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areas that have not typically experienced them. That tradeoff 
influences policymakers’ decisions on whether to allow shale oil 
extraction. For instance, an evaluation indicating high localized 
costs led New York Gov. Andrew Cuomo (D) to ban horizontal 
fracturing shale drilling in the state in December 2014.

But do producing areas actually experience net costs? In Texas 
the value of oil and gas rights is part of the local property tax 
base. Thus localities receive tax revenues from oil and gas develop-
ment and can finance local public amenities without increasing 
property taxes.

How large are those benefits? House values include all public 
and private costs and benefits that flow from occupancy of a par-
ticular home. The Barnett shale area splits the Dallas–Fort Worth 
area in half; all of the wells are in the western part of the metro 
area. The authors of this paper seize on that geological accident 
to determine whether shale development produces net benefits 
and thus increases housing values. 

Over the entire 1997–2013 period, shale ZIP codes in the Dal-
las–Fort Worth area appreciated 5 to 6 percentage points more 
than non-shale ZIP codes. By 2012 the local tax base of ZIP codes 
with shale had expanded by $82,000 per public school student. 
However, within shale ZIP codes, greater well density was associ-
ated with less appreciation, indicating some local disamenities. 
Nonetheless, these results suggest that improved local finances 
have more than offset whatever disamenities result from shale 
development for the typical homeowner. 

E-Cigarette Taxation
“Should E-Cigarettes Be Taxed?” by Alex Brill, Sally Satel, and Alan 

D. Viard. October 2014. SSRN #2515026.

In these pages, Jonathan Adler et al. recently argued that, 
for political reasons, heavy taxation of electronic cigarette 
is forthcoming (“Bootleggers, Baptists, and E-Cigs,” Spring 

2015). This paper, by Alex Brill et al., considers these taxes from 
a public policy perspective and finds the economic case for such 
taxation to be lacking. 

The federal cigarette tax (currently about $1 a pack) is now five 
times higher in real terms than it was 32 years ago. Federal revenue 
from the tax in 2013 was $16 billion, or 0.6 percent of all federal 
revenue. State taxes range from 17 cents per pack in Missouri to 
$4.35 in New York. Combined taxes in Chicago are now $7.17 per 
pack, the highest in the country.

The original rationale for tobacco taxation was that it was a 
luxury good (rather than for health reasons). But today, tobacco 
use is inversely related to income, which contradicts the notion of 
cigarettes as a “luxury.” In fact, cigarette taxes are regressive; 3.2 
percent of household income is spent on tobacco in the lowest 
quarter of the income distribution while only 0.4 percent is spent 
in the highest quarter.

Both the externality and paternalism rationales now used to 
justify tobacco taxation depend on adverse health effects, but 
e-cigarettes don’t have such effects. There are no carcinogenic 
combustion gases or particles inhaled either by the consumer 
or second-hand by other people. The only recognized health 
concern for e-cigarettes is that the consumer inhales nicotine, 
but, in the words of Mitch Zeller, the head of the U.S. Food 
and Drug Administration’s tobacco division, “I’m not saying 
nicotine is benign, but compared to the risk from regular 
tobacco it pales.” 

According to the authors, 

It would make sense to tax e-cigarettes if they pose serious 
health risks or lead to an increase in smoking. As discussed, 
however, the evidence does not point to serious health risks 
or to e-cigarettes serving as a gateway to smoking. Therefore 
e-cigarettes should not be taxed at this time.

Effects of Extended  
Unemployment Insurance
“The Effect of Extended Unemployment Insurance Benefits: Evi-

dence from the 2012–2013 Phase-Out,” by Henry S. Farber, Jesse 

Rothstein, and Robert G. Valletta. January 2015. SSRN #2558363.

The spike in unemployment during the last recession 
rekindled the debate over disincentives from unemploy-
ment insurance. On one side, people argue that the dura-

tion of unemployment benefits should be extended in recessions 
because of the moribund jobs market. On the other side, people 
argue that extending the benefits would reduce the incentive 
for the unemployed to find jobs, which would perpetuate their 
unemployment.

This paper, by Henry Farber, Jesse Rothstein, and Robert 
Valletta, attempts to determine how severe was the employment 
disincentive effect of unemployment insurance in the wake of the 
last recession. The authors find that the availability of extended 
benefits did reduce the monthly exit rate from the program 
(which is normally around 20 percent) to about 17 percent. 
But the decline did not adversely affect exit due to employment; 
rather, it affected exit due to the beneficiary dropping out of the 
labor force. That is, when extended benefits are ended, people 
do not increasingly find work; they increasingly drop out of the 
labor force. 

According to the authors, 

UI extensions have not had large moral hazard effects on 
recipients’ job-finding rates, either during the worst period of 
the Great Recession or during the subsequent recovery…. UI 
extensions around the Great Recession had very limited impacts 
on labor market efficiency.
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