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Introduction

“| T]he amount we require being small, [New Mexico] will be the lowest-
taxed sovereign State in the nation,”' declared New Mexico statehood
promoters to Congress in 1901. The promoters were actually continuing an
argument with their fellow New Mexicans, who had voted statehood down by
a two-to-one margin just a decade earlier. Miguel Otero, future governor, had
opposed statehood too at the time because he “notice[d] all the politicians on
both sides favor statehood, and all the business men and tax payers on both
sides are not in favor,” at least in 1890 when the election was held.?

It is not a widely known fact that many residents of American territories
oppose statehood on the grounds that the new state government will be too
expensive. I, for one, didn’t know it until I was conducting research for my
history master’s thesis in the 1980s. In all six of the southern territories I stud-
ied, there was significant opposition to statehood within the territory, usually
for fear of its expense.

Intrigued, I checked the secondary literature to see what scholars of state-
hood had to say about the phenomenon. Most of them didn’t mention the pat-
tern at all. An exception is Peter Onuf, whose study of statehood notes that in
the past, fiscal policy often sparked territorial opposition to statehood. Resi-
dents feared the increased taxes and unrestrained spending they believed the
change would bring.’ Onuf thinks opponents exaggerated the costs, however.*

I was curious about this local opposition to statehood, but had neither the
time nor the skills to determine whether the historians or the territorial resi-
dents were right. Decades later, though, I decided to tackle the question for
my dissertation in accounting at the University of Mississippi. This book is a
re-written version of that dissertation, with the addition of some subsequent
research.



2 Introduction
Roughly, I wanted to know two things for the dissertation:

1. Does statehood increase the fiscal burden of government?
2. Does statehood improve the government’s accounting for its use of the
public purse?

As best as I can tell, the answer to both questions is yes. There is a Levia-
than dynamic of statehood, and it includes better accountability on the part
of the new state. One of the purposes of this book is to present the evidence
for these conclusions.

While no prior study has tried to answer these questions, several observers
have noted cases when a government simultaneously increased its power, fis-
cal size, and financial accountability on the occasion of war or the establish-
ment of a post-revolutionary government.> This work adds statehood to the
list of events that can lead to the same mix of changes.

I want to emphasize at the outset that this evidence does not address the
efficiencies with which territories and states supply public goods and other
government services. Instead, it is the first systematic test—albeit a limited
one using only two subject governments—of the claims of the opponents of
statehood that the loss of territorial status would bring substantial increases in
the tax burden. Whether the provision of additional public goods and services
that came with statehood justified the heavier state tax burden remains an
open question, one on which readers will differ.

A second purpose of the book is to tell the story of how fiscal politics
affected the history of some specific new states. I chose New Mexico and
Arizona, which became states in 1912, near the end of the period when most
American states joined the union. The financial records for their govern-
ments were easier to obtain than the records of the nineteenth century’s new
states. To make sure that the changes I found were not just due to national or
regional trends, | used a control—Nevada, which had been a state for a long
time by 1912. The book thus tells fiscal policy stories about three Western
states from the 1880s to the 1920s.

I also hope the book will convince some people that accounting is not as
dull as they think it is. Much of human history, even in recent centuries, is
recorded only in the accounts. People often say one thing but do something
else. Government accounts record what politicians do, whereas our histories
sometimes rely on what they and others say about what they do. This book is
based on what the accounts show happened when two governments made the
transition from territory to state.

So part 1 of the book, “The Money,” describes what I call the Leviathan
dynamic of statehood as it occurred in New Mexico and Arizona, including
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the fiscal tensions between the territories and the national government. Then,
analysis of the data series | created from those governments’ financial state-
ments shows what happened to the size of government, both before and after
statehood. Part 1 is based on public choice economic theory.

Measuring fiscal behavior requires close examination of the government
accounts of a set of territories and the succeeding states. Fortunately, the de-
tailed data often still exist to be examined because state and territorial govern-
ments in this country have always been required to publish such information.

It is one thing, however, to put fiscal accountability into the law, and
another thing actually to make the information accessible, consistent, and
useful. Over the course of American history, the many state and local gov-
ernments have differed widely in their accounting practices, in the degree
to which they made the accounts public, and in their efforts to preserve the
records. Comparing information across those governments lies in terra incog-
nita for any period much before World War I1. No nationally accepted formal
accounting standards existed, and little prior research has been done on the
informal development of state and local government accounting practices.

Thus, part 2, “The Books,” deals with how the governments of New
Mexico and Arizona (and Nevada) changed their accounting from the 1880s
to the 1920s. This section includes many specific examples of what the gov-
ernments were doing in those days. It is oriented around questions of account-
ability, and is largely written as accounting history.

This book will, I hope, interest accounting scholars as an examination of
changes and the causes of changes in American government accounting tech-
niques from the 1880s to the 1920s. Economists may be interested in its test
of public choice theory; scholars of public administration in the differences
in the “technologies of government™ between territorial and state govern-
ments; legal scholars and political scientists in the book’s exploration of a
key phenomenon of the U.S. federalist system—statehood; and historians in
the controversial conclusions it draws about the range of local opinions and
government actions when a territory becomes a state.

Like most Americans today, | see statehood as a Good Thing. I agree with
the North Carolina representative who declared, in the congressional debate
over Louisiana statehood in 1811: “I never would have consented to have
taken [the Louisiana Purchase] to have kept [its people] in territorial govern-
ment forever. | do not want provinces.™’

But I learned something about a different and important point of view in
doing this research, and I now think the question is more complex. As the
people of New Mexico and Arizona celebrate the centennial of their state-
hood, they, and the rest of the nation, may be curious to know the story of
why some of their forebears thought it was a bad idea.
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In short, anyone who is interested in a contrarian historical example of
how the American system of government works at the state level may enjoy
this story.
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Statehood and Leviathan

The Treaty of Guadalupe-Hidalgo between the United States and Mexico
(1848) declared that the Mexican-American inhabitants of the newly ac-
quired lands “shall be incorporated into the Union of the United States, and
be admitted at the proper time (to be judged of by the Congress of the United
States) to the enjoyment of all the rights of citizens of the United States.
... " But the “proper time” for states to join the union from the new south-
western lands varied by more than half a century, from 1850 (California) to
1912 (Arizona and New Mexico). Why the difference in dates? What deter-
mined when a new state was created?

The usual answer to that question is that national politics controls the tim-
ing of statehood. For example, when Nevada was admitted in 1864, a key fac-
tor was Civil War politics; the Union wanted to admit new pro-Union states
if at all possible.? So Congress granted statehood to Nevada when it had only
about 21,000 to 40,000 inhabitants, many of them transient miners.’

This was fewer people than any other state except perhaps Illinois had
when it entered the Union,* fewer than the next smallest state had at the time
(67,460 in Oregon),’ fewer than the 60,000 originally suggested in the North-
west Ordinance for statehood,® and far fewer than the 122,614 people then
required for adding a congressional representative.” As historian Peter Onuf
dubbed it, Nevada was the Union’s “rotten borough.””® National politics, and
Nevada’s role in those politics, trumped other concerns in timing statehood.

The congressional fight over admitting a new state, often dramatic, cap-
tures most historiographical attention.” But national politics is not the entire
story. Territorial politics plays a major role, too, because the people of the
territory must vote for statehood before the new state can be created. And at
the territorial level, the argument turns primarily on fiscal questions—who
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