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Executive Summary

Initiatives and referendums are playing an increasing role in political decision making. Twenty- four
states now allow citizens to propose and approve laws directly without recourse to their elected
representatives. Initiatives are setting the political agenda at the state level and even the national level
with issues such as immigration, affirmative action, medical marijuana, and physician-assisted suicide.
Both conservative and liberal groups continue to view direct legislation as an attractive way to push
their agendas when the legislature is not responsive to their interests.

Yet direct democracy remains controversial. Critics view it as a subversion of the representative
government established by the founding fathers, while advocates argue that it is a natural evolution of
democracy in light of our highly educated population, and technological developments that allow easy
dissemination of information to every citizen. A few prominent initiatives loom large in the public
mind, such as California's tax cutting Proposition 13. But up to now, there has been little available in
the way of broad statistical evidence.

The attached article is the first large-scale statistical study of the effects of the voter initiative in the
United States. The study examined state and local fiscal policies from 1960 to 1990. When the
budgetary numbers were compared for states that allow voter initiative and states that do not, several
clear patterns emerged.

Initiatives led to significantly lower spending and taxes. Per capita spending, for example, was about
$83 per capita lower in a typical initiative state than a typical non-initiative state, which translates into
$332 less expenditure (and hence taxes and fees) for a family of four. Compared to the average level
of state and local spending, $2300 per capita, initiatives caused a reduction of 4 percent.

Initiatives led states to decentralize spending decisions. Local spending was 10 percent higher in
initiative states than non-initiative states, while state spending was 12 percent lower. Thus, voters used
initiatives to force spending decisions to be made closer to home.

Initiatives led states to adopt a less redistributional revenue system. In initiative states, broad based
taxes (primarily on property, income, and sales) were 8 percent lower than in non initiative states,
while fees for services (such as college tuition) were 7 percent higher. Initiative states charged users
for services they received instead passing the costs on to other taxpayers.

Spending and tax decisions depend on more than just whether or not initiatives are available in a state.
Such things as the income of a state, its need for new infrastructure to meet growing population, and
so on are important. The statistical procedure employed controlled for all these factors, specifically,
income, population density, population growth, urbanization, mineral wealth, aid from the federal
government, and the state's region.



The study also checked whether the initiative was responsible for the fiscal differences, or whether
voters in initiative states were just intrinsically more conservative. Data from Gallup polls and CBS
News/New York Times polls were used to compare the ideology of citizens in initiative and non-
initiative states. There was no difference on average.

The period from 1960 to 1990 covers the high point of the big government era and the rise of the
taxpayer rebellion. The evidence analyzed provides the first broad statistical overview of the
consequences of voter initiatives for tax and spending policies. Taken together, the findings show that
voter initiatives are not the most important factor determining state fiscal policies, but they do make a
difference. Voters have used the initiative to cut back the size of their state governments and put a
break on redistribution. Whether this is good or bad depends on what one thinks is the optimal role of
government.

I received helpful feedback from Giorgio De Santis, Thomas Gilligan, ChinhuiJuhn, Lawrence Kenny,
Randall Kroszner, John Lott, Vikram Nanda, Mark Zupan, anonymous referees, session participants at
the 1993 Public Choice meetings, and workshop participants at Stanford University, University of
California at Los Angeles, Berkeley, and Santa Barbara, University of Houston, and University of
Southern California.
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I. Introduction

The economic theory of government pioneered by Stigler (1971), Peltzman (1976), and Becker (1983)
views policy as the outcome of competition between pressure groups. Groups are assumed to compete
within the context of a given set of "rules," or institutions. By examining environments in which
institutions are held constant, re searchers have been able to focus on noninstitutional explanations for
political outcomes. Among the most successful of these studies are those that have shown a strong
linkage between legislative out comes and constituent characteristics (e.g., Peltzman 1984; Gilligan,
Marshall, and Weingast 1989).

An interesting question that emerges from this line of research is whether the ceteris paribus
assumption about institutions is important and, if so, how important. In actuality, institutions vary
substantially across political units (countries, states, and localities) and across time. Countries differ in
whether they are democratic or not and, if democratic, whether they have parliamentary or presidential
systems, whether they are centralized or organized as a federal system, and so on. States display
differences in a wide assortment of institutions. Notable examples include term limits, executive
vetoes, balanced- budget requirements, and tax and spending limits. Variation in the institutional
context of political competition suggests that it may be fruitful to look for institutional explanations for
policy outcomes as well.

This paper is an attempt to complement the economic theory of government by providing evidence on
the effects of an institution that is widely used in American state and local governments, the voter
initiative. The federal organization of the United States provides a hospitable environment to study this
process. At present, citizens in 23 American states can propose and pass state laws directly without



recourse to their elected representatives by means of initiatives. In the other 27 states and at the federal
level, laws can originate only from the elected legislature. In this paper, I compare the state and local
governmental finances of initiative states and what I call "pure representative" states over the last 30
years, 1960, 90. Examination of budget behavior allows not only a statistical evaluation of whether the
initiative matters but also a quantitative evaluation of how much it matters. There are other policies
that could be compared between states. For example, what sort of social and regulatory laws do they
have? However, fiscal outcomes are a natural place to begin looking for effects of institutional
differences.

There are theoretical reasons to expect that the initiative matters for government outcomes. First, there
is an emerging literature on legislative organization, often 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 between representatives by reducing transaction costs
associated with approval of government projects. The gains-from-trade hypothesis argues that because
of vote trading, projects that are highly valued by some representatives may be approved even if they
do not 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, so
initiatives are likely to yield policies closer to median voter outcomes. If the gains-from-trade
hypothesis is correct, then fiscal outcomes in initiative states should be different from those in pure
representative states.

Another theoretical reason that the initiative might matter is found in the agenda control literature
associated with Romer and Rosenthal (1979). This work shows that if a person 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 force the median voter to approve an undesirable policy
by threatening reversion to an even less desirable status quo policy. In a legislature, the agenda process
tends to be restricted in a number of ways. Typically, committees have an 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, at least in principle.' Any citizen may propose any law he likes, and as
long as a uniform set of conditions are satisfied, his proposal is put before the electorate. By removing
agenda control from the legislature, the initiative alters the balance of power between competing
pressure groups, which is likely to result in different policy outcomes.

A third reason to expect that the initiative might matter stems from the fact that 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 implement policies contrary to constituent interests without fear of being punished at
the polls (see, e.g., Kalt and Zupan 1984, 1990). A less appreciated fact is that representatives also
suffer from limited information, in particular, information about constituent preferences. This can
cause even well-intentioned legislators inadvertently to implement policies that deviate from those the
median voter would like (Matsusaka 1992). In the presence of these information imperfections, the
initiative can lead to policy outcomes different from those the legislature would choose.

In addition to these theoretical issues, evidence concerning the fiscal consequences of the initiative has
a bearing on policy. Opinion polls consistently show strong support for the idea of direct lawmaking,
at both the state and national levels. Accordingly, during the last decade, several states considered



amending their constitutions to provide for voter initiatives, and the idea of national initiatives was
discussed. While the merits of the initiative are debated on a variety of grounds, at the heart of many
discussions is the question of what effect it has on policy and, in particular, whether citizen initiatives
lead to more or less government. For example, some see the initiative as a panacea for what they
consider the runaway growth of government. Others view it as an invitation for a myopic electorate to
lavish spending on itself. None of these arguments at present is based on more than anecdotal
evidence, typically drawn from a few prominent cases such as California's Proposition 13. Things are
made even murkier by the fact that the efficacy of these highly visible tax and spending limitation
measures is in dispute (see Dougan 1988). Comparative evidence on government behavior can help to
focus the de bate between proponents and critics of direct lawmaking.

The paper's main finding is that states with the initiative have significantly lower spending per capita.
For a typical initiative state with relatively easy ballot access, expenditure is about 4 percent less than
in a similar state with a pure representative form of government. The finding that the initiative inhibits
government spending appears to corroborate Peltzman's (1992) finding that elected representatives
spend more than the median voter wishes.

A second finding is that availability of the initiative leads to a particularly large reduction in the state
component of state and local spending and an increase in the local component. State-level expenditure
in a typical initiative state is about 12 percent lower and local spending is about 10 percent higher than
in a comparable pure representative state. Thus, in addition to reducing overall spending, the initiative
causes a shift away from state and toward local spending.

A third finding concerns the revenue side of the budget: initiative states rely less on taxes and more on
charges for services than pure representative states. For a typical state, taxes are roughly 8 percent
lower and charges are 7 percent higher. It is inherently less redistributional to raise revenue with
charges than taxes because charges require the people who consume government services to bear more
of the associated costs. The shift in spending toward local government also limits potential
redistribution. Taken together, these findings seem to suggest that one of the broad consequences of
the initiative is to reduce the amount of government redistribution.

The paper proceeds as follows. Section II provides background information on voter initiatives in the
United States. Section III develops an empirical framework for the analysis. Sections IV and V are
devoted to documenting the effects of the voter initiative on fiscal outcomes. Section VI considers the
possibility that estimated initiative effects are proxies for unobserved state ideologies. Section VII
offers an interpretation of the evidence and discusses the implications. Section VIII presents a
conclusion.

I1. Overview of the Initiative

Direct democracy is a public decision-making process in which enactment of laws depends on a direct
vote of citizens, not their elected representatives. In one type of direct democracy, laws are proposed
by representatives, whereas in the other they originate with the citizens themselves. Both types have
been present in the United States from the beginning, such as when the Massachusetts legislature held
a referendum on the state's new constitution in 1778 or when New England communities held town
meetings. The citizen-initiated type of direct democracy did not appear at the state level until South



Dakota adopted the initiative device in 1898 at the onset of the Progressive movement. Over the next
three decades, 18 states followed, amending their constitutions to allow citizens to initiate and pass
laws directly. Since then, the only continental states to adopt direct law making at the state level were
Wyoming in 1968, Illinois in 1970, and Florida in 1978, although Minnesota and Rhode Island came
close in the 1980s. Counting Alaska, which entered the Union with the initiative as part of its
constitution, there are now 23 "initiative" states, states that allow citizens to initiate and enact laws
without recourse to their elected representatives. Table 1 lists these states and indicates the year they
first made the initiative available. The list includes both populous industrialized states and sparse rural
states. All regions of the country are represented, but the initiative is especially prevalent west of the
Mississippi River.

The initiative has a standard form: a citizen is allowed to propose a new law, and if he can collect a
certain number of signatures from fellow citizens, the proposed law is placed on a statewide ballot.
The voters can vote either for it or against it. If a majority vote in favor of it, the proposal becomes
law.

The details of how the initiative is administered vary across states. The most important difference is
the number of signatures required to place a measure on the ballot. The signature requirement is
usually expressed as a fraction of the number of votes cast in the preceding gubernatorial election. For
example, in order to qualify for the ballot in California, a statutory petition needs signatures equal to 5
percent of the number of votes cast in the most recent gubernatorial election. the signature requirement
rises, it becomes increasingly difficult to use the initiative. Thus, from a conceptual point of view, it is
reasonable to say that among the initiative states, some of them have"more of me initiative" than
others. This turns out to be important below.” Table 1 lists the signature requirement to qualify a
measure for the ballot in each state, taken from Magleby (1984).3 About half the states also include a
geographic requirement that limits the number of signatures that can be collected from any given
region.

Another difference between states concerns whether citizens are allowed to use initiatives to amend
the state constitution or only pass laws. For the purposes of this study, the distinction is ignored
because governmental finances, the focus of the study, rarely enjoy constitutional protection. Thus
almost all aspects of a state's budget can be reached by statutory initiatives. If this study had concerned
social legislation, then constitutional protections would be more important, and it would be desirable
to distinguish between statutory and constitutional amendment initiatives. The signature requirements
in table 1 refer to whichever is lower, the percentage for statutes or the one for constitutional
amendments.

A weaker form of direct democracy is the referendum. The referendum allows citizens to approve or
nullify laws originating in the state legislature. A referendum can reach the ballot either by citizen
petition, as with initiatives, or by legislative referral. However, new legislation cannot be proposed by
way of a referendum. For the purposes of this study, a state that provides for either type of referendum
but not the initiative is classified as a non-initiative or pure representative state.

II1. Empirical Methods



III. Empirical Methods

the following model. Suppose
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revenue sources, X, is a vector representing exogenous decision fac-
: N :

I allows citizen
initiatives in period ¢ For example, in the median voter model, I/
is the utility function of the median voter and X, are “preference”
parameters. Alternatively, the decision maker is a vote-maximizing
legislator and X, are the characteristics of his constituents. The for-
muylation in (2) indicates that, in principle, the decision maker can be
concerned with any category of spending and any revenue source, as
well as net borrowing.

In each period ¢, the decision maker in state i chooses (), for all §
and R for all k 1o maximize L' subject to the income constraint (1).
This optimization process yields reduced-form functions for G}, and
R%, denoted G/'*(®,, X,, F,) and R**(@,, X,, F,), respectively. Net
borrowing is completely determined once spending and taxes are
chosen. The expenditure functions, G/*, are approximated by a lin-
ear function:
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The revenue equations are defined analogously. In equation (3), a,
B. v, and & are unknown parameters and wu; is an error term. The
paper's approach essentially is to estimate equation (3) using ordinary
least squares. If the initiative does not matter, then p = 0.

The basic regressions are estimated on a sample of 49 states (i =
1, ..., 49). Following other researchers, [ omit Alaska, an outlier,

from all calculations. The regressions span 30 years at 5-year intervals
beginning in 1960 (¢ = 1960, 1965, . . ., 1990). The vector &, con-
tains a dummy variable indicating whether or not a state provides for
voter initiatives, as well as a variable equal 1o the signature require-
ment for those states that do.

The vector X, contains six variables: (i) income, (ii) population density, (iii) metropolitan population,
(iv) population growth rate, (v) value of mineral production, and (vi) a measure of the
"conservativeness" of the state's U.S. senators. This is a deliberately short list but has considerable
explanatory power. The four demographic variables are commonly used in the empirical literature on
government budgets, are theoretically linked to the benefit and cost of government spending, and are
statistically significant in most regressions in the paper. Income is perhaps the most well-known
predictor of government size. The main theoretical reason to include it in the regressions is that the
demand for a number of government services is believed to be positively related to income. Population
density is theoretically linked to spending in two ways. First, a dense population may increase the



marginal benefit of spending if it creates unique public good problems. Second, dense populations
may present opportunities for economies of scale in production of government ser vices. The third
variable, the percentage of the state's population living in a metropolitan area, is included to control for
potential differences between urban and rural areas in benefits of spending and costs of raising
revenue. The fourth demographic variable is the growth rate of the population over the preceding four
years. Population growth is expected to lead to a short-run demand for certain services that are
typically provided by the government, particularly capital goods such as highways, streets, sewers, and
schools.

Mineral production is included in the X, vector because the pres-

be in order, then, when introducing it into the X, vector. Evidence of large mineral deposits gives a state the
option to shift its tax burden toward severance taxes. The political cost of such taxes is likely to be
lower if mineral resources are owned by nonresidents. In addition, severance taxes may be less
distortionary than income or sales taxes. Unlike the four demographic variables, mineral production is
seldom used as a control in spending regressions.”

It turns out that these variables do a good job explaining the data. Still, it is unlikely that they
completely capture constituent interests or the set of factors that determine the demand for spending.
To try to capture residual preferences over fiscal outcomes, the last control is a variable that represents
the ideology of the state's U.S. senators. The particular measure I use is based on the D-NOMINATE
estimates of Poole and Rosenthal (1991); D-NOMINATE is an estimation procedure that provides a
spatial location for each U.S. senator based on the senator's roll-call votes. Poole and Rosenthal report
that roll- call voting behavior can be characterized for the most part by a one- dimensional model.
Accordingly, I take the estimated first-dimension position of each senator and average it across a
state's senators. With some caveats, this spatial position can be thought of as indicating where a
senator lies on the liberal-conservative spectrum. Theoretically, the positions range from 1 for the
most liberal to + 1 for the most conservative.’ This appears to be the most appropriate ideology
variable for panel data. Unlike other commonly used measures such as Americans for Democratic
Action ratings of senators or state votes for the Democratic candidate in the presidential election, the D
NOMINATE estimates are comparable across time as well as in the cross section. Still, this ideology
variable differs in kind from the other controls; it may be partially endogenous, and its meaning is
open to more than one interpretation. Some caution would seem to be in order, then, when introducing
it into the X; vector.

Regression (3) suggests a number of econometric issues that I try to address. First, because panel data
are used, a fixed time effect is included. This takes the form of a separate intercept for each year. It
would not be informative to include fixed state effects for individual states because only three states
changed their initiative status during the sample period. A dummy variable for the 11 southern states
that formed the Confederacy is included, however, to adjust for a particular well-known fixed effect.®
It is hoped that these two fixed effects and the controls are sufficient to allow unbiased estimates

of B. However. it is likely that the error term, u,, remains heteroskedas-tic with respect to both time and states. To
correct for this, White standard errors are used for all hypothesis tests. Because each regression
includes the same set of explanatory variables, there is no gain to estimating them as a system of
equations.

In regression (3), federal revenue transfers are taken to be exogenous with respect to state fiscal
decisions. This is not a bad assumption for block grants and general revenue sharing, which annually



constituted between 10 and 25 percent of federal aid during the period under consideration. It is Tess
appropriate for categorical grants that are delivered in the form of matching funds (aid for highway
construction, e.g.). However, the majority of categorical aid is awarded on the basis of formulas set by
federal officials, by Congress in the case of formula grants, and by administrators in the case of project
grants. Given that these formulas reflect political bargaining at the federal level (see Hale and Palley
1981), a state's ability to increase its federal aid by altering its fiscal behavior may be small. In any
event, if federal aid is endogenous, its inclusion does not bias estimates of B-

A final issue betore 1 urn [o the regressions 15 Ihe IMpled exoge-
neity of ©,. One reason not to be overly concerned with the possibiliry
that @, is endogenous is the fact that most states adopted their direct
democracy laws more than 40 years before the start of the sample
period. I have also estimated the regressions that follow after exclud-
ing states that adopted the initiative during the sample period (not
reported), and the thrust of the results is the same.

The majority of the data were collected from Governmental Finances, a publication of the U.S. Bureau
of the Census. Metropolitan population data were taken from State and Metropolitan Area Data Book,
also published by the Bureau of the Census. Mineral production data came from Minerals Yearbook, a
publication of the Bureau of Mines, for 1960&mdash;75. Mineral data for 1980&mdash;90 were
constructed from information in Minerals Yearbook and Statistical Abstract of the United States.
Initiative data were taken from Magleby (1984). A more detailed description of the data is given in the
Appendix. Summary statistics on the controls and federal aid are reported in table 2. Here and
throughout, all dollar values are expressed (i) in 1990 dollars using the consumer price index and (ii)
in per capita terms.

IV. Evidence on Expenditure

This section reports evidence on the central question: What effect, if any, does the initiative have on
the level of government spending? As a backdrop to the investigation, table 3 presents summary
statistics for various spending categories at 5-year intervals. These statistics provide a condensed
history of state and local expenditure.

The first measure is direct general expenditure by state and local governments. This definition of
spending includes education, welfare, hospitals, highways, airports, ports, transit subsidies, police and
fire protection, prisons, parks, housing programs, sewers, government administration, and interest on
general debt, in short, almost everything. The only excluded expenditures are utilities, liquor stores,
employee retirement or other insurance trusts, and transfers to the federal government. State-local and
local-state intergovernmental revenue transfers net out. Roughly 85 percent of all state and local
spending is classified as direct general expenditure.

A steady upward trend in expenditure per capita can be seen, with a slowing from 1975 to 1985. Real
spending over the full 30-year period increased by a factor of 2.5. In addition to a substantial variation
in expenditure over time, a healthy cross-sectional variation is evident. The standard deviations hover
at about 20 percent of the mean, and the maximum spending level is typically more than twice the
minimum.



The table also reports separately the history of capital and current (noncapital) direct general
expenditure. The current expenditure series echoes the pattern for total spending, but the capital outlay
series is fairly stable. Relative to its mean, capital spending exhibits much more cross-sectional
variation. The share of expenditure devoted to capital projects fell from roughly 30 percent in 1960 to
15 percent in 1990. The majority of capital spending was used to construct high ways and school
buildings.

Finally, the table presents summary statistics separately for state and local spending. The state
spending series is state (only) general expenditure. Note that general expenditure is reported, not direct
general expenditure as in the preceding series. The difference between the two definitions is that
general expenditure includes state revenue transfers to local governments. Spending for utilities, liquor
funds, and trusts is still excluded. The other series is local direct general expenditure less revenue from
the state. The separate state and local series sum to the combined direct general expenditure series.
Both state and local spending rose during the sample period, with a slowing from 1975 to 1985. A
slight shift away from local spending can also be seen.

Table 4 reports estimates of equation (3) using the first series, state and local direct general
expenditure, as the dependent variable. Each column in the table is a regression. Coefficient estimates
for the fixed year effects are not presented. It is natural to begin by considering consolidated state and
local expenditure because initiatives can be and have been used to alter the behavior of local as well as
state governments. For example, California's Proposition 13 restricted lo cal property taxes.

Before I focus on the initiative variables and the specifics of columns 1&mdash;5, several broad
observations can be made about the regressions and the controls. First, the regressions account for 93
percent of the variation in expenditure, almost all of it, suggesting that the fundamental explanatory
variables have been captured. Second, in come per capita is highly significant in all regressions: each
dollar of income raised spending by about 13 cents. Income was by far the most important determinant
of spending. This can be seen from a simple regression of expenditure on income and the year
dummies alone (not reported). The R2 of such a regression using the full sample is .779. Thus income
and the time dummies alone can explain over three-quarters of the variation in spending over the
sample period. This pattern, which recurs throughout the paper, helps to put the results that follow in
perspective. It shows that the initiative is not the primary determinant of fiscal policy.

Population density and metropolitan population were negatively and positively associated with
spending, respectively. The coefficients on these controls are statistically significant at the 1 percent
level in all regressions. Each person per square mile reduced expenditure at the margin by about 30
cents, suggesting that it may have been less expensive to provide government services to people in
dense areas. An additional 1 percent of the population residing in a metropolitan area, on the other
hand, led to roughly $3.00 more expenditure per capita, suggesting that cities made demands on
government services beyond those of rural areas. The correlation between population density and the
percentage of the population that is metropolitan is less than might be expected: in the cross section,
one series can explain about 30 percent of the variation of the other. Population growth and mineral
production were positively related to spending, but the coefficients generally do not achieve statistical
significance.



Federal aid, not surprisingly, was linked to greater state and local spending. Expenditure rose by more
than $2.00 for each dollar of federal revenue. Federal revenue appears to have been a complement
rather than a substitute for state and local revenue. This is the bft-noted "flypaper effect" (Rubinfeld
1987). As discussed above, it may be prudent not to take this coefficient at face value.

Columns 1 and 2 report regressions of state and local direct general expenditure on the controls and a
dummy variable equal to one if state i provided for the initiative in year t according to table 1.7 As
discussed above, some caution is called for with respect to the D-NOMINATE variable, so regression
1 is estimated without it and regression 2 with it. In both regressions, the coefficient on the initiative
dummy variable indicates that initiative states spent $60 per capita less than pure representative states.
Both coefficient estimates are statistically significant. The D-NOMINATE control is statistically in
significant and does not materially alter the other coefficients. This is the general pattern with respect
to the D-NOMINATE variable throughout the paper, but I retain it in all subsequent regressions for the
interested reader.

The regression in column 3 is the same as in column 2 except that a variable is introduced equal to the
signature requirement for an initiative state and zero otherwise, as per table 1 1.8 The signature
requirement variable is effectively an interaction term between the initiative dummy and the signature
requirement. This regression allows for different degrees of the initiative. As discussed above, it is
plausible to suppose that a state with a 5 percent signature requirement has "more of the initiative"
than a state with a 10 percent signature requirement. If, as columns 1 and 2 indicate, the initiative
reduced expenditure, then the coefficient on the initiative dummy should be negative and the
coefficient on the signature requirement should be positive.

This is the pattern observed. The coefficient on the dummy variable remains negative and statistically
significant. The coefficient on the signature requirement variable is positive but does not achieve
statistical significance at conventional levels (p = .20 1). The significance of these coefficients
individually is less important than their combined effect. To determine whether the voter initiative
matters in column 3, it is necessary to test whether linear combinations of the coefficients are different
from zero. Table 5 provides this information under the heading 3'. The main entry in column 3' reports
the full effect of the initiative given a signature requirement (relative to pure representative
government). These values are calculated in the usual way by adding the dummy coefficient to the
signature coefficient weighted by the particular signature requirement. In parentheses beneath each
value is the estimated standard error.

There is one elaboration: California's signature requirement was 8 percent until 1966.

The main thing to note under 3' is that the estimated initiative effect is significantly negative for
signature requirements below 9 percent. The most common signature requirement is 5 percent. Ac
cording to the point estimate, in such a state expenditure was $82.50 per capita lower than in an
otherwise identical pure representative state. This value is significantly different from zero at better
than the 1 percent level. To put this estimate in perspective, note that spending averaged a little less
than $2,300 per person during the sample period. With this as a benchmark, the initiative reduced
expenditure by approximately 4 percent. When a two-standard-deviation rule was applied, the "true"
initiativg effect in such a state ranged from $19 to $146 or, in percentage terms, 1 percent to -6
percent.



All initiative states have a signature requirement between 2 and 10 percent except for Wyoming at 15
percent. This implies that estimated effects outside the 2&mdash; 10 percent range should be taken
with a grain of salt. In addition, the slope of the signature requirement line is particularly sensitive to
the data for Wyoming. Scanning over the summary statistics in tables 2 and 3 gives some reason to be
concerned about this because Wyoming is the extreme observation for a disproportionate number of
series. In at least one sample year, the state was the least dense, had the slowest-growing population,
enjoyed the most mineral production, received the most revenue from the federal government, and
spent the most by any of the six expenditure measures. Complicating matters is the fact that Wyoming
adopted the initiative during the sample period. Another obdurate fact is that although the initiative
was available in the state from 1968 to 1990, it was never used. All of this suggests that the
regressions might achieve a better fit, particularly in the estimate of the signature requirement
coefficient, if the Wyoming observations are removed.

This is done in the regression reported in column 4 of table 4 and summarized under the heading 4' in
table 5. The sense of the estimates is the same in columns 3 and 4, but the initiative effects are slightly
more pronounced in the latter. According to 4', a state with a 5 percent signature requirement spent
$91.10 less than a comparable pure representative state. The two-standard-deviation bounds on this
estimate are $28 to $154, or &mdash;1 percent to &mdash;7 percent. In addition, the initiative
coefficients are statistically significant for all signature requirement levels in the sample. Given the
concerns with the Wyoming observations, they are excluded from the remaining regressions reported
in the paper. Exclusion of these observations does not affect the sign of the initiative coefficients, but
slightly improves the fit of the regressions.

The final regression in table 4, reported in column 5, is the same as that reported in column 4 except
for the addition of a dummy variable for western states.”” There is not a strong theoretical reason to
include this variable, nor is there much of an empirical precedent in the literature, but it serves as a
check on the possibility that the initiative effects are actually western effects. This is an issue of some
concern given the clustering of initiative states in the west. Column 5 shows that inclusion of the
western dummy does not materially change the coefficients, nor does it alter the main conclusions. In
deed, as can be seen in column 5' of table 5, the estimated initiative effects become larger and their
statistical significance increases. Thus it is unlikely that the initiative variables are proxying for a
western effect." In Section VI, I return to the related question whether they are proxying for state
ideology.

Tables 4 and 5 document that overall expenditure was lower in initiative states than in otherwise
similar pure representative states. The next two tables look for initiative effects in the composition of
spending. The regressions are reported in table 6, and the full initia tive effects by signature
requirement are reported in table 7. Two breakdowns are investigated: current spending versus capital
spend ing, and state spending versus local spending.

The first set of regressions, for current and capital expenditure, serve primarily as a check on the
results in tables 4 and 5. There are two reasons to expect the initiative to have different effects on
current and capital spending. First, and perhaps most important, many capi tal projects are large
enough to require debt financing. As of 1990, 22 states required direct voter approval of debt issues
(13 of them were initiative states), which effectively made them initiative states with respect to capital
outlay. In addition, 24 states had constitutional limits on the amount of debt that could be issued



(Kiewiet and Szakaly 1994). Second, capital spending tends to be lumpy. This creates bubbles in the
data that do not accurately represent the true flow of services provided by the expenditure. Capital and,
by extension, total direct general expenditure, then, are likely to be afflicted by "measurement errors'
(Peltzman 1992). For both these reasons, noncapital direct general expenditure is likely to give more
precise estimates of the effect of the initiative. The first reason and, to some extent, the second also
suggest that there should be little observable effect of the initiative on capital outlay. In addition, it is
possible that the initiative has a different impact on the decision-making process for current spending
than capital spending, as might be the case, for example, if legislatures tended to deliver more of one
type of spending than constituents wanted.

In fact, a pronounced initiative effect can be seen for current spending (cols. 1, 2, and 2'), but not for
capital spending (cols. 3, 4, and 4'). The initiative dummy is negative and statistically significant in
column 1, and the estimated effects by signature requirement in column 2' are significantly negative in
all cases. For a state with a 5 percent signature requirement, the point estimate indicates that cur rent
expenditure was $81.12 per capita less than a comparable state with a pure representative form of
government. This implies about a 4 percent reduction in current spending from a sample average level
of about $1,850.

A comparison of column 4' in table 5 and column 2' i table 7 reveals that the magnitude of the
initiative effects is roughly the same for total spending and current spending, but the estimates are
some what more precise when capital spending is removed. In addition, the R2 for current expenditure
is slightly higher and the R2 for capital spending is substantially lower than the R2 for total direct
general expenditure. Thus there is some support for the measurement error interpretation.

The initiative coefficients in the capital expenditure regressions are small and do not approach
statistical significance, although the point estimates indicate that the initiative had a mild depressing
effect on capital spending. The story is the same for the effects by signature requirement in column 4'.
This is consistent with the idea that direct bond approval and borrowing limits equalized behavior
when it came to debt. The overall pattern gives some support to the assumption that we are observing
initiative effects in tables 4 and 5 rather than some other effect that is proxied by the initiative.
However, the results are also consistent with the interpretation that citizens used the initiative to cut
current spending but not capital spending, or that legislatures spent the right amount on capital but
more than the electorate wanted on noncapital projects. This issue is pursued in Section VII.

It is interesting to compare the coefficients on the control variables in columns 1 and 2 with those in
columns 3 and 4. Plausibly, population growth led to an increase in capital spending and a smaller de
crease in noncapital spending, indicating that growing populations led states to partially substitute
expenditure from current to capital projects. Less obviously, mineral production seems to have spurred
capital expenditure but had no effect on noncapital expenditure. Density reduced expenditure in both
categories by equal amounts, but metropolitan populations put pressure only on current expenditure.
Federal aid stimulated spending on both current and capital projects, but had a particularly large effect
on the latter.

The final set of expenditure regressions investigate how the initiative affected the division of spending
between state and local governments. Columns 5 and 6 report regressions in which the dependent
variable is state (only) general expenditure. Recall that state general expenditure is equal to state direct



general expenditure plus state transfers to local governments. Intergovernmental transfers are a huge
part of state budgets: in 1990, states transferred $172 billion in aggregate to local governments
compared to a direct expenditure of $397 billion. The reason general expenditure is used rather than
direct general expenditure is that general expenditure gives a more accurate picture of the resources
under control of the state government. This is not a material decision: it turns out that the results are
similar using direct general expenditure. The dependent variable in columns 7 and 8 is local direct
general expenditure minus revenue transferred from the state.

The regressions reveal that the initiative had a sizable negative effect on general expenditure at the
state level and a positive effect on expenditure by local governments. The dummy coefficient in
column 5 indicates that state governments in initiative states spent, on average, $152.68 per capita less
than their pure representative counterparts. The coefficient is significant at better than the 1 percent
level. Column 6' in table 7 gives the corresponding effects for column

A state with a 5 percent signature requirement spent $176.75 per person less than an otherwise
identical pure representative state.

Compared to an average state general expenditure of about $1,430 per capita, this implies that the
initiative cut back state spending by roughly 12 percent. The initiative effect is significantly negative
for all signature requirement levels in the table.

In contrast, the coefficient on the dummy variable in regression 7 indicates that local expenditure less
state aid in initiative states was $74.76 per capita higher. This estimate and the estimates by signature
requirement under 8' in table 7 are all statistically distinguishable from zero. A state with a 5 percent
signature requirement spent $85.65 per person more at the local level than a pure representative state,
a 10 percent increase from the average expenditure level of $865.

The state-level cutbacks in 6' exceed in magnitude the combined state and local cutbacks in 2' and 4.
This finding is striking. Given that the initiative led to lower combined state and local spending, it
might have been expected that both state and local expenditure were reduced. To the contrary,
initiative states increased local expenditure at the same time they cut state expenditure. It is sometimes
"explained" that initiatives drive up local expenditure by forcing cuts at the state level, but given that
the initiative can and does influence spending at both levels, this begs the question why voters prefer
such an outcome. Section VII discusses this issue in greater depth.

The coefficients on the controls reveal several differences between state and local spending.
Population density and metropolitan populations primarily affected local expenditure, the former
negatively and the latter positively. The additional spending that accompanied a growing population
tended to come from the state. State expenditure rose $2.00 for every dollar of federal aid, compared
to only 30 cents per dollar for local expenditure.

To summarize, this section documents three effects that the avail ability of the citizen initiative
appears to have had on government expenditure. First, the initiative seems to have caused a reduction
in combined state and local government expenditure. Second, the initiative was associated with large
reductions in current expenditure and small or no reductions in capital expenditure. Third, the



initiative led states to shift spending away from state and toward local government. In addition, the
magnitude of all estimated initiative effects was largest for states with relatively easy ballot access.

V. Evidence on Finance

The preceding section investigated the relation between the initiative and expenditure. This section
investigates how the initiative affected the way in which expenditure was financed. Given a level of
spending, the revenue to pay for it must come from the federal government or from own sources in the
form of taxes or charges, or must be borrowed. Table 8 presents a condensed history of state and local
finance. The first series is general revenue from own sources. This includes all government revenue
except revenue from liquor stores, utilities, and income trust funds. In 1990, general revenue
constituted over 80 percent of revenue from own sources. In the second and third series, general
revenue is broken down into two components, (i) tax revenue and (ii) charges and miscellaneous
revenue. Taxes are defined to be compulsory contributions exacted by a government for public
purposes. Most tax revenue came from property, sales, and income taxes. Charge revenue was
received as payment for specific services, including fees and assessments. The two largest revenue
sources classified as charges were tolls from roads and tuition payments for education. Miscellaneous
revenue includes interest earnings and special assessments.

It can be seen that general revenue tracked direct general expenditure during the sample period. This
means only that net borrowing tended to be zero on average. Net borrowing must be zero in the long
run; perhaps 30 years is the long run. The general revenue series appears to be a little more variable
relative to its mean than the direct general expenditure series, especially after 1980. A dramatic change
over rime in the revenue mix is evident, a shift toward charges and away from taxes. Over the entire
30-year period, taxes grew by 122 percent and charges and miscellaneous revenue grew by 699
percent. Put differently, in 1960, roughly 80 cents out of every general revenue dollar came from
taxes. By 1990, only 55 cents out of every general revenue dollar came from taxes. The biggest change
in the revenue mix occurred between 1975 and 1985, during which time taxes grew by 13 percent and
charges grew by 185 percent. This period included the passage of California's Proposition 13 in 1978
and the high-water mark of the tax revolt movement that it engendered.

The last series is the change in the face value of outstanding state and local debt from the previous
year, called "net debt" for short. For example, net debt in 1990 is calculated by subtracting total debt in
1990 from total debt in 1989. Net debt is approximately equal to net borrowing for a given year. The
difference is that net debt does not include changes in cash holdings. Most states have balanced-
budget requirements, but generally they apply to the operating bud get and do not preclude issuance of
debt. Not surprisingly, there is not much of a trend in the net debt series. The thing that stands out
about net debt is its variability, both over time and in the cross section. Apparently, states tended to
use debt as a buffer in order to smooth expenditure and revenue.

Table 9 presents the revenue regressions. This table is the analogue to tables 4 and 6. Each column is a
regression. The dependent variable is indicated at the top of each column. Table 10 reports the
initiative effect by signature requirement as in tables 5 and 7. The preceding section shows that
expenditure was lower in initiative states. The adding-up condition (1) implies that general revenue
must have been lower as well, as long as net borrowing was zero on average and federal aid is held
constant. Thus general revenue regressions do not offer the potential for much new information,



except perhaps a crude sense of the appropriateness of the zero net borrowing condition. Even so, for
completeness, columns 1 and 2 report regressions in which the dependent variable is general revenue.
The initiative coefficient in column 1 is negative and statistically different from zero at the 10 percent
level. The magnitude of the coefficient is similar to that of the initiative coefficient in the total
expenditure regressions (cols. 1 and 2 of table 4). The effects by signature requirement under 2' in
table 10 are negative for all signature levels and marginally significant. Again these estimates are
comparable to those for total expenditure (table 5), but the standard errors are quite a bit larger. In all,
the point estimates of the initiative coefficients in the general revenue regressions are not inconsistent
with adding up and zero net borrowing, but the size of the standard errors precludes statistical
confidence. This suggests that (i) the underlying revenue series is more variable than the expenditure
series, or (i) 30 years is too short a period for the zero net borrowing condition to apply.

The main question of interest is whether and to what extent the initiative affects the way expenditure is
financed. The remaining columns of tables 9 and 10 report separate estimates for the three revenue
sources. The dependent variable is tax revenue in columns 3, 4, and 4', charges and miscellaneous
revenue in columns 5, 6, and 6', and net debt in columns 7, 8, and 8'.

It is evident that the initiative had a pronounced effect on the finance mix. The tax regressions show
that initiative states raised less revenue from taxes than pure representative states. All three initiative
coefficients in columns 3 and 4 are significant at better than the 1 percent level. The coefficient on the
dummy variable in column 3 indicates that initiative states raised $63.74 per capita less in taxes than
pure representative states, other things equal. Column 4' shows that the initiative effect was negative
for signature requirements be low 10 percent and statistically significant for signature requirements
under 9 percent. In a 5 percent signature requirement state, citizens paid $105.80 per capita less in
taxes than citizens in an otherwise identical pure representative state. This implies approximately an 8
percent reduction from the average tax level of $1,390.

The flip side of the tax effect is seen in the charge regressions: citizens in initiative states paid more in
charges. The initiative dummy is positive and insignificant in column 5, and both initiative coefficients
are statistically significant in column 6. Column 6' indicates a positive initiative effect for signature
requirements below 8 percent, statistically significant for those below 6 percent. According to the
point estimates, in a 5 percent state, citizens paid $50.01 per capita more in charges than citizens in
pure representative states. Column 6' also suggests that fees were significantly lower in initiative states
with a 10 percent signature requirement, a somewhat anomalous estimate.

Not surprisingly, the evidence on net debt is inconclusive. The point estimates suggest that initiative
states borrowed more, but the standard errors are huge.

To summarize, this section identifies one notable effect that avail ability of the voter initiative had on
the finance mix. Initiative states raised more revenue from charges and less from taxes than pure
representative states. This is somewhat surprising; given that initiative states spent less, reductions in
both taxes and charges might have been expected. One "explanation" is that the initiative was used to
cut taxes, forcing legislators to raise more revenue from fees, but again this begs the question why
voters used the initiative to push down taxes and not charges. Section VII offers an interpretation.

VI. Are Initiative States Different?



At this point, it is natural to wonder: Are the regressions detecting a true initiative effect, or are the
initiative variables proxying for an unobserved variable that itself pushes down spending? Perhaps the
main reason to suspect such a variable might exist is that the states with the initiative do not appear to
be a random sample of all states: they are clustered in the west. For example, 17 of 24 states west of
the Mississippi River provide for the initiative compared to only 6 of 26 east of the Mississippi.
Obviously, states did not adopt the initiative at random. The questions arise: (i) Was there a hostility
toward government spending, perhaps an ideological predisposition, that led the initiative states to
adopt the device; and (ii) if so, did this hostility persist to the sample period as an unmeasured factor
driving down expenditure?

The answer to these questions is almost certainly, no. First, most states adopted the initiative as a
result of the Progressive movement. Histories of the Progressive movement and the Populist
movement that foreshadowed it suggest that the movements were motivated by a desire to reduce a
perceived corruption, or capture, of government by corporations, railroads, and the "money interests.
Accordingly, the Progressive movement's reform agenda also included things such as the secret ballot,
open primaries, and civil service. It is difficult to find mention in the historical literature of a desire to
cut back the size of government. Moreover, the other issues with which the Progressives and Populists
were associated do not suggest a desire to shrink government, particularly their proposals for
government ownership of railroads and utilities and a progressive income tax. To the best of my
knowledge, there is not yet a compelling explanation why the Progressives succeeded in some states
and not in others, but the conjecture in Price (1975, p. 248) has at least a little plausibility: "It may
well be that the initiative was able to catch on in at least some western states because the political
institutions and channels for doing things were not as firmly rooted in tradition as they were in the
eastern, southern, and midwestern states. After all, the Progressive Movement swept the western states
only a few decades after most had attained statehood."

m?2

Second, even if people were more fiscally conservative in initiative states when they adopted the
device, this creates a potential problem for the present study only if they remained more conservative
into the 1960&mdash;90 sample period. Erikson, Wright, and Mclver (1993) provided evidence that
state ideologies do not persist over such long periods of time. They used opinion poll data to measure
how conservative or liberal each state was in two periods, 1937, 39 and 1976&mdash;88. The raw
correlation in ideologies between the two periods is .03 (see their table 9.1).

Third, there is little evidence that initiative states were more conservative than pure representative
states in the first place. Each row of table 11 compares the mean ideology of initiative states with the
mean ideology of pure representative states. The first three rows use data supplied to me by Robert
Erikson from the data used in his aforementioned book.” The first two rows report mean ideologies
based on Gallup polls. These polls essentially asked respondents whether they were liberal or
conservative. The responses were aggregated for each state and normalized to yield a number with a
theoretical range of - 100 to + 100, where higher numbers are associated with more liberal
respondents. Initiative states were more conservative than pure representative states according to these
measures in 1937-39 and 1947-64, but the differences were small and statistically insignificant.

The next two rows are more relevant in that they compare state ideologies within the 1960&mdash;90
sample period. The third row reports measures computed from CBS News/New York Times polls taken
over the 1976&mdash;88 period. Like the Gallup numbers, they yield an ideology score for each state



with a theoretical range of 100 to + 100, where high numbers indicate liberal respondents. According
to this mea sure, on average, initiative states were more liberal but by a trivial and statistically
insignificant amount. Finally, the last row compares the mean D-NOMINATE score for senators from
the two kinds of states over 1960, 90. Recall that D-NOMINATE ranges from 1 to + 1, where high
numbers are associated with conservative roll-call voting by the state's senators. Consistent with the
CBS News/New York Times numbers, senators from initiative states were more liberal than senators
from pure representative states, but the difference is trivial and far from statistical significance. In
short, table 11 provides no compelling evidence that initiative states were more ideologically
conservative than pure representative states.

To summarize, this section makes three observations. First, historical accounts give no reason to
suspect that direct legislation was adopted with the intention of limiting the size of government.
Second, even if the residents of initiative states were more fiscally conservative than residents of pure
representative states when they adopted the initiative, there is evidence showing that state ideologies
did not persist from before World War II. Third, measures of state ideology provide no evidence that
residents of initiative states were more conservative than their pure representative counterparts before
World War II, immediately after, or during the 1960&mdash;90 sample period that this paper studies.
Taken together with the fact that the initiative effects survive inclusion of the D-NOMINATE control
in the regressions, there is a good case against the idea that the effects are proxying for unobserved
fiscal conservatism in the electorate.

VII. Discussion

This section offers several observations on the findings. First, it appears that availability of the voter
initiative does have an effect on fiscal outcomes: it reduces total expenditure, shifts spending toward
local governments, decreases the share of revenue raised from taxes, and increases the share raised
from charges. Thus there is evidence that this institution affects the outcome of political competition.
Moreover, the size of the effect is quantified: in a state with a 5 percent signature requirement,
combined state and local direct general expenditure is about 4 percent lower, state general expenditure
is about 12 percent lower, and tax revenue is about 8 percent lower than in similar pure representative
states. These do not seem like trivial effects. However, it is clear that they are secondary effects. The
initiative makes a difference at the margins, but the prime mover is income.

Other research has been inconclusive about the effects of tax, spending, and debt limitation provisions
(e.g., Abrams and Dougan 1986; Dougan 1988; Kiewiet and Szakaly 1994). Two observations can
help reconcile these findings with the evidence of an initiative effect. First, the threat of an initiative
may be enough to motivate representatives to cut spending. An actual statutory provision may be
unnecessary. Second, tax and expenditure limitations in pure representative states may not be credible.
If a legislature can muster enough votes to pass such regulations, why can't it just cut spending and
taxes directly? Together, these two points suggest that initiative states might be driven to cut spending
regardless of provisions requiring such action whereas pure representative states are unlikely to be
bound by such provisions. More generally, this suggests that the effects of the initiative as an
institution may extend beyond the particular pieces of legislation it engenders by providing a continual
threat to the legislature.



Under the assumption that fiscal outcomes in initiative states are close to median voter outcomes, the
results in this paper can be interpreted as evidence that legislatures do not implement median voter
outcomes." In this light it appears that over the last 30 years the median voter wanted significantly less
government expenditure than his representatives delivered. The evidence at this point does not allow
one to say with confidence whether this is due to vote trading in legislatures (Weingast et al. 1981;
Weingast and Marshall 1988), agenda control differences between institutions (Romer and Rosen thal
1979), or perhaps, simply, "shirking" or "mistakes" by individual members (Kalt and Zupan 1984,
1990; Matsusaka 1992). However, the gains-from-trade theory is unique in its prediction that
legislatures systematically spend more than the electorate would like. The logrolling theory as
developed by Weingast et al. (1981) posits that spending programs provide benefits to a particular
subset of the population, such as when a park or a street is constructed in a neighborhood. The cost of
such a program is spread over the entire population because governments rely on broad-based taxes,
such as income and sales taxes. Consequently, representatives view the tax base as a "common pool"
from which to finance particularistic projects for their constituents, leading to a familiar problem of
overexploitation. This logrolling theory also predicts a positive relation between expenditure and the
number of seats, or districts, in a state's legislature, a prediction that found support in Gilligan and
Matsusaka (in press).

The results also seem to corroborate Peltzman's (1992) findings on the relation between government
expenditure and gubernatorial elections. Studying approximately the same time period
(1950&mdash;88) as in this paper, Peltzman found a negative relation between growth in state
spending and votes received by the incumbent governor when he (or his party's nominee) stood for re-
election. This gives the image, in Peltzman's words, of "voters as fiscal conservatives," at least com
pared to their representatives. While the results presented above tend to confirm this characterization,
the different effects observed for state compared to local expenditure suggest that voters were not
hostile to spending per se. They were hostile to the way spending took place. Contrary to the fiscal
conservative image, it appears that voters wanted more local spending than their representatives
delivered.

What does it mean that initiative states have more local expenditure and less state expenditure than
pure representative states? Voters might prefer local disbursement of funds because local officials
have better information how to productively use the funds. However, there is another explanation that
is broadly consistent with this and other findings in the paper: voters dislike redistribution, at least at
the margin.

There is not direct evidence for this interpretation, but a thread of hostility toward redistribution seems
to be running through the results. It can be seen in the expenditure evidence by noting that there is a
more limited potential for redistribution when funds are disbursed locally than when they are
disbursed at the state level. It can also be seen in the revenue mix. When revenue is generated by
charges, those who use services pay for them. When revenue comes from taxes, there is less of a link
between those who benefit from government spending and those who pay for it. For example, the cost
of a college education can be paid by the student who receives the education in the form of a tuition
charge, or it can be paid by someone else in the form of taxes. The more a state relies on charges
relative to taxes, the less it can redistribute. By shifting financing away from taxes and toward charges,
the initiative leads to a revenue mix that is inherently less redistributional. This interpretation of the



evidence is also consistent with Peltzman's finding that welfare expenditure was particularly costly to
incumbent governors on election day.15

VIII. Conclusion

The broad objective of this paper is to use the voter initiative to evaluate whether the institutional
context of political competition makes a difference for political outcomes, specifically, for fiscal out
comes. The evidence is that although demographic factors are by far the most important determinants
of fiscal behavior, availability of the initiative does matter as well. After one controls for income,
population density, metropolitan population, population growth, mineral production, ideology of U.S.
senators, and federal aid, initiative states have lower combined state and local direct general
expenditure, spend more locally and less at the state level, and rely less on taxes and more on charges
to generate revenue than pure representative states. The easier it is to use the initiative, as measured by
signature requirements to qualify a petition for the ballot, the larger the difference in fiscal outcomes
between initiative and pure representative states.

In addition to showing that availability of the initiative leads to different fiscal outcomes, the paper
quantifies the magnitudes of the effects. For a state with a 5 percent signature requirement (the modal
state), state and local direct general expenditure per capita is about 4 percent lower, state-level general
expenditure is about 12 percent lower, local expenditure is about 10 percent higher, taxes are about 8
percent lower, and charges are about 7 percent higher. The estimates suggest that the initiative
becomes ineffective when signature requirements are as high as 10 percent.

The evidence taken together also seems to suggest a unifying theme for the effects of the voter
initiative: less redistribution. The three pieces of evidence on this are that (i) the initiative leads to less
government overall as measured by expenditure, (i1) the initiative shifts expenditure to local
governments and away from state governments, and (iii) initiative states raise more of their revenue by
directly charging the people who consume government services. This conclusion should be considered
tentative pending additional evidence. If correct, one might expect to see initiative effects in specific
categories of spending, for example, pure transfer programs such as welfare. However, I estimated a
number of exploratory regressions on categories of expenditure, including welfare, education, and
highways, and was unable to find significant initiative effects. The problem seemed to be caused by
the high variability of narrow expenditure categories. Further investigation along these lines would
seem to be in order. If the conclusion holds up, there remains the question why the initiative leads to
less redistribution (or why legislatures redistribute more). The emerging literature on congressional
organization and logrolling suggests some answers, but more work on this question would also seem
to be called for.

1 I follow Magleby in classifying North Dakota as a 2 percent state. However, prior to 1979, the signature requirement in
North Dakota was expressed as an absolute number of signatures: 10,000 for a statute and 20,000 for a constitutional
amendment.

2 The signature requirement (as a percentage) is used throughout the paper as a proxy for ease of use of the initiative.
However, it may not be equally easy to collect the signatures of 5 percent of California voters and 5 percent of Montana
voters. For one thing, there are more California voters, which means the absolute number of required signatures is greater.
On the other hand, Montana voters are more dispersed geographically. To get an idea of how good a proxy the signature
requirement is, I regressed the number of initiatives that qualified for the ballot in a state over 1950&mdash;80 (N) on the



inverse of the signature percentage (S) for the 19 states that allowed voter initiatives during the sample period. The data
were taken from Magleby (1984). The estimated regression is

N=700+ 115683 x5, R'= 308
The 1-statistic on the signature variable is 2.749

4 Abrams and Dougan (1986) argued that it should be used more often. The paper's findings do not change if this variable
is excluded.

5 Senators were matched to fiscal years as follows. The Eighty-sixth Congress was used for 1960, the Eighty-eighth for
1965, the Ninety-first for 1970, the Ninety-third for 1975, the Ninety-sixth for 1980. the Ninety-eighth for 1985, and the
One- hundredth (the most recent available at the time of writing) for 1990.

% Estimated initiative effects are essentially the same if the southern states are simply deleted from the regressions instead.

7 There is some question whether Illinois should be counted as an initiative state because state courts have made the
initiative inutile in practice by restricting it to amendments of a single technical clause of the state's constitution. In any
case, the substance of the findings is invariant to the classification of Illinois.

9 also estimated this and subsequent regressions using splines for various regions of the signature requirement variable.
These regressions gave broadly similar results, suggesting that the linear parameterization reported does not obscure any
important variations.

10 Following Census Bureau classifications, the western states are Alaska, Arizona, California, Colorado, Hawaii, Idaho,
Montana, Nevada, New Mexico, Oregon, Utah, Washington, and Wyoming.

11 All regressions reported in the paper were also estimated with a western dummy included; there were no substantive
changes in the initiative coefficients.

12 The historical literature on these movements is voluminous and disputatious. Hofstadter (1955) is a classic reference; a
more recent study is McMath (1993). Cronin (1989) focuses specifically on adoption of direct legislation devices.

13 I brush over a number of qualifications and details concerning these numbers that are discussed in Erikson et al. (1993).

14 While plausible, the assumption that policy outcomes are closer to median voter outcomes in initiative states than in
pure representative states can be disputed. How ever, the only direct evidence on this question of which I am aware
supports the conjecture. Gerber (1994) used opinion poll data to determine the preferred policy of each state's median voter
on parental consent laws for teenage abortions and found that the actual laws were closer to the population median in
initiative states.

15 It is also consistent with the evidence that initiative states cut back current spending but left capital spending the same,
because welfare and other transfer programs are counted as current expenditure. However, the caveats regarding the capital
expenditure estimates should be kept in mind.

Appendix

State and local fiscal data were taken from the following issues of Governmental Finances.- 1960, 1964-65, 1969-70,
1974-75, 1979-80, 1984-;85, and 1989-90. This source also provided income and population data. State-only fiscal data
were taken from the issues of Governmental Finances listed above; Compendium of State Government Finances, 1960 and
1965; and State Government Finances, 1975 and 1985. All these serials are publications of the Bureau of the Census.
Metropolitan population data were collected from State and Metropolitan Area Data Book, also a publication of the Bureau



of the Census. The 1960 numbers were taken from the 1986 book; the 1970, 1980, and 1990 numbers were taken from the
1991 book; and the 1965, 1975, and 1985 numbers were interpolated geometrically. Mineral data for 1960-75 were taken
from the following issues of Minerals Yearbook: 1961, 1965, 1970, and 1975. Minerals Yearbook is a publication of the
Department of the Interior, Bureau of Mines. Mineral data for 1980 were taken from Statistical Abstract of the United
States, 1990, a publication of the Bureau of the Census. Mineral data for 45 states for 1985 were taken from Statistical
Abstract of the United States, 1990. Mineral data for five states for 1985 and all states for 1990 were constructed by adding
together data on nonfuel mineral production, petroleum production, and natural gas production and imputing a value for
other minerals (especially coal), all taken from Statistical Abstract of the United States, 1993.

Direct general expenditure.-Direct general expenditure consists of payments to employees, suppliers, contractors,
beneficiaries, and other final recipients of government payments. This includes all government expenditure other than
utility, liquor store, employee retirement or other trust fund, and inter governmental expenditure.

General expenditure.-General expenditure includes all government expenditure other than utility, liquor store, and
employee retirement or other insurance trust expenditure. General expenditure is equal to direct general expenditure plus
intergovernmental expenditure.

Capital outlay.-Capital outlay is direct expenditure for construction of buildings, roads, and other improvements; for
purchase of equipment, land, and existing structures; and for payments on capital leases. This includes amounts for
additions, replacements, and major alterations to fixed works and structures, but does not include expenditure for repairs to
such work.

General revenue.-General revenue is all government revenue except utility, liquor store, and insurance trust revenue.
General revenue from own sources excludes revenues received from other governments.

Taxes.-Taxes are compulsory contributions exacted by a government for public purposes, except employee and employer
assessments for retirement and social insurance purposes (which are classified as insurance trust reve nue). This includes
property tax, sales tax, and income tax revenues. It ex dudes charges for services and revenues from utilities and liquor
stores.

Charges.-Charges are revenue received from the public for performance of specific services benefiting the person charged
and from sales of commodities and services, except liquor store sales. This includes fees, assessments, and other
reimbursements for services, rents, and sales derived from commodities or services furnished incident to the performance
of particular functions, gross income of commercial activities, and the like.

Debt.-Debt is all long-term credit obligations of the government and its agencies, whether backed by the government's full
faith and credit or non- guaranteed, and all interest-bearing short-term credit obligations. This includes judgments,
mortgages, and revenue bonds, as well as general obligation bonds, notes, and interest-bearing warrants. It excludes non-
interest-bearing, short-term obligations, interfund obligations, amounts owed in a trust or agency capacity, advances and
contingent loans from other governments, and rights of individuals to benefits from government-administered employee
retirement funds.

Metropolitan population.-Total resident population in metropolitan statistical areas and consolidated metropolitan
statistical areas as defined by the Office of Management and Budget

Mineral production.-Mineral production is the marketed value of all fuel and nonfuel minerals produced, including
petroleum, natural gas, and coal.

Revenue from federal government.-Revenue from federal government is revenue received by a state or local government
directly from the federal government in the form of shared revenues and grants-in-aid, as reimbursements for performance
of general government functions and specific services.
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