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l'OREWOIU> 

Voters in the November 1986 general election will be asked to 
re.consider Alaska's constitutional spending limit, which was 
adopted in 1982. The limit places a ceiling on annual appropria­
tions of the State, and was adopted with the proviso that it be 
reconsidered after four years. 

This report explains the provisions, implications and effects of 
the constitutional limit, and generally aims to assist voters in 
deciding whether the limit should be retained or repealed. The 
Division ot Elections' 1986 ballot description of the spending 
limit measure, which will not include pro and con statements­
(because none were submitted by interested parties), appears as 

Appendix A. The Division's 198-2 description of the spending 
limit measure,. which dic;l include pro and con statements, appears 
as Appendix B. · · 

Regardless of whether the constitutional limit is retained or 
repe~l:ed, tpe statutory sp~ndipg limit;. enacted during the ~.'9-86 
legislative session as pa~t of the Budget Reserve Fund legisla­
tion (SCS CSHB 513-Fin; · chapter 58, SLA 86; AS 37.05.156) will 
remain in effect. A comparison of the two limits, incl,uding an 
analys·is of how they will operate together if the constitutional 
limit is retained in November, appears as Appendix c. 
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EXECUTIVE SUMMARY 

This report is intended to assist Alaskans in deciding whether 

the State's constitutional spending limit (limit on appropria­

tions) should be retained or repealed in toe November 1986 gen­

eral election. While some sections are unavoidably technical in 

nature, the report is primarily oriented to an informed lay 

readership . 

Part. One dissects the "anatomy" of the spending limit, explaining 

its meaning, intent , terminology and provi sions. Part Two pro­

vides a description of the legislative history surrounding toe 

limit's passage and adoption during 1981-1982, highlighting the 

national and statewide fiscal climate which fostered the debate 

about a spending limit for Alaska, and placing events within the 

e::ontext of optimistic revenue expectations that existed at that 

time . Part 'l'hree identifies and comments on the spending limit"s 

major technical problems, most of which are due to a lac)c of 

clarifying statutory language. Part l'ou.r assesses in broad terms 

the spending li~it;s impacts to date on State appropriations, 

finding them to be minimal chiefly because of the offsetting 

effect o~ post-1982 revenue o.eclines. The Summary presents the 

pro's a.nd con's of the spending limit, identifying the major 

considerations involved in deciding whether to retain or repeal, 

the limit, but leaving to readers the task of drawing their own 

conclusions. 
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Several appendices provide additional information and background. 

In particular, Appendix B, from the 1982 Division of Elections 

voter's pamphlet, provides a more comprehensive description of 

the spending limit, including pro and con statements, than will 

appear in the 1986 voter's pamphlet. Appendix C explains the 

differences between the constitutional spending limit and the 

statutory spending limit enacted in 1986 as part of the Budget 

Reserve Fund legislation (Chapter 58, SLA 86), and discusses how 

they will interact if the constitutional spending limit is re­

tained in November. Finally, Appendix E provides a detailed 

chronology of the 1981 legislative passage of Senate Joint Res­

olution No. 4, which currently stands as the spending limit 

defined in Article IX, Section 16, of the Alaska Constitution. 

Source materials for the report were drawn from a wide variety of 

sources, only some of which are referenced in the report's 

footnotes and bibliography. An extensive though by no me.ans 

exhaustive collection of those materials is maintained in the 

Divisi,on of Strategic Planning and is available for viewing 

there. 
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RECONSIDERATION OF 

ALASKA' S CONSTITO'l'IONAL SPENDING LIMIT 

IN'l'R.ODOCTION 

Al aska's constitutional spending limit, /1 which places a limit 

on annual appropriations of the State, will appear on the general 

election ballot again this November . (Saa Appendix A.) It will 

be on the ballot because of a reconsideration provision contained 

in the spending limit ballot measure that voters approved in 

1982 . (Saa Appendix B.) The purpose of the provision was to 

allow a trial period for the spending limit: if after four years 

voters liked the way the limit worked, they could vote to retain 

it ; if not, they could repeal it . 

Regardl·ess of whether the constitutional spending limit is re­

tained or repealed in November, it is important to note that the 

statutory spending limit enacted during the 1986 legislative 

1 
Technically speaking, the spending limit is not a limit on 

spending; i.e., it does not place a limit on annual expenditures. 
Rather.,- it places a limit on the amount ot State appropriations 
that can be enacted for a given fiscal year. Because it is 
commonly referred to as "the spending limit '', however, that 
terminology has been reta,ined in this report. 
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session as part of the Budget Reserve Fund legislation (SCS CSflB 

513-Fin; Chapter 58, SL.A 86; AS 37.05 . 156) will remain in effect. 

Thus, if the constitutional limit is retained, two spending 

limits will be in force, as at present; if the constitutional 

limit is repealed, only the statutory limit will remain in force. 

(See Appendix C for a description of the two limits and their 

relationship. ) 

This report is intended to assist Alaskans in deciding whether 

the constitutional spending limit should be retained or repealed. 

The report attempts to do so, generally, in two ways. One is by 

providing a clear explanation of the spending lirnit--its provi­

sions, the events surrounding its adoption, and the problems 

associated with its interpretation and implementation. The sec­

ond is by providing an assessment of the limit's effectiveness in 

controlling spending, taking special cognizance of the decline in 

State revenue that has occurred since the limit was adopted. 

Part One of the report dissects the ''anatomyn of the spending 

limit to show how it is intended (and not intended) to work. 

Part Two recaps the limit's 1981 legislative history. Part Three 

discusses the limit's major technical problems and ambiguities. 

Part :,'our evaluates the limit's impacts on spending, focusing as 

much on how the limit has worked as on whether it has worked. 

Finally, the Summary outlines the respective pro's and con's of 

the spending limit and poses the question that voters will have 

to ask themselves in Novemberr 
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PART ONE: "ANATOMY" OE' 'l'HE SPENDING LIMI"l' 

Alaska's constitutional spending limit is complex, because it has 

to be. Li-ke ·ail legislation, it was designed to strike a b.alance 

between accomplishing something in a particular way, yet simul~ 

taneously preserving the flexibility to respond to unforeseen 

events and changing circumstances. In the limit's case, however, 

striking that balance was made even more difficult than usual 

because of two tihcorpmon ~nd over~iding concerns. 

One was the fact that the limit, if adopted, would become a part 

of the Alaska Constitution. It therefore would not be easily 

mod,.ifiable in the future if a need for changes occurred .. The 

second was .simply the fact that the limit would place a cap on 

appropriations. It therefore would potentially affect .all fiscal 

operations of the State (and to a large extent the Alaska economy 

as well), and impose a fundamental constraint on the fiscai 

authority .of legislators and governors in Alaska. 

Both of these factors played a large role in the debates that 

preceded and followed the spending limit's 1981 legislati.ve pas­

sage,. and are largely responsible for the careful and often 

complex language that defines the spend;ing limit today .. 
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:Bacltground 

Alaska's constitutional spending limit was adopted in the Novem­

ber 2 1 1982, general election. The question appeared on the 

ballot as Ballot Measure No. 4 (sea Appendix B) and was approved 

110,669 to 70,831 , or by sixty-one percent of those voting on the 

measure (sea Appendix t>}. 

Adoption of the spending limit resulted in four amendments to the 

Alaska Constitution . The main amendment, the definition of the 

,5pending limit, comprises the language now contained in Section 

16 of· Article IX (Finance And Taxation). A second amendment, 

requiring voter reconsideration of the limit in the 1986 general 

election, now stands as Section 27 of Article 'XV (Schedule Of 

Transitional Measures) • A third amendment, stipulating that th~ 

limit applies to State fiscal years 1984 and afterward, also is 

contained in Article XV as Section 28. A fourth amendment, 

dealing with a capital relocation ballot measure that was rejec­

ted by voters in 1982, is now inoperative. /2 

2 
One of the provisions of the 1982 sper:iding limit ballot 

measure stipulated that, if voters .approved a $2. 8 billion ~ost 
estimate for relocating Alaska;.s capital (Ballot Measure No , 8 on 
the same 1982 general ele'¢tion ballot as the spending limit 
measure), no additional voter approval of capital relocation 
appropriations within that amount would be required under the 
provisions of the spending limit, :if the spending limit were 
adopteq~ Voters rejected the cost est;imate (102,083 voting a­
gainst BallQt Measure No. 8, versus 91,049 voting in favor of 
it),, thereby ma}t:ing inoperative the transitional provisions cur­
rently cc:;>ntained in Section 26 1 Artiol.e xv, of the Alaska Consti­
tut:i,on. 



Spending Limit Definition 

The amendment defining the spending limit appears as Section 16 

of Article IX in the Alaska Constitution. The language contained 

in that section is shown below in its entirety (with line numbers 

added for later reference): 

l Except for appropriations for Alaska perman-
2 ant fund dividends, appi:opriations of revenue 
3 bond proceeds, appropriations required to pay 
4 the principal and interest on general obliga-
5 tion bonds, and. appropriation•s of money re-
6 ceived from a non-State source in trust for a 
7 specific purposer inc1uding revenues of a 
8 public enterprise or public corporation of 
9 the State that issues revenue bonds, approp-

10 riations from the treasury made for a fiscal 
11 year shail not exceed $2,500,000,000 by more 
12 than the cumulative change, derived :from 
13 federal indices as prescribed by law,. in 
14 population and inflation since July 1, 1981. 
15' Within this limit, at least one-third shall 
16 be reserved for capital projects and loan 
17 appropriations. 'l'ha legislature may exceed 
18 this limit in bills for appropriations to the 
19 Ala·ska permanent fund and in bills for ap-
20 propriations for capital. projects, whether of 
21 bond proceeds or otherwise, if each bill is 
22 approved by the governor, or passed by affir-
23 mative vote or tbree-:fourths. of the member-
24 ship of the legislature over a veto or itma 
25 veto, or becomes law without signature, and 
26 is also approved by the voters as prescribed 
2 7 by law, Each bill for appropriations for 
28 capital projects in excess of the limit shall 
29 be confined to capital projects of the. same 
30 type, and the voters shall, as provided by 
31 law, be informed of the cost of operations 
32 and maintenance of the capital projects. No 
33 other appropriation in excess ot this limit 
34 may be made except to meet a state of disas-
35 ter declared by the governor as prescribed by 
36 law. The governor shall cause any unexpended 
37 and unappropriated b~lance to, be invested so 
38 as to yield competitive market rates to the 
39 treasury. 
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A Limit On Appropriations 

The most fundamental aspect of the spending limit is that it is 

defined as a limit on State appropriations (Lines 9-11). Strict­

ly speaking, therefore, it is an appropriations limit rather than 

an expenditure limit. It restricts the amount of appropriations 

that may be enacted for a given fiscal year, rather than the 

amount of appropriated funds that may subsequently be expended. 

Because appropriations for the most part occur all at once (dur­

ing legislative sessions); while expenditures often are spread 

out over years (particularly for capital projects), it is simpler 

to limit appropriations than expenditures. Also# because approp­

riation.s set a ceiling for expenditures, .and not vice versa, 

overall State spending can be more effectively control;l.ed by 

limiting appropriations. 

Exemptions l'rom The Limit 

The spending limit does not apply to all appropriations. In 

fact, a numbe.r of important classes of appropriations are cate­

gorically excluded from the limit (Lines 1-9). 

Excluded are: (1) appropriations for Permanent Fund Dividends; 

(2) appropriations of revenue bond proceeds, which must be ap­

propriated before they can be used; (3) appropriations for the 

principal and interest payments on outstanding State general 

obligation bonds; (4) appropriations to meet a state of disaster 
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declared by the Governor as prescribed by law; and, (5) approp­

riations of an entire class of funds defined as "money from non­

State sources which are received in trust for a specific pur­

pose ••. " (Lines 5-9). 

Class (5), above; includes all federal funds received by tbe 

state. lt also includes all of the non-State trust receipts of 

all of the St.ate' s public enterprises and corporations that i.s,sue 

revenue bonds (Line 9); !h.SL.., the Alaska Housing Finance Cbrpora·­

tion, the Alaska Industrial Development .Authority, the Alaska 

Power Authority, etc. (From a straightforward reading 0£ Lines 

5-9 of the definition, it is not clear whether public enterprises 

or public corporations that have the authority to iss·ue revenue 

bonds, but have not i$su~d any to date, would qualify for the, 

exemption; or whether, if they were to issue revenue bonds in. the 

.future, they wo·uld thereafter qualify.) 

It .is difficult to gauge tbe impact that these exemptions h·ave on 

the spending limit:' ,s effectivenes.s in controlling State spending. 

Nevertheless, they qo represent a.reas where State spending, is not 

limited by law. 

Exceeding The Limit 

The Legislature may exceed the limit in two cases, if two specif­

ic conditions are met (Lines. 17-271. One case involves. bills £or 

appropriations of money to the l?ermanent Fund; the second, bills 
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for apropriations for capital projects, whether of bond proceeds 

or otherwise. /3 

The two conditions are: (1) appropriations bills for these items 

must be approved by the governor, approved by the Legislature 

over a veto or item veto, or become law without the Governor's 

signature; and, (2) the appropriations involved must be approved 

by voters as prescribed by law. 

In addition to these requirements, the spending limit de:finition 

also requires (Lines 27-32) that capital project bills exceeding 

the limit must contain appropriations for projects of the .same 

type (to facilitate assimilation of the information by voters), 

and must clear.ly identify the recurring operations and mainten­

ance costs of the projects (because those costs would in most 

cases become operating budget items in the future). 

Elements Of 1'he Limit 

The formula for determining the spending limit (Lines 9-14) 

contains three elements, or variables: a :base, a population 

adjustment, c;Wd an intlation adjustment. 

3 
The words "whether of bond proceeds or otherwise" (Lines 20 ... 

21) h,ave been interpreted as granting Alaska governors a line.-
i tern veto authority over bond appropriation bills. 
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The base ser ves essentially as a r eference point fo r keeping per 

capita spending constant at a 1981 level. To determine t he 

spending l imit for a part icular fiscal year , t he base is adjusted 

to update it for changes in the need for public servi ces since 

July 1, 1981 (as measured by changes in population estimates), 

and for changes since then in the cost of providing public ser­

vices (as measured by cnange.s in the inflation rate) • 

The base µsect in the spending limit is a fixed amount, set at 

$2.5 billion (Line 11). This amount corresponds closely to the 

amount of unrestricted general fund revenue that the State re­

ceived in fiscal year 1980. The use of a fixed-amount base has 

been cd .. tici-zed because of the variability in the State's antn~al 

revenue receipts, particularly during recent years when revenue 

has declined but the base has increased because of population and 

inflation adjustments. (Alternatives that were considered in­

clude a base equal to the amount of revenue received during the 

preceding year, and a base equal to the amount of approp·riations 

enacted for the preceding year.) 

Calculating ~he Limit 

Conceptually, calculati.on of the s.pending limit is not difficult . 

As defined, the limit for any given fiscal year is equal to $2.5 

billion plus an adjustment fo.r the cumulative changes in popula­

tion and inflation since J1;1ly 1, 1981. If those cumulative 

changes together totalLed 10 percent, for example, the limit 
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would be $2.5 billion plus $250 million (10 percent of $2.5 

billion), or $2.75 billion. (See discussion in Part ~hree.) 

In practice, however, calculation of the limit for any given 

fiscal year is extremely difficult. More precisely, getting 

agreement on how it should be calculated is extre.mely difficult. 

Two reasons exist for the difficulty. 

One reason is that the population and inflation indices for 

adjusting the $2.5 billion base have not been specified. The 

limit's definition stipulates that the cumulative change in popu­

lation and inflation since July 11 1981, shall be derived from 

federal indices "as prescribed by law" (Line 13}. To date, 

however, no statute has been enacted that identifies the specific 

£ederal indices to use. As a result, different individuals and 

groups have used different federal indices in different ways to 

arrive at different estimates of the spending limit for particu­

lar fiscal years. 

~he second reason is that, even if agreement existed on which 

indi·ces to use., the spending limit's definition is not clear on 

how to apply those indices to the fiscal year for which the limit 

is being calculated. Specifically, the de.finition does not stip­

ulate the end-point of the period over which population and 

inflation changes are to be measured. The starting point of the 

period is specified as .July 1, 1981; but the definition does not 

say whether the end-point of the period should be the beginning, 

10 



the end, or some mid-point of the f isca l year whos e l i mi t is 

be i ng cal culat ed. The use of diff e r ent end-points, consequent ly, 

has also resulted in t he calculation o f d i f f erent spending l i mit s 

for the same fiscal year . 

Fiscal Year Basis 

The spet1,ding limit definition employs a fiscal-year basis for 

establishing appropriation ceilings; i .. e., appropriation ceilings 

are set tor one fiscal ,year at a time . (The State's .fiscal year 

begins on June 30 and ends on July 1.. ) Understanding how approp­

riations are attributed to particular riscal years, howe.ver, is 

critical to understanding how the spending limit works. Here, 

the sp$cific language used in the .spending limit definition is of 

particular importance. 

For those items it covers, the spending limit establishes a 

ceiling for the total amount of appropriations that may be en­

acted for a particular fiscal year (Lines 10-11); .i.e., for use 

in that fiscal. year .. The limit does not, therefore, establish a 

ceiling for appropriations made during that fiscal. year (or 

during any other parti·cular time peri od, such as a particular 

calendar year or a particula~ legislative session) .. I:n short, 

the spending limit for a particular fiscal year governs all 

covered approptiatiorts that are attributed to that fiscal year, 

regal$dless of when those appropriations are made. 

11 



An example, using Fiscal Yea r (FY) 1 988 , will show how t hi s 

at t ribut i on system wor ks. 

The budget f or FY 1988 will be set during the legislative session 

t hat begins i n Jan uary 1987, and enacted shortly afterward fol­

lowing any gubernatorial budget vetoes. The appropriations made 

during that session will be subject to the spending limit estab­

lished, for FY 1.988 . FY 1988 will then begin on July l, 1987 , and 

run through June 30, 1988 . 

During the legislative session that begins in January 1988, 

however, when the FY 1989 budget is being set, supplemental 

appropriations for (ongoing) FY 1988 will be made. These FY 1988 

supplemental appropriations will also be subject to the FY 1988 

limit. In short, the total amount of appropriations for FY 1988 

that are covered by the limit (including those made during the 

1987 sessi,on as well as the supplementals made during the 1988 

session) will have to be less than the limit amount established 

for FY 1988. 

As can be seen, therefore , the spending limit for any given 

fiscal year is operative during at least two legislative ses­

sions. One is the session that precedes the start Qf that fiscal 

year, and the- other is the session that occurs within that fiscal 

year. The total amount of appropriations enacted for that fiscal 

ye~r 4Uring both legislative sessions, consequently, are measured 

against the singl e limit -established for that fiscal year. 
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This parti cular method of attribut ing appr opriations to parti cu­

lar fi scal years complicates eas y understanding of the s pending 

limi t and its effe ct s on St ate spending. In parti cul a r , one can 

not readily perceive or determine, at any given point ;i.n time, 

whether the spending limit has been exceeded or not. Nor can one 

easily answer such fundamental questions as whether the State is 

spending less money "this year" (calendar year) than it did "last 

year'' (calendar year) , or less money than it othe.rwise would have 

spent in the absence of a spending limit. 

Under some circumstances, this attribution method can also make 

it possible to avoid exceeding the spending limit for one fiscal 

year by -attributing a ·portion of total appropriations to the 

preceding fiscal year (if the preceding year ' s limit has not 

already been reached). 

Allocation For -Capita1 Projects And Loan Appropriations 

The definition of the spending limit stipulates that, "Within 

this limit, at least one- third shall be reserved for capital 

projects and loan appro-priations" (Lines 15-17). 

Considerable controversy surrounds the question of how this allo­

catiQn provision should be interpreted, particularly in cases 

when the amount of revenue available for a fiscal year is less 

than the approp~iation ceiling established for that year by the 

spending limit. 

13 



A 1983 Attorney General's opinion argued that the wording of the 

allocation provision, above, ''is ambiguous when applied fo r a 

year in which revenue available for appropriations falls short of 

the adjusted limit for that year". /4 The opinion went on to 

recommend that "the best way to resolve the ambiguity is to 

disregard the one-third allocation reserved for capital projects 

and loan appropriations" in such cases. /5 

This• recommendation has been followed to date, in view of the 

fact that revenue annually available for appropriation has con­

sistently been less than the adjusted limit amount. The issue 

remains unsettled, nevertheless. (1'his issue is discussed in 

more detail in Part Three.) 

Treatment Of Surplusea 

The spending limit definition requires that the Governor shall be 

responsib.le for insuring that "any unexpended and unappropriated 

balance" is invested so as to yield a competitive market rate of 

return to the State (Lines 36-39). 

4 
See February 7, 1983-, memorandum of opinion from Attorney 

General Norman c. Gorsuch and Assistant Attorney General James L. 
Baldwin to budget director Gene Dusek, Office of Management and 
Budget, p •. 16. 

5 
Ibid., pp. 17-18. 

14 



For the most part, this requirement is simply a matter of common 

sense, to avoid wasting the earning power of the State's cash 

assets during the interval before they are used. 

The argument has been made, however, that this requirement also 

serves to protect the State's unspent general funds insofar as it 

precludes their investment in subsidized l.oans, which would not 

yield a competitive market rate of return. /6 

6 
This provision has been interpreted as also requiring that 

all appropriated but :µnspent general fund balances must be in-­
vested at market rates; i.e., that, in effect, all unspent gen.­
eral fund balances, whether appropriated or not.,. mu~t be so 
invested. The purpose of this interpretation, wbich represents 
current State poli.cy, is to protect the liquidity position of the 
State treasury. 
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PART TWO: LEGISLATIVE HISTORY AND BACKGROUND 

This par~ of the report summarizes the legislative history of 

Alaska's constitutional spending limit. It focuses principally 

on events -surrounding the 1981 passage and amendment of Senate 

Joint Resolution No. 41 the provisions of which ultimately became 

the spending limit. It also notes other legislative proposals 

for a spending limit and related l.eg.islation that were introduced 

during 1981 and 1982. 

(See Appendix B £or a chronology of the principal 1981 events 

involving the passage ot Senate Joint a.solution No 4.) 

Background--Nationa1 Fiscal Climate In 1981 

There is no question that events ln other states during the four 

or five years preceding 1981 played .an important role in setting 

the stag.e for debate about a spending limit in Alask?,l. 

In particular, national concerns about state government spending 

had res·ulted in the passage of tax. and expenditure limitations 

(TB~'s) in eighteen states between 1976 and 1981. New Jersey had 

adopted the first state expenditure limit in 1976, followed by 

16 



Colorado and Rhode I s land i n 1977 , and Ari zona , Hawaii , Michigan ,. 

Texas and Tennessee by May of 1 978. 

In June of 1978 , interest in state TEL's had peaked with the 

passage of California's Proposition 13, leading to the so-called 

"Tax Revolt" which swept the nq.tion during 1978-1980. In the 

yea,r and a half fol l owing Proposition 13, for example, nine 

additiona.l states (Louish1na, Nevada, Utah, W~shington, Idaho, 

·Mi ssouri, Oregon, South Carolina and Montana) had adopted TEL's. 

Fourteen of th~se eighteen TEL's had placed limits on expendi­

tures rat~er tha.n on revenues, and seven had been const.itutional­

ly rather than statutorily implemented. Twelve· had been ini .... 

tiated br legislatures, with tn,e rest initiated by voters or by 

constitutional conventions. /7 

~ackground--Alaska .Fiscal. Cliinate In 1981 

While tax .and expenditure limit activity in other states did much 

to set the st~ge for the 1981 spending debate in Ala.ska, it is" 

impo.rtant to note that Alaskans' interest in a spending lJmi t 

stemmetj. froll\: very different conce.rns than those that appl.iE;d 

elsewhere. 

7 
T~is s~mm?rY of TEL activity ip other states is based on 

information contained in Chapter One of a September 1984 draft 
report by th~ Advisory Commission On Intergovernmental Relations, 
Fiscal Discipline Tools Developed By State Govrenments: Tax And 
Expenditure· Limits And Other Mechanisms. 
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For the most part, other states were concerned with limiting 

their revenue intake and expenditure outlays in order to allev­

iate the tax burden borne by their residents (in contrast to to 

the burden borne by corporations or the exported tax burden borne 

by the residents of other states). Alaska, however, was facing a 

situation of runaway wealth. Controlling the use of that wealth, 

therefore, rather than tax relief or learning to live with insuf­

ficient revenue, was the major impetus for discussions about how 

and why state government spending should be limited in Alaska. 

The State of Alaska's income, for example, had surged dramaticaJ,..­

ly by 19-81 because of rising oil prices and increased Prudhoe Bay 

production. Where unrestricted revenue receipt$ had been,.,.$333.4 

million in fiscal year (FY) 1975, by FY 1981 they had increased 

more than ten times to $3.7 billion. Stat~ appropriations of 

unrestricted revenue had also followed suit, increasing more than 

five times during the same period, from $512.2 million to $3.1 

billion. (See Tabla 1.) 

Beyond the ,evidence that greater income wa$ causing greater 

spending, however, interest in a spending limit developed at 

least to an equal degree because revenue projections at the time 

indicated that the State would be receiving even more reven:ue, in 

unprecedented amounts, in the near future. (Sea Table 2.) If 

the need to control State spending already existed in 1981, 

therefore, it seemed virtually certain at the time that the need 

would soon become critical. 
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FY 

75 
76 
77 
78 
79 
80 
81 

Overall 

'l'A'BLm 1 

tmRZS'l'RIC'l'ZD uvmroE AND APPROPRIATIONS 
•x 1975 - rx 1981 

($Millions) 

Annual Approp-
Revenue Growth riations 

333 . 4 512.2 
709 . 8 112.9% 628 . 0 
874.3 23 .. 2% 716 . 2 
764. 9 (l2 ~5%) 842.2 

1,133 . 0 48 •. 1% 1,102.5 
2,501.2 120.8% 1,135.4 
3,718.2 4a.71 3,102.2 

Gr,owth: 1,015 •. 2, 
Compound Annual 
Growth Rate: 49.5% 

Annual 
Growth 

22.6% 
14 . 0% 
17.6% 
30 . 9% 

3:.0% 
173 .• 2% 

505.7% 

35.0% 

.source : Office o.f Management and Budget (based on L~gis­
lati ve Finance Division and Department of Revenue 
data). 

19 



FY 

81 
82 
83 
84 
85 
86 
87 
88 
89 
90 

1981 

~ABLE 2 

TJ'NRESTRICTED REVENt;JE OUTLOOK IN 1981 
roa PERIOD rY 1981 - FY 2000 

($Millions) 

* Actual/ 
Curt:ent 1981 

Forecast Outlook FY Forecast 

3,376 3,718 91 16,688 
4, 91 f? 4,108 92 17,932 
6:, 000 3,631 93 19,395 
6,798 3;390 94 20,326 
8, Q,82 3,260 95 20,666 
9,278 2,679 96 20,818 

10,849 1,220 97 20,787 
12,179 1,132 98 20,520 
13,981 1,268 99 20,050 
15,074 1,460 200Q 19,509 

* Current outlook as of 6/86 revenue forecast. 

Actual/ 
Current 
Outlook 

1,399 
1,384 
1,372 
1,334 
1,297 
1,266 
1,343 
1,297 
1,238 
1,186 

Source: Office of Management and Budget. (1981 forecast pre-
pared by ISER for Battelle Northwest Laboratories, 
based on June 1981 forecast by Department of Revenue. 
Other data from Department of Revenue, June 1986 30th 
percentile unrestricted general fund revenue forecast.) 
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Early Proposals For A Spending Limit 

The earliest legislative proposal for a state government spending 

limit in Alaska was Senate Joint Resolution No. 52 (SJR 52), 

introduced in the legislature on February 18, 1980, by Senator 

Mike Colletta et al •• /8 SJR 52 proposed to amend the Alaska 

constitution to require that the annual rate of growth in State 

appropriations (not .including appropriations to the Permanent 

Fund) could not exceed the es-timated annual rate of growth in 

Alaska.' s economy, as reflected in projected changes in personal 

income. /9 SJR 52 also provided that any revenue surplus re­

maining above the level set by the spending limit would. be re­

turned to ta~payers, and that no general law requiring increased 

expenditures by a political subdivision could become effective 

unless the State p~id the political subdivision an amount of 

money equalling those· costs. (SJR 52 and a companion bill, SB 

558, did nc;>t pass the Legislature.) 

8 
Co-sponsors were Senators Don Bennett, Betty Fahrenkamp, Jay 

Kerttula and Glen Hackney. 

For an example of early interest in a spending limit within 
the executive branch., see the December 12, 1977, memorandum on 
expenditure limitation proposals from policy analyst Dona Lehr to 
Fran Ulmer, director of policy development and planning for 
Governor Jay Hammond (on file in the Division of Strategic. Plan­
ning, Office of Management and Budget, Office of the Governor). 

9 
Changes in Alaska personal income were specified in a com­

panion bill, Senate Bill 558, introduceo by the Senate Rules 
Committee on April 11, 1980. 
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During the latter part of 1980, much of the effort in developing 

a spending limit proposal was underta.ken by the administration of 

Governor Jay Hammond. Hammond's Division of Policy Development 

and Planning completed a major assessment of the spending limit 

issue in August of 1980, focusing on the pro's and con's of 

expenditure limitations and on related issues such as what (if 

anything) to exempt from limits. Noting that the impetus for a 

spending limit in Alaska stemmed not from onerous tax burdens, as 

in other states, but from an overabundance of oil-generated 

revenue, the report noted that: 

"These revenues J:"esult in 'painless' spending in.­
creases,. the clQllland fo~ ,rhich the Legislature and 
the exaouti.ve find difficu1t to resist. The ab­
sence of the traditional. .revenue constri!lint on 
spending has al.lowed ua to J:)ecome accusto•d to 
levels of per capita spending which will be dif­
:ficul.t, if not impossible, to support in the 
future. " /10 

As a result of this effort, Hammond delivered a keynote address 

on spending ;Limitations to the prelegislative conference of the 

Alaska Chamber of Commerce in Anchorage on December 4, 1980. In 

the address, he $aid that constraining excessive state government 

spending was a necessity for Alaska. He emphasized, in particu­

lar, that~ constitutionally established spending limit requiring 

10 
S¢e Policy Analysis Paper N.o. 80-10: Expenditure Limita­

tions, Division of Policy Development and Planning, Office of the 
Gove·rnor, State of Alaska, August 1,. 198·0. 
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voter approval to exceed it was critical, if Alaska was to hav,e a 

sound economy and a secure financial future. /11 

In addition to Hammond's proposal, the Alaska State Chamber of 

Commerce and the private-sector public affairs organization Com­

monweal th North also developed proposals during the .fall of 1980 

for a limit on state government spending in Alaska. Their pro­

posals were similar in intent to Hammond's , dif.f'ering primarily 

on the scope of .State spending that should be limited and on the 

formulas that should be used for making annual adjustments to the 

limit. /12 

Senate Joi,nt Resolution No. 4--Description And Issues 

Senate Joint Resolution No. 4 (SJR 4), which in amended form 

ultimately became the spending limit, was drafted by the Hammond 

administration in December ,of 1980, and introduced in the Legis­

lature at Hammond' .s request by the Senate Rules Committee on 

11 
S~e speech delivered );)y Governor Jay Hammond, titled "~pend­

ing Limitations"; before the Prelegislative Conference of the 
Alaska State Chamber of Commerce in Anchorage on December 4, 
198,0. 

12 
Se~ dratt for remarks of Fran Ulmer, director of po1icy 

development and planning for B0vernor Jay Hammond, before a 
conference on state government spending issues presented by Com­
mon Sense For Alask~ and other organi~ations, in Anchorage, 
December 13, 1980. 
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January 13, 1981. It was referred to the Senate Transportation, 

Judiciary and Finance committees. (The parallel House vehicle, 

House Joint Resolution No. 5, was introduced in the House of 

Representatives on February 4, 1981.) 

As introduced, SJR 4 proposed that the Alaska Constitution be 

amended by the addition of two new sections. (If the resolution 

were to pass the Legislature, therefore, the amendments would go 

before voters in the 19-82 general election.) 

The first of SJR 4's amendments established a spending limit for 

the State. Specifically, it provided that State appropriations 

during any fiscal year (rather than for any fiscal year) could 

not exceed the ~mount appropriated during the preceding fiscal 

year by .more than: (1) the increase in the federal consumer 

price index for Alask~ for the calendar yea~ preceding the gover­

nor's January submission of the budget; plus, (2) a percentage 

eq\,lal to the average yearly growth in Alaska's population as 

shown by the mo-st recent two federal censuses or renumerations. 

The second amendment itemized those appropriations which would 

not be subject to the limit. Exempted were appropriations for! 

l?ermanent Fund deposits and'dividends; capitalization of loan 

f'-'nds; -voter-approved capital projects; general oblig~tion l;,ond 

debt service; and reserve funds for disasters or emergencies. 
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Also exempted f r om t he spending limi t we r e appropriat i ons of 

money that: equal led inc reases in program user fees; were neces­

sar y to meet r equirement s of c ourt orders , or progr am or r espon­

sibility transfers f r om the federal government; equalled one­

quarter of the i ncome generated by deposits to the Perman.ent Fund 

that exceeded the deposit requirements established by the Alaska 

Constitution; or were appropriated by the Legislature and ap­

p~oved by the governor for disasters. 

As indicated by the specificity of these provisions, it was clear 

from the outset that three questions would dominate, and compli ­

cate, both the legislative path of SJR 4 as well as the searcn in 

general fo~ aa acceptab-le spending limit for the State orf Alaska: 

(1) how to define the base, or starting point 

(~, the ?1mount of appropriations made during 
the preceding fiscal year, the amount made for 
the preceding fiscal yea.r, or during or for the 
preceding calendar year, or a fixed amount, 
etc.}; 

(2) how to adjust the 1imit each year 

(~, aqjust it .for population and inflation, 
or for the growth in per capita personal in­
come, or for the growth in non-governme.nt per 
capita personal income, or .for changes in the 
state~ s gross annual product, etc.) ; and, 

(3) what to exclude from, or allocate within, the 
limj.t 

(viz., appr.opriations for capital projects and 
for the capitalization of loan funds). 
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These que.stions in fact dominated the debate about SJR 4 and a 

variety of competing proposals /13 during SJR 4's passage 

through the Senate Transportation committee and the House and 

Senate Judiciary and Finance Committees during the 1981 legisla­

tive session. 

Senate Joint Resolution No. 4--Legislative Passage 

SJR 4 moved through its Senate committee referrals between March 

12 and June 11, 1981, receiving a number of amendments along the 

13 
Other legislative proposals for a spending limit that circu-. 

lated during the 1981 legislative session included the following:. 

SJ.R 3, introduced by Senator Mike Colletta, was a re-intro­
duction of SJR 52, which failed to pass the year before. 

HJR. 4, introduced by Representative Terry Gardiner_, limited 
appropriations growth to the growth in statewide per capita 
personal income. 

CS HJR 4 (Fin)·, introduced by th,e House Finance Commit tee, 
-employed unspecified inflation and population indices to .annually 
adjust the appropriation limit. 

CS SJR 4 (rin), introduced by the Senate Finance Committee, 
effectively set $2.7 billion as the base for limiting future 
annual appropriations. 

B.;JR 57, introduced by Represent~tive Hugh Malone, employed 
the federal consumer price index and federal census data to 
adjust appropriations annually, using as a base the amount of 
appro_priations enacted during FY 1981 .. 

JlB 607, introduced by Representatives Russ Meekins and Thel­
ma Buchholdt, employed the same annual adjustment indices as HJR 
57, but specified that the appropriation limit applied only to 
the budget present.ed annually hy the governor. 

Other bills or resolutions (or substitute versions) may have 
been introduced, in spite .of efforts to cite them here. 
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way. Its referral to the Senate transportation Committee was 

waived on March 26 by Senator Bill Ray, chai rman. The Senate 

Judiciary Committee passed out an amended version, CS SJR 4 (Jud) 

on May S. On June 11, the Senate Finance Committee adopted yet a 

different amended version, CS SJR 4 (Fin), and sent it to the 

Senate Rules Committee to be calendared for a floor vote. 

On June 12, the Senate adopted CS SJR 4 (Fin) by a vote of 16-3, 

with one abstention, and sent it to the House for consideration. 

Also on June 12, the House leadership headed by Speaker Jim 

Duncan and Majority LeadeJ: Russ Meekins was supplanted in a take­

over by dissident minority (i.e., non-coalition) members. The 

res-ult of the "coup" was a new House leadership, headed by Speak­

er Joe Hayes and Majority Leader Rick Halford. 

on June 20·, after further amendment in the House Finance Cc;>mmit­

tee, as "1ell as further amendment and reconsideration on the 

floor of the House, SJR 4 finally passed the House as HCS CS SJR 

4 (Fin) amH by a 37-1 vote# with two abstentions. Representativ,e 

Don Clocksin cast the single opposing vote. 

On ,June 21, the Senate ,unanimously· (but for one .abstention} 

refused to concur in the House amendments to SJR 4. Senate 

President J~y Kerttula immediately appointed Senators Sturgulew­

s'ki (chair), Colletta and Kelly to represent the Senate in free 

conference on the SJR 4 bills, if necessary. 
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Later in the day on June 21, the House voted unanimously (40-0) 

in refusing to recede from its amendments, setting the stage for 

a free conference committee confrontation. Following the House 

vote, Speaker Joe Hayes appointed Representatives Montgomery 

(chair), Freeman and O'Connell to represent the House on the free 

conference commit.tee. 

On June 24, after hearing in the morning that the SJR 4 conferees 

had reached agree.ment, but then hearing in ·the afternoon that 

Speaker !Iayes wou.ld not accept the conferees' proposal, Governor 

Hammond ?ent a l,etter to House Speaker Joe Hayes and Senate 

President Jay Kerttula warning that action on the spending limit 

must occur before adjournment of the Legislature: 

14 

"I oan think of nothing more illogical or damaging 
to the .image of this Legislature and Administra­
tion than to not only break the all-time· record 
for session length, but as well promote the lar­
gest inc°J:ease in state spending ever proposed and 
yet deny the public the opportunity to vote on a 
~aninqful spending limitation. The very future 
of this state demands better stewardship than 
that. Accordingl.y, were this Legis1ature to ad­
journ without having dealt with tbe most important 
issue facing it, I would have no choice but to 
~al;L a. special. session to address this vital is­
sue." /14 

House Journal, June 24, 1981, p. 2596-2597. 
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Later in the day on June 24, Speaker Hayes discharged the House 

conferees on SJR 4, and appointed a new team consisting of Repre­

sentatives Halford (chair), Bettisworth and Malone. Learning of 

Hayes' action, Senate President Kerttula that same day li.kewise 

discharged the Senate conferees and appointed a new team compris­

ing Senators Ray (chair), Ferguson and Gilman. 

At 7:06 that evening (June 24), the Senate adjourned. The House 

foll owed suit at 1.2: 35 in the moi;-ning. 

The next day, June 25, Governor .Hanunond issued a statem~nt blam­

ing the House leadership for the breakdown in work on the spend­

ing limit, saying: 

''A.a you ~Olf, de$pit• ample warning and tha actions 
by the Senate; the Souse leadership t'ailed t.o even 
bring the [apending limit] issu• to a vote before 
adjourning." /15 

Simultaneously, Hammond issued a proclamation calling the Legis­

lature back into special session in Juneau on July 13, to consid­

er SJR 4. /16 

15· 
se.e statement on spending limitation by Governor Ja,y Ham­

mond, dated June 25, 1981. 

16 
June 25 p;roclqff\ation appea:rs in HO\lSe Journal for t:tie Fj,rst 

Special Session, July 13, 1981, p.1. (Also appears in Senat·e 
Journal, same date and page •. ) 
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The July 13 special session lasted only two days. It was charac­

terized by an intensive series of meetings among Senate and House 

conferees on SJR 4, and equally intensive meetings between legis­

lators and the Governor's Office. 

By 9:32 P.M. on July 13, the conferees of the second free confer­

ence committee recommended adoption of FCCS SJR 4 (the language 

of which now appears as Section 16, Article tx of the Alaska 

Constitution)., along with a letter of intent. /17 

Conferee.s signing ttcto pass" on FCCS SJR 4 included Senators 

Ferguson and Gilman, and Representatives Halford and Bettisworth•. 

Senate chairman Bill Ray signed ''na rec¢mmendation'', while Repre­

sentative Rugh Malone signed "do not pass - see minority report". 

/18 Representative Malone submitted his minority report on Fees 

SJR 4 (See Appendix. F) 1 arid originally it appeared in the House 

Journal; s\;lbsequently, however, it was removed from the House 

Journal at the direction of House Speaker Hayes. /19 

17 
The Senate Journal said that the letter of intent: would be 

ptmlished on July 14, but it never appeared. See Senate Journal, 
First Special Session, July 13, 1981, p. 5. 

l8 
Se.e House Journal, First Special Session, July 13, 1981, p. 

6; and Senate Journal, First Special Session, July 13, 19.81, p. 
5. 

19 
See July 23, 1981., letter to Hoµse Chief Cle.rk Irene Cashen 

from Speaker Joe H,ayes in "Corrected Final Supplement 11
, House 

Journal, First Special Session: July 27: 1981, p. 17 
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on July 14, the Senat e passed FCCS SJR 4 (without a letter of 

intent) on a 15- 4 vot e with one abstention, and ad journed a t 6: 11 

P. M. At 1:32 A. M. on July 15 , the House l ikewise adjourned, 

after passing FCCS SJR 4 (also without a letter of intent) , on a 

27-13 vote. 

Later in the day of July 15, Governor Hammond signed FCCS SJR 4 

into law a.s First Special Sessi on - Legislative Resolve No. 1. 

1982 .Legislation 

The debate over the spending limit continued during the 1982 

legislative session, amidst l'!lajor concerns about the State-' s 

spending and investment policies. Throughout the session,. expec­

tations of steadily increasing revenue windfalls remained high. 

Though none of it passed, the major fiscal l.egislation introduced 

in the 198·2 se·s,sion primarily addressed two subjects. On,e was 

the need for clarifying statutes to implement the general provi­

sions of the proposed spending limit, as SJR 4 would go be-fore 

voters in the November 1,982 general election and, if adopted, 

would reqµire such clarification. The other was the question of 

how best to use the .surptus amounts of revenue that everione 

expected the State to be receiving. 

The major. piece of implementing legislation, for example, was SB 

814, introduced by Governor Hammond. This bill defined the SJR 4 
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inflation adjustment as the annual percentage change, during the 

calendar year preceding each fiscal year, in the Anchorage all­

urban consumer price index (as published by the Bureau of Labor 

Statistics of the United States Department of Labor}. It also 

defined the SJR 4 population adjustment as the percentage annual 

change as of each July l in the estimated population of Alaska, 

based on the trend established by the United States Census Bureau 

for the period between the previous two censuses or renumera­

tions. The bill's failure to pass, however, ensured that SJR 4, 

upon adoption, would become law without the benefit of clarifying 

statutory language. 

Looking for ways to save some of the Statels expected future 

wealth, Governor Hammond also introduced SJR 65 in 1982. This 

resolution would have allowed no more than 50 percent of money 

exceeding the SJR 4 limit to be used for voter-approved capital 

projects, with the remainde~ to be invested at market rates or 

deposited into the Permanent Fund. 

The major piece of legis.lation introduced from the legislative 

side during the 1982 session was SJR 61 (which evolved through 

several sponsor amendments), introduced by Senator Ed Dankworth. 

If adopted, SJR 61 would have replaced the SJR 4 limit with a 

spending limit based on the amount of taxes collected annually in 

Alaska, with all other revenue being dedicated to the Permanent 

Fund or to a capital investment fund (established by the resolu­

tion). As amended, SJR 61 would have allowed three-quarters of 



the State's annual revenue receipts to be used for operating 

budget appropriations, and one-quarter for capital projects. Up 

to 10 percent of the capital investment fund to be created under 

SJR 61 could be appropriated annually, or 100 percent if voters 

approved. 
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PAR'l' TH.REE: TECHNICAL l:SSUES 

This part of the report describes t:he major technical problems 

that compiicate the interpretation and implementation of Alaska' s 

constitutional spendi.ng limit. All of these problems derive from 

a lack of specificity in the provisions of the spending limit 

definition. 

'l"he original intention behind SJR 4 was to define the spending 

limit in g:~neral terms in the Alaska Const;i.tµt,ion, and then 

specify its technical aspects in statutory provisions. Such an 

approach conforms with the accepted practice of limiting consti­

tutional l.anguage to statements of general principles, while 

placing in statutes (which can be changed by legislative action, 

if necessary) the specification of details that may have to be 

modified in the future. This minimize~ the frequency of con­

stitutional amendments, while preserving the flexibility for 

dealing with changing circumstances. 

To d9-t;:e, however, no statutory explication of the spending lim­

it's provisions has occurred. As a result, little consensus 

exists as 1;,o how the spending limit should be interpreted and 

applied, or whose resp.onsibility that shou~d be. 
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Responsibility For Determining The Limit 

An important practical problem with the spending limit is the 

fact that no particular agency or entity (~, the Governor, the 

Legislature, etc.) is specifically assigned the responsibility 

for calculating it,. As a .result, when the Governor prepares the 

budget, and when the Legislature subsequently modifies it, each 

can use their own calculations as to what the spending limit is. 

This has not been a major problem to date, because the spending 

limit (by everyone/ s cal.culation) has generally grown inc~easing­

ly higher than the amount of unrestricted revenue actually avail­

able for appropriation. The potential for a problem does exist, 

however, es_pecially in view of the ambiguity about how t;:o proper­

ly adjust the limit for annual population and inflation changes. 

Particularly if the State's revenue receipts were to exceed the 

spending .limit at some po.int in the future, the question of who 

determines the spending limit could assume a strategic impor­

tance. A governor, for example, might wish to calculate a "low" 

spending limit in order to restrain appropriations, perhaps in 

response to public demands to decrease budget growth. Similarly, 

legislators might wish to calculate a "low" spending limit in 

order to force some of a governor's capital project priorities 

onto the ballot. The point is simply that, by not having ~espon­

sibility assigned for determining the limit, an opportunity is 

created for the pu·rsuit of such strategetns. 
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Adjusting The Limit For Population And Inflation 

There is probably no greater technical problem associated with 

the spending limit than that of adjusting the limit annually for 

changes in population and inflation. The problem stems not from 

the fact that the adjustments are difficult to make mathematic­

ally, /20 but rather from the fact that an explicit method for 

making them has not to date been statutorily enacted. /21 

The only assistance that the spending limit definition itself 

provides, in fact, is that the estimates of annual change be 

"derived from federal indices". (Federal indices were specified 

in the spending limit definition to minimize the potential for 

20 
The formula for making population and inflation adjustments 

to the base is: 

SL= Base x (1 + P} x (1 + I) 

where: "SL" is the spending limit or maximum appropriation 
amount allowed, "Basa" is equal to $2. 5 Billlon, ''P'' is the 
cµrnulative population increase since July 1 1 1981 (expressed as a 
percentage), and •':t" is the cumulative inflation increase since 
July 1, 19·91 (expressed as a percentage). 

21 
A 1;1umber of bills have been introduced since 1982 to imple­

ment the population and inflation adjustment (and other techni­
cal) provisiop.s of the spending limit, but none have been en­
acted. A partial list, showing the date of introduction and the 
spons.or (s') within parentheses, includes: SB 814 (2/18/82, Gover­
nor Jay Hammond); SB 60 (1/19/83, Senator Arliss Sturgulews1ci); 
SB 326 (1/84, pre-filed, Senator Frank Ferguson); HB S24 
(1/18/84, Representative Al Adams); CODl!Qittee Substitute for 
Sponsor SUbstitute for SB 326 (1/26/84, Senate Judiciary Commit­
tee); and SJ!\ 2 (1/14/85, Senators. Frank Ferguson and Edna 
Devries). 
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pressure or manipulation that might arise if a particular State 

agency were responsible for making the population and inflation 

estimates that establish the annual limit.) 

The problem caused by this situation is important, because popu­

lation and inflation adjustments to the spending limit can be 

made in a great variety of ways--each yielding a very different 

spending li!'C\it for any particular fiscal year. 

The answers to several important questions, therefore, need to be 

specified in law. These questions are: 

o What population index .abould be used to measure popula­
tion changea since July 1, 1981? 

o What inflation index should be used to measure inflation 
changes since July 1, 1981? 

o Over what period should population and inflation changes 
be measured? Specifically, if July 1, 198'1, is the 
starting-point of the period, what should be its end­
point? 

These questions are discussed briefly below. It should be kept 

in mind, however, that many very technical considerations sur­

round the particular question of which population and inflation 

indices to use. These include considerations of (~): just 

what a particular index measures, and whether factors like samp­

ling .error are significant; how missing data (;for certain periods 

of time) are handled in the index's data series; whether there 

have been changes since· July 1, 1981., in the method by which the 
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index is formulated; and other factors such as the frequency of 

revisions or updates to past values of the index, the timing of 

the index's publication (relative to when Alaska legislators and 

public official.s would need to use the index), etc •. 

Two points need to be kept in mind, consequently. One is that a 

precise methodology for making population and inflation adjust­

ments to- the spending limit needs to be established and defined 

in law. The second is that a great deal of thought should pre­

cede the adoption of any particular methodology. 

A. Popul.ation ?ndi.ces 

Several cho.Lces e~ist in selecting a federal or federally deti ved 

index for measuring population change in Alaska. 

One available index is the trend (continuously compounded rate of 

change) between the popul·ation estimates for Alaska made during 

the two previous federal decennial censuses; i.e., those of 19-70 

and 198CL. This index provides a fairly solid basis for making 

population estimates, as it is easy to understand and is based on 

actual, ehumerations (head-counts) rather than oh estimates. By 

the sa~e token, however, the decennial trend is a poor indicator 

of short-term and very recent popul-ation fluctu~tions. It is 

much more useful for charting long-term changes. /22 

The 1·980 census, in particular, also has been widely criti­
cized in Alaska and elsewhere as having under.,..enumerated local 
populations. 



A second population index that could be used is the annual esti­

mate of Alaska's population made by the U. S. Bureau of the Cen­

sus. This index is more responsive to short-term population 

fluctuations in Alaska, but suffers from frequent updates and 

revisions. Also, because it is produced specifically for the 

purpose of allocating funds under the federal general revenue 

sharing program, the chance exists that it might be dropped 

altogether if the federal revenue sharing program were to be 

eliminated. 

Yet a third index that could be used is the annual estimate of 

Alaska's population made by the Alaska Department of Labor. It 

is not clear whether this index would meet the- criterion o,f being 

"derived from federal indices", however# even though it is annu­

ally certified by the federal government. Also, since the esti­

mate has to date been mage in July (too late to be of use for the 

Legislature), a change in the timing of its preparation might 

result in inconsistenci,es with past estimates i ·n the seri-es. 

B. Inflation Indices 

As with population indices, there are many inflation indices from 

which to choose. 

The most commonly used index of in:flation is the Consumer Price 

Index (CPI), which is released bimonthly l:>y the U.S. Department 

of Labor's Bureau of Labor Statistics. A national CPI is 
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developed, as well as a CPI fo r major metropolitan areas s uch as 

Anchorage . /23 

The advantages of usi ng the Anchorage CPI is its high degree of 

public familiarity, and its relatively direct measurement of (and 

responsiveness to) cost and price movements in the Alaska econo­

my. Even though the Anchorage CPI does not reflect economic 

conditions in Alaska's rural area·s, it at least implicitly recog­

nizes that social and economic conditions in Alaska are signifi­

cantly different from conditions in other states . 

The main disadvantage of the CPI is that it doesn't particularly 

focus on the costs incurred in providing government services . It 

measures the price of goods that a typical consumer buys in the 

market--which is not at all the same as the mix of goods and 

services that are provided by government. 

A fede;r:al index that does measure price ch.anges in the cost of 

providing government services is contained in the data series 

"Implicit Price Deflators for Government Purchases of Goods and 

Services by Type - State and Local". This index is issued quar­

terly in the Su_rvey of Current Business published by the u,. s. 

23 
Two Cl?I indices are in fact issued f .or standard metropolitan 

areas such as Anchorage. One is the CPl :for All Urban Consumers 
(CP:t ... o), which measures changes in the price of market purchases 

by all urban dwellers; the other is the CPI for U~ban Wage Earn­
ers and Clerical Workers (CPI-W), which measures changes in the 
price of market purchases by all urban labor force members ·. The 
CPI-U is the more inclusive measµre,, generally <;;overing about 
twice as many people as tneCPI-W, and usually produces a higher 
inflation rate than the CPI-W. 
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Department of Commerce1 s Bureau of Economic Analysis. , and meas­

ures price changes in the commodit ies and s e rvices pur chase d by 

state and l ocal government s across the nat i on. 

The .main advantage of this index i s i ts focus on the purchases of 

goods· and services made by governments. Its main disadvantage is 

that it is a national index, and i s weighted only very slightly 

for Alaska (as opposed to large stat es like California). It does 

not reflect very well the kinds of government costs incurred in 

Alask{l, and therefore would not be very responsive to trends and 

events within the Alaska economy. 

C. Adjustment. Period 

In addition to not spe.cifying which population and inflation 

indices to use, the spending limit definition also is not clear 

about th.e" duration of the period over which population and infla­

tion changes should be measured. Specifi~ally, the spen~ing 

definition is clear that the starting-point ·of the period to be 

measured, is July 1, 1981 . 'l'he definition is silent,, however, as 

to what the end-point of the period should be. 

Several options exist. One is that, in calculati-ng the spending 

limit for a given fiscal year, the enq....,point should b~ the· start 

of that fiscal year (July 1). Another is that the end-point 

should be the end of that fiscal year (June 30). Yet another is 

that the end-point should be so~ewhere during that fiscal year. 
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The logical choice would seem to be to set the end-point 0£ the 

period as the end of the fiscal year being budgeted, as it is the 

com};)ined population and inflation change throughout that year 

which needs to be encompassed (in order to keep spending constant 

in real per capita terms, relative to the preceding fiscal year). 

Osing this approach will lead to an additional complication, 

howeve,1;; namely, the need to forecast future population and 

inflation rates over the course ot the coming fiscal year. This 

will obviously bring its own set of problems, and require explic­

it statutory specification of the procedure and methodology for 

making thos.e forecasts. 

Two points may be drawn from all this. One is that, until a 

specific methodology for annually adjusting the spending limit is 

enacted in statute, the question of who sets the limit will 

remain critical, because the limit (which is very sensitive to 

population and inflation adjustments) will remain subject to the. 

policy ol;>jectives of executive or legJslati.ve branch leadership. 

The second point is simply to note how difficult it can be to 

implement seemingly straightforward ideas. 

Definition Of The Base 

The spending limit establishes a fixed-amount base of $2.5. bil­

lion, which is then adjusted for population and inflation changes 
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in determining the limit applicable to a particular fiscal year. 

This approach is particularly risky for a state such as Alaska, 

whose dependence on oil can cause great volatility in the amount 

of revenue received each year. 

Also, because the fixed-amount base is adjusted annually for 

population and inflation changes, which are generally positive 

rather than negative, the limit tends to increase each year 

without regard to the amount of revenue actually available for 

appropriation.. This factor has made the limit increasingly ir­

relevant in controlling State spending, ever s~nce revenue re­

ceipts began declining in 1982. In fact, unless the State's 

revenue income were to increase very dramatically in the future 

(and keep increasing thereafter), it is unlikely that the spend­

ing limit will ever be binding. 

Allocation For Capital Project And.Loan Appropriations 

One of the most controversial aspects of the spending limit is 

the language allocating appropriations for capital projects and 

loans; i.e., "Within this limit, at least one-third shall be 

reserved for capital projects and loan appropriations." 

The provision is controversial because little agreement exist$ on 

how to interpret it when the amount of revenue available falls 

below the level set by the spending limit. This creates a · prob­

lem, because different interpretations of ~e language lead to 
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significantly different results, with widely varying effects on 

the State's operating and capital budgets. 

'E'or example, one interpretation can be that one-third o~ the 

amount actually app~opriated for budget items aubject to the 

spending luiit must be reserved for capital projects and loan 

appropriations. If the situation were such that the spending 

l;i.mit were established at $4.5 billion (which is close to the FY 

1987 limit of approximately $4.6 billion}, the State had a total 

of $2.4 billioQ in unrestricted revenue available for appropria­

tion, and the amount of appropriations subject to the limit 

equalled $1,.8 billion, then this criterion would require an 

appropr.iation of $600 1nillion for capital projects and .loans 

(one-third of $1 •. 8 bi,llion), .leaving $'1.8 billion available for 

operating appropriations (.$2.4 billion minus $600 million). 

A seqond interpretation, however, can be that one-third of tha 

amount astabliahad as tha spending limit must be reserved for 

capital projects and loan appropriations. If this is the case, 

then the reserve amount required would be $1.S bi11ion for capi­

tal projects and loans (one-third of $4.5 billion)t leaving $900 

million available for operating appropriations ($2.4 billion 

minus· $1. 5 bill;i.on) • /24 

24 
Whenever the amount of revenue. available for appropriation 

is less than the ceiling set by the spending limit (which has 
occurred in the .last three of the four years that the limit has 
been in effect); this i'nterpretation leaves the least amount of 
:revenue available for operating budget appropriations. 
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Yet a t hird i nt erpretat i on can be that one-third o f t ha amount o:f 

unrestricted revenue available ~or appropriation must be reserved 

f or capital p r oject s and loan appr opriations . If this i s the 

c ase, t hen the reserve amount r equired would be $800 milli on :for 

capi tal project s and loans (one-third of $2 .• 4 billi on) , .l eaving 

$$1 ... 6 billion avai labl e :for operating appropriations ($2.4 

billion minQs $800 million) . 

St ill another int erpretation ha;s been offered by t he Depar tment 

of Law, which is that the one-third reserve requirement may not 

apply at all if the amount of available revenue is less than the 

appropriation ceiling set by the limit. /25 This i nterpretation, 

offered in a .February 7, 1983, Attorney General's opinion; was 

disputed by a number of legislators but never challenged in 

court . /26 

25 
See discussion on pp. 15-18 of Attorney General' .s opinion 

cited in Note 4. .. 

26 
Senator Rick Halford, who had been the House majority leader 

in 19'81 when the spending limit resolution was passed1 informed 
Attorney General Norman Gorsuch in a February 11, 1983 memorandum 
that this interpretation was "nc;,t consistent with my intent or my 
perception o:f the intent of the majority of the supporters of the 
amendment in the House at the tJme of passage." Halford informed 
Gors\,\ch in the same memorandum that the "correct" interpretation 
of the allocation provision was that up 1:!o two-thirds of the 
amount set as the limit could be allocated to operating budget 
app+opriations; with any remainder to be allocated to capi,tal. 
projects and loan appropriations. 

House Speaker Joe Hayes, House Majority Leader Ramona"Barnes 
a.tid House Fin~nce Committee Chairman Al Adams also e:xpressetl 
their general discontent with the February 7 opinion in a Febru­
ary 18, 19S3, letter to Attorney General Norman Gorsuch. 
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A different kind of problem altogether concerns the relationship 

between the one-third reserve requirement (regardless of its 

interpretation) and th.e governor's constitutional veto authority. 

Specifically, if the Legislature adopted a budget meeting a one­

third/two-thirds allocation requirement, any veto of any item by 

a governor would upset that ratio. The spending limit definition 

is therefore unclear as to whether the one-third reserve require­

ment or a governor's veto authority would supercede the other 

(although nothing in the record of the limit's ~doption indicates 

that the spending limit was intended to limit or condition in any 

way the constitutional veto power of Alaska governors.) 

Overa.1.1, therefore, it is clear that the .manner in which this 

particular provision of the spending limit definition is inter­

preted can produce extremely divergent effects on the State's 

operating and capital budgets, as well as a certain degree of 

ambiguity about the spending limit's relationship to the guberna­

torial veto power. As such, the provision should certainly be 

clarified through statutory language. 

Definition Of "Capita1 Pl:'ojects" 

The lack of a definition of "capita:l projects" impedes applica­

tion of the spending limit's req\lirement (however interpreted) 

that one-third of the appropriations within the limit shall be 

reserved for capital projects and loan appropriations . 
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The definitional problem stems from the fact that the Alaska 

Constitution uses the term 0 capital improvements" (~, in de­

fining the authority for incurring state and loc~l debt in Sec­

tions 8-9 of Article IX), rather than the term "capital pro­

jects0. 

When SJR 4 was first introduced, it employed the term "capital 

improvements" in order to be consistent with usage of that term 

in the Constit~tion. When the second free conference oommittee 

on SJR 4 took up the resolution, however, the term "capital 

improvements" was changed to "Ccipital projects". /27 The dis­

tinction between the t .wo terms has not been clarified to <:fate, 

the on,ly consensus being that the term "capital projects" propab­

ly wa.s int~nded by the SJR 4 conferees to be more inclusive than. 

the constitutional term. "capital improvements". /28 

A rule of thumb used by the executive branch in budget prepara­

tions is that a capital project is an asset that costs $25,000 or' 

27 
See discussion on p. 21 of Attorney, General's opinion cited 

in Note 4 •. Also see general diSC\lSSion on pp.. 20-23. 

28 
Ibid., pp .•. 22-23. The meaning and intent of "capital pro­

jects" in this context is complicated by Senator Bill Ray' .s 
comment at the time that capital projects are "what the defini­
tive judgement of a majority of the legislature determines they 
are." ( Cited on p. 21 of the Attorney General's opin1.<;>n. See 
the discussion beginning at page 21, line 17, in the transcript 
of the July 13, 1981, proceedings of the Free Conference Commit­
tee on SJR. 4. Senator Ray's remark appears on page 22.) 
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more, has an anticipated life of more than one year, and produces 

recurring or long-lasting benefits to the public. /2~ It is not 

clear, however, whether this working definition satisfies the 

intent of the term "capital projects" as it appears in the spend­

ing limit definition. 

The la,ck of a definition of "cap.ital projects" also complicates 

inte·rpretation of the spending limit's requirement that each bill 

for ~ppropriations for capital projects in excess of the limit 

shall be cQnfined to capital projects "of the same type", because 

neither term has been defined to date~ 

The term "loan appropriations", while not defined in statute, 

does. not appear to present a major problem, as it is customaril:9 

understood to include appropriations of money for a loan fund or 

appropriations of a subsidy amount for a loan program. "Loan 

app,:opriations" does not usually include; however, nor did the 

frame.rs of SJR 4 apparently intend it to· include, the appropria­

tion of bond proceeds for loan programs. /30 

29 
See March 29, 1983, letter from Budget Director Gene Dusek, 

Office of the Govern.or, to House Finance committee Chairman Al 
Adams. The letter contaj,.ns additi<;>nal, c;iet.a,iled criteria for 
identifying capital projects. 

30 
See October 6, 1981, memorandum from Legislative Counsel 

James H. Lear, Legislative Affairs Agency, to Legislative ~udget 
And Audit Committe.e Chairman Arliss Sturgu.lewsk;i, p. 6. 
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Unexpended And Unappropriated Balances 

The spending limit definition requires that any "unexpended artd 

unappropriated balances" must be invested so as to yield competi­

tive market rates to the State's treasury. Presumably, this 

means that individual investments must yield a market rate 0£ 

return, not that the overall rate of return must yield a market 

rate. 
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PART Ji'OO'R: FISCAL IMPACT OF THE SPENDING LIMIT 

This part of the report describes the fiscal impact of Alaska's 

constitutional spending limit. Essentially, i t tr i es t o answer 

the question of whether th,e spending limit has "worked" i n any 

meaningful way. 

Effect:. On Appropriations 

Two factors, in particular, make it difficult to assess whether 

the spending limit has acted to control or limit State spending. 

One is the fact that certain categories of spending (~, ap­

propriations for federal funds, debt service on general obliga­

tion bonds, etc. /31) are exempt from the limit. Thus, spending 

growth in those areas is not controlled by the limit, or intended 

to be . The second is the fact that the State's unrestricted 

revenue receipts have declined steadily since the spending limit 

was put into place . This makes it difficult to determine whether 

any declines in appropriations that may have occurred are due to 

the e!fects of the spending limit, or are simply due to the fact 

that less money has been available to appropriate. 

31 
These exemptions are itemized in the spencling limit defini­

tion (Section ;l.6, Article IX, of the Alaska Constitution). 
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Certain bench marks allow at least a gross evaluation of the 

limit's effectiveness, however, and indicate that the limit has 

had little or no effect on overall State appropriations. 

Table 3, for example, shows that even the total amount of unre­

stricted revenue appropriations (a category which includes more 

items than those covered by the spendJ.ng limit) h~s exceeded the 

spending limit in only one of the four years during which the 

limit has operated. The implication of this, particularly in 

view of the revenue decline shown in the table, is that falling 

revenue has done more to constrain State spending than any ef­

fects of the spending limit. (See Table 3.) 

Table 4, which compares with the spending limit only those ap­

propriations which were subject to the spending limit, shows this 

even more clea·rly. As can be seen, not only has the spending 

limit never been exceeded, but the chances of exceeding it have 

become increasingly unlikely. /32 (See Table 4.) 

32 
In general, appropriation ampunts have fallen below the 

level set by the spending limit for two reasons. Orie is the 
revenue decline experienced in recent years. The second is the 
steady elevation of the limit produced bt the fact that a fixed­
amount base is being adjusted annually for population and infla­
tion changes. So long as Alaska's population continues to in­
crease ano inflation rates remain greater than zero, the approp­
riation ceiling set by the spending limit will continue to rise. 
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For 
FY 

84 
85 
86 
:S7 

* TABU 3 

!l'OTAJ;. UNRESTRICTED REVEN0m APPROPRIATIONS 
VERSUS THE SPENDING LIMI'l! 

Unre-

FY 1984 - _,y 1987 

( $Milliona) 

stricted. Spending 
Revenue Limit 

Total unres­
tricted Revenue 
Appropriations 

3,390 
3,. 2'60 
2,679 
2,078 

2,980 
3,654 
3,998 
4,652 

3,011 
3,620 
3,060 
2,456 

Amount By Which 
Appropriations 
Exceed (Fall Below) 
The Limit 

31 
( 34) 
( 938) 
(2,196) 

Revenue· figures shown for FY 1987 are based on the Department 
of Revem,1e-'s March 1986 revenue !oreca:st. FY 1987 appropria­
iio4 ~ounts shown do not include supplemental appropriations 
and do not reflect budget reductions announced after the 
release of the June 1986 revenue forecast. Special Permanent 
Fund deposits attributed to FY 1984 and FY 1985, as well as 
other extr~ordinary appropriation items, are included in the 
~ppropriation amounts shown. 

Source: Office of Management and Budget. 
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• 

For 
FY 

84 
85 
86 
87 

• 
TABLE 4 

ONIU!:STRICTZD l\EVENOZ APPROPRIATIONS 
SUBJECT TO TD SPl:NDING LIMIT 

rY 1984 - rr 1981 

($Milli.one) 

Appropriations 
Spending Subject To 
.Limit The Limit 

2,980 
3',654 
3,998 
4,652 

2,739 
3,355 
2,790 
2,157 

Amount By Which 
Appropriations 
Exceed (Fall Below) 
The Limit 

( 241) 
( 299) 
(1,208) 
(2,495) 

F'Y 1987 appropriation amounts shown do not include 
supplemental appropriations and do not reflect budget 
reductions announced after the release of the June 
1986 revenue forecast. Special Permanent Fund qeposits 
attributed to FY 1984 and FY 1985, as well as other 
extraordinary appropriation items, are included in the 
appropriation amounts shown. 

Source: Office of Management and Budget. 
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Effect .On Appropriations l'or capital. Projects And Loans 

As discussed earlier, substantial problems of interpretation have 

surrounded the spending limit definition's requirement that 

••within this limit, at least one-third shall be reserved for 

capital projects and loan appropriations." /33 

SpecifJ.cally, the spending limit defin;i.tion is unclear as to 

whether appropriations for capital projects and loans should 

equal orie:;..,third of: 

o the amount of unrestricted revenue appropriated 
for items subject to the spending limit ("ap­
propriation amount" criterion); 

o the amoUAt established, as the spending limit 
(''1imit amount criterion"); or,. 

o the amount of unrestricted revenue available 
for appropriation ("revenue amount criterion"). 

While it is unclear as to which of the above criteria the framers 

of the spending limit may have had in mind, and in spite of the 

fact that tlle Stat~ has foll.owed a consistent policy of not 

applying the one-third allocation criterion for capital projects 

and loans (in accordance with the 1983 Attorney General's 

33 
See the section on "Allocation For C1,Lpital Projects And Loan 

Appropriations1
' in Part Three. 
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opinion), /34 it may be informative to determine whether approp­

riations for capital projects and loan appropriations have met 

any of the three criteria during the four years of the spending 

limit's operation. As shown in Tables 5-7, it is clear that they 

have not, coming close only for FY 1985. (Sea Tables 5-7.) 

Many factors, of course, have influenced capital project and loan 

appropriation decisions during the past four years, not the least 

of which have be,en declining revenues and uncertainty about how 

to interpret the one-third reserve requirement. Nonetheless, it 

seems at least clear that the spending limit was not one of those 

factors. 

34 
Cited in Note 4. 
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TABLE 5 

ONE-'l'BXRD OF 1tAPPROPRIATION AMOUNT" CRITERION 
FOR CAPITAL PROJECTS AND LOAN APPROPRIA'l'IONS 

($Millions) 

• 
** Capital 

For 
FY 

Approp­
riations 
Subject 
To Limit Operating 

Projects 
Plus Loans 

Percentage 
For Capital 
Plus Loans 

8,4 
85 
8Q 
87 

* 

** 

2,439 
3,055 
2,651 
2,157 

1,747 
2,009 
2,017 
1,871. 

691 
1,046 

634 
286 

28.3% 
34.2 
23.9 
13.3 

Excludes FY 87 supplemental appropriations· and budget 
reductions· announced after release of the June 1986 
revenue forecast. 

Excludes extraordinary items. 

·Source: Office of Management and Budget. 
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For 
FY 

84 
85 
86 
87 

• 

D.BLE 6 

ONE-'l'HIRD 01' "LIMI'l' .AMOtJN'l'" CRI'l'ERION 
l'OR CAPI'?AL PROJECTS J\ND LOAN .APPROPRIATIONS 

Spending 
Limit 

2,980 
3,654 
3,998 
4,652 

($Mill.ions) 

* Capital 
Prc;:,jects 
Plus• Loans 

6.91 
1,046 

634 
286 

Percentage 

23.2% 
28.6 
15 . 9 

6.2 

Excludes extraordinary items. 

Source: Office of Management and Budget. 

'l'ABLZ 7 

ONS-'l'Bl:RD 01' "lU:Vl:NUI: AMOO'N'l'" C&ITER'ION 
FOR CAPITAL PaoJECTS AND LOAN APPROPRIATIONS 

($Million•) 

* ** 
Unre- Capital 

For stricted Projects 
FY Revenue Plus Loans Percentage 

84 3,390 691 20.4% 
85 3,260 1,046 32.1 
86 2,679 634 23.7 
87 2,078 286 13.8 

* March 1'986 Revenue Forecast (Department of Revenue). 

** Excludes extraordinary items. 

Source: Office of Management and Budget. 
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SOMMA:a'X': PRO'S ANO CON' S 01' 'l'SE SPENDXNG LIMt'l? 

Alaska voters will have the option t~is November of voting "yes" 

or "no" on the State's constitutional spending limit (Ballot 

Measure No .. 1 - Reconsideration of Amendment Limiting Increases 

in Appropriations}. If a majority of those voting on the measure 

favors the measure, the limit will be retained. 

against the measure, the limit will be repealed .. 

If a majority votes 

(In eithe:z;-

event, the statutory spending limit contained in AS 37.05.156, 

which lacks constitutional force, will remain in effect.) /35 

In reaching a decision about the constitutional spending limit, 

however, voters will face several obstacles. 

For one thing, the limit is embodied in a definition whose provi­

sions, formulas, and technical terms (and the special treatment 

often afforded them} may not be readily understandable to tho•se 

outside of State government. For another, the definition itself 

contains a number of ambiguities and technical problems which 

35 
$ee Note l. 
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have led to fundamental disagreements, even within state govern­

ment circles, about how the spending limit should be interpreted 

and applied. 

Probably the most important factor complicating the decision for 

voters is the turn-about in the State's income and fiscal outlook 

that began in the very year that the limit was adopted. This 

tutn-about masks the performance of the spending limit during its 

fouit y.ears of -operation; and complicates easy determination of 

whether the limit has "worked" or not; or if it has, in what way. 

These factors notwithstanding, however, it is still possible to 

draw sQme broad conclusions about the spending limit that may 

help in deciding whether it should be retained or not. 

On the negative side of the ledger, as already mentioned; the 

spending limit definition has a number of important technical 

flaws and .ambiguities. These .include the fact that no one (no 

single agency, entity, or· branch of state ·government) has the 

responsibility for annually calculating the limit. More impor­

tantly, no clear methodology has been adopted for making the 

population and inflation adjustments ~hat annual adjustment of 

the limit requires... Additi.onally, no consensus has been reached 

about hov to implement the _provision requiring that one-t:hi.rd of 

something should be allocated for capital projects and loan 

appropriations, or even how to define ·what is meant by a ''capital 

project•i. 
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In fairness, it should be pointed out t'hat most of these techni­

cal problems are due primarily to the fact that the general 

provisions of the constitutional definition of the limit have 

never been implemented through clarifying statutory provisions. 

Beyond these factors, the spending limit may be viewed as some­

what deficient in an overall sense, because of two factors that 

would not be clarified by implementing lang'Uage. One is the :fact 

that the limit does not apply to all categ.ories of State spend­

ing, and is thus not a particularly strict · or efficient limita­

tion on spending. The other is the attribution approach employed 

by the. spending limit definition (whereby appropriations for a 

fiscal ye~r are limited, regardless of when enacted, instead of 

the appropriations enacted during a given period of time), which 

in some ci~cumstances can make it difficult to determine whether 

or how well the limit may be working. 

Most important of all, perhaps, is the difficulty one encounter.s 

in atte'mpting to, conclude that the spending lirni t has had, in any 

meaningful sense, a significant effect on State spending in 

Alaska. The limit has never been exceeded, but that is primarily 

because the fixed-base formula used in calculating it causes the 

appro;Priation "ceil.ing 11 it est~blishes to rise higher and higher 

with each passing year. If the State's revenue income were t.o 

rise as fast as that ceiling, it's co,:iceivable that the limit 

might act as some kind of a brak~ on spending. But especially in 

view of the revenue downturn that has occurred, and the current 



outlook fo r a flat s t ream of r evenue i ncome i n t he fut ure, / 36 it 

may be t hat t he spending limit (at least in its pre sent form) 

wi l l never att ain its pur pose of limiti ng or controlling State 

spending . 

Still, even. i f this spending limit doesn't work, might it never-­

theless be the case that Alaska still needs some kind of a spend­

ing limit? Might there not still be a need to control State 

spending, even if the ki'nd of control needed is different from 

the kind that was needed four years ago? After all, what will pe 

left ir the current spending liJnit is repealed? In short, might 

it not be worth •• repairing" the current spending limit, rather 

than simply ~andoning it? 

On the positive side of the ledger, therefore, rests, the fact 

that at least tbe spending limit is a spending limit. tn the 

absence of anything else, it at least stands as a constitutional 

imperative that ·state spending· sha.11 be restrained, .and in this 

regard establishes an important and vital precedent and statement 

of constitutional lntent. Certainly the limit has its flaws, and 

There are some litigation cases in progress (chiefly invol­
ving oil.-related claims of the State) that could result in the 
State's receiving upwards of hundreds of millions of dollars in 
settlement income in the future . It is also pos.sil:>le that oil 
prices might escalate dramatically be-fore production declines at 
Prudhoe Bay significantly lessen the revenue implications of such 
prj,ce hikes for the State. :For the most part, however, the 
fiscal outlook for as far as can currently be, seen into the 
future is that t'he Stat.e's revenue income will remain fairly 
close to current levels, if not lower. 
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ambi guiti es; but equally certainly; those imperfections pr obab l y 

woul d be ironed out in l aw, and promptly , i f the St at e' s r eve nue 

inc ome were s uddenl y to turn around agai n and start increasing 

rapidly. Under such circumstances, it seems likely indeed that, 

even with its imperfections, the spending limit would in fac t 

become binding, and act to limit State spending .. Also under such 

circumstances, it's likely that the spending limit's constitu­

tional basis would prove extremely valuable in forcing the the 

continued containment of spending.; far more effective, for ex­

ample, than a statutory limitation on spending might prove. 

Beyond these factors, it is worth noting too that the spending 

limit accomplishes some important objectives. One, which lilould 

quickly become relevant if revenue income began to rise, is that 

the iimit may be overridden (with tb:e approval of voters) ~o 

allow special appropriations to the Alaska Permanent Fund. ln 

this respect, the limit does not penalize savings. Another i,s 

that, by a similar process, the limit can be overridden to allow 

special capital projects that voters may demand. In this re­

spect, the limit may be viewed as very sensitive to the desires 

of Alaskans, at least with regard to capital projects. 

Additionally; there are two important aspects of the spending 

limit definition that bear keeping in mind, as they wou,ld be lost 

if the limit were repealed. One is the line item veto power over 

bonding propositions that the definition ~rrently gives A~aska 

governors . The other is the definition's requirement that all 
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unexpended balances in the State treasury must be invested so as 

to provide a market rate of return, thus preventing the use of 

general fund money for less economically beneficial purposes. 

These two provisions alone are of fundamental importance, even 

apart from considerations of the spending limit's vices or vir­

tues. Depending on how one views them, it might be wise to think 

hard before abandon~ng them by voting to repeal the lim1:,t. 

Unfortunately, voters will ·not have a vast range of options when 

they confront the spending limit ballot measure this November. 

They will have the choice only of voting yes, and keeping the 

current limit with all of its warts; or voting no, and sending it 

down. If they choose to ~eep the limit, the process of imp:roving 

it (which will require amendment of the Alaska Constitution} may 

be arduous. If they repeal it, all that will be left in terms o.f 

fo-rmal spending controls w-ill be the statutory spending limit 

that was adopted during the 1986 legislative session, which lacks 

the strength of constitutionality. Sae Appendix C for a descrip­

t1Qn of the two limits and their relationship.) 

Given t;.his, black-or-white choic,e., voters may well feel uncomfor­

table with either option. Ne:vertheless, the question stands: 

will it be easier to improve something that resists improvement, 

or to build something entirely new, from scratch? That is the 

questton that voters will. have to answer for themselves c-ome 

November. 
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BALLOT MEASOIU: NO. 1 - 1986 GENERAL ELECT:ION 

The 1986 voter's pamphlet prepared by the Division of Elections 
for the November 1986 general election will contain the summary 
shown below for the constitutional spending limit ballot measure 
(Ballot Measure No. 1). The summary will not contain pro and con 
statements because none were submitted by interested pai;ties 
prior to the Division's published deadline for submissions. (The 
voter's pamphlet for: tha 1982 general election, however, did 
contain pro an.d con s.tatements' on the spending limit measure, 
Ballot. Measure No. 4, as wall as• 1n0ra comprehensive $ummary 0£ 
the limit - sae Appendix B.) 

SUMMARY 

"In 1982 the voters adopted an amendment to the Alaska Constitu­
tion which limits tbe amount of money that the legislature may 
appropriate. The 1982 amendment proviqed for reconsider~tion of 
the limit by the· voters at thi.s general election. Article IX, 
sec. 16, of the Alaska Constitution .limits appropriations for a 
fiscal year to S2.5 billion, adjusted annually for changes in 
population and inflation since 1981 . At least one-third of the 
limitation amou,nt is reserved for appro:priations for capital 
projects and state loan programs. The remainder (up to two­
thirds) may be spent for governmental operations. Appropriati.ons 
to the Alaska Permanent Fund and appropriations or bond authori­
zations for capital projects ~ay exceed this limit if they are 
not vetoed by the governor and are approved by the voters.. The 
limit could also be exceeded to meet a state of disaster decla•red 
by the governor. The limit would not apply t o appropriations for 
Perµianent .fu:p.d dividends, general obligation bond, payments, or 
for appropriations from revenue bond proceeds. 

A vote "FO~" ~et.aiµs the ~pp.ropriatio~ limit. FQR { ] 

A vote "AGAINST" repeal~ the appropriation limit. AGAINST [ Ju 

(Summary p~ovided by the Division <>f Elections , State ot Alaska) 
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BALLO'l' MEASURE NO. 4 - 1982 GE.NERAL ELEC'l'ION 

The 1982 voter's pamphlet prepared by the Division of Elections 
contained a full summary and description of the constitutional 
spending limit ballot measure (Ballot Measure No. 4), including 
pro and con statements prepared by interested parties. That 
summary and description appears on the pages which follow. (See 
Appendix. A for the spending limit summary prepared by the DJ.vi­
sion o~ Elections ~or the November 1986 general election.) 



BALLOT MEASURE NO. 4 
Colltdhldoaal Ameadmenr 

AMENDMENT LIMITING INCREASES IN APPROPRIATIONS 
(Free Conference Committee Substitute ror Senate Joint Resolution No. ') 

SUMMARY 
(As ii will apJJ«lr on the November 2, 1982 <hnmd El«tion Ballot) 

This amendment adds a new section to article IX ot the Alaska Constitution. The section Urnits appropriations for 
a fiscal year to $2.5 billion. adjusted annually for chanaes in population and infiation since 1981. At least one-third of 
the limitation amount is reserved for appropriations for capital projects and state loan proarams. The remainder (up 
to two-thirds) may be spent r or aovernmental operations. Appropriations to the Alaska Permanent Fund and ap­
propriations or bond authorizations for capital projects may exceed this limit if they are not vetoed .by the aovemor 
and are approved by the voters. lbe limit could also be exceeded to meet a state of disaster d~ared by the aovemor. 
The limit would not apply to appropriations for permanent fund dividends, aeneral obUption bond payments, 1p,, 
propti#dons from revenue bond proceeds:. or for costs assoda..W fiith relocation or ~ capilal (if Ballot Measure 
No. 8 is passed). The-amehdme~t provides for .reconsidffatiQn of the limit by the voters at the 1986 Oeneta1 Election. 

BALLOT FORM: 
A YOte 0 fOR .. ldopll tile 11Dendme11. 
A Yote u AGAINST" rejectl tbe ameadmcal. 

FORD 
AGAINST □ 

VOTECASTBYMEMBERSOF12THiSTATELEGISLATUREONFINALPASSAGE 
Senate- (20 members): Yeas IS Nays_! Absetu or Not Votilll! 
House (40 membm): Yeas 27 Nays 13 Absent or Not Votina 0 -

LEGISLATIVE AFFAIRS AGENCY SUMMARY 
(As m,uiml by low) 

ne proposed amendments to the Copsdtvtion•of the State,of Alaska would impose a llmh on the amount of moa.ey 
that cou1c1 " appropria&N from, the 5'l1e ~ for• .we filcal year-. The limit for a fisctl year WOUid be 
$2,500,000,000 plua a amount ffJP.l'.'CSt'Alinl cumuJalive dl■nacs hi population ad inftatioft from July I, 1911. to tbe 
fiscal year in qut:ldon. Wi&biD die ~l aa app:ropn■lions, ooe-tbbd of die amount avan.bJe to be apc,ropriatod 
woulclbe raerved for -.,ltalprojectJ-,lat!m lHl'OPriafiom. 

The followiq appropriations would be cumpt from tbe limit on appropriations: 

I. an appropriation for Alaska permanent fund dividends; 
2. an appropriation of revenue bond proceeds; 
3. an appropriation to pay principal and interest OIi --~ aenaaI obliptioo bonds; 
◄. ~ appropriation of money received fram non...Jt&te.sourc::es in trut for specific purposes; 
5. AD appropriation to die Alaska ~t Fund if the appropriatioll, bill ls IPJ)tO\ICd by the~• 

becomes law witho11t the si&nature of dieaovemor, or isi,used by a tbree-f~ vote of rhemembetship of 
the JeaisJauarc over Che veto of me ,ovcrnor; anclls approved by the votm u ..-escdbed by law; 

6. an appropriation for QJ)ltal .projects if the ,PIWOPriations llil1 Ii conrliied 10 projects of the same typo; is 
approved by the governor. becomes llwwitbout the sigqiure of tht governor, or is passed by a three-fourth& 
vote of the m~bersbip or the .legislatqre ~ the veco of tbe aovernor: and is approved by the voten as 
prescribed by Ja:,y after the voters are informed or the cost of operations and mtmtcnaoce of me proPoftd 
projects; ad 

7. an appropriation tc, meet a state of disaster declared by tbe aovernor. u prescribed by law. 
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BALLOT MEASURE NO. 4 (Cont.) 

L£CISLA TIVE An AIRS AGENCY SlJMMARY (told.) 

The ballot measure also includes three transitional meuures ISIOd1ted with the appropriations limit. If the votm 
approve both the appropriations limit and lhe CMt of providint ror relocation of the capital, additional voter ap,­
proval of appropriatloos for relocation of &he capital would DOC be required under the appropriations limit. If the 
appropriation limit .is adopted the same propositlon must be placed on the 1986 ballot for a second vote and if it is 
rcjec1ed in 1986 the appropriarion limit would bt repealed. 1be appropriation limit would apply to appropriations 
made for the state fiscal years beginning J uly l , 1981. and thereafter. 

FULL TEXT OF PROPOSED CONSTITUTIONAL AMENDMENT 

SECTION 16, APPROPRIATION LlMIT. Except for approprillloos for Alaska permanent fund dividends, 
appropriations of re\ienue bond proceeds, appropriations required to pay the principal and interest on g~eral oblip­
tion bonds, an(f appropriations of motley received from a non•State source in trust for a specific purpose, includina 
revenues of a public enterprise or public corporation of the State that issues revenue bonds, appropriations from the 
treasury made for a fisal year shall not exceed Sl..500,000,000 by more than the cumulative chanse. derived from 
.federal indices as prescribed by law, in population and infladon since July 1, 1981 . Within this limit, at least ope-third 
shall be reserved for capital projects and loan appropriations, The lcpalature may exceed this limit in bills for appro­
priations to the Alaska pennanent fund and in bills for appropriations for capital projects. whether of bond proceeds 
or otherwise, if each bill is approved by the governor. or passed by affirmative vote of three-fourths of the membef" 
ship of the legislature over a veto or item veto. or becomes law without a signature, and is also approved by the voters 
as prescribed by law. Each biU for appropriations for capitaf:proje(:ts in excess ohhe limit shall be'confined to capital 
project.s of the same type. and the voters shall, as provided by law; be informed of· the cost of operations and mai~ 
tenance of the capital projects. No other appropriation 'in excess of this limit may be made except to meet a state or 
disaster declared by t~c aovemor as prescribed by Jaw. The governor shall cause any unexpended and unappropriated 
balance to be invesred so as to yield competitive market rJtes to the treasury. 

SECTION 26. APPROPlllAffONSFOR RELOCATION.Of THE CAPITAL. I( a majority of those votin, on 
the question at the 1eneral election, in 1982 approve the ballot proposition for the total cost to the State of providina 
for relocation of the ~pital, no additional voter approval of appropriations for that purpose within the cost approved 
by the voters is required under the 1982 amendment limitin& increases in appropriations (art. lX, sec. J 6). 

SECTION 27. RECONSIDERATION OF AMEND~ UM{TING JNCREA.S"£5 I~ APJ'ROP,RIATIONS. 
If the 1982 amendment limiting appropriation increases (art. lX, sec. 16) is adopted, the lieutenant governor shall 
cause rhe ballot dtk and proposition for the amendment to be placed on the ballot again at the general election in 
1986. If the majority of those voting on the proposition in 1986 rejects tbe amendment, it shall be repealed. 

SECTION 28. APPLICAnoN· 01' AMENDMENT. The 1982 amendment limiting appropriation increases 
(art. IX, sec. 16) applies to appropriations made for flSCII year 1984 and thereafter. 
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STATEMENT IN FAVOR OF BALLOT MEASURE NO. 4 
Ballot Measure No. • deserves the support or &11 

Alub.N, It will prt:venl the continuation of excessive 
state spend.int which bu been the pattern in recent 
yan. Thia 1pendina spree is the result of more project.I 
111d more pro,rams. Inflation and population srowth 
have not played I major role. 

For example. in 1960. the state budaet was $41 
million. the population was 226.000. and tht Consumer 
Price lndelit 103. In 1980, state spending 'tias S1.14 
billion, the population "400,000. and the Consumer Price 
Index stood at 290. In Fiscal Year 1982, state spending 
(not includina appropriations to the Permanent fund), 
wu $3.84 billion. Population and Consumer Price 
Index rlJUres have not been published for 1982. but if it 
ii assumed that durin, the 1980-82 period state popula~ 
lion incn:ucd co '40,000 and the Consumer Price Index 
JOH to about 350, then between 1960 and 1982, state 
population increased 94~ while the Consumer Price 
lndu increased by 239'ft. But state spending increased 
by an astounding 9,265't't during this same period. 

The passaae of Ballot Measure No. 4 will halt that 
IOrt of runaway 1ovemmen1 ,rowth by providing a 
c:onsdtudonal lisnit on most items of state spending. The 
limit ls set at S2.S billion each year. adjusted for the 

chaqes in population and inffation. Ai leasl one-third 
or the apenditwa must be for capital projects and 
loans. thus, the day-to-day opmuin, budtet or lhe 
State ii held to two-thirds of the Um.ii, or a maximum of 
$1.66 billioa, plus adjmtments. Provisions are made for 
additional capital expenditW'e$ which are approved by 
the people and for other apencUture:s in the event of a 
disaster declared by the governor. 

Alrhouah ic is true that the f1scal Y car 1983 budget is 
less than Ballot Measure No. 4 would permit, this 
rdativcly austere budaet was passed durina • time of 
rapidly fallins revenue projections. Had this restraint 
not been present, mere is little reason to believe that the 
Leaislature would have deviated from its past practices 
or exceuive spending. . 

While Ballot Measure No. 4 is not perfect and does 
not provide for &11 the limitation, one miaht want. 
MYerthcless, jt is the onty eonstit\ltionlf spending limit 
available. Only by voting to accept this ballot measure 
~ the people of Alaska show their determination to 
restrain spending by the Lqislature and begin the road 
back to state fiscal raponsibiliry. 

-Keat Edwarda, President 
Common Sense ror Alaska, Inc. 

STATEMENT AGAINST BAI,I,OT MEASURE NO. 4 
Only the first two ,anences of this measure apply to a 

spendina Umitalion: the remainder list seven exceptiom 
for spending abo~ the limit. onJy two of which make 
much sense: l) putting money in the Permanent Fund; 
and 2) spend.in, to dean up a disaster. The remaining 
five exceptions are loopholes that give legislators and 
the aovernor the ability lo continue cxces.gve spendina 
on: A) bond audlorizations for capital projects; 
9) illuance of Pcrmuent Fund dividends; C) ~ 
abllaatJon bond J)ayments; D) appropriations from 
~uc bofM1 proceeds; and .E► costs or the Capital 
M~, tr pasect. AD five of these expenditures can be 
OV'CI' the spendina limit. 

But let's t.ck up to thole fine two sentences. The 
bluest abuses 1n aovcrament spendm, are in the area of 
"capital cxper,dl1ures.•• otherwise called ••port••. Af'I..­
CIIICb apital project ii. built. it curia opcrltiq ID.d 
llllhitenuce costs. Whatever of the one-third in tbC' 
limit we spend for ~tal projects, we arc automatically 
adding to the cost. or doiq the Slate's busjn~ (the 
other two-thirds). We cannot continually add to the 
aate•s responsibilities and expect the operating two­
thirds of the budact to be covered by an increase in 
populadon and inflation, We will quickly reach the 
point where each project built will necessitate cuts in 
IOCia1 or educational pro,rams, or will cause ·a cut in 
maiJHenancc, leavina our capital projects to decay. 

As if this weren•t bad enousb, let's add in loophole 
••A", bond autboriz.ations for capital projeets. lf one­
third of the usable revenues aren't enough for desired 

and needed capital projecu. the Lcaislature can issue &n 
authorization for•thc State to sell boods to build the 
project. If the ao~r does not veto the autho.rizalion, 
yc,u will be asked to approve the sale of bonds at a 
aeneral election. When we sell bonds 10 aec money for 
projecu, we later pay back tbe buyers-with interest. Jn 
loophole uc" ttdon•c even have co count that payback 
-,ainstthespendioatimit! 

Noching in this measure lays out which projects will 
be included in the one-third capital limit and which wiU 
be put before the vocen. As a lcsislator, J would auess 
that pet projects or ley leafslaton will be in the budget 
so they won't be as easily .11ee11 by the public. Projects or 
statewide imponance-jails and ICbools-will be pw on 
the ballot. Eada approved project ,,w further impact 
the operatint budaet causina a deepa- eut in prosrams 
and opcradoos. 

111 addition, there it no provipon for declining 
revenues. This 0 spendina. limlt" is before you under the 
assumption we will bave incra.sina :rewaues ac:h yar. 
Tbat is not likely. AJ revenues decline. we would be 
foolish to c:ondoue to all~te one-third of our available 
rCYen~ ror bu.i.ldin, and Joans when we wiU have con• 
uqually less revenue for operations. ln such a case, the 
only way to maintain ,ovcrnment operations would be 
to inm:uc personal tues and return to a personal 
income tu. 

We need a spcndinglimitatiQil, bu tr his isn •1 it. 

-WJ hdtll, Representative 
Alaska State Legislature 

Aflllmtnt.s prl111«J OIi tltis /Mlt fVf! llw opit1ionsof IMtllllltorl lMd.ltne lfOI _,, ~ttd Joi «t'WNQ1 .. , .,,, o1Tlrilll4ff19; 
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A COMPARISON OF ALAS!CA'S CONS'l'I'l'UTIONAL 

ANO STATUTORY SPENDING LIMITS 

Two spending limits currently govern the appropriations of the 
State ,of Alaska. One is a constitutional :'?Pending limit, which 
was adopted by voters in the November 1982 general election. The 
other ±s a statutory spending limit, which was enacted during the 
1986 legislative session. as part of the legislation establishing. 
a Budget Reserve Fund. 

The constitutional spending limit will be reconsidered by voteFs 
in the November 1986 general election (sae Appendix A), and will 
be either retained or repealed. Regardless of the outcome, 
however, the statutory spending limit will remain in effect. 
Thu·s,, th,e possibility exists that both spending limits will 
continue to govern State appropriations in the future. 

The analysis present~d bel,,ow explains. in general. terms how the 
two limits work, and how they would affect appropriation levels 
under cqnditions of increasing or decreasing revenues. 

Constitutional Spending Limit 

The Qonstit~tional J:im.i.t (Ala.ska Constitution, Article IX, Sec­
tion 16) requires that appropriations enacted ror a given fiscal 
year not exceed $2 .. 5 billion by more than the cumulative change 
in population and inflation since .July 1, 1981. The formula for 
calculating this limit is therefore: 

SL= Base x (1 + P) x (1 + I) 

where "SL" is the sp,ending limit or max.imum amount allowed for 
appropriations enacted ~or. a given fiscal year (i.e., attributed 
to that fiscal year, regardless of the legislative session or 
sessions duting which appropriatj.ons for that fiscal year are 
made), "Base" is equal 1::o $2 .5 billion,: ".P" is the cumulat;i.v.e 
·population increase since July 1, . 1·98,1 (expressed as a percen­
tage), and"!" is the cumulative inflation increase since July 1, 
1981 (~xpressed as a percentage). 
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Statutory Spending Limit 

The statutory limit (AS 37.05.156; Chapter 58, SLA 86) requires 
that appropriations enacted during a given fiscal year not exceed 
the amount of appropriations made in the preceding fiscal year by 
more than five percent plus the change in population and infla­
tion since the beginning of the preceding fiscal year. The 
formula for calculating this limit is therefore: 

SL= A+ .05 A+ (Ax (1 + P) x (1 + I) - A] 

where "SL" is the spending limit or maximum appropriation amount 
allowed for appropriations made durinq a given fiscal year (i.e., 
reg~rdless of the fiscal year or years to which those appropria­
tion~ are attributed), "A'' equals the amount of appropriations 
made during the preceding .fiscal year, ".05 A" is the five per­
cent increase all.owed over the amount of appropriations made 
during the preceding fiscal year, 11 P'' is the cumulative popula­
tion increase since the beginning of the preceding fiscal year 
(expressed as a percentage), and "I" is the cumulative inflation 
increase since the beginning of the preceding fiscal year (ex.­
pressed as a percentage). 

Effects of the Two Limita 

The definitions and formulas of the two limits are very differ­
ent# and somewhat. complex to gr-asp at first glance. The effects 
on spending (appropriations) that they produce, however, which 
are very different from each other, derive from fundamental and 
ultimately very simple differences. 

Basically, the constitutional limit tends to increase or decrease 
dramatically (depending on whether pop1,1lation and inflation rise 
or fall, respectively). This is due to the fact that the consti­
tutional limit is driven by its fixed-amount base of $2.5 bil­
lion, and is extremely sensitive to cumulative population and 
inflation changes (as compounded over an increasingly long period 
of time, which also has a fixed base, 1981). Th:us, the constitu­
tional limit tends to either rise extremely rapidly ('if popula­
tion and inflation are rising), or fall extremely rapidly (if 
population and inflation are falling), regardless of what recent 
appropriation levels h?ive been or how much money the State has 
available. 

The statutory limit, by contrast, does not evidence such powerful 
swings. Nor is it, so to speak, a beast with a mind of its own. 
Its movement is more o.f a "trailing" phenomenon, as the limit is 
tied to very recent events; .i.e., the appro_priations, population 
changes and inflation changes that took place only during the 
irnmediately preceding ~•ear. Thus, the statutory limit tends to 
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establish a l imit on appr opri ations that i s , rela tively clos e t o 
recent appropriat ion level s. 

For these reasons, the const i tutional limit tends t o rise out of 
s ight when popul ation and i nflat i on changes ar e p os i t ive (r egard­
less of how much money the State has avai l able) , and plummet when 
those changes are negative. The result is an irrelevantly high 
limit in one case, and an extremely draconian limit in the other , 

The statutory limit, in contrast , tends to rise gradually when 
population and inflation changes are positive, and fall equally 
gradually when those factors are negative (because the compound­
ing occurs over only a one-year period). Moreover , the fact that 
the statut·ory 1.imit is tied to the preceding year's appropriation 
level, proQuces a 11 sea anchor" effect, tending to keep the approp­
riation limit in the general vicinity of last year's appropria­
tion level. This dragging effect 1s even more pronounced when 
changes in the amount of money the State has run counter to the 
direction of population and inflation changes. 

For exampl~, starting at the State' s current unrestricted revenue 
level of about ~2 billion, and assuming an average annual popµla­
tion growth in Alaska of 2 percent and an average annual infla­
tion rat~ of 5 percent, the State's revenue income would have to 
grow by an average of about $600 million a year before available 
revenues even caught up to the constitutional limit, which 
wouldn't even occur until fiscal year (FY) 1999. 

In contrast, if revenue growth occurred that quickly, use of the 
statutory limit (which would begin constraining appropriations 
when ann\ial revenue growth reached the $245 million level) would 
produce surpluses above the statutory ,spending limit level that 
averaged about $1.2 billion per year over the FY 1988-1999 
period. 

If the Statets revenue income were to decline in the future, 
whil-e population and inflation changes remained positive, neither 
limit would be binding on appropriations, g.S both limit levels 
woul~ be higher than the amount of money available for appropria­
tions. Were revenue income to fall while population and infla­
tion also declined, however, the constitutional limit l.evel. would 
rapidly plunge below the level of revenue available, forcing 
budget re.duction-s at an even faster p~ce than that dictated by 
dwindli'ng money supplies. · 

Eff acts If' Both Limits Ara In E.ff'act 

If the cons·ti tutional. limit is retained by voters in November, 
leaving both spending limits in effect ,, it is virtually cert~in 
that the statutory spending limit will first become bincUn9 on 
appropriations (under an extremely wid.e range of appropria~ion_, 
population and :.tni:lati-on assumptions) . For all practical pur­
poses, consequently, the statutory limit would be the governing 
spending limit .. 
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1982 BALLOT lUCTURNS 

ON TB $PENDING LIMIT QUESTION 

Shown below, by election district, are the November 2, 1982, 
voting returns on the constitu~ional spending limit question 
(Ballot Measure No. 4) • 'rhe districts .are ranked acco,rding to 
the percentage of votes in favor of adopting the limit. 

Election Main Votes Vot.ea Percent 
District. Comm.unities For Against For 

15 Anchorage 6,0.18 3,034 ·66.5% 
9 Anchora~e 5,309 2~805 65.4 

14 Anchorage 5,99'9 3,261 64. 8 
7 Anchorage 2,960 1, 64.1 64.3 
·8 Anchorage 6~029 3,388 64.0 

16 Pa1mer-Wasila 6,848 3,858 64.0 
6 Valdez 2,551 1,.471 63.4 

18 Eilson-North Pole 2,954 1,725 63.1 
13 Anchorage 4,961 2,907 '63.1 
11 An.chorage 5,277 3,098 63.0 
10 Anchorage 5,392 3,183 62. 9 

5 Homer-Kenai 5,825 3,483 62.6 
20 Fairbanks 5,706 3,534 61.8 
19 Circle-Ft. Wain. 3,168 1,992 61 4 
17 ,Glennallen-Tok 2,634 1,753 60.0 
21 Chena-University 3,337 2,236 59.9 
;12. An.ch,Qrage S,116 3,488 59.5 
27 Kodiak 2,148 1,497 58.9 

3 Sitka 2,740 1,956 5:8. 3 
1 Ketchik~n-wrangell 4,741 3,451 57.9 

26 Dillingham-Unalaska 2,078 1,560 57.1 
22 Barrow-Kotzebue 2,023 1,522 57.1 
24 FQrt Yukon-Galena 2,232 1,. 732 56.3 
23 Nome-Un9,lalcleet 2,096 1,632 5·6.2 

2 Craig-Yakutat 2,428 l,904 56. 0 
4 Jllne.a-u 7,979 6,787 54.0 

25 Bethel 2,120 1,933 52 .. 3 

TOTALS : 1.10,669 70,831 61.0% 

Source: Office of Man~gement and Budget, based. on .official 
voting- returns data from the Di vision of Elections. 



- - Appendia; m - -

CBRONOLOGY OF SENATE JOINT RESOLtr.rION NO. 4 

JAN'OUY-JCJ'LY, 1981 

BelQw is a chronology of the prin.cipai legislative events during 
1981 involving the passage of Senate Joint Resolution No. 4 (SJR 
4), which proposed a constitutional spending limit (limit on 
app:ropriations) for the .State of Alaska. SJR 4 was adopted by 
voter·s in tbe November 1982 general election. 

Numbers in brackets refer to page numbers in the 1981 journals of 
the Alaska Legislature (B • Bouse, S • Senate, J'SS • J'.irst 
Special Session). 

1981--Ragular. Legislative Session 

1/12 Twelfth Legislature convenes in Juneau. 

1/13 SJR 3, (Colletta) introduced in the Senate; referred to 
Community and R,egional A!fai.rs Committee and Finance 
Committee. [S 14] 

3/26 

5/S 

SJR 4, (Governor-Rules) introduced in the Senater re­
ferred to Transportation, Judiciary and ·Finance Commit­
tees. Resolution is accompanied by a transmittal let­
ter from the Governor. [S ·14-1.6] 

SJR 4 passes to Senate Judiciary Committee after Sena­
to.r ~~y (chairman, S-Trans) waives referral. [S 559] 

Senate Judiciary Committee adopts substitute for SJR 4, 
CS SJR 4 (Jud). Senators Rodey (chairman, S-J\ld) and 
Ray vot~. do pass; Senat.or Parr votes no recommendation. 
CS SJR 4 (Jud) moves to Senate Finance Committee. 
[S 956) 



6/11 Senate Finance Committee adopts its own substitute for 
SJR 4, CS SJR 4 (Fin). Senators Dankworth (co-chair­
man), Bennett, Eliason, Ferguson and Sturgulewski vote 
do pass.. CS SJR 4 (Fin) moves to S-Rules. (S 1450J 

6/12 Senate 

6/15 

6/16 

6/18 

Senate Rules Committee places cs SJR 4 (Fin) on the 
Senate calendar for June 12. Senators Kelly (chair­
man), Dankworth (co-chairman), Fe.rguson and Ziegler 
approve. [S 1465] 

Senate adopts CS SJR 4 (Fin}, 16-3-1, after Senato~ Ray 
objects to Senator Sturgulewski's motion for unanimity. 
[S 1471] 

Senate fails to adopt Amendment No. 1 by Senator Fisch­
er, 7-12-1 [S 1472] , but adopts Amendment No 2. by• 
Senator Fischer, 11-9-0, and Amendment No. 3 by Senator 
Ray, 14-6-0. [S 1473] 

cs SJR 4 .(Fin) am passes the Senate, 19-1-0. Senator 
Hohman casts the lone opposing vote. [S 14741 .. 

Bouse 
Coup occurs in the Ho~se. Minority-led coalition as­
sumes leadership. [H 2113) 

CS SJR 4 (Fin)am is introduced in the House and is 
referred to the Finance Committee. [H 2173] 

House leadership of Representatives Duncan (Speaker) 
and Meekins (Majority Leader) is replaeed by a new 
coalition whose leadership is led by Representatives 
Hayes (Speaker) and Halford (Majority Leader). [H 2135] 

House Finance Committee adopts a substitute for SJR 4, 
HCS cs SJR 4 (Fin). Representatives Adams (chairman), 
Chuckwuk, Cotten, Fµller and Hurlbert concur. Repre­
sentatives Betti~worth and Cuddy recommend do not pass 
unless amended. Repre$entative Montgomery has no rec­
ommendation unless 'the substitute is am-ended. HCS CS 
SJR 4 (Fin) moves to the Rules Committee. [H 2234'1 
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6/19 HCS cs SJR 4 (Fin) is amended on the House floor, 38-1-
1, to become HCS cs SJR 4 (Fin)amH. (An amendment by 
Representative Halford changes "1981" on page. 1, line. 
16 of the substitute, to "1980".) [H 2266) 

HCS cs SJR 4 (Fin)amH is adopted by the House, 39-0-1, 
with Representative Anderson voting no. [H 2268) 

HCS cs SJR 4 (Fin)amH fails to pass the House, 22-17-1. 
Representative Freeman gives notice of reconsideration. 
[H 2269] 

6/20 HCS cs SJR 4 (Fin)amH passes the House, 37-1-2. Repre­
sentative Clocksin casts the lone opposing vote. [H 
2290] 

6/21 Senate 

6/24. 

At Senator Rodey's recommendation, the Senate fails to 
concur with the House amendments contained in RCS cs 
SJR 4 (Fin)amH, 0-19-1. [S 15721 

Senators Sturgulewski (chairman), Colletta and Kelly 
are appointed to the Senate's free conference committee 
on SJR 4, shuld one be necessary. [S 1573] [S 15991 

House 
After learning of the Senate's failure to concur with 
the House's amendments to SJR 4, the House follows 
Representative Halford's r~commend~tion and £ails to 
recede from its a~endments in RCS .CS SJR 4 (Fin).amH, 
0-40-0. [H 2364] 

Representatives Montgomery (chairman), Freeman and 
O'Connell are appointed to the House's free conference 
committee on SJR 4. [H 2364] 

Governor 
Governor Hammond transmits a joint letter to the House 
a-nd Senate, warning· that he will call a special session 
if an acceptable version of SJR 4 isn't passed pefore 
the Legislature adjourns~ [H 2S96, S 1725] · 

Hou•e 
House Speaker H~yes discharges the House's free confer­
ence committee on SJR 4, and appoints a second free 
conference committee consisting of Representatives 
Haltord (chai.rman), Bettisworth and Malone. [H 26021 

E-3 



Senate 
Senate Rules Committee recommends that CS HJR 39(Hess}, 
regarding federal support for the arts, be replaced 
with scs CS HJR 39(2nd Rules), regarding a spending 
limit. Senators Kelly (chairman), Dankworth and Fer­
guson concur. Senator Kelly additionally recommends do 
pass. A new committee substitute, scs CS HJR 39(2nd 
Rules), is placed on the Senate"s June 24 supplemental 
calendar. [S 1727]. 

After learning that the House has discharged its first 
free conference committee on SJR 4 and appointed a 
second one,- Senate President Bennett discharges the 
Senate's free conference committee on SJR 4,. and ap­
points Senators 'Ray (cµair[!_\an), Ferguson and Gil~an to 
a second Senate free conference committee on SJR 4. [S 
1744] 

Following creation of the second Senate free conference 
commi-t:tee on SJR 4, SCS cs HJR 39(2nd Rules) is adopted 
[S1750) with a letter of intent [S 1751-1755). SCS cs 
HJR 39(2nd Rules) passes the Senate, 19-0-1. Senator 
Rodey requests reconsideration of it, but it passes the 
Senate upon reconsideration, 17-0-1-2. [$ 1756-1757] 
The House te.ceives scs CS HJR 39(2nd Rules) from the 
Senate, and holds it over until the following session 
·under unfinished business. [H 2647} 

The Senate adjourns at 7;06 P.M. [S 1764J 

6/25 The House adjourns ~t 12 :23 /t..M. [H 2638] 

Governor Hammond transmits a joint letter to the 'House 
[H 2645) and Senate cs·-Fss l] , calling a special 
legislative session fo!r' July 13 to consider SJR 4 and 
its substitutes. 

1981~-specia.1 Legislative Session 

7/13 Special Session convenes. in Juneau. 

11:00 am. Governor Hammond addre$ses the Joint sessi.Qn. 
[S-FS$ 3] 

1:30 pm Free conference committee on SJR 4 meets in 
the Governor's Conference Room in the Capitol 
Building. [S-FSS 31 
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7/14 

7/15 

4:00 pm 

9:32 pm 

Senate 

Free conference committee on SJR 4 meets in 
the Governor's Conference Room in the Capitol 
Building. [H-FSS 3] 

The (second) free conference committee issues 
its report on SJR 4, recommending adoption of 
FCCS SJR 4, with a letter of intent to be 
published at a later date. (The Senate Jour­
nal says that the letter will be published on 
July 14, while the House Journal simply says 
that the l ·etter will be forthcoming) • Sena­
tor Ray (chairman for the Senate) signs "no 
recommendation", while Senators Ferguson and 
Gilman sign "do pass". Represe.ntat.ive-s Hal­
ford (chairman for the Rouse) and Bettisworth 
sign •rdo pass", while Representative Malone 
s.igns '*do pot pa_ss••, and, submits a d:i,.ssenting 
(minority) repo.rt. [S-FSS 5) [H-F.SS 6] 

The Senate· passes FCCS SJR 4 (without any letter of in­
tent), 15-4-1. Senators Stur.gulewski, Fis.cher, Parr 
and Stimson vote against it; Senator Eliason is ex­
cused.. tS-FSS 8-9] 

The S'enate adjourns at 6:11 P .M. 

House 
Representative Brown's motion, for the. House to rescind 
its earlier act.ion in tail.ing t ·o recede from its amend­
ments to CS SJR 4 (Fin) am, .fails, 16-23-1. [H-FSS 8] 

House 
At 1:10 A.M., the House passes FCCS SJR 4 (without any 
letter o·f intent), 27-13-0. Reptesentative Buchholdt 
changes· her vote from "nay" to "yea 0

, representing the 
27th vote in favor of the resolution. [H-FSS· 15] 

The House a,djourns at 1:32 A.M. [H-FSS 16] 

Governor 
FCCS SJR 4 is transmitted to Governor Hammond at 1:45 
P .M. [S-FSS 13] The Governor signs it, as FS.S - Legis­
lative Re$olve No .. 1. [S.-FSS 14] 
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7/16 

7/23 

7/27 

Representative Malone's 11Minority Report" on FCCS SJR 4 
appears in the Final Supplement to the House Journal 
[originally paginated as H-FSS 17-19]. 

A letter from House Speaker Hayes instructs Hopuse 
Clerk Irene Cashen to delete Malone's minority repo-rt 
from the House Journal, and to reissue the Final Sup­
plement to the House Journal without the report. [H-FSS 
17, as corrected] 

A "Corrected Final Supplement'' (minus Malone; s report) 
appears as pages 17--19 of the House Journal. [H-FSS 
17, as corrected] 

1982--Genaral Election 

11/2 Voters approve Ballot Measure No. 4 (110,669 to 
70,831), adopting~ constitutional amendment to limit 
State ap~ropriations. 



- - Appendix I' - -

"MINORITY REPORT" ON SlllNATlll JOINT USOLO'l'ION NO. 4 

The report which appears on the following pages was submitted by 
Representative Hugh Malone, who on July 13, 1981, voted "do not 
pass - see minority report'' on the Second Free Conferenc~ Commit­
tee version of Senate .Joint Resolution No. 4 (2nd FCCS SJR 4) • 
The re,soluti·on passed the committee on a 4-1 vote with one vote 
of no recommendation, and on July 15, 1981, was signed into law 
by Governor Jay Hammond. 

Representative Malon~• s report appeared in the "Final Supplement'' 
of the House Journal of the Alaska State Legislature on July 16, 
198.l, as it appears here. The report was subsequently removed 
from the :House Journal, however, and does not appear .as part of 
the record today. (Sea July 23, 1981~ letter to Bouse Chie~ 
Cle~k ·xrana Ca,she.n from llouaa speaker Joa Bayes in the "Corrected 
l'inal Supplement", Bouse Journal, l'irst Spacial session, Ju1J 27, 
1981, p. 17.) 



HOUSE JOURNAL 

ALASKA STATE LEGISLATURE 

TWELFTH LEClSLATUIU: - rIRST SPECIAL SESSION 

JUNEAU, ALASKA Thursday .July 16, ! .;»81 

n NAL SUP'PLEMENT 
- -

As Chief Clerk I certify aa to th" correctnen of t he journa l 
for t he aecond ~d third daye of t he Firat Specia l Seni on . 

FCCSSJR 4 

The M.inodt:y R.epor t re_fen:ed to• on page 6 of the. Firu. Specia l 
seaaion Jo'U.%1)&1 wder t~e 2d Free Confe renc.- COJ!llllittee R.eport 
on FCCSSCR 4 ap_peu-1 aa followa ·: 

HINORITY REPOR'! 

2nd PCCS SJ1l 4 

Thh . • pending "liait' ' ia a fraud. It will do Htde to 
alow ehe dramatic dae in ·the: 1,udget of recent year... It 
will diatort the. •~encU:ng -whi.c'I) 4ou take place, Finally, 
it will b"- toun~ to k ·unwor kab le .and ab«ndoned, Unforttlll­
at.1tly, while th■ people of thi.a· atate have been demanding • 
halt to "total" govermient apending 1 aome individuals have 
myatedoualy .and en:oneoualy .interpreted thil cry <o include 
only oper-ating ezpenditurea, Such en approach ia doomed t o 
fatlux'~L 

Since tb• £amous $900 m11lion Pr\l,dhoe Bay laaae •ale of 
'l-969, the budJrt haa grown at a rate in exceu of 321, 
accel.erating ln. -recent yeara. The fastest' growth bas bettn, 
directly and indirectly. in the are& of capital ~rovement• , 
Tlu• p.r_ opoaed amen~t would a.llow every capit.d ·'pro] ec't ' ' 
(a -wider, looser tlll'lll. than. cap1,tal, "improvement") wich 
preva'ih in ·the. noma). l\!gisl ative proee11 to go to the 
voter• aa an ovettide of the limit. The 1>rojecta will be 
grouped by c,,_a. forcin& the voter• --to accept every pnject ,. 
the bad. '14,th the goo'd, or do vit:hout. The. vor:era will be. 
offered "free" projec:ta in the aenae that, for uny ,eara, 
they will not fac.e my ·tuu •• the. l;'Hult of a fuorable 
vote . The electi;cma. , probabl y occurri-ng every year, vill be 
wlnfrable to high '{)~_enure 111edia campaign• for aome cauus , 
while other gr.oupa will not have the money to 1118k• their 
c,-ae at:atewi..de ~ 'In order to bet:ter their chanc- ac the 
polls , many la.11•1-tora will have eo agree to a third., 
fourth, and 'lower P!'iority ~tam in the aearch for a proposal 
tba,t h••· political •~•lance". Put ting an thHe. ccmaidara­
ationa. together, •they appear to be a r ecipe for ccmeinuing 
the pruent growth rate of the budget. 
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FCCSSJR 4 (c.ontinued) 

HOUSt JOURIW. 
fl:-IAL St,;PPLEHENT 

J\Jly 16 . 1981 

Spending vUl be distorted. No leSll than one-third of 
expenditures must be for capital projects. regardless of how 
u,ed or unused they may be, whether o~ not they are placed 
in the proper lociiltic;,n, no 1Utter ho'lil expensive they are to 
keep up, and no matter if the public would ?refer ·to spend 
1110-re, say, on education and postpone other projects. The 
o-rigifl of the one-third provision is obscure . lt is arbit­
rary, bearing no relationship to past or present spending 
decisions, and p.re-111mpting fleltibiU.ty i n the f·utuu. 
Sadly , this " £1xe.d ratio' ' violate.s the long standing consti~ 
tutional pdnciple that no special dedications of funds 
ahoul4 edtt within the budget, 

Finally . thia limit:, probably, . will fail and vi.11 be 
, een t9 fail.. ~o room is left in the. opera.ting budget for 
the latei: staffing. ,administrative , maintenance. and operadng 
costs of capital projects . Instead of encouraging. the 
legia~ature and the. public to deal vi.th the tr•de•offa 
J:>etween operating and capital purpoaeal !Mediate and 
down1tream, an• i:egular, aeaaion to ,esston basis, it 
leave11 then questions to an inevit:.able crisis , Rather Chan 
aacrifice education, medical, and other pro~rams that are 
Hen ,u vital b)' A wide cro•u-Hc:tlon of the p\lbU.c, the 
lim!t h probal>lY going. to be •bane.toned, U.nl.H$, of toune., 
local iov~ts ue vtUing (and able) ta courp&nsate for 
this -nveuue squeeze by 1nstituti.ng blghe.i: tuu, (A 
"spending limit'' wit:h. a built-i1:) l o~l tu. t$C:a.l.4t:Ol' ~) 
ot~• cbr: .uteeitlg level of th• b1.tclget, .11nd the lll~&e 
capLtal apendin& n~ i n the 1ipallne. thi• cr-Lsia la likely 
to. b11; i n t.il:IM! for the '''aeconii•tbougb.t" vote cm tbe limit in 
1-986-. 

The oil revenues accruing to the state of Alaska are 
~prece-dent:ed and unliltely t:o la.at beyond t.he imnediat:.e 
future . Thia peculiar and 1Dlmif1cent tum of events places 
a r•.•Pcmaib111ey11pon us to cr•ate lava and principle• which 
will lead to the viaeat use of these -revaft\le1. The .free 
conference veraion would distort and 1neteaae sta~e apend.iftg 
by virtue 9f it• arbiti:ary p!dellnes. Ite language ia 
Utfit for: t>•:r:manent law, wch le1n • con.st:itution. 

A spending 1.imit abould have the •.me 1:ffect that 
limited revenue• would have . It UNat 'lllake all e.q,~diturea, 
for whatevei:· purpose, compete equally for conaideration. 
'1.'hen uau, fund1 'fill be allocated on the baaia of fint 
t"ings fira,c, in•te¥_of being deci~ed by arbitrary c:onati­
tutipnal ln. 

11: 1.a ironic that the yeraions of the ,:eeoluti<Xl that 
p-..■ed the- Bouae -and Senate were both very cloaa to a proper 
approach, Whlle due final free conference ven101\ is so !ar 
••Y frOlll that approach . The le■aon here 1a not that the 
1•*1•1ature bu done so badly~ but that the leg1■1ature can 
d4> so -~ bettu. 



Ju~y t6 , 1981 

FCCSSJR 4 (continued) 

HOUSE. JOURNAL 
FINAL SUPPU:MENT 

The Free Conference Report should be rejected by the 
legialature . 

FISCAL ANALYSIS 

2nd FCCS SJ'R 4 

The retolud.on .. u a U..mi1: ofi the bud&et of tha u~ate 
of $1,666,666,66'.67. exclusive of capital appropriad.on•. 
penianent f\md dividend,. 4lld g.o. bond debt •en'i<:e , '1'.'he 
limit ~ould be ad]ustad pertodically upward by inflation and 
population ao that real per capita spending would relllain 
le.vei 11) 1.981 doll,o:s. Given a atace population of 401,000, 
aute rtpending wuld be fixed at $4,100 per capita in 1981 
dollais, excl\lllin of tbe exemptions . 

11 the saa,e uemptionsl are ap~lied t6 tbe FY 82 actual 
appropriation'.• b7 t.hi• legislatui-e ($1 1 888,.$00,000), the 
coarparable figvr• for actual appropriations £0~ FY 82 is 
$1,570,000,000~ ($3,900 per capita, ap:proximately). Thus. 
the "limit" propoeed in FCCS SJ'R 4 would allow, applied to 
FY 82, appi:oxilMtely $1-00, 000, 000 ll!()re epending than the 
already tecord budget: prOVidea. Thie ie even t1tore dif.ficult 
to justify wb~ we recogni~e that total FY 82 appropiiations 
made. so fff •~cud astiuted :-evenue.s to fund thoae, appro­
priation• . J 

Ift epite of the seemingly getierous lid . on &pending, 
operating and ...tn.tcmance cone on new faciU.ti.es 111U1t be 
nflectecl witbul the fixed per .capita "oper·ating limit". 
The n H appropriations foi- cap1.tal. improve:111ene.s are in 
exce.sa of $1.5 biilibn. ROil long i.t t:Jlkes before the 
1ituation u UIIVC>rkable is anyone'• gue~s. 

Thi• tnfol'IMltion is not baaed on a profeuicmal or 
thorough aalyeit of FCCS SJR 4. None baa been done. 



' - . HOUSE JOURNAL 
FINAL S~PPLEMENT 

FCCSSJR 4 (continued) 

NOTES : 

1. "Exempt:!.ons subtracted from this years ' 'operating" 
budget : 

i>Ulll&tlent Fund d1 videqds 
St•u, g . o. bond debt aervic:e 
Local (school) debt service paid 

by state 

$150 , 000,000 
$128,500,000 

$1so.ooo.ooo 
2, Baaed on aubt~a~ting the total e,umptions from the 
appi-op-riation• for the. FY 82. 

3. July 8 memo to Rep. Al Adam frQlll MU.t Barker, 

MESSAGES FROM THE SENATE 

Tbe following 111eaaagea dated July 14, l..981 vent received fr0111 
the Senate: 

FCCSSJR 4 

l'he Sena~ has adopted the 2nd Free Conference Committee Report 
con•ideru,g CSSJR ~(Fin)am iµid HCS CSSJR 4(Fin)amH, thus 
adopting: 

FCCSSJR 4 (proposing .11111endmenta to the Conati­
tud.o.n of the State of Alaska. relating to 
li:Jllitin,t inereHea in appropria,tion1) 

CSHB 298(Fin) 

fhe Senate ha• ~••aed CSHB 298(F1n) (lll&king appropriations to 
the Univeraity of Alaaka; and provid4'1g for an effective date) 
with the following 1menclmenr: · 

s~s CSHB 298(2d .Rule•) <•ing a apectal 
appropriation .for operation of the 'Twelfth 
Legislature - First Special Seuion; effec-
1:iya daee) 

and it La t~an,mitted for consideration. 



July 16 , 1981 

l'SS- FCCSSJR 4 

HOUSE JOURNAL 
FINAL SUPPLEMENT 

MESSAGES FROM THE GOVERNOR 

The. followi"P& auuae dated July 15, 198.l ••• Teeeive.d 
~tating the ~ve:rnor had read the following re•olution and va• tranelllittiag the enrolled ·and engro•••d copies to the 
Lieutenant Coven.or'• Office for permane.nt filing : 

PSS-FREE COHF'!Jt!NCE COHMITTEE SUBSTirun: 
FOl SENATE JOINT RESOLUTION NO. 4 
(h:opoaing am.net.nu to the Con11:ltut1on 
of tbe State. of ·Alaaka relatina to limit• 
i"P& incr••••• in appropriatione) 

t.,qlalativ• 'Maolve Bo , 'l 

Thi■ fiaal suppleaental journal ~omplate• l:.he record of 
la&itl.&tioa .fort~• first Special Saedon of the Twlfth 
·State Lagi•aiure. 

lrne C••h•n 
Chief Clerk of the Kouae 

July 16, 1981 



-~- MERCATUS CENTER 
-~- George Mason University 

March 2, 2017 

Senator Mike Dunleavy 
Chairman 
Senate State Affairs Committee 
Alaska State Capitol 
Juneau, AK 99801 

Chairman Dunleavy and distinguished Members of the Senate State Affairs Committee: 

Thank you for the opportunity to testify today. My name is Matthew Mitchell and I am a 
senior research fellow at the Mercatus Center at George Mason University. For several years 
now, my colleagues and I have been studying state fiscal policies and the institutions that 
govern them. We have consulted decades of peer-reviewed academic research and conducted 
our own analyses using comprehensive datasets and cutting-edge empirical techniques. I am 
delighted to have the opportunity to share some of the lessons that we have learned. 

Lesson 1: Institutions Matter. States often find themselves in fiscal trouble. They 
frequently wrestle with unsustainable spending patterns, recurrent shortfalls that 
necessitate painful decisions, and long-term obligations that cannot be met. Though short­
term remedies such as tax increases, skipped pension contributions, or ill-conceived budget 
cuts can turn red ink into black ink, problems often reemerge. Our research suggests that 
sustainable solutions require institutional change. 

That is, solutions require modifications to the rules that shape the political, legislative, and 
budgeting process. Simply put, states with good institutions are more likely to make good 
budgetary decisions. 

Lesson 2: The Details Matter. One of the most popular mechanisms for ensuring prudent 
fiscal policy is a tax and/ or expenditure limit (TEL). In my attached 2010 study, "TEL It Like 
It Is: Do State Tax and Expenditure Limits Actually Limit Spending?," I examined 30 years of 
data to see how various TELs performed. A few lessons are clear. The most effective TELs 

1. Target spending (as does Alaska's) rather than revenues, 
2. Limit budget growth to the sum of inflation and population growth (as Alaska's does), 
3. Are codified in the constitution (as Alaska's is), 
4 . Require a supermajority or public vote to be overridden (as Alaska's does), 
5. Prohibit unfunded mandates to lower-level governments (Alaska's TEL does not 

have this provision), and 
6. Refund immediately revenue that is collected in excess of the limit to taxpayers 

(Alaska's TEL does not have this feature) . 
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As you can see, Alaska's TEL has many of the features that make for a stronger and more 
effective limit. There is room, however, for some improvement. For example, the state 
might prohibit unfunded mandates on lower levels of government (about a dozen states 
have such a prohibition). Or, it might immediately refund to taxpayers any revenue that is 
collected in excess of the limit (about 5 states currently do this) . In addition, the state might 
reassess the date on which the limit is based. If lawmakers deem real per capita spending in 
1981 to be excessive, then they ought to consider a different base date. 

Lesson 3: There Are Other Tools. Tax expenditure limits are neither the only nor the 
most-effective means of ensuring prudent fiscal policy. For example, research suggests that 
item-reduction vetoes,1 strict balanced-budget requirements, and supermajority 
requirements for tax increases are all more effective in restraining spending than TELs. For 
your reference, I have included my survey with Olivia Gonzalez, "State Budget Institutions," 
which reviews some of this research. 

One institutional difference that seems to have a significant effect on state budgets is discussed 
in the third attachment, "A House Divided against Itself Cannot Spend (as Much): The Fiscal 
Effect of Separate Taxing and Spending Committees in State Legislatures." This paper, which I 
coauthored with Pavel Yakovlev of Duquesne University, explores the effect of having separate 
committees oversee taxing and spending decisions. Controlling for other factors that might 
confound the estimate, we conclude that states with separate spending and taxing committees 
spend between $300 and $450 less per person per year relative to other states. This effect­
about 9 to 13 percent of annual per capita spending-is larger than almost any other 
institutional effect. Alaska's House and Senate Finance Committees currently oversee both 
spending and taxing decisions. Our research suggests that the state could significantly reduce 
spending by separating these functions into separate committees in each chamber. 

I hope that this research helps you think through institutional changes that might set Alaska 
on an even more prudent fiscal path. I am happy to answer any questions you might have. 

Sincerely, 

Matthew Mitchell, PhD 

Senior Research Fellow 
Director, Project for the Study of American Capitalism 
Mercatus Center at George Mason University 

Attachments 

1 This is a special variety of veto authority that allows the governor to spend less on an item than the legislature 
is calling for . In contrast to the more-common line-item veto, the governor need not eliminate the item 
altogether if he or she opposes it. 
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T.E.L. It Like It Is: Do State Tax and Expenditure 
Limits Actually Limit Spending? 

By Matthew Mitchell, Research Fellow, Mercatus Center at George Mason University1 

State and local government spending has grown at a remarkable pace in the years since World War II. 

Many states have attempted to arrest this growth by adopting tax or expenditure limitations (TELs). 

These are formal rules-either codified in statutes or in state constitutions-that limit the growth of 

government budgets by a particular formula. Twenty-seven states currently operate under TE Ls, though 

there is considerable variation in their design and application. In this paper, I examine the impact ofTELs 

on government spending. I focus on the details of their design and on the circumstances in which they 

are applied. I find that some varieties of TELs can decrease state spending as a share of state income, 

but the effect is small-in the range of about 2 to 3 percent. Some TELs, such as the most common 

variety, are associated with less spending in low-income states but are actually associated with more 

spending in high-income states. Certain characteristics can make TELs more effective. These include 

constitutional (as opposed to statutory) codification, a focus on spending rather than on revenue, a 

provision that automatically and immediately refunds surpluses, and-of particular importance-a 

provision that requires either a supermajority vote or a public vote for override. 

1 I thank Thomas Stratmann and Richard Williams for helpful comments and feedback. I thank Mark Crain, Steven 
Yamarik, and Noel Johnson for graciously sharing data. I alone am responsible for errors that remain . 
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I. Introduction 

In 1976, New Jersey became the first state in the Union to enact a tax or expenditure limitation. 2 It 

was a statutory limit on state spending that forbade legislators from growing expenditures faster than 

state income growth. Though legislators let it expire just six years later, the New Jersey statute kicked 

off a new experiment in constitutionally limited government. In the next decade, nearly two-dozen 

states would enact TELs of their own. Today, 27 states operate under TELs, while a 28th state­

Colorado-has temporarily suspended its (particularly restrictive) TEL until 2011.3 (Other states limit 

local spending by cities and/or counties, but this is not the focus of my research .) 

Do TELs limit budget growth? Early tests of this question concluded t hat they do not.4 As time has 

permitted more data and more sophisticated means of testing it, however, some subsequent research 

has concluded that certain varieties of TELs can limit spending in certain circumstances.5 In recent years, 

studies of TELs have tended to follow one of two tracks. They have either looked at the circumstances in 

which TELs are applied, or they have looked at the properties that make some TELs effective and others 

less so. 

Studies examining the circumstances in which TELs have been applied have tended to focus on 

whether TE Ls have a different impact in high-income states relative to low-income states. 6 Since many 

TELs (like New Jersey's 1976 TEL) tie state budget growth to state income growth, scholars have 

hypothesized that TELs in low-income states will be more limiting than TELs in high-income states. 

Indeed, that is what the data suggest: TELs seem to be associated with lower levels of government 

2 Bails and Tieslau (2000) p. 258. 
3 See Waisanen (2010) for an up-to-date accounting of TE Ls in the states. Some states limit the amount that can be 
appropriated to some share of estimated revenue. While Waisanen considers this a TEL, I do not. 
4 See, for example, Abrams and Dougan (1986) or Bails (1990). 
5 Elder (1992) was one of the first to conclude that TELs can limit spending. Rueben (1995) attempts to control for 
endogeneity and reaches the same conclusion. Not all recent studies conclude that TELs work. Kausser, 
McCubbins, and Maule (2008) found that TELs were "largely ineffective." 
6 See, for example, Shadbegian (1996) and Crain (2003). 
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spending in low-income states and higher levels of spending in high-income states. The latter finding is 

worth emphasizing: these studies have not simply found TELs to be ineffective limits on state budgets in 

high-income states; they have actually found that TELs are associated with greater than average levels 

of spending in high income states. It may be that in high-income states, TELs increase spending by acting 

as an excuse for elected officials to spend up to the limit. 

A second (and less-developed) class of studies has focused on the variety of forms that TELs can take 

and has concluded that TELs can effectively limit budget growth, but only when they take certain forms. 

For example, Michael New (2001 and 2003) has argued that TELs limit spending so long as they: a) are 

based on the relatively restrictive "inflation plus population" formula, b) are passed by citizen initiative, 

c) immediately refund surpluses to taxpayers, and d) mandate reductions in the limit when the state 

devolves a function of government to the localities. 

This study combines the two approaches described above to evaluate TELs based on where they are 

applied (high- vs. low-income states) and based on how they are structured. A more detailed and 

comprehensive dataset permits me to explore the various structures of TELs in greater detail than 

previous work. 

II. The Wide Variety of Tax and Expenditure Limitations 

No two TELs are exactly alike. Among other things, they vary according to what they limit, how they 

limit it, how they are enforced, how they can be overridden, how they treat surpluses, and how they can 

be changed. 

There are a number of characteristics that might be expected to make TELs more or less effective in 

restraining spending. The states are listed according to these characteristics in table Al in the appendix. 
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In the first place, TELs differ in their adoption method. They can be the product of legislation, a 

referendum, an initiative, or a constitutional convention. They also differ in how they are codified­

either via statute or the state constitution. TELs also differ in what they target. Some TELs apply to 

spending, others to revenue, and still others to both. TELs can be overridden in different ways; some 

require a supermajority vote of the legislature or a vote of the people to be overridden, others can be 

overridden with a simple majority vote. Surpluses are another factor. Some TELs automatically and 

immediately refund any revenue that is in excess of the limit. Lastly, TELs differ in how they treat 

functions transferred to lower levels of government. Some TE Ls prohibit the state from placing 

unfunded mandates on lower levels of government. They do this by either automatically adjusting when 

the state transfers a function to lower levels or by requiring the state to fund any activity it requires of 

the lower levels. 

Perhaps the most-important characteristic of a TEL is the formula by which it limits a state's budget. 

Table A2 in the appendix lists each state and the variety of TEL each has had since 1970 to the present 

(some, of course, have had none). The most common variety of TEL-currently operative in 12 states­

limits state budget growth to growth in state personal income. Another variety of TEL isn't based on 

growth in income, but on the overall share of state income that the budget consumes. Idaho's TEL, for 

example, requires general fund appropriations be no more than 5.33 percent of total state personal 

income. Five states-Alaska, Nevada, Ohio, Utah, and Washington-currently stipulate that budgets can 

grow no faster than inflation plus population growth. Six other states-Connecticut, Indiana, Maine, 

Massachusetts, Ohio, and Oklahoma-limit their budgets to another factor such as a fixed number. 

Lastly, some states-such as Louisiana-fall into more than one of these categories. 
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III. Testing the Effectiveness of Tax and Expenditure Limitations 

To assess the impact of TELs on government budgets, I used data from 49 states covering 30 years 

from 1977 up to and including 2006.7 I ran a series of ordinary least square (OLS) regressions with 

standard control variables and state and year fixed effects. Table 1 describes the variables in these 

regressions. Table 2 reports the summary statistics. 

I assessed the impact of TELs on two measures of state spending: state annual expenditures as a 

share of total annual income, and state and local annual expenditures as a share of total annual income. 

By focusing on spending as a share of income, these variables are proxies for government's share of the 

economy (spending is more telling than revenue because states might attempt to circumvent TELs by 

borrowing more).8 I test the impact of TELs on both state-only expenditures as well as state and local 

expenditures because states may be tempted to work around TELs by forcing cer:tain expenditures on 

local governments, leaving the overall size of government unchanged. 

Because there is such a wide variety of TE Ls in operation, I performed a number of tests to see 

which variety-if any-is effective. These tests can be divided into three broad categories. The simplest 

tests involve a "dummy TEL" variable that essentially treats all TELs the same. The second set of tests 

allow for more or less stringency in the application of TELs. The final set of tests examines the impact of 

different TEL formulas. I describe each of these tests, beginning with the dummy-variable approach, in 

the sections that follow. 

7 Following standard practice, I omit Alaska due to its unusual fiscal characteristics (most of its revenue comes from 
severance taxes on oil) . See, for example, Bails and Tieslau (2000), Shadbegian (1996), or Primo (2006). For similar 
reasons, some scholars also omit Hawaii and/or Wyoming. See, for example, Crain (2003), note 1, p. 150. The case 
for these being outliers, however, is not as clear-cut as the case of Alaska (see Primo, 2006, note 31, p. 293). So in 
the interest of preserving data, I kept these states in the analysis. In tests that omit all three, the coefficients 
obtain the same sign and similar magnitude, but do not obtain the same level of statistical significance. 
8 See Kousser, Mccubbins, and Moule (2008). 
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Variable 

Dependent Variable 
State Expenditure Share 
State and Local Expenditure Share 

Variables of Interest 
Dummy TEL 

TEL Index 

Supermajority or Public Vote 
Override 

Inflation + Population Basis 

Income Growth Basis 

Income Share Basis 

Other Basis 

Control Variables 
Population 
Percent 18 to 64 
Percent Urban 
Unemployment Rate 
Per capita income 

Table 1. Description of Variables 

Description 

State expenditures as a share of state income in state x in year t. 
State and local expenditures as a share of state income in state x in 
year t. 

A dummy variable equal to 1 if state x has a TEL in year t and 0 
otherwise. 

An index that measures the stringency of the TEL in state x in year t. 
The index is composed of the following factors : adopted by 
referendum or constitutional convention, adopted by initiative, 
constitutional, applies to spending (as opposed to revenue), requires a 
supermajority for override, automatically refunds surpluses, and 
prohibits unfunded mandates. 

A dummy variable equal to 1 if, in year t, state x has a TEL that 
requires either a supermajority vote of the legislature or a public vote 
to be overridden. It takes the value O otherwise. 

A dummy variable equal to 1 if, in year t, state x has a TEL that limits 
its budget growth to the sum of inflation plus annual population 
growth and has a supermajority or public vote override requirement. 
It takes the value O otherwise. 
A dummy variable equal to 1 if, in year t, state x has a TEL that limits 
its budget growth to growth in income in the state and has a 
supermajority or public vote override requirement. It takes the value 
0 otherwise. 
A dummy variable equal to 1 if, in year t, state x has a TEL that limits 
its budget to some share of state income and has a supermajority or 
public vote override requirement. It takes the value O otherwise. 

A dummy variable equal to 1 if, in year t, state x has a TEL that limits 
its budget growth by some other number and has a supermajority or 
public vote override requirement. It takes the value O otherwise. 

Total population in state x in year t. 
Share of the population aged 18 to 64 in state x in year t. 
Share of the population living in an urban setting in state x in year t. 
Share of the population unemployed in state x in year t. 
Real per capita income in state x in year t (thousands of2008$). 

Sources: Expenditure share is computed using expenditure data from the Census of Governments and personal income data 
from the Bureau of Economic Analysis. TEL data are derived from the sources listed in tables Al and A2. All population data 
are from the Census. Unemployment data are from Bureau of Labor Statistics. Per capita income data are from the Bureau 

of Economic Analysis. 
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Table 2. Summary Statistics 

Variable Mean Median Minimum Maximum Standard 
Deviation 

Dependent Variables 
State Expenditure Share 13.4% 13.2% 6.8% 24.1% 3.0% 
State and Local Expenditure Share 20.7% 20.5% 13.0% 35.7% 3.1% 

Variables of Interest 
Dummy TEL 0.37 0 0 1 0.5 
TEL Index 1.21 0 0 6 1.8 
Supermajority or Public Vote Override 0.24 0 0 0.4 
Inflation + Population Basis 0.04 0 0 0.2 
Income Growth Basis 0.1 2 0 0 1 0.3 
Income Share Basis 0.10 0 0 1 0.3 
Other Basis 0.03 0 0 1 0.2 

Control Variables 
In (Population) 15.00 15.10 12.93 17.40 0.99 
Percent 18 to 64 61.1% 61.2% 54.6% 65 .7% 1.9% 
Percent Urban 70.2% 70.3% 33.3% 94.9% 14.7% 
Unemployment Rate 5.8% 5.5% 2.2% 17.4% 2.0% 
Per Capita Income (thousands, 2008$) $30.9 $30.1 $18.3 $56.4 $6.1 

A Simple Test of Tax and Expenditure Limitations: The "Dummy" TEL Test 

Equations (1) and (2) depict the simplest empirical models to test the impact of TE Ls on spending. 

My sample includes observations from 49 states up to 30 years.9 The subscript x denotes an observation 

from a particular state and the subscript t denotes an observation from a particular year. These tests use 

a "dummy variable" equal to 1 if state x had a TEL in year t and 0 otherwise. Following Crain (2003) and 

Shadbegian (1996), I interacted this term with per capita income to assess the differential impact that 

TELs have in high- and low-income states. 

9 Due to missing years in the state and local expenditure data, the second regression includes fewer observations. 
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(State Expenditure Share)xt 

= /30 + /31 (Dummy TEL)xt + /32 (Dummy TEL)xtCPer Capita Income)xt 

+ /33 ln(Populaion)xt + /34 (Percent 18 to 64)xt + /35 (Percent Urban)xt 

+ {36 (Unemployment Rate)xt + '{37 (Per Capita Income)xt + (f)x +'rt+ Ext 

(State and Local Expenditure Share)xt 

= /30 + /31 (Dummy TEL)xt + /32 (Dummy TEL)xt(Per Capita Income)xt 

+ /33 ln(Populaion)xt + /34 (Percent 18 to 64)xt + /35 (Percent Urban)xt 

+ {36 (Unemployment Rate)xt + /37 (Per Capita Income)xt + (f)x +'Ct+ Ext 

(1) 

(2) 

I also included a set of control variables, taken from the standard literature on state spending.1° For 

each state in each year, I included the natural logarithm of the population, the share of the population 

aged 18 to 64, the share of the population living in an urban setting, the unemployment rate, and the 

real per capita income level (measured in 2008 dollars). The inclusion of these control variables was 

meant to capture variation in state spending that may be unrelated to the presence of TELs. By including 

the population and the share of the population in an urban setting, I effectively controlled for 

economies of scale in the provision of government services. Because younger residents and older 

residents tend to generate the most demand for public services, the share of the population aged 18 to 

64 accounts for this factor. The unemployment rate is a proxy for potential claims on unemployment 

insurance and other state welfare programs, so its inclusion controlled for these demands. Lastly, by 

including real per-capita income, I accounted for whatever demand for public services results from 

higher income. 

10 See, for example, Crain (2003); Crain and Crain (1998}; Bohn and Inman (1996}; Matsusaka and Gilligan (1995); 

Poterba (1994); and Alt and Lowry (1994). 
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<f>x represents a set of state dummy variables, one for each state in the sample, while 'tt represents 

a set of dummy variables for each year in the sample. Lastly, Ext is a random disturbance term. The 

results of these tests are reported in table 3. 

Table 3. A Simple Test of the Effect of TELs 

Dependent Variable: Dependent Variable: 
State and Local State Expenditures 

Expenditures as a as a Share of Income 
Share of Income 

Independent Variables Model 1 Model 2 

Variables of Interest 

Dummy TEL -0.016 --0.018 

(0.008)** (0.009)* 

Interaction: (Dummy TEL) 0.0005 0.0005 
X (Per Capita Income) (0.0003)* (0.0003) 

Control Variables 
In (Population) --0 .024 -0.024 

(0.010)** (0.013)* 

Percent 18 to 64 0.046 -0.095 

(0.066) (0.104) 

Percent Urban --0.037 --0.043 

(0.036) (0 .051) 

Unemployment Rate 0.168 0.290 

(0.050)*** (0.074)*** 

Per Capita Income, thousands --0.003 --0.003 

(0.0006)*** (0.0008)*** 

Year Dummy Variables Yes Yes 
State Dummy Variables Yes Yes 

Total Panel Observations 1470 1372 
Adjusted R-Squared 0.92 0.87 
Notes: 

Robust standard errors account for clustering at the state level and are reported in parentheses. 
* Indicates significance at the 10 percent level for a two-tailed test. ** Indicates significance at the 5 
percent level for a two-tailed test. ***Indicates significance at the I percent level for a two-tailed test. 
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In the first model, the estimated coefficient on the dummy TEL obtains statistical significant at the 5 

percent level, while the coefficient on the interaction term obtains significance at the 10 percent level.11 

This suggests that there is some reason to suspect that TELs impact state spending. The negative 

estimated coefficient on the Dummy TEL in conjunction with the positive coefficient on the interaction 

term suggest that in low-income states, TELs are associated with less spending, while in high-income 

states, TELs are actually associated with more spending. Figure 1 depicts the respective marginal effects 

of a TEL in a low- and high-income state.12 

Percentage Point 
Difference in State 
Expenditure Share 
of Income 

Figure 1. The Marginal Impact of a TEL 
on State Expenditure Share of Income 

0.30% 

0.20% 

0.10% 

0.00% 

-0.10% 

-0.20% 

-0.30% 

-0.40% 

Low Income States High Income States 

Source: Author's calculations based on regression results from model 1 in table 5. 
Note: High-income states are those whose per-capita income is one standard deviation above the average, 

and low-income states are those whose per-capita income is one standard deviation below the average. 

Note, first, that the effects are relatively modest. In the best case-scenario, a TEL in a low-income 

state (which I define as a state with per capita income one standard deviation below average) is 

associated with a state spending share of income that is about 4/10 of one percentage point lower than 

11 When the interaction term is not included, the dummy TEL variable fails to obtain statistical significance. 
12 The marginal effect is given by: P1 + Pz · (Per Capita Income) where P1 and P2 are estimates of /J1 and /J2 , 

respectively. 
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average. The average state share of spending is about 13.4 percent. So, in low-income states, TELs seem 

to decrease the state spending share of income by less than 3 percent {=0.37 /13.4). 

Now, however, consider the impact of a TEL in a high-income state. In these states, TELs are 

associated with a state spending share of income that is a little more than 2/10 of one percentage point 

greater than average. 

The second model estimated the effect of TELs on state and local spending, instead of state-only 

spending. In this model, the estimated coefficient on the Dummy TEL obtains statistical significance at 

the 10 percent level, while the estimated coefficient on the interaction term fails to obtain statistical 

significance at all. On the one hand, this suggests that in terms of combined state and local spending, 

TELs may not have a differential impact in low and high-income states. On the other hand, the marginal 

statistical significance on the dummy coefficient suggests that there is relatively weak evidence that TE Ls 

impact combined state and local spending at all. 

Getting into the Details: Testing the Stringency of TELs 

As I noted in section II above, no two TELs are exactly alike. It is quite possible, then, that a simple 

dummy variable test like the one reported in the last section fails to capture the rich variation in TELs 

and, with it, the differential impact that these various types of TELs may have on spending. Each TEL may 

or may not have a number of additional characteristics (outlined in table Al in the appendix) that impact 

its effectiveness. Theoretically, a number of factors seem likely to make TELs more effective in limiting 

spending: 
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• Adopted by initiative, referendum, or constitutional convention: This is important because 

if a TEL is the result of a referendum or a constitutional convention, rather than the result of 

ordinary legislation, then it represents an extra-legislative constraint on policy makers.13 

• Constitutional: TELs can be codified in state constitutions or in state statutes. The latter can 

be easily changed or overridden by subsequent simple-majority vote legislation. But 

constitutional TELs are not easily undone. 

• Applies to spending: A TEL can limit either the spending or the revenue side of a state's 

budget. States may respond to revenue-based TELs by resorting to fees or borrowing, but a 

spending-based TEL is more difficult to evade. 

• Requires a supermajority or public vote for override: All TELs contain provisions that permit 

them to be overridden or suspended. TE Ls that require either a supermajority legislative 

vote or a vote of the people to do this are more stringent than TELs that do not. In fact, one 

might say that TELs without this characteristic are not limiting at all. 

• Automatically refunds surpluses: TELs often stipulate what is to be done with government 

revenue that is in excess of the allowable amount. Sometimes it is placed in a rainy day 

fund. Sometimes it is returned to the voters. TELs that immediately refund surpluses to 

voters are more stringent because they make it difficult for governments to use the excess 

funds and because they give taxpayers an incentive to support the TEL. 

• Prohibits unfunded mandates on local governments: States may react to TELs by forcing 

lower levels of government to carry out certain governmental functions. Some TELs attempt 

to limit this by either automatically adjusting the TEL when functions are devolved to lower 

levels of government or by forcing the state to fund any activity it mandates lower levels 

perform. These provisions make it more difficult for states to evade the intent of a TEL. 

13 See Buchanan and Tullock (1965) or Buchanan and Brennan (1985) on constitutional rules that restrain in-period 
political outcomes. 

12 



These characteristics are not mutually exclusive and are often highly correlated (for example, the 

correlation coefficient between those TELs that limit spending and those that were adopted by 

referendum is 0.56). I, therefore, cannot test all of these characteristics in one regression using separate 

indicator variables. Instead, I developed an "index variable." The index was created by assigning one 

point for each of the above-listed characteristics thought to make a TEL more stringent. Like the other 

variables in this study, it is described above in table 1 and its summary statistics are reported in table 2. 

In testing the stringency index, I employed a model similar to that of models 1 and 2. As I did with 

the dummy TEL indicator, I interacted the stringency index with real per-capita income. This allowed me 

to capture the differential impact that more-stringent TELs have in high and low-income states. As with 

models 1 and 2, I employed state and year fixed effects and a standard set of control variables. Now, for 

brevity, I allow the matrix X to stand in for the control variables. The models are given by equations 3 

and 4: 

(State Expenditure Share)xt (3) 

= Po+ P1 (TEL Index)xt + P2 (TEL Index)xt(Per Capita Income)xt + «l>X + 'Px + 'Ct 

(State and Local Expenditure Share)xt (4) 

= Po+ P1 (TEL Index)xt + P2 (TEL Index)xt(Per Capita Income)xt + «l>X + 'Px + 'tt 

The results of these tests are reported in table 4. 
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Table 4. Testing the Stringency of TELs 

Independent Variables 

Variables of Interest 
TEL Index 

Interaction: (TEL Index) 

X (Per Capita Income) 

Control Variables 

All Control Variables From Model I 

Year Dummy Variables 

State Dummy Variables 

Total Panel Observations 
Adjusted R-Squared 

Notes: 

Dependent Variable: 
State Expenditures 

as a Share of 
Income 

Model 3 

-0.004 

(0.002)** 

0.0001 

(0.00006)* 

Yes 
Yes 

Yes 

1470 

0.92 

Dependent Variable: 
State and Local 

Expenditures as a 
Share of Income 

Model4 

-0.003 

(0.002) 

0.0001 

(0.00008) 

Yes 
Yes 

Yes 

1372 

0.86 

Robust standard errors account for clustering at the state level and are reported in parentheses. 
* Indicates significance at the 10 percent level for a two-tailed test. ** Indicates significance at the 5 
percent level for a two-tailed test. 

In the regression model on state-only spending, the estimated coefficients on the TEL Index 

obtained statistical significance at the 5 percent level, while that of the interaction term obtained 

significance at the 10 percent level. In the regression model on state and local spending, neither 

coefficient obtained statistical significance. Figure 2 depicts the marginal impact of the TEL stringency 

index. It shows the different impact that strong and weak TELs have in low and high-income states. 

Weak TELs-those with an Index that takes a value of 1-tend not to impact state spending very much 

in either low or high-income states. At best, they decrease spending by about 1/10 of one percentage 

point in low-income states. At worst, they increase spending by less than 1/100 of one percentage point 

in high-income states. 
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The most-stringent TELs, on the other hand, do have an appreciable impact on state spending. In 

low-income states, those TELs with an index value of 6 (i.e., those that have all of the 6 characteristics 

listed above) are associated with a spending share of income that is about 8/10 of one percentage point 

lower than would otherwise be the case. This is 6 percent less than the average state spending share of 

income. In high-income states, these more-stringent TELs are associated with spending shares that are 

about 1/10 of one percentage point greater. 

Figure 2. The Marginal Impact of TEL Stringency on State Spending 

0.20% 

Percentage Point 0.00% 
Difference in State 
Expenditure Share -0.20% 
of Income 

-0.40% 

-0.60% +---------------

-0.80% +---------------

-1.00% 

Low Income 
States 

High Income 
States 

TEL Index= 1 

Low Income 
States 

High Income 
States 

TEL Index= 6 

Source: Author's calculations based on regression results from model 3 in table 4. 
Note: High-income states are those whose per capita income is one standard deviation above the average, 

and low-income states are those whose per capita income is one standard deviation below the average. 

If more-stringent TELs seem to be more impactful, which of the six characteristics listed above seem 

to matter the most? To answer this question, I ran separate regressions, each with a dummy variable 

indicating one of the 6 characteristics listed above. Each regression also included an interaction term 
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that was the product of the characteristic dummy and real per capita income. I ran these tests for both 

state-only and state and local spending as a share of income.14 

In terms of their impact on state spending as a share of income, all factors obtained the predicted 

sign, but only four were statistically significant in some way. Three factors obtained statistical 

significance at the 10 percent level. These were constitutional TELs, TE Ls that limit spending, and TELs 

that automatically and immediately refund surpluses. An additional characteristic obtained statistical 

significance at the 1 percent level: TELs that require a supermajority or public vote to be overridden. 

In terms of their impact on state and local combined spending, all factors showed the predicted sign 

but only one factor obtained statistical significance. This, again, was the supermajority or public vote 

requirement for overriding the TEL. As in the state-only tests, this factor obtained statistical significance 

at the 1 percent level. These results suggest that among all of the characteristics listed above, a 

supermajority vote or a public vote to override the TEL stands out. This fits with the theoretical 

prediction. And, indeed, some researchers have coded states as having "advisory" limits if they lack a 

supermajority or public vote requirement (see, e.g., Skidmore, 1999). 

In the next section, I examine the different impact of different TEL formulas. Given the importance 

of the supermajority or public vote override characteristic, I coded states as having TE Ls only if they had 

a supermajority vote requirement (see table 1, above, for a description of the variables). 

14 For the sake of brevity, I do not report these tests. I am happy to share the results with anyone who is curious, 

however. 

16 



More Details: Testing Different TEL Formulas 

As I noted in section II, above, one ofthe most important distinguishing characteristics of a TEL is 

the formula by which it limits the budget. In this section, I describe a number of tests that were designed 

to assess the impact that different TEL formulas may have on spending. 

The models are given by equations 5 and 6, below. As before, I employed a standard set of control 

variables as well as state and year fixed effects. I tested four different varieties of TE Ls: 

1. Those whose formulas permit budgets to grow no faster than inflation plus population growth; 

2. Those whose formulas permit budgets to grow no faster than state income growth; 

3. Those whose formulas limit the overall budget size to some share of income in the state; and 

4. An "other'' category that captures all other varieties of TELs. These are often a combination of 

inflation or some fixed number; see appendix table A2 for details. 

As with the previous models, I also included interaction terms to account for the different impact 

that TELs may have in high- and low-income states. Recall that researchers have used these terms 

because TELs often incorporate income in their formulas. Now that I am using separate variables to 

account for the different types of TELs, however, I only interact per capita income with those TEL types 

that include income in their formula (that is, with TEL types 2 and 3 above).15 Descriptions and summary 

statistics for these variables are reported tables 1 and 2, respectively. The results of these tests are 

reported in table 5, below. 

15 I also ran regressions with interaction terms on all TEL types. As expected, the interaction terms on TEL types 1 
and 4-those without income in their formulas-failed to obtain statistical significance. 
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(State Expenditure Share )xt (5) 

= Po+ P1 (Inflation Plus Pop TEL)xt + P2 (Income Growth TEL) 

+ P3 (1ncome Growth TEL)xt(Per Capita Income)xt + P4 (Income Share TEL)xt 

+ P5 (Income Share TEL)xt(Per Capita lncome)xt + P6 (0ther TEL)xt + <l>X + 'Px + 'tt 

(State and Local Expenditure Share )xt (6) 

= Po+ P1 (1nflation Plus Pop TEL)xt + P2 (Income Growth TEL) 

+ P3 (1ncome Growth TEL)xt(Per Capita Income)xt + P4 (1ncome Share TEL)xt 

+ P5 (Income Share TEL)xt(Per Capita Income)xt + P6 (0ther TEL)xt + <l>X + 'Px + 'tt 

Those TE Ls that restrict budget growth to inflation plus population growth seem not to have a 

statistically significant impact on state expenditures as a share of income. In model 5, the coefficient on 

this term failed to obtain statistical significance. This is somewhat surprising given the fact that these 

TELs are widely regarded as the most restrictive. There is some evidence that this variety of TEL does, 

however, seem to impact state and local expenditures as a share of income. In model 6, the coefficient 

on this term obtained significance at the 5 percent level. 

Those TELs that limit budget growth to state income growth seem to have a statistically significant 

impact on both state spending and state and local spending. Their coefficients obtained statistical 

significance at the 5 percent level in the state-only tests and at the 1 percent level in state and local 

spending tests. TE Ls that limit budgets to some share of income had no statistically significant impact on 

either state-only spending or on combined state and local spending. Lastly, those TELs that are based on 

other factors seem to have a statistical significant impact on state-only spending (at the 1 percent level), 

but no statistically significant impact on state and local spending. 
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Table 5. Testing Different TEL Formulas 

Independent Variables 

Variables of Interest 

Inflation + Pop Basis 

Income Growth Basis 

Interaction Term: (Income Growth Basis) 

X (Per Capita Income) 

Income Share Basis 

Interaction Term: (Income Share Basis) 

X (Per Capita Income) 

Other Basis 

Control Variables 

All Control Variables from Model 1 

Year Dummy Variables 

State Dummy Variables 

Total Panel Observations 

Adjusted R-Squared 

Notes: 

Dependent Variable: 
State Expenditures 

as a Share of Income 

Model 5 

---0.004 

(0 .002) 

---0 .020 

(0 .008)* * 

0.001 

(0.0003)** 

---0.016 

(0.012) 

0.001 

(0.0004) 

0.014 

(0.005)*** 

Yes 

Yes 

Yes 

1470 

0.92 

Dependent Variable: 
State and Local 

Expenditures as a 
Share of Income 

Model 6 

---0.006 

(0 .003)** 

---0.038 

(0.011)*** 

0.001 

(0.0004)*** 

---0.004 

(0.017) 

0.0003 

(0.0006) 

0.0071 

(0.007) 

Yes 

Yes 

Yes 

1372 

0.87 

Robust standard errors account for clustering at the state level and are reported in parentheses. ** Indicates significance at the 
5 percent level for a two-tailed test. ***Indicates significance at the 1 percent level for a two-tailed test. 

Figure 2 displays the marginal impact ofthose TEL varieties that have a statistically significant impact 

on state-only spending. In the case of income-growth-based TELs, the impact on state spending depends 

on whether the state is a high or low-income state. In low-income states, income-growth-based TELs are 

associated with an expenditure share of income that is nearly 6/10 of a percentage point lower relative 

to other states. Since the average state's expenditure share of income is about 13.4 percent, this 

represents a 4 percent difference compared to the average. In high-income states, however, these types 
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of TELs are associated with spending that is more than 1/10 of a percentage point higher relative to 

other states (about 1 percent higher compared to the average state spending share). 

Those TELs that limit budgets by some other basis have a comparatively worse record. They are 

associated with state spending shares that are nearly 1.4 percentage points higher than other states. 

Compared with a typical spending share, this is a more than 10 percent difference. Unlike the income­

based TELs, the impact of the other-based TELs does not depend on whether the state is high or low 

income. 

Figure 2. The Marginal Impact of Different TELs on State Expenditure 
Share of Income 

Percentage Point 
Difference in State 
Expenditure Share 
of Income 

1.40% 

1.20% 

1.00% 

0.80% 

0.60% 

0.40% 

0.20% 

0.00% 

-0.20% 

-0.40% 

-0.60% 

Other-Basis TELs 

Low Income States High Income States 

Income Growth TELs 

Source: Author's calculations based on regression results from model 5 in table 5. 
Note: High income-states are those whose per capita income is one standard deviation above the average, 

and low-income states are those whose per capita income is one standard deviation below the average. 

Figure 3 depicts the marginal impact of those types of TE Ls that have a statistically significant effect 

on combined state and local spending as a share of income. Those TELs that limit budget growth to the 

sum of inflation plus population growth are associated with state and local spending shares that are 
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about 6/10 of one percentage point lower (this is a 3 percent difference relative to the typical state and 

local spending share). This impact holds in both high- and low-income states. 

Income-growth based TELs, however, have a different impact depending on whether the state is a 

low-income or a high-income state. In low-income states, these TELs are associated with state and local 

spending shares that are more than 8/10 of one percentage point lower (this is a 4 percent difference 

relative to the typical state and local spending share) . In high-income states, however, they are 

associated with state and local spending shares that are nearly 6/10 of one percentage point higher (a 

difference of nearly 3 percent relative to the typical state and local spending share). 

Figure 3. The Marginal Impact of Different TELs on State and Local 
Expenditure Share of Income 

Percentage Point 
Difference in State 
Expenditure Share 
of Income 

0.60% 

0.40% 

0.20% 

0.00% 

-0.20% 

-0.40% 

-0.60% 

-0.80% 

-1.00% 

Inf. + Pop TELS 

Low Income States High Income States 

Income Growth TELs 

Source: Author's calculations based on regression results from model 6 in table 5. 
Note: High income-states are those whose per capita income is one standard deviation above the average, 

and low-income states are those whose per capita income is one standard deviation below the average. 
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III. Discussion and Conclusion 

Over the last half-century, real state and local government spending has grown at a remarkable clip, 

outpacing real growth in the private sector by 34 percent.16 According to the Government Accountability 

Office, absent policy changes, state and local spending will continue to grow at an unsustainable pace 

for at least the next 50 years. As a consequence, the "fiscal position [of state and local governments] will 

steadily decline through 2060."17 

As policy makers look for tools to arrest the growth of government budgets, TELs are likely to be 

part of the discussion. In terms of limiting budgets, however, the TEL record is somewhat mixed. The 

most common variety of TEL-that which limits state budget growth to growth in state income-is 

associated with smaller budgets in low-income states, but is actually associated with larger budgets in 

high-income states. It may be that this variety of TEL serves as an excuse for policy makers to spend up 

to the limit, rather than as a binding constraint on spending. Another common variety of TEL limits 

budgets to some share of income. These TELs, however, have no statistically significant impact on either 

state-only spending or state-and-local spending as a share of income. It may be that policy makers are 

careful to set these limits so high that they are not binding. Lastly, TELs that are based on some other 

factors such as inflation or a fixed number are associated with significantly more state spending as a 

share of income. Here, again, it is plausible that policy makers view these limits as an excuse to spend up 

to the limit rather than as a constraint. 

Those TELs that limit budgets to inflation plus population growth seem to limit combined state and 

local spending. In states with this variety of TEL, state and local spending as a share of state income is 

about 6/10 of a percentage point less than in other states (this is a 3-percent difference relative to the 

16 Author's calculations, based on data from the National Economic Accounts. See, also, Mitchell, 2010. 
17 See Government Accountability Office, 2010. 
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average state and local spending share). Unlike income growth-based TELs, this variety of TEL seems to 

have an impact in both high- and low-income states. This variety ofTEL is often favored by advocates of 

limited government because it is particularly restrictive (the sum of inflation and population growth is 

typically less than income growth). But this research suggests another reason for these advocates to 

favor the inflation-plus-population TEL: it limits spending in both low and high-income states. 

In addition to the formulas on which they are based, there are other characteristics that can make 

TELs more effective. These include extra-legislative adoption, constitutional codification, a limit that is 

based on spending rather than on revenue, a supermajority or public vote requirement for overrides, a 

provision that automatically and immediately refunds su rpluses in excess ofthe limit, and a prohibition 

on unfunded mandates to the local levels. I found that those TELs w ith more of these characteristics 

tended to have more of an impact on spending. Separate tests of each characteristic suggest that a 

supermajority or public vote requirement is particularly important. 

Given the continued interest in limiting the growth of state and local budgets, policy makers would 

do well to remember that TELs are not the only arrow in their quiver. Strict balanced-budget 

requirements are another option (while all states but Vermont have some sort of balanced budget 

requirement, some are more strict than others). Mark Crain (2003) and David Primo (2007) have both 

found that states with stricter balanced budget requirements tend to spend less than other states. The 

impact is at least as large as the best-case impact of a TEL. Similarly, Bohn and Inman (1996) have shown 

that when states with balanced budget requirements encounter budget shortfalls, they tend to react by 

cutting spending rather than by raising taxes. 

Another option is a supermajority requirement for all tax increases. Crain and Miller (1990), Knight 

(2000), and Crain (2003) have all found that these requirements are associated with smaller budgets. 
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Knight found the effect to be quite large; he showed that these requirements decrease taxation levels 

by about 8 percent relative to the mean state. 

A special variety of veto power known as the item-reduction veto has also been shown to limit state 

budgets. This kind of veto gives the governor an option to write in a lower spending amount for a 

particular item. In contrast with other veto varieties, these have been shown to have a statistically 

significant impact on state spending.18 The impact is quite significant. Crain {2003) found that states with 

this power spend about 14 percent less per capita than others. 

18 See Crain and Miller (1990) and Crain (2003). 
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Appendix 

Table A 1. Characteristics of TE Ls 

Supermaj. 
Limits or Public Immediate No 

State Time Adoption Con. or Spending Vote is Refunds Unfunded Method Statute or Required of 
Mandate Revenue to Over- Surpluses 

ride 

Alabama 
1970-
present 

Alaska 
1970-
1981 

Alaska 
1982-

Referenda Constitution Spending Yes No No 
present 

Ariwna 
1970-
1977 

Arizona 
1978- Referenda Constitution Spending Yes No Yes 
present 

Arkansas 
1970-
present 

California 
1970-
1978 

California 
1979-

Initiative Constitution Revenue Yes Yes Yes 1988 

California 
1989-

Initiative Constitution Revenue Yes Yes Yes 
present 

Colorado 
1970-
1977 

Colorado 
1978- Legislature Statute Spending No No No 
1990 

Colorado 1991 Legislature Statute Spending Yes No No 

1992-
Revenue 

Colorado 2005 Initiative Constitution and Yes Yes Yes 
Spending 

Colorado 
2006-

Initiative 2011 

Connecticut 
1970-
1990 

Connecticut 
1991- Legislature Statute 
present 

Spending Yes No No 

Delaware 
1970-
present 

Florida 
1970-
1993 

Florida 
1994-

Referenda Constitution 
present 

Revenue Yes No No 

Georgia 
1970-
present 

Hawaii 
1970-
1977 
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Hawaii 
1978- Con. 

Constitution Spending Yes present Convention No Yes 

Idaho 
1970-
1979 

Idaho 
1980-

Legislature Statute present Spending Yes No Yes 

Illinois 
1970-
present 

Indiana 
1970-
2001 

Indiana 
2002-

Legislature Statute Spending No No Yes present 

Iowa 
1970-
1991 

Iowa 
1992-

Legislature Statute present 

Kansas 
1970-
present 

Kentucky 
1970-
present 

Louisiana 
1970-
1979 

Louisiana 
1980-

Legislature Statute Revenue No No No present 

1993- Revenue 
Louisiana Referenda Constitution and Yes No No present 

Spending 

Maine 
1970-
2004 

Maine 
2005-

Legislature Statute Spending No No No present 

Maryland 1970-
present 

Massachusetts 
1970-
1985 

Massachusetts 
1986-

Initiative Statute Revenue No No No 2001 

Massachusetts 
2002-

Legislature Statute Revenue No No No present 

Michigan 
1970-
1977 

Michigan 1978- Initiative Constitution Revenue Yes Yes Yes present 

Minnesota 
1970-
present 

Mississippi 
1970-
1982 

Mississippi 
1983-

Legislature Statute 1992 

Mississippi 
1993-

Legislature Statute Spending 
present 

Missouri 
1970-
1980 

Missouri 1981- Initiative Constitution Revenue Yes Yes Yes 
present 
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Montana 
1970--
1981 

Montana 1982-
Legislature Statute Spending Yes No 2005 

Montana 
2006-
present 

Nebraska 
1970--
present 

Nevada 
1970--
1978 

Nevada 
1979-

Legislature Statute 
Proposed 

present Spending 
New 1970--
Hampshire present 

New Jersey 
1970--
1975 . 

New Jersey 
1976-

Legislature Statute Spending Yes No ? 1983 

New Jersey 
1984--
1990 

New Jersey 1991-
Legislature Statute Spending No No Yes present 

New Mexico 1970--
present 

New York 
1970--
present 

North Carolina 
1970--
1991 

North Carolina 
1992-

Legislature Statute Spending No No present 

North Dakota 
1970--
present 

Ohio 
1970--
2005 

Ohio 
2006-

Legislature Statute Spending Yes No ? present 

Oklahoma 
1970--
1984 

Oklahoma 
1985-

Referenda Constitution Spending No No No present 

Oregon 
1970--
1979 

Oregon 
1980--

Legislature Statute Spending No Yes Yes 2000 

2001- Revenue 
Oregon 

present 
Initiative Constitution and No Yes Yes 

Spending 

Pennsylvania 
1970--
present 

Rhode Island 
1970--
1976 

Rhode Island 
1977-
1991 

Rhode Island 
1992-

Referenda Constitution 
present 
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South Carolina 

South Carolina 

South Dakota 

Tennessee 

Tennessee 

Texas 

Texas 

Utah 

Utah 

Vermont 

Virginia 

Washington 

Washington 

Washington 

West Virginia 

Wisconsin 

Wisconsin 

Wyoming 

1970-
1979 

1980-
present 

1970-
present 
1970-
1977 

1978-
present 

1970-
1977 
1978-
present 
1970-
1988 
1989-
present 
1970-
present 
1970-
present 
1970-
1979 
1980-
1992 
1993-
present 
1970-
present 
1970-
2000 
2001-
present 
1970-
resent 

Referenda 

Con. 
Convention 

Referenda 

Legislature 

Legislature 

Initiative 

Legislature 

Constitution 

Constitution 

Constitution 

Statute 

Statute 

Statute 

Statute 

Spending Yes 

Spending No 

Spending No 

Spending Yes 

Revenue ? 

Spending Yes 

Spending No 

No 

No 

No 

No 

No 

No 

No 

No 

Yes 

No 

Yes 

? 

Yes 

? 

Sources: Bert Waisanen, "State Tax and Expenditure Limits-2010" (Washington, DC: National Conference of 
State Legislatures, 2010); Mandy Rafool, "State Tax and Expenditure Limits" (Washington, DC: National 
Conference of State Legislatures, 1996); Daniel Mullins and Bruce Wallin, "Tax and Expenditure Limitations: 
Introduction and Overview," Public Budgeting & Finance, Winter 2004; Michael New, "Limiting Government 
Through Direct Democracy: The Case of State Tax and Expenditure Limitations," Policy Analysis, 2001, No. 420; 
Michael New, "Propostion 13 and State Budget Limitations: Past Successes and Future Options," Cato Institute 
Briefing Papers, 2003, No. 83; Mark Skidmore, "Tax and Expenditure Limitations and the Fiscal Relationships 
Between State and Local Governments," Public Choice, 1999, Vol. 99, pp. 77-102. Question marks indicate the 
data is unknown and were coded as "O" in the dataset. Please contact the author with any additional information. 
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Table A2. Basis of Limit 

Growth in Growth Some Based on 

State Time 
Population 

in 
Share of Some If "Other", 

Plus Income Total State Other what? 
Inflation Income Number 

Alabama 1970--present 

Alaska 1970--1981 

Alaska 1982-present Yes 
Arizona 1970--1977 
Arizona 1978- present Yes 

Arkansas 1970--present 

California 1970--1978 
California 1979-1988 Yes 
California 1989-present Yes 
Colorado 1970--1977 

Colorado 1978-1990 Yes 7 percent over the 
previous year. 

Colorado 1991 Yes 

Colorado 1992-2005 Yes 

Colorado 2006-2011 

Connecticut 1970--1990 

Average growth 
in income in 5 

previous years, or 
Connecticut 1991- present Yes Yes last year's 

inflation, 
whichever is 

greater. 

Delaware 1970--present 
Florida 1970--1993 
Florida 1994-presept Yes 
Georgia 1970--present 

Hawaii 1970--1977 
Hawaii 1978- present Yes 

Idaho 1970--1979 

Idaho 1980--present Yes 

Illinois 1970--present 
Indiana 1970--2001 

Indiana 2002-present Yes 
A complex 

formula. 

Iowa 1970--1991 
Iowa 1992-present 

Kansas 1970--present 

Kentucky 1970--present 
Louisiana 1970--1979 
Louisiana 1980--present Yes 
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Louisiana 1993-present Yes Yes 
Maine 1970-2004 

Average of 10 
year personal 

income growth or 

Maine 2005-present Yes Yes 
maximum of 

2.75%. Formulas 
are based on 

state's tax burden 
ranking. 

Maryland 1970-present 
Massachusetts 1970-1985 
Massachusetts 1986-2001 Yes 

The 2002 law 
added a definition 

for a limit that 

Massachusetts 2002-present Yes Yes 
was tied to 
inflation in 
government 

purchases plus 2 
percent. 

Michigan 1970-1977 
Michigan 1978- present Yes 
Minnesota 1970-present 
Mississippi 1970-1982 
Mississippi 1983-1992 
Mississippi 1993-present 
Missouri 1970-1980 
Missouri 1981- present Yes 
Montana 1970-1981 
Montana 1982-2005 Yes 
Montana 2006-present 
Nebraska 1970-present 
Nevada 1970-1978 
Nevada 1979-present Yes 
New 

1970-present 
Hampshire 
New Jersey 1970-1975 
New Jersey 1976-1983 Yes 
New Jersey 1984-1990 
New Jersey 1991-present Yes 
New Mexico 1970-present 
New York 1970-present 
North 

1970-1991 
Carolina 
North 

1992- present Yes Carolina 
North Dakota 1970-present 
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Ohio 1970-2005 

Ohio 2006-present Yes Yes 3.5% iflnf + Pop 
<3.5%. 

Oklahoma 1970-1984 

Oklahoma 1985-present 

Oregon 1970-1979 
Oregon 1980-2000 Yes 

Oregon 200 I-present Yes 
Pennsylvania 1970-present 

Rhode Island 1970-1976 
Rhode Island 1977-1991 

Rhode Island 1992-present 
South 

1970-1979 
Carolina 
South 

1980-present 
Carolina 

Yes Yes 

South Dakota 1970-present 

Tennessee 1970-1977 

Tennessee 1978- present Yes 

Texas 1970-1977 

Texas 1978-present Yes 

Utah 1970-1988 

Utah 1989-present Yes 

Vermont 1970-present 

Virginia 1970-present 

Washington 1970-1979 

Washington 1980-1992 Yes 

Washington 1993-present Yes 

West Virginia 1970-present 

Wisconsin 1970-2000 

Wisconsin 2001-present Yes 

Wyoming 1970-present 

Yes 
12% annual 

growth. 

Sources: Bert Waisanen, "State Tax and Expenditure Limits--2010" (Washington, DC: National Conference of 
State Legislatures, 2010); Mandy Rafool, "State Tax and Expenditure Limits" (Washington, DC: National 
Conference of State Legislatures, 1996); Daniel Mullins and Bruce Wallin, "Tax and Expenditure Limitations: 
Introduction and Overview," Public Budgeting & Finance, Winter 2004; Michael New, "Limiting Government 
Through Direct Democracy: The Case of State Tax and Expenditure Limitations," Policy Analysis, 2001, No. 420; 
Michael New, "Propostion 13 and State Budget Limitations: Past Successes and Future Options," Cato Institute 
Briefing Papers, 2003, No. 83; Mark Skidmore, "Tax and Expenditure Limitations and the Fiscal Relationships 
Between State and Local Governments," Public Choice, 1999, Vol. 99, pp. 77- 102. These sources occasionally 
conflict. In that case, state websites were consulted. Please contact the author if you have additional information. 
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ECONOMIC 
PERSPECTIVES 

Over the past six decades, state and local government spending has increased at more than 
twice the rate of private sector growth.1 Left unchecked, this growth puts state and local 
governments on a costly path that is unsustainable.2 Either spending growth must slow, 
taxes must rise, or both. Spending growth can contribute to significant fiscal stress,3 requir­
ing difficult adjustments when large budget gaps arise. Unfortunately, short-term thinking 
often dominates the adjustment process so that legislators frequently make choices-such as 
underfunding pension obligations-that improve the short-term fiscal outlook at the expense 
of worsening the long-term outlook. 

By altering the institutions, or rules, that govern the fiscal decision-making process, 
policymakers can encourage the sort of long-term thinking that is too qften absent from the 
budgeting process. Reforming the institutions that shape legislators' spending and taxing 
decisions is a better way to put states on a more sustainable fiscal path. 

INSTITUTIONS THAT CONSTRAIN BUDGETS 

A study by Mercatus Center economists identified 15 institutions that are significantly 
associated with less spending.4 These institutions shape fiscal outcomes in three areas: the 
budget process, the legislative process, or the political process. 

INSTITUTIONS THAT SHAPE THE BUDGET PROCESS 

Many state constitutions include budget rules that have an explicit goal of improving fiscal 
health. Specific goals of budget rules involve restraining government spending, eliminating 
deficits, or cutting wasteful programs in some way. 

• A balanced budget requirement. This is one rule that many states have imple­
mented to reduce or eliminate deficits. They vary in stringency, but in general 
they require a state to balance its budget so that expenditures do not exceed rev­
enues over a given time. 

The ideas presented in this document do not represent official positions of the Mercatus Center or George Mason University. 



A well-designed budget rule should seek to reduce budget gaps 
or constrain spending growth and cannot easily be manipulated. 
To achieve this, there are four main principles that policymakers 
can use to guide the design of rules that shape the budget process:5 

• Broad scope. Applying a budget rule to all spending 
categories forces legislators to place all spending on 
the table if cuts are needed. It also reduces the incen­
tive for future lawmakers to place their favorite items 
beyond the scope of these rules. 

• Few escape clauses. Legislators should not have oppor­
tunities to sidestep the rule. It is essential that escape 
clauses cannot be used as an easy way out of difficult 
spending decisions. If an escape clause is to be used, 
the threshold for activating it should be high, such as 
requiring the approval of 90 percent of voters. 

• Minimal accounting discretion. Too much discretion 
leads policymakers to create new spending categories, 
such as "off-budget" entities not subject to the rules. 

• Enforcement. A budget rule is only effective if it has 
teeth. Internal enforcement is often susceptible to 
manipulation while external enforcement through the 
courts can act as a powerful motivator for legislators 
to follow budget rules. In either scenario, the enforcer 
should be credible and have limited discretion. Con­
stitutional rules are typically the most binding rules 
because they provide a check against legislative 
discretion. 

When approaching each state's unique fiscal situation, state poli­
cymakers can use the principles of well-designed budget rules as 
a general guide for informing policy reform. The following seven 
institutions are specific examples of budget rules proven to be 
associated with less spending and a better fiscal outlook. 

• Vetoes. Line-item vetoes allow governors to strike spe­
cific sections of bills, whereas item-reduction vetoes 
allow governors to write in a lower spending amount 
for these sections rather than zeroing out an entire 
budget item. Research suggests6 that in states where 
different parties control the executive branch and 

Balanced budget 
rules enforced 
externally 
through state 
constitutions and 
by independently 
elected judges 
have been shown 
to lead to effective 
budget balancing. 
States with 
more stringent 
requirements 
spend about $180 
less per capita 
per year, or about 
$830 million for 
the median state. 
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the legislature, line-item vetoes are associated with less spending per capita7-

about $100 per year. This translates into a reduction of about $460 million for the 
median state. Even more significantly, item-reduction vetoes have been shown to 
lower per capita expenditures by about $470 per year,8 a reduction of about $2 bil­
lion for the median state. 

• Strict balanced budget requirements. The mere existence of a balanced bud-
get requirement does not guarantee a balanced budget. Most states have these 
requirements, but some are ineffective. More stringent rules require end-of-the­
year balanced budgets and don't permit deficits to be carried over into the next 
year. Rules enforced externally through state constitutions and by independently 
elected judges have been shown to lead to effective budget balancing.9 States with 
more stringent requirements spend about $180 less per capita per year10 or about 
$830 million for the median state. Other benefits include an increased likeli­
hood of having larger rainy day funds and surpluses, making it easier for states to 
weather economic downturns. 

• Annual budget cycles. Having a budget cycle that lasts one year as opposed to two 
years has been shown to be associated with less spending. It has been theorized 
that biennial cycles are more susceptible to influence by special interest groups 
pushing for more spending. Moreover, under a biennial cycle, agencies have a 
longer leash and may be able to use that greater discretion to increase their bud­
gets, whereas annual budget cyc~es allow legislators to exercise greater oversight. 
Empirical evidence demonstrates that states with annual budgets tend to spend 
about $120 less per capita per year than states with biennial cycles.11 

• Supermajority requirements for tax increases. Tax increases may be an enticing 
way to quickly balance a budget, but their costs are often overlooked, and stud­
ies suggest they tend to lead to future spending increases.12 Some states require 
that for any tax increase to pass it must gain supermajority approval by the state 
legislature-usually three-fifths, two-thirds, or three-fourths of the legislature's 
consent. Although raising taxes can already be politically challenging, imposing a 
supermajority can act as an additional constraint on tax hikes. The latest research 
shows that supermajority requirements for tax increases are associated with 
about $100 less spending per capita per year.13 States with these requirements also 
have lower effective tax rates14 and tend to see a lower spending growth rate than 
other states.15 

• Tax and expenditure limits (TELs). Many states create TELs to limit budget 
growth. The limit is determined by a preset formula. The effectiveness of TELs 
varies greatly depending on their design. 

Effective TEL formulas limit spending to the sum of inflation plus population 
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growth. This type of formula is associated with statistically significantly less 
spending. TELs tend to be more effective when they require a supermajority vote 
to be overridden, are constitutionally codified, and automatically refund surpluses. 
These rules are also more effective when they limit spending rather than revenue 
and when they prohibit unfunded mandates on local government. Having one or 
more of these characteristics tends to lead to less spending.16 

Ineffective TELs are unfortunately the most common variety. TELs that tie state 
spending growth to growth in private income are associated with more spending 
in high-income states. 

• No automatic shutdown provision. Some state governments cease operations in 
the event of a budget impasse because of the presence of an automatic shutdown 
provision. Research demonstrates that the absence of such a provision is better for 
a state's fiscal health. 

States without an automatic shutdown provision spend about $80 less per capita 
per year or about $370 million for the median state.17 

In the presence of automatic shutdown provisions, legislators or governors who 
prefer to increase spending have bargaining power when presenting their budgets. 
This type of rule can lead to more spending because policymakers usually prefer 
to accept a budget that is not ideal to no spending at all. 

• Baseline budgeting. When considering a new budget, states can create a baseline 
using either the dollars spent in the previous year or using the level of services 
that those dollars bought. Research shows that spending grows more slowly in 
states that use dollars spent as the baseline, rather than services rendered.18 

INSTITUTIONS THAT SHAPE THE LEGISLATIVE PROCESS 

The following six institutions shape the legislative process and have been found to be associ­
ated with more constrained budgets. 

• Separate spending and taxing committees. In some states, legislative rules consoli­
date spending and taxing authority into one committee whose members both allo­
cate funds and set tax policy. This committee design makes it easier for members 
to direct spending toward their preferred projects, which in turn causes them to 
favor higher tax rates. In other states, a tax committee has sole responsibility for 
setting tax rates while a separate committee allocates spending. Evidence suggests 
that states with separate spending and taxing committees spend much less than 
other states.19 States in which one legislative committee has both spending and 
taxing powers spend between $300 and $450 more per person per year. 
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• State rainy day funds . Policymakers can create rainy day funds in which they 
deposit extra revenue so that they have reserves to draw from when budget 
shortfalls arise. Well-designed rainy day funds are governed by strict rules that 
compel legislators to ensure a predetermined level of funding. Policymakers 
should exercise caution when designing these funds to make sure there is not too 
much legislative discretion regarding the input and withdrawal of funds. Research 
shows that states with well-structured rainy day funds experience less spending 
volatility20 and less fiscal stress.21 

• Centralized spending committees. When states disperse spending authority into 
several legislative committees it can also be detrimental to budgetary restraint.22 

Multiple spending committees create a fiscal commons,23 a situation in which 
many can draw from a common resource while responsibility for the total level 
of spending rests with no single group. This leaves little incentive for each group 
to keep spending in check. In contrast, states that centralize spending authority 
spend about $200 less per capita each year.24 

• Small senates. The larger the senate, the greater the incentive members face to 
spend because the cost is spread across more districts. There is evidence that sen­
ates with 10 fewer seats relative to other states spend about $170 less per capita 
peryear.25 

• Large house-to-senate seat ratio. For bicameral legislatures, a larger ratio of house 
to senate seats is associated with less spending. All else being equal, when senate 
districts are divided into more house districts, each house member's constituency 
is smaller. States with a one-unit larger house-to-senate ratio spend about $45 less 
per capita compared with other states.26 

• "Part-time" legislatures. Legislatures made up of members who don't make leg­
islating their only means of employment tend to spend less than states that have 
full-time legislators. States in which members work year-round and are consid­
ered professional legislators demonstrate a propensity to spend more.27 

INSTITUTIONS THAT SHAPE THE POLITICAL PROCESS 

The following two institutions have been thought to constrain budgets by improving incen­
tives in the political process. In both instances, however, the empirical evidence is more 
complicated. 

• Direct democracy. When citizens are allowed to vote directly on legislation in 
statewide ballots, policies are thought to better reflect public attitudes toward 
spending. Researchers have found that direct democracy was associated with28 

more spending in the early 20th century, but with less spending more recently. 
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• Term limits. While early research found that legislative term limits were associ­
ated with less spending,29 more recent research30 finds that legislative term limits 
are associated with more spending (particularly pork-barrel spending). On the 
other hand, gubernatorial term limits have been associated with less spending 
since the 1970s, 31 while the same limits were associated with more spending prior 
to the 1970s. The expectation that term limits would make policymakers more 
accountable for fiscal outcomes is a reasonable hypothesis, but the empirical evi­
dence is mixed. 
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Abstract 

In recent years, a raft of studies has examined the effect of various institutions on state fiscal 
outcomes, especially per capita spending. A review of the literature reveals that one institution 
has an especially large effect on government spending: states with separate legislative 
committees overseeing taxing and spending legislation spend significantly less than states 
without separate committees. The size of this effect was found to be an order of magnitude larger 
than that of any other institution. Despite this large effect, separate committees are one of the 
least studied state institutions. We found only one peer-reviewed study of separate taxing and 
spending committees; and it was based on data from a relatively short time period in the 1980s. 
We offer the first formal theoretical model of the institution, emphasizing the important role that 
transaction costs play in political logrolls. We empirically test the model, improving on the 
previous test with a longer panel (spanning 40 years), a larger set of controls, separate tests on 
different measures of fiscal policy, and tests to learn whether it makes a difference if taxing and 
spending committees are separate in one or both legislative chambers. Controlling for other 
factors, we find that states with separate taxing and spending committees spend between $300 
and $450 less per capita than states without separate committees. Having these functions separate 
in one chamber seems to have a larger effect than having them separate in both chambers. 
Moreover, the pattern does not hold for all subcategories of state spending. 

JEL codes: Hl 1, H72, H75, H76 

Keywords: institutions, state spending, public choice, legislative committees, legislative logroll, 
political transactions costs 

Author Affiliation and Contact Information 

Matthew D. Mitchell 
Senior Research Fellow 
Mercatus Center at George Mason 

University 
mmitchell@mercatus.gmu.edu 

Pavel A. Y akovlev 
Associate Professor of Economics 
Duquesne University 
yakovlevp@duq.edu 

All studies in the Mercatus Working Paper series have followed a rigorous process of academic evaluation, 
including (except where otherwise noted) at least one double-blind peer review. Working Papers present an 
author's provisional findings, which, upon further consideration and revision, are likely to be republished in an 
academic journal. The opinions expressed in Mercatus Working Papers are the authors' and do not represent 
official positions of the Mercatus Center or George Mason University. 



A House Divided against Itself Cannot Spend (as Much) 

The Fiscal Effect of Separate Taxing and Spending Committees in State Legislatures 

Matthew D. Mitchell and Pavel A. Yakovlev 

I. State Spending and Fiscal Institutions 

As state governments have expanded in both size and scope, policymakers have adopted several 

fiscal institutions explicitly designed to rein in spending and minimize fiscal pressure. The 

earliest of these institutions were adopted in the wake of the fiscal crises of the late 1830s and 

were intended to limit state debt accumulation (Ratchford 1941, 121; Rodden 2006, 145). More 

modem institutional limits on state spending were adopted in the 1970s, beginning with New 

Jersey's adoption of a tax and expenditure limit (TEL) in 197 6 and gaining momentum after 

California's adoption of Proposition 13 in 1978 and Colorado's Taxpayer Bill of Rights in 1992 

(Bails and Tieslau 2000). 

In recent decades, academic interest in institutions that might affect state spending has also 

grown. This interest has been fueled, in part, by a newfound theoretical appreciation for 

institutions as those "humanly devised constraints that shape human interaction" (North 1990a, 3). 

This interest has also been fueled by greater availability of panel data and newer techniques with 

which to analyze such data. A number of institutions have been studied, including term limits 

(Erler 2007), direct democracy (Matsusaka 2008), biennial budgeting (Crain 2003), baseline 

budgeting (Crain and Crain 1998), tax and expenditure limits (Mitchell 2010; Zycher 2013), 

certain varieties of vetoes (Besley and Case 2003), various balanced budget requirements (Primo 

2007), supermajority requirements for tax increases (Crain 2003), "citizen" legislatures in which 

legislating is a part-time job (Owings and Borek 2000), government shutdown procedures in the 

event of a budgetary impasse (Primo 2007), and even legislature size (Chen and Malhotra 2007). 
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Besley and Case (2003) offer an overview of institutions and state policy outcomes, 

whereas Mitchell and Tuszynski (2012) review studies that specifically focus on the effect of 

institutions on state spending. Figure 1 (page 28), adapted from Mitchell and Tuszynski (2012), 

suggests that state institutions differ widely in their effect on per capita state spending. It also 

shows that among these institutions, one stands out. Crain and Muris's (1995) study found that 

those states in which separate committees have jurisdiction over taxing and spending decisions 

seem to spend significantly less than those in which one committee has jurisdiction over both 

issues. By their estimate, this institution of separate committees has an effect on per capita 

spending that is more than twice as large as an item reduction veto (the second-largest effect) and 

more than 12 times as large as the effects of other institutions surveyed by Mitchell and 

Tuszynski (2012) and commonly advocated as ways to rein in spending. 

Although the estimated fiscal effect of separate taxing and spending committees is 

economically significant, this institution remains among the least studied. Whereas balanced 

budget requirements, supermajority requirements for tax increases, and TELs have each been 

analyzed extensively, separate taxing and spending committees have, to our knowledge, been 

studied only once, by Crain and Muris (1995). This research gap is unfortunate because, in many 

cases, subsequent analysis has yielded a more nuanced understanding of the way that institutions 

affect policy. TELs, for example, arrest state spending only in certain circumstances or when 

designed in certain ways (Mitchell 2010). In some cases, subsequent analysis has completely 

overturned previous understanding. Erler (2007), for example, finds that legislative term limits 

are associated with higher per capita spending whereas earlier estimates by Bails and Tieslau 

(2000) indicated that they were associated with lower per capita spending. More recently, 

Yakovlev, Tosun, and Lewis (2012) explore the fiscal effect of binding legislative term limits 
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and find that term limit stringency increases state government spending primarily through higher 

transfers to local governments. Similarly, more recent data may tell a more nuanced story on the 

fiscal effect of separate taxing and spending committees. 

Crain and Muris's (1995) analysis is two decades old and is based on data from a six-year 

period in the 1980s. We improve on their study in a number of ways. First, we offer the first 

theoretical model of the institution, emphasizing the role that political transaction costs play in 

disrupting legislative logrolls. Second, we test the model with a longer and more up-to-date panel 

dataset, which includes a wider array of institutional and demographic factors as control 

variables. We also test to learn whether a difference occurs if these functions are separate in both 

legislative chambers or in just one. Finally, we evaluate the effect of the institution on several 

fiscal measures: general spending per capita, general revenue per capita, and five subcategories 

of state government spending. 

In the next section, we offer further context for the institution. In section III, we develop 

a simple theoretical model. In section IV, we present the results of our data analysis, and in 

section V, we offer concluding remarks. 

II. Political Transaction Costs and Separate Taxing and Spending Committees 

A mutually beneficial exchange is costly. Beyond the price that a buyer agrees to pay a seller, 

both the buyer and the seller incur economic transaction costs that include the cost of searching 

for and acquiring information about one another and their respective products, the cost of 

bargaining with one another, and the cost of enforcing whatever agreement is struck. The 

subfield known as transaction cost economics (Williamson 1979; 1985; 1991) analyzes how 

different institutional arrangements affect those costs. 
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Beginning with North (1990b) and Dixit (1998), a number of authors have awakened 

political and economic theorists to the notion of political transaction costs. Like economic 

transaction cost models, political transaction cost models emphasize the costs associated with 

entering into an exchange. In this case, however, the focus is on political exchange rather than on 

economic exchange. Whereas North (1990b) and Dixit (1998) studied exchange among citizens 

and politicians, others have examined agreements or logrolls between politicians (Weingast and 

Marshall 1988; Epstein and O'Halloran 1999; Johnson and Libecap 2003; Spiller and Tommasi 

2003). A frequent argument is that political transaction costs are likely to be substantially larger 

than economic transaction costs. First, political transactions typically involve agreements 

between more than two parties (Dixit 1998, 48). Second, these exchanges are often more vague, 

thereby allowing more room for interpretation (Dixit 1998, 49). Finally, these agreements 

involve significant commitment problems because "parties holding political power cannot make 

commitments to bind their future actions because there is no outside agency with the coercive 

capacity to enforce such agreements" (Acemoglu 2003, 620). 

A number of political transaction cost models have focused on logrolls between legislators 

with different spending priorities (Weingast and Marshall 1988; Congleton and Tollison 1999; 

Johnson and Libecap 2003). In these models, one group oflegislators agrees to vote for spending 

that benefits another group in exchange for the latter's support for the farmer's priorities. 

Typically, authors working in this literature have implicitly assumed that the power to appropriate 

funds to a particular end is commensurate with the power to raise those funds initially. 

In some cases, this assumption is true. In South Carolina, for example, the House Ways 

and Means Committee crafts both revenue and appropriations bills, and the Senate Finance 

Committee does the same. In a number of states, however, these functions reside in separate 
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committees in each house. In Colorado, for example, the House and Senate Finance Committees 

put together revenue bills while separate Appropriations Committees develop legislation to 

allocate this money. In still other states, such as New Mexico, separate committees oversee these 

functions in one chamber (the House), while a single committee oversees them in the other 

chamber (the Senate). Consulting local officials, state statutes, and legislative websites, we have 

developed an original dataset that accounts for these arrangements. 1 Figure 2 (page 29) shows 

the current arrangement in all 50 states. 

In seven states, these functions are separate in one chamber only, whereas in 25 other 

states, they are separate in both chambers. Sometimes the separation of these functions is 

effectuated through formal rules. In North Dakota, for example, House and Senate Rules specify 

the powers granted to the Appropriations Committees and do not include the power to raise 

revenue (North Dakota Legislative Assembly 2013). In Tennessee, in contrast, formal rules 

codify the union of these powers in one committee (Office of the Chief Clerk of the Senate 

2013). Tennessee Senate Rules state that the Committee on Finance, Ways, and Means shall 

have responsibility for crafting all bills related to 10 areas, including the following: 

All measures relating to taxes and the raising of revenue ... Expenditure of 
funds .. . All measures dealing with the appropriation of state funds ... General 
appropriations bills ... Assessment and collection of property taxes. (Office of 
the Chief Clerk of the Senate 2013, 24).2 

In many states, however, the de facto separation of these powers into separate committees 

or the de facto union in one committee is achieved by informal norms and practices rather than 

by formal de jure rules. In the Idaho House, for example, where the Revenue and Taxation 

1 See section IV of this paper for more details. 
2 In the House in Tennessee, the procedures are slightly less formal. That chamber has a similarly named House 
Committee on Finance, Ways, and Means. In practice, this committee has jurisdiction over both revenue raising and 
appropriations, and no other standing committees deal with either type of legislation. However, the House rules fail 
to explicitly name the respective jurisdictions of committees. 
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Committee is typically responsible for crafting bills to raise revenue and the Appropriations 

Committee is responsible for writing bills that spend the revenue, the formal House Rules say 

nothing about these de facto powers (State ofldaho Legislature 2014). 

A number of new institutional economists have emphasized the importance of both 

formal and informal institutions. North (1990a, 4), for example, argues that "institutions include 

any form of constraint that human beings devise to shape human interaction" and emphasizes 

that these can be both "formal constraints" and "informal constraints-such as conventions and 

codes of behavior." Similarly, new institutional economist Avner Greif (2006, 30) defines an 

institution as a "system of social factors that conjointly generate a regularity of behavior" and is 

at pains to be clear that these factors include rules, beliefs, norms, and organizations. Yet despite 

the theoretical importance of informal as well as formal rules, most empirical institutional work 

tends to neglect the informal aspect (Shirley 2005). 

In our empirical analysis of state committee powers (section IV of this paper), we 

account for both the formal and the informal separation of spending and taxing functions. In the 

next section, we present a stylized theoretical model of the institution. 

III. Theoretical Model 

Our model is a modified version of Meltzer and Richard's (1981; 1983) classic model of the size 

of government. It begins with the following assumptions: 

1. Let the fraction of time that i spends in leisure be li = 1 - ni, where ni is the fraction of 

time i spends at work. 

2. Let i's income be Yi = nixi, where xi is i's productivity. 
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3. Let i's consumption be ci = (1 - t)yi + Bi, where (1 - t)yi is after-tax private 

consumption, tis a flat tax rate, and Bi is i's share of public spending. 

4. Let total government spending be G = tHy = tHfi.x, where His the size of the 

population and the bars indicate that these are mean values for the population's income, 

y;; fraction of time worked, ff; and productivity, i . 

5. Let i' s share of government public spending be Bi = :Y' where y measures the degree of 

rivalry in public spending, so that y = 0 indicates that public spending is completely 

nonrival and y = 1 indicates it is completely rival. 

6. Let i's utility be quasi-linear in leisure and take the form ui = Ci + Pi ln(la. 

Taxes reduce after-tax private consumption but fund an individual's share of public 

spending. Because of the labor-leisure tradeoff, some revenue-maximizing tax rate is less than 1. 

The first task of the tax writer is to understand the relationship between tax rates and average 

hours worked. If one makes the appropriate substitutions, a representative individual ' s utility 

function can be written as equation 1: 

(1) 

Though Bi is a function of the average fraction of time worked, fi., the individual can do 

little to affect this. All the individual can choose is his or her own fraction of hours worked. 

Taking the derivative of equation 1 with respect to ni, setting it equal to 0, and solving for ni 

yields ni = 1 - __f!j___ This equation is the individual's labor supply function. It says that the 
(1-t)Xi 

fraction of hours an individual works is a positive function of his or her ability, xi, but a negative 

function of the tax rate, t, and his or her marginal value ofleisure, Pi -If the average taxpayer has 

the same labor supply function, we can rewrite this as equation 2, where the bars indicate that 

these are average values: 
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fi = 1 - _1___ 
(1-t).i 

(2) 

We can now define government spending in terms of this average labor supply function: 

(3) 

This equation tells the tax writer that at low levels oft, a marginal increase in the tax rate 

increases revenue, but at high levels oft, a marginal tax increase decreases revenue. The 

revenue-maximizing tax rate, found by taking the first-order condition, is 

A. A Committee with Both Spending and Taxing Authority 

(4) 

We next consider the case of a direct democracy in which one legislative committee ( a subset of 

the entire population) possesses both taxing and spending authority. This spending and taxing 

committee (STC) is capable of steering all rivalrous spending toward a subset of the population, 

and it is capable of setting its own tax rate. Though the committee members can steer spending 

to whomever they wish, whatever proposal they develop must still pass the full legislature if it is 

to become law. So in the extreme case, the STC will form a minimum winning coalition of size 

H+l and distribute rivalrous public spending toward members of this coalition (Buchanan and 
2 

Tullock 1962; Riker and Ordeshook 1973; Riker 1984).3 The STC funds this spending with a flat 

income tax that is paid by the entire population. In this case, we can define the share of public 

spending allocated to a member of the STC: 

3 This assumption is stylized. A number of authors (Weingast 1979; Collie 1988; Groseclose and Snyder 1996) have 
noted that coalitions are often significantly larger than the minimum necessary to win. Thus, one should think of our 
minimum winning coalition as an extreme bound. 

10 



G tHnx 

9STC = (H;1t = (H;1r (5) 

If spending is completely rival (y = 1), then the coalition member's share of spending is 

equal to total spending, divided by the number of members of the minimum winning coalition 

(with whom he or she must share that rival spending). However, if spending is completely 

nonrival (y = 0), then his or her share of spending is simply the entire government spending bill. 

Now we substitute equation 2, the average fraction of hours worked, into equation 5, so 

that one's share of government spending can be written in terms of the tax rate: 

(6) 

Now we consider the utility of the STC committee member: 

tHx tH/3 
Usrc = (1 - t)Ysrc + (H+i)Y - (H+i)Y + /3 ln(l - nsrc). 

-z- -z- (1-t) 
(7) 

This member will select the utility-maximizing tax rate: 

(8) 

By substituting this tax rate and the labor supply function of equation 2 into the equation for total 

government spending, G = tHfix, we arrive at an equation for total government spending when 

one committee has the authority to both allocate rival spending and set the tax rate: 

7i x - -;====== 
"ii 

(9) 
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B. Separate Spending and Taxing Committees 

In the previously described scenario, STC members are able to set the tax rate and allocate rival 

spending in whatever way they please. Now we consider an alternative institutional arrangement 

in which one set of legislators on a spending committee (SC) allocates rival spending, while 

members of a taxing committee (TC) set the tax rate. If transaction costs are minimal, then the 

members of these separate committees can easily logroll; SC members can ensure that TC 

members are part of the minimum winning coalition that obtains the rival spending.4 In this case, 

separating these two legislative powers does not change the outcome. Total government 

spending will be equal to equation 9. 

As the discussion in the previous section suggests, however, the assumption of zero 

transaction costs may be unrealistic. Because no court will enforce a logrolling agreement, TC 

members have no assurance that SC members will cut them in on the deal and allocate them their 

promised share of rival spending. And if no member simultaneously sits on both committees, 

then no official forum exists in which logrolling packages can be assembled. Thus, all deals must 

be struck behind closed doors and therefore are not easily monitored. 

With transaction costs in mind, we consider the extreme case in which TC members 

believe that they have absolutely no reason to expect that SC members will allocate them their 

promised share of rival spending. In this case, SC members will continue to allocate rival 

spending to a minimum winning spending coalition of size H + 
1

. But TC members will select the 
2 

optimal tax rate by figuring the probability that they will be selected as members of the minimum 

winning coalition that will eventually pass the spending bill. If each member of the legislature 

4 In assumption 6, i' s utility is quasi-linear in leisure and takes the form U; = c; + /J; In(l;) . Hence, preferences are 
not lexicographic, and individuals are willing to make tradeoffs. 
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has an equal chance of being selected for the minimum winning coalition, then the probability 

that any one member will be in the coalition is equal to the size of the coalition, divided by the 

H+l 
size of the legislature, - 2

- . Thus, the TC member' s expectation of benefiting from government 
H 

(
H+1)Y 

spending is --;- . Note that if the good is completely rival (y = 1), this is equal to the 

probability that a TC member will be selected as a member of the coalition, whereas if the good 

is completely nonrival (y = 0), this is simply equal to 1, because even those outside the coalition 

may consume the good. 

Therefore, the TC member's expected share of government spending will be 

e _ -2- G _ - 2- tHii:i 

(
H+1)Y (H+1)Y 

Brc - H (H;1f - H (H;1f 

(H+1)Y 
-2- tHii:i tHii:i 

= HY (H;lf = ,iy· 

Substituting equation 2 for the average fraction of time worked and simplifying this 

equation results in the following: 

e _ tH:i tHP 
Brc - HY - HY(1-t) 

Now we consider the utility of a TC member: 

Ure = (1 - t)Yrc + Bfc + P ln(l - nrc), 

Substituting equation 11 into equation 12, we obtain equation 13: 

tH:i tHP 
Ure = (1 - t)Yrc + HY - HY(1-t) + p ln(l - nrc), 

The TC member selects the tax rate that maximizes his or her utility: 

(11) 

(12) 

(13) 

(14) 
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This equation simplifies to equation 15: 

(15) 

We compare this tax rate with that selected by the committee with both taxing and 

spending powers, t;rc, equation 8. Ifwe assume Yrc~Ysrc (and there is no obvious reason why 

incomes would be systematically different), then we obtain the following inequality: 

(16) 

In the presence of large transaction costs, the tax rate selected by the committee with only 

taxing authority, t;.c, will be less than or equal to that selected by the committee with both taxing 

and spending authority, t;rc· In the limiting case of a pure public good, when y = 0, the two tax 

rates are equal. 

By substituting this tax rate and the labor supply function of equation 2 into the equation 

for total government spending, G = tHnx, we can now write an equation for total government 

spending when the tax-writing committee lacks the power to allocate rival spending: 

- p x-f,5 (17) 
y 

H 

We know that t;.c :5 t;rc, so the question is whether G;,c is greater than or smaller than 

c;rc· The higher tax rate set by the STC will cause laborers to work less, so the net effect 

depends on whether or not these taxes are below the apex of the Laffer Curve. Recall from 

equation 4 that the apex of the Laffer Curve is at tmax = 1 - ~- Clearly, 
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p H+i y and t;c = 1 -f5p HY are both below the revenue-maximizing tax 
_ (-2-) x-Yrc-
x-Ysrc-- H H 

rate, so we know that the higher tax rate selected by the STC will generate more revenue and 

spending than the tax rate selected by the TC. 

The model offers two clear theoretical predictions. First, in the presence of transaction 

costs, those legislative bodies with separate taxing and spending committees will spend less on 

rival public spending than those with combined committees. Second, even if political transaction 

costs are significant, legislatures with separate taxing and spending committees will spend the 

same amount on nonrival goods as legislatures with combined committees. Because state 

government spending consists of both rival and nonrival categories, we expect total spending and 

total revenue to be lower in states with separate taxing and spending committees primarily as a 

result of lower rival expenditures. 

IV. Empirical Investigation 

A. Models and Data Description 

To test these theoretical predictions, we surveyed state legislative bodies to create two dummy 

variables. The first, separate committees in one chamber, takes the value 1 only if one of the 

state's two legislative chambers has separate committees with jurisdiction over spending and 

taxing bills. The variable takes the value O otherwise. The second variable, separate committees 

in both chambers, takes the value 1 if both of the state's legislative chambers have separate 

committees with jurisdiction over spending and taxing bills; otherwise, it takes the value 0. This 

information was gathered from phone interviews with legislative committee members and their 

staff members. We then cross-checked the data against state legislative rules and committee 
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websites. To create a panel dataset, we asked respondents about past committee jurisdictions. In 

some cases, the historical record was clear enough to answer with certainty. In other cases, 

however, historical knowledge had a shorter timeline, which limited the length of the panel for 

some states. The resulting dataset is an unbalanced panel of 4 7 states from 1970 to 2010 ( owing 

to uncertainty, some states have shorter time spans). Because these arrangements are dictated by 

longstanding formal and informal rules, we believe that reverse causality is a minimal concern. 

We regressed seven measures of state fiscal policy on both of these dummy variables and 

a series of controls. The first two dependent variables-state general expenditures per capita and 

state general revenue per capita-gauge the institutions' relationship with the overall size of 

government. The remaining five-health care expenditures per capita, education expenditures 

per capita, highway and infrastructure expenditures per capita, welfare expenditures per capita, 

and local government aid per capita-gauge the institutions' relationship with particular 

categories of spending. All expenditure data were gathered from the US Census (US Census 

Bureau 2014a, 2014c). 

All models are estimated using OLS (ordinary least squares) with Driscoll and Kraay 

(1998) standard errors that are robust to general forms ofheteroskedasticity, autocorrelation, and 

spatial correlation. Exploiting institutional variation across time, we use a two-way fixed-effect 

model that controls for time and state fixed effects. We also use three vectors of controls that 

respectively account for demographic, economic, and politico-institutional differences that might 

affect state fiscal outcomes. Thus, for each of the seven fiscal outcomes, we estimate the following: 

Fiscal Outcomei,t =a+ 81Separate Committees in One Chamberi,t 

+ 82S eparate Committees in Both Chambersi,t 

(18) 

16 



Subscripts i = 1, ... , 4 7 and t = 1970, ... , 2010 denote the state and year, respectively. 

The vector fi-l is a set of all but one state dummies, the vector Dr-t is a set of all but one year 

dummies, a is they-intercept, and Ei,t is a random disturbance term. The vector Xi,t includes 

demographic factors known from previous studies to be significant determinants of state fiscal 

variables. It includes the natural logarithm of state population, the percentage of the population 

that is Caucasian, and the percentage of the population over 65 years of age (National Cancer 

Institute 2015). 

The vector Zi,t contains economic variables known to affect state fiscal outcomes. It 

includes real gross state product per capita (Bureau of Economic Analysis 2014), the 

unemployment rate (US Bureau of Labor Statistics 2014), federal aid to the state per capita (US 

Census Bureau 2014c ), and percentage of revenue resulting from severance taxation (US Census 

Bureau 2014d). 

The vector 0i,t contains six politico-institutional variables known to affect fiscal policy. 

First, it includes Berry et al. 's (1998; 2012) measure of citizen ideology (higher values indicate 

more liberal states). Second, it includes an indicator variable that equals 1 if state i has lifetime 

term limits in year t and O otherwise. Third, to capture the varying stringency of term limits across 

states, it includes an index that is equal to the reciprocal of the term limit length in years so that 

shorter term limits, which are considered more stringent, cause the variable to take on a greater 

value. Fourth, it includes the Tax and Expenditure Limit index constructed by Amiel, Deller, and 

Stallmann (2009), in which greater values indicate stricter limits. Fifth, it includes a lame duck 

governor indicator variable (Klamer 2013a). This variable takes the value 1 if the governor is in his 

or her last term before being term limited and O otherwise. And sixth, it includes a divided 
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government indicator variable (Klarner 2013b).5 This variable takes the value 1 if both chambers 

of the legislature and the executive branch are not controlled by the same party and O otherwise. 

Table 1 (page 30) describes each of the variables used and presents their descriptive statistics. 

Previous studies have found the demographic, economic, and politico-institutional factors 

included in the vectors Xi,t, Zi,t, and 0i,t to be significant determinants of state fiscal variables 

(see, for example, Crain 2003, Erler 2007, and Besley and Case 2003). 

B. Results 

Table 2 (page 31) presents the results of a series of regressions using real per capita state 

expenditures as the dependent variable. In every specification, the estimated coefficient on separate 

committees in one chamber is negative and statistically significant at the 1 percent level. The 

magnitude of these estimates is quite large, suggesting that the institution is also economically 

significant. Moreover, the result is robust to the inclusion and exclusion of control variables.6 Other 

factors being equal, we find that those states in which one chamber of the legislature has separate 

committees that oversee taxing and spending legislation spend between $300 and $450 less per 

capita than other states do. In other words, states with this institutional feature spend between 9 and 

13 percent less per capita than does the average state. Though our estimated effect is not as large as 

that found by Crain and Muris (1995), if one compares it to the other estimates reported in figure 1, 

the effect is clearly larger than that of almost any other institution previously studied. 

5 As a result, Nebraska, with its unicameral legislature and missing divided government data, is omitted from our 
analysis. Following standard practice, we also omit Alaska and Hawaii because of their unusual fiscal 
characteristics. 
6 We ran a number of robustness checks that are not reported. In one set of regressions, we used panel-corrected 
standard errors, which assume that the disturbances are heteroskedastic and contemporaneously autocorrelated. The 
estimated effect of separate committees in one chamber on general expenditures per capita remained statistically 
significant and did not change much in magnitude. In another set of tests, we clustered the robust standard errors on 
states. Again, the results did not change. 
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Table 2 also shows that those states with separate taxing and spending committees in both 

chambers spend statistically significantly less per capita. In three of the four specifications, the 

estimated effect of separate committees in both chambers is slightly smaller than that of separate 

committees in one chamber. This finding suggests that most of the expenditure-reducing effect of 

having separate taxing and spending committees is achieved when just one chamber separates 

these functions. Again, these results are robust to various specifications.7 

Though they are not our primary focus , the estimated effects of our control variables are 

worth noting. Two of the three demographic control variables obtain statistical significance in 

predicting per capita expenditures. First, more populated states tend to spend less per capita, 

which suggests that there are economies of scale in state spending. Second, states with a larger 

population over age 65 spend more per capita, which is consistent with the theory that this 

portion of the population relies more heavily on government services. In our tests, the estimated 

effect of percentage that is Caucasian is consistently negative but never obtains standard 

statistical significance. 

Three of our four economic control variables obtain statistical significance in the per 

capita expenditure regressions. In particular, states with higher per capita gross domestic 

product, more federal aid per capita, and a greater share of revenue from severance taxes tend to 

spend more per capita. Though the estimated effect of the unemployment rate is consistently 

positive, it does not obtain statistical significance in any of these tests. 

Among the six politico-institutional control variables in our tests, three are statistically 

significant in predicting per capita expenditures. According to our estimates, states with lifetime 

and longer (less stringent) legislative term limits spend more per capita. This finding suggests 

7 Nor do they change when we use panel-corrected standard errors or cluster the robust standard errors on states. The 
unreported results are available from the authors on request. 
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that nonlifetime term limits with shorter terms may restrain state spending. The estimated 

magnitude suggests that a one standard deviation increase in the stringency of the term limit is 

associated with $48 less in per capita expenditures. We also find that states with politically 

divided governments spend about $52 more per capita than other states. Three politico­

institutional factors were statistically insignificant. Though a more liberal citizenry is positively 

related to per capita spending, the effect is not statistically significant. Tax and expenditure limits 

and lame duck governors are both negatively related to per capita expenditures, but neither effect 

is statistically significant. 

Table 3 (page 32) presents the results when real general state revenue per capita is the 

dependent variable. States with separate taxing and spending committees in one chamber are 

found to collect between $100 and $350 less per capita in revenue. The effect is statistically 

significant at the 1 percent level and robust to various specifications. 8 The estimated effect of 

separate committees in both chambers is found to be statistically significant in only two 

regressions and changes signs in one (statistically insignificant) specification. Thus, most of the 

revenue-reducing effect of separate committees is achieved when just one chamber separates 

these functions. With one exception, the effects of the remaining explanatory variables in the 

general revenue regressions are comparable to those found in the general expenditures tests. The 

exception is the estimated effect of more stringent tax and expenditure limits. Interestingly, more 

stringent limits are found to positively correlate with general revenue per capita. 

Table 4 (page 33) presents the results for the five main components of state government 

spending. Interestingly, the expenditure-reducing effect of having separate taxing and spending 

8 In three of four specifications with panel-corrected standard errors, the estimated effect was statistically significant 
and comparable in magnitude. In all four specifications with robust clustered errors on states, the estimated effect 
was statistically significant. These results are available from the authors on request. 
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committees is not consistent across all subcategories of spending. Although having separate 

committees in one chamber has a negative and statistically significant relationship with health care 

and local aid per capita, it has a positive and statistically significant relationship with highway and 

infrastructure spending per capita ( and no statistically significant relationship with education and 

welfare spending per capita). A somewhat similar pattern is evident with separate committees in 

both chambers: it has a negative and statistically significant effect on health care and welfare 

spending per capita, but a positive and statistically significant effect on highway and infrastructure 

spending per capita (and no statistically significant effect on education and local aid per capita). 

Nondiscretionary spending may be one explanation. Some subcategories of spending, 

such as education and welfare, may possibly be so formula driven that they are largely 

unaffected by discretionary logrolling among legislators. However, the theoretical model of 

section III of this paper suggests another explanation. The model predicts that separate taxing 

and spending committees will spend less than unified committees on rival goods but will spend 

the same amount on nonrival goods. We note that those states with separate committees in either 

one or both chambers spend statistically significantly less on three subcategories: health care, 

welfare, and local aid expenditures per capita. Each of these goods is rival; when one constituent 

consumes it, another may not. Now we note that states with separate committees in one and both 

chambers spend statistically significantly more on highway and infrastructure spendfog per 

capita. This may be the least rival subcategory: one constituent's consumption of these services 

does not inhibit that of another. That states with separate committees spend more on this 

category rather than the same amount as states with combined committees is a somewhat 

mysterious finding. When legislators are unable to concentrate spending oil rival goods, they 

may be more likely to substitute into nonrival public goods. 
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V. Conclusion 

When James Buchanan won the Nobel Prize in economics, he was asked to summarize the 

central insight of public choice economics. Reportedly, he replied simply: "Don't let the fox 

guard the chicken coop." This idea-also evident in Juvenal's rhetorical question, "Quis 

custodiet ipsos custodes ?"-is the motivation behind a number of institutional checks and 

balances adopted by states over the years. Some of these institutions-such as balanced budget 

rules, term limits, and tax and expenditure limits-have been the subject of extensive political 

and academic analysis. In this paper, we explore the fiscal implications of a relatively simple but 

mostly ignored institution: the separation of taxing and spending authority into different 

legislative committees. 

First, we develop a simple theoretical model of the institution. The model assumes that in 

the states where taxing and spending functions are combined in one committee, members of that 

committee will allocate public spending to a minimum winning coalition of the whole 

legislature. In contrast, if tax writers and appropriators serve on separate committees, and if 

political transaction costs are significant (Dixit 1998; Acemoglu 2003), then tax writers cannot 

be certain that appropriators will include them in the minimum winning coalition. In accordance 

with this expectation, tax writers will therefore set a lower tax rate in such a setting and total 

government spending will be lower than in the case where the same committee sets the tax rate 

and appropriates funds. 

Political transaction cost models typically stress the notion that transaction costs stand in 

the way of efficiency-enhancing Coasean bargains (see, for example, Acemoglu 2003). Our 

model, by contrast, highlights the positive role that transaction costs might play in thwarting 
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inefficient legislative logrolls of the nature explored by Riker (1984) and Buchanan and Tullock 

(1962). In other words, what's good for the goose may not be good for the gander. 

To the best of our knowledge, this institution has been studied only once before, by Crain 

and Muris (1995). In an effort to improve on their study, we examine a longer panel, incorporate 

a larger set of control variables, run separate tests on seven different dependent variables, and 

examine whether it matters if states have separate committees in one or both chambers. 

Other factors being equal, we find that those states with separate taxing and spending 

committees spend between $300 and $450 less per capita (between $790 and $1,200 less per 

household) than other states.9 They also raise between $100 and $350 less in per capita revenue 

than do other states. We find that whether spending and taxing functions are separate in both 

chambers or merely in one makes little difference. Interestingly, we find that the effect also 

varies across subcategories of state spending. The marginal effect of having separate committees 

in one or both houses is negative and statistically significant for health care, welfare, and local 

aid spending per capita but is positive and significant for highway and infrastructure spending 

per capita. This finding may suggest that highway and infrastructure spending is less rivalrous 

than these other categories. 

9 According to the latest estimates, a household has approximately 2.63 persons (US Census Bureau 2014b). 
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Figure 1. The Marginal Effect of Institutions on Per Capita Spending 
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Adapted from Matthew Mitchell and Nick Tuszynski (2012), "Institutions and State Spending: An Overview," 
Independent Review 17 (1): 35-49. 

Sources: W. Mark Crain and Timothy J. Muris (1995), "Legislative Organization of Fiscal Policy," Journal of Law 
and Economics 38 (2): 311-33: separate committees, centralized spending committees. W. Mark Crain (2003), 
Volatile States: Institutions, Policy, and the Performance of American State Economies (Ann Arbor: University of 
Michigan Press): item reduction vetoes, supermajority requirements for tax increases, annual budget cycles, tax and 
expenditure limits in low-income states. David M. Primo (2007), Rules and Restraint: Government Spending and 
the Design of Institutions (Chicago: University of Chicago Press): strict balanced-budget requirements, shutdown 
provision. Jowei Chen and Neil Malhotra (2007), "The Law of kin: The Effect of Chamber Size on Government 
Spending in Bicameral Legislatures," American Political Science Review 101 (4): 657-76 : House-to-Senate ratio, 

number of senators. 

Note: TEL = tax and expenditure limit. All figures are converted into 2008 dollars. 
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Figure 2. States with Separate Taxing and Spending Legislative Committees 
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Table 1. Variables and Descriptive Statistics 

Variable Description Observations Mean 
Standard 

Minimum Maximum 
deviation 

Total state expenditures per capita {2005 dollars); 

General expenditures per capita 
excludes utility expenditures, liquor store expenditures, 

1,421 3,552.07 1,203.33 1,307.16 9,129.62 
and employee retirement or other insurance trust 
expenditures 

General revenue per capita 
Total state revenue per capita {2005 dollars); excludes 

1,421 3,562.50 1,169.73 1,310.65 9,818.47 
revenue from utilities, liquor stores, and insurance trusts 

Health care spending per capita State health care expenditures per capita (2005 dollars) 1,421 221.89 98.67 51.54 630.26 
Education spending per capita State education expenditures per capita {2005 dollars) 1,421 573.52 191.61 189.40 1,316.06 
Highway and infrastructure spending State highway and infrastructure expenditures per capita 

1,421 305.71 141.20 103.29 1,220.72 
per capita {2005 dollars) 
Welfare spending per capita State welfare expenditures per capita (2005 dollars) 1,421 705.82 385.96 28.19 2,008.69 
Local aid spending per capita State local aid expenditures per capita (2005 dollars) 1,421 1,026.47 404.26 127.14 3,119.58 

Separate committees in one chamber 
Separate taxing and spending committees in one 

1,421 0.12 0.32 0 1 
chamber 

Separate committees in both Separate taxing and spending committees in both 
1,421 0.51 0.50 0 1 

chambers Chambers 
Ln(population) Log of state population 1,421 14.99 1.01 12.72 17.44 
Percentage that is Caucasian Percentage of state population that is Caucasian 1,421 85.99 9.31 60.76 99.64 
Percentage over age 65 Percentage of state population that is over age 65 1,421 12.24 1.93 6.92 18.41 
Real gross state product per capita Gross state product per capita {2005 dollars) 1,421 34,235.93 8,512.20 18,468.77 72,560.93 
Unemployment rate Unemployment rate 1,421 5.80 1.99 2.25 17.45 
Federal aid to state per capita Federal aid to state per capita {2005 dollars) 1,421 1,018.95 455.58 282.68 3,646.15 
Percentage of state revenue resulting 

Percentage of state revenue resulting from severance tax 1,421 1.44 3.46 0.00 28.50 
from severance tax 

Citizen ideology index created by Berry et al. {1998) and 

Citizen ideology 
subsequently revised {2012); value of O for the most 

1,421 47.73 15.45 7.49 95.97 
conservative position and 100 for the most liberal 
position 
Value of 1 if the state had a binding term limit in that 

Lifetime legislative term limit year that prevents legislators from seeking office ever 1,421 0.04 0.20 0 1 
again; O otherwise 

Term Limit Stringency index 
Reciprocal of the term limit length in years; O if no term 

1,421 0.01 0.02 0.00 0.08 
limit 
Tax and Expenditure Limit (TEL) index developed by 

Tax and expenditure limit 
Amiel, Deller, and Stallmann (2009); higher values 

1,421 6.53 7.85 0.00 30.00 
indicate more restrictive rules regarding taxation and 
expenditures 

Lame duck governor 
Value of 1 if the governor is in the last term before he or 

1,421 0.33 0.47 0 1 
she is term limited; 0 otherwise 

Politically divided government 
Value of 1 if both legislative chambers and the governor's 

1,421 0.53 0.50 0 1 
office are not controlled by the same party; 0 otherwise 
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Table 2. Determinants of General Expenditures Per Capita 

Variables (1) (2) (3) (4) 

Separate committees in one chamber 
-409.9*** -449.9*** -285.5*** -313.2*** 

(81.06) (92.27) (62.29) (67.48) 

Separate committees in both chambers 
-390.2* ** -552.7*** -252.0*** - 263.1 *** 
(100.9) (116.4) (68.07) (78.30) 

Ln(population) 
-863.2*** -477.0*** -446.2*** 
(216.4) (116.4) (123 .8) 

Percentage that is Caucasian 
-8.215 -19.45 -16.69 
(8.680) (12.58) (13.39) 

Percentage over age 65 
147.9** 116.4*** 109.8*** 
(57.27) (32.52) (27.35) 

Real gross state product per capita 
0.0306*** 0.0301*** 

(0.00691) (0.00695) 

Unemployment rate 
14.94 13.34 

(12 .82) (13 .71) 

Federal aid to state per capita 
0.983*** 0.991 *** 

(0.102) (0.103) 
Percentage of state revenue resulting 29.03** 27.39** 
from severance tax (12 .77) (12.59) 

Citizen ideology 
1.651 

(2,121) 

Lifetime legislative term limit 
190.7* ** 
(65.41) 

Term Limit Stringency index 
-2,381*** 

(424.4) 

Tax and expenditure limit 
-1.820 
(2 ,848) 

Lame duck governor 
-3.560 

(16.03) 

Politically divided government 
52.54*** 

(16.62) 

Constant 
2,144*** 14,240*** 8,423*** 7,738*** 

(63.32) (2,746) (1,288) {l,48~) 
State fixed effects Yes Yes Yes Yes 

Year fixed effects Yes Yes Yes Yes 

R-squared 0.90 0.91 0.94 0.95 
Observations 1,421 1,421 1,421 1,421 
Number of groups 47 47 47 47 
Note: Estimated with ordinary least squares with Driscoll and Kraay (1998) standard errors (in parentheses). State 
and year fixed-effects coefficients are not reported. Sample consists of 47 states (Alaska, Hawaii, and Nebraska are 
excluded). 

*** indicates significance at 1 percent;** indicates significance at 5 percent;* indicates significance at 10 percent. 
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Table 3. Determinants of General Revenue Per Capita 

Variables (1) (2) {3) (4) 

Separate committees in one chamber 
-259.3*** -347.1 *** - 109.3** -183.S*** 

(39.78) (54.11) (46.72) (52 .87) 
Separate committees in both -176.1 ** -376.S*** 32.85 -20.73 
chambers {69.04) (90.24) (87.14) (92.00) 

Ln(population) 
- 1,241 ** * - 776.2*** -730.1*** 

(204.6) (74.90) (72.52) 

Percentage that is Caucasian 
2.838 -16.020 -8.747 

(15.93) (13.02) (12.60) 

Percentage over age 65 
113.7** 86.33*** 95.51 ** * 
(55.65) (23.72) {20.85) 

Real gross state product per capita 
0.0377*** 0.0377*** 

(0.00502) (0.00473) 

Unemployment rate 
-11.02 -12.31 
(12.06) (13.49) 

Federal aid to state per capita 
1.188*** 1.173*** 

(0.0580) (0.0566) 
Percentage of state revenue resulting 65.01 *** 65.09*** 
from severance tax (8.910) (8 .091) 

Citizen ideology 
- 2.211 
(1.439) 

Lifetime legislative term limit 
177.6*** 
(45 .15) 

Term Limit Stringency index 
- 2,137*** 

(555.6) 

Tax and expenditure limit 
3.584* 

(1.890) 

Lame duck governor 
10.26 

{13.26) 

Politically divided government 
49.10*** 

(13.99) 

Constant 
1,952*** 18,965*** 12,403*** 11,099*** 

(38.63) (2,061) {768.5) (948.0) 
State fixed effects Yes Yes Yes Yes 
Year fixed effects Yes Yes Yes Yes 
R2 0.86 0.88 0.96 0.96 
Observations 1,421 1,421 1,421 1,421 
Number of groups 47 47 47 47 
Note: Estimated with ordinary least squares with Driscoll and Kraay (1998) standard errors (in parentheses) . State 
and year fixed-effects coefficients are not reported. Sample consists of 47 states (Alaska, Hawaii, and Nebraska are 
excluded). 

*** indicates significance at 1 percent; ** indicates significance at 5 percent; * indicates significance at 10 percent. 
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Table 4. Determinants of Categorical Expenditures Per Capita 

Health care Education spending 
Highway and 

Welfare spending Local aid spending 
Variables 

spending per capita per capita 
infrastructure spending 

per capita per capita 
per capita 

Separate committees in one chamber 
- 119.3*** -20.30 50.69*** 21.20 - 83.37** 

(13.71) (13.08) (17.24) (16.04) (33.94) 

Separate committees in both chambers 
-73.08*** - 18.06 79.94*** -109.2** 106.1 
(18.31} (21.38) (28.29) (41.75) (69.65) 

Ln(population) 
74.92*** -247.0*** 17.60 -109.4*** 45 .50 

(18.16} (25.27) (38.09) (33.93) (32.74) 

Percentage that is Caucasian 
-2.402 0.888 -6.855 1.178 9.200 
(2.628} (3.131) (4.243) (7.762} (8.783) 

Percentage over age 65 
29.47*** 21.02*** 6.134 -0.633 5.304 
(5.494) (6.190) (6.192) (9.910) (15.03) 

Real gross state product per capita 
0.00390*** 0.00235*** 0.00258** 0.000205 0.00322 

(0.000629) (0.000847) (0.00101) (0.00231) (0.00474) 

Unemployment rate 
5.379*** -2.702 -3.024 -2.272 6.452 

(1.253) (2.927) (2 .639) (5.559) (5.416) 

Federal aid to state per capita 
0.0349** -0.0101 0.0589*** 0.339*** 0.334*** 

(0.0160) (0.0153) (0.0203) (0.0515} (0.0541) 
Percentage of state revenue resulting from -0.0660 0.656 -0.236 - 0.278 23.10*** 
severance tax (1.988) (1.593} (2.492} (4.024) (6.636) 

Citizen ideology 
-0.0634 0.821 ** -0.274 2.086*** 0.653 
(0.229) (0.339) (0.281) (0.711) (1.057) 

Lifetime legislative term lim it 
4 .952 53.33*** -23.04*** 48.55** 132.2** 

{14.58} (7.010) (6.638) (18.64) (60.25) 

Term Limit Stringency index 
55.55 -846.7*** 468.8*** - 1,467*** -844.3** 

(187.4) (92.52) (80.21) (292.2) (391.0) 

Tax and expendit ure li mit 
0.576 0.130 0.603 - 0.192 - 4.914*** 

(0.494) (0.551} (0.438) (0.635) (1.626) 

Lame duck governor 
- 10.75*** - 5.086 -8.224* - 14.29 24.21 * 

(3.114) (5.840) (4.881) (9.507) (12.73) 

Politically divided government 
12.16*** 2.153 8.077* 0.307 33.21 ** 
(3.522) (2.646) (4.228) (7.496) (14.72) 

Constant 
-1,137*** 3,693*** 536.9 1,504 - 1,319 

(396.3} (633.7) (469.0) (967.0) (981.5) 
State fixed effects Yes Yes Yes Yes Yes 
Year fixed effects Yes Yes Yes Yes Yes 
R2 0.54 0.85 0.31 0.92 0.74 
Observations 1,421 1,421 1,421 1,421 1,421 
Number of groups 47 47 47 47 47 

Note: Estimated with ordinary least squares with Driscoll and Kraay {1998) standard errors (in parentheses). State and year fixed-effects coefficients are not 
reported. Sample consists of 47 states (Alaska, Hawaii, and Nebraska are excluded). 

*** indicates significance at 1 percent;** indicates significance at 5 percent;* indicates significance at 10 percent. 
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