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Introduction


Citizen initiatives are a controversial aspect of America’s political landscape.  Today, many polarizing initiatives deal with issues involving race and ethnicity.  However, 25 years ago, the most controversial initiatives dealt with fiscal policy.  Indeed, next June will mark the 30th anniversary of California’s Proposition 13, which dramatically cut property taxes and triggered a nationwide tax revolt.  Since that time, the initiative has been used in numerous states to either reduce taxes or place limits on government. 

Indeed, the late 1970s tax revolt spawned a virtual cottage industry of books and articles that have examined the impact of Proposition 13 and other specific property tax limits.  However, there has been comparatively little research on the broad systemic effects that direct democracy has on state fiscal outcomes.  In recent years, economist John Matsusaka has authored studies providing solid evidence that, the size of government is smaller in states that have direct democracy (Matsusaka 2004; 1995, 598-603). Other less comprehensive studies that analyze the same question arrive at similar conclusions (Zax, 1989).

However, these studies provide few insights as to why taxes and spending are lower in initiative states.  Most people have the impression that large tax reductions in initiative states result in lower levels of taxing and spending.  However, large tax reductions are the exception rather than the rule. There have been only three times in the past 30 years where the initiative has been used to enact a tax cut that was greater than 10 percent of state general fund revenues.  These include California’s Proposition 13 in 1978, Massachusetts’ Prop 2 ½  in 1980, and Michigan’s Prop A in 1995.  Furthermore, some studies argue that large property tax reductions often fail to have a long term impact on the overall size of government because states are able to find other sources of revenue (Galles and Sexton 1988, Gerber et al, 2001 87-94).  

Others might argue that fiscal limits, rather than tax reductions, in initiative states might be causing these more fiscally conservative policy outcomes.  It is true that initiative states are more likely to possess fiscal limitations than non-initiative states (Tolbert, 1998).   However, many studies find that fiscal limitations such as spending limits and supermajority tax limits are ineffective (Abrams and Dougan, Bails, Howard, Kenyon, Lowery, Mullins).   Furthermore, those spending limits that have had a substantial short term impact, such as Colorado’s Taxpayer Bill of Rights (TABOR) have only been enacted recently (New, 2001).  

Indeed political scientists have been unable to find a compelling rationale for why the size of government is smaller in states that have ballot initiatives.  However, most political scientists who have examined this issue have simply assumed that expenditures and revenues are lower in initiative states without subjecting the statistical analysis to all that much scrutiny.  Indeed, replicating the results of Matsusaka and trying to improve upon his statistical model might lead to additional insights about the impact of ballot initiatives on state fiscal outcomes

This is what I plan to do in this paper. I will begin by providing an overview of the academic literature on ballot initiatives and state fiscal outcomes. I will also catalogue some unsuccessful attempts to determine why the size of government is smaller in initiative states.  Finally I will replicate Matsusaka’s regression results and expand his statistical model in the hopes of obtaining better insights as to the impact of ballot initiatives on state fiscal policy.  I will conclude by outlining some potential avenues for future research.

The Initiative and State Fiscal Policy
Case Studies


Sacramento Bee columnist Peter Schrag in Paradise Lost blames California tax limits Proposition 13 and Proposition 4 for causing decreases in funding for schools and other public services.  However, many political scientists who have looked at the impact of these ballot propositions have arrived different conclusions.  Some analyses of California’s Proposition 13 and Massachusetts’ Proposition 2 1/2 indicate that over the long term, they did little to impact aggregate expenditures and revenues in Massachusetts and California respectively (Galles and Sexton, 1988).  

A more detailed analyses of California’s Proposition 13 and Proposition 4 occurs in Chapter 10 of Stealing the Initiative (Gerber et al, 2001, 87-94).  In this book, the authors argue that since the late 1960s California has always spent a relatively low percentage of state income on public schools (Gerber et al. 2001, 94).  However, in the 1960s and early 1970s California’s level of per capita income was above average.  As a result, even though education spending was low as a percentage of state income, spending per pupil was considerably above the national average (87).  However, since the late 1970s California’s per capita income has been declining relative to the rest of the country (94-95). During this time, California has failed to devote a higher percentage of its income to education.  As a result, per pupil spending on education in California fell below the national average (87).  

The authors also add that despite the limits imposed by Proposition 13 and Proposition 4, California’s education expenditures as a percentage of personal income were similar to the national average both before and after the tax revolt.  In fact, state and local expenditures as a percentage of income were right at the national average in 1977, the year before Proposition 13 and were at the national average again in 1996 (103). This furthers their skepticism about the impact that the tax revolt had on education funding.


The authors also run some regressions to determine the impact of Proposition 4 and Proposition 13.  They do not make use of indicator variables, but instead examine residuals for the time series regression.  When the dependent variable is a measure of education funding, the residuals are consistently negative both before and after the late 1970s.  This indicates that California always spent less than expected on education.  The residuals are sharply negative in the years that immediately follow the passage of Proposition 13 and Proposition 4.  However, in subsequent years, they increase in magnitude and approach their pre Proposition 13 levels.   As a result, the authors conclude that the sharp relative decline in public spending per pupil cannot be attributed to a tax revolt that took place 20 years ago.  


In Chapter 9 of Stealing the Initiative the authors conduct a case study to examine broader the impact of California’s Proposition 4.  Proposition 4, commonly known as the Gann Amendment, was enacted through the initiative process in 1979.  It was a Tax and Expenditure Limit (TEL) that limited increases in the appropriations of tax revenue to population growth plus the inflation rate (80).  The appropriations limit was eventually increased by another citizen initiative Proposition 111 which passed in 1990 (81-82)


The authors argue that before 1985 it was easy to comply with the Gann Amendment because high rates of inflation kept the limit above state expenditures (81).  Likewise, compliance was easy after the limit was increased in 1990 (81-82).  However, between 1985 and 1990, compliance costs grew because state spending caught up with the limit.


During this time, the legislature was able to increase its level of spending while complying with the limits established by the Gann Amendment.  They did this by increasing spending on areas not subject to the limit.  Indeed, there is a sharp increase in the percentage of state spending that is not subject to the limit between 1985 and 1990.  There is no comparable increase either before 1985 or after 1990.  Additionally, the Gann Amendment did not apply to either debt service or appropriations from voter approved bonds.  Again, evidence indicates that between 1985 and 1990 bonded indebtedness through both general obligation bonds and local bonds increased (Gerber et al. 2001, 82-84). 

Broad Impacts of the Initiative of Fiscal Policy


Overall, the case studies in Stealing the Initiative indicate that neither Proposition 13 nor Proposition 4 had a long term impact on overall state taxing or spending in California.  However, initiative might be having an impact in other states.  For instance, in The Populist Paradox Elisabeth Gerber argues that interest groups are able to use the initiative in a variety ways to advance their causes.  In Chapter 7 she attempts to determine what impact this has on policy outcomes by comparing policy outcomes in initiative and non-initiative states (1999, 124).


One policy issue that Gerber examines in some detail is taxation.  She finds that states with the citizen initiative are less likely to have a personal income tax.  The difference is statistically significant.  Gerber also finds that states that allow for citizen initiatives are also less likely to have a sales tax, however, the difference here does not reach statistical significance. Similarly, her findings indicate that initiative states are less likely to have a corporate income tax.   However, the difference again fails to achieve conventional standards of statistical significance (124).


Caroline Tolbert recently conducted some research that gages the impact of the initiative on state fiscal policy in another way.  In Chapter 8 of Citizens as Legislators: entitled “Changing Rules for State Legislatures: Direct Democracy and Governance Policies” Tolbert examines how governance policies – procedural reforms that constrain the autonomy of state legislators – differ in states that have citizen initiatives (1998, 171).  In this chapter, Tolbert focuses on three governance policies, two of which, state Tax and Expenditure Limits (TELs), supermajority requirements for tax increases, can directly affect state fiscal policy. The third governance policy she examines, term limits, might also have an indirect effect on state taxing and spending (177-178).


In this chapter, Tolbert attempts to determine if Tax and Expenditure Limits (TELs), Supermajority Tax Limits, and Term Limits are more prevalent in states that frequently use the initiative process.  Tolbert runs a logistic regression and finds that states with high initiative use are more likely to adopt all three of these governance policies (185).  

She runs another series of logistic regressions to hold constant other factors that might result in the passage of these particular various governance policies. When the presence of term limits is her dependent variable, she holds constant legislative professionalism and the rate of turnover in the state legislature.  For the logistic regressions that examine TELs and Supermajority Tax Limits, Tolbert holds constant revenues from state taxes and revenues from local taxes.  Even with these other factors held constant, high use of the citizen initiative has a positive and statistically significant effect on the likelihood of adopting each of these governance policies (186).  


However, the most comprehensive study on the impact of direct democracy and state fiscal outcomes is conducted by economist John Matsusaka.  Instead of examining how direct democracy affects policies that influence taxing and spending, Matsusaka, analyzes the impact of the initiative on the actual levels of expenditures, taxes, and revenues.  He details his findings in the article “Fiscal Effects of the Voter Initiative: Evidence from the Last 30 Years” which was published in the Journal of Political Economy in June 1995.


Matsusaka argues that there are theoretical reasons to expect that the initiative would have an impact on budgetary outcomes at the state level (1995, 588).   First he cites the emerging literature on legislative organization identified with Weingast, Shepsle, and Johnsen (1981), and Weingast and Marshall (1988).  According to this body of research, legislatures are designed to increase the gains from trade by reducing transaction costs associated with approval of government projects.  Because of these gains from trade, projects which are highly valued by some representatives may be approved even if individually these projects would not normally command majority support.  As a result of this logrolling, legislatures generally do not implement median voter outcomes.  However, vote trading is not possible with direct voting.  As a result initiatives are likely to result in outcomes that are closer to the preferences of the median voter (Matsuska 1995, 588-589).  


The second theoretical reason why the initiative might have an impact on budgetary outcomes can be found in the agenda control literature associated with Romer and Rosenthal (1979).  This work shows that if a legislator has monopoly power to initiate legislation, then he can drive the policy outcome away from the median voter’s ideal point.  This is possible because the agenda setter can coerce the median voter to approve an undesirable policy by threatening reversion to a status quo policy that is even less desirable.  In the legislature the agenda process tends to be very restricted.  For instance, committees often have the exclusive right to originate legislation in their area of policy expertise.  On the other hand, under the voter initiative the agenda process is completely open.  It is theoretically possible for a citizen to put a proposal before the electorate on nearly any subject.  Since the presence of the citizen initiative removes the agenda control from the legislature, it alters the balance of power, and likely results in different policy outcomes (Matsusaka 1995, 589).  


A third reason to expect that the initiative would have an impact on budgetary policy is because representatives and constituents have incomplete information about each other.  The limited information that constituents have about their representatives gives rise to the possibility of legislator “shirking.” Representatives may be able to support policies contrary to the interests of their constituents without fear of electoral punishment (Kalt and Zupan 1984, 1990).  Less appreciated is the fact that representatives also suffer from limited information about constituent preferences.  This can cause even well informed legislators to inadvertently support policies that deviate from the preferences of the median voter.  In the presence of these information imperfections, the initiative can lead to policy outcomes different from those the legislature would choose (Matsusaka 1995, 589).


To determine the impact of the initiative on policy, Matsusaka analyzes data on state budgets.  For his first set of regression he collects data on per capita state and local direct general expenditures at five year intervals from 1960 to 1990 inclusive. Matsusaka uses D-NOMINATE scores to hold constant the ideological position of each state’s U.S. Senators. In his regression, Matsusaka also holds constant population growth, population density, per capita personal income, per capita revenue from the federal government.  He also includes indicator variables for southern and western states in his regressions.  His regression results all indicate that the presence of the initiative has a negative and a statistically significant impact on per capita state and local general expenditures.  Holding other factors constant, he finds that states with a citizen initiative spend approximately 60 dollars less per capita than states that do not have initiative procedures. Additionally, Matsusaka’s regression predicts that initiative states with lower signature thresholds enjoy even larger spending reductions.  However, this finding does not achieve statistical significance (598-603).  


Matsusaka uses regression techniques to examine other aspects of state fiscal policy.  He finds that state level spending, as opposed to state and local spending is also lower in states with citizen initiatives, however, local spending is actually higher in initiative states.  These findings are statistically significant (606). Matsusaka finds that both state and local total revenue and state and local tax revenue is lower in states that have citizen initiative.  However, charges and user fees are higher in states that possess the citizen initiative.  All of these findings are again statistically significant (612).


Matsusaka attempts to reconcile these findings by arguing that they are all consistent with the premise that voters dislike redistribution.  If overall state and local expenditures and revenues are lower, then the government is less able to engage in redistribution of wealth.  Similarly, there is more limited potential for redistribution when funds are disbursed locally than when they are disbursed at the state level.  Finally, the fact that states with citizen initiatives have lower tax revenues and higher revenues from charges and user fees is consistent with this premise as well.  Tax revenue can be redistributed whereas charges are typically paid by the users of government services to cover the involved costs (619). 


In the conclusion, Matsusaka does attempt to determine how initiatives reduce overall expenditures, taxes, and revenues.  He quickly dismisses limitations on government as a possible factor, citing studies on Tax and Expenditure Limits (TELs) which argue that their effect is marginal.  He instead argues that the threat of an initiative might be enough to motivate representatives to cut spending.  He believes effects of the initiative may extend beyond the sort of legislation it engenders by providing a continual threat to the legislature (618). While this is theoretically interesting, Matsusaka provides little in the way of actual evidence to support this assertion.


While Matsusaka’s article is the most thorough study on the impact of direct democracy on state fiscal policy, there exist other journal articles that examine this very topic.  In 1989 Jeffrey Zax authored an article that appeared in Public Choice entitled “Initiatives and Government Expenditures”  His findings appear to be the opposite of Matsusaka’s as his regression results indicate that direct government expenditures per capita are actually higher in states that possess the citizen initiative (Zax 1989, 270).


However, Zax’s results are skewed by the fact that he only examines a subset of the states that have the citizen initiative.  Zax draws a distinction between states that have the direct initiative and states that have the indirect initiative.  The direct initiative allows citizens to place initiatives on the ballot directly.  With the indirect initiative, the state legislature must first cast a vote on the proposed legislation.  If the proposed legislation is approved by a majority of legislators it becomes law, if not, it is then placed on the ballot for citizens to vote on (271).  

Overall, there is not much substantively different about the two procedures.  The only real difference is that legislators have a chance to vote on indirect initiatives before they are placed on the ballot.  Indeed, when Zax considers states with indirect initiatives as initiative states, he finds that that the initiative has a negative effect on state expenditures.  This result is consistent with Matsusaka’s findings.  

The Contradiction


Overall, the academic literature on the impact of direct democracy on fiscal policies arrives at somewhat contradictory conclusions.  Some of the evidence indicates that direct democracy is having an impact on policy outcomes.  Matsusaka concludes that taxes, spending, and revenue are all lower in states that have the citizen initiative and when Zax examines all states that possess the initiative, his conclusions are consistent with Matsusaka’s. The academic literature also indicates that states with the citizen initiative are more likely to adopt limitations on government growth (Tolbert 1998, 186).   


Conversely, other aspects of this literature indicate that direct democracy may not have a substantial impact on state fiscal policies.  First, nearly all of the academic literature on statewide Tax and Expenditure Limits (TELs) indicates that they are an ineffective mechanism for limiting the growth of government (Abrams and Dougan, Bails, Howard, Kenyon, Lowery, Mullins).  Relatively little research has been conducted on state level supermajority requirements for tax increases, but the conclusions about their effectiveness are mixed as well.  

Furthermore, the case studies of California’s Proposition 4 and Proposition 13 indicate that they have not been successful at reducing overall levels of state spending (Gerber et al. 2001, 103).  Finally, studies also indicate that legislators are often able to avoid complying with initiatives that constrain them (Gerber et al. 2001).  This is especially the case if it is difficult to detect noncompliance with a particular initiative.   Since, state level watchdog groups often lack the sophistication to detect compliance with various limitations on government, fiscal limitations may be difficult to enforce.  

Table 1: Voter Initiative in the United States

State


Year Initiative Was Adopted

Signature Threshold

Alaska



1959




10

Arizona


1910




10

Arkansas


1909




8

California


1911




5

Colorado


1910




5

Florida



1968




8

Idaho



1912




10

Illinois



1970




8

Maine



1908




10

Massachusetts


1918




5

Michigan


1908




8

Mississippi


1992




10


Missouri


1908




5

Montana


1906




5

Nebraska


1912




7

Nevada


1904




10

North Dakota


1914




2

Ohio



1912




6

Oklahoma


1907




8

Oregon



1902




6

South Dakota


1898




5

Utah



1900




10

Washington


1912




8

Wyoming


1968




15

As such there is a contradiction in the academic literature.  The research of Matsusaka and others indicates that initiatives have significant systematic effects on state fiscal outcomes.  However, it is not clear exactly how initiatives are impacting fiscal outcomes. Both case study and statistical analysis of fiscal limitations indicate that fiscal limits only have a negligible long term impact on state budgetary outcomes. Furthermore, a study by New (2004) indicates that initiative and non-initiative states react in fairly similar ways to both budgetary surpluses and shortfalls. Indeed, political scientists have failed to uncover exactly how exactly the initiative is impacting fiscal policy.

However, perhaps part of the problem is that researchers have axiomatically accepted the conclusions of Matsusaka, Zax, and others with out subjecting their findings to additional scrutiny. While Matsusaka’s findings are robust and research seems rigorous and well documented, there exist some ways that his statistical model could be improved upon.  

In his Journal of Political Economy paper, Matsusaka only considers data for seven years.  Considering data from a larger number of years might affect the results. Furthermore, Matsusaka only holds constant eight variables in his analysis.  Holding constant demographic variables, which Matsusaka ignores, might provide further insights.  Lastly, Matsusaka’s model has some potential endogeneity problems. Three states in the model, Wyoming, Illinois, and Florida, adopt initiatives between 1960 and 1990.  It is possible that voters desired initiatives in these states as means to reduce taxes and spending.  Removing these states from the dataset might help to clarify the relationship between initiatives and state fiscal policy.

However, before attempting to improve Matsusaka’s model, his original findings will be replicated. Mastsusaka’s primary dependent variable is state and local per capita direct general expenditures in 1990 dollars.  Besides an indicator variable measuring the impact of ballot initiatives, Matsusaka includes eight other independent variables in his model.

Matsusaka holds constant Per Capita Personal Income since wealthier states have a larger demand for state services. Population Density is included because state services can possibly be provided with less to cost to a more concentrated population.  Percentage of residents living in a Metropolitan area is included to control for differences between rural and urban areas in the benefits of spending and the costs of raising revenue.  Also included in the model is Population Growth because increases in population often lead to short run demands for additional government services, such as roads, schools, streets and sewers.

Federal Revenue transfers are included in the model as is Mineral Production since states with more natural resources might be able to shifts their tax burden toward severance taxes. The D-NOMINATE average for each state’s U.S. Senators is included to hold constant ideological differences in each state.  Finally an indicator for Southern states is included in the model as well.  Data is collected for these variables for the years 1960, 1965, 1970, 1975, 1980, 1985, and 1990 and a regression is run. A fixed effects model is used with indicator variables for every year.  Matsusaka’s results and the results of my replication are below.

Table 2:

Replicating Matsusaka’s Results from the Journal of Political Economy (JOPE)

Technique: Fixed Effects with Year Indicator Variables White Standard Errors

States Considered: Every state except Alaska

Years Considered: 1960, 1965, 1970, 1975, 1980, 1985, 1990

Dependent Variable        State and Local Per Capita Expenditures                                                     
Regression Source
      JOPE
         My Replication
  
Initiative
           -60.00**
    -53.92*



           (26.39)      (28.45)        

Per Capita Income
      0.13***      0.12*** 
      



      
     (0.01)       (0.01)
      

Population Density
     -0.30***     -0.31***
      

     (0.06)
     (0.08)
    

Metropolitan Population   3.08***
      1.45*
     

(percent of total)       (0.73)
     (0.86)
    

Population Growth         3.54
     -0.91
     

(past four years)        (0.03)
     (2.85)
     

Mineral Production
      0.01
     -0.01

(per capita)

     (0.01)
     (0.04)

D-NOMINATE average
     40.76
     32.08

(U.S. Senators)
    (46.15)
    (52.28)

Federal Revenue
      2.29***
      2.45***

(per capita)

     (0.17)
     (0.12)

Southern State
   -111.69***
    -73.97*




    (32.82)
    (40.52)

R squared

       .93          .92
     



Observations


343
       343

*significant at the 10 percent level; **significant at the 5 percent level; ***significant at the 1 percent level

Matsusaka’s findings are unable to be duplicated with perfect precision.  However, my replication comes fairly close.  Matsusaka finds that the presence of ballot initiatives reduces state and local per capita expenditures by $60.00. In my replication, the presence of ballot initiative reduces state and local per capita expenditures by $53.92.  Both coefficients are statistically significant. The coefficients for our other independent variables are pretty similar. The only coefficient with a noticeable difference is the one the measures percentage population growth over a four year timespan.  Matsusaka finds that growth leads to higher spending, but in my model predicts that population growth leads to expenditure reductions.  The reason for this difference is not entirely clear. Also the coefficient for indicator variable for Southern states is larger in Matsusaka’s regression than in mine.

Still, my replication captures the most important finding of Matsusaka’s regression.  Namely, that holding other factors constant, states with ballot initiatives have lower expenditures than non-initiative states. As a result, efforts can be made to improve this model and gain a better indication of the impact of ballot initiatives on fiscal outcomes. One way this model could be improved would be to collect more data. Matsusaka’s orginal regression only examines data from a total of 7 years, 1960, 1965, 1970, 1975, 1980, 1985, and 1990.  Since the years are evenly spread out in 5 year intervals, it is unlikely that selection bias is influencing his results.  Still analyzing more data could provide additional insights about the impact of ballot initiatives on state fiscal outcomes.

As such data on per capita state and local expenditures, per capita income, population density, metropolitan population, population growth, mineral production, D-NOMINATE Scores, and per capita revenue from the Federal Government are collected from every state for every year from 1960 to 2000 inclusive.  A regression is run and the results are in the leftmost column in Table 3.  To facilitate comparisons, Matsusaka’s original findings are placed in the rightmost column.  

Table 3: Expanding the dataset, examining every year from 1960 to 2000

Technique: Fixed Effects With Year Indicator Variables, White Standard Errors

States Considered: Every state except Alaska

Dependent Variable        State and Local Per Capita Expenditures                           
Regression Source
      JOPE
         My Replication
  
Initiative
           -60.00**
    -75.18***



           (26.39)      (12.44)        

Per Capita Income
      0.13***      0.12*** 
      



      
     (0.01)       (0.00)
      

Population Density
     -0.30***     -0.36***
      

     (0.06)
     (0.04)
    

Metropolitan Population   3.08***
      2.08***
     

(percent of total)       (0.73)
     (0.38)
    

Population Growth         3.54
     -2.33*
     

(past four years)        (0.03)
     (1.38)
     

Mineral Production
      0.01
      0.01

(per capita)

     (0.01)
     (0.02)

D-NOMINATE average
     40.76
     39.49*

(U.S. Senators)
    (46.15)
    (23.27)

Federal Revenue
      2.29***
      2.21***

(per capita)

     (0.17)
     (0.04)

Southern State
   -111.69***
    -113.44*

(32.82) (17.03)

Number of States

 49
        49

Years Considered            7            41

Observations


343
      2009

R squared

       .93          .93
     



*significant at the 10 percent level; **significant at the 5 percent level; ***significant at the 1 percent level

Collecting more data strengthens Matsusaka’s original finding that ballot initiatives lead to reduced levels of state and local spending. In my regression which included data from 41 years, the presence of ballot initiatives reduces state and local per capita expenditures by $75.18.  Matsusaka’s original regression indicates that initiatives reduce state and local expenditures by approximately $60.00.  Furthermore the coefficient in my model attains a higher level of statistical significance. This regression shows that Matsusaka’s original findings are robust and are not the product of selection bias.

Still an examination of Matsusaka’s regression model suggests some ways that it could be improved.  For instance, Matsusaka, does not include any variables to capture the impact of demographic shifts.  Since school age children and elderly Americans tend to use state services at a disproportionately high rate, increases in the relative size of these demographic groups would put upward pressure on state budgets.  Furthermore, some policy studies find that increasing number of elderly people and children lead to higher levels of spending. (New, 2001).  As such, separate variables measuring the percentage of state residents over the age of 65 and between the ages of 5 and 17 will be included in the model.


Secondly, Matsusaka uses the average D-NOMINATE scores for each state’s U.S. Senators as a way to hold constant the ideology of each state. This seems like a reasonable way to approximate state ideology.  However, there are some problems with this measure. Since Senate terms last 6 years, changes in state ideology may not be immediately reflected in the voting patterns of U.S. Senators.   Furthermore, people often vote for individual Senators for reasons that have little to do with ideology. As a result the average ideology of a state’s two U.S. Senators is not a perfect proxy for the ideology of a state.

In 1999 Berry et al calculated an ideology score which used the voting behavior of each state’s Congressional delegation and the competitiveness of the House elections in each state.  Since more elections are being considered and since House elections are more frequent, this seems like a better way to capture state ideology than the D-NOMINATE score.  As such, the ideology scores developed by Berry et al will be included in all subsequent regression models.

Finally, increases in population density can make it less expensive for the government to provide various services.  However, increases in density might result in more spending by placing strain on some public goods and services.  As a result I will include Density Squared in subsequent regressions.  Combining population density with the square of population density should provide a better indication of how the concentration of population impacts state and local expenditures. The regressions are run and the results are as follows.

Table 4: Adding Additional Variables To The Regression Model

Technique: Fixed Effects With Year Indicator Variables, White Standard Errors

States Considered: Every state except Alaska

Dependent Variable     State and Local Per Capita Expenditures                             
Initiative
           -85.22***
    



           (12.80)            

Per Capita Income
      0.12***    
      



      
     (0.04)        

Population Density
     -0.91***        

     (0.12)
     

Metropolitan Population   2.77***
        

(percent of total)       (0.42)
     

Population Growth        -4.04**
       

(past four years)        (1.44)
      

Mineral Production
      0.00
     

(per capita)

     (0.02)
     

D-NOMINATE average
     37.62
     

(U.S. Senators)
    (25.36)
    

Federal Revenue
      2.19***
      

(per capita)

     (0.05)
     

Southern State
    -98.84***
   

(19.43)

Density Squared           0.01***




     (0.00)

Citizen Ideology          0.37

(Berry Measure)
     (0.57)

Percent Age 5-17
      2.05

                         (1.33)

Percent over Age 65
      3.91*


          
     (1.75)




Number of States

49
        

Years Considered           41           

Observations

      2009

R squared

      .93         
     



*significant at the 10 percent level; **significant at the 5 percent level; ***significant at the 1 percent level

The results of this regression are unsurprising.  As the proportion of elderly Americans and school age children rise, per capita state and local expenditures increase.  This is consistent with the findings in the academic literature.  Also, the coefficient for Population Density is negative while the coefficient for Density Squared is positive.  This confirms that density does not have a linear effect on state and local expenditures. It seems that increasing population density reduces expenditures only up to a certain point.  Then increases in population density actually increase state and local spending. 

Finally, the citizen ideology measure has a coefficient that is positive indicating that ideologically liberal states spend more than conservative states.  This variable fails to reach statistical significance.  However, is unsurprising since this variable correlates with the D-NOMINATE variable which is still included in the regression model

However, of most interest in this model is the coefficient for Initiative. The regression results indicated that it has increased again in both magnitude and significance. This regression model indicates that the presence of ballot initiatives reduces state and local per capita expenditures by $85.22.  As such, it does not appear that the statistically significant impact of Initiative in Matsusaka’s original regression was caused by omitted variables bias.

There is one additional improvement that can be made to Matsusaka’s model During the time period that Matsusaka examines, three states, Illinois, Wyoming, and Florida adopted the citizen initiative.  It is possible that the adoption of the initiative in these state was brought about by public dissatisfaction with the size of government. As such, it is possible that Matsusaka’s original findings are influenced endogeneity problems.

The best way to resolve these endogeneity problems would be to eliminate those states that adopted the initiative between 1960 and 2000.  As such, Wyoming (1968) Illinois (1970), Florida (1978), and Mississippi (1992) are eliminated from the dataset and the regression is re-run.  The results are as follows.

Table 5: Resolving Endogeneity Problems

Technique: Fixed Effects With Year Indicator Variables, White Standard Errors

States Considered: All except Alaska, Florida, Illinois, Mississippi, and Wyoming

Dependent Variable     State and Local Per Capita Expenditures                             
Initiative
          -104.01***
    



           (12.91)            

Per Capita Income
      0.12***    
      



      
     (0.04)        

Population Density
     -1.04***        

     (0.12)
     

Metropolitan Population   3.52***
        

(percent of total)       (0.44)
     

Population Growth        -4.24**
       

(past four years)        (1.48)
      

Mineral Production
     -0.01
     

(per capita)

     (0.02)
     

D-NOMINATE average
     16.95
     

(U.S. Senators)
    (24.98)
    

Federal Revenue
      2.01***
      

(per capita)

     (0.05)
     

Southern State
    -131.88***
   

(19.35)

Density Squared           0.01***




     (0.00)

Citizen Ideology          1.74***

(Berry Measure)
     (0.57)

Percent Age 5-17
      4.94

                         (3.72)

Percent over Age 65
      5.10


          
     (1.77)




Number of States

45
        

Years Considered           41           

Observations

      1845

R squared

       .93         
     



*significant at the 10 percent level; **significant at the 5 percent level; ***significant at the 1 percent level

The elimination of states that pose potential endogeneity problems does little to change the overall regression results. In fact, the coefficient for Initiative again becomes larger. This model predicts that the presence of initiatives lowers per capita state and local expenditures by over $104. This makes it clear that endogeneity problems are responsible for the differences between initiative and non-initiative states in Matsusaka’s original regression.

Overall, these regressions have demonstrated that the findings of Matsusaka and others are extremely robust.  A number of different model specifications on various datatsets indicate that presence of ballot initiatives has a negative and statistically significant impact on per capita state and local expenditures. As such, perhaps it is time to continue the examination as to why expenditures are lower in initiative states.

Eliminating Possible Solutions: Tax Reductions and Tax Limits
The academic literature finds that neither tax reductions nor tax limitations have long term impacts on state fiscal outcomes.  Still, I wanted to examine fiscal limits in the context of Matsusaka’s model before dismissing them.  As such, some new variables will be added to the regression model. Some will attempt to capture the broad effects of fiscal limits and others highlight the impact of some more well known limits on government. 

 The variable Prop13 will indicate the passage of Prop13 in California and will be scored a 1 for all years in California after 1978. Similarly, Prop2.5 will be scored a 1 for all years in Massachusetts after 1980.  The variable TEL will indicate those 26 states that have enacted a revenue or spending limit since 1976. 

Now most studies indicate that TELs have a marginal impact on taxing and spending at the state level.  However, in recent years two states have enacted TEL which set a lower limit for revenue growth.  Colorado voters enacted Colorado’s Taxpayer Bill of Rights (TABOR) in 1992 and Washington voters enacted I-601 in 1993.  Anecdotal and statistical evidence indicates that both of these revenue limits have been effective at restraining the growth of government (New, 2001).  As such indicator variables for TABOR and I-601 will be included in the model.  The results are as follows.

Table 6: Examining The Impact of Fiscal Limits

Technique: Fixed Effects With Year Indicator Variables, White Standard Errors

States Considered: Every state except Alaska, Florida, Illinois, Mississippi, and Wyoming

Dependent Variable     State and Local Per Capita Expenditures                             
Initiative
          -108.75***
    



           (13.57)            

Per Capita Income
      0.12***    
      



      
     (0.04)        

Population Density
     -1.01***        

     (0.12)
     

Metropolitan Population   3.28***
        

(percent of total)       (0.45)
     

Population Growth        -4.07**
       

(past four years)        (1.48)
      

Mineral Production
     -0.02
     

(per capita)

     (0.02)
     

D-NOMINATE average
     18.17
     

(U.S. Senators)
    (24.94)
    

Federal Revenue
      2.01***
      

(per capita)

     (0.05)
     

Southern State
    -133.05***
   

 (19.49)

Density Squared           0.01***




     (0.00)

Citizen Ideology          1.82***

(Berry Measure)
     (0.57)

Percent Age 5-17
      5.81

                         (3.72)

Percent over Age 65
      4.94***


          
     (1.77)




Prop 13 (CA)

      12.36

                         (54.78)

Prop 2.5 (MA)            -58.22

                         (55.62)

TEL                       48.34***

                         (16.41)

TABOR (CO)              -207.24**




     (87.57)

I-601 (WA)

     307.04***




    (102.58)

Number of States

45
        

Years Considered           41           

Observations

      1845

R squared

      .94         
Not surprisingly, the addition of these additional variables, does little to change the magnitude or the significance of initiative.  This is consistent with the academic literature that has examined fiscal limits.  Somewhat surprisingly, the coefficient for Prop13 is positive.  This is not to say that Prop 13 increased per capita state and local expenditures in California.  Instead, this means that actual spending in California was higher than what the statistical model would predict, even after the passage of Proposition 13.  The positive coefficient for Washington’s I-601 should be interpreted in a similar fashion.

An Interesting Finding on Per Capita Federal Revenues
The finding that initiative states tax and spend less is robust and holds up well under a number of different model specifications. Unfortunately, a solid explanation for this finding remains elusive. However when constructing this dataset, I found some evidence that revenues from the federal government appear to be playing a role in the fiscal policy differences between initiative and non-initiative states. When per capita federal revenue is removed from Matsusaka’s original regression model. The coefficient for initiative loses much of its magnitude and significance (Table 7).   This indicates that fluctuations or differences in federal government grants might be in some way responsible for the differences in fiscal policy outcomes between initiative and non-initiative states. As such in the next section of the paper, long term trends in per capita federal revenues will be analyzed.  
Table 7: Removing Per Capita Federal Revenue from the Original Model

Technique: Fixed Effects with Year Indicator Variables White Standard Errors

States Considered: Every state except Alaska

Years Considered: 1960, 1965, 1970, 1975, 1980, 1985, 1990

Dependent Variable        State and Local Per Capita Expenditures                                                     
Regression Source
      JOPE
         My Replication      Another Replication  
Initiative
           -60.00**
    -53.92*
     -13.90



           (26.39)      (28.45) 
     (42.16)

Per Capita Income
      0.13***      0.12*** 
0.12***
      



      
     (0.01)       (0.01)
      (0.01)

Population Density
     -0.30***     -0.31***
      -0.25**

     (0.06)
     (0.08)
      (0.12)

Metropolitan Population   3.08***
      1.45*
       3.38**

(percent of total)       (0.73)
     (0.86)
      (1.24)

Population Growth         3.54
     -0.91
       4.86

(past four years)        (0.03)
     (2.85)
      (4.26)

Mineral Production
      0.01
     -0.01
       0.01

(per capita)

     (0.01)
     (0.04)
      (0.04)

D-NOMINATE average
     40.76
     32.08
     -82.06

(U.S. Senators)
    (46.15)
    (52.28)
     (77.60)

Federal Revenue
      2.29***
      2.45***
       --


(per capita)

     (0.17)
     (0.12)

Southern State
   -111.69***
    -73.97*
    -240.80***




    (32.82)
    (40.52)
     (57.37)

R squared

       .93          .92
     
.81


Observations


343
       343

343

*significant at the 10 percent level; **significant at the 5 percent level; ***significant at the 1 percent level

Examining the Trends: The Initiative, Per Capita Income, and Federal Revenue

The results from the previous section indicate that we can possibly learn more about the effect of the initiative by comparing trends in initiative and non initiative states. Indeed, it seems likely that the presence of the citizen initiative has had a different impact during different time periods. Indeed, Matsusaka’s prior research indicates that spending was actually higher in initiative states during the early part of the 20th century.   More information about how the impact of initiatives has changed across time might provide some insights as to how the initiative affects state fiscal policy. To gage the impact of ballot initiatives across time, several new indicators variables will be added to the statistical model.  

Forty-one new indicator variables, Initiative60 to Initiative00, will be added to the latest regression model.  These variables interact the presence of the initiative with each of the year indicator variables.  Individually, each of these variables will provide the impact of the initiative in a single year.  Combined they should give us some indication of how the initiative has impact state and local expenditures across time.  A regression is run and graph of the coefficients of Initiative60 to Initiative00 is below.  Alaska and the four states that adopted the initiative between 1960 and 2000 were excluded from the statistical model.
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This graph seems to raise more questions than it resolves. It appears that the initiative was only having a modest impact in the early and mid 1960s. However, starting the late 1960s to the mid 1970s the initiative has a much larger impact, peaking around 1973.   Then from 1974 to 1987 the impact of ballot initiatives weakens, as fiscal outcomes in initiative states approach outcomes in non-initiative states.  Interestingly, this narrowing between initiative and non-initiative states continues through the tax revolt of the late 1970s.  However, during the late 1980s the gap between initiative and non-initiative states widens again and the initiative has large impact during the 1990s.  This chart is interesting, but it does not seem to offer a great deal of insight as to how the initiative is affecting state fiscal policy.

Analyzing Trends In Other Variables

We can see from the previous chart that the effect of the citizen initiative fluctuates across time.  Perhaps by analyzing the trends in some of the dependent variables we can better account for these fluctuations in the effect of the citizen initiative.  The two independent variables that are the most statistically significant in every regression are per capita personal income, and intergovernmental revenue. Both of these variables have t-scores that routinely exceed 30. I computed the differences between initiative and non-initiative states in real per capita personal income and per capita federal revenues over time for all the consistent initiative and non initiative states. The charts are below
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The charts indicate that during the early 1960s, per capita income was higher in initiative states than in non-initiative states. However, this eventually changed. The difference in per capita personal income between initiative and non-initiative states started to decline during the 1970s. Throughout the 1980s and 1990s, per capita personal income was actually higher in non-initiative states than in initiative states.

The trend with regard to federal revenues is somewhat different. Once again, during the early 1960s federal revenues were higher in initiative states than in non-initiative states. This trend persisted, with the exception of a couple years, until the early 1990s.  For much of the 1990s initiative and non-initiative states received similar amounts of revenue per capita from the federal government.  
These two charts contain some interesting information, but neither really explains the changing effect of the initiative across time.  The early chart showed that the initiative had a modest effect on federal spending in the early 1960s.  Its effect grew stronger into the early 1970s. Its effects gradually weakened throughout the 1980s and became stronger again during the 1990s. None of these charts provides a good explanation for this phenomenon.

The Changing Impact of Per Capita Personal Income and Federal Revenues

It seems possible that the effects of Federal Revenue and Per Capita Personal Income on fiscal outcomes in initiative states are changing across time. This might also lend some insights as to why spending in initiative states is less than spending in non-initiative states. For instance, in previous research I have hypothesized that over time initiative states might adopt revenue instruments that are less sensitive to fluctuations in the economy.  As such, when the economy does well, initiative states would therefore receive less revenue, keeping spending down.
 This hypothesis can be tested empirically by creating a series of three way interactions and including them in the regression model.   Each year indicator variable will be interacted with the Initiative and Per Capita Personal Income. Similarly, to test the effect of per capita Federal Revenues across time, each year indicator variable will be interacted with the Initiative and Per Capita Federal Revenues. 

New Sets of Independent Variables

1) [Individual Year Variable * Initiative * Personal Income]
2) [Individual Year Variable * Initiative * Federal Revenue]
Another regression is run. The dependent variable is still Per Capita State and Local Expenditures. The same independent variables used in the regression whose results are listed in Table 5 are included in this model. The regression is run on data from 45 states. Alaska is excluded as are the 4 states that adopted the initiative between 1960 and 2000.  Both new sets of independent variables are included in this model to capture how the effects of Per Capita Personal Income and Federal Revenues in initiative states changes across time.  The regression coefficients for each of these new series of variables are graphically depicted in the following two charts.
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During the 1960s it appears that spending in initiative states was less sensitive to fluctuations in per capita personal revenue than spending in non-initiative states. However, this started to change in the late 1960s. By the early 1970s spending in was slightly more sensitive to fluctuations in per capita personal income than in initiative states than in non-initiative states. Overall, the effects of per capita personal income remained fairly similar in both initiative and non initiative states after the 1970s. Initiative states were slightly more sensitive to changes in per capita personal revenue during the 90s and non-initiative states were slightly more sensitive during the 1980s. Still these trends still do not completely explain the difference in overall fiscal outcomes between initiative and non-initiative states.

However, the most interesting chart is the one that shows the effect of per capita federal revenues on initiative state spending. During the 1960s it appears that federal revenues stimulated considerably more spending in initiative states than in non-initiative states. This trend abruptly ended in the early 1970s. For much of the 1970s federal revenues triggered less additional spending in initiative states than in non-initiative states. This trend began to weaken in the early 1980s as federal revenues appeared to stimulate slightly more spending in initiative states.  However, this trend once again reversed itself again in the 1990s as federal revenues again stimulated less spending in non-initiative states


What is especially interesting about this chart is that the effect of the initiative over time and the effect of federal revenues on initiative state spending over time track very closely with one another.  Indeed it seems that changes in aggregate federal revenues and changes in the effects of federal revenues might provide some explanation for Matsusaka’s finding as to why initiative states tax and spend less than non-initiative states. Since the 1960 it appears that initiative states started to receive less revenue per capita from the federal government and the revenues they did receive stimulated less spending.  There does not appear to be an obvious explanation why this is the case.  However, changes in the composition of federal revenues distributed to initiative and non-initiative states is a topic that will be examined closely in future research. 
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Conclusions



As a political scientist, I am interested in trying to determine why state and local expenditures are lower in states that have ballot initiatives.  However, before pursuing this question, I wanted to more rigorously examine the impact that ballot initiatives have on state fiscal policy.  Many political scientists axiomatically accept the findings of Matsusaka and others, however, I wanted to see if different statistical models would generate similar results.



In this paper I replicated Matsusaka’s original findings.  I proceeded to consider data from a longer timespan, added additional variables to better capture the effects of demographics and ideology, and eliminated potential endogeneity problems.  However, in all of my statistical models, state and local expenditures are lower in states that have ballot initiatives and direct democracy. The size of the coefficient is similar across the various models and always attains conventional standards of statistical significance.

Finding an explanation for the difference between initiative and non-initiative states has been elusive.  It does not appear that either tax reductions or fiscal limits passed through the initiative process are responsible for the differences in fiscal policy between initiative and non-initiative states. Furthermore, from my previous research, it appears that initiative and non initiative states adopt similar fiscal policies when confronted with surpluses and shortfalls.

However, in this paper, I found some evidence that revenues from the federal government appear to be playing a role in the fiscal policy differences between initiative and non-initiative states. For instance, when Per Capita Federal Revenues are removed from the regression equation, the coefficient for Initiative loses much of its magnitude and significance.  

Furthermore, it appears that the effects of per capita Federal Revenues in initiative states have changed across time.  The regression results indicate that during the 1960s the receipt of Federal Revenues stimulated more spending in initiative states than non initiative states. However, during the 1970s and 1990s this changed. The receipt of federal revenues resulted in less spending in initiative states than in non-initiative states.  Overall, the fact that federal revenues were stimulating less spending in initiative states coupled with the fact that per capita federal revenues decreased in initiative states provides some explanation as to why expenditures in initiative states fell relative to non-initiative states

Overall, this leads to some potentially interesting areas for future research. It is not entirely clear why initiative states started to receive less funding from federal revenues or why the impact of federal revenues on initiative state spending changed over time. However, it might have something to do with the changes in the composition of federal grants that were received by initiative states.  This is a topic that will be explored in future research as we try to unlock the mystery as to why initiative states have lower levels of taxing and spending than non-initiative states.







































































































