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Abstract

Public Revenue, Expenditures and Washington Citizens’ Tax Backlash

Darin Cramer, Meagan D. Eliot and Casey Kanzler

Successive citizen approval of tax-limiting initiatives in Washington State has recently
compounded the problems associated with a downshifting economy, creating what many
policymakers consider a fiscal crisis. Statewide shrinking revenues and widening disparities
between wealthy and poor areas are causing grave concerns around the state.

While many factors may influence a voter’s decision to vote yes on any given tax-
limiting ballot proposal, the inherent problems of the state’s public finance system, namely
instability and unfairness, particularly regressivity, appear to be significant contributors to the tax
limiting initiative decisions Washington voters have made in recent years. The primary research
question of this study was: What is the relationship between the distribution of public revenue
and expenditures of Washington's public finance system and voter behavior on tax-limiting
initiatives? Specifically, it was hypothesized that citizens in jurisdictions with low tax revenues
and high expenditures, due to their area’s low tax capacity, would vote for tax limiting initiatives
in significantly higher percentages that citizens in high tax capacity areas.

Results indicate wealthier regions of the state initially sought a balance in the taxes they
paid and the services they received, particularly as it applies to property taxes, whereas
economically depressed areas rose up in latter years in an apparent effort to achieve balance and
fairness. The research hypothesis was confirmed for two initiatives that addressed general taxes.
Areas of the state that are experiencing more economic depression, higher tax regressivity, and
lower benefits did approve initiatives at a higher rate than other areas. This was not true for a
1997 initiative that addressed property taxes. Results indicate that citizens were acting
“rationally” to reduce their relative burden of taxation in comparison to the benefits they receive.

The results of this study are a first step in understanding the fiscal crisis in Washington
State. Further research is essential. However, considering these findings in the political context
of widespread civic distrust, the researchers conclude that Washington state policymakers are
advised to work toward reforming the public finance system, collaborating with the public to
consider options for reform and to make sound public decisions.
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The ensuing chapters provide a guide for the reader through the processes and
analyses that culminate with the final conclusions and recommendations found at the end
of the paper. First, Chapter Two provides the historical economic and social contexts of
Washington’s tax structure, the initiative process and the last four tax-limiting ballot
measures, as well as a discussion of the current fiscal crisis and past efforts to reform the
tax system in order to avoid such situations.

Chapter Three is a review of previous studies that focus on key potential
influential factors that may contribute to voters’ decisions on tax-limiting initiatives. The
literature from these studies indicates that like most complex problems, there are multiple
factors influencing these decisions. There is some evidence that voters’ social or
economic group identification, the political environment in which decisions are made, as
well as the public finance system itself may each shape decisions regarding tax-limiting
initiatives.

Chapter Four describes the study’s methodology. It provides the reasoning for the
use of a descriptive design to test for possible relationships between the public finance
data found in the 39 cities of King County and the 39 counties in Washington and voter
behavior on recent tax-limiting ballot measures.

Chapter Five displays the study’s data analysis scheme through the use of charts
and graphs. The results are presented according to the objectives as defined by the
methodology in Chapter Four.

Chapter Six discusses the research findings, paying special attention to
relati.onships that point out Washington’s public finance system as an important influence

on voter approval of recent tax-limiting initiatives. The results are analyzed within an
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also rely upon a state income tax as a major source of revenue. Washington is one of
only seven states in the nation without a personal income tax, and one of only four states
without a corporate income tax (DOR, March 7, 2002). It is also the only state in the
nation to utilize the Business and Operations excise tax (B&O tax) alone without an
additional corporate income tax. The state’s revenue system has evolved over time from
one principally reliant upon the property tax to that of a structure shifted toward a more
consumption—based source, e.g. the sales tax. The tax advocacy group, Citizens for Tax
Justice (CTJ), found in 1996 that Washington relied on the general sales tax for 46.8
percent of its total revenue sources, while the national average for all fifty states was at
only 24.9 percent (CTJ, 1996). A brief synopsis of the three taxes (sales, property and

MVET) most relevant to this research project follows.

Sales Tax

Washington’s sales tax is primarily applied to the sale of tangible goods and the
performance of retail services, but it does exempt the sale of food purchased for off-
premise consumption. The tax, ranging from 7.0 percent to 8.9 percent is collected by
the State Department of Revenue, and a portion is then distributed back to the jurisdiction
in which the sales transaction has taken place, less 6.5 percent, which is kept for the
state’s general fund. Cities collect 85 percent of the remaining tax rate, sending off 15
percent to the county government. In unincorporated areas, counties are able to keep 100
percent of the remaining sales tax rate above the 6.5 percent state share. The sales tax is
the largest revenue source for state government, the second largest for counties, and

either the second or third largest source for most of the state’s cities (DOR, 2002; AWC,

2001).
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2. Describe the distributional characteristics of voter approval on tax limiting
referenda/initiatives of all counties across the State of Washington;

3. Determine the relationship between per capita tax revenue to per capita public
expenditure ratios and voter approval of tax limiting referenda/initiatives, and
determine if there are other variables such as per capita income that are important
to this relationship;

4. To the extent the data are available, fulfill these same research objectives for all
incorporated cities within King County; and

5. Provide research results that will further inform the discussion about tax reform in

the State of Washington.

For the purposes of this research, it is important to define per capita tax revenue
per capita public expenditures and to explain how they are a function of tax capacity. Per
capita tax revenue generally means the total tax dollars generated per capita from all
sources — property, sales/use and other local taxes. Per capita public expenditures
generally mean the total expenditures per capita for selected public services. Tax revenue
and public expenditure data will be the independent variables for this research. Tax
capacity will not serve as a variable in this study, but will be used in a descriptive sense,
and thus must be defined. Tax capacity generally describes a jurisdiction’s ability to
generate tax revenue from the various taxing sources, therefore is an indicator of a
county’s population density, property value, percent of urban, suburban, and rural tax
base.- Affluent, urbanizing counties generally have a greater ability to generate tax

revenue (high tax capacity). These counties also tend to have high population density,





















































































































































































































