.8% 15.0%
IREDELL 5.6% 63.8% 15.7% 14.9% YADKIN 10.3% 58.8% 16.9% 14.0%
JACKSON 3.3% 69.6% 14.1% 13.1% YANCEY 8.6% 67.8% 12.6% 11.0%
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Education

Pre-Kindergarten Education

Taxpayer-funded pre-kindergarten education in the
United States is a multibillion-dollar hodgepodge of state
and federal programs.

The North Carolina Division of Child Development
and Farly Education, a division within the Department of
Health and Human Services (DHHS), oversees two large
state programs — NC Pre-K and the Subsidized Child
Care Program. NC Pre-K is a preschool program for at-risk
4-year-olds. (The Subsidized Child Care Program is discussed
separately.)

In addition, Smart Start is a public/private program that
was established in 1993 to serve children from birth to five
years old. The N.C. Partnership for Children and 77 local
partnerships oversee the program. Smart Start provides
child care subsidies, teacher training, health screenings, and
support for families regardless of income.

North Carolina also has three federally funded pre-
kindergarten programs — Preschool for Exceptional
Children, Title I Preschool, and Head Start. Preschool for
Exceptional Children is supported by state and federal funds
and provides pre-kindergarten services for special-needs
children. Title I Preschool allows school districts to set aside
a portion of their federal Title I funding to provide pre-
kindergarten programs for at-risk 4-year-olds.

Finally, the federal Head Start program is the largest
and one of the oldest federal pre-kindergarten initiatives in
North Carolina. Head Start provides education, health, and
nutrition services to low-income children between the ages
of three and five.

A handful of longitudinal studies have found that high-
quality, state-run early childhood education programs may
provide lasting benefits for children who live in poverty or
have endured physical or emotional trauma.

But these benefits are not universal and may be short-
lived.

In a landmark 2012 study of Head Start outcomes,
researchers concluded that, by third grade, there was no
significant difference between children who had been
randomly assigned to a Head Start program and those who
had not. This finding was consistent with previous studies
that concluded that the initial advantages of preschool
attendance for the typical child begin to narrow or "fade out”

by middle school.
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Empirical evidence of "fade out" is directly at odds
with the most prominent and appealing argument used
by proponents of taxpayer-run preschool programs. They
contend that state lawmakers have a choice. They can pay
now for expanded preschool programs or pay later for
the costs associated with educational remediation, crime,
underemployment, and welfare.

On the surface, the "pay now or pay later" argument
embodies the kind of reasonable, responsible, and
compassionate public policy that appeals to elected officials
on both sides of the aisle. But longitudinal studies, including
research conducted in North Carolina, suggest that taxpayers
may have to pay now and later.

Key Facts

* To be eligible for NC Pre-K, families must have a house-
hold income that is 75 percent of state median income.
Military families and families with a child who has
Limited English Proficiency, special needs, disability, or
extraordinary educational need may also qualify, regard-
less of income.

* During the 2015-16 school year, NC Pre-K received
over $144 million in state and lottery funds and served
over 26,000 children in nearly 1,200 child care facilities
statewide.

* Approximately one in four NC Pre-K classrooms oper-
ated in a for-profit site. Of the remaining classrooms,
just over half were located in public schools. Around 16
percent were in Head Start programs, a small percentage
of which were operated by public schools.

* Five states — Idaho, Montana, New Hampshire, South
Dakota, and Wyoming — have no state-funded preschool
programs.

Recommendations

1. Existing early childhood programs should be con-
solidated or significantly reorganized. It is neither
necessary, nor beneficial, to maintain multiple early
childhood programs with different governance struc-
tures, funding distribution mechanisms, and account-

ability standards.
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2. NC Pre-K eligibility requirements should be
narrowed to focus greater resources on educa-
tion and services for low-income children.
State-subsidized preschool programs provide last-
ing benefits to children from distressed households
but seldom help children from middle- or upper-
income families. Narrowing the focus to aiding
North Carolina's most vulnerable children would
ensure that NC Pre-K prioritizes the educational
needs of those who would benefit the most.

3. Acknowledge and employ strategies that address
fade-out effects. Some proponents of state-funded
early childhood education choose to disregard or
dismiss evidence of fade out. Instead, they should
concede that fade-out is not an anomaly or statisti-
cal artifact. Rather, they should focus on promot-
ing research-based improvements in early learning
that enable more children to retain behavioral
and educational gains into elementary school and
beyond.

NC Pre-K Classrooms, 2014
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Education

Public School Finance

Discussions of funding levels are necessary, but not
sufficient, for truly understanding the health of our public
school districts. Researchers generally agree that how the
money is spent is far more important than how much
money is available to be spent. But no matter how many
times researchers find weak empirical relationships between
spending and performance, the public will insist that schools
are one teacher pay raise away from educational glory.

Unfortunately, the American public too often equates
the quality of public schooling with the condition of various
inputs — per-student spending, educational technology,
teacher pay, class size, school buildings, and the like.
Presumably, schools will succeed so long as federal, state, and
local governments use taxpayer money to furnish high-tech
gadgets, pay all teachers much more, reduce class sizes, and
construct magnificent school buildings.

But there is a better way for us to think about education
finance — a focus on productivity.

Researchers use the term “educational productivity”
to describe analyses that compare funding to student
performance. To do so, they use quantitative methods to
measure the relative return on investment for schools and
school districts, while taking differences in cost of living,
household income, English language proficiency, and special
education services into account.

All things being equal, there are tremendous variations in
productivity within North Carolina’s public school system.
According to a 2014 Center for American Progress study,
Union County, Davie County, Mooresville City, and Surry
County schools had the highest return on investment in
the state. In general, these districts had below-average per-
pupil expenditures but above-average test scores. Hertford,
Anson, Washington, and Halifax county schools had the
lowest return on investment. Per-pupil expenditures in
these counties were relatively high, but their test scores were
disappointingly low.

Whether you call it “return on investment,” “educational
productivity,” or “bang for the buck,” an assessment of the
relationship between educational inputs and outputs is an
essential starting point for good K-12 education policy.
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Key Facts

* North Carolina spent $8,784 per K-12 student in federal,
state, and local operating funds in 2015. When average
spending for buildings and other capital costs are includ-
ed, the total cost of public education in our state exceeds
$9,235 per student.

* State funding is not distributed to all public school
children equally. State and federal agencies allocate funds
based on the needs, circumstances, and grade level of each
student. During the 2015-2016 school year, for example,
small, low-wealth school systems received $11,662 in
state funds for each special-needs elementary school stu-
dent with limited English proficiency from a low-income
family. Federal funding may add up to an additional
$5,880 per elementary student, depending on program
eligibility.

* Over the last five years, state public school funding has

increased by approximately 18 percent, from nearly $7.15
billion in 2011 to $8.44 billion in 2016.

* Federal No Child Left Behind/Every Student Suc-
ceeds Act funding to North Carolina public schools
has remained relatively flat since 2013. Child nutrition
programs received an additional $200 million in federal
funds since 2012, largely to implement the Healthy,
Hunger-Free Kids Act.

* Counties are responsible for financing their own capital
programs and have spent almost $12 billion on school
construction and maintenance since 1998. The state has
contributed over $2.1 billion for capital expenditures dur-
ing the same period. Taking all sources of revenue, school
districts have spent over $14.2 billion for school capital
expenditures since 1998.

Recommendations

1. Acknowledge that empirical studies find a weak re-
lationship between education spending and student
performance. Embrace “educational productivity.”

It's not how much you spend, but how you spend it.
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https://www.americanprogress.org/issues/education/report/2014/07/09/93104/return-on-educational-investment-2/
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Research suggests that
expenditures on classroom
instruction provide the
most “bang for the buck.”

Discontinue the confus-
ing practice of allocating
funds to each school dis-
trict using various fund-
ing formulas, and utilize
a block-grant funding
system. Give school
districts the freedom to
allocate education funding
according to unique needs
and circumstances.

. Alternatively, change the

way that North Carolina
funds public education
by attaching funding

to the student. Coupled
with open enrollment

for schools statewide,
student-centered funding
will ensure that schools
chosen by parents will
receive funds necessary
to educate each child —
nothing more, nothing
less.

. Require school districts

to post budgets, check
registers, contracts, and
other public documents
online. In addition, dis-
tricts should be required
to report per-pupil ex-
penditures by school and
grade level.

Total Inflation-Adjusted and Unadjusted Per-Pupil
Expenditures, 1970-2016
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Education

Class Size

Support for reducing class size usually cuts across political
and ideological divides, garnering accolades from legislators,
policymakers, and parents alike.

Nevertheless, the relationship between class size and
student achievement has been the subject of scholarly debate
for decades. While several large-scale studies suggest that
students benefit from class size reductions, a number of
high-quality studies conclude that smaller classes are not the
“magic bullet” that many believe them to be.

But even if research showed a consistent and significant
benefit to across-the-board class size reductions, the cost of
implementing and maintaining smaller classes would likely
exceed its benefit. Research suggests that class sizes must be
reduced to between 15 and 20 students (depending on the
grade) to have any positive effect on learning. Reductions of
this magnitude would require a massive outlay of funds for
additional teachers and new facilities.

Some lawmakers have tried to find a middle ground
by requiring schools to limit class sizes in grades where
such mandates are more likely to have a positive effect on
student performance. Starting in the 2011 legislative session,
lawmakers initiated a multiyear effort to reduce class sizes in
grades K-3. These mandates require elementary schools to
maintain a districtwide average of 21 students per class and
an individual class size maximum of 24 students for each of
these grades.

Beyond third grade, the N.C. General Assembly continues
to give school districts maximum flexibility to establish class
sizes in grades 4 through 12. Special education requirements
and grant program mandates are the two notable exceptions.

As in the past, North Carolina charter schools are not
held to class size limits. There is no evidence that the absence
of class size requirements produces a harmful learning
environment for charter school students or poor working
conditions for charter teachers.

Key Facts

* Studies of class sizes in North Carolina public schools
suggest there is little or no significant relationship be-
tween class sizes and student achievement. One research
study also found that teachers’” perceptions about their
class sizes were not tied to teacher job retention.
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¢ Results from the 2016 North Carolina Teacher Work-
ing Conditions Survey indicate that most teachers are
content with current class sizes. Sixty-two percent of the
over 101,000 respondents to the survey agreed or strongly
agreed that class sizes “are reasonable such that teachers
have the time available to meet the needs of all students.”
Twenty-eight percent of respondents disagreed, and 10
percent strongly disagreed with that statement.

* According to the latest data from the National Center for

Education Statistics, North Carolina’s average elementary

class size was 18.8 students and average secondary class
size was 25.8 students. Both were lower than the national
average of 21.2 students and 26.8 students, respectively.

Recommendations

1. State class size mandates should be eliminated across
all grades. School districts should have the authority to
set class sizes for all grades and subjects according to the
needs of their students and available resources.

2. Class size reduction initiatives should target only
those students who struggle in larger classroom
settings and would benefit from individualized
instruction in state-mandated courses. Clearly, class
sizes affect students and teachers differently. State-
wide requirements do not account for district- and
school-based factors, including subject, grade, student
exceptionality, and facilities, that are more appropriate
criteria for establishing class sizes.

3. Class size reduction should be weighed against all
other potential education reforms. Lawmakers should
always consider the “opportunity cost” of reducing class
sizes. In other words, they should ask whether taxpayer
money spent to reduce class sizes could be used in a
more efficient and effective way. For example, budget
appropriations that reduce class sizes by one or two
students per grade should be redirected to efforts to
recruit and retain high-quality teachers and excellent
school leaders.

26

—~


http://www.ascd.org/ASCD/pdf/journals/ed_lead/el_199004_robinson.pdf
https://ncteachingconditions.org/
https://ncteachingconditions.org/
https://nces.ed.gov/
https://nces.ed.gov/

CLASS SIZE

Agenda

Average Class Sizes Over Time By Subject - Biology, Math I, English II
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[l Biology
[ MathI
English II
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2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Average Class Sizes in North Carolina 2002-Present
| 2003|2004 | 2005 2006 | 2007 2008 | 2009 2010 | 2011 2012 | 2013 | 2014 | 2015 |
20 19 19 19 19 19 19 19 19 20 19 20 N/A 19

KINDERGARTEN
GRADE 1 20 19 19 19 19 19 19 19 20 19 20 20 N/A 19
GRADE 2 21 20 19 19 19 19 19 19 19 20 19 20 N/A 19
GRADE 3 21 21 20 19 19 19 19 19 20 20 20 19 N/A 19
GRADE 4 21 21 21 21 21 20 21 21 21 21 21 21 N/A 20
GRADE 5 22 22 21 21 21 21 21 21 21 21 21 21 N/A 20
GRADE 6 21 21 21 21 21 21 21 21 22 22 22 22 N/A 22
GRADE 7 21 21 21 21 21 21 21 21 21 22 22 22 N/A 22
GRADE 8 21 21 21 21 20 20 20 20 21 21 21 21 N/A 22
BIOLOGY 20 20 20 21 19 15 17 17 18 18 18 18 18 18
ENGLISH II 18 18 19 20 19 16 17 18 18 18 18 18 18 19
MATH I 21 19 19 21 20 18 19 19 20 20 20 20 20 20
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Education

Standards and Curricula

Curricula are not standards; standards are not curricula.

In the debate over the Common Core State Standards,
definitions of key terms, particularly “standards” and
“curricula,” vary considerably. For some, standards and
curricula are one and the same. For others, standards are a
framework by which curricular content is developed.

Although stakeholders may not settle on a definition,
most education experts agree that it is important to make a
clear distinction between the two concepts.

In general, standards are broad goals. In 2010, the
N.C. State Board of Education adopted Common Core
mathematics and English Language Arts standards for
students in kindergarten through twelfth grade. The North
Carolina Essential Standards inform all other core subjects
and grades.

Curricula include specific course content either developed
by the teacher or obtained from an external source. Teachers
may use different curricula so long as it is aligned to the
standards established for that subject and grade.

Arguably, the latter is more important than the former.

In fact, educational researchers have found no apparent
relationship between the quality and the rigor of state
standards, as determined by Common Core adoption and
implementation, and National Assessment of Educational
Progress (NAEP) scores. These findings suggest that the
content that teachers teach and students learn likely has a
much greater bearing on student achievement than what
standards alone may provide.

Simply put, standards reform is not enough to boost
student performance. Standards are only successful when
they are buttressed by content-rich curricula that serve as the
basis for classroom instruction in all North Carolina public
schools.

Key Facts

* Forty-two states, the District of Columbia, four territo-
ries, and the Department of Defense Education Activity
(DoDEA) have adopted Common Core standards for one
or both subjects.

* To date, the N.C. Department of Public Instruction has
not released estimates of total expenditures related to
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Common Core implementation or assessed the relation-
ship between Common Core adoption and student
performance.

In 2014, the N.C. General Assembly created the North
Carolina Academic Standards Review Commission to
assess Common Core English Language Arts (ELA) and
mathematics standards. In their 2015 Report of Findings
and Recommendations, the majority of the commission

members recommended that the state revise the current
ELA and mathematics standards. The proposed revisions,
albeit substantial, would leave the shell of the Common
Core ELA and math standards intact. The N.C. State
Board of Education approved revisions to the standards
for required high school-level math courses in 2016 based
partly on the commission recommendations.

Currently, the N.C. Department of Public Instruction
provides curricular resources to teachers without mandat-
ing that they adopt any one of them. The state supports
various online resources and, for districts and charters
that opt in, the Home Base suite of instructional resourc-
es and assessment item banks.

North Carolina state law prescribes teaching of content
in certain grades and course areas. For example, state law
prescribes inclusion of a civic literacy curriculum during
an American History I high school course. Health educa-
tion, character education, and financial literacy are other
content requirements outlined in the statute. The require-
ments to teach multiplication tables and cursive writing
are two of the more recent curriculum mandates passed
into law.

Recommendations

1. Legislators should create two permanent commissions
that would be charged with raising the quality and
rigor of state English Language Arts and mathematics
standards, curricula, and assessments. While the North
Carolina Academic Standards Review Commission was a
good start, a periodic and independent review of stan-
dards, curricula, and standardized tests would provide
valuable feedback to state education officials.
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2. A standards, curriculum, and assessment commis- nomic circumstances, are exposed to the same essential
sion should develop a rigorous state-developed content. It would also allow the state to compensate for
curriculum. Prescribing baseline curricular content knowledge and skill deficiencies identified by institu-
would provide a more equitable education environ- tions of higher education, private- and public- sector
ment, ensuring that all students, regardless of socioeco- employers, and other stakeholders.
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Education

Teaching Profession

No system of public education can thrive without a
high-quality teacher work force. The problem is that state
education bureaucracies enforce rules and regulations that
fail to distinguish excellent teachers from poor ones. Indeed,
a large body of research shows that certification status,
advanced degrees, years of experience, education school
courses, and teacher test scores are unreliable indicators of
teacher quality.

Our continued use of an experience- and credential-
based teacher salary schedule means, for example, that some
superb educators are making less money than mediocre
ones, simply because they have fewer years of experience,
lack an advanced degree, or failed to obtain a specialized
certification. That system does little to encourage our best
public school teachers to stay in the classroom. Across-the-
board salary and benefits increases may attract qualified
candidates to North Carolina, but targeted increases are a
much better long-term strategy for improving quality.

That said, the state’s capacity to recruit and retain teachers
depends on more than just compensation. Educators choose
to teach in (or leave) North Carolina for any number of
personal and professional reasons. It is equally important for
lawmakers to ensure that the state maintains a low cost of
living, strong economy, and superior quality of life.

Key Facts

* During the 2015-16 school year, North Carolina public
school districts employed over 94,400 full-time teachers,
and well over 90 percent of them were fully licensed by
the state.

* Nearly 30 percent of North Carolina teachers earned an
advanced degree, and around 22 percent obtained Na-
tional Board Certification.

* According to the N.C. Department of Public Instruction,
between 1994-95 and 2015-16, teacher pay has increased
126.5 percent. This outpaced the 54.3 percent increase
for state employee salaries and the 64.3 percent increase
in the Consumer Price Index.

* According to the state salary schedule for the 2015-2016
school year, teachers on the typical 10-month contract

had a base salary range of $35,000 to $ $63,530.
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* In addition to their state-mandated base salary, most
teachers receive an annual salary supplement from their
local school district. The average salary supplement was
nearly $3,900 per teacher in 2016. Seven school dis-
tricts provide no local salary supplement. Wake County
Schools offered the state’s largest average supplement at
nearly $7,000 per teacher.

* For the 2016-2017 school year, the average base teacher
salary was $45,970. Matching benefits for teachers add
7.65 percent for Social Security, 16.12 percent for retire-
ment, and $5,471 for hospitalization to their base salary.
To put a value to the benefits package, the average teacher
receives approximately $16,400 in annual Social Security,
retirement, and hospitalization benefits.

e Between 2010 and 2015, 10,380 out-of-state teach-
ers received North Carolina teaching licenses and were
employed as classroom teachers in North Carolina public
schools the following school year. During the same pe-
riod, 3,222 teachers reported that they left North Caro-
lina to teach in another state. The net gain for the state
was over 7,100 teachers.

* According to the 2015 Annual Report on Teachers Leav-
ing the Profession, the teacher turnover rate for the state’s
115 school districts was 14.84 percent. The rate includes
teachers who retired, resigned to teach in another North
Carolina public school, or resigned due to personal cir-
cumstances. The most recent attrition rate reported by the
National Center for Education Statistics (NCES), which
includes both leavers and movers, was 15.8 percent.

Recommendations

1. Broaden the teacher applicant pool by loosening
or eliminating certification and licensure require-
ments. Although the state puts a premium on licen-
sure, advanced degrees, and National Board Certifica-
tion, there is little evidence that these factors guarantee
good teachers or raise student performance.

2. Evaluate teachers using the most accurate and objec-
tive measures possible. North Carolina’s public schools
calculate and record value-added scores for teachers
in a computer system called EVAAS (Education Value
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Added Assessment System). Research suggests that Teacher cOmpensation, 2016-2017

value-added analysis is the most accurate teacher
evaluation tool available.
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Education

Testing and Accountability

Beginning with the ABCs of Public Education in 1996
and continuing with the implementation of the READY
accountability model in 2012, the N.C. Department of
Public Instruction authored, field-tested, administered,
and analyzed nearly all end-of-grade and end-of-course
tests. During that time, state tests were subject to countless
modifications, deletions, and additions. Some of these
changes were for the better, but most were for the worse.

Indeed, many teachers and parents remain incredulous
about the state accountability system. According to the 2016
Teacher Working Conditions Survey, for example, 57 percent
of the over 101,000 teachers who responded to the survey
did not believe that state-developed assessments accurately
gauge students’ understanding of state learning standards.

Amid widespread discontent with the state accountability
program, elected officials have taken steps to improve North
Carolina’s testing system. Even the most promising efforts

to transform the state accountability program, however,
may not mitigate the use of excessive, duplicative, or poorly
designed tests.

That is because research suggests that school- and district-
based testing mandates consume more time than tests
required by the state or federal government. That said, it
would be a mistake for state legislators or federal bureaucrats
to impose one-size-fits-all rules that govern decisions made at
the school and district levels.

Key Facts

* The federal government requires that the state adminis-
ter and report results from end-of-grade tests in English
and math for students in grades 3-8 and science tests for
students in grades 5 and 8. High school students must
take, at minimum, end-of-course English II, Math I, and
Biology tests.

* Student test scores fall into one of five achievement levels.
Levels 3, 4, and 5 meet the “on-grade-level proficiency”
standard. Levels 4 and 5 meet the “career-and-college
readiness” standard.

¢ Although some students elected to take the SAT, all N.C.
students are required to take the ACT test. In addition,
selected career and technical education students who are
in twelfth grade will complete the WorkKeys assessment.
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* In 2013, the N.C. General Assembly mandated that the
state use test scores, academic growth measures, and other
outcome measures to create a simple A-to-F performance
grading system for all North Carolina public schools.
Previous classifications of student performance on state
tests were confusing to the public.

¢ As a result of the work of the Task Force on Summative
Assessment, the N.C. Department of Public Instruction

currently oversees a pilot program that replaces end-of-
grade tests with through-course/interim assessments.

* North Carolina public schools also participate in the
federal National Assessment of Educational Progress

(NAEP). The rigorous NAEP tests are administered

infrequently; a representative sample of students is tested

in mathematics and reading every two years, while sci-
ence, history, civics, and geography tests are administered
every four years. Because of the nature of the sample,
NAEP cannot provide data on individual school districts,
only states. In most cases, only fourth- and eighth-grade
students are tested.

Recommendations

1. Adopt an independent, field-tested, and credible
national test of student performance. There are a
number of norm-referenced tests available for students
in grades K-12, including the Basic Achievement Skills
Individual Screener (BASIS), Metropolitan Achieve-
ment Tests (MAT 8), and the Stanford Achievement
Test Series, 10th Edition (Stanford 10).

2. Set reading and math performance goals based on
reputable national tests such as the National As-
sessment of Educational Progress (NAEP). The state
should set a goal of at least half of students showing
proficiency and 90 percent testing at the “basic” level as

defined by the NAEP.

3. The N.C. Department of Public Instruction should
sponsor a comprehensive study that attempts to
discover the causes of the state’s dramatic increase in
math achievement and relative stagnation of reading
scores over the last decade. North Carolina’s public
schools produced remarkable increases in fourth- and
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eighth-grade math and fourth-grade reading scores in
the 1990s and early 2000s. Researchers should conduct
a similar study to determine why the state’s graduation
rate has been on the rise.

4. The state should augment educational options for all
families, thereby curtailing dependence on standard-
ized tests and other measures of student achieve-
ment. School accountability comes in two forms.

Either parents keep schools accountable by “voting
with their feet,” or states compel public school districts
to administer standardized tests. As educational options
increase, the value and necessity of testing decreases.
Likewise, as long as states such as North Carolina
maintain stringent limitations on parental choice, test
scores remain their primary method of keeping schools
accountable for results.

National Assessment of Educational Progress (NAEP) Average Scale Scores
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Education

School Choice

In North Carolina, public education is a core fiscal
responsibility of state and local government. In the words of
the N.C. Supreme Court, the state constitution recognizes
the right to a “sound, basic education” for each child.

There are two ways to assess whether a school is satisfying
that constitutional right.

On one hand, parents must rely on standardized
testing and other metrics to gauge the quality of their
children’s assigned schools. Unfortunately, if those schools
produce disappointing results or impose direct physical or
psychological harm on their children, only a fortunate few
have the option of relocating their children to a better district,
public charter school, private school, or home school.

On the other hand, the parental choice model makes
schools directly accountable to parents. Parents are given
the financial means and unrestricted opportunity to move
their children and tuition dollars to competing educational
institutions.

Therein lies one of the major advantages of school
choice — equity. No longer does family income or ZIP code
dictate a family’s access to a better school, as it does in most
communities today.

In the end, education need not and should not be
delivered by government monopolies. A diverse array of pre-
kindergarten, primary, secondary, and postsecondary schools
benefit both those who utilize educational options and those
who do not. No system for delivering goods and services
functions well without providing a means for consumers
to make their desires known and express their levels of
satisfaction.

Key Facts

* Between 2006-07 and 2015-16 there was a 72 percent
increase in the number of homeschool students. During
the 2015-16 school year, an estimated 118,268 students
were taught in 74,653 home schools.

* In 2013, the General Assembly changed the state’s home-
school statute to affirm that homeschool parents deter-
mine the scope and sequence of academic instruction and
permit them to incorporate additional sources of instruc-
tion, including online and cooperative schools.
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* Between 2006-07 and 2015-16, there was a 0.06 percent
increase in the number of private school students. Private
school enrollment dropped during the Great Recession
and only recently began to rebound. In 2015-16, over
97,700 students enrolled in 742 private schools.

* The N.C. General Assembly passed two private school
voucher programs in 2013. The budget included a
$4,200-per-year Opportunity Scholarship for public
school children in low-income households. In addition,
legislators approved a $6,000-per-year Disability Grant
Program for public school children with a documented
disability. Disability Grant Program scholarships have
since increased to $8,000 per year.

* Over 6,000 low-income children will receive an Oppor-
tunity Scholarship for the 2016-17 school year, which is
well over five times the number of students who received
a scholarship during the program’s first year of operation.

* Over 800 students received a voucher through the Dis-
ability Grant Program in 2016.

* Lawmakers continue to increase state support for the
Opportunity Scholarship and Disability Grant programs.
In 2016, legislators increased Disability Grant scholar-
ship funding by 137 percent. The $5.8 million increase
boosted the annual Disability Grant budget to $10 mil-
lion. Legislators also created an Opportunity Scholarship
Grant Fund Reserve, which will increase funding for the
program by $10 million per year for the next 10 years.
The Opportunity Scholarship Program will receive $34.8
million in 2016. If scheduled increases are maintained in
subsequent budgets, the program will have a $144.8
million budget in 2027-28.

Recommendations

1. The state should continue to increase funding for ex-
isting voucher programs to accommodate all eligible
applicants. In 2016, there were over 2,100 low-income
students on a wait list for an Opportunity Scholarship.
Over 300 special-needs students were on the wait list
for a Disability Grant Program scholarship. The increas-
ing popularity of both programs suggests that, at their
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current level, the supply of scholarships will fail to meet
annual demand.

2. All low-income students should receive state-funded
Education Savings Accounts (ESA)to receive edu-
cational services or attend the school(s) of their
choice. An ESA would give parents the maximum
control of scholarship funds by allowing them to direct
state-provided dollars to one or more approved schools,
educational service providers, or vendors providing
instructional materials and technology. Ideally, state law

K-12 Student Enrolilment
Market Shares, 2015-16
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would allow unspent funds to be deposited into a col-
lege savings account, such as a 529 Plan or a Coverdell
Education Savings Account.

. School districts should make greater use of open

enrollment and magnet schools, allowing parents
to send their children to the public schools that
best meet their needs. District leaders should employ
choice and competition to improve academic perfor-
mance within the district system.

Opportunity Scholarship
Recipients, 2015-16
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Education

Charter Schools

Charter schools are tuition-free public schools that
have more freedom than district-run public schools but
are required to meet certain state regulations, such as
participation in the state accountability program. In 1996,
the N.C. General Assembly passed charter school legislation.
Twenty years later, charter schools are among the most
popular and successful schools in the state.

Much of the growth in charter school enrollment can
be attributed to recent revisions of the state’s charter school
statutes. In 2011, the N.C. General Assembly eliminated
restrictions on growth that originated in the 1996 charter
law. Lawmakers removed the 100-school cap and authorized
charter school enrollment to grow by as much as 20 percent
a year, up from the previous cap of 10 percent, which had led
to long wait lists and few open seats.

The 2011 charter school legislation also created a
new oversight group, the North Carolina Charter School

Advisory Board. The purpose of the board is to review and
recommend charter applications to the N.C. State Board of
Education for approval. The council also assists the Office of
Charter Schools in its ongoing effort to ensure that charters
maintain high academic and operational standards.

In 2013, legislators also approved a bill that permits
established charter schools to add one grade per year without
approval from the State Board of Education. Additional
revisions to the state’s charter school statutes provided
much-needed stability and relief for families with multiple
children by virtually guaranteeing sibling admission. Finally,
lawmakers reduced teacher certification requirements for
charter schools, allowing them to hire more teachers based
on qualifications rather than credentials.

Finally, in 2014 lawmakers approved legislation that
allows two virtual charter schools to begin operating in
North Carolina. The following year, the State Board of
Education approved applications submitted by N.C. Virtual
Academy and N.C. Connections Academy, both of which
began offering online courses in the fall of 2015.

Despite these positive changes, charter school applications
continue to outnumber available seats. Unfortunately
for families, there is no immediate relief in sight. It will
take several years for new and existing charter schools to
accommodate the pent-up demand created by 15 years of
ill-advised restrictions on charter school growth.
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Key Facts

¢ According to N.C. Department of Public Instruction

data, the statewide average expenditure for charter schools
during the 2014-15 school year was $8,080 per student.
At the same time, the average district school spent $8,784
per student to cover operating expenses and an estimated
$451 per student for capital expenses. Unlike school dis-
tricts, charter schools do not receive state or local capital
funding or county-funded debt service payments on their

behalf.

* While North Carolina’s 158 charter schools are physically
located in only half of the state’s counties, all families
have access to charters. Students are permitted to cross
county lines to attend the charter school of their choice.
In addition, the state’s two virtual charter schools allow
students anywhere in the state to enroll.

* As of the 2015-16 school year, enrollment in the state’s
158 charter schools had grown to nearly 82,000 students,
an increase of 83 percent over the previous five years.
Still, charter school students represent only 5.4 percent of
the total public school population in North Carolina.

* According to data collected by the N.C. Department of
Public Instruction in 2015, charter schools statewide had
an estimated 32,000 students on wait lists.

* Since the authorization of charter schools in 1996, 43
charter schools have closed and 13 charters were relin-
quished before opening. Closure is a form of accountabil-
ity unique to charter schools.

* Based on 2014-15 state test results, a higher percentage of
charter schools earned school performance grades of A, B,
or C than district schools.

Recommendations

1. The State Board of Education should repeal any
policy or regulation that sets student performance
standards for charter, but not district, schools. All
public schools that administer state tests should be
subject to the same accountability rules.

2. Lawmakers should allow municipalities and coun-
ties to support the capital needs of charter schools
within their jurisdictions. Elected officials should be
allowed to add capital funding for charter schools into
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their annual appropriations

or

when incurring debt for capital

outlay.

3. The state should restructure the
charter school funding system.
State law should prohibit the
practice of routing charter

school funding through school

districts. Instead, all charte
schools should receive their
appropriation directly from
source, whenever possible.
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Education

Federal Education Policy

Before passage of the Elementary and Secondary
Education Act (ESEA) in 1965, the United States
Congress generally adhered to the principle that the federal
government had no authority to undertake functions and
duties not enumerated in the U.S. Constitution. Because the
power to fund or regulate public education is not expressly
stated in the Constitution, Congress relied on state and local
governments to superintend the education of the citizenry.
As an acknowledgement of this fact, many states, including
North Carolina, included passages on public education in
their laws and state constitutions.

Since the rise of federal activism after World War II,
Congress has continued to enlarge the federal government’s
financial and regulatory role in public education. By the
late 1960s, the federal government had committed to
redistributing federal revenues to supplement state education
expenditures for special-needs children (IDEA), low-income
students (Title I), child nutrition (National School Lunch
Program), and vocational education (Perkins).

At no time before had the federal governments role
been larger, or more controversial, than the reauthorization
of ESEA in 2002, also known as No Child Left Behind.
This bipartisan law imposed new testing, reporting,
and accountability requirements on states, which they
begrudgingly implemented to keep federal K-12 education
dollars flowing to state coffers.

The Every Student Succeeds Act (ESSA) is the latest
reauthorization of the Elementary and Secondary Education
Act and borrows from the No Child Left Behind blueprint.

President Obama signed ESSA into law in December
2015, and states will begin full implementation in 2017-18.
In the meantime, federal education officials will establish
specific rules, requirements, and guidance for states.

ESSA will continue to give the federal government a
sizable presence in state accountability efforts. States must
select specific types of accountability measures and goals as
part of a broad accountability plan that will be submitted
to the U.S. Department of Education for approval. State
education officials are also required to identify and initiate
research-based interventions in the state’s lowest-performing
schools.

Similar to No Child Left Behind, ESSA requires states to
administer math and reading tests to students in grades 3-8

Koete

FOUNDATION

Analyst: Dr.Terry Stoops
Director of Education Studies

and in high school. States must report those results in the
aggregate and by student racial and demographic subgroups.
State education officials have limited flexibility to choose the
tests and how they are administered.

While ESSA is an improvement over No Child Left
Behind, it preserves strong federal oversight of the nation’s
public schools, which has come to include increasingly
aggressive advocacy by the U.S. Department of Education’s
Ofhice of Civil Rights.

The federal government’s growing financial and ideological
encroachment into public education, by Republicans and
Democrats alike, invites the kind of centralization of public
schooling almost universally feared by the Founding Fathers
and wisely resisted by subsequent generations of American
citizens.

Key Facts

* While the vast majority of federal education funds are
earmarked for special-needs children, low-income stu-
dents, child nutrition, and vocational education, occa-
sionally Congress will authorize discretionary, multiyear
initiatives, such as the American Recovery and Reinvest-
ment Act (also called the “Stimulus”), the Education Jobs
Fund, and Race to the Top.

* Current expense expenditures from federal funds totaled
$1.45 billion and accounted for only 12 percent of North
Carolinas $12.6 billion public school operating budget
for the 2014-15 school year. Virtually none of the state’s
capital expenditures included federal funds and seldom

do.

* During the 2015-16 school year, North Carolina school
districts used federal funds to support 12,614 public
school employees or 7.3 percent of all district school
personnel in the state.

Recommendations

1. Recognize that there is no such thing as “free mon-
ey” from the federal government. Ever. No state has
ever received federal education funding without strings
attached.

2. Acknowledge that federal funds do not appear out
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of thin air. Current and future taxpayers, not elected
officials and bureaucrats in Washington, D.C., bear the
burden of repaying every dollar spent or borrowed by
the federal government.

. Refuse to accept any federal grant that imposes an
extraordinary burden on school administrators or
interferes with the duties and responsibilities of

classroom teachers. The first question that should be
asked is, “Will these federal funds detract, in any way,
from school supervision or classroom instruction?”

. If using federal funds, use them prudently. For

example, school districts should reject invitations to
use temporary federal grant dollars to fund permanent
teaching positions.

Federal K-12 Education Grant Funding, 2015-2016
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Education

North Carolina Education Lottery

The North Carolina Education Lottery is a very visible
contributor to education funding in the state. That is the case
even though the lottery has given less and less of a share of
its proceeds to education over the years, with more and more
going into prizes, administrative costs, and advertising.

Its visibility, through noisy advertisements and media
amplification, would make the “education lottery” seem
irreplaceable. Nevertheless, there are very real concerns over
the lottery’s actual effects on education spending.

Going further, people on both sides of the political aisle
worry about the lottery’s effects on North Carolinians,
especially the poorest, least educated, and most economically
desperate. The lottery itself was born of corruption: from its
inception as a bill, to its lobbying, to its rushed enactment
despite a constitutional requirement that revenue bills face
multiple votes on successive days.

Key Facts

* The North Carolina Education Lottery was sold as a way
to boost education spending in North Carolina. State
education lotteries typically fail to deliver on that prom-
ise, as years of research has shown.

* States with education lotteries tend to have a declining
rate of spending for education, especially compared with
the rest of the budget. Some speculate that having an
education lottery makes people and lawmakers think ed-
ucation needs are taken care of. This means they are less
likely to regard other possible expenditures as competing
with school funding for scarce dollars. As a consequence,
those other budget choices get more favorable reception
in appropriations decisions.

* Sometimes this supplanting is done directly instead of
unwittingly. For example, in early 2006, before the first
lottery ticket was even sold, Gov. Mike Easley announced
that half of the expected lottery revenues would go to
replace current education spending. In 2009 Gov. Bev
Perdue transferred $50 million from the Lottery Reserve
into the General Fund, as well as $37.6 million intended
for school construction (later returned).

* Either way, what was expected to be new money in ad-
dition to an ongoing funding stream winds up basically
taking the place of some of the funding in the stream.
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* 'The lottery is a state funding source that many North
Carolinians on both sides of the political aisle consider
immoral. They think so either because of (a) religious
objections to gambling, (b) ethical objections to taking
advantage of the poor and undereducated, or (c) both.
These concerns are heightened by the lottery being a state
monopoly.

* Originally, over one-third (35 percent) of lottery proceeds
would go to education funding. By 2013, that proportion
going to education funding was down to 28 percent.

* By 20106, the share of lottery proceeds going to education
was under one-fourth (24.5 percent).

¢ Counties with high poverty, unemployment, and prop-
erty tax rates also tend to have high lottery sales per adult.

In 2015, the top 10 counties in lottery sales per adult
were among the least economically well-off counties in
the state.

* Lottery sales per adult in those counties were nearly
two-and-a-half times higher than in the 20 most well-off
counties in the state.

* The best possible reform to address the many concerns
about the state lottery would be to end the state lottery
and return to a more direct, transparent form of educa-
tion funding. That is, through the General Fund, after
open debate and discussion.

* Ending the lottery monopoly wouldn’t necessarily mean
an end to the idea of gambling revenues helping fund
education. If state leaders chose to legalize gambling,
that would allow industries, games, and related jobs to
develop. Those would contribute through responsible
taxation to education spending and the General Fund.

Recommendation

1. End the state lottery and return to direct, transparent
education funding. North Carolina shouldn’t have a
gambling monopoly in place giving one dollar to the
state for education for every four it gets mostly from
poor pockets across the state.
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NC Lottery Ticket Sales Per Adult, FY 2015
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Regulation, Law, and Justice

Eminent Domain

The U.S. Supreme Court shocked the country in 2005
when—in Kelo v. City of New London—it upheld the use of
eminent domain to force working-class citizens out of their
homes so that the land could be given to a private corporation
for “high-end” commercial development. In response to Kelo
most states took steps to protect their citizens from this kind
of eminent domain abuse, but North Carolina still hasn’t
done so.

Our failure to adequately protect the property rights
of our citizens is one of the primary reasons why, when it
comes to regulatory freedom, North Carolina languishes in
the bottom third of states, both nationally and regionally. If
we truly want to be “first in freedom,” we must take decisive
steps to prevent eminent domain abuse under state law.

Key Facts

* The issue in Kelo was whether New London’s use of emi-
nent domain to transfer property from one private party to
another for the sake of economic development violated the
Takings Clause of the Fifth Amendment to the U.S. Con-
stitution (“Nor shall private property be taken for public
use without just compensation”).

* The Court held that, while the Clause might forbid
transfers from one private party to another “for the pur-
pose of conferring a benefit on a particular private party,”
it does not forbid such transfers when they serve a “public
purpose” like promoting economic development. It also
held that the question of whether a taking serves a public
purpose is not one federal courts should attempt to answer.
Instead, state and local governments need to be allowed to
determine for themselves “what public needs justify the use
of the takings power.” At the end of the opinion the Court
added, “We emphasize that nothing in our opinion precludes
any State from placing further restrictions on its exercise of the
takings power.”

* In the years since Kelo, most states have taken steps to pro-
tect property owners from eminent domain abuse under
state law, and states in the Southeast have done particularly
well. Almost every state in the region has adopted highly
effective measures. The measures adopted by Florida and
Virginia are generally regarded as the best in the country.

* North Carolina has yet to do anything in response to Kelo,
despite the fact that our state constitution is the only one
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that does not deal explicitly with eminent domain.

* With admirable diligence, several members of the N.C.
House of Representatives have tried repeatedly to add an
eminent domain clause to the Constitution and to make
the sections of the General Statutes that deal with eminent
domain more restrictive, but without success.

* Their most recent attempt consisted of a proposed consti-

tutional amendment stating:

Private property shall not be taken by eminent
domain except for a public use. Just compensa-
tion shall be paid and shall be determined by a
Jury at the request of either party.

* Unfortunately, this would have merely echoed the language
of the Fifth Amendment, which—as the Supreme Court
demonstrated in Kelo—can be interpreted in a way that
makes it ineffectual.

Recommendations

Provide protections against eminent domain abuse under
North Carolina state law that are as effective as the ones
provided by Virginia and Florida. Ideally, these will include

a constitutional amendment that:

1. States explicitly that private property may only be taken
for public use and with just compensation.

2. Stipulates that the question of whether a taking complies
with the public-use requirement must be decided by a
court without deference to any legislative or administra-
tive determination.

3. Defines public use in a way that forbids transfers from
one private party to another for the sake of economic
development and permits such transfers only when the
property is needed by a common carrier or public utility
to carry out its public mission or, in cases of blight, when
the physical condition of the property poses an immi-
nent threat to health or safety.

4. Defines just compensation in a way that ensures that
property owners are reimbursed for all of their losses and
costs, including loss of access, loss of business goodwill,
relocation costs, and reasonable attorneys’ fees.
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Report Cards: Eminent Domain Laws in the Southeastern United States

Source: Castle Coalition
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Regulation, Law, and Justice

Civil Asset Forfeiture

Civil asset forfeiture is a legal process that empowers
government agents to confiscate property when they suspect
it was used for, or derived from, criminal activity. Because
it is a civil action, the agents’ suspicions do not need to be
proved beyond a reasonable doubt—a “preponderance of the
evidence” is sufficient. And because the action is against the
property itself, the owner does not need to be charged with,
let alone convicted of, a crime.

Civil asset forfeiture is inherently unjust and a violation
of due process. Worse still, it perverts the proper relationship
between the police and the public by turning the former into
predators and the latter into their prey.

When it comes to protecting citizens from this abusive
practice, North Carolina has always been a leader. Under
North Carolina’s criminal statutes, before property can be
forfeited, the owner must generally be convicted of a crime,
and, under North Carolina’s Constitution, after property
has been forfeited, the proceeds must always be used for
“maintaining free public schools.”

Unfortunately, these protections under North Carolina
law have been increasingly undermined by federal “asset-
sharing” programs. Under these programs, state and local
police departments are encouraged to work with federal
law enforcement agencies to seize and process assets under
federal law. In return, they receive the bulk of the proceeds
for their own use. To continue to lead, North Carolina must
take steps to prevent, or severely curtail, participation by
state agencies in these asset-sharing programs.

Key Facts

* The federal government revived the practice of civil asset
forfeiture in the 1970s as a novel weapon in the War on
Drugs. Its use by federal agencies has expanded rapidly
since then. In 2014, U.S. Department of Justice seizures
alone were worth $4.5 billion.

* Inspired by the federal example, most states adopted
civil asset forfeiture laws of their own, but, to its credit,
North Carolina did not. The features of North Carolina’s
forfeiture law listed above have been praised in repeated
editions of the Institute for Justice’s “Policing for Profic”
report. Last year, North Carolina earned the top score in
a report by Freedom Works titled, “Civil Asset Forfeiture:
Grading the States.”

Koete

FOUNDATION

Analyst: Jon Guze
Director of Legal Studies

* As noted, the Department of Justice (DOJ) has used
asset-sharing programs to encourage state and local police
departments to seize assets under federal forfeiture laws.
Between 2000 and 2013, the DOJ alone returned $4.7
billion in shared assets to state and local agencies.

* According to the Institute for Justice (IJ), “When civil
forfeiture is more difficult and less financially rewarding
under state law, law enforcement agencies turn to fed-
eral asset sharing instead.” This is what has happened in
North Carolina. IJ ranks North Carolina among the 10
worst states in terms of asset sharing and notes that, “Law
enforcement agencies in the Tar Heel State received more
than $162 million in DOJ proceeds between the 2000
and 2013 calendar years [and] over $42 million from the
Treasury Department.”

* 'The best solution for North Carolina—and for the rest of
the country—would be for the federal government to cut
back or abolish its asset-sharing programs, and this may
eventually happen. In the meantime, however, the states

must take steps to curtail federal asset sharing under their
own laws.

* New Mexico and Nebraska have already taken steps to do
so. Recently enacted bills in both states not only abol-
ished civil asset forfeiture under state law; they also im-
posed monetary thresholds that must be met before state
agencies can participate in federal asset-sharing programs.
The thresholds are $50,000 and $25,000 respectively.

Recommendations

1. Ideally, North Carolina should eliminate federal asset-
sharing altogether.

2. If federal sharing is permitted to continue, it must be
severely restricted. There should be a high monetary
threshold. The police should be required to show, by
clear and convincing evidence, that the owner of the
seized property knew it was used for or derived from
criminal activity. The state should ensure that shared
proceeds are deposited in the General Fund and used
for public education or tax cuts, rather than returned to
the police department that seized the property.
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Juvenile Justice

Whereas most states have stopped treating minors as adults
for criminal justice purposes, in North Carolina the age of
juvenile jurisdiction remains the same as it was in 1909. This
is unfortunate. Compared to what happens in other states,
processing 16- and 17-year-old offenders through the adult
system results in higher costs and higher rates of crime. It
also results in worse outcomes for the offenders themselves.
It’s time to raise the age of juvenile jurisdiction in North
Carolina.

Key Facts

* In 41 states and the District of Columbia, the age of
juvenile jurisdiction is now 18, which means that in all
of these jurisdictions, 16- and 17-year-olds are ordinarily
processed through the juvenile justice system.

* In seven states the age of juvenile jurisdiction is 17, but
two of them, Louisiana and South Carolina, are consider-
ing proposals to raise it to 18.

* Only New York and North Carolina set the age of juve-
nile jurisdiction at 16, and in New York a reverse waiver
provision makes it possible for 16-year-olds to petition
for juvenile jurisdiction. That leaves North Carolina
as the only state where all 16-year-olds end up in the
adult system as a matter of course.

* Minors in the adult system are at higher risk of suicide
and are more likely to be the victims of both sexual and
physical violence than those in the juvenile justice system.

* Minors in the adult system have less access to education
and other age-specific programming than those in the
juvenile justice system, putting them at a serious disad-
vantage upon release.

* Only 6 percent of minors in the adult system in North
Carolina are charged with crimes of violence, and only
3 percent are charged with serious felonies.
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* Minors incarcerated in adult facilities are more likely to
reoffend than minors who are incarcerated in juvenile
facilities. As a result, raising the age of juvenile jurisdiction
tends to reduce recidivism rates.

* A study commissioned by the General Assembly’s Youth
Accountability Planning Task Force projected that rais-
ing the age of juvenile jurisdiction would yield a net
economic benefit to North Carolina of $52.3 million.
The benefits would include reduced costs to taxpayers,
reduced losses to crime victims, and increased earnings by
juvenile offenders.

e In 2015 N.C. Chief Justice Mark Martin convened the
N.C. Commission on the Administration of Law &
Justice to evaluate the state judicial system and make
recommendations. Its Criminal Investigation & Adjudi-
cation Committee is currently working on a proposal to
raise the age of juvenile jurisdiction in North Carolina.

The proposal will be published in 2017.

Recommendations

1. Raise the age of juvenile jurisdiction to 18, at least for
nonviolent, minor crimes.

2. Preserve the current provision in the law that permits
transfer to adult jurisdictions for minors who are
accused of major, violent crimes and requires it for
minors who are accused of first-degree murder.

3. Mitigate stresses on the existing juvenile system by
developing an implementation plan that raises the age
in increments with a corresponding incremental trans-
fer of resources from the adult system to the juvenile
system.
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Regulation, Law, and Justice

Regulatory Reform

North Carolina’s regulatory environment has improved
steadily in recent years. The General Assembly under
Republican leadership has passed Regulatory Reform Acts
annually since 2011.

This effort is making North Carolina a national model
for other states seeking ways to boost employment and job
creation by giving risk-takers and job creators ever more
room to move. Still, more work remains.

Key Facts

* The vast majority of studies of the effects of government
regulation conclude that it harms economic growth.

* Economist Clyde Wayne Crews Jr. estimated that federal
regulation cost American consumers and businesses $1.88
trillion in 2014, in terms of lost economic productivity

and higher prices.

* Economists John W. Dawson of Appalachian State and
John J. Seater of N.C. State found that, thanks to increas-
ing red tape and regulation going back to 1949, the U.S.
economy is only about one-fourth the size it could be.

* They computed the opportunity cost of federal regula-
tions to be $277,100 per household and $129,300 per
person. So without overregulation, the average household
would have living standards enjoyed now by only the top
echelon of society.

* Those estimates are for federal regulations. What about
state regulations?

A 2015 study by economists at Beacon Hill Institute

at Suffolk University asked that question. Economists
estimated that the burden imposed by state regulations in
North Carolina on the private sector in 2015 was up to_

$25.5 billion. That is for just one year.

* The John Locke Foundation’s First in Freedom Index
ranked North Carolina’s regulatory freedom 36th out of
the 50 states — eighth out of the 12 Southeastern states.

* Areas for improvement identified by the Index include:
restrictive certificate-of-need regulations, state benefits
mandates on private health plans, burdensome insurance
regulations for automobiles and homes, and extensive oc-
cupational licensing rules.
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In 2013, the General Assembly enacted a significant
reform for administrative rules: sunset provisions with pe-
riodic review. By March 2016, over 6,000 total rules had
been reviewed. Over half were retained, about one-third
will undergo the readoption process, and 11 percent will
be removed.

The next step in reform could be a red tape reduction ef-
fort, such as seen in British Columbia (B.C.).

In 2001, B.C. struggled to emerge from its “dismal
decade.” Leaders saw that B.C.’s regulatory burden was
strangling the province’s economic growth, so they com-
mitted to reducing it by one-third in three years. By 2004
they had cut out so much red tape they had reduced
overall regulation by an astonishing 37 percent.

Part of this reform involved giving up two to five old
regulatory requirements for each new one. After reaching

their goal, they capped it with a policy of no net increase
in regulatory requirements (so any new regulation would
require giving up an old one).

So B.C. not only succeeded in reducing red tape, they
also sustained their success. That’s what inspired Canada’s
Red Tape Reduction Act of 2015, which requires the
Canadian government to get rid of at least one regulation
for each new one introduced.

Another reform North Carolina leaders should consider is
adding sunrise provisions to complement sunset provi-

sions. Sunrise provisions affect new regulations before

they are adopted.

Regulations are basically laws made by executive agencies,
using powers given them by the legislature. This makes
sense when regulations are minor, but what if they’re not?

Agencies are staffed by bureaucrats who are not directly
accountable to voters, and regulations are much easier to
institute than laws. As a result, over 99 percent of pro-
posed regulations in North Carolina ultimately come into
effect, whereas fewer than one in five bills do.

Because they are accountable to the voters for passing

laws, legislators should have a direct say over regulations
with major economic implications for the state. Regula-
tions that meet a certain threshold for economic impact
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(an example could be $5 million over a five-year period)
should require approval from the General Assembly
before they can be implemented.

Regulatory compliance is more expensive for small busi-
nesses, which make up 98 percent of North Carolina
employers. The federal government and most U.S. states
have adopted small business flexibility analysis to help
mitigate this cost disparity. North Carolina is one of six
states without it.

There are roughly 25,000 individual regulations in the 30
Titles of the North Carolina Administrative Code. That’s
a breeding ground for compliance problems and over-
criminalization.

Furthermore, especially in crafting regulations, mzezns rea
protection gets overlooked. Mens rea is common-law pro-

tection for someone who may break a law unwittingly,
without meaning to.

* Enacting a default mens rea statute would mean that mens

rea is considered present in a law or regulation unless law-
makers or regulators deliberately stipulated strict liability.

Recommendations

1. Set up a Red Tape Reduction initiative like British
Columbia’s, including capping overall regulations once
the reduction target is achieved.

2. Require any proposed regulation that would have ma-

jor economic impact on the state to receive direct ap-
proval from the legislature before being implemented.

3. Enact small business flexibility analysis and default

mens rea statutes.

How NC's Sunset Provision with Periodic Review Is Working

Of the 6,225 rules reviewed as of March 2016

Rules to remain
unchanged

Source: Office of Administrative Hearings
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Rules subject to the
readoption process

Rules to be removed
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Regulation, Law, and Justice

Renewable Energy Portfolio Standard

Households in North Carolina get electricity from a
monopoly provider. In return for a guaranteed consumer
base, electric utilities are expected to provide reliable power.

Utilities were also expected to provide the least-cost
reliable power. That changed when the Renewable Energy
and Energy Efficiency Portfolio Standards (REPS) law passed
in 2007.

Key Facts

* Keeping consumers’ costs as low as possible is the num-
ber one issue in electricity policy in North Carolina.
Electricity is a basic human need.

* In 2015, electricity costs for the poorest North Carolina
households (those earning less than $30,000 per year)
averaged 9 percent of their after-tax income — a signifi-
cant monthly expense.

* North Carolina has long boasted highly competitive
electricity rates. That legacy is quickly being erased.

* Since North Carolina’s REPS mandate took effect in
2008, North Carolina’s electricity rates have increased
by over twice the regional average increase and about
2.5 times the national average increase.

¢ From 2010 to 2014, North Carolina’s REPS mandate
had cost electricity consumers $276 million, according
to economists at the Beacon Hill Institute at Suffolk
University (BHI).

* Those additional costs were just from the lowest levels of
REPS implementation. The REPS requirement was for
only 3 percent of sales through 2012, going up to 6 per-
cent through 2015 (a doubling) and 10 percent (more
than tripling) in 2018.

* By 2021 and beyond, the REPS requirement is set to be
12.5 percent of sales. That is over four times the initial
requirement.

* By then the REPS mandate — if the legislature allows it
to be fully implemented — will have cost North Caro-
lina about $2 billion (in 2013 dollars) and nearly 3,600
jobs, according to BHI estimates.

* Despite implications in media reports, renewable energy
sources (wind and solar) aren’t a one-for-one trade-off
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for traditional resources (coal, gas, nuclear). They are far
less efficient.

* According to a Brookings Institution study by econo-
mist Charles Frank, it takes about seven solar plants and
four wind plants to produce the equivalent output of a
single, traditional power plant.

e But wind and solar are unreliable — the wind doesn’t
always blow, the sun doesn’t always shine, especially not
in coordination with up-to-the-minute consumer needs.

* So wind and solar still need a reliable resource — coal,
gas, nuclear — always cycling in the background. That’s
costly and means they’ll never “replace” those resources.

* Solar and wind can produce electricity at peak capac-
ity for only a fraction of the time. So their main selling
point (reducing CO2 emissions) only occurs a fraction
of the time. The rest of the time they are imposing huge
costs.

* Considering all those factors, Frank found solar and
wind to be the most expensive ways to reduce carbon
dioxide emissions in generating electricity, and natural
gas to be the least.

* Energy-related CO2 emissions in the U.S. are down 12
percent since 2005, according to the U.S. Energy Infor-
mation Administration. The main reason is the change-
over to natural gas for electricity production.

* Researchers at the National Oceanic and Atmospheric
Administration (NOAA) found that the increased use
of natural gas for electricity generation (from 1997 to
2012) was responsible for lowering CO2 emissions by
23 percent, SO2 emissions by 40 percent, and NOx
emissions by 44 percent.

* The European Union in 2012 classified natural gas as a
green, low-carbon energy source.

* Solar and wind require far more workers per unit of
energy generated than traditional energy sources.

* That may sound like it’s good for employment, but
only for jobs in renewable energy. It’s not good for net
employment, which is harmed.
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* It also means that renewable energy sources are far
less efficient — and more expensive — than tradi-
tional energy sources.

* Falling fuel costs, mostly in natural gas, are responsible
for an actual cut in Duke Energy Progress electricity
rates from 2015 to 2016, according to the Utilities
Commission. They decreased by $5.64 a month for
the typical residential customer.

* That is a net rate reduction. Costs imposed by
the REPS law (REPS mandate and Demand Side
Management/Energy Efficiency riders) went up by
$2.29 a month for the typical residential customer.

Recommendation

* Cap and sunset the REPS mandate and return North
Carolina to its standard of least-cost, reliable power.

Rider Changes to Duke Energy
Progress Rates, 2015-16

$3 220 REPS Rider
$0.34 (from $0.83 t0 $1.16)
$2
DSM/EE Rider
$1 Demand Side Management/
L Energy Efficiency rider
E 50 $1.95 (from $4.26 to $6.21)
& . . .
z -$1
L
g -$2 Fuel Price Changes
< $3 Decrease from $31.34
6 to $25.70 (mostly from
-$4 decrease in the cost of
natural gas).
-$5
-$6 -$5.64

Note: Data is based on residential customers using 1,000
kWh/mo.

Source: North Carolina Utilities Commission
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Percentage Increase In Average
Retail Price of Electricity, 2008-14
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Note: Since its REPS madate took effect in 2008, North
Carolina's electricity rates increased by almost 2.5 times the
national average increase and over twice the regional average
increase, which is quickly eroding North Carolina's legacy of
highly competitive rates.

Source: U.S. Energy Information Administration
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Occupational Licensing

Everyone in North Carolina has a self-evident, inalienable
right to “the enjoyment of the fruits of their own labor.”
That is according to North Carolina’s Constitution, Article
I, Section 1.

A person shouldn't have to petition and pay the state before
he or she is allowed to enjoy a self-evident, inalienable right. At
its core, however, that is what an occupational license requires.

Perhaps there are legitimate safety concerns behind an
urge to license. But there are many other ways to ensure
safety and quality before taking that extreme step.

Key Facts

* Occupations come under state licensing supposedly to
ensure safety and quality of service work.

* The most consistent finding in academic research litera-
ture on occupational licensing is not that it ensures safety
and quality, however.

* Instead, it is that licensing boosts the earnings of those al-
ready in the profession by limiting the supply of competi-
tors and driving up the price of service.

* Getting a license involves costs in money and time: satis-
fying educational credits, logging job experience, passing
required exams, and paying license and renewal fees.

* These costs are very large hurdles for the poor, the less
educated, minorities, mothers returning to the workforce,
relocated military families, and older workers seeking a
new career.

* Employment within an occupation grows 20 percent
faster in states where it is not subject to licensure than in
a state where it is.

* But states can hardly agree what occupations need li-
censing. Of over 1,100 state-regulated professions, only
60 (a little over 5 percent) are regulated by all states.

* That means there is widespread disagreement over
whether any particular licensed profession actually poses a
significant risk of harm to the public.

* North Carolina is one of the more aggressive states in
terms of licensing occupations. Crossing the border into
South Carolina reduces the number of licensed occupa-
tions by about two-thirds.
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According to the landmark White House report on occu-
pational licensing released in 2015, 22 percent of North
Carolina’s work force is licensed by the state.

In August 2014 the State Auditor identified 57 occupa-
tional licensing boards with over 565,000 licensees.

From 1901 to 1969, North Carolina added a new oc-
cupational licensing agency about once every three years.
From 1970 to 2008, the rate of creating new licensing

agencies in North Carolina accelerated to about one every
10 months.

Occupational licensing has grown so entrenched in North
Carolina that it is difficult to get a complete accounting
of licensing boards, let alone of licensed job categories.

In December 2014 the Program Evaluation Division
(PED) of the General Assembly identified 55 occupa-
tional licensing agencies in North Carolina. Among other
things, PED found insufficient oversight of the agencies
and recommended review and consolidation of several of
them.

The State Auditor also found that oversight of the (57)
boards was ineffective, that their performance was un-
measured, and even that the official listing of boards was
incomplete.

If there are legitimate safety concerns in a profession,
policymakers don’t have to choose between the policy
extreme of licensing or nothing. There are several options

that preserve occupational freedom (see chart).

Notably, voluntary certification addresses consumers’
health and safety risks while not prohibiting entry into
one’s chosen field. We see voluntary certification in action
all the time, such as by Underwriters Laboratories, Good
Housekeeping, and the Better Business Bureau.

Industry-specific examples of certification include the
National Institute for Automotive Service Excellence for
mechanics, the Associated Locksmiths of America, and
the Behavioral Analyst Certification Board.

In fact, there is even certification for private certification
programs themselves, such as by the National Organi-
zation for Competency Assurance and the American
National Standards Institute.
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Recommendations 3. Expand recognition of other states’ licenses.
1. Subject licensing boards and their licenses to sunset 4. Work with boards to reduce fees, education/experience
with periodic review, eliminating questionable ones. requirements, and examination requirements when pos-

2. Seek policy options other than licensing first, with a sible.

strong preference for respecting the freedoms to work
and to choose.

How to Protect Consumers and Freedom, Too
Policy options to address legitimate concerns without going the extreme of licensing

LEVEL 1: Some potential . e . . 9 c
market fa"urefwnh market Choice & Competition With Private Litigation
freedom as the default, let

labor compete and consumers

choose freely. When harmed, Stronger Deceptive Trade Practices Law

consumers can file suit.

LEVEL 2: Fraud? Strengthen

c consumer protections in law
and Consumer Protections against unfair and deceptive

trade practices (see G.S. 75)

LEVEL 3: Is cleanliness an issue?
Require inspections.

LEVEL 4: Externalities? (i.e. damages

Bondlng or Insurance to third parties) Require bonding or
insurance.
LEVEL 5: Fly-by-night companies? (e.g. outfits . e
showing up after a natural disaster) Require Reg|5trat|°n
registration with the Secretary of State.
Certifi- LEVEL 6: Asymmetrical information? (i.e. when

providers can know more technical info than a
consumer could be expected to know) Promote

cation
— certification. Providers who earn title of 'certified' signal

LEVEL 7: Major risk of public harm? Reserve the Licensin technical competence to consumers. Also for when
extreme policy tool of occupational licensing only g insurance reimbursement is an issue.
for a signifcant public harm. v

. Policy Retains Occupational Freedom . Policy Does Not Retain Occupational Freedom

Note: Adapted from the Institute for Justice, "From Liberty to License: A Hierarchy of Regulatory Options"
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Regulation, Law, and Justice

Overcriminalization

In The Federalist, No. 62, James Madison, wrote:

"It will be of little avail to the people, that the
laws are made by men of their own choice, if
the laws be so voluminous that they cannot
be read, or so incoherent that they cannot be
understood."

Nearly 230 years later, the list of activities that can result
in a criminal conviction in North Carolina has continued
to grow rapidly, and it is now far too voluminous and often
incoherent, particularly for the average citizen.

The criminal code itself has grown excessively long and
complex. In addition, the rules and regulations promulgated
by administrative agencies have
criminalized, and, as a result, a large number of crimes—
including drug and motor-vehicle offenses, regulatory
crimes, and local ordinances—Ilie outside the state’s criminal
code.

Because there are so many of them, and because they are
so obscure, it is impossible for ordinary citizens to know
about, let alone understand, all of the laws that govern their
everyday activities. Making matters worse, many of the new
laws criminalize conduct that is not obviously wrong in
any way. As a result, ordinary citizens cannot rely on their
knowledge of the law or on intuition to alert them to the fact
that they may be committing a crime.

Nevertheless, for many new crimes, and especially for
many new regulatory crimes, there is no mens rea requirement,
that is, no requirement that, in order to be convicted of the
crime, the person being prosecuted must have intentionally
done something he or she knew was wrong,.

If we want to maintain a free and just society, we must
reverse the process of overcriminalization in North Carolina.

grown excessively

Koete

FOUNDATION

Analyst: Jon Guze
Director of Legal Studies

Key Facts

* North Carolina has been creating, on average, 34 crimes
annually, over half of which are felonies.

¢ North Carolina’s 765-section criminal code is now 55
percent larger than Virginia’s and 38 percent larger than
South Carolina’s code.

* Under numerous “catchall” provisions in the General
Statutes, administrative agencies and private licensing
boards have criminalized entire sections of the regulatory
code, including regulations dealing with public health,
agriculture, and the environment.

* Many new crimes, including many new “regulatory”
crimes, are strict-liability crimes, which means that crimi-
nal intent is not required for conviction. Instead, individ-
uals can be held criminally responsible for unknowingly
violating the new laws. This is particularly unfair given
the number and obscurity of the new laws and given the
extent to which they govern, in minute detail, a wide
range of ordinary activity that is not self-evidently wrong
in any way.

* Overcriminalization places individuals and small busi-
nesses in constant legal jeopardy.

¢ Overcriminalization wastes scarce law-enforcement
resources that could otherwise be devoted to preventing
and punishing serious crimes against persons and prop-

erty.
* Overcriminalization reduces consistency in enforcement
and erodes confidence in the rule of law.

* Other states have already started addressing the problem.
Tennessee, for example, has created a commission that
will make annual recommendations about which crimes
can and should be eliminated, and Virginia has not only
created such a commission, it has already started elimi-
nating crimes pursuant to the commission’s reccommenda-
tions.
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Recommendations

1. Create a bipartisan legislative task force to conduct

53

hearings and establish guidelines for the creation of new
criminal offenses. (See, Model Resolution on Regula-
tory Overcriminalization.)

Create a commission to review North Carolina’s crimi-

nal statutes with the objective of consolidating, clarify-
ing, and optimizing them.

Number of Crimes in State Criminal Codes
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Source: Manhattan Institute

3. Add a default mens rea provision to the General Stat-
utes, i.e., a provision that would automatically make
“criminal intent” a part of the definition of every crime
unless the legislature specifically states otherwise.

Lohe

F OUNDATION

-~


http://www.johnlocke.org/research/model-resolution-on-regulatory-overcriminalization/
http://www.johnlocke.org/research/model-resolution-on-regulatory-overcriminalization/
http://www.manhattan-institute.org/pdf/ib_28.pdf

Health Care

Direct Primary Care

The excessive amount of government intervention that
has encumbered our nation’s health care system is pushing
some physicians to scale back or cut off their relationships
with middleman insurers to spend more time with their
patients.

This innovative business model is known as direct
primary care (DPC). In exchange for a monthly fee that
covers a defined package of services, patients have guaranteed
unlimited access to their physicians. DPC is similar to
concierge medicine, but the key difference is that these
practices deliver basic health care at an affordable price with
no insurance billing whatsoever.

DPC has been around for years, but it’s currently a niche
market. Even so, it continues to pique physicians’ interest.
As of 2014, over 4,400 doctors in the U.S. had transitioned
to direct health care delivery, a significant increase from
just 146 in 2005. Currently, around 30 doctors in North
Carolina practice in a DPC setting.

DPC restores the incredible value of personalized
medicine, benefiting patients, doctors, employers, and the
state.

Key Facts

* Because primary care is relatively inexpensive to adminis-
ter, DPC is an appealing option. Industry-wide data show
that average monthly memberships vary from $25 to $85.
In return, patients are entitled to around-the-clock care
that may include services such as comprehensive annual
physicals, EKG testing, joint injections, laceration repairs,
and skin biopsies. North Carolina practices can even dis-
pense prescription drugs in-house at wholesale cost.

* DPC restores the traditional doctor-patient relationship.
Imagine physician practices that do not have to spend
over 40 percent of practice revenue on overhead costs and
personnel responsible for filing insurance claims. Opting
out of insurance contracts allows smaller practices to break
even on as little as four patients per day, rather than an
average 32 in today’s typical practice setting.

* A study conducted by University of North Carolina and
North Carolina State University researchers found that
patients seeking treatment from Access Healthcare, a di-
rect care practice located in Apex, North Carolina, spent
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85 percent less and enjoyed an average of 35 minutes
per visit compared to eight minutes in a nondirect care
practice setting.

* Fortunately, North Carolina ranks as one of the top
DPC-friendly states. Unlike other state legislatures, ours
does not subject these practices to government price
controls, capped patient numbers, limited treatments, or
a defined menu of services.

¢ Since DPC practices do not accept insurance, some ques-
tion how physicians can still thrive under Obamacare’s
insurance mandates. Interestingly, section 10104 of the
federal health law endorses DPC as long as it is accompa-
nied by catastrophic health coverage that includes benefits
outside of primary care. So, if patients purchase a wrap-
around plan and seek care through a DPC practice, this
theoretically fulfills the individual mandate.

* Since Obamacare’s individual mandate requires everyone
to purchase health insurance that includes preventa-
tive health care services, many perceive that direct care
patients are paying twice for health care. But Americans
with insurance are already committing to two payments
for health care — monthly premiums in addition to co-
pays and co-insurance. Direct care offers treatments for
patients at lower out-of-pocket costs compared to insur-
ance plan out-of-pocket expenses.

* While a majority of direct care takes place in small prac-
tice settings, there are DPC establishments that specialize
in contracting with large self-insured employers. In North
Carolina, Union County is on track to save $1 million
in health care claims under its first-year contract with

Paladina Health — a large-scale DPC franchise.

* Since Union County has incorporated an additional
benefit option for workers to have a doctor spend more
time managing their health care needs in either an on-site
or near-site clinic, there has been a significant reduction
in unnecessary emergency room visits, specialist referrals,
and inpatient admissions.

* Another large DPC company is Qliance. Located in
Seattle, Washington, Qliance’s clients include Amazon
and Expedia, Inc. A review of two years of health care
claims data reveals that workers who opted to be treated
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by Qliance saved their employers 20 percent on health
care expenses compared to employees who chose a differ-
ent provider. The table on the following page illustrates b
that an increase in direct care visits led to a reduction in
specialist referrals, emergency room visits, and surgery.

Recommendations

1. For the DPC model to cater to Medicaid patients, the
North Carolina Department of Health and Human
Services NCDHHS) could work within a federal waiv-
er to administer and monitor health savings accounts

(HSAs) or debit cards with a lump-sum contribution to
eligible enrollees.

. Implement a DPC benefit option for State Health Plan

members.

Policymakers should pass legislation that simply states
that direct care providers do not act as a risk-bearing
entity, so that patients’ monthly DPC membership fees
are not classified as an insurance premium. To date, 13
states have enacted legislation that specifically defines
DPC not acting as insurance. This would protect DPC
providers from Department of Insurance regulations.

Proliferation of Direct Primary Care Practices
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PATIENTS QLIANCE PATIENTS OTHER)
81 94 -14%

ER VISITS ($5)
INPATIENT (DAYS) 100 250 -60% $417
SPECIALIST VISITS 7,497 8,674 -14% $436

ADVANCED RADIOLOGY 310 434 -29% $82
PRIMARY CARE VISITS 3,109 1,965 +58% ($251)
SAVINGS PER PATIENT $679
TOTAL SAVINGS PER 1,000 (AFTER QLIANCE FEES) $679,000
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Cerfificate-of-Need Laws

Certificate of Need (CON) is a regulation that limits health
care supply unless a specific “need” is determined by state
health care planners. If medical providers have plans to build
or expand an existing health care facility, offer new services,
or update major medical equipment, they will most likely
have to ask permission from the State Health Coordinating
Council, known as “The SHCC.”

History explains Congress intent behind enacting
CON laws under the federal Health Planning Resources
Development Act in 1974 — the goal was to cut down on
health care cost inflation. At that time, reimbursements for
services were based on the costs of production, or a cost-plus
system. Providers therefore had strong incentives to build
and expand the capacity of health facilities, knowing they
wouldn’t have to assess patient demand.

However, once the reimbursement system shifted to
a fee-for-service prospective payment system, the federal
government repealed the CON mandate in 1987, citing that
the program did not effectively restrain health care costs.
Fifteen states have since scrapped their CON programs.
North Carolina burdens health care entrepreneurs with
one of the most stringent CON programs in the nation,
regulating over 25 services that range from kidney dialysis
units to mental health services to ambulatory surgery centers
(ASCs).

Despite the federal government admitting to CON’s
inadequacies, the SHCC argues that centralized decision-
making must remain intact to prevent duplicative services
and underused facilities that may yield low-quality care.

Key Facts

* CON stifles competition because competing applicants
can contest the state’s final CON award. Even parties
unaffiliated with the application can appeal the state’s
decision. For example, Triangle Orthopedic Associates
(TOA), North Carolina’s largest private orthopedic prac-
tice, and Duke University Health System filed compet-
ing applications for a fixed MRI machine in 2004. TOA
ended up winning the bid. While Duke did not petition
against the decision, a separate company, Alliance Imag-
ing, did. It had previously provided MRI services to TOA
and feared the loss of business that would result if TOA

procured its own machine.
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* CON supporters agree that limiting health care supply
raises health care costs. Hospitals further justify that cost-
shifting health care costs onto paying patients helps offset
total uncompensated care and ostensibly provides better
access to indigent care. However, studies conclude that
better metrics are needed to determine whether CON
laws directly correlate with health systems providing more
indigent care.

* CON supporters argue that the law helps preserve rural
health care. For example, they contend that repealing
the law could lead to a greater concentration of ambula-
tory surgery centers (ASCs) in more urbanized areas,
which would attract more rural patients and put com-
munity hospitals at risk. But to the extent that market
forces can operate under CON, patients are already
migrating to access ambulatory surgical care outside of
rural communities.

* Relaxing CON saves patients money and provides
patients with more health care options. For example, in-
dependent ASCs — one of the facilities regulated under
NC CON law — are typically reimbursed by Medicare
45 to 60 percent less for the same procedure compared
to those being performed in a hospital outpatient set-
ting. Today, over 70 percent of the 635,000 annual
surgeries in North Carolina are performed in outpatient
settings, and 70 percent of these surgeries are conducted
in the highest-cost hospital systems.

* North Carolina did execute some reform in 2005, al-
lowing gastroenterologists to perform colonoscopies in
their own endoscopy units. Utilization of those services
increased by 28 percent over four years, in part due to the
state’s baby-boomer population, but overall Medicare sav-
ings still amounted to more than $224 million within six
years, since procedures performed in free-standing facili-
ties are reimbursed at a lesser rate than those performed
in full-service hospitals.

Recommendation
1. Repeal Certificate of Need.
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Patients Travelling For Outpatient Surgery
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Health Care

Medicaid Expansion

Medicaid is a program jointly funded by the state and
federal governments. One of its core functions includes
paying medical providers for services rendered to low-income
parents and children, pregnant women, the elderly, the
blind, and the disabled. The federal government currently
funds two-thirds of North Carolina’s $14 billion Medicaid
program.

The Affordable Care Act (ACA), commonly known
as Obamacare, gives states the choice to expand Medicaid
eligibility to individuals earning up to 138 percent of the
federal poverty level. This figure equates to an individual
earning $16,242 a year or a family of four earning $33,465

a year.

If North Carolina were to expand Medicaid, the federal
government promises to fully fund the cost untl 2017. At
that point, states will take on some of the financing, maxing
out at 10 percent starting in 2020. To date, over 31 states
have already gone forward with plans to expand.

Key Facts

* The federal government would be borrowing more money
to fully fund a Medicaid expansion for three years, taxing
future generations and applying a stronger chokehold on

the federal deficit.

* Starting in 2020, expansion would cost North Carolina
$6 billion over the next decade. In the longer term, this
will either lead to a reduction in provider payments, di-
verting resources from other important parts of the bud-
get such as education or transportation, or tax increases.

* At present, 25 percent of physicians in North Carolina do
not accept new Medicaid patients.

* Expanding Medicaid eligibility puts traditional program
enrollees at risk. They will have to compete with a half
million more people for adequate access to health care —
82 percent of whom are able-bodied childless adults.

* Expanding eligibility levels for government health insur-
ance programs crowds out access to private coverage.
Studies indicate that the crowd-out effect contributes to
the fact that six out of 10 people on Medicaid once had
private coverage.

* The heavier the Medicaid caseload, the more providers
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will have to make up for being paid below market levels
by negotiating higher payment through private carriers
— ultimately passing on these costs to consumers in the
form of higher premiums.

* Expanding Medicaid would add an additional 500,000
enrollees to our state’s Medicaid program — of which
186,000 North Carolinians with incomes between 100-
138% of the federal poverty level (FPL) would be thrown
off Obamacare’s subsidized private coverage Exchange
plans.

* The 2008 Oregon Health Insurance Experiment (OHIE)
is known as the gold standard of studies that assess Med-
icaid’s overall effectiveness. Researchers randomly assigned
eligible patients to the state’s Medicaid program. Two
years later, the authors detected that Medicaid had no
statistically significant effect on major measures of health

outcomes of those who had been chosen to participate
and those who had not.

* North Carolina can learn from other states that have ex-
panded eligibility to this population in the past. Arizona’s
expansion in 2002 originally projected slow enrollment
growth, maintainable costs, a reduction in the number of
uninsured, and reduced uncompensated care. All four of
these projections were turned upside down. The expanded
population (mostly childless adults) ended up costing
two to four times more than low-income parents. Similar
outcomes occurred in Oregon, Delaware, Maine, Wash-
ington, D.C., Utah, and Vermont.

Recommendations

Medicaid can be thought of as multiple programs for
different types of patients. It would be wise for Congress to
grant North Carolina even more flexibility with its Medicaid
reform plans by reconstructing the Medicaid program in its
entirety:

1. Congress should allow states to have more flexibility
experimenting with their long-term care Medicaid
caseload.

2. Offer a universal refundable tax credit to able-bodied,
working Medicaid patients and their dependents
to offset the cost of private health plans sold on the
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individual policyholder
market. Shifting acute
care patients onto the
health insurance exchang-
es can reduce government
dependence in the long
term and instill consumer
awareness and promote
patient choice.

Change Medicaid’s
financial design. Histori-
cally, the federal govern-
ment foots two-thirds of
North Carolina’s Medic-
aid bill. The match rate
has produced perverse
incentives for states to
expand optional benefits
or program eligibility
since the program’s incep-
tion in 1965. A federal
block grant allocated to
states will instead push
North Carolina to budget
accordingly with a defined
amount of resources and
take full ownership of any
additional state Medicaid
spending as policymakers
see fit.

. Funding a Medicaid

expansion won't solve our
nation’s pervasive health
care access problem. Con-
gress should focus more
on relaxing regulations
that make health care
more affordable, and less
on how to extend health
insurance for all.

Medicaid Expansion Gap Population

Childless Adults

Source: Urban Institute
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Health Care

Health Insurance Exchanges

One of the Affordable Care Acts (ACA) key provisions
is the implementation of health insurance exchanges
— online marketplaces where individuals can shop for
federally qualified health plans offered by participating
insurance companies. Through the exchanges, the Obama
administration intends to offer affordable, quality health care
coverage and prohibits insurers from denying patients with
pre-existing conditions. Consumers eligible to purchase an
individual health policy through North Carolina’s exchange
do not receive health benefits through their employer and are
not eligible for Medicare or Medicaid.

Key Facts

* The Affordable Care Act’s health insurance exchanges
offer four "metallic” levels of health plans: bronze, silver,
gold, and platinum. Low-premium bronze plans cover 60
percent of expenses but require consumers to be respon-
sible for higher out-of-pocket expenses, including co-
pays, co-insurance, and deductibles. Platinum plans come
with the most expensive premiums but cover 90 percent
of expenses.

¢ Consumers with annual household incomes between
100 and 400 percent of the federal poverty level (FPL)
may qualify for subsidies to offset some of the cost of
insurance premiums. For a single-member household,
the dollar amount ranges from $11,770 to $47,080.
However, subsidy amounts greatly tail off beyond 250
percent of FPL (approximately $29,425 for an indi-
vidual).

* Community-rating under the ACA mandates that a
high-risk individual cannot be charged more than three
times the amount of a low-risk individual's premium.
This results in the elderly and sick benefiting at the
expense of the young and healthy, because these low-risk
individuals will pay higher premiums to subsidize the
health care costs of the high-risk population. For the
exchanges to maintain a balanced risk pool, the Obama
administration projected that healthy 18-34-year-olds
need to represent 40% of total enrollees. Of North Caro-
lina’s 600,000 enrollees, just 27% of signups are in this
demographic.
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* The individual mandate, in which the federal government
makes the purchase of health insurance compulsory, is
the centerpiece to the exchanges’ viability. However, the
exchange insurance market is unstable because weak tax
penalties and a multitude of special exemptions make it a
disincentive for low-risk consumers to sign up.

* Only two insurance companies offer plans on North
Carolina’s exchange - Blue Cross and Blue Shield (BCBS
NC) and Cigna. BCBS NC is the only insurer operating
in all 100 counties in the state. Cigna will begin offering
plans in just five counties in the Raleigh/Durham area
in 2017. In other words, 95 percent of North Carolina’s
counties will have Blue Cross and Blue Shield as the only
insurance carrier offering non-group policies.

* UnitedHealth Group recently announced its exodus
from North Carolina’s exchange, citing that its operating
structure and federal regulations that prohibit companies
from accurately pricing policyholder risk have resulted
in the carrier losing hundreds of millions of dollars on
its Obamacare line of business nationwide. Aetna has
subsequently announced its departure from 70 percent
of its exchange market nationwide, inclusive of its entire
market presence in North Carolina. Within the first two
fiscal quarters of 2016, the company suffered $200 mil-
lion in losses.

* BCBS NC has suffered losses of $400 million within two
years on its exchange business, largely because medical
claims are outpacing premium revenue. Just 5 percent of
its customers incurred $830 million in health care costs
during the first year of the law’s exchange rollout in 2014.
The carrier received just $75 million in revenue from col-
lected premiums and federal funds from this population.

* BCBS NC has asked the North Carolina Department of
Insurance (DOI) to be able to increase their 2017 Obam-
acare plan rates by an average of 18.8%.

Recommendations
1. The Affordable Care Act has failed to live up to its

name. The following consumer-driven principles could
achieve real health care reform that emphasizes patient
choice, affordability, access, and competition:
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— Grant states - not Washington bureaucrats - total 2. Let market innovations and state-based high-risk pools
authority to create health plans that meet con- take care of the problem of individuals being denied
sumer preferences and demands. health insurance coverage because of pre-existing

conditions. Health insurance companies should offer

health-status insurance to assist those with pre-existing
conditions and prevent individuals from being priced
out of the health insurance market if their health drasti-
cally changes.

— A refundable, universal tax credit could pro-
vide affordable private coverage for low-income
patients.

— Repeal Obamacare regulations on Health Savings
Account contribution limits.

Number of Insurance Companies Offering Health Plans on North
Carolina’s Federal Health Insurance Exchange
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*Cigna - 5 counties unknown at this

time (Research Triangle Region) Source: Forbes.com

Health Care Spending Among New ACA Customers Over Time - BCBSNC

$625 Notes: Government officials and the insurance industry
knew that the ACA would bring a surge of people seeking
$600 needed care in 2014. However, the expectation that healthi-
$575 er ACA customers would enroll in 2015 has not proven true.
Health care claims are not leveling out. Many ACA customers
$550 have chronic conditions, such as heart disease and diabe-
$525 tes, that contribute to higher health care costs. The current
health care spending trend and mix of customers is not
$500 sustainable. Without sufficient rates, we will not be able to
$475 . cover the cost of services that our customers rely on.
$450 - Source: Blue Cross Blue Shield of North Carolina
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We are North Carolina’s Most Trusted and
Influential Source of Common Sense.

The John Locke Foundation was created in 1990 as an independent,
nonprofit think tank that would work “for truth, for freedom, and
for the future of North Carolina.” The Foundation is named for
John Locke (1632-1704), an English philosopher whose writings

inspired Thomas Jefferson and the other Founders.

The John Locke Foundation is a 501(c)(3) research institute and
is funded solely from voluntary contributions from individuals,
corporations, and charitable foundations.

We are fighting for your freedom today, and working to ensure your
freedom for tomorrow. If you share our vision for a more truthful
and more free North Carolina, please invest in our work today at

johnlocke.org.
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