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Overview

The lingering state budget crisis, brought on by the Great Recession of 2007, has prompted renewed
interest among policymakers in state spending caps and initiated a fresh look at the structure and
effectiveness of tax and expenditure limitations (TELs). These fiscal mechanisms are designed to
provide certain strictures to restrain the growth of governmental budgets either on the tax side or the
spending side or both. This paper reviews the use of state TELs and explores some of the policy
issues associated with fiscal limits.

Thirty states presently operate under a tax or expenditure limitation. Twenty-three states have
spending limits, four have tax limits, and three have both. About half are constitutional provisions
and the other half are statutory.

Many of the existing TELs were enacted in two periods of time—the late 1970s and early 1990s.
These periods coincided with economic fluctuations in the United States and began shortly after the
property tax revolt in California that resulted in passage of Proposition 13.

Types of Limits

In general, no two TELSs are exactly alike in their design and characteristics. While the general goal

of limits is the same—to restrain government tax revenues or spending outlays—they vary
considerably in design, scope and restrictiveness.
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Figure 1. StateTax and Expenditure Limits, 2012
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Source: National Conference of State Legislatures, 2012.

Traditional limits refer to revenue, expenditure or appropriation limits. The features and
restrictiveness of these limits vary considerably. Such variations make it difficult to categorize state
TELs, but generally, they fall into one of the descriptions below:

Revenue limits. Revenue limits tie allowable yearly increases in revenue to personal income or some
other type of index such as inflation or population. The limit provides for the refund of excess
revenues to taxpayers.

Expenditure limits. This is the most common type of state TEL. Expenditure limits, like revenue
limits, are typically tied to personal income or a growth index. The impact of expenditure limits
depends upon the limit parameters. In many states, the limit is tied to a growth index related to the
expansion of the economy. Somewhat more restrictive are expenditure limits with refund provisions
if revenues exceed the authorized spending level.

Appropriations limited to a percentage of revenue estimates. This variation of a spending limit
simply ties appropriations to the revenue forecast, typically ranging from 95 percent to 99 percent of
expected revenues. It does not establish an absolute limit or tie growth to a measurable index.
Delaware, Iowa, Mississippi, Oklahoma and Rhode Island have this type of appropriation limit in
place.

Hybrids. States also have combined components of various limits. For example, Oregon has a state
spending limit tied to personal income growth, and a provision requiring refunds if revenues are
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more than 2 percent above the revenue forecast. This law limits spending and, in a sense, limits
revenues by tying them to the forecasted amount.

In addition to TELSs, a number of states require voter approval or a legislative supermajority to raise
revenues. These are not tax or expenditure limitations in the traditional sense; however, they can still
constrain state revenue and expenditure options and in many cases, they are more restrictive than
limits. For more information on supermajority requirements, please refer to NCSL’s 2012 report,
State Supermajority Requirements for Revenue Increases.

Features of Tax and Expenditure Limits

State laws and constitutions prescribe various methods and formulas to determine the limits on taxes
and expenditures. These include both absolute limits on taxes and spending and limits on the size of
revenue and spending increases. Generally, the formulas used in fiscal limits fall into two categories:

Population growth plus inflation—this is viewed as the more restrictive formula.
Population growth is generally a steady, if not slow or stagnant, demographic indicator in a
state. Generally it is not volatile, and it takes significant population inflows through
interstate migration and international immigration to register a big increase year over year.
Such events typically only occur in certain pockets of the country and from time to time.
The consumer price index (CPI) inflation measure also has grown slowly in recent years.
While the CPI trend is related to the low inflation environment experienced in the United
States, it is by no means a guarantee of future levels. Also, it is widely accepted in economic
circles that as the official government estimate of inflation, the CPI has the capacity to
understate actual inflation. This occurs because of important adjustments that are made to
the data over time.

Percent of personal income—this is generally less restrictive because the personal income
growth measure tends to track economic ups and downs, with incomes decreasing during
recessions and increasing during expansionary periods. As a result, use of this indicator is
intended to keep budget growth restrained to the level of general economic growth in a state.

Obviously different limit characteristics promote different results. Some of the variables are listed
below, and all these factors contribute to the restrictiveness of state tax and expenditure limits.

[s it statutory or constitutional? Constitutional amendments are usually more difficult to
change than statutes.

Is it a limit on revenues or expenditures? Spending is usually easier for state governments to
control?

What is the basis of the limit? If the base year chosen to limit expenditures is a high water
mark for state spending, it is less likely the limit will be triggered.

How much of the budget is limited? Often the TEL only applies to the general fund. How
much of the budget does that really limit? How are earmarked funds treated?

What are the provisions for change? Most states build in flexibility by providing provisions
for emergencies or long-run changes in basic economic characteristics such as a declining
population or ongoing recession.
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e What are the provisions in the TEL for shifting program responsibility? Can government
entities shift programs to one another?

e How are surplus funds treated? Surplus funds in most states go into rainy day or other
special funds. However, a number of states require refunds of surplus revenues.

Table 1 lists the states with tax and spending limitations.

State

Year

Enacted in

Enacted by

Type of

Limit

Main Features of the Limit

Surplus

Provisions

Alaska

1982

Constitution

Referendum

Spending

A cap on appropriations grows
yearly by the increase in
population and inflation.

None

Arizona

1978

Constitution

Referendum

Spending

Appropriations cannot be more
than 7.41% of total state personal
income.

None

California

1979

Constitution

Citizen
Initiative

Spending

Annual appropriations growth
linked to population growth and
per capita personal income
growth.

Half to
education;

half refund

Colorado

1991

1992

2005

Statute

Constitution

Statute

Legislature

Citizen
Initiative

Referendum

Spending

Revenue
&
Spending

Revenue
&
Spending

General fund appropriations
limited to the lesser of either a)
5% of total state personal income
or b) 6% over the previous year’s
appropriation.

Most revenues limited to
population growth plus inflation.
Changes to spending limits or tax
increases must receive voter
approval.

Revenue limit suspended by
voters until 2011, when new base

established.

Refund

2009

Statute

Legislature

Spending

Revised general fund
appropriations limit to remove
the 6% of prior year
appropriations alternative, while
retaining a limit based on 5% of
total state personal income.

Connecticut

1991

Statute

Legislature

Spending

Spending limited to average of
growth in personal income for
previous five years or previous
year’s increase in inflation,
whichever is greater.
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Type of Surplus
State Year | Enacted in | Enacted by | Limit Main Features of the Limit Provisions
1992 Constitution Spending |Voters approved a limit similar to
the statutory one in 1992, but it
has not received the three-fifths
vote in the legislature needed to
take full effect.
Delaware 1978 Constitution |Referendum |Appropri |Appropriations limited to 98% of |General
ations to |revenue estimate. fund
Revenue
Estimate

Florida 1994 Constitution |Referendum |Revenue |Revenue limited to the average  |Reserve
growth rate in state personal fund
income for previous five years.

Hawaii 1978 Constitution |Convention |Spending |General fund spending must be  |Refund or
less than the average growth in  |general fund
personal income in previous three
years.

Idaho 1980 Statute Legislature  |Spending |General fund appropriations None
cannot exceed 5.33% of total
state personal income, as
estimated by the State Tax
Commission. One-time
expenditures are exempt.

Indiana 2002  |Statute Legislature  |Spending |State spending cap per fiscal year |Reserve
with growth set according to fund
formula for each biennial period.

Iowa 1992 Statute Legislature  |Appropri |Appropriations limited to 99% of |Reserve

ations the adjusted revenue estimate. fund

Louisiana 1993 Constitution |Referendum |Spending |Expenditures limited to 1992 Tax surplus
appropriations plus annual fund for
growth in state per capita refunds or
personal income. debt service

Maine 2005 Statute Legislature  |Spending |Expenditure growth limited to a |Reserve
10-year average of personal fund
income growth, or maximum of
2.75%. Formulas are based on
state’s tax burden ranking.

Massachuset | 1986 Statute Citizen Revenue |Revenue cannot exceed the three- |Reserve

ts Initiative year average growth in state wages |fund

and salaries. The limit was
amended in 2002 adding
definitions for a limit that would
be tied to inflation in government
purchasing plus 2 percent.
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Type of Surplus
State Year | Enacted in | Enacted by | Limit Main Features of the Limit Provisions
Michigan  [1978 Constitution |Citizen Revenue |Revenue limited to 1% over Refunds or
Initiative 9.49% of the previous year’s state |reserve fund
personal income.
Mississippi {1982 Statute Legislature  |Appropri |Appropriations limited to 98% of |General
ations projected revenue. The statutory |fund and
limit can be amended by majority |reserve fund
vote of legislature.
Missouri 1980 Constitution |Citizen Revenue |Revenue limited to 5.64% of Refunds or
Initiative previous year’s total state personal |reserve fund
income.
Missouri, 1996 Constitution |Citizen Revenue |Voter approval required for tax
continued Initiative hikes over approximately $77
million or 1% of state revenues,
whichever is less.
Montana* [1981 Statute Legislature  |Spending |Spending is limited to a growth
index based on state personal
income. * In 2005 the Attorney
General invalidated the statute,
and it is not in force at this time.
Nevada 1979 Statute Legislature  |Spending |Proposed expenditures are limited [None
to the biennial percentage growth
in state population and inflation.
New Jersey 1990  [Statute Legislature  |Spending |Expenditures are limited to the  [None
growth in state personal income.
North 1991 Statute Legislature  |Spending |Spending is limited to 7% or less |General
Carolina of total state personal income. fund
Ohio 2006 Statute Legislature  |Spending |Appropriations limited to greater |Reserve
of either 3.5% or population plus |fund
inflation growth. To override
need 2/3 suEermai'ority or
Referendum |Spending General
fund and
reserve fund
Constitution Appropri
ations
Constitution |Legislature
Statute Referendum |Spending
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