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The "tax revolt" of the late 1970s has
focused public attention on the taxing and
spending policies of state and local governments in the United States. Efforts to
contain the fiscal powers of state and local
governments gained momentum with the
overwhelming passage in June 1978 of
California's Proposition 13, the Jarvis-Gann
Property Tax Initiative. More than twothirds of the California voters cast affirmative ballots, thereby reducing their property
taxes by more than half. Local governments
in California lost about seven billion dollars
in property tax revenues, or about 57 percent
of the previous year's collections.
The vote on Proposition 13 overshadowed
both the candidate races and other propositions of the 1978 California primary election
season; by the November general election its
importance had grown into a major issue
nationwide. Political commentators frequently expanded their observations on the
passage of the proposition to argue that it
signified a new move to conservatism, a
resurgent middle class, a tax-cutting fever,
and a message that voters wanted less
government. Reporting on the California
campaign, The Economist, a British newsweekly, titled its editorial on Proposition 13
"Taxes Overboard" and concluded that
"California's vote, like most things Californian, was just bolder, better, more
innovative-in short a harbinger of things to
come."l

Proposition 13 was in fact a harbinger of
things to come. Twenty-seven tax or
spending limit organizations in nineteen
states either were started or gained new
momentum as a result of the passage of
Proposition 13. 2 Since June 1978, reducing
government spending, cutting taxes, and
balancing the budget have emerged as
major issues in contests for political office.
At the federal level, renewed attention has
been given to proposals to amend the
Constitution either to require a balanced
federal budget or to limit the growth of
federal spending; to date, thirty state
legislatures have passed resolutions calling
for the convening of a constitutional
convention that would rewrite the U.S.
Constitution to require a balance,d federal
budget. This news letter is an examination
of this spending limitation movement-the
explanations for its occurrence, the institutional means by which spending limitations
have been implemented, the methods most
frequently used to cut taxes or to limit
government spending, and the results of the
spending limitation movement to date.
2"A Weekly Checklist of Major Issues," 12 National Journal 993
(June 14, 1980).

TAXES, SPENDIN G, AND PUBLIC OPINION

Fiscal policy always has been, and
probably always will be, an area of central
concern to the public and elected officials.
Even though many Americans lack knowledge and information about much of what
the government does, voter concern and
interest has been more generally manifested
in the policies affecting taxing and spending.
As the Boston Tea Party (1773) and Shays'
Rebellion (1786-1787) taught us, the extent
to which governments respond to public
pressure, provide channels for citizen representation, and economically and efficiently
expend the public revenues substantially
affects the stability of the government itself.
At the same time, elected officials must
provide the desired services or they may lose
office in the next election.
Two simultaneous trends in public opinion help to explain the success of fiscal
limitation proposals. First, the public has
grown increasingly distrustful of government. In a 1958 nationwide poll conducted
by the University of Michigan, 23 percent of
a national sample expressed the belief th.at
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government could be trusted only some of
the time "to do what's right." Twenty years
later the University of Michigan survey
revealed that the proportion holding this
belief had risen to 68 percent. The second
trend in American public opinion related to
the success of spending limitations is a
widespread perception that taxes are too
high. In 1958 less than half of those surveyed
(43 percent) in the same Michigan poll felt
that goverment wastes a lot of money. By
1978 77 percent, or more than three-quarters
of the U.S. public, held that opinion. 3 At the
same time, similarly high proportions of
Americans felt that taxes were too high and
that they were not receiving their money's
worth from the taxes they paid.
Nationwide, voters also have increasingly
rejected bond proposals, another widely
interpreted indication of taxpayer protest.
National public opinion polls have been
widely interpreted to indicate strong popular
sentiment for a balanced federal budget,
even if it means reduction in government
services. In a 1978 national poll, CBS NewsNew York Times found three-quarters of the
Americans surveyed agreeing that the
+~deral budget should be balanced.
Americans particularly do not like property taxes. When asked to name the "least fair"
tax, more voters consistently name the
property tax. The 1978 CBS News-New
York Times poll found that 24 percent of the
public ranked the social security tax as "most
fair," followed by the sales tax (19 percent),
state income tax (17 percent), federal income
tax (13 percent), and property taxes (10
percent). Californians were even more likely
than Americans as a whole to disapprove of
the property tax; 41 percent of Californians
thought property taxes were the least fair (27
percent of all Americans believed this).4 The
property tax is unpopular because the
amount to be paid has substantially increased, and it often must be paid in lump
sums. For the nation as a whole, the per
capita payments in property taxes increased
from $91 in 1960 to $318 in 1977; California's
per capita property taxes more than doubled
between 1968 and 1977, making the per
capita 1977 property tax bill $458.

EXPLAINING THE LIMITATION
MOVEMENT

Higher taxes. Four separate factors help
to explain why the public has become so
concerned with tax policy: (1) the absolute
amount of taxes paid by citizens has
increased; (2) the relative share of personal
30btained from the Inter-University Consortium for Political and
Social Research, 1958 and 1978 American National Election
Studies, University of Michigan, Ann Arbor, Michigan.
4Appendix to Local Distress, State Surpluses, Proposition 13:
Prelude to Fiscal Crisis or New Opportunities? Hearings before the
Subcommittee on the City of the Committee on Banking, Finance,
and Urban Affairs, U.S. House of Representatives, 95th Congress,
Second Session, July 25-26, 1978, pp. 455-65.

income that taxes claim has increased; (3)
salary adjustments to correct for inflation
have had the effect of raising taxes by placing
people in higher income tax brackets where
the rate of taxation is higher; and (4) doubledigit inflation has led to a decline in real
income, thereby making taxes more obvious
and burdensome.
Growth in government spending. The
public perception that taxes are higher and
the size of government is larger is accurate.
In 1959 spending at all levels of government
totaled $131 billion. Twenty years later, in
fiscal year 1979, the best available estimate
of total government spending is $764.5
billion. Part of this growth in government
spending is the result of population growth,
and part has been caused by inflation.
However, even after controlling for inflation, the total government spending has
roughly doubled since 1959. 5
Where has this growth in government
spending occurred? An examination of the
proportion of the gross national product
(GNP) expended by local, state, and federal
governments from their own tax sources
reveals that local governments expend the
same proportion of the gross national
product in 1979 as they did in 1959 (4.4
percent in 1959, 4.8 percent in 1979). The
proportion of the GNP expended by state
governments has risen somewhat, from 3.8
percent in 1959 to 6.2 percent in 1979.
Dramatic growth in domestic expenditures
has occurred, however, at the federal level.
In 1959, 7.7 percent of the GNP was
accounted for by federal domestic programs;
by 1979 that proportion had increased to 15
percent. 6 Much of this growth in federal
domestic expenditures has been returned to
states and localities in the form of grants,
revenue sharing, and locally administered
federal programs.

An additional measure of the growth in
government is the rapid expansion of the
number of public employees that has
occurred over the last two decades. In 1960,
there were 8 million federal, state, and local
civilian employees; by 1978 that number had
risen to at least 13.5 million. Growth in
public employment was larger than growth
in the labor force as a whole. In 1959, the
proportion of the labor force made up of
public employees was 15.9 percent. Eighteen
years later, in 1977, the proportion of public
employees had risen to 18.8 percent. 7 This
growth in public employment has occurred
primarily at the state and local levels. While
federal civilian employment has actually
declined since the late 1960s, state and local
employment has been one of the fastest
growing sectors in the economy. It is
important to note, however, that many state
5Total expenditures in 1979 are $1,638 billion in constant 1967
dollars. See Advisory Commission on Intergovernmental Relations, Significant Features of Fiscal Federalism 1978-79 (Washington, D.C., May 1979), p. 9.
6ACIR, Significant Features of Fiscal Federalism 1978-79, p. 7.
7U.S. Department of Commerce, Bureau of Census, Statistical
Abstract of the United States, 1979, p. 276.

and local employees are funded by federal
appropriations or grants administered at the
state or local levels. These state and local
employees are more visible to the public; and
almost certainly this fact, coupled with the
dramatic growth in their numbers, explains
in part the public desire to limit government
spending.
In short, the overall size of government
has grown significantly in the last twenty
years, and the growth in government taxing
and spending has come disproportionately
from the federal level. Many of these
revenues expended by the federal government have been redirected to the states and
localities. Because voters are rarely concerned about the complexities of intergovernmental finance, it is not surprising that
they have directed their protest at the visible
growth occurring at the state and local levels.
It is also at these levels that the movement to
limit government spending has found institutions and procedures like the initiative and
referendum that can be used to implement
tax cuts and spending limitations.
VOTER INVOLVEMENT IN FISCAL
POLICYMAKING

The movement to limit government
spending has not been limited to any single
institution or method. Limitations on
government spending have been established
either by amending state constitutions or by
revising state statutes. The amendment
process generally follows one of two routes:
(1) passage by the state legislature of a
proposed amendment and approval by the
voters in a statewide referendum; or (2)
popular initiative, in which a petition drive
places a proposed amendment on the ballot
for voter approval. Statutory revision can be
achieved either through action by the state
legislature or through an initiative procedure
similar to that used for constitutional
amendments. Proposition 13, for instance,
was an initiative that amended the California
constitution. Finally, advisory referendums,
like the City of Richmond's recent advisory
tax referendum, may have the effect of
influencing elected officials to reduce government expenditures.
Voters have been involved increasingly in
deciding fiscal policy. These votes of the
people on spending limitations have received
more media attention than the activity of
state legislatures and local governments, but
elected officials also have produced substantial revisions in the taxing and spending
realm during the 1970s. Elected representatives in states such as Virginia, Florida,
Hawaii, Montana, and Texas have enacted
laws like the truth in property taxation
statutes. Even before Californians dramatically voted to reduce their own taxes in June
1978, state legislatures in New Jersey (1976),
Colorado (1977), and Tennessee (1978) had
imposed spending limitations. Thus, the
movement to limit government spending
neither started in California nor came
entirely from popular initiatives.
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THREE APPROACHES TO FISCAL
LIMITATION

Widespread public concern over how
government raises taxes and expends revenues is not new to the 1970s. Many states
imposed constitutional limits on both state
and local taxing authority at the turn of the
century. State constitutions also fre.quently
impose debt limitations and requIre balanced budgets at the state and local levels.
States have long been in the business of
prohibiting localities from levying .some
taxes; and for the property tax, the pnmary
source of local revenue, the states have often
specified the maximum rates of taxation.
There have been three genenil approaches to
limiting government spending: (1) reduce
taxes; (2) limit revenue sources at the local
level; and (3) limit spending. Each of the~e
approaches will be examined in sOJ?1e.detaIl.
Reduce taxes. While efforts to lImIt state
and local fiscal powers are not new, the
specific approaches of the 1970s .d~ differ
significantly from traditional restnctlons on
spending or taxing powers. As noted above,
most efforts to limit the fiscal powers of subnational governments have been targeted on
the property tax. Property tax reform has
been sought by both liberals and con.servatives. Because the tax is generally consIdered
regressive, the burden falls more heavily on
low-income persons. Therefore, reformers
concerned with equity and fairness have
argued that the elderly and poor should not
be required to pay as much in property taxes.
Until the late 1970s, however, property tax
reform was primarily in the form of either
tax relief for specific groups in the population who were less able to payor the
imposition of statewide requirements .that
property be assessed fairly (usually defIned
as 100 percent of market :ralue). M~ny
localities previously had exercIsed the optIon
of assessing property at a fraction ~f ma:ket
value; once tax reforms removed thIS optIon,
lowering the tax rates was the.only way t?at
localities could respond to rapIdly escalatIng
real estate values.
The 1978 elections implemented a new
form of property tax limitation, t~e. "cutback." This approach, best exemplIfIed by
Proposition 13, immediately reduces taxes,
thereby giving relief to taxpayer~ and
indirectly lowering government spendIng by
reducing the amount of revenue that the
government has to spend. Proposition 13
alone reduced property taxes by over $7
billion, and a less drastic measure in Idaho
reduced the property tax rate from 1.7 to 1
percent.
.
Reductions in other forms of taxatIon also
have been used as approaches to fiscal
limitation. Some states, like Colorado and
Arizona had acted prior to passage of
Proposi;on 13 to foreclose future .i~direct
increases in income taxes by deCIdIng to
index their income taxes. This process
adjusts tax rates periodically on th~ ba.sis of
the rate of inflation, thus preventIng Inflation from boosting taxpayers into higher tax

I

brackets. During the 1970s several states
acted to reduce property and sales taxes and
to index income taxes. Overall, the best
available evidence indicates that at least
thirty-one states have reduced property
taxes; at least twenty-eight state.s have
reduced income taxes either outnght or
through indexation; at least fifteen states
have reduced sales taxes; and at least
fourteen states have mandated property tax
assessment limitations or have passed f~ll
disclosure procedures for property tax Increases. 8
When asked what services Americans
would cut to achieve tax reductions, the
most frequent response is welfare. Even
though most welfare expenditures d~ not
come from local budgets, most Amencans
nevertheless are convinced that welfare
makes up a large part of their community's
budget. In the minds of mo~t voters,
government spending is viewed In ove~all
perspective, rather than by the level at.~hIch
funds are gathered or expended. AddItIonal
evidence that the tax cut movement results
from dissatisfaction with government spending can be found in the. f~ct. th~t . t.he
occurrence of property tax lImItatIon InItIatives is not correlated with relative property
tax burden. In other words, states with
relatively low property taxes ha~e..been
equally likely to experience voter-InItIated
reductions in those taxes.
In most tax reduction campaigns, the
central issue becomes the possible reduction
in services that might result if the measure is
adopted. But most voters believe that ta:ces
could be cut without significantly redUCIng
the number or quality of services. This
conclusion apparently results from the
perception that there is widespread government waste. Some economists, most notably
Arthur Laffer and Milton Friedman, also
believe that tax cuts would not necessarily
mean serious cuts in government revenues.
Their argument in brief is that reducing t.axes
will stimulate investment, jobs, and bUSIness
activity and, in turn, lead to greater sales,
income, and business tax revenues. These
conclusions are seriously contested by other
economists, who argue that cutting taxes will
increase budget deficits and fan the flames of
inflation.
Limit revenue sources at the local level.
State efforts to regulate local taxes, especially property taxes, began in the la~e ~ 800s
with the imposition of state constItutIonal
ceilings on property tax rates for assessed
value, as in Rhode Island (1870), Nevada
(1895), and Oklahoma (1907). In many .such
cases, however, localities were not restncted
in the actual amounts collected, which are a
~No single source summarizes all of these taxing and spending
reforms. These estimates were derived from Jane F. Roberts,
"States Respond to Tough Fiscal Challenges," 6 Intergovernm~n
tal Perspective 17 (Spring 1980); "Cutback Management: Cop~ng
with Revenue Reducing Mandates," 12 Management InformatIOn
Service Report 2 (July 1980); Federation of Tax Adminis~rators,
Recent Tax Limitation Measures and Proposals (Washmgton,
D.C., Research Memorandum 473-4); and Anthony H. Pascal,
Mark David Menchik, et al., Fiscal Containment of Local and
State Government (Santa Monica, Cal.: Rand Corporation, 1979),
pp.66-67.

function of both the property tax rate ~nd
the assessed value. As noted above, dunng
the 1970s several states reformed assessment
practices, establishing a uniform standard of
assessment at 100 percent of marke.t :ralue.
An important and probably unantICIpated
consequence of this reform was to fo~us
attention on rising property taxes, WhICh
were now linked directly to the market value
of real estate. As real estate values shot up, so
did property taxes; and the only way to
reduce them was to reduce tax rates.
A second and less drastic effort to reform
local property tax collections ha~ been the
passage of full disclosure laws. SInce 1970,
Virginia and four other states have passed
statutes that prohibit increasing by more
than 1 percent the "total real property .tax
levied."9 If the local governing body deslfes
to increase the amount to be collected in
property taxes by more than the. ~ega~ly
authorized percent, it must pubhcIze ItS
intention to raise the property tax rate, hold
public hearings, and ~ppro.ve t?e higher ra~e
in a public vote. ThIs pohcy IS less drastIc
than a state mandate to reduce the amounts
collected from property taxes, but it shares
the same belief that property taxes should
not rise without widespread public support.
Limit spending. Cutting taxes, either
statewide or at local option, is an indirect
way of limiting government spending. Loss
of revenue from a single tax source, however,
can be made up by increasing intergovernmental transfers, by drawing on budget
surpluses, or by creating new revenue
sources like user fees or local income taxes.
Thus tax cuts are often an imperfect means
to adhieve the end of reducing or limiting
government spending. Recognition of the
limitations of the tax-cutting method has
fostered a wide variety of more direct
limitations on government spending. Spending limitations can be enacte~ without ~ax
cuts; and, unlike tax cuts, dIrect spendIng
limitations have few political costs, as
nothing is being reduced in t.he.sh~rt ru~. I~
their simplest form, such hmItatIons hmIt
future spending to current levels, but more
typically they provide for an annual percentage increase in spending either .limited to. a
fixed percentage or tied to Increases In
personal income or inflation.
New Jersey was the first state to enact
spending limits that apply to both the state
and local governments. The New Jersey law,
enacted in 1976, limits the growth in state
expenditures to the annual percentage
increase in per capita personal income, and
localities are limited to increases of no more
than 5 percent without voter approval.
California's 1979 Proposition 4 limits the
growth of government to the percentage
increase in the cost of living and the
percentage increase in the s.ta~e ~r loc~l
government's population. LImItatIons In
9Cocte of Virginia, 1950, sec. 58-785. 1.
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Ha'waii, Tennessee, and Texas similarly are
tied to growth in the state economy,
measured through either personal income or
the cost of living. A proposal presently
before the Virginia General Assembly
(House Joint Resolution 139) would amend
the constitution to limit state expenditures
from total state tax revenues to a percentage
of the average annual personal income for
the last three years.

Other states have chosen to establish
specific limitations for government growth.
Colorado, for instance, limits state spending
increases to 7 percent per year. Arizona
limits spending increases to 7 percent of
estimated personal income in the state in the
same fiscal year. Specific limitations, however, have the liability of not correctly
anticipating the rate of inflation. Colorado,
for instance, will begin to experience real
reductions in government spending if
double-digit inflation continues because
annual increases in state spending are
limited to 7 percent. In addition, the fact
that many of these limitations or cutback
proposals are constitutional rather than
statutory means that corrections for technical errors are more difficult. Making these
changes in fiscal policy a part of the state's
constitution also makles it more difficult to
reform the reforms or to impose new taxes.
Proponents of constitutional spending
limitations feel that without firmly established limits, the tendency of elected
officials is to respond to pressure group
demands for public expenditures. Obversely, opponents see such constitutional
proposals as inflexible, unnecessarily limiting the options of elected representatives to
respond to new or changing circumstances.

RESULTS OF THE MOVEMENT TO LIMIT
GOVERNMENT SPENDING

The responses of local and state governments to these new fiscal constraints have
varied, depending on the severity of the
budget cut, the degree of fiscal constraint
present in the spending limitations, and the
fiscal well-being of the state or local
government when fiscal containment of one
form or another became the established
public policy. In short, the experiences of
any single locality or state may not apply to
other localities or states. When Californians
voted to reduce substantially their property
taxes, the state government had a budge
surplus of over $7 billion. The fact that the
state government could "bailout" the
localities by redirecting much of this budget
surplus to them is a situation that rarely
could be duplicated elsewhere in the United
States. Ironically, California's budget surplus came about because inflation produced
unexpectedly high returns on the state
income tax. The following discussion of the
results of the spending limitation and tax cut
measures recognizes that important differences exist in both the types of limitations
and cuts and the pre-existing fiscal climate in
the state and locality.
Local spending limitations and tax cuts
have accelerated the extent to which local
governments seek state and federal subventions. In California, for instance, the state
appropriated $5 billion in grants and loans
to aid cities, counties, and special districts.
Prior to passage of Proposition 13 the
California state government was already
heavily involved in funding welfare and
standardizing
education
expenditures
among school districts. After Proposition

13, state government paid an additional $1
billion in local costs for welfare and health
care assistance, and substantial additional
sums were given to local school districts as
well. But such state aid does not come
without greater state control of local welfare
and school policy. Thus, an indirect and
perhaps unanticipated result of property tax
cuts may be more centralized state control of
public policy. Tax cuts like Proposition 13
may stimulate the private economy, leading
to greater sales and income tax revenues.
These taxes, however, go primarily to state
governments, thereby reinforcing the centralization of policymaking.

--

The results of spending limitation measures are more difficult to assess because
they typically are keyed to increases in
personal income or other measures of
growth in the economy. Thus, most states
with spending limitations have not yet had to
reduce substantially government expenditures. While it is probably premature to
assess the results of tax cuts and spending
limitations, these actions may help to
establish budgetary self-control in government. Establishing an agreed-upon upper
limit for government spending may focus
lawmakers' attention on how more effectively to achieve the ends of public policy. It
would be naive to assume, however, that
conflicts over what government should do
will be lessened by spending controls.
Almost certainly, the level of conflict over
how to spend declining revenues will
increase. While the exact outcomes of the
movement to limit government spending are
not yet clear, it is undoubtedly true that the
problem of how to finance government, and
at what cost, is one of the most important
political issues of our time.
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