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1. SUI·1HARY DESCRIPTION OF THE PROPOSED CONSTITUTIOHAL AHENDMENT 

A. Introduction 

The proposed amendment would amend Article 1, §22 of the 
Constitution. It would need to be accompanied by a statute 
which defines key terms (e.g., "cost of living") and sets forth 
the exact mechanisms by which state and local appropriations 
would be limited. Until the accompanying statute is enacted, 
it will be impossible to judge exactly the effect of this pro­
posed constitutional amendment. 

B. Description 

Subsection A, Control of appropriations 

Each unit of government (the state, counties, school 
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districts, municipalities, "or any other political sub­
division") will be limited in its yearly appropriation 
according to: 

(1) Its appropriation for the base year (e.g., fiscal 
year 1979); 

(2) plus changes in "cost of living"; 

(3) plus an amount reflecting changes in the unit's 
population (e.g., average daily attendance in a school 
district) . 

If the unit, state or local, appropriates more than this 
amount, the appropriation must be approved by referendum or 
vote of the town meeting. Thus, this constitutional amend­
ment will not greatly effect the way money is appropriated 
in municipalities with the town meeting form of government. 

Subsection B, Refund of excess revenues 

Excess revenues (including appropriated by unexpended 
balances) shall either be: 

(1) Placed in a special reserve fund (see subsection C) ; 
or 

(2) returned to the taxpayers. 

Subsection C, Emergency, contingency and reserve funds 

(1) Local & state governments may establish emergency 
funds (e.g., a reserve fund, or retirement fund). Money 
can be added to this fund if a unit has not spent up to 
its appropriation limit. The unit can spend these funds 
when it. is reasonable for the management of the finances. 
These m0l11e"s- wiTi be reflected in the next year I s ap­
propriations levels. 

(2) The State may have an additional fund, a Special 
Reserve Fund to which may be appropriated annually, 
the least of: 

(a) Excess revenues; 

(b) Excess of 7.75% of personal incomes in Maine 
over the State's appropriation; or 

(c) amount required to increase the reserve fund 
at end of year to .775% of aggregate personal 
incomes. 

This fund can be used to meet emergencies caused by 
"cyclical economic conditions", funding of pensions, 
or, "after meeting these priorities," for any other 
purpose, upon 'a 2/3 vote of Legislature. Expenditures 
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from this fund shall not be figured in the state's 
appropriation limit. This provision is meant to allow 
the state to share any growth of the state's economy. 

Subsection D, Protection of local government for state­
required costs 

The State cannot reduce the proportion of its fiscal 
aid to local units of government. It cannot shift tax 
burdens. It cannot impose new programs on local units un­
less it provides full state funding. 

Subsection E, Severability 

Designed to allow the amendment to carryon even if 
parts of it are declared unconstitutional. 

Subsection F, Legislative responsibilities 

(1) Legislative design of mechanics. The Legislature 
must pass legislation which will provide the mechanics 
of this appropriations limit. 

(2) Exemptions. Exemptions from the appropriations 
limit are: 

(a) Federal revenues; 

(b) Unemployment compensation fund revenues; 

(c) Inter-governmental transfers (except taxes im­
posed by the receiving unit but collected by 
another unit) ; 

(d) Monies to pay principal or interest on debts; 

(e) Proceeds of contracts or gifts; 

(f) "Use" charges for government services. 

(3) Adjustments to the appropriations limits. The 
following adjustments shall be allowed to the appropria­
tions limits: 

(a) Transfer of funding responsibility for a pro­
gram from one unit of government to another (e.g., a 
school funding increase by the State); 

(b) Additions to the state and local emergency 
funds (see above Section 3); 

(c) Increases or decreases approved by voters (see 
above Subsection 1). 
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2. SUMMARY OF ARGUMENTS FOR AND AGAINST THE PROPOSED APPROPRIATION LIMITS 

Argurrents For 

A. The proposed constitutional limit on appropriations 
will force the GoveTI1or and legislators to eliminate unnec­
essary programs. 

B. This limit on appropriations will solve a basic flaw 
in our de.rrocracy: the fact that since the GoveTI1or and leg­
islators cannot resist narrow special-interest lobbyists, 
there is no limit on government's power to tax and spend. 

C. An appropriations limit will slCM down the grCMth of 
government. Governrrent grCMth nust be limited because it 

has weakened institutions in the private sector (the family, 
the neighborhood, the church) . 

I .,. 
I 

D. An appropriations limit will increase local control 
because the limit can be exceeded only by a referendum. 

E. An appropriations limit will lessen the burden of 
ever- growing taxes. 

F. This proposal nust be a constitutional aIl1e.1ldment. 
The GoVeTI1or and Legislature could amend a statute, and 
thus nullify the p=posal. 

Arguments Against 

A. GoVeTI1or Longley and the IOBth Legislature acted to ensure 
efficient government. They enacted several "sunset" review laws 
and reduced taxes by approximately $19 million. 

B. OUr system of government is not basically flaweC!. Represen­
tative democracy is the accarrnodation of the interests of all 
citizens. Legislators nust relate their constituents' interests 
to those of the constituents of other legislators. This is what 
the haggling in a de:mocractic body is all about. An appropria­
tions limit will mean that Maine I s least influential citizens 
will have a smaller, less important voice. If you think: the 
GoVeTI1or and the Legislature are spending teo nuch, you should 
support other candidates for public office. 

c. This proposal will not necessarily slow down the grO\vth of 
government. 

Government has not weakened these institutions. Rather, 
government services are a resp:mse to public demand and are pro­
vided only where the private sector has not adequately furnished 
them. 

D. This p=posal might very well decrease local control. Citi­
zens will not have as much reason to attend city COQDcil meetings 
and the State might have a larger say in how money is spent at 
the local level. Complicated issues such as the relative =-rits 
of COOIpeting programs should be debated at length in the legisla­
ture and not decided by referendum. 

E. An app=priations limit will not necessarily lLrnit the tax 
burden. Under this p=posal, expenditures are permitted to in­
crease as the population and the cost of living increase, boUl 
of which could exceed the present growdl rates. 

What may be needed is reform of the tax structure itself 
(e.g., reduced property taxes) s.a that persons are taxeC! more in 
accordance with their ability to pay. 

F. This measure is teo co.rrplex and its effects are teo unpre­
dictable tc be placed in the Constitution. Besides there are at 
least two statutcry loopholes that can ~ake this proposal CQ~ 
pletely ineffective (see below page 17). If you thi.TJk your rep­
resentatives are fiscally irresponsible, you should Sclpport ot.'1er 
candidates for public office. 



3. DETAILED ARGUMENTS FOR AND AGAINST THE PROPOSED APPROPRIATION LIMITS 

Arguments For 

A. Eliminates unnecessary programs. A con­
stitutional limit on appropriations, with the 
right to exceed it by popular vote, will force 
state and local government to eliminate un­
necessary programs and to set priorities. 

I 
lJ1 
I 

(A-I) Few programs actually represent the 
"will of the people." Rather, they re­
flect the narrow needs of "special-in­
terest" lobbyists. This is a basic flaw 
in our form of democracy. This proposed 
appropriation limit will make government 
more accountable to the people by en­
couraging the setting of priorities. In 
order to fund new programs that exceed 
the appropriations limit, pro-
grams will have to be cut or else a 
referendum will be necessary. 

Arguments Against 

A. A constitutional amendment is not neededo At 
the State level, proper executive branch manage-
ment and proper legislative "oversight" of the 
bureaucracy will ensure efficient government.l/ 
At the local level, with its smaller programs-and 
more accessible government, efficiency is even more 
easily assured. Governor Longley and the l08th 
Legislature are dedicated to proving that. efficient 
government is possible. During the past bienniQ~ 
the Legislature passed "sunset" measures designed to 
ensure that State programs are necessary and effi­
cient, 2/ that all agency rules are necessary and 
accurate 3/ and that only justifiable tax exemp­
tions are-allowed. 4/ Further, approxima-tely $19 
million surplus revenues were returned to the people. 

(A-I) Our system of government is not basically 
flawed. Representative democracy TSthe ac­
commodation of special interests. The GO'Jernor 
and Legislators must relate their own interests 
to those of other legislators. That is what 
the haggling in a democractic body is all 
about. - If you think the Governor and the 
Legislature are spending too much money, you 
should elect people_ who pledge not to spend 
as much. 
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Arguments For 

(A-2) There is a basic structural flaw in 
our democratic system. There is no real 
limit on government's power to tax and 
spend. Legislators are unable to resist 
the demands of the special interest 
lobbyists. The National Tax Limitation 
Cornmi ttee has said: fI The trouble is that 
lawmakers as a group, whether Democrat or 
Republican, are powerless to correct the 
basic flaw. Furthermore, the politicians 
as a group have no interest in correct­
ing the basic flaw, because they have 
learned how to prosper with it. They 
gain political advantage by voting for 
economic programs with obvious benefits 
and costs. Being human beings, they 
see quite logically that their own po­
litical careers can rest very com­
fortably on this flawed system. They 
have no incentive to change it. fI Y 

Arguments Against 

(A-2) The Governor and the Legislature are not 
helpless. They have acted to meet the minimal 
needs of Maine citizens. Maine, as compared to 
the rest of the states, does not have opulent pro­
grams. For example, in 1976 Maine's cost per pub­
lic school student was lowest in the N.E. states 
and 36th lowest in the country. 

If a professional lobbyist occasionally acts 
against the 92neral public interest, the solution 
is not to cut back on necessary services but rather 
to improve legislators' ability to handle lob­
byists' influence (e.g., disclosure of lobbyists' 
activities; better information on which legislators 
can base their votes) and to encourage greater par­
ticipation by the general public in local and 
state government. A constitutional appropriation limit 
might actually tend to discourage local participa­
tion (see below Argument C-l) . 

Finally, the proposed appropriation limit will 
not necessarily defeat a lobbyist who acts against 
the public interest. His program can still be 
enacted. The persons who might very well be harmed 
by this proposal are the least powerful of Maine's 
citizens. Their representatives will not be able 
to compete with the better funded, more articulate 
lobbyists of large businesses and large unions. 
Even if all programs are cut back services to the 
least influential of Maine citizens might be re­
duced the most. 



Arguments For 

(A-3) This appropriations limit will allow 
legislators to resist the inevitable qovern­
ment spending escalation of the "boom-bust" 
cycle. If there is a recession the demand 
for services increases; if there is 
economic prosperity there are surplus 
revenues to spend on new but not needed 
programs. 

B. Improves the economy. When government taxes 
make up too great a percentage of personal income, 
the free market economy suffers. Consider Maine's 
1976 per-capita tax burden: $469.6. This was 
higher than any other N.E. state and $52 higher 
than the National figure of $417.1. 

I 
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Arguments Against 

(A-3) This past session the Legislature returned 
surplus tax revenues of approproximately $19 mil­
lion. It is apparently capable of resisting the 
"boom-bust" cycle. 

Further, unlike the Federal government, the 
State of Maine must have a balanced budget. We 
cannot spend more than we receive in revenues. 

B. The Maine tax burden is not too high. Maine is a 
rural state which requires many government services 
which have high fixed costs. Providing even minimal 
services causes substantial costs. What may be need­
ed is reform of the tax structure itself (e.g., re­
duced property taxes) so that persons are taxed 
according to their ability to pay. 

It could be premature to set spending limits if 
the Maine tax structure itself is regressive. If it 
is regressive then the benefits of a spending limit 
would go to the higher income people who already pay 
a lesser percentage of their income in taxes -than 
lower income families. 

The economic theories in support of a tax limita­
tion are a matter of much debate. For every econo­
mist who supports a tax limit, there is an economist 
who opposes tax limits. The point is that the cure 
to our economic problems is a highly debatable lssue 
and just one side of that debate should no~ be made 
a part of our basic constitutional principles. 7/ As 
Justice Holmes said in dissent when the Supreme-Court 
refused to allow the State to restrict too long work 
days: 

"A Constitution is not intended to embody a 
particular economic theory, whether of paternal­
ism ... or of laissez faire. It is made for peo­
ple of fundamentally differing views." 
Lochner v. New York 198 US 45 (1905). 
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Arguments For 

(B-1) High State taxes discourage the growth 
of business in Maine. 

C. Government is growing too fast. Government 
growth must be limited. It intrudes too much 
into our every day lives. Because 
of overwhelming government the more tradition­
al, voluntary sources of social services -
the family, the neighborhood, the church -
have been weakened and deprived of meaning. 
As Nobel Prize-winning economist Milton 
Friedman recently wrote: "The populace is 
corning to realize that throwing government 
money at problems has a way of making them 
worse, not better, that people are likely to 
get more out of spending their own money than 
out of turning it over to bureaucrats to spend 
it for them." V 

Arguments Against 

(B-1) Two responses to the argument that high 
State taxes destroy business incentives are: 

(1) The 1977 Casco Bank study 8/ of our 
business climate showed that the chief 
reasons businesses decide against Maine 
are heat and energy costs and distance to 
markets. Indeed, our "reasonable tax 
structure" was identified as a favorable 
factor in business location decisions. 

(2) If government does not provide proper 
state and local services (e.g., a good 
school system for the children of em­
ployees, sufficient recreation opportuni­
ties) businesses will not want to move here, 
despite the low taxes. Our current 
services are not opulent. 

C. Two responses to this concern: 

(1) Government services (roads, education, wel­
fare) are provided only when the private sector 
has failed to satisfy the needs of Maine citi­
zens. Maine is not the federal government, where 
deficit spending can lead to bloated, ineffi­
cient programs. 

(2) The people who complain about the bigness 
of qovernment are often people who are already 
self-sufficient. If an appropriations limit 
reduces services, it will be the services for 
those who are least articulate and least able 
to lobby in the Legislature for their needs. 
Surely the best financed 1 mos·t e ffecti ve lob­
byists represent society's vested interests. !QI 
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Argument For 

(C-l) There is no weight to the argument 
that if such a constitutional limit on 
appropriations is passed, legislators 
and other elected officials will have less 
important jobs. Indeed, their job will be 
even more cnallenging. As economist 
Milton Friedman has written concerning 
California's Proposition 13 (a "roll­
back" of government spending unlike 
Maine's proposed lid on future expendi­
tures): "Of course, the reallocation of 
revenues to finance the most essential 
services will take some doing - but 
what are elected representatives for."ll/ 

The National Tax Limitation Committee 
elaborates further: 

"The reasoning runs this way. When a 
special-interest group puts pressure on a 
legislator, thanks to the basic flaw that 
gives that group an undue influence, the 
legislator is faced with two choices: 
spend more money, or look like a heart­
less skinflint, and eventually be thrown 
out of office. You can't expect men to 
be saints. They'll crumble under pressure. 

But the point is that they don't 
enjoy crumbling. It saps their self­
respect. They would much prefer to be 
able to resist the special pressure 
without jeopardizing their careers, and 
without taking responsibility for their 
actions. They would like to be able to 
say: 'I understand your humane goals, 
and I do see that your proposed new pro­
gram may do some real good. But it vlould 
ta.."<e the budget beyond the limit imposed 
under the formulas written into the Con­
stitution, and my hands are tied. If 
you, however will show me where we should 
cut the budget in some other program, 
I'll be happy to take the entire package 
to the floor and present it to my collea­
gues. f 

Argument Against 

(C-l) Legislators and municipal officials will 
be denied important responsibilities. 
While a referendum may seem to increase "local 
control" the opposite may be the case. Angry 
taxpayers may no longer need to crowd into 
local budget meetings, protesting increased 
spending. They can sit at horne secure that 
their tax burden will not unduly rise. Further, 
this proposal which mandates that new Legisla­
tive programs be completely funded at the state 
level may decrease local input into the design 
of programs. 

If elected representatives are deprived of 
meaningful duties men and women of ability and 
conviction may not continue to run for elected 
office. 
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Arguments For 

And now the legislator is happy. He 
can appear to be sympathetic, while running 
an orderly financial ship. And.the b';1si­
ness of deciding who gets what lS declded, 
as it should be, by the political process, 
while the taxpayers as a group have delivered 
the major decision as to how much of their 
wealth is to be spent by the political pro­
cess." 12/ 

D. Protects right to private property. 
Citizens are overtaxed. Government levies 
are so great, and eyer gro\ving, that we are 
being deprived of our basic liberty to own 
and use our private property. Our consti­
tutional amendment will slow the growth of 
governnent and if the majority thinks it 
should continue to grow, it will be so re­
flected in a referendum vote. 

As evidence of this trend toward over­
taxation, the National Tax Limitation Com­
mittee offered the following information 
for Maine, detailing the growth of state 
and local government expenditure and the 
growth of personal governrnent: ~ 

Fiscal State & Local Personal 
Year ExpC.:ldi ture Incane 

(~ 9:ra,.r...h) (% ';1ro·>'lt.~) 

1964 2.5% 8.7% 
1965 1. 7% 7.9% 
1966 9.4% 7.3% 
1967 18.0% 5.0% 
1968 13,0% 8.3% 
1969 2.5% 7.9% 
1970 17.0% 8.2~ 

1971 18.0% 4.4~ 

1972 8.6% 9 JO. 
• -' 0 

1973 11.0% 12.0% 
1974 10.0~ 14.0% 
1975 15.0% 6.2% 

Arguments Against 

v. Three responses to this argument are: 

(1) Arguments pertaining to the threat to private 
property resulting from government taxes are 
sheer rhetoric. Property rights are not at stake. 
Americans, compared to many other industrialized 
nations, are lightly taxed. "On an overall 
basis ... A~ericans spend less of their earnings 
for taxes than the citizens of any other advanced 
country. A~d the most recent U.S. trend is for 
reduced taxes, compared with escalations in 
France, Sweden, Greece and other industrial coun­
tries." 14/ The Organiza~ion for Economic Co­
operation-& Development in its study of tax pat­
terns since 1965 concluded that in relation to 
its personal income the U.S. tax burden was the 
lowest of the 23 industrial countries. As mea­
sured by the Gross Domestic Product, America's 
taxes ranked in the middle of the 23 countries. 

(2) The right to private property is not a pre­
eminent right. It must be balanced against 
each citizen's constitutional right to due pro­
cess and equal protection. Imagine the follow­
ing situation under the proposed con-



Argwuents For 

E. Alternatives are worse. A constitutional 
limit to increase state or local appropriations 
is a modest approach. Fail to pass it a~d 
Maine may be forced by public pressure tc accept 
a more radical approach, similar to Proposition 
13's "roll back" of public spending in Califor­
nia. 

I F. Emergencies are provided for. Emerge~cies 
:::: are well provided for. $;tate and local govern­
I ment units can set aside funds for emergency sit-

uations. And, of course, there is always the 
opportunity to spend beyond the appropriation's 
limit if a referendwu so approves. 

G. The people will have the final word. Always' 
remember, this constitutional amendment is not 
an absolute lid on spending. New programs can 
be initiated when old programs are no longer 
necessary or when the people, in a popular vote, 
approve increased spending. In the words of the. 
National Tax Limitation Committee: "And the bUSi-\ 
ness of deciding who gets what is decided, as it 
should be, by the political process, while the ' 
taxpayers as a group has delivered the major de­
cision as to how much of their wealth is spent 
by the political_process_,.,_" 16/ In short refer­
endums on SpenQlng issues VJi1.1 allow the average 
citizen a direct voice in how his tax dollars 
are being spent. 

Argwuents Against 

stitutional amendment. A severe winter empties 
a town's treasury. The General Assistance 
Fund is empty. In a referendwu the t01,'I1 re­
fuses to increase appropriations. The im­
poverished receive no more assistance from the 
town. This might very well be an unconsti­
tutional violation of the 14th Amendment (see 
Goldberg v. Kelly 397 US 254 (1970); Dandridge 
v. Williams 397 US 471 (1970)). 

E. In some ways this proposed amendment is more 
radical than Proposition 13. It makes a fundamental 
change in our system of Government. Perhaps 
there are better alternatives. For example, mech­
anisms for program review, a property tax circuit 
breaker, reform of the budget system. See Section 
6 of this memo for a listing of tax limitation al­
ternatives. 

F. and G. Perhaps some objections to the proposed 
constitutional limit on appropriations can be de­
fused by pointing to the proposed referendum pro­
vision: the people can always vote to e~ce~d ~he 
limit. But is this desirable? Henry Falrlle In a 
recent article 15/ makes the following observations 
on the problems of such .. direct democracy'l: 
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Arguments For 

H. It is necessary to make this proposal 
a constitutional amendment because that is 
the only way to solve the basic flaw in our 
form of government: the Governor and the 
Legislature's inability to resist special 
interest lobbyists and thereby control 
government spending. 

Arguments Against 

(1) "But to carry the dogma of popular sover­
eignty to the extent of saying that the power 
of the people can be exercised truly and ef­
fectively only when it is exercised by them 
directly [in a re·ferendum] is to deprive the 
representative system of all justification and 
function. One might as well have an elec­
tronic referendum on every issue." 

(2) "In the famous Hodel St~J:~ constttution 
that was drawn up a generation ago, it was 
provided that 'The initiative shall not be 
used as a means of making appropriations of 
funds. I proposition 13 did not actually 
appropriate funds, but it in effect i~truded 
in the appropriation process. If leglslatures 
do not have the power of the purse - including 
the power of taxation - then their final 
erosion as representative bodies has begun. 

H. This provision should not be a constitutional 
amendment for the followinq reasons: 

(1) The Governor and the lOBth Legislature can resist 
lobbyists whose programs are not in the public interest. 
If they can't, elect ones who can. 

(2) This proposed amendment is too =plex a1l.d its 
effects too unpredictable to be placed in the constitu­
tion. It will be difficult to amend. There are at least 
two statutory loopholes which could make it completely 
ineffective (see belOit, page 17). 

(3) This constitutional limit on appropriations ,vould 
make possible a "freeze" of the cu=ent balfu'"lCe between 
State and local spending and personal incane (abS8.1l.t 
referendum approval of higher spending). .mo is to say 
that this is the right balance? All 22 Q'-c..her industrial 
oountries feel the state should spend a greater percen­
tage; and mallY argue that their "quality of life" is 
better than America's. 
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Arguments For Arguments Against 

To possibly freeze the current proportion of 
State benefits and private property by amend­
ing our Constitution is to significarrtly 
narrow the debate on this crucial issue. 
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4. ANALYSIS OF EACH SECTION OF THE PROPOSED CONSTITUTIONl\L 

AMENDHENT (5'fH DRAF'f) 

Constitution, Art. I ~22 is amended by adding after the first 

paragraph, the following: 

.1- (A) Control of appropriations. 

2- Notwithstanding any other provision of the 

3- Constitution, commencing with any fiscal year after 

4- the annual appropriations of a 

5- unit of government during any fiscal year shall not 

6- exceed the appropriations, as adjusted, for the prior 

-.,-'-------'--------
Subsection A, Con·trol of appropriations 

Line 1. This language would be meaningless if the proposed amend­

ment violated any fundamental rights guaranteed by the 

federal or state constitution (see below, Subsection C, 

lines 24-37). 

Line 3. The fiscal year this amendment would take effect is 

crucial. If it were June 30, 1978 (assuming passage in 

this November·' s general election) the state and munici­

palities could not adjust their appropriations in an­

ticipation of the effect of this amenilinent (e.g., at 

the state level appropriate money for a contingency fund, 

see below, Subsection C, lines 24-37; at the local level, 

increase appropriations for the General Assistance ac­

count to guard against an unexpectedly harsh winter). 

Line 6. 'fhe phrase "as adjusted" refers to the computations al­

lowed in Subsection F (e.g., Federal revenue sharing is 

not to be considered in figuring each year's appropria-

tion limit. -16-



i- year, except for cost-of-living and population changes, 

Line 7. There are two key phrases which must be defined by the 

Legislature in the legislation that should accompany this 

proposed amendment: 

A. "Cost of living:" Should this be defined by 

the consumer price index or by growth in personal 

income? Should it be replaced by a "growth of 

the economy" index? 

B. "Population changes:" How will such information 

be gathered? How will it be measured: by sim­

ple growth; by charges within a stable popula-

tion (e.g., greater number of elderly)? Hill 

it be able to reflect a trend happening in many 

urb'an areas today: the young, affluent moving 

to the suburbs, leaving J:ehind the elderly and poor peo-

ple and while the city's total population may 

have shrunk, the need for services might have 

increased. will the annual monitoring of popu-

lation lead to a larger bureaucracy? 

Depending on how the legislation is drafted, these 
factors could be monstrous "loopholes." For example, 
assume "cost of living" is to be measured by personal 
income. The statute could read "the appropriations 
limit will double every time income increases by 1%." 
An absurd example but apparently entirely possible. 

-17-



8- unless the electors of such unit of government approve a 

9-. different amount. Any amount appropriated above this 

10-

11-

12-

i 
13- , 

I 
I 14-1 

limitation shall not be effective until ratified by the 

electors of such unit of government in accordance with 

la'ff . 

(B) Refund of Excess Revenues.· 

Should excess revenues including appropriated but 

15-' d unexpen cd balances accrue to a unit, such excess shall 
I 

Lines 9-12. A question the Legislature must decide: Would the 
electors' vote be on the entire budget; just on 
new or expanded programs; or on whatever programs 
the elected town leaders wished to put out to 
referendum (e.g., pass a budget with an increased 
recreation budget and put out to referendum the 
cost of police protection)? Would a referendum 
on just new or expanded programs increase or de­
crease the influence of "special-interest" lobby­
ists? 

Another point: a referendum in a city such 
as Portland or Bangor can be quite expensive. And 
remember, for municipalities with the town meeting 
form of government this amendment won't make much 
of.a difference. 

Another question: is a referendum a good way 
to debate often complex policy issues? Rather than 
a referendum would a requirement of a 3/4 or 4/5 
vote of the Legislature be preferable? See Section 3, 
Arguments Against F and G. 

Line 15. Should the word "unexpended" be replaced by " unen -
cumbered"? This would protect unspent dollars in 
the reserve funds allowed in Subsection C and money 
conuuitted to pay for already contracted for services. 

-18-



16- be refunded or credited to the t~xpayers after any 

Line 16. In addition to the refunding or crediting of excess tax 

revenues, would it be a good idea to also allow debt 

retirement or allocations' to next year's budget (there­

by avoiding the expense of refunding taxes)? Another 

consideration; what if a municipality chooses to fund 

all or part of its utilities from General Fund charges 

rather than user fees? Because user fees are exempted 

from the appropriations limit would such a move result 

in an over-appropriation and the resulting referendum? 

Assuming the expenditures of a Special District are a 

good reflection of consumer need, should Special Dis­

tricts be exempted from this proposed amendment? 

Another important consideration is that the 

logical way to return tax surpluses is through a 

state income tax credit. Yet many low-income persons 

do not earn enough to pay state income taxes, yet 

they contributed to the surplus by paying sales or 

property taxes. 

-19-



, 
I 

18-i 
! 

19-' 
i 

20-

21-

'22-

23-

24-: 
I 
I 25-1 

26-1 
27-

1 

28-

29-

appropriation to special reserve funds as provided in 

Subsection (C) in such manner as shall be determined by 

the governing body of the unit. From year to year, the 

governing body of each unit of government shall adjust 

tax rates to reasonably minimize the collection of 

revenues in excess of those which may be appropriated 

pursuant to paragraph (A). 

(C) Emergency, Contingency and Reserve Funds. 

(1) Each unit of government is authorized to 

establish an emergency fund, and such ;ther contingency, \ 

reserves, sinking, investment, retirement or similar 

fund or funds as are reasonable and appropriate for the 

management of its finances. When appropriations of the 

30- unit are less than the appropriations which may be made 

31- that year, the difference maY be designated by the 

32- legislative body of that unit as an addition to the 

33- balances of one or more such funds. An appropriation of 

34- fund balances to meet emergencies and other needs for 

35- which such funds may have been established shall be 

36-deemed to have been made in the fiscal year of the 

37- transfer of monies to such funds. 

Subsection C, Emergency, contingency and reserve funds 

Paragraph 1 

Lines 24-37. This pa~agr~ph allows any state or local government 

to create emerg~ncy funds. They would be funded 

by excess revenues or left-over dollars when a unit 

-20-



has sp~nt less than it appropriated. A possible 

problem with these emergency funds is that they 

rnightnot have any money in them. However, this 

raises a possible "loophole" in the amendment. Is 

there a provision which would prevent a unit from 

establishing a normal contingency fund and then 

making an appropriation to it? At the end of the 

fiscal year when unexpended funds had to be returned 

to the taxpayers or placed in an emergency fund 

created under this subsection, the unit could simply 

transfer the contingency funds to one of the emer­

gency funds. This raises again the importance of 

the base fiscal year that must be chosen in line 

4. If it is the current fiscal year this strategy 

would seem foreclosed. 

Paragraph 1 also raises a possible constitu­

tional problem with this proposed amendment. Imagine 

an empty emergency fund, a severe winter, a depleted 

General Assistance fund. The impoverished people of 

the unit need food, heating oil, etc .. Funds can 

only be raised by referendum and the unit votes not 

to raise extra dollars. An argument could be made 

that the people eligible for aid had been unconsti­

tutionally denied General Assistance (see Goldberg v. 

Kelly' 397 US 254 (1970); Dandridge v. \IJilliams 397 

US 471 (1970). One possible way of avoiding this 

problem would be to allow municipal officials to 

shift revenues between the various funds of the bud-

get. 

In line 29 is "expenditures" a better word than 

"appropriations"? 

-21-



38- (2) In addition, the State is authorized to estab-

39- lish a Special Reserve Fund to which may be appropriated 

40- annually after the fiscal year has ended an amount equal 

41- to the lesser of (i) the total of excess re~enues col-

42- lected, (ii) the excess of 7.75%* of aggregate personal 

43- incomes in the State over the appropriation of State 

44- government as defined in paragraph (A), or (iii) the 

45- amount required to increase the Special Reserve Fund 

46- balance at the end of the year to .775% of aggregate 

*to be adjusted to most recent estimates of growth in personal incomes 

Lines 38-39. The State (but not other ~nits) can establish a Spe­

cial Reserve Fund (SRF) for specific emergencies 

(funding of pensions, economic recessions, or for 

any program upon 2/3 vote of Legislature). 

Lines 40-46. The' least dollar amount of the three canputations listed 

here can be put in the SRF. Apparently the multi-

pI ica tion factor (7. 75% or .775%) is supposed to re-

flect the grmvth, of personal income that year. 

In line 41 does "aggregate personal income" 

refer to personal income or real personal income 

(adjusted for inflation)? How will the state de-

termine it? 

One possible problem: if personal income is 
low (or even declines in a depression or a time of 
high inflation (assuming real personal income is used) 
there might not be much to put into the fi.R.F •. In 
any case, this paragraph is designed to allow the 
state to share in any growth in the State's economy. 
Municipalitie~ will share in such growth through the 
state revenue sharing program (these revenues are ex­
empted from the appropriations limit, see subsection 
F, U, sub-~I iii) • 

-22-



47-

48-

49-

50-

51-

personal incomes. An appropriation of Special Reserve 

Fund balances may be made to meet emergencies caused by 

cyclical economic conditions as determined by the Legis­

lature upon the request of the Governor; to provide 

reasonable funding for the pensions of State employees, 

Line 49. Is "cyclical" necessary? \\1hat if foreign competition 

causes an economic downturn in Maine? What is determined 

by the Legislature: "emergencies" or "economic conditions" 

It is important to know in light of the possible la.\v 

suits that might arise under this subsection. 

Line 50. Should the Legislature have to wait for the Governor to 

request the use of the SRF fund? 

Line 51. Does the priority position afforded the funding of pub­

lic employee pensions commit the State to 100% funding 

of the pension plan? "State employees" should be changed 

to include municipal members of the state pension sys­

tem. 

Who is to interpret \vhat "reasonable" means? It is po~ 

sible to imagine state employees bringing a lawsuit and 

claiming the pension system funding was not "reasonable." 

On the other hand, such protection might be justi­

fied. In a fiscal scrape, it is politically easy to 

put off funding the pension system. 
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52-

53-

54-

55-

56-

57-

or, aftet meeting these priorities, upon a two-thitds 

vote of the legislative body, for any other purpose. 

Appropriations to or from the Special Reserve Fund shall 

be excluded from the calculation in determining the 

appropriations limit for the subsequent year under 

Subsection (A). 

58- (D) Protection of U~cal Government for State-Required 

59- Costs. 

60- The State is prohibited from requiring that local 

61- units of government provide any new or expanded programs 

62- or services without full State financing; from r.educing 

Line 52. Again, with such vague language, it is easy to imagine 

a lawsuit claiming the emergencies have not been met. 

For example, in a recession interest groups might claim 

greater welfare or unemployment benefits than the Legis­

lature is willing to give. 

Subsection D, Protection of local government for state required 

costs 

Lines 60-62. The fact that any new or expanded State programs 

must be funded at the state level would seem to 

lessen "local control." If the state pays the 

fiddler it will also call the trine. This prohibi­

tion is absolute and its ramifications might be far~ 

reaching. For example, could a state court force 

municipalities to provide special education ser­

vices if the court read the State Constitution 

to require such services? 

-24-



63- the proportion of appropriations in the form of aid to 

64- the local units of government, or from shifting the tax 

65- burden to the local units. The proportion of total 

Lines 62-64. One way around this prohibition from reducing the 

proportion of state aid might be to institute 

"matching fund" programs. This would be unfair to 

Im'/ valuation municipalities who would be sorely 

pressed to raise the matching funds. However, lines 

60-62 might prohibit matching fund programs. 

Lines 62-64 are somewhat ambiguous: apparent-

ly the phrase "local units" refer to all local units 

taken as a group. Does "appropriations in the form 

of aid" include the state revenue sharing program? 

If a sudden state emergency arose which re­
quired a large expenditure (e.g., a plague of spruce 
bud worms) could the state finance it without also 
increasing its local aid? If it did not increase 
local aid would the "proportion of appropriations" 
to local units be unconstitutionally reduced? 

Lines 64-65. Had this provision been in effect last year could the 
Uniform Property Tax have been repealed? 
This problem might be solved by stating that the 
"aggregate" tax burden could not be shifted. Then· 
the UPT could have been repealed as long as the State 
assumed the full cost of the "pay-in" towns. 

An important point: doesn't this proposed con­
stitutionill amendment conflict with the one scheduled 
to be on this November's ballot which would require 
the State to reimburse municipalities for 50% of any 
future local tax exemptions it orders (e.g., Veterans' 
property tilX exemptions)? 

-25-



66- State appropriations paid to all local units of govern-

67- ment, taken as a group, shall not be reduced below ~ 

68- percent. 

Lines 65-68. These lines are in conflict with lines 62-64. 
Possibly it is best to just delete lines 62-64. 
There could be problems of significant industrial 
development if one municipality increased its state 
valuation and thus its state aid was reduced. Not 
only would the municipality have to go to refer­
endwn (new developments mean costly new services) 
but the state might have to increase its aggre­
gate state aid in order to prevent the state-
local proportion falling below the percentage 
figure in line 67. 

Perhaps another troublesome situation would 
be where a unit experiences only slight economic 
growth. Every year the budget would be squeezed 
a little tighter. 

What if, by referendum, the state increased 
its level of spending on state programs? Would 
this mean its spending on local aid would also 
have to increase or else the percentage of appro­
priations would fall below the required level? 

Does this foreclose the possibility of using 
denial of state funds to require local compliance 
with state laws (e.g., the enforcement of general 
assistance laws)? 

The ramifications of this section are very 
complex and they need to be analyzed in depth. 
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69- (E) Severability.' 

70- If any expenditure category or revenue sourcp shall 

71- be judged exempt or excluded from the restrictions of 

72- this section, pursuant to final judgment of any court of 

73- competent jurisdiction and any appeal therefrom, the 

74- process for computing the appropriations for that and 

75- subsequent fiscal years shall be adjusted accordingly. 

76- If any section, part, clause or phrase in this amendment 

77- is for any reason held invalid or unconstitutional the 

78- remaining section shall not be affected but will remain 

79-' in full force and effect. 

Subsection (E) Severabili~ 

Lines 70-75. This is an appropriate place to discuss possible 

exemptions from this proposed amendment. For ex­

ample, should federally-mandated expenditures 

(e.g., the requirement that municipalities end open 

dump burning) be exemptedior should cour~ordered 

expenditures (e.g., r~cent Pineland right-to-

treatment suit) be exempted? Further, an argument 

could be made that welfare costs (see comments to 

lines 24-37) should be exempted. On the other hand, 

if specific programs are exempted think of the book­

keeping problems! 

Lines 76-79. If the const'i tutional iiifirmity is central to the 

scheme of the entire amendment, this language might 

not save it. 
-27-



80- (F) Legislative Responsibilities. 

81- The Legislature shall enact statutes consistent 

82- with the purposes and intent of this section, to imple-

83- ment the provisions of this section, including, but not 

84- limited to, procedures for: Computing the annual appro-

85- priation limit for units of govetnment, selecting a 

86- method to calculate cost of living and population 

87- changes, adjudicating questions and controversies 

88- arising hereunder, and resolving special circumstances. 

Subsection F, Legislative responsibilities 

Lines 81-88. This subsection offers a glimpse at the complicated 

decisions the Legislature should make before putting 

this out to a referendum vote. Unless these gues­

tions are answered statutorily before the election, 

no one will be able to tell the .exact effect of the amen 

mentis passage. One aspect that must be considered: 

many of the terms used in the amendment must be 

statutorily defined. 
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89- For the purposes of implementing by statute this 

90- section, the following shall apply: 

9l~ (1) Appropriations or expenditures of the 

92-

93-

94-

95-

96-

97-

98-

99-

100-

101-

102-

103-

104-

105-

Lines 95-96. 

Lines 99-105. 

following revenues or monies, shall not be 

considered appropriations subject to the 

control of paragraph (A) of this section: 

(i) Monies received from the Un ited States 

of America; 

(ii) Monies paid to and from the unemploy­

ment insurance compensation fund; 

(iii) In~er-governmental transfers meaning, 

that is, monies transferred' from one 

unit of government to another, except 

the proceeds of taxes, fees or penal-

ties imposed by the receiving unit 

collected by another unit of 

government; 

Should federal funds be exempted from the appropria­

tions limit? For example, in Augusta a great per­

centage of Lithgow Public Library's funds are Federal 

revenue-sharing money. If these dollars are stopped 

a referendum might be necessary. 

Refers to state revenue sharing funds. 
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106-

107-

108-

109-

1l0-

lll-

112-

113-

114-

115-

116-

117-

118-

119-

120-

121-

122-

123-

124-

(iv) Monies derived from the issuance of, or 

to pay interest on, or to repay,the 

principal of indebtedness authorized 

and issued in accordance with law; 

(v) The proceeds of contracts, grants, 

gifts, donations and bequests made to 

the unit of government for a purpose as 

specified, ~X, t~.e ~~:mt.ra<:.tor_ o~ d()no~; 

(vi) Use charges derived by the unit of 

government from the sale of a product 

or service for which the quantity of 

the product or the level of service 

provided to a user is at the discretion 

of 'a user, and the total user charge 

collected is no greater than the cost 

reasonably ascertained to have been 

borne by the unit of government in 

providing the product for its service 

to the user; 

Lines 106-109. This would seem to encourage increased financing 
of programs by issuance of bonds. However, this 
might be prevented statutorily. 

Lines 114-124. It is not clear whether the exempted user fees 
would include fees a person is compelled to pay 
(e.g., a hook-up with a sewer line that is re­
quired by state law). Without this limitation 
user fees could become a popular way of delivering 
services without 'exceeding the expenditure ceiling. 
Further, this amendment does not end the dedica­
tion of highway revenues. Why shouldn't the many 
millions set aside for state-funded highways have 
to compete as a "priority" program with all other 
programs? 
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140-

141-

142-

143-

144-

145-

146-

147-

148-

149-

130-

151-

152-

153-

154-

155-

156-

157-

158-

159-

160-

161-

162-

163-

the balances of emergency and other funds 

established pursuant to Subsection (e); (i i i) 

for increases or decreases approved by the 

electors. For special districts, adjustment 

methods unrelated to cost-of-living and popu-

lation changes may be authorized by statute 

and utilized if approved by the electors of 

such unit of government. 

(4) For the purposes of this section: ( i) "Unit 

of government" is the State of Maine, any 

county, any city, any town, any plantation, 

any school district, or any other political 

subdivision created by the Legislature; (i i) 

a "local unit of government" is any political 

subdivision of the State but is not the State 

or any of its departments, agencies, bureaus, 

boards or commissions; if there be no electors 

of a unit of government, the Legislature shall 

prescribe the methods by which issues 

requiring approval of the electors shall be 

decided; (i i i) "cost of living" means the 

increase in the cost of living experienced by 

the people of Maine as measured by any 

r.easonable method in accordance with law; 
" -- '.' 

Lines 143-147. Is this restriction on the powers of special districts 

justified (see line 16)? 
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16·1-

165-

166-

167-

168-

169-

170-

171-

172-

173-

(iv) the "population" of an entity other than 

a school district shall be measured by a 

method prescribed by the Legislature; the 

population of a school district shall be 

measured by average daily attendance, as 

defined by law; (v) "aggregate personal 

incomes" shall be measured by the total gross 

personal income (?) reported to Bureau of 

Taxation for the immediately preceding 

calendar year. 

174- (G) Any group of one hundred persons who are electors 

175-

176-

177-

178-

and taxpayers of this state shall have standing to 

bring an a~tion in the Supreme Judicial Court to 

enforce the provisions of Subsections A through F 

of this section. 

Lines 171-173. 

This definition of personal income would measure only 

the income of persons who owe income taxes. Many per-

sons earn income yet often declare no taxable income 

because of various tax laws (e.g., credits, exemptions 

and deductions) . 
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GENERAL COMMENTS 

If you decrease general fund expenditures in 1975 by $45M 

and allow for subsequent normal growth of this amount in later 

years the annual growth rate for general funds decreases to 

around 9%. This allowance is justified as an adjustment for 

the state's assumption of hitherto local school costs in 1975. 

This would be offset by an increase in local tax efforts, but 

note that the annual rate of increase of local revenues has 

only been around 6%. If the $45M and growth is added to local 

tax expenditures the local annual increase would run to around 

10%. 

Note that the annual increase in the rate of growth of 

Maine Personal Income (Exhibit 3) has been around 11%, right 

in line with the rate of increase of total state expenditures. 

Because the definitions of "cost of living" and "popula­

tion changes" are crucial to determining the effects of this 

proposed amendment, agreed upon statistics are a necessity. 

Note that the Tax Limitation Committee's figures in Exhibit 12 

differ from those in Exhibit 3. Such differences must be re­

solved before we can begin to determine the effect of this pro­

posed limit on appropriations. 
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1977 1976 

1,084,900 1,071,380 
(Provisional) 

1975 

1,058,000 

MAINE POPULATION* 
1970-77 

1974 1973 

1,049,400 1,038,600 

Compounded annual rate of increase 1.3% 

*Source; U.s. Bureau of Census 

1972 1971 1970 

1,025,900 1,012,200 993,700 
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CONSUMER PRICE INDEX (NATIONAL) * 

1972-77 

1977 1976 1975 1974 1973 1972 

181.5 170.5 161. 2 147.7 133.1 125.3 

6.45% 5.77% 9.14% 10.97% 6.23% 

TOTAL INCREASE 

1972-77 

44.85% 

Annual increase 7.7% 

* Source: U.S. Department of Labor 
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1977 1976 1975 

$6.366 $5.761 $5~070 

10.50% 13.63% 6.54% 

Annual increase 11% 

MAINE PERSONAL INCOME * 
(BILLIONS -OE' -DOLLARS) 

1972-77 

1974 

$4. 759 

10.16% 

1973 

$4.320 

14.01% 

TOTAL INCREASE 

1972-77 

68.01% 

1972 

$3~789 

*Source: Survey of Current Business, u.s. Department of Commerce 
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1977 1976 1975 

$4.528 $4.326 $4.008 

Annual increase 3.63% 

MAINE REAL PERSONAL INCOHE * 

(BILLIONS OF DOLLARS) 
1972-77 

1974 1973 1972 

$4.070 $4.094 $ 3.789 

*Source: Survey of Current Business, U.S. Department of Commerce 



,::,. 
o 
i 

1978(est.) # 1977 

$417,.184 $373,370 

11. 8% 11.1% 

A~nual increase 11.86% 

Y~INE STATE GENERAL FUND EXPENDITURES * 
(THOUSANDS OF DOLLARS) 

1972-77 

1976 1975 

$336,149 $332,902 

9 051, 
• u ~ 35.7% 

1974 

$245-; 376 

6.7% 

1973 1972 

$229,972 $213,109 

7.9% 

*Source: Le~islative Finance Office, Compendium of State Fiscal Information, Pub. #9, 1977 

#Source: Ronald H. Lord, Legislative Finance Officer 
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MAINE STATE GENERAL FUND REVENUES * 
(THOUSANDS OF DOLLARS) 

1972-77 

1978(est.):# 

$421,683 

1977 1976 1975 1974 2:211. 
$383,447 $334,208 $294,987 $254,824 

10% 14.7% 13.2% 15.8% 5.3% 

Annual increase 11.6% 

*Source: Legislative Finance Office, Pub. #9, 1977 
#Source: Ronald H. Lord, Legislative Finance Officer 

$241,996 

10.9% 

1972 

$218,lS0 
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1977 1976 

$822,561 $762,481 

7.9% 6.6% 

Annual increase 11.25% 

MAINE STATE OPERATING EXPENDITURES * 
(THOuSANDS OF DOLLARS) 

"1975 

$715,376 

25.6% 

1972-77 
All Funds 

1974 

$569,402 

12.5% 

1973 

$506,030 

4.8% 

*Source: Legislative Finance Office, Pub. #9, 1977 

1972 

$482,706 
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1977 1976 

$823,362 $743,366 

10.8% 13.0% 

Annual increase 11.48% 

MAINE STATE OPERATING REVENUES * 
(THODSAlmS OF DOLLARS) 

19.72-77 
All Funds 

1975 B74 1973 

$657,590 $572,811 $529,479 

14.8% 8.2% 10.7% 

:*Squrce:: Legislative Finance Office, Pub. #9, 1977 

1972 

$478,265 
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1977 1976 

$549,437 $482,578 

13.9% 11. 7% 

Annual increase 11.24% 

MAINE STATE OPERATING REVENUES*" 
ALL FUNDS EXCEPT FEDERAL 
(THOUSANDS OF'DOLLARS) 

1972-77 

1975 1974 

$432,066 $389,367 

11.0% 7.9% 

~Source: Le~islative Finance Office, Pub. #9, 1977 

1973 1972 

$360,864 $322,535 

11.9% 
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MAINE LOCAL PROPERTY TAX :RPVlmUES . * 
(THOUSAND OF DOLLARS) 

1972-77 

1977 1976* 1975* 1974* 1973 

$295,528 $286,658 $259,630 $239,560 $232,420 

3.1% 10.4% 8.4% 3.1% 5.1% 

Notes: 

Included in each year's total -is the prior year's exc"ise tax 

*Inventory tax included. 

Annual increase 5.98% 

*Source: Bureau of Taxation, Property Tax Division 

1972 

$221,095 
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PER CAPITA STATE TAX COLLECTIONS ~/ 
Fiscal Years 

(Dollars) 

1976P 1970 1964 1959 

United States ~I 417.1 236.8 126.7 91.7 
New England 433.8 236.6 119.8 93.9 

Maine 496.3 209.2 111.8 85.3 
New Hampshire 223.8 128.7 75.9 64.8 
Vermont 430.7 303.4 140.4 104.5 
Hassachusetts 469.6 245.0 119.5 98.7 
Rh·:)de Island 419.6 241. 0 124.4 90.4 
Connecticut 405.5 244.7 128.9 94.5 

P Preliminary 
~/ Based on estimated population, excluding Armed Forces overseas, as of July 1 of each fiscal year 

except 1970 when April 1 figures were used. 
~/ Does not include data for the District of Columbia. 

SOURCES: U.S. Bureau of the Census, State Tax Collections 
U.S. Bureau of the Census, Statistical Abstract of the United States 
U.S. Bureau of the Census, Current Population Reports, Series P-25, No.642, December 1976 



COMPARISON OF GROWTH OF MAINE 

STATE AND LOCAL GOVERNMENT EXPENDITURE 

AND GROWTH OF MAINE PERSONAL INCOME* 

Fiscal State & Local Personal 
Year F.xp2nditure Incane 

(% grcwth) (% growth) 

1%4 2.5% 8.7% 
1965 1. 7% 7.9% 
1%6 9.4% 7.3% 
1967 18.0% 5.0% 
1968 13.0% 8.3% 
1969 2.5% 7.9% 
1970 17.0% 8.2% 
1971 18.0% 4.4% 
1972 8.6% 9.3% 
1973 11.0% 12.0% 
1974 10.0% 14.0% 
1975 15.0% 6.2% 

*Source: National Tax Limitation Committee, A Taxpayer's Guide to 
Survival (1977), pp. 30-31 
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.6. DESCRIPTION OF TAX LIMITATION METHODS IN USE OR PROPOSED 
IN OTHER STATES 

A. R~cent developments. The June 19, 
MaqaZlne summarized the most 
ments. In many other states 

1978 issue of ~ 
recent tax limitation move­
initiatives are in initial 

planning stages: 
· OHIO. Twice in thc spacc of 60 days Dcve­
land voter.; rejectcd a hike in property 
.taxes that would havc rescued its 113,000-

· studcnt public school system from bank-
· ruptey. Thc margin last Tuesday was 3 
10 I, an increase over the 2 to I April 
vote against the levy, which would have 
increased the average homeowner's tax 
by $86.63. As a result, there may be no 

'money to reopen Cleveland's schools af­
ter the summer recess. Tile vote also re-

; fleeted opposition to court -ordered bus­
ing, scileduled to go into effcct next fall 
to correet racial im balances, and the high­
handed manner in which Federal Judge 
Frank J. Battisti has, in effect, taken 
over management of the school sys­
tem. Paul Briggs, Clcveland's re­
spected veteran school superinten­
dent, was so strippro of power by the 
court tha t he resigned his post. 

: OTlEGOK. A ~irtual carbon copy of 
Jarvis-Gann has been picking up ini­
tiative signatures and now has a good. 
chance to make thc tk1110t in Novem-

-ber. It would limit the property tax 
, to lY,%o[market ulue, which would 

decrcase the avcra~c h(lmcowner's 
tax tab by one-third. 'The measure 

...£Ould he very difficult to dcfeat," 
"""aTnsRobert Ridgley, recently re­

-tirtd chairman of thc Portland pub­
. iic school board. He fears that the 
, "cffect on schools would be devas-

tating." Supportcrs of the proposal 
"'blamc the state legislature for its fail­
ure to curtail the property tax long 
ago. Sal'S State Representative Al 
Shaw: "The legislature's attitude has 
been to sit tight and wait for things 
to blow ovcr. Things won't blow over 
this time." . 

COLORADO. Two petition drives are Ull­

der way for the November ballot. One 
proposal would limit increasc5 in statc and 
~~I.govemll1ent spending to the growth 
In hYIng costs. The othcr would limit tax-

- cs on owner·occupied homes to either 
2.5% of market value or 5'7c of family in­
come, whichever is lower-giving half the 
homeowners in C(llorado a Lax cut of up 

, to 30%. Public officials in the state scoff 
. at the Jarvis-Gann approach. "Most 
, screwbdU ideas seem to start in Califor-

nia!" said one. But another was secretly 
dchp,htcd althc passage of Proposition 13. 
"C.1Iifornia will be in (Inc hdl of a mess," 
he prcdicts, "and maybe SOmc of our leg­
islators will takc notice and cut back on 
spending here." 

_ AnJlONA. Panly to prevent a Proposition 
D--style proposal from f,'~lting onto the 
November ballot, the Arizona legislature 
has caUcd for a special session to ovcr-

haul its.state tax structure. Contends State; 

I
~ Representative Stan Akers., chaimlln of 

the House Ways and Means Committee: 
I "There is a gencral feeling of 'I've had 

too damned much' among people who 
want high taxes to come to a screeching 
halt. I wouldn't blame them if they want­
ed something like the Jarvis amendment 
here." The legislature may frccze prop­
erty assessments at 1977 levels and re­
examine assessing and taxing procedures. 

MICHIGAN.. A move to limit state spend­
ing won a respectable 43% vote in 1976, 
and is given a good chance of approval 
this year. State and local taxes now con­
sume 9.7% of total personal income in. 
Michigan, compared with 6.7% ten years 
ogo. Viewing California'S action as too 
drastic, Petition Leader Richard Headlee, 
a former director of thc U.S. Chamber of 

"17le taxpayers are comfllg! Tlte taxpayers are cam;ngt' 



I 
~. fi>ilYlil hill iI; to~ "pro­
~_ve.fl)l5poru1ible, ~We govern­
ment, which can only grow as the econ­
omy in the state grows." 

MASSlWIUSETiI'S The plight of the aver­
age Massachusetts taxpayu is even worse 
than that of Ills Californiacounterpart. So 
great is the burden that protesters call the 
state "Taxachusetts." The property tax 
averages 4.7% of market value for a vari­
ety of historic reasons. Slow to adopt mod­
em sales and income taxes, the state has 
relied too heavily on the property tax. 
Moreover, its charitable attitude toward 
churches and h.igher education produced 
an unusually high proportion of tax-ex­
erupt property, especially in Boston. At 
ithe~ time, liberal Massacbusetts pro- . 

vides m()resendccs.fur-¥ietimnQf poverty 
-Ud ~ ,than'.do mmt other .s~. 
Morn recently, its industrial base has been 
det;:Jmmg. Massachusetts thus is in a tax 

~c--.. 

Nor is that all. In Delaware, Repub­
lican Governor Pierre S. duPont and his 
Democratic Lieutenant ti-oyemor two 
weeks ago proposed an amendment to the 
state constitution requiring a three-fifths 
vote by the legislature to raise any taxes: 
their goal is to prevent "midnight raids" 
on taxpayers by politicians trying to make 
fiscal ends meet. Maryland last month put 
throogh what one lawmaker calls "the 
most far-reaching progmmofproperty 
tax relief in 200 years." Three. Floridl\ 
~stateSenatorsb.~ve anm:ronced that they 
will try to get a .Jarvis.;.type proposal 
on the ballot 'for NO-¥ember. In Texas. 
Repubtiean Gu~matOrial Nominee Bill 
Clements is for aft fun~ 
~on ofgov-

B. An analysis of the different tax limitAtion options 
by Jack Suyderhoud of the Department of Economics, Purdue 
University (January, 1978): 
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I~nRODUCTION 

On November 6, 1973, California· voters rejected initiative Proposition Cl 

(popularly known as "The Reagan Tax Licitation Initiative") ,.,rhich would have 

placed a ceiling on California state tax collections. Since that day numerous 

tax and/or expenditure limitation proposals have been discussed, voted upon, 

and in the case of New Jersey, enacted. Tax-expenditure limits (TEL's) are 

laws which by statute or.constitutional amendment would place a lid on the amount 

of taxes a state can collect» or alternativel~ but equivalentlp constrain the 

expenditures of the state. The limit can be expressed as a percentage of state 

personal income, as an absolute dollar amount, or as a freeze on tax rates. 

In addition to restricting state fiscal decisions, some proposals have included 

provisions to limit local government spending. TEL proposals generally include 

provisions for the exemptions of certain revenues and expenditures, e.g., debt 

servicing, user charges and fees, and intergovernmental aid, and for emergency 

legislative override of the ceiling. 

Paul H. McCracken termed efforts to directly constrain state taxes and 

expenditures as "more than a troglodytic spasm." He sees them rather as a 

"movement" in the "direction that public sentiment and government procedures have 

been moving for some time." Indeed, although no tax-expenditure .limitation 

proposal placed before the voters has ever been accepte~proponents of TEL's 

are continuing with their attempts to enact these caps asserting that there is 

broad popular support for such proposals. This essay will present a summary of 

recent and on-going TEL activity in the states as well as the argumentation for 

and against such proposals. Before that, ho~.ever, it is useful to briefly 

examine the history of fiscal constraints imposed on governments in the U.S. 

federal system. 
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A BRIEF HISTORY OF FISCAL LIHITATIONS 

Efforts to restrict governreent powers to tax and spend have been made at 

all three levels in our federal system. Local government fiscal flexibility 

has been most circumscribed while attempts to limit state and Federal financial 

latitude have met with only a modicum of success. Tax-expenditure limitations 

directly control revenues and outlays but since a jurisdiction's tax yield is 

dependent on the tax rates and bases to which the rates are applied control of 

the yield can also be achieved by placing limits on rates and bases. All three 

of these variables have been subject to restrictions in the U.S. 

, Local governments as "wards" of the states have had numerous constraints 

placed on their financial activities. States have, '~th increasingly frequent 

exceptions, confined local o~vn-source revenue to that arising out of taxable 

property and miscellaneous fees and charges. The extent of property subject 

to taxation has been well defined by state legislatures. State-mandated erosion 

of this base has occurred for various reasons with concurrent increased usage 

of local sales and income taxes. In all cases state statutes strictly define 

the bases for local taxation. Additionally, many states have constitutional 

and statutory provisions which place limits on property tax rates and yields. 

In 1976 twenty-three states imposed rate limits on their local governments, 

sixteen had yield limits. and only eleven no limits at all. [ACIR, State 

Limitations on Local Taxes and Expenditures, A-64, 1977J 

Efforts to limit the powers and extent of Federal taxation centered around 

.constitutional issues. Because the U.S. Constitution limits Federal government 

taxation to proportional levies on the population, it ~las not until the 

ratification of the Sixteenth Amend~ent in 1913 that Congress had access to 

the income base. The enactment of the progressive tax on individual incomes 

-51-



prompted taxpayer groups to seek amendment of the Constitution so that individual 

income tax liabilities \-70uld be limited to 25 percent of annual income. Failure 

by Congress to endorse these proposals in 1938 and 1939 caused proponents of 

the limit to call for a Constitutional Convention to address the issue. Bet\.een 

1939 and 1960 thirty-one state legislatures had enacted resolutions which in some 

way concerned Federal tax limitation but the Convention ~7as never called. 

Although generally regarded as sovereigns unto themselves, the states have 

seen fit to impose restrictions on their o\~ financial activities. Only eleven 

states have no constitutional limitations on legislative borrowing and of these, 

only. four permit the legislature to enter into debt by simple majority vote. 

Twenty-six states also impose statutory interest rate ceilings on their bond 

issues. Some states have as well restricted their access to and extent of usage 

of certain taxes: three states specifically prohibit taxes on individual income 

and of the 41 states that do tax income, 35 have constitutional provisions as 

to the manner in which these taxes are to be levied. Although the imposition 

of a tax-expenditure limitation \vould be a restriction of greater generality 

for states, the principle of constitutional or statutory constraints on state 

fiscal activities are clearly established. 

THE PRO AND CON ARCUl1ElITS 

The primary purpose of tax-eh~enditure limits is to control government 

spending nnd taxes. Proponents of such legislation argue that the growth of 

government expenditures in general (and the resulting increase in tax burdens) 

has been in excess of what is optimal. The reason for such undesirable growth 

are basic faults with the structure in which representative government decisions 

as to the scope of government are made. First, it is asserted that since benefits 

tends to be specific and costs are spread over the entire population citizens 
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and their representatives favor ever-increasing government outlays. Second, 

legislative decisions are biased toward excessive spending due to intense 

pressure created by special-interest groups who seek nore public spending and 

vote-trading strategies which favor larger budgets. Additionally, the separation 

of tax and expenditure decisions in most legislative settings favors high spending 

since the hard choices about financing programs are not faced by program 

advocates. Third, at the executive level, the governor who might provide a 

countervailing force may be pmverless to do anything about it or \vorse may be 

contributing to excessive growth of spending by proposing programs whose costs 

linger after the political benefits and tenure of his office have expired. The 

bureaucracy also comes under attack as a source of excessive spending since each 

agency is said to promote its interests and that of its clientele groups. 

Proponents of tax-expenditure limitations regard such legislation as a means 

to offset some of the above mentioned biases in the system of representative 

government. The TEL it is argued, would take the overall spending decision-making 

authority from the legislature and return it to the people thereby increasing 

citizen involvement in that important element of the governmental process. The 

decision as to the proper size of expenditures would be made once when the TEL 

is enacted and again when the voters decide that such a limit may need to be 

adj us ted. Upon enactment of the TEL. the growth of sp ending '-7i11 be checked and 

given this. situation legislative decisions will be more effective as priorities 

are weighed in light of a fixed budget ceiling. From the point of view of the 

legislature~ special-interest group pressures can more readily be re?isted and 

popular confidence in the legislature as a fiscally responsible body may be 

. restored. The proponents of TELvs (primarily the National Tax-Limitation 

Coa~ittee) seek to impose these constraints in terns of constitutional changes 

so to "limit firmly and certainly the pmver of zovernment. Ii 
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Opponents to tax-expenditure limitations have been successful in defeating 

all such initiatives in statewide elections. Arguments against TEL proposals 

fall generally into two categories. The first set is characterized by criticism 

of the TEL's on the basis of technical problems associated with implementing 

TEL legislation. For example, state personal income as a base on which to compare 

revenues or expenditures is subj ect ·to discussion from both the definitional 

and time. frame aspe<:,ts. (See the New Jersey Case Study.) Beyond.technical 

-probleQs however, the conceptual arguments against TEL's are numerous. Opponents 

contend that the lid, whether in absolute terms, as a freeze on tax rates, or 

as a percentage of state personal income is arbitrary and Hill 13.110,.,1 public 

sector decisionmakers no discretion as to ho'.1 much should be spent. If current 

expenditure levels are not optimal then freezing them in place will not permit 

adjustments to opti@8lity. 

Opponents have predicted several undesirable outcomes that would result 

from the implementation of TEL's. They suggest that a limit on one level of 

government will merely cause a shift of functioned and financial responsibilities 

to a level not so limited, e.g., from the state to local governments. TEL's 

~7ould also p!event desirable shifts of responsibilities to the limited jurisdiction, 

as in the case of educational finance. Since most TEL proposals exempt certain 

sources of revenue and areas of eh~enditures, there would be an inclination on 

the part of the limited jurisdiction to utilize these exclusions more intensively 

than is proper. Thus the opponents assert that greater reliance would be placed 

on debt finance and fees and charges which ~ay be neither fiscally prudent nor 

equitable. For governments which correspond to areas with cyclically sensitive 

economics, a TEL would force public service cutbacks due to declining state 

incomes at a time \·,hen this is least desirable. Even without cyclical influences 

a TEL may force long-run cutbacks in govern~ent services since productivity gains 
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in the public sector have historically lagged and can be expected to lag private 

sector increases. Opponents of TEL proposals also fear that once implemented 

a TEL would damage newly formed minority-interest groups because these groups 

have usually been granted slices out of a growing fiscal pie; once this growth' 

is restricted these groups will have to compete to their disadvantage with 

established interests. 

SONe opponents of TEL's suggest that they are not necessary and would be 

ineffective. It is felt that expenditure gro~Jth has been overstated and that at 

the state level this growth has been due to the reallocation of functional 

resp'onsibilities (e.g., education) and mandated costs (e.g., medicaid). The 

former is vi~yed as desirable and the latter unavoidable. Even without the TEL. 

voters have effective control over governnent expenditures since they decide 

which representatives to elect. Since legislators who advocate spending levels 

in excess of voter desires would be voted out of office, the TEL would represent 

a redundant control mechanism which is also unusually restrictive. It is 

doubtful, the argument continues, that the voters in general can make better 

decisions about the overall level of spending than their representatives. The 

average elector is not knowledgable about the subtle aspects of most tax-expenditure 

issues and would have little chance of making an informed decision. The issues 

would be simplified and appeals would be made to the emotions rather than reason& 

Finally» opponents of TEL's deny that expenditures decisions are currently made 

in the framework of unlimited budgets. The combInation of revenue projections 

and constitutional requirements for balanced budgets force sub national governments 

to make decisions and order priorities in the light of effective budget constraints. 

Adding another constraint on total spending would only increase inflexibility 

and would not materially improve the quality of expenditure decisions. 
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The argumentation for and against tax-expenditure limitations therefore 

seems to center around two issues: what should be the proper scope of government 

in a mixed economy, and hmol should that question be ansHered. The basic 

relationships among voters, elected officials, the bureaucracy, and special­

interest groups is questioned when those who advocate TEL's are expressing a 

distrust of the system in which current public finance decisions are made. They 

are obviously not satisfied with the results of the decisionmaking process and 

seek to alter its framework. Those 'tolho oppose the TEL proposals either place 

greater trust in the efficacy of the. present constitutional rules of representative 

. de~lOcracy or view TEL t S as an unsatisfactory means of dealing ,·lith the shortcomings 

of the system perhaps preferring alternatives such as zero-based budgeting~ 

legislative budget reform, sunset lru~s, etc. 

RECENT TA..'(-EXPENDITURE LIHITATION ACTIVITIES 

Speaking before' a 1974 gathering of Arizona Republicans Ronald Reagan stated 

. th~t the California TEL \·;as defeated because the proponents tI •••• didn't have the 

muscle to combat lies and distortions. Everyone \'lho had a place at the trough 

lined up against [the proposal]." Such was the emotion generated by the debate 

on TEL proposals in the various states. The 1970's has seen a flurry of such 

proposition in all parts of the country. Nine states have faced a total of 

eleven serious TEL options and Florida made a decision on a less direct control 

on spending. In addition, attempts are currently being ~ade to put TEL's on the 

ballot in several states. The purpose of this section is to review the actions 

through 1976 indicating their origins, natures and results. Current qctivities 

are revieHed in the next section. 

As is to be expected, there is great diversity as to the technicalities of 

the proposals in the various states. This variety plus the differing contexts 
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in which these proposals were put forward ~akes gener~lization and comparisons 

of outcomes difficult. Because the 1973 California initiative generated the 

roost publicity and was the inspiration and technical precursor of several other 

state TEL efforts, it will be reviewed first even though voters in "]ashington 

State cast ballots on a tax limit referendum in 1970. The other states will 

'follow in alphabetical order. 

California. In February, 1973, at the 'suggestion of his Tax Reduction Task Force, 

then-governor Ronald Reagan proposed a constitutional limit on state tax 

collections so as to control the increase in public sector eA~enditures. The 

Governor felt that the time was right for such an idea: a previously enacted tax 

increase ~ould leave the state with a large surplus, and the Governor had 

succeeded the previous year in having the Legislature pass a lid on local property 

taxes. The Democratically controlled legislature rejected the proposed amendment 

and th~. Governor personally led a petition campaign \·Jhich accumulated enough 

signatures so that a special election 'Vas called for November 1973. The lid. 

proposal had become Proposition 1. 

Complexity was the roost outstanding feature of the Proposition. It filled 

six pages on" the ballot and provided for the first tax limit tie~ by formula to 

state personal income. (See table.) It called for an initial limit of 

approximately 8.3% for state tax collections declining eventually to 7%. Revenues 

,from intergovernmental aid, trust funds» fees, and charges were to be excluded. 

In addition, the proposal included numerous other ele~ents: a freeze on local 

property tax rates and restrictions on the use of local income taxes; adjustments 

of the limits in event of shifts in functional of financial responsibilities among' 

the levels of government; the establishment of i'm Emergency Fund from which the 

Governor, upon a 2/3 vote of concurrence by the Legislature, could ~ake 
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appropriations; the creation of a Tax Surplus Fund to finance a one-time 20% 

income ta."'{ credit and exemption of certain lQly-incol:!e taxpayers; the creation of 

an Economic Estimates Commission to make the relevant limit-related calculations; 

and required future state tax changes be approved by 2/3 of the Legislature. 

The campaign both for and against Proposition 1 ,las particularly active. 

Led by Governor Reagan, the prop?nents cited the need for citizens to reas .. ert 

control over governr.!ent spending. Opposition arose not unexpectedly from the 

Democratic. Legislature which enac.ted substitute legislation refunding the 

anticipated 1973 surplus thus removing a considerable incentive to vote for the 

Amendment. Opponents also charged the entire package \vould be regressive by 

forcing increased usage of local property and sales taxes, user fees, and charges 

to replace an estimated $620 million revenue efficiency. This arguI!lent would be 

repeated j.n other states. UltiI!lately, the Proposition's complexity proved to be a 

source of voter uncertainty and resistance. In a light turnout it Has defeated. 

Arizona. Proposition 106 appearing on the Novenber 1971f ballot '\-7as greatly 

influenced by the nature and experience of the California TEL. It was introduced 

. in the Republican controlled State Senate a fe" months after the defeat of the 

Reagan Plan and called for a 7.9 percent lid on state expenditur~s. Resistance 

in the Arizona House resulted in a compromise 8.4 percent lid, well above the 

then-existing level of spending. In order to minimize voter misunderstanding 

the Amendment was kept very simple. In addition to the eh~enditure cap it would 

have required adjustment of the limit in event of shifting functions and permitted 

overriding the limit by a 2/3 vote of the Legislature. As in California» 

Proposition 106 would have created an Econoillic Estimates Commission Hith 

responsibilities to calculate the budget limits and promulgate the £igures~ Some 

of the details which are required of a TEL proposal were provided by separate 



conditional legislation as enacted in SE 1278. "It t,.iould have exempted expenditures 

arising out of Federal grants, fees and charges, trust funds» bond funds, and 

taxes collected by the state for disbursement to local governments. 

Host of the debate on the Arizona TEL was centered in the Legislature. 

"Republicans generally endorsed it ~.;rhile Democrats were almost uniformly opposed. 

The pro and con arguments echoed those in California but attracted much less 

at tention. Hhen placed on the ballot' Proposition 106 received the support of 

the Phoenix newspapers as well as both gubernatorial candidates, but the Proposi­

tion was defeated. 

Colorado. Amendment No. 10 was intended to require voter approval of all 

government acts which 'V70uld have resulted in ne~.;r or increased taxes. It was 

placed on the November 1976 election ballot only after the State Supreme Court 

overturned a Im-ler court ruling which had removed the Amendment from the ballot 

because it had been restructured. 

Afthough only five sentences long, Amendment No. 10 created much controversy. 

It would have requited "an affirmative vote •.• of a majority of the registered 

electors" before any tax could be "instituted. hJ.plemented, imposed, restored, 

or increased." Any tax which was in existence would have been "valid only to 

the extent and rates at which it [was] actually being imposed." A tax was defined 

as any device by which wealth was transferred from persons to government, and 

the freeze would have applied to local governments as well as the state. The 

wording "majority of registered electors" would have made voter approval of tax 

changes aluost impossible and opponents of the Amend~ent attacked this feature. 

The vague definition of what qualified as a tax also contributed to voter 

uncertainty and the Amendment tlas ovenlhelDingly rejected. 
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Florida. Unlike the attempts in other states) Florida I s budget cap \wuld have 

worked indirectly by placing a ceiling on the number of state employees. According 

to Amendment No.6, full-time employees were to be limited to 1 percent of the 

state's population and part-time employment to 10 percent of full-time levels. 

The proposal originated in the Florida Senate and received broad-based support 

but little scrutiny. A resolution placing it on the November 1976 ballot passed 

the House 91-13 after a debate lasting fewer than two minutes. 

Legislative supporters of the Amendment contended that the employment ceiling 

was reasonable since several other states operated well below the proposed limit 

(an assertion w'hich was subsequently found to be false). Citing arguments heard 

in other states where TEL's were debated, the proponents saw the Amendment as a 

way to control the 1egisla~ive bias tm,ard higher spending. Opponents charged 

that if enacted the AQendment would result in the lay-off of 4,200 to 7,000 full-

'time state employees and thus shifting burdens to local governoents and forcing 

,increased property taxation. The Amendment \WS defeated 52% to 48%. 

Mich~an.· Of six states that held 1976 referenda on TEL-like proposals, only 

Michigan 9 s resembled that of California. It was also the first state where the 

1{ational Tax-Limitation Committee was influential in the construction and promotion 

of the TEL. The TEL proposal grew out of resolutions enacted by the State Senate 

and Rouse in 1974 but it failed to receive enough support to appear on the ballot 

in that year. Subsequent efforts succeeded in placing it on the 1976 general 

elections ballot as Proposal C. 

Although less complicated than California's Proposition 1, Proposal C was 

quite similar, calling for taxes and all other revenues of the state not to exceed 

8.3% of state personal income. Estimates indicated that such a lir:rlt would have 
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reduced 1976 budget outlays by 6%. Federal aid and .revenues to service debt 

were exempted. Local governrJents \.]o.uld have been prohibited from increasing tax 

rates or bases or levying new taxes without voter approval. The restriction on 

bases caused some confusion since it could have been interpreted as prohibiting 

property tax assessment increases. Proposal C would also have prohibited the 

state from requiring new or increased local expenditure programs vithout 

providing state funds to finance such actions. The Amendment protected locals 

frora reduced state aid by raaintaining the "proportion of state revenue paid. to 

•••• units of local government. ••• , taken as a group." Override of the limit vas 

possible if a declared emergency. requiring 2/3 approval by each house, existed. 

Surplus funds were to be refunded pro ~ on the basis of irlco~e taxes paid. 

The proponents argued that Proposal'C Has necessary for much the same reason.s 

as previously discussed but added that local governments were safeguarded from 

reduction in state aid. Opponents, Hho included the Republican governor an.d 

Democratic legislative leaders, argued that there could be significant shifts in 

aid to local gove:rnments and that popular programs such as local property tax 

relief and aid to education were endangered by the limit. Both major Detroit 

papers editorially opposed the Amendment, and it Has subsequently defeated due 

largely to an extensive media campaign financed by the Hichigan Education 

Association and the Hichigan AFSCHE union. 

}fontana. Constitutional Initiative Amendment No. 7 was placed on the November 

1976 ballot by petition and was controversial in several respects. First of all, 

it called for t!laximum state appropriations of $375 million for any "biannum" 

cOrrn:J.encing prior to July 1983. Since the Hord "biannum" is not defined in any 

dictionary there was natually some confusion. The state's Attorney General ruled 

that it would mean a budget cap for each two-year fiscal period until 1983 and 
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noted that state spending, including Federal aid, amounted to $1.1 billion for 

fiscal 1975-77. The second controversial aspect of Amendment No. 7 ,.;as a 

requirement that the use of Federal aid be phased aut at an annual rate of 15% 

so that by 1984 no such aid ",wuld be accepted. This \-Tas apparently justified on 

the grounds that Federal grants provide leverage through \-Thich the U.S. could 

interfere in 110ntana affairs. Beyond these provisions, Amendment No. 7 contained 

nothing. 

Opponents to the Amendment natually brought forth the spectre of higher 

local taxe$ and reduced quality of services. The required phase-out of Federal 

aid would have been equivalent to turning away Federal tax dollars collected in 

Hontana. Not surprisingly, the amendment was soundly defeated. 

};"e'w Jers_~. In 1976 Ne\,T Jersey became the first state to enact an overall tax­

expenditure limitation. Entitled the IIState Expenditure Limitation Act" (Ch. 67, 

P.L. 1976) and subsequently amended by SB 1638 (Ch. 22, P.L. 1977) it ties state 

expenditure growth to increases in state personal income. The Act t"las part of 

the tax reform package passed in 1976 and has its origins in the New Jersey 

S~l1ate. At no time did the public vote on the proposal. though it is commonly 

regarded that the lid's enactment was necessary for the adoption of the state 

income tax. 

The limit provided for in the Act allo,.;s annual budget eA~enditures to grow 

by the amount of growth the previous year's growth of state per capita personal 

income •. Expenditures from Federal aid and for debt services and aid to localities 

. are specifically exempted from the limit. Local governments were not subject to 

li~its by the Act, however, other legislation (Ch. 68, P.L. 1976) did limit local 

budget growth to 5% per year. Shifts of f~nancial burdens among the levels of 

governnent will result in adjustment of the limit. The state may exceed the 

-64-



maximum growth only if voters have previously approved such action in a 'general 

electi.on. The laws provide no mechanism for disposal of any surpluses vlhich 

nilly accumulate and places the burden of complying ~Yith the limit on the Governor 

and his budget proposals. 

As indicated earlier, the lid is an attempt to assure taxpayers that the 

overall.tax reform program will not result in higher tax liabilities. Estimates 

i~dicate that for fiscal 1978 the budget cap provided a leeway of $75 million 

equivalent to about 5% of appropriations. Opponents of the bills are concerned 

over the incentives to borrowing provided by the exclusion of such revenues from 

the limit. The cap is scheduled to expire in 1980. 

lIJrth Dakota. The attempt to limit North Dakota state expenditures appeared as 

Initiate Statute !,{o. I on the September 1976 primary elections ballot. Placed 

there through a petition drive led by a well-knoTHn state conservative politician 

it called for a limit of $332 million on state general fund appropriations for the 

two biennial fiscal periods '77 and '79. This would have meant reductiorrs in 

outlays but only from the general fund since others \'lCre excluded. Since the 

limit would have been statutory a normal legislative override vlas possible. 

Beyond the limit the Initiative contained no other features. 

Opposition to the Initiative was widespread and the cap was labeled as 

arbitrary and inflexible.' Reduced aid to local governoents 'and education and 

increased local property taxes were also forecast. The statute vTas rejected by 

the voters. 

Utah. Proposal C was placed on the 1976 general election ballot by petition in 

order to "reduce taxes. inflation, indebtedness, and federal control of State 

governm2nt." It would have amended' state lavs to place a "five-year budget 
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ceiling of $915,300,000 beginning fiscal year 1977-78." It \las ~enerally re~arded 

that this lhlit ~wuld have applied to budget appropriations, .:md thus certain 

non-appropriated funds, some Federal aid, and auxiliary enterprise funds were 

inplicitly e~cluded fr08 the limit. Specifically excluded by the Proposal were 

unemploynent cOr.Jpensation and job training funds. By \lay of reference, the fiscal 

1977 state appropriations ~-lere $915 '.lillion hence the limit could be regarded as 

nbudget freeze. Like Hontana's kendnent 110. 7, Pr.oposal C called for the 

phase-out of Federal aid, but at a rate of 20i; annually. Additionally, Federal 

aid vas at no time to exceed 30% of the budget appropriations. 

In addition to the standard argUI:lents cit"ed in favor of TEL IS, advocates 

of the Utah proposal asserted that a fixed budget would provide the necessary 

incentive for state offIcials to exert pressure on the Federal governoent to 

stop inflation. The phase.-out of Federal aid usage \las justified on grounds that 

sllch assistance acted 8erely to provide leverage for Federal interference in 

state-local affairs. Opponents to the Proposal argued that it would deny the 

LegIslature the necessary flcxibility to l.'1eet the needs of the people and result 

in higher local tuxes. The SnIt Late Trihllne editorialized that "if the 

lmplications. veren' t so serious.. the \~hole thine could be laughed off uS a huge 

practical joke." Proposal C did not pass. 

~~ashil1gton. The 1970' s has seen three TEL-like proposals actively debated in 

Hashington State, only one of which reached the ballot. That was Initiative 

Heasure 251 vhich, much like the 1976 Colorado proposal, vould by statute. have 

constrained the state. froD increasing then-extant tax rates or bases and frou 

levying ne.1 taxes. This tax freeze was to apply only to the state, and the 

Initiative =de no provisions for emergency situations. The Heasure \13S narrowly 

.defeated in the Hovember 1970 general election. 
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Following the 1973 defeat of die ~eazan Plan in California several'~ashin&ton 

groups investigated the possibilities of enacting a sinilar proposal in their 

state. 'Initiative Heasure 306 was the result. It would have 1iruited state tax 

revenue to ~% of state personal income, a ratio roughly equivalent to the actual 

one for the fiscal period 1975-77. Excluded fron the limit were state collected 

proilerty taxes for disbursement to local governments, Federal aid, bond sales 

revenues, and fees and charges. State aid'to local governments was to have been 

t;1aintained at the same aggregate levels. Shifts of financial responsibilities ar.:\ong 

the levels of government "ould have resulted in adjustncnts to the lioit. In 

an emer~ency, the Governor could cause the licit to be exceeded i.£ 2/3 of the 

Legislature concur.red and a 60~~ major:!,ty of people voting in an election ~;ould 

have been required to permanently change the liI:lit. A special reserve funG tied 

to state personal income \wuld have been created to meet emergency situations. 

/>J.though }!easure 306 was simpler than its parent California proposal and thus 

would perhaps have had some greater voter npPE'al, it faih,d to attr.<lc.t enoup,h 

support, to reach the 1974 ballot. 

Similarly, Initiative Neasure 320 did not achieve ballot status in 1976. 

Like Color ado's 1976 tm:-freeze proposal, Heasure 320 \-lould have ~ons trained 

all state and local government "exactions" fr.ol!! being increased beyond their 

1975 levels. A prohibition against reductions in state aid to local units Has 

included, and the Legislature and courts nould have been prevented from nandating 

local' prograns l-lithout providing funding. 

CURREi'IT TA..,(-EXPEtIDITURE LIlITTATIm1 ACTIVITY 

The results of the 1976 elections could not have been cncouragin~ to the 

advocates of tax-expenditure limitations. yet the propon.ents of TEL's hav.:! not 

stopped tryin~. They are continuing with their attempts to enact these caps 
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lIsserting that there is broad popular support for limiting taxes and spending. 

Several organizations are actively promoting tax-expenditure limitations in the 

states. The IilOSt proP.Li.nent group is the Hational Tax-Linitation Corrmttee which 

se(!ks to "provide econo::tic, politica.l, and legal counsel on tax llmitntion 

throu!!,h constitutional al!lendmcnt; to provide advice and help in actual statewide 

c3l!JP3igns ••• ; to serve as a clearinghouse for infotl"Jltion and experience gained 

in statewide c2L1paigns; to provide publicity ••• ; and to make nationally knOloffi 

speakers available." Joining the Hational Tax-LiIilitation Cooni t tee I s effor~s is' 

the American CO!1.servative Union '-7hicll recently budgeted $100 ,000 to promote TEL IS 

and established its own task force to push for the enactment of limitations. 

Currently efforts are being concentrated in )[ichigan, Hassachusetts and Illinois. 

In the latter state a tax-expenditure limit proposal has been introduced as 

House Joint Resolution Cont;titutional Amendmcllt No. 22 (knmm as "The Taxpayers 

Rights Amend~ent") and has been approved by the House Revenue Committee. Enough 

siV13.tures have been collected in Hassachusctts to place a California-style TEL 

'on the 1980 ballot. .The effort in Hichi!;an is still in its early st.:lges of 

'development and centers on organizing initiative petition drives~ Petition 

drives are also underway in Ohio and Colorado, and in Tennessee the state's 

1978 Constitutional convention Hill consider a TEL aI:Jend[!J.ent which ~·:ill limit the 

groY/th of state appropriations to the grot.Jth of the. state's economy. Efforts to 

enact TEL's through initial legislative actions are being undertaken in. several 

states: constitutional a[!J.endments have been introduced in the ·legislatures 

of California, Florida. Hashington. Texas, Arizona, and Har;land. 

COllCLUSION 

Based on the experiences in the various states outlined above. an analysis 

of the factors influencing the outcomes of TEL elections is inherently difficult 
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and speculative. The difficulty in dral-ling conclusions:arises out of the diversity 

of the TEL proposals. The speculative nature of the conclusions is due to the 

fact that no forual analysis has been attempted herein. !;evertheless, sone 

tentative conclusions are suggested and ~orth enumerating. 

One characteristic ~hich all TEL's shared Has controversy ..... 'here the TEL 

proposals were reasonably ",ell thought out 2nd structured (this would thus exclude 

Colorado and ~'Iontana, where the TEL was very poorly worded, and Utah, ~7here the 

cap uas quite severe) tlle debates preceding, the votin?, (and SO[ue.tilaes lillzering 

beyond) were vocal and e".lOtional. In s(me states t.he pro and con d.des Here 

split along partisan lines Hith Itepublicans tending to favor the budget caps and 

Democrats opposed. In other states, hOI-leVer, support and opposition transcended 

party delineations. In general, organ:!.zational support for TEL pro?osals came 

from the traditionally Bore conservative 8rouPS such as state eh3C1beTs of COLlTilerCe, 

real estate lobbies, and hOD2mmer associations. Opposition came from groups 

whose J;~embers expected to lose the most from restricted state spendings: state 

'elilployee groups, public eT:\ployee unions, boards of education, runority 

organizations and general labor councils. 

TEL's \wuld seen, upon initial vo'ter eX.Jmination, a very atl:rac tive option 

since they offer the prospect of state tax reductions or at least no increased 

taxes. Voters \vould turn against them only if they p2rceive themselves 

beinr; made worse off by offsetting program cutbacks and local tax increases. The 

. experiences in the states indicate that voter confusion \laS the element ,·]hich 

. opponents of the budzet caps \,'ere nost able to exploit.. The confusion arose out 

of two sources. First of all, there was substantial debate in most states as 

to how much stat.e taxes and expend~tllrC'.s had in fact grO\m. Differing 

interpretations of data presented conflicting pictures as to t.he need for TEL's 
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A r.econd source of confusion ,,'as uncertainty as to the iopD.ct of the! TEL's. 

One of the I<!ost influential arf,u~r.ents against TEL's \Jas the possibility that a 

state budget cap would result in state pro graD cuts and local (property) tax 

increases. Proponents were not able to convince sufficient nu~bers of voters 

that these would not occur. 

The results of the TEL elections could as \lell indicate that Jr..ost voters 

i;avor the current framework in \-:hich budget decisions arc made relative to one 

in ,~hich a TEL is operative. This B.ay be due to several factors. Either the 

current publ:f.c-privatc sector balance is "'ithin the acceptable range, or if 

not, TEL's arc not the Ineans by which to r.estructure the decision process. 

The infleXibility of TEL's, especially if they are constitutionally imposed, 

contributed to voter resistance. 
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CASE STUDY; THE ~':r:T JE!'.SSY nUDGET CAP 

New Jersey' 5 "State E,,"penditure LilaitatJ.on Act" (Chapter 67, Public Laws 

1976) \'!as signed into law in AU[\llst of 1916 and has tied state expenditure growth 

to increases in state personal income. In so doing, New Jersey became the only 

state "lhich has an overall tax-expenditure limltation and its e:x-perience is of 

interest to those concerned with TEL's. 

The Hew Jersey TEL is part of a 1976 tax reform package enacted by the 

Legislature in response to a 1!eH Jersey Suprene Court ruling that the state's 

'school finance system violated the state constitution. In order to fund increased 

aid to school districts the Lecislature reluctantly adopted a broad-based,income 

tax, something which it, had failed to do in 19H and 1975 in spite of court-

imposed deadlines. The bud3et limitation itself orlginated in 1975 as Se.nate 

Concurrent Resolution 3028, introduced by Senator John F. Russo. It proposed 

a~,ending the Nel-1 Jersey Constitution so as to require the Legisleture to enact 

la\Js liL1iting expenditures by the state and local governments. The liv.it \~as to 

be related to state personal income but SCR 3028 did not specify a particular 

formula. The resolution had tHenty-four co-sponsors in the Senate and was an 

attempt to ID:'lke the then debated income. tax more acceptable: Senator Russo 

cor:rruente.d that lithe most COTI'.illon complaint we all rece.ived .•• from our constituents 

has been, if you give [the Legislature) a new tax [they] are only going to spend 

it, no matter hm~ much it is. II 

No action was taken on SCR 3028 in the. 1975 legislative session, but a 

hearing on the Resolution revealed that a more. specific formula for the limit 

was necessary. Such a formula \135 pl'ovilled in the 1976 session \7he~ Senator 

Russo introduced Senate lIiH 887 Hhich proposed to statutorily cap the gro\M 

'of state expenditures by the rate of growth of state per capita personal income. 
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A s:!.nilar bill was introduced in t!1(! Assembly (Ail 17 1.S) > but it tJould have 

limited the grol-lth of expenditures to S% annually. The Senate version of the 

lm,r prevailed and t,as passed by both houses and signed by the Covernor in 

Auzust' of 1976 to beco:>.!€'. effective I-lith the fiscal year 1978 budget~ 

The law stipulated that maximum expenditures for any fiscal year \>1111 be 

dependent on the .:!ppropriations for a, "base" period and the. extent to t>lhich 

per capita pe.rsonal incone increased over a base period.. The formula involved 

lass since budget data and perBonal income duta is not il1Ill1ediately available. 

Thus, for exanp1e, 

~wxiMum expenditures, FY78 (buse year appropriations, IT76) x 

(77 state per capita personal incor.!e) 
-(76 state per c';pit~pe~;;onalineo,"e) 

The budget ceiling ' .... as thus cOMputed [rora a tHo-year lazged base bud8et. Initial 

CGti.matcs indicated thG.t had this been in effect for J:'Y77, appropriations \wuld 

have been reduced by $60 million (or approxi~atcly 2%).' State expenditures from 

Federal' aid and for aid to local 8overn:nents and debt servicing arc excluded 

from the cap. Separate legislatiun (eh. 68, P.L. 1976) lir.lits local budget 

growth to 5% per year. In the event of shifts of functions amon~ the levels of 

.government, the "base year appropriations" are to be adjusted so as to keep the 

cap effective. Only a concurring l'wjority vote of the people T!'.ay allow the 

Legislature to exceed the limit. 

The budget cap was criticized both before' and after enactment on conceptual 

and technical grounds. 'rhe need for technical adJustl!,ents became i=ediately 

apparent. The t\w-year laf; for the base budget t.;as thought unacceptable and 

the usc of Federal per cap:i.ta income data was not poss:l.ble since they arc not 

available. In response to these i~sucs Senate Cill 1~B8 (Ch. 22, P.L. 1977) 
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WilS passed in February, 1977. It removes the t,va-year lag and redefines the 

inco~e data to be used so that 

Haxiraum expenditures, FY7B (base ·year appropriations, FY77) x 

(76 state personal incoDe!76~u12tion~ 
(75 state personal income/7S popUlation) 

sn 1688 puts the compliance burden on the Governor who must now present an annual 

budget );l2Ssage consistent with the lid. In addition, an expiration date of 

June 30. 1980 \laS added. 

According to the Hew Jersey Taxpayers Association, the budget cap has not 

proved restrictive for FY78 appropriations. The grOl.fth factor was courputed at 

9.55% and a budgeting maneuver placed $54 million in previously escrowed 

Cor::tnuter Ta>: revenu~s into the base year (FY77) <lppropriations. This permitted 

an increase in the budget C<tp of $60 tu1lion (3.5% of appropriations). At the 

Btnrt of thE: budget period, the fiscal 1978 state budget \-7as still $7(,.7 million 

belov the cap. 

Efforts to repeal the lid 1m.; have eased since the inclusion of the 1980 

expiration date. In addition, local government associations .who would be 

. . 
expected to resist state budget liQits because of possible aid reductions have 

been pre-occupied \-!ith atteUlpting to rescind the lnus which cap their o ... TTl. budgets. 

Only further e} . .-perience will determine the success of the New Jersey expenditure 

Bdt. 
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