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PREFACE

he approval of State Question 640 has altered

the structure and processes of state finance.
It requires that tax measures must go to a vote of
the people if they fail to get a supermajority in both
houses of the Oklahoma Legislature. The
supermajority requirement sets Oklahoma apart
from the many budget imitation policies recently
established in many states. Six professors at the
University of Oklahoma and Oklahoma State Uni-
versity began an analysis of the impact of the State
Question 640 upon the proeesses of state finance
nearly two years ago. The team's primary rescarch
interest has been on the longer-term implications
for economic development,

Thisreport, the first published from this longer-
term study, is an analysis of several important
issues in the fiseal 1995 budgeting, Taken together
they characterize the emerging structural change
to state finance. The research team's findings
indieate that these developments are evidence of a
longer-term pattern of state finance in Oklahoma,
and in that regard, this pattern previews the
state’s revenue-expenditure future,

The project has been co-dirvectad by Dr, Donald
Murry, Professor of Economics at OU and Dr.
Larkin Warner, Regents Professor at O5U, Other
members of the research team are Dr. Robert
Dauffenbach, Divector of the Center for Economic
and Management Rescarch, OU, Dr. Mary Gade,
Associate Professor of Economies, OSU, Dy,
Alexander Holmes, Regents Professor of Econom-
ies, OU, and Dr. Kent Olson, Professor of Econom-
ics, OS1,

As in previous reporta by Oklahoma 2000, Ine.,
the research team has determined the research
divection and the topies selected for study. The
views selected herein are those of the authors and
should not be attributed to the officers and direc-
tors of Oklahoma 2000, Inc.

iv




CHAPTER 1

THE NEW STATE FINANCE ENVIRONMENT

tate Question 640, adopted by a 57 percent

majority of Oklahoma's voters on March 10,
1992, was an effort by the electorate to capture
control of state level taxation. Simply stated, the
measure requires that the voters review all state
tax changes in the next general election if a “rev-
enue bill” passes either house of the legislature
with less than a three-quarters majority.

The limitations imposed by State Question
640, coupled with the restraining influence of
Oklahoma’s budget balancing amendment, will
unquestionably alter the revenue and expendi-
ture structure of Oklahoma state government. A
new pattern of funding state government services
is emerging and, while its outlines are not yet fully
apparent, certain implications are becoming clear.
Careful observation can help Oklahomans gain
insight into what their new-found power to control
taxes will mean for the future of state government
finance,

This special report addresses some of the near-
term effects of State Question 640’s passage—
effects that are likely to be important issues in the
current and next fiscal years’ budgeting process. It
is part of a more extensive study of the long-term
impact of State Question 640 upon state revenues
and budgeting in Oklahoma.

Budget Implications

To put the revenue implications of State Ques-
tion 640 in perspective, the authers investigated
the constitutional amendment in the context of
Oklahoma’s taxing and budgeting history, com-
pared the tax limitation measure with those in
other states, and surveyed current attitudes of
Oklahoma voters.

Historically, Oklahomans have limited the
spending authority of state officials, and, in that
regard, State Question 640 is not an anomaly.
Limits upon appropriations or taxes in other state
governments are also not uncommon, but bypass-
ing those limits is easier in most states than in
Oklahoma. In comparison to tax Hmitation mea-
sures in other states, State Question 640 stands
out because it contains the “supermajority” provi-
gion. The requirement that a tax proposal be

approved by a 75 percent vote in each house of the
legislature or be referred to the electorate for a
decision means that future tax measures in Okla-
homa are likely to go to a vote of the people. Even
ifthe voters would approve a tax increase that fails
to achieve the necessary legislative majority, most
new tax measures will have to wait to get on a
ballot at a subsequent general election. This built-
in delay in getting revenue items to the electorate
compels the Governor and the legislature to struc-
ture any given year’s budget by taking into account
only the forecasted revenues from existing sources.

Using the current budget year to assess the
impact of State Question 640 is iluminating. A
budget shortfall existed in fiscal year 1994 and
another is likely to occur for fiscal 1995. Although
the economy is expanding and some important
funding sources will surely increase, revenue fore-
casts suggest that new revenues will fail to keep
pace with the expected growth in expenditures.
The shortfall in 1994 was handled by using one-
time funds from reserves; however, that potential
is diminished for fiscal 1995, Consequently, the
fiscal 1995 budget is likely to pose the firstreal test
of government actions in the post-State Question
640 era. Already, this environment is stimulating
proposals for expanding government services
through mechanisms that bypass the state’s rev-
enue constraints, These proposals are the early
manifestations of longer-term structural changes
that will affect Oklahoma’s financial future.

Survey Results

This studyincluded a telephone survey of Okla-
homa voter attitudes toward governmental finance.
The survey was undertaken by the University of
Oklahoma’s Center for Economic and Manage-
ment Research in September and October of 1993.
The survey results indicate that the state’s voters
are strongly opposed to tax increases, prefer expen-
diture reductions to tax increases, support bal-
anced government budgets, and have a general
distrust of politicians and government officials.

The respondents, however, were not uniformly
and consistently anti-government, Views of taxa-
tion are negative; for example, 82 percent oppose



raising the personal income tax and 73 percent
oppose raising the sales tax to meet state needs.
However, there are also strong demands for key
state government services in the fields of education,
health care, public welfare, and sevvices rvelated to
the quality of life. Respondents demonstrated a
greator willingness to increase taxes for specific
purposes than if the proceeds are for government in
general, This suggests some degree of ncceptance of
earmarked taxes. Moreover, the survey suggested
that Oklahomans tend to accept use taxes linked to
particular services.

Revenues

Given the combined sffects of the budget balane-
ing amendment and State Question 640, Oklahoma
is moving toward alternative forms of financing
state gpovernment services. This study specifically
examined three types of funding alternatives: a
state lottery, an increase in higher education tu-
ition, and turnpike eonstruction,

The current lottery proposal would provide a
new source of revenue for Oklahoma’s state govern-
ment, although there are indieations that voter
approval would simply signal a desire to “play the
game,” rather than exhibit willingness o fund an-
other tax source. Lottery revenues are likely to be
earmarked for specific services but, under the cir-
cumstances, that may not be a factor in voter ap-
proval. In any event, approval of a lottery would
establishonly a relatively minor new revenuesource,

The other two major proposals Tor revenue in-
vestigated here are inereases in fees for service. One
is the eurrent proposal for a tuition increase for
higher education; the otheris the proposal toexpand
the state highway system through new turnpike
construction, Although each is a special ease, to-
gother these plans suggest a pattern. Itis difficult to
enhance the funding sources that are capable of
producing the most revenue; thus, alternative pro-
posals are likely to target smaller revenue sources or
services that generate their own revenues.

Expenditure Impacts

The eurrent budgeting mechanism in Oklahoma
becomes an effective limit when there is a shortfall
in revenues relative to the growth in expenditures

for existing services. That raises the question of the
prospeets for inereases in expenditures. In this con-
text, the research team investigated three areas of
hard-to-avoid pressures upon the state budget—
adueation, eriminal justice, and health care.

Anincrease in elementary and secondary educa-
tion funding for fiscal 1995 was mandated by earlier
legislation-House Bill 1017, In addition, enrollments
have exceeded levels forecasted at the time of the
education reform measure’s passage and, if these
enrollment gains are included in the caleulation of
costs to fund House Bill 1017 in fiseal 1995, common
education will claim a large share of growth in state
appropriations. The Oklahoma State Regents for
Higher Education are requesting an even larger
share of new revenues than the common schools as
thoy face the task of developing a new budget that
builds on a fiscal 1994 budget funded partially with
one-time funds,

Concerns about crime and violence are given a
high priority in Oklahoma by the public and by
politieal leaders. Responding to these concerns will
mean additional allocations to the eriminal justice
ayatem and could lead to some new funding meth-
ods, such as the proposed Criminal Justice Trust
Authority.

Health care is a major national issue that will
affect Oklahoma’s budget during fiscal 1995, State
government, which in 1993 spent at least $1.9 billion
on health related services, is an operalor of hospi-
tals, an insurer of employees, and a provider of
health serviees, These functions will be affeeted by
the tax limitation measure (as well as by national
health carve reform), but in ways that are as yet
uncertain,

Perspective

The comhined effects of the budget balancing
amendment and State Question 640 have altered
the methads by which Oklahoma's state government
performs its business. One can observe the adjust-
ments already in the emerging revenue and expen-
diture issues of fiscal 19956, Proposals are being
offered to expand programs that ean generate rev-
enues through fees-for-service. New eoncepts for
raising revenue are being introduced. What is more
important, these adjustments are probably not short-
lived; they appear to be a preview of the future for
funding atate government in Oklahoma.



CHAPTER II

THE STATE BUDGETING CYCLE

AND THE BALANCED BUDGET REQUIREMENT

S ince 1941, Oklahoma’s constitution has re-
quired that every state budget be balanced,
both at the time it is passed into law and month-to-
month throughout the fiscal year. There is no provi-
sion for exceptions. No state checks may be written
unless funds are currently on hand to cover the
expenditures. If revenues do not come into the state
treasury at the projected level, the constitution
prescribes the method by which appropriations are
to be cut in order to achieve a balance.

Oklahoma’s state budget cycle follows an or-
derly and rigid process each year. Its foundation is
the constitutional balanced budget requirement first
putin placein 1941 and amended in 1968, 1975, and
1985,

The current balanced budget requirement pro-
vides for two points at which the estimated revenues
available for appropriation are certified. The pre-
liminary certification by the State Board of Equal-
ization (composed of the Governor, Lieutenant Gov-
ernor, State Auditor and Inspector, Attorney Gen-
eral, State Superintendent of Public Instruction,
State Treasurer, and president of the State Board of
Agriculture)occurs approximately at Christmastime.
This arrangement assures that the Governor's bud-
get recommendations, presented to the legislature
on the first day of the session (the first Monday in
February), are in halance. The final certification of
revenues occurs about mid-February, and may be
amended only if statutory changes in the tax laws
are passed during the session. Figure II-1 presents
the time line of Oklahoma’s budget cycle.

The constitutional balanced budget require-
ment allows the legislature to appropriate only 95
percent of the revenue estimate certified for the
next fiscal year, thus building in a margin for error
in the estimates, If actual revenues received exceed
the certified estimate, the difference—the so-called
“5 percent money”-becomes available for appropria-
tion from the Cash Flow Reserve Fund in the next
fiscal year.

An important feature of the current balanced
budget requirement is the creation of the “vainy day
fund,” formally titled the Constitutional Reserve
Fund. Any and all funds received above 100 percent

of the certified estimate are deposited to this fund at
the end of the fiscal year. In actuality, the Constitu-
tional Reserve Fund is composed of two parts: the
Emergency Fund and the Budget Stabilization Fund.
These funds ave computed as one-half each of all
monies in the Constitutional Reserve Fund at the
end of the fiscal year.

The Emergency Fund may be accessed by the
legislature with a three-quarters affirmative vote
in both houses and the signature of the Governor
without an emergency declaration of the Governor,
or through a two-thirds affirmative vote in both
houses and the Governor's signature upon a decla-
ration of an emergency by the Governor. There are
no provisions regarding what constitutes an emer-
gency.

The Budget Stabilization Fund may be accessed
only when the certified revenues for the next fiscal
year fall below those of the current fiscal year. Under
these circumstances, monies are automatically cred-
ited to the General Revenue Fund {o the extent of the
difference between the two levels of certification or
the available fundsin the Budget Stabilization Fund,
whichever is smallest.

The History of the
Constitutional Reserve Fund

Since the creation of the Constitutional Reseive
Fund in 1985, there have been four deposits and six
withdrawals (two in fiscal 1989) under the emer-
gency declaration provisions. In the past threefiscal
years, this so-called “rainy day fund” has been an
important source to supplement state revenues.

The history of deposits and withdrawals and
the current balance available for appropriation for
Fscal year 1995 are presented in Table 11-1. Some of
the $45.6 million available for appropriation from
the Emergency Fund will be used in the develop-
ment of the fiscal 1995 budget, and this money will
be used for continuing operations of state govern-
ment services, rather than one-time expenditures.
This type of use is typical of recent years.



FIGURE lI-1

Oklahoma’s Budget Cycle
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State Question 640 changes the method by which
the appropriations process will proceed. Balancing
the budget with tax increases, no matter how amall,
is an unlikely option for state officials during the
same geasion as a budget pinch, nomatter how great
the pinch, Because tax increases that do not receive
a three-quarters vote in both houses must go Lo a
vote of the people in the next general election,
budgets now must be written for the next fiscal
vear, at least, on the assumption that no new taxes
are available.

Certified Funds
for Fiscal Year 1995

On December 30, 1993, the State Board of Equal-
ization made its preliminary certifieation of esti-
mated funds for the 1995 fiseal year, In accordance
with tradition, the Board also received an updated
estimate of revenues for fiscal year 1994, While the
December figure iz nol “the last word,” there is
usually little variation between the preliminary
certification and the final certification made in Feb-
ruary, All mdicators point to another exlremely
tight budget for fiscal 1995,

On the surface, the comparison of the fiscal 1994
estimated revenues with the hiscal 1995 certification
would not sugpgest a particularly difficult budpet
year, For the General Revenue Fund, there is a

projected growth of 2.7 percent, Estimates of the
three major tax sources all indicate healthy growth:
individual income taxes ave expected to rise by 5.3
percent, sales taxes by 4.4 percent, and motor ve-
hicle taxes by 7.2 percent, While gross production
taxes on oil are estimated Lo take a steep decline in
figcal 1996, they are now almost a trivial part of the
state budget, comprising only 2.4 percent of the
General Revenue Fund. Thig decline iz eztimated to
be nearly offset by an inerease in the gross produc-
tion tax on natural gas, which also represents a very
amall part of the General Revenue Fund—2.5 per-
cent. From an economic perspective, using Lax rev-
enues as an indicator of economic activity, the Okla-
homa economy has come through the national reces-
sion and is growing at a respectable rate in compari-
son to other states. Nevertheless, there are weak-
nesses in several sectors, most notably petroleum,
The reality of the state budget, however, is quite
different. Difficulties become apparent when com-
paring the certified revenues available for appro-
priation during the next fiscal year with the actual
level of funding for the current fiscal year. Table [1-
2 contrasts the budget situation as the 1994 session
of the legislature beging to prepare the budget for
fiscal year 1995 with circumstances at the beginning
of the 1993 session as the 1994 budget was being
written. These figures do not include the appropria-
tion of restricted funds to the Department of Trans-
portation or the School Land Commission.

TABLE 1I-1
Constitutional Reserve 'Ralny Day' Fund History
(Millions)®
FY-88 FY¥-89 F¥-80 FY-81 FY-92 FY-93 FY-94
Deposils $77.99 $100.81 $73.93 $76.12 $0 $0 §0°
Appropriated $0 §26 $75 $30 $61.88 $43.87 M
Balance® $0 $152.80 $151.73 $196.86 $135.01 $91.14 NA
Revenuas collected as
a percantage of the
carlified estimate 103.36% 104.03% 102.78% 102.50% 98.40% 96.80% 98%°

*Far Depaslts, fiscal yaar is the year during which the revenue acorued

POnly ene-hall of the balance is deposiled in the Emergency Fund and is avallable lar appropriation

SEslimated as of Decembaor 30, 1593 Siate Board of Equalizalion maeting

Source: Adapled fram Oklahoma Ravenue, Issue 93-11, Oflice of State Finance, Juna 29, 1983 and State Board ol Equalization

minulas, December 30, 1993,

=



TABLE I1-2
Comparlson of Certified Revenue Estimates and Previous Year Approprlations?
(Millions)
FY-84 FY-85
Fy-gab Carlified FY-a4b Cartified
Actual Available Actual Available
Appropriations Funds Varlance Appropriations Approprialions Variance

$3,411.0 $3,278.8 ($182.2) $3,379.0 $3,371.0 ($8.0)
{3.8%) (0.2%)

BEycludes restricled use funds 1o the Department of Transportation and the Schoel Land Commissian

Bincludes appropriations from the Cash Flow Reserva Fund and

ihe Fainy Day Fund

Source; Adapted from FY-85 General Revenue Forecas! and FY-84 Updata, Prasantation 1o the State Board of Equalization,
Dacember 20, 1993, Oflice of Stale Finance and FY-94 General Revanua Forecast and FY-93 Update, Presontation to the Statae Board ol

Equalization, December 22, 1892, Office ol Stale Finance

Table 11-2 veveals two very important fealures of
the budgeting problem. First, the fiscal 1995 budget
must be written with estimated revenues which are
$8 million below the fiscal 1994 spending levels,
exclusive of nonappropriated fee revenue. By com-
parison, the fiscal 1994 budgeting process began
with a deficit of $132.2 million in terms of money
available for appropriation relative to the previous
year's spending level. The Oklahoma economy is
expected, therefore, to grow nearly enough to offset
the use of one-time money in the fiscal 1994 budget,
but not enough to provide any revenue for program
expansion or to cover increasing costs of government
services,

As noted in Table 11-2, the fiscal 1994 budget
was written with $100.2 million more than was
certified ns available for appropriation. This was
possible only through the extensive use of one-time
money drawn primarily from the Cash Flow Re-
serve Fund and the Constitutional Reserve Fund. A
total of 57 1.4 million was drawn from these sources
to finance/underwrite the fiseal 1994 budget. In
writing the fiseal 1995 budget, only $45.6 million is
available from the “rainy day fund” for “emergency”
appropriations; and perhaps another $30 million ig
available from the Cash Flow Reserve Fund. If the
remaining one-time cash reserves are used to fi-
nanee the fiscal 1995 budget, then the state’s economy
must continue to grow enough te make up the one-
time money.

Not present in Table 11-2, but just as eritieal Lo
the budgeting process, is the condition of the State
Transportation Fund. This fund is composed of motor
fuel taxes earmarked for road construction and
maintenance. The certified estimate for fiscal 19956

indicates a decline of 6.6 percent in available rev-
enues for this function of government. This decline
ia in addition to a 13.7 percent drop in revenues Lo
the Transportation Fund from fiscal 1993 to fiscal
1994,

From fiscal 1988 to date, the Oklahoma Depart-
ment of Transportation (ODOT) has been funded
virtually exclusively from these earmarked revenues
and the federal matching funds these state tax
dollars are able to draw. Previously, ODOT received
extensive appropriations from the General Revenue
Fund so that no federal matching dollars would be
lost. The decline in the Transportation Fund will ne
doubt generate pressure to tap the General Revenue
Fund and funds earmarked for county road pro-
grams in order to finance state highway construe-
tion and maintenance. The development of more
direct fee-funded highways, such as tu rnpikes, may
also receive closer serutiny as the ability of ODOT to
meet serviee demands declines, Revenues from turn-
pike tolls have been an historically important source
to supplement the tax revenues which support vital
highway transportation links across the state,

The Growth of Fees to Fund
State Government

A number of state agencies have the ability to
finance theiroperations with nonappropriated funds,
mogt notably fees. The largest users of fees are the
state’s colleges and universities, Student tuition
and fees represent 40 percentof all fee revenue to the
state, but cover only about 23 percent of the cost of
education, During the past few fiscal years, growth



in appropriations to higher education has been un-
usually low, but this has been partially offset by
increnses in student fees, From fiscal 1990 through
fiscal 1993, college and university fees and tuition
grew from $130.9 million to $159.4 million—an
increase of 21.7 percenl—while appropriations re-
mained virtually constant,

The relinnce upon increases in fees to fund
government activities has also occurred in other
agencies, The Department of Veterana Affairvs, for
example, increased fee revenue by 49 percent for
medical services in long-term eare facilities during
the same fiseal 1990-93 period.

Overall, fee revenue to the state rose from $315.9
million to $394.9 million from fiseal 1990 through
fiseal 1993, an increase of 26 percent. Just over one-
third of this growth can be attributed to higher fees
and tuition at the state’s eolleges and universities.
Changes in fees for government services do not
require a vote of the people, as do tax increases
under the provisions of State Question G40,

Itisreasonable to expect further reliance on fees
to fund state government services, Among the likely
places for future fee increases are the Corporation
Commission, to fund regulatory activities; at insti-

tutions of higher education; at the Department of
Environmental Quality; and at various agencies
that provide services Lo local units of government,
such asthe Water Resources Board, the Department
of Transportation, the Conservation Commission,
the Dlklahoma Highway Patrol, and the Oklahomn
State Bureau of Investigation. Increased fees for
services provided to local units of government will
place greater stress on local government budgets.
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CHAPTER III

ATTITUDES OF OKLAHOMANS TOWARD STATE AND
LOCAL TAXES AND EXPENDITURES

he objective of this study is to examine the

Likely future course of public expenditure and
revenue pressures in Oklahoma. To obtain greater
insight into the probable future, the research team
surveyed the Oklahoma populace.

State Question 640 now virtually mandates a
“survey,” of the grand sort, of voter attitudes for
practically every tax increase, with the will of the
majority ruling. This ominous fact is the primary
impetus for an in-depth exploration of citizen atti-
tudes on public finance issues.

There are other reasons, however, for conduct-
ing survey research on citizen attitudes. Among
them is a need to better understand the attitudes of
Oklahomans in regard to the public sector. There is
a need, as well, to gauge the intensity of reaction to
possible future courses of action: just how stronglyis
the electorate opposed to new revenue sources?
Survey researchis also a useful tool for assessing the
extent of citizen knowledge of public sector issues.
Voters, it could be argued, have taken on new re-
sponsibilities with passage of State Question 640,
greatly increasing their need forinformed judgments.

Surveys are useful, too, in exploring general
levels of satisfaction of Oklahoma citizens with state
and local government. Is widespread dissatisfaction
with the services government provides a root cause
of discontent? Finally, there is a need to “get inside
the heads” of Oklahoma taxpayers to see what they
want from government and to check for inconsisten-
cies and conflicts in goals. Fiscal constraints are
such, at present, that government may be called on
for more than it can hope to provide,

Folowing careful review of the literature on the
design of state and local government surveys and a
review of hundreds of questions asked in previous
efforts, we defined five types of information needs:
(1) national benchmarks; (2) perceptions of value
and knowledge indicators; (3) attitudes toward spe-
cific government programs; (4) attitudes toward
sources of revenue; and (5) the citizen psyche—an
exploration of voter values, beliefs, and attitudes.
The survey was conducted over the period Septem-
ber 9 through October 5, 1993. Responses were
obtained randomly from 1,091 adults, providing an
error rate of slightly better than plus or minus three

percentage points. The following sections present
the survey’s major findings.

National Norms

The researchers took two questions dirvectly
from a national survey administered by the Advi-
sory Commission on Intergovernmental Relations
(ACIR). The comparisons given below contrast Okla-
homa respondents’ answers to results of the 1991
ACIR survey.

s The Oklahoma citizen regards local govern-
ment much more favorably relative to national
benchmarks (44 percent versus 31 percent) as
the level of government from which the most is
gained for the money. The federal and state
governments are regarded about equally fa-
vorably in comparison with national norms. A
much lower proportion of Oklahoma respon-
dents than national respondents said they didn’t
know or provided no definite answer (11 per-
cent versus 22 percent).

* A much larger percentage of Oklahomans re-
gard the federal income tax as the least-fairtax
compared to other forms of taxation (38 per-
cent versus 26 percent in the national poll).
The property tax ranks second among Oklaho-
mans, with 26 percent of respondents stating
that it is the least-fair tax. The state income
tax and the state sales tax scored similarly in
relation to national norms.

Perception of Value
and Knowledge Indicators

¢ Several questions addressed voter perceptions
regarding the value of state and local govern-
ment and awareness of state revenue issues.
The results were mixed. Oklahomans strongly
believe that they donot receive good value from
state and local government. More than three-
fifths responded negatively to the statement



“

“*Oklahomans generally receive goad value for
the state and local tax dollars they pay." Only
about one-third said that they agreed with this
statement and only 2 percent said that they
strongly agread.

* Respondents appeared somewhat knowledge-
able about comparative reliance on various
forms of taxation at the state and local level.
Oklahoma's state income and sales taxes are
penerally highor than those in many other
states, and about two-fifths responded that
this is so. In addition, 31 percent responded
correctly that property taxes are lower. Those
responding that they did not know ranged from
10 to 20 pereent for these questions.

« Respondents were also asked whether Olkla-
homa has a state constitution. Sixty-two per-
cent said that it did; only 6 percent said that it
did not, The remaining 32 percent said that
they did not know. The percentage who know
that their state has a constitution may seem
astonishingly low, but Oklahomans actually
compare quite favorably with a national norm.
In the ACIR survey, 52 percent responded
affirmatively; 11 percent negatively; and 37
pereent did not know,

Attitudes Toward Specific Programs

Because voters are likely to face decisions ve-
garding specific services, the survey attempted to
distinguish among attitudes about various services,
For example, the survey asked respondents to “sup-
pose government funding is limited and a decision
must be made whether to reduce services or raise
taxes. Would you favor oreppose additional taxes for
the purpose of supporting the following activities?”
For various categories of public spending, there
were some notable differences. The responses were
as [ollows:

* Edueation: strong support was shown, Foredu-
cation in kindergarten through grade twelve,
73 percent favored additional taxes to provide
support. For higher education, 63 percent indi-
cated favor.

* Social problems: strong to moderate support
wag shown. In terms of health care for the
elderly, handicapped, and poor, 74 percent
would favor additional taxes. For drug educa-

10

tion and treatment, 60 percent favored; for
health and sacial services for children, 56 per-
cent favored higher taxes over reduced ser-
vices. For assistance for the poor and homeless,
56 percent favored, while in the area of crime
prevention and prison facilities, 68 percent
would choose andditional taxes rather than re-
duce services,

s Physical infrastructure: varying support was
recarded, Sixty-one percent favored more sup-
port for maintenance of roads and bridges. Yet,
71 percent opposed higher taxes for new high-
way construction. Sixty-two percent would sup-
port higher taxes for water and sewage treat-
ment, while 86 perecent opposed increased taxa-
tion for public transportation.

¢ Other activities also met with varying support.
Additional taxes for parks and recreation fa-
cilities, wildlife preserves, and tourism were
opposed by 61 percent of survey respondents.
For environmental regulation and cleanup, 60
percent opposed. For economic development,
including location incentives, 49 percentopposed.

These results indicate moderately strong sup-
port for government programs, especially in view of
the question’s wording, which asked whether the
citizen would prefer more taxes in support of these
functions instead of service reductions. Many of the
unfavorable responses bordered on the 50 percent
mark. Very few programs or services were strongly
opposed,

Attitudes Toward Sources
of Hevenue

In probing attitudes toward sources of revenue,
the survey asked respondents: “If the state needed
additional money for a program that voters have
approved, would you favor or oppose increases in
each of the following revenue sources?” The ordering
of the responses by the percentage opposing in-
ereases in the corresponding source of revenue is
shown in Table 111-1.

Only twao tax sources—on games such as bingo
and on tobaceo and liquor—were favored by a major-
ity of respondents. Sale of state assets had the
blessing of slightly more than one-half the respon-
dents, and fees to users of government services
scored near the 50 pereent mark,



TABLE Il1-1

Rank Ordering of Various Revenue Sources
by Percent Opposed to Increases

Taxes on utilities 86%
Taxes on residential propearty 83%
Slate personal income lax 82%
Taxes on molor vehicles 9%
Slate sales tax rate increases 3%
Gasoline lax 1%
Salas laxes on services T1%
Oil and gas preduclion taxes 68%
Taxes on businesses and corporalions 55%
Feas to users of government sarvices 45%
Sale of state assels 40%
Tobacco and liquor taxes 33%
Taxes on games such as bingo 19%

With the exception of these minor sources of
revenue, however, survey respondents decisively
indicated opposition to tax increases. Results even
revenl opposition to expansion of the sales tax base
to services, Services constitute a growing proportion
of household consumption expenditures, and thus, a
growing proportion of consumption expenditures
escapes sales taxation.

The Citizen Psyche

Az noted, the researchers asked o series of ques-
tions of reapondents in order to assess citizen think-
ing on a variety of issues related to state and local
government taxes and expenditures. Sixteen ques-
tions were submitted to each respondent and, while
the ordering of the questions was random, the ques-
tions fell naturally into five categories: (1) state and

loeal intergovernmental relations, (2) the role of
government, (3) tax burdens on higher-income fami-
lies and corporations, (4) attitudes toward politi-
cians and government workers, and (5)other tax and
budget issues, For each question, respondents wore
nsked whether they strongly agreed, agreed, dis-
agreed, strongly disagreed, or did not know or have
an opinion. An example of detailed responses to the
other tax and budget issues questions is provided in
Table I11-2.

State and Loeal
Intergovernmental Relations

In the questions on intergovernmental rela-
tions, 85 percentof the respondents agreed or strongly
agreed that the state should be invalved in funding
and quality assurance of local publie education. This
resultis in contrast to a virtually equal plurality (36
percent) who believe that state government pro-
vides too much support to local government func-
tions. Almost 90 percent believe that local govern-
ments should be free to set their own sales and
property tax rates, presumably free from any encum-
brances on that process from the state government.

Role of Government

The tabulations on questions related to the role
of povernment reveal strong and consistent prefer-
ence by Oklahomans for an activist rvole for state
government. For example, one-half of the respon-
dents agreed or strongly agreed that state govern-
ment should aggressively seek to improve the qual-
ity of life, the environment, educational attainmentas,
and the economie vitality of Oklahoma, Only 31
percent disagreed or strongly disagreed.

TABLE lII-2

Detalled Survey Results
Other Tax and Budget l1ssues
(in parcent)

Strongly Strangly

Othar Tax and Budget Issues Agree Agree Disagran Disagrae Don't Know
Taxes should not be increased unless

linked to spacific govarnmeant pragrams. 27 63 7 1 a
Balancing the slale budget is a first priority,
even il we musl reduce services, 28 47 18 a 3
Revenue problems in Oklahoma governmant

are maltters of serious concern, ] 37 a0 2 26
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In a similar vein, respondents believe that gov-
ernment should not be limited to provision of just
basic services, defined in the questionnaire as edu-
cation, transportation, and crime prevention. The
desire for an activist role extends to health carve.
Fifty-eight pereent think that state government
should provide a minimum level of health insurance
for all citizena. In addition, respondents indicated
that the state should provide financial incentives for
businesses to locate in Oklahoma. The state also has
a responsibility to provide financial assistance to
families in need, said 71 percent of those surveyed,
but that support is highly constrained: almost 83
percent of the respondents stated that people are on
public welfare much too long.

Tax Burvdens

Respondents were split on the question of
whether higher-income families pay their fair share
of state taxes; 48 percent agreed and 44 percent
disagreed. Fifty-seven percent believe that corpora-
tions and businesses are paying theirv fair share,

Attitudes Toward Politicians
and Government Workers

Respondents apparently do not hold paoliticians
in high esteem, according to their responses to the
statement “Politicians arve, for the most part, in
public life for their own financial gain.” Over three-
quarters of respondents agreed with this statement,
Government workers were perceived by 88 percent
of those surveyed az having done better in job secu-
rity and pay increases than workers in the private
sector.

Other Tax and Budget Issues

Almost 90 percent of respondents strongly be-
lieve that taxes should not be raised unless they are
linked to specifie government programs. Further-
more, three-fourths of the sample favored balancing
the state budget ns a [ivst priorily, even il it means
that services must be reduced. Differences were
found among Oklahomans on whether revenue prob-
lems are matters of serious concern in the state. A
slightly higher percentage of the sample apgreed
than disagreed, but of special note is the one-fourth
of respondents who did not know or have an opinion
on this issue,
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Conclusions

State Question 640 gives the voter new power
over state taxes. These survey results indieate that
the tax sources preferred by Oklahomans are those
that are unlikely to yield significantly higher rev-
enues, Opposition is uniform and strong across the
full spectrum of major tax sources.

Problems of state and local finance are likely to
be made more difficult by the high expectations that
citizens have of government, Citizens apparently
want more education, better health care, more pub-
licwelfare, a higher quality of life, a cleaner environ-
ment, improved physical infrastructure, and amyriad
of other government programs, However, theze wants
will certainly clash with unwillingness to pay for
programs, Indeed, the survey reaults show that the
demand for public services bears little or no relation
to willingness to pay.

Oklahomans are divided when it comes to locally
provided government services. Local government is
viewed as the level of government offering the most
value, and eitizens want to have control over taxes at
the local level. However, there is strong opposition to
relying more heavily on the property tax—a principal
source of loeal revenue, Only one in seven Oklaho-
mans favors higher property taxes as a means of
financing approved programas, in spite of the fact
that citizens know that this source is
underrepresented as a source of revenue in Okla-
homa in comparison to other states,

Oklahoma citizens want state government in-
volved in local education, yet a high proportion
believes that state government provides too much
support for local government functions. Oklaho-
mans believe that government should provide finan-
cial nssistance to the poor, but nearly unanimously
agres that people are on welfare much too long.
These views sugpest either that poverty is viewed as
a bransitional phase, rather than a permanent prob-
lem, or perhaps that the respondents believe that
the poor can do more to help themselves after they
have received a boost from the state,

Although the survey results show that the Okla-
homa voter is not likely to favor significant tax
increases in a State Question 640 election, they also
show that voter preferences for sorvices are incor-
sistent with this rigidity. Perhaps the Oklahoma
voters have not yet reconciled the inherent conflict
between tax rigidity and its implieation for levels of
state services,



CHAPTER IV

PROSPECTS FOR STATE EXPENDITURES

The 1994 session of the Oklahoma legislature
will present lawmakers with an all-too-familiar dif-
ficulty: a probable shortage of new funds available
for appropriation for fiscal year 1995 relative to
demands forincreased government support. As indi-
cated earlierin thisreport, there will be some growth
in available funds, especially if lawmakers summon
the political will to tap the Constitutional Reserve
Fund and to use the revenues that will accumulate
during fiscal year 1994 in the Cash Flow Reserve
Fund.

{t seems unlikely, however, that available funds
will grow enough to meet all of the demands the
legislature is likely to face. The State Superinten-
dentof Public Instructionhas already staked a claim
for $81 million in new money from the General
Revenue Fund to cover the cost of the fifth year of
House Bill 1017s reforms. The Oklahoma State
Regents for Higher Education haverequestednearly
$88 million in additional funds to meet the needs of
the state’s colleges and universities. Some $35-40
million will probably be needed to meet the in-
creased costs of Medicaid, The state will likely have
to pay $36 million to federal retirees to replace taxes
that allegedly were levied on them illegally in the
past, and there is strong bipartisan support for new
programs in corrections and juvenile justice.

The state’s General Revenue, Cash Flow Re-
serve, and Constitutional Reserve Funds together
cannot fund all of these needs, let alone the addi-
tional requests still to be articulated by other state
agencies, Hence, efforts may be launched to tap
revenue sources not suhject to the limitations im-
posed by State Question 640, including turnpikes, a
lottery, a tuition increase, and bond issues for new
prison facilities (repaid, perhaps, from lottery re-
ceipts). There are even some signs of direct chal-
lenges to State Question 640's limits, in the form of
arepeal of the state income tax exemption for retired
public employees and an organized campaign for a
tax hike for higher education modeled after House
Bill 1017.

Proposals for a lottery, a tuition increase, and
fees for new turnpike projects were examined in
some detail in Chapter V, because they appear to be
the most likely candidates for nontax revenue in-
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creases in the coming year. This chapter explores
the demands for new expenditures faced by the
legislaturein the areas of elementary and secondary
education, higher education, corrections, juvenile
justice, and health care,

Elementary and Secondary
Education

The $81 million requested to finance the fifth
year of House Bill 1017’s initiatives represents a
significant increase over the amount many people
thought would be required.’ As such, it deserves a
closer look.

House Bill 1017, the Education Reform Act, was
passed by the legislaturein 1990. In fiscal year 1990,
common schools received $882 million in state ap-
propriated funds, At the time of passage, the costs of
this legislation’s many provisions were projected to
reach $597 million per year by fiscal year 1995.2 This
projection was scaled down to $574 million in July,
1991.% The sum of the latter projection and the level
of appropriations in fiscal year 1990, or $1,456
million, is one benchmark for the appropriations
promised to common schools in fiscal year 1995 by
the passage of House Bill 1017,

Common schools will receive $1,364 million in
state appropriations in fiscal year 1994—$92 mil-
Hon less than the amount apparently promised for
fiscal year 1995 by House Bill 1017. In this sense,
then, the legislature still “owes” the commeon schools
all that is being requested for fiscal year 1995,

There is an alternative way, however, to view
the situation: namely, how does the amount being
requested compare to the sum that was mandated
by House Bill 1017 for fiscal year 19957 The 1991
revised projectionsindicate that the legislature would
need to appropriate about $26 million in fiscal year
1995 to meet that year’s obligations mandated in
House Bill 1017. Approximately $17 million may be
needed for money that was supposed to be, but
wasn't, appropriated in fiscal year 1994 to cover the
costs of the extended school year and healthy living
initiatives. These obligations together amount to
only $43 million of the $82 million request,



The extra amount requested has been defended
on the grounds that school enrollments have grown
much more than expected when House Bill 1017 was
passed. Projections likely to have been available at
that time indicate that enrollment in kindergarten
through grade twelve could have been expected Lo
increase by 13,000 students between the 1990 and
1995 school vears." Presumably, enrollment has
already grown by over 26,000, There is probably
little basis for doubting this claim, because a 12,000
student error on a base of roughly 600,000 students
seems well within the bounds of what could be
attributed to inability to accurately forecast the
growth in enrollment due to migration.

An wunexpected inerease in enrollment would
cost the same as an expected increase in enrollment
of the same size, Oklahoma schools spent almost
54,000 perstudent in fiscal vear 1992, nearly $2,400
of'which came from state appropriations. The state's
tab for the unexpected 12,000 students, therefore, is
around $29 million,

Whether House Bill 1017 mandates that the
state pick up these unexpected costs may be techni-
cally debatable, but paying for them is probably
within both the spirit and the intent of House Bill
1017. Given this interpretation, the Department of
Education can establish a need for $72 million of the
$82 million atissue, Anextra 2,600 students in 1995
could aceount for the remainder,

According to the latest available projections of
the National Center for Education Statistics, how-
ever, the number of students in Oklahoma in grades
kindergarten through twelve will start dropping in
1995, and continue falling at least until 2002.° The
average annual vate of decline over this period is
prajected to be about 2 percent, or approximately
12,000 students. If this projection is accurate, the
$10million unaccounted forabove may be difficult to
defenid—at least on the basis of expected enrollment
growth. In fact, some of the money spent on enroll-
ment inereases to date may no longer be defensible
on that basis. A turning point in envollment growth
may or may not oceur in 1995, but the matter seems
to deserve close study by the legislature and the
Department of Education.

Higher Education

Olclahoma’s public colleges and universities are
slated to receive $556 million in appropriated funds
i1 fiscal year 1994, 321 million of it in the form of one-
time appropriations from reserve funds, The total is
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$19 million less than the $575 million appropriated
in fiseal yvear 1993,

The State Regents are asking the legislature to
fund the $21 million on a recurring basis, and to
provide $88 million in new funds.® Nineteen million
dollars of the new funds would replace the money eut
from appropriations in fscal year 1994, According to
the Regents, the fiscal year 1994 cut resulted in the
deletion of nearly 700 course offerings, the elimina-
tion of almost 140 faculty posgitions, and budget cuta
for student services.

The remaining $69 million in new funds would
be used for a variety of purposes, The Oklahoma
Tuition Aid Grant Program would receive $2.3 mil-
lion, and $9 million would be used for system devel-
opment. Much of the remaining $58 million would be
uzed to fund an increase in faculty and staff compen-
sation (wages, salarvies, and fringe benefits), and
new faculty positions.

TABLE IV-1

Educational and General Expendiiures, by Object,
Oklahoma Public Colleges and Unlversities
Fiscal 1980 and 1930

(Millions)
1980 1880

Object Expends Percent  Expends Percent
Taaching
Salaries $84.9 38.4 163.5 35.6
Other Prof

Salaries a7 14.4 74.8 158
Nonprofil

Salaries 34.4 15.6 6G5.8 139
Stalff

Banefits 17.6 7.9 G5.5 13.2
Total

Comp 168.6 76.3 369.6 78.5
Ulilities 10.2 4.8 203 4.3
Supplias/

Matarials 9.8 4.4 14.5 3.0
Othar 323 14.7 66.4 14.2
Total

Expends $2209  100.0 $470.8 100.0

Soursa: Oklahoma Stale Regents far Higher Education, Currant
Qperating Incomea and Expendituras, Fiscal Year 1979-80 and Fiscal
Year 1989-90/



The Regents' emphasis on employee compense-
tion is not surprising; colleges and universities are
very labor-intensive enterprises. As indicated in
Table 1V-1, employee compensation accounted for
78.5 percent of total educational and general expen-
ditures for Oklahoma's 26 publie colleges and uni-
versities in fiscal 1990, By way of contrast, employee
compensation was only 5.7 percent of the total cost
of producing national outputin 1990, Table IV-1 also
shows that employee compensation accounted for
nearly the same percent of expenditures 10 years
earlier,

Table 1V-2 contains the latest generally avail-
able information on total compensation paid college
and universzity faculty in Oklahoma relative to com-
pensation paid by the State Regents’ peer institu-
tions. The peer institutions serve as the Regents’
benchmarks for judging resource adequacy and in-
stitutional quality. The research universities in
Oklahoma are Oklahoma State University and the
University of Oklahoma; their peers consist of the
other Big Eight universities and the Big Ten univer-
sities, with the excepltions of Northwestern and
Penn State. There are ten universities in the com-
prehensive four-year category in Oklahoma—the
six regional universitics and Cameron, Langston,
Panhandle, and the University of Sciences and Arts
of Oklahoma, Their peers consist of forty-nine insti-
tutionsin seventeen states, Oklahoma has fourteen
public two-year colleges, with 136 peer institutions
in seventeen stales,

TABLE IV-2

Average Compensation
of College and University Faculty,
Oklahoma Institlutions and Peer Institulions, 1992-93

Calegory Paer Inslitutions OK Instilutions
Rasearch Univ, $65,100 56,200
Comprehansive 4-Yr 47,600 43,600
Two-Year Collage 43,100 48,400

Sourca: "Treading Water: The Annual Repor of the Economic
Stalus of the Prafessian, 1992-03," Acadame, March-April, 1893, B-
1018

Motes: This survey contains data on boih ol Oklahema's public
Research Universitios, on 8 of Oklahoma's 10 Comprahansiva 4-
Year public Universities {Universily of Conlral Oklahoma and
Langsten Univarsity not included), and an all 13 of Oklahoma's 2-
Yoor public Colleges, The survey provides informalion on all 15 of
the Regent's peer institulions in the Rasearch University category,
an 48 of the 49 peer inslilutions in the Comprehensive 4-Year
calegory, and on 84 of tha 138 inslilutions in the 2-Year Collega
caligory,
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The data in Table IV-2 indicate that faculty
compensation in Oklahoma's public colleges and
universities was lower than compensation paid in
the Regent's peer institutions in 1992-93, Given the
cutl in appropriations to higher education for the
1903-94 achool year, Oklahoma schools may have
fallen even [urther behind their peers than these
dataindieate. Based on these data alone, however, it
would have taken average increases in compensa-
tion of 16 percent, 9 percent, and 12 percent to come
up to the peer averages in the research university,
four-year comprehenaive university, and two-yoar
college categories, respectively, The Regents' re-
quest for a salary increase and additional funds to
cover mandated cost increases for fringe benefits
represent an 8-9 pereent increase in compensation,

The Regents have also requested funds for 204
new faculty positions in 1994-95, One way to put this
request in perspective i to examine what has hap-
pened to the ratio of full-time-equivalent(FTE) stu-
dents to full-time-equivalent faculty in the state’s
colleges and universities. In 1982-83, the state sys-
tem of higher edueation had 104,315 FTE students
taught by 4,114 FTE faculty, or 25.4 students per
faculty member. In 1992-93, the state system had
approximately 127,000 FTE students and 4,150 FTE
faculty, or about 30.6 FTE students per faculty
member, It would have taken an additional 550
faculty members in 1992-93 to achieve the 1982-83
ratio of students to faculty. The number required to
achieve this ratio in 1994-95 may be somewhat
higher, given the positions cut in 1993-94.

Corrections and Juvenile Justice

Crime and violence have prompted public outery
throughout the United States. In Oklahoma, re-
spondents to recent public opinion polls have tabbed
crime as the number one issue facing the state. The
Governor and state lawmakers from both political
parties and both legislative bodies have indicated
that eoncerns about erime and juvenile justice will
be given high priority in the 1994 legislative seagion.

[ronically, the alam over erime seems to be
gounding juat when the overall crime rate may ba
starting to fall. The U.S. Department of Justice
reported in Oectober, 1993, for example, that re-
ported crimes fell in 1992 by 2 percent, the first
decline since 1984.” Violent crime is up, however,
and the violence is more and more attributable to
youthful offenders, While arreats of adults for mur-
der and other forms of homieide rose by 11 percent
from 1982 to 1991, arrests of juveniles for these



erimes rose by 93 percent. Violent crimes that have
been highly publicized by the media have led state
legislators to enact an array of mandatory and
determinate sentencing laws that are packing juve-
nile detention centers and training schools around
the eountry, even though most juveniles arve in
custody for nonviolent or property offenses,

Judging from the public and political reaction to
inereased violence and repeat offenses, thereisstrong
support for locking up vielent and rvepeat offenders
and for keeping them locked up for longer periods of
time. This attitude has been common in Oklahoma
over the past decade for adult criminals, and it
aeems to be growing in regard to juvenile offenders,
as well.

The outcome for adult criminals has been a
greatly inereased probability of incarceration. In
1980, Oklahoma locked up criminals at the vate of
134 per 100,000, By 1982, the incarceration rate had
grown to 414 per 100,000, the fourth highest rate in
the nation.® Some of this increase can be attributed
to the adoption of “get tough” sentencing policies for
violent erimes, but incarceration rates for nonvio-
lent offenses have also incrensed,

One consequence of these policies has been ex-
tremely rapid growth in the corrections budget.
Between 1980 and 1992, expenditures for correc-
tions grew at an annual rate of 17 pereent per year,
the fastest rate of growth among the major state
government agencies,

Juyenile offenders have been handled much
differently from adults. Most of them have ended up
in community-based treatment under the jurisdic-
tion of the Department of Human Services, rather
than in the custody of the Department of Correc-
Lions.

Even a casual reading of the state’s major news-
papers indicates that the legislature will be dealing
with a large number of proposals for changing the
gystems of both adult and juvenile justice in Okla-
homa, On the adult side, the emphasis is on stricter
and more certain penalties for violent and repeat
offenders, Especially popular are variations of the
“three strikkes and you've out” theme; that is, manda-
tory long-term sentences without parole for erimi-
nals with three or more offenses. Lawmakers are
also attracted to “truth in sentencing” laws, the
essence of which is to make inearceration more
certain and early release less likely, Serious consid-
eration will also be given to efforts to repeal the
unpopular Prison Population Management Act,
which allows for early release of eriminals when
prisons become too crowded.
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Much of the proposed juvenile justice legialation
also will deal with various means of providing stricter
and more certain punishment, Among the numerous
items on this agenda will be gun control for minors,
provisions for waiving juvenile cases to adult court
when an offense is considered serious, and less
lenient release programs for juveniles in detention,

Should the legislature approve proposals such
as these, the numbers of adults and juveniles incar-
cerated will increase. The state’s prison and deton-
tion facilities are already overcrowded. So, too, are
the county jails. Thus, new facilities would have to
be constructed at both the state and county levels.

Some legislators and the Governor are calling
for a complete overhaul of the juvenile justice sys-
tem, This, they argue, requires the establishment of
a new Department of Juvenile Justice,

There is little doubt that a full law-and-order
agenda would be quite expensive; exactly how much
would depend on the actions proposed. At this time,
only preliminary estimates have been made. Among
them are the elaims that a Department of Juvenile
Justice could require an initial budget of $40million,
that as much as $250 million may be needed to
consbruct new state adult and juvenile facilities, and
that $60-60 million a year could be required to
operale the new facilities. No estimates, however
preliminary, have emerged on the amount of money
needed to construet new county jail facilities, nor on
the cost of the criminal justice resourees that would
be required in addition to those for corrections, per
2,

Several suggestions have been made regarding
funding sources for criminal justice. The Governor
haa proposed that the large construction items he
paid for by the proceeds of a bond issue that could be
repaid over time, at least partly out of the receipts of
a atate lottery. Another suggested source of repay-
ment is state revenues from the excise tax on ciga-
rettes. State Representative Michael Thornburgh
has recommended the creation of a Criminal Justice
Trust Authority to operate county jails, with the
Authority given the right to ask county voters to
approve up to a five-mill increase in property taxes
to build, eperate, and maintain jail facilities.

So far, there have been few suggestiona to raise
state taxes in orderto lund new initiatives in correc-
tions and eriminal justice. This may seem surpris-
ing, given the strong demands by the public that
something be done about erime, but it is probably
testimony to the even stronger constraining influ-
ence of State Question 640 and the public attitude
on taxes. In the environment ereated by this tax



limitation mensure, state government is likely to
turn inereasingly to bond finance and the creation of
trust authorities to accomplish what it might other-
wise accomplish through tax increases,

It would be premature to try to evaluate the rash
of proposals in adult and juvenile justice; all of them
are, as yet, in preliminary form. However, it is
poasible, and perhaps inatructive, to put the juvenile
Justice initiatives in context.

The apparently greater demand for punishment
than for rehabilitation appears to be something of a
throwback to the past. Oklahoma was sued 1in 1978
hecause children whao didn't need secure settinga
were being locked up in institutions under question-
ableconditions. Eventually, state officials closed the
inatitutions and resources were redivected toward
community-based alternatives. Public sentiment in
Ollahoma for this change may never have been
atrong, and all that the sentiment for punishment
needed to become dominant once again was a mount-
ing level of concern about erime. In any event,
Oklahomans will likely be engaged in a spirited
debate once again over the respective merits of
juvenile rehabilitation and incarceration. The costs
and benefits associated with each will be carefully
identified, measured, and considered.

Health Care

In the fall of 1993, President Clinten and his
Domestic Policy Council unveiled recommendations
for major changes in the nation’s health care deliv-
ery system. Other strategies for health eare reform
have also been proposed. Whatever the relative
merits of the various measures heing examined by
the U.5. Congress, it is likely that the federal gov-
ernment will soon make some changes in the health
care syastem, Because Oklahoma state government
is deeply invelved in health eare, it is likely that
actions by the federal government will have signifi-
cant impacts on the state's finances,

During iseal year 1993, roughly one out of every
four dollars of Oklahoma state government expendi-
tures was related to health care, Table IV-3 lists
selected expenditures on health-related activities
amounting to nearly $1.9 billion, This is a conserva-
tive measure because it does not include state em-
ployee health insurance, some health-related educa-
tion programs, and some environmental expendi-
tures directly related to health,

At an expenditure level of $1.1 billion, Medieaid
dominates state government health expenditures.
During fizcal year 1993, Medicaid provided madical
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benefits to 381,000 low-income persona in Okla-
homa. Medieaid payments were for hospital care (34
percent); physicians’ services (21 percent); interme-
diate care facilities, such as nursing homes (34
percent); in-home care (3 percent); and drugs (8
percent). About 70 percent of Oklahoma's Medieaid
outlays are financed by reimbursements from the
federal government. The program is referred to as
an “entitlement” because benefits must be paid to
those who meet eligibility eriteria. During fiscal
years 1987-93, the state’s Medicaid outlays rose 110
percent, while total state outlays increased 44 per-
cant.

The recent rapid relative growth of Medicaid
expenditures eannot be sustained over long periods
without foreing a major restructuring of state gov-
ernment expenditure priorities. In recognition of
this, the 1993 session of the Oklahoma legislature
vemoved the program from administration by the
Department of Human Services and placed it in a

TABLE V-3

Selected Expenditures Related to Health Care,
Oklahoma State Government

Flacal 1983
(Millions)
ﬁégﬁlr"am Amount
Medicaid, Dept. of Human Sarvices (DHS) $1,103.5
Oklahoma Medical Cantar (haspitals, DHS) 204.8
Depariment of Heallh 149.2
Depariment of Mental Health 147.9
Health Sciences Center, Univ. of Oklahoma 137.56
Department of Vaterans Affairs (hospitals) 44.5

State Insurance Fund and Spacial Indemnity Fund

(workers compensation) 40.0
DHS, Olher Medical Services 249
Heallh Regulalory Agencies?® as
Othar® 14.2

Total $1,870.0

8Regulatory boards controlling podiatrisis, chiropractors,
dantists, medical doctors (M.D.5), nursing homa administra-
lora, nurses, osteopaths, pharmacists, psychologists, optom-
alrists, and speech pathology and audiology specialists,

bincludes the Collage of Osteopathic Madicine, Okla-
homa State Unlvarsity; the J.D. McCarly Center; and the
Warkers Compensation Court,

Sourca: Office of State Finance, Schadule 11, Fiscal
1993; Depariment of Human Services, FYS3 Annual Report,
p. 13,



new ageney, the Oklahoma Health Care Authority.
A new approach to administration of Medieaid is to
be implemented, in which the state will enter into
contracts with health eare providers for services Lo
those eligible for Medicaid benefits. The payments
will be based on a fixed amount per person. If the
price of health care continues to grow at the same
rate as in the past, even this new framework will not
be able to keep the Medicaid program from absorb-
ing ever-larger shares of the state budget.

The Medicaid program illustrates three of the
major problems faced by the nation’s health care
aystem. Firat, Medicaid provides health benefits to
those who, because of low incomes, would not other-
wise have any health insurance. In fact, howaver,
many peraons under 65 (and, therefore, not on Medi-
care), have no health insurance and are not eligible
for Medicaid. In Oklahoma, it is estimated that
during the period 1089-91, 21 percent of the popula-
tion under 65 had no health benefit coverage at all.
Nationwide, 16 percent of that population group was
without coverage.”

A second problem is the rapid rise of health care
costs, Although the rate of inflation in health ¢osts
appears to be glowing down, in recent years it has
not been unusual for health eare costs to inflate
twice as rapidly as the overall price level.

A third problem is labeled “cost-shifting.” It is
argued that Medicaid reimbursement rates are in-
sufficient to cover the actual costs of providing ser-
vices, Moreover, many without health insurance
cannot pay their medieal bills, Since someone has to
pay, the typical response by health eare providers
has been to charge higher prices lo those with
insuranee to offsel inadequate or no payment from
others. In recent years, health insurance organiza-
tions and employers have become increasingly resis-
tant to cost shifting,

On September 22, 1983, President Clinton ad-
dressed a joint session of Congress to set forth his
health eare reform proposals. The proposals were
based on six principles, 10

1. Security: universal coverage with a compre-
hensive and irrevocable set of benefits;

2. Simplicity: a program that is easy to under-
stand and administer;

3. Bavinga: greaterefficiency and the reduction of
health care inflation;

4. Choice: freedom for individuals to choose their
doctors and health care plans;

5. Quality: provision of better information to
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health care consumers about comparative quali-
ties of care;

6. Responsibility: avoidance of health-impairing
behavior and price consciousness in health
care pumhusns.

The administration then submitted a very com-
plicated 1,342-page Health Security Act proposing
major changes in the nation's health care delivery
system. At the heart of the propesals is an adapta-
tion of a concept referrved to as "managed competi-
tion,” If the nct is adopted, all employers will be
required to provide health benefits. Each state will
have one or more “health alliances” which will make
arrangements for the purchase of health insurance
or other medical care plans from a variety of health
cave providers. Premiums paid by employers will be
channeled through the health alliance organization
to the various approved providers. Employees can
choose among approved programs, but the basic
purchase aof coverage must be through a health
alliance gerving a particular area. Very large em-
ployers ean become their own health alliance. The
theory underlying managed competition is that em-
ployers and workera will benefit from economies of
seale in the purchase of coverage, and from the
massive bargaining power which the alliances will
exercise over the providers. It is likely that the
health alliance for Oklahoma will be the above-
mentioned Oklahoma Health Care Authority or a
similar entity created by state government.

There have been negalive reactions to the
President's proposals—though many eritics are not
inclined to attack the six basic principles of reform
and the need for some change. This leads Lo specu-
Iation that there will be federal health eare mea-
sures adopted before the general elections in the fall
of 1994, What this means for Oklahoma state gov-
ernment finance, of course, depends on the specif-
ics,

The existence of a single health alliance agency
would represent a remarlkable change in the struc-
ture of state government. Nationally, the health
care sector accounts for aboul 14 percent of Gross
Domestic Product. If the ratio is about the same in
Oklahoma, this sector stands at about $10 billion in
1994. The current entire state budget of Oklahoma
iz ahout 38 billion. It i3 not clear what sharve of the
$10 billion spending flow would be channeled
through state government's health alliance, but the
share is likely to be very large and could easily
result in an allianee that is half the size of the
current budget, It is difficult to imagine such an



activity without a significant and costly new admin-
istrative infrastructure in state government. More-
over, should a state health alliance run into finan-
cial difficulty, it is likely that state, rather than
federal, finaneial resources will be required to honor
health coverage commitments.

Although the Clinton administration anticipates
that its health eare program will save money, many
observers are less sanguine. In Oklahoma, for ex-
ample, it will be difficult to provide coverage al no
net additional eost to the 500,000 or 8o persons
currently not insured, Sinee the percent of Oklaho-
mans without coverage is well above the nalional
average, the increased coverage will be especially
expensive in this state. IT employer Ninancing is
mandated, the impaect on small business costs in
Oklahomn may be particularly burdensome.

Even conservative eritics of the administration’s
plan appear to accept the principle of universal
covernge. The Consumer Choice and Health Secu-
rity Act offered by twenty-five senators relies on a
syatem of insurance reforms and tax reforms, but
they assert that it provides universal health care
coverage.!! The head of the conservative think-
tank, The Cato Institute, supports expanding cover-
age for the poor by replacing Medicaid with a voucher
system and raising the eligibility threshold to 150
pereent of the poverty level.'® Given the perilous
status of the federal government’s budget, itis likely
that federal measures providing universal coverage
will foster attempts to shift part of the burden to
state governments,

Ag Table IV-3 indicates, state government in
Oklahoma has a big involvement in hospitals. Cost
containment measures may generale pressure to
fund deficits at state hospitals through approprin-
tion of general revenue funds, State government's
outlays on its own employee health insurance could
be decreased as aresultof health care reforms which
eliminate cost-shifting, Itis even poasible that health
care reforms would reduce the costs of workers'
compensation to the state, itself, and to employers
throughout the state, Universal health care cover-
agemight shrink the responsibilities of ecounty health
departments and reduce the need for state finanecial
aid to those agencies, Currently, the state must use
a good deal of its own-source revenues Lo finance
mental health and substance abuse services—though
some federal block grant monies are available, De-
pending on the treatment of mental health in the
basic benefits package of a universal care system,
the state might be relieved of some expenditure
responsibilities in this area of treatment.
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In early 1994, uncertainty is the most salient
feature of the health care dialogue. It is obviously
important for state government and for private
employers to remain very much involved in the
debate which is unfolding at the national level, This
is a sector in which ehanges in policy are likely to be
associated with major restructuring of budgets.
Even the “incremental” changes called lor by oppo-
nents of the national administration’s proposals are
likely to have large impacts,
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CHAPTER V

RESPONDING TO TAX LIMITATIONS
BY DEVELOPING NON-TAX REVENUES

he limitations imposed by State Question 640

and the attitudes of Oklahomans toward tax
increases reduce the options for policymakers seek-
ing to expand state-supplied services. These con-
straints will not, however, slow down the growing
demand for government programs. Under these cir-
cumstances, Oklahomans are turning to various
means of raising non-tax revenues. They have, in
fact, already started to do so.

More than 200,000 registered voters have signed
an initiative petition for a vote on a lottery, and polls
indicate that it will have a good chance of passing if
the state Supreme Court denies the horse racing
industry’s challenge to the lottery. The voters ap-
proved a $350 million bond issue last year to meet
some long-standing needs for physical capital, espe-
cially in higher education. The Governor has pro-
posed a $250 million bond issue to fund new correc-
tional facilities for adult and juvenile offenders, part
of which he proposes would be repaid with the state’s
take from a lottery. The Governor has pushed hard
for construction of additional turnpikes under the
Oklahoma Turnpike Authority. The legislature has
established the Oklahoma Health Care Authority to
restructure thestate’s Medicaid program. The people
may get an opportunity in the future to vote on a
proposed Criminal Justice Trust Authority, which
wotlld have the right to ask county voters to approve
up to a five-mill increase in property taxes to build,
operate, and maintain county jail facilities. And
both the Governor and the State Regents for Higher
Education have indicated that they will push for a
tuition increase for the state’s colleges and universi-
ties.

Some of these alternatives are in such an embry-
onic stage that an evaluation would be premature.
This is not the case, however, for proposals which
seek to establish a state lottery, increase higher
education tuition, and expand the state’s turnpike
system.

An Oklahoma Lottery

Governor Walters and the Oklahoma BEST '93
organization are vigorously campaigning to create a
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statewide lottery. Three forces add momentum to
their effort: the lottery’s popular appeal, the success
of similar efforts in other states, and Oklahoma’s
need for revenue,

Currently, thirty-nine states and the District of
Columbia have government-run lotteries.! People
apparently want to play the game, and Oklahomans
appear to be no exception. A recent poll in this state
suggested that 61 percent of Oklahoma’s population
favors a lottery.2 This is close to the 65 percent
average level of supportin the states where lotteries
have been approved over the last thirty years.?

Texas, Kansas, Missouri, Colorado, and Louisi-
anaoperate state-run lotteries, and by doing sohave
created an environment of interstate competition
for revenues. Many Oklahomans purportedly drive
to Texas or Kansas to play the lotteries in those
states. Some polcymakers see this as a source of
potential revenue for Oklahoma that is being lost to
other states, and that could be claimed with an
Oklahoma lottery.

The third force at work in favor of a lottery in
Oklahoma is the state’s need for revenue. One of the
expected effects of the passage of State Question 640
is that Oklahoma policymakers will look for pres-
sure valves to escape the constraints imposed by this
measure. One type of pressure valve is new or
existing non-tax revenue sources that are not sub-
ject to the lmits. The lottery fits into this category.
Seventeen ofthe twenty-two states thathave adopted
limits on total appropriations or taxes since 1976
conduct a state-run lottery. In light of the anti-tax
sentiment surrounding the passage of State Ques-
tion 640, Oklahoma may join this group.

Opposition to the lottery in the press tends to
focus on the moral and ethical objections to gam-
bling. With state-run lotteries, state governments
are in the business of providing a new source of
gambling. It is legalized gambling, but it is still
gambling, and opponents argue that it is morally
wrong. They argue that it also contributes to per-
sonal financial problems, leads to illegal gambling,
and creates an aura of crime and corruption. The
lottery campaign has attempted to defuse these
objections by promising to earmark a majority of the
revenues for education. In this way, a vote for the



lottery becomes a vote for better schoaols, In Okla-
homa, the need for better schools may garner sup-
port from groups who might otherwise be opposed to
a state-run lottery,

Whatever their merits, the objections just noted
are heyond our purview. Subsequent discussion is
confined to the economic aspects of the lottery,

There are two economic perspectives on lotter-
ies, One is that a lollery is essentially a service
provided by government to satisfy consumer de-
mand; i.e., a lottery is like a government-operated
utility providing water or electricity, The second
perspective is that a lottery ia basically a source of
taxes to the state, In this perspective, the profits
from n state-run lottery essentially are an implicit
tax that can be raised or lowered just like conven-
tional taxes, In the utility perspective, the lottery is
judged by how effectively it meets consumer de-
mand. In the tax perspective, one judges the lottery
as a revenue source by the same economic standards
that one judges other taxes.

The primary point to be made from the utility
perspective is that if Oklahoma voters approve a
lottery, it meets the first test of consumer acceptance.
It is then incumbent upon the government to provide
the lottery service in a cost-effective manner.

There is extensive literature on whether lotter-
ies are an effective means of raising tax revenues.
Thus, the focus here is primarily on seven key points
that are supported in the economics literature on
lotteries.

One feature of a lottery that separates it from
otherstate taxsourcesis thatitisa voluntary action.
That is, the choice to participate in the lottery, and
the payment of the tax, is left entirely to the discre-
tion of the taxpayer.

Lotteries ns a Revenue Source

Net lottery revenues generally amount toasmall
portion of a state's budget. On average, about 38
percent of lottery revenues arve turned over to the
atate government.! This contributes an average of
about 2 percent to total state revenue,” and repre-
sents the eighth largest souree of revenue (on aver-
age) for the lottery states,®

Oklahoma BEST "93 projects that an Oklahoma
lottery will gross about $183 million annually, with
a net return of $64 million.” If that is true, the net
proceeds would represent less than 2 percent of the
total revenues collected by the state in fiseal year
1992, Given the state’s income tax base, Oklahoma
could raise approximately thesame amount by raising
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the average state income tax rate 0.2 percentage
points,

Lottery revenues tend to be more volatile than
other sources of siate revenue, Lottery sales very
rarely decline, even in real terms. However, as
lotteries mature, their annual rate of growth in sales
tends to diminish, like many consumer goods and
services.® Also, as more states enact lotteries in a
particular region, sales growth in any one state
tends to slow down due to competition from sur-
rounding states. Thus, most lottery states, after a
time, have become more aggressive in their adver-
tising and development of new lottery games in an
attempt to maintain the rate of growth in sales
experienced in the firat few years. This may partly
explain why lottery revenuoes have been more vola-
tile than other state revenue sources. Part of the
apparent variability in lottery revenues also is due
to their rapid growth over time. But even when this
secular trend is accounted for, lottery revenues are
still relatively more volatile around their trend than
other state revenue sources,?

Some states are more suceessful than others in
generating a high rate of growth in lotlery sales,
While it is true that intreducing a lottery in Okla-
homa will generate revenue, experience elsewhere
indicates that it is difficult to keep per capita sales
growing. Lottery officials would apparently have to
be very aggressive to generate consumer interest
yearafter year, especially gince Oklnhoma may have
difficulty attracting many out-of-state players, given
the success of pre-existing lotteries in Kansas, Mis-
gouri, Colorado, and Texas,

Of course, the more aggressive state govern-
ment has to be to maintain a particular rate of
growth in sales, the greater cost of product innova-
tion and promotion. Thatl, in turn, inereases the
ratio of administrative costs to revenue. The operat-
ing expenzes associated with a state-run lottery
averaged over 26 percent of lottery revenues in
1986.10 Compared with other state revenue sources,
this ratio is extremely high, IT the lottery is viewed
as a state run monopoly, however, this ratio may not
be excessive.

Clotfelter and Cool, in a 1989 report on state
lotteries, sugpest that the administrative costs of
state-run lotteries should not be compared to the
administrative costs of other state revenue sources, !!
They view lottery agencies as state monopoly enter-
prises selling a product to consumers, not as tax
collectors. Therefore, the administrative costs assa-
ciated with the lottery represent the costs of provid-
ing a commodity, not collecting revenue.



There is some evidence of economies of seale in
lottery administration. The operating expenses per
dollar of revenues raised for the state decline as
anles increase. ' However, hecause of its small popu-
lation base, the likelihood that Oklahoma can take
advantage of this phenomenon appears to be slim, It
will be difficult for the state to realize any significant
economies of scale if' it operates a lottery on ita own.
Many states demographieally similar to Oklahoma
have taken advantage of the economies of seale in
lottery administration by combining their lottery
operations with other atates,

Evaluation of lotteries as a potential revenue
source for the state requires that the effects of the
lottery on other state revenue sources be considered.
States lose an average of hifteen cents of other
revenue per dollar of lottery revenue collected, 13 If
consumer expenditures on lottery tickets erowd out
expenditures on other goods, then sales tax revenue
will deerease. Pari-mutuel tax revenues will decline
as the lottery substitutes for betting at the track. In
fact, for every one dollar inerease in spending on the
lottery, there is about an eighteen-cent decrease in
pari-mutuel wagering, 14

State income tax revenues will increase, how-
ever, tothe extent that the winnings are subject to
the state income tax, There is some evidence that
those states with no state income tax and a high
proportion of state revenue collected by sales or
gxcise toxes are at higher risk of losing alternative
revenues as o result of therr lotteries. Oklahoma
uses a combination of both income and sales taxes
and could lose between seven cents and Lwenty-
three cents per dollar of lottery revenue gained.!®

The Implicit Lottery Tax

Three prior claims are made on lottery revenue
colleeted by a state before the remainder goes into
the state treasury. Prizes, administrative costs, and
sales agent commisgions musi be paid, Viewed as a
consumer item, the net revenue or profit from a
state-run lottery, similar to an excise tax, is the
portion of each ticket sale that ends up in the state
treasury, The implicit lottery tax is high when com-
pared to other excise taxes. In 1985, the implicit tax
on lotteries averaged 85 percent of the net price,
while tobaceo was taxed at 49 pereent and liquor at
43 percent.'®

Most state excise taxes ave regressive with re-
spect to income; as income inereases, taxes paid as a
percentage of income decrease, The implicit tax
agsociated with the lottery also has been found
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regressive with respect to income. Studies on lottery
participation have shown that lower-income house-
holds tend to play the lottery more often than house-
holds in other classes of income, In fact, no other
state tax exhibits the degree of regressivity as that
associated with the implicit lottery tax, 17

Opponents of a lottery may argue that this is a
good reason to oppose a lottery. Proponents may
argue that they should have the right to play, justas
people have the right to smoke, and that the “sin” tax
likely to be levied 18 merely excessive. Generally,
lower-income households ave not the largest group
of voters wheo vole "ves” on the lottery issue, Al-
though higher-income voters tend to vote yes, they
play the game less frequently, 18

Of course, any discussion of the distributional
impacts of a state lottery also must consider the
incidence of the benefits generated by the loitery
revenues, If the net lottery revenues lund programs
that benefit low-income households, then lotteries
would be less regressive overall,

Tt is difficult to identily which specific programs
atate lottery revenues support. When the money is
added to the state’s General Revenue Fund, it is
spent the same as any other revenue source. And
even if the additional funds are earmarked for a
particular program, there is no guarantee that the
monay will not be just a substitute for funds that
would have been spent on a program anyway.

For example, many states earmark their lottery
revenues for edueation. In most cases, however, the
additional lottery revenue has substituted for other
funds that would have supported education.!? Ear-
marking lottery revenues will have the most effect
when the earmarked revenues contribute a large
proportion of the total spending on a particular
program.?0 In the states with lotteries where funds
were earmarked for education, lottery revenues con-
tributed only 11.6 perecent of total stale revenues to
education in 1991, and only 3.8 percent of total state
and local revenues to education.?! Apparently, this
was not a large enough contribution to preclude the
substitution of lottery funds for general revenue
funds.

A Tuition Inecrease

As this reporl was being written, it was clear
that a tuition increase would be up for consideration
in the 1994 legislative seasion, but its size was less
certain. Governor Walters has ealled for an increase
of 515 million, or a little over 9 percent of the $159.4



million collected in tuition and fees in 1992-93. The
State Regents have not yet recommended a specific
tuition inerease for 1994-95, Their long-term goal,
however, 15 to inerease students’ share of total ap-
propriations and tuition from the current 23 percent
to 33 percent by the year 200022 Ta achieve this
goal, tuition would have to be inereased an average
of 7 percent per year for each of the next six years,

Governor Walters appears to be pushing for a
tuition increase as a means of offsetting a proposed
2.75 percent neross-the-hoard eul in appropriations
to most state agencies. Such a cut would take ap-
proximately $16 million from higher education, the
game amount as the proposed tuition inecrease,
Currently, Oklahoma students are funded at only 66
percent of the average amount perstudent at similar
colleges and universities in other states, To close
this gap would require an additional $280 million in
appropriated funds plus attainment of the Regents’
tuition goal.®?

Proposing a tuition increase 15 one thing, obtain-
ing legislative approval is quite another. In fact,
there may be significant opposition to such an in-
crease. Tuition increases are normally opposed on
geveral grounds, Chief among them are the fears
that a tuition increase will cause a significant de-
cline in envollment, and that it will reduce access to
higher edueation for low- and/or middle-income atu-
dents. Tultion inereases can, but they need not, have
these effects,

inrollment is negatively associated with tu-
ition: i.e., enrollment will fall when tuition inereases.
Enrallment is positively associated, however, with
personal income, student aid, the number of high
school graduates, and tuitions charged by compel-
ing educational systems.? An increase in tuition in
Oklahoma need not eause an enrollment decline if
personal ineome, student aid, the number of high
achool graduates, and tuitiona in other syastems
(especially in Kansas, Arkansas, and Texas) are
growing fast enough at the same time that
Olklahoma's tuition is increasing.

Normally, maodest inereases in personal income
are enough by themselves to offset increases in
tuition. This happens because the positive effect on
enrollment of a 1 percent inerease in personal in-
come is much stronger than the negative effect on
enrollmentofa | percent increase in tuition. Studies
of the factors influencing eollege envollmentindicate
that a 1 percent increase in tuition will decrease
total enrollment by about 0.6 percent. 5 An increase
of 1 percent in personal income will increase total
enrollment by about 1.6 percent.28 Applying these

findings, a 7 percent increase in tuition (the annual
increase required to meet the Regents' long-term
gonl) would cause a 4.2 percent decroase in total
enrollment, but this could be offset entively by a 4.2
percent enrollment inerease resulting from a 2.6
percent increase in income. Oklahoma personal in-
come is projected to grow in 1994 by 6 percent. Thus,
the level of tuition increase likely to be suggested on
a sustained basis by the Repgents probably will not
reduce total enrollment next year, In fact, a 6 per-
centincrease in personal income is more than enough
to offset the ® percent increase in tuition that the
Governor has suggested,

These ealeulations apply only to the total popu-
lation of college students; they do not necessarily
apply to each part of the eollege population. A 7
percent tuition increase may have agreater effect on
some groups of students than on others. The ratio of
a 0.6 percent decline in enrollment for a 1 percent
increase in tuition is the average—a larger ratio
may apply to some groups of students and a smaller
ratio may apply to other groups, An increase of 6
percent in state personal income is also an average
inerease; personal incomes used to finance a college
edueation will grow faster than 6 percent for some
students’' families and slower than 6 percent for
others, There is no guarantee, either, that the atu-
dents who are most affected by tuition increases will
be the students who are experiencing the fastest
inereases in personal income, Thus, one must look
more closely at specific segments of the student
population.

The effect of n tuition increase, per se (that is,
independent of any changes in personal income,
number of high achool graduates, student aid, and
tuitions charged in other states or systems) is gener-
ally larger (1) for freshmen than for continuing
students, (2) for students with lower academic
achievements than for students with higher aca-
demic achievements, and (3) for students supported
by smaller personal incomes than for students sup-
ported by larger personal incomes,

The number of high school graduates in Okla-
homa is projected to increase hy a little over 2
percent per year for the next six years.?” This may be
a large enough increase in the pool of prospective
freghmen to offset the sgomewhat larger effect of a
tuition inerease on the total number of freshmen
enrolled. There is no denying, however, that the
number of freshmen enrolled would be larger in the
absence of any tuition increases. The dilferential
effect on freshmen can be avoided, of course, by
avoiding tuition increases, bul in doing so the State



Regents would come up short of achieving their goal
of more funding for higher education in Oklahoma.,
Alternatively, the State Regents can achieve their

funding goals and minimize the differential effect of

atuition increase on freshmen by (1) providing more
financial aid to freshmen, and/or (2) raising tuition
more for continuing atudents than for freshmen,

The second problem associated with higher tu-
ition is that a tuition inerease will have a greater
effect on lower-achieving students than on higher-
achieving students. Simply put, higher achievers
will, on average, be more motivated to pursue a
college education in the face of tuition increases
than will lower achievers. It is doubtful that there is
much public sentiment in Oklahoma for providing
long-term financial aid to lower-achieving students,
or for charging higher achievers more tuition than
lower achievers simply as a means of offsetting the
larger effect of higher tuition on the group of lower
achievers, There may be some public sentiment,
however, lor giving lower achievers a *second chance.”
The Regents could accommodate these sentiments
and achieve their funding goals by using one of the
alternatives noted as a sclution to the "tuition-
affects-freshmen-more” dilemma; namely, they could
provide more financial aid to freshmen (only) that is
not based on performance in high school. Thiz would
help to lower the barrier posed by higher tuition and
give lower-achieving students the “second chance”
that some of the public may favor,

Perhaps the fact that is most Lroubling is that
the effect of a tuition hike increases as the personal
income supporting the atudent decreases, This prob-
lem could be avoided either by providing more in-
come-conditioned financial aid (the amount of finan-
cial aid would increase as personal income decreases)
or by making tuition income-conditioned (tuition
would decrense as personal income decreases). The
publie would probably favor income-conditioned fi-
nancial aid, but the two alternatives are equivalent
in their effects.

Two issues must be resolved whenever an in-
come-conditioned subsidy is considered. The fivst is
whether the subsidy should be apecific or general,
The second is how much the subsidy should increase
as family income decreases,

A specificsubsidy is one that is provided only for
the purchase of a apecific good or service; income-
conditioned finaneinl aid and income-conditioned
tuition are specific subsidies, A general subsidy is
one that is provided for the purchase of many differ-
ent kinds of goods or services, Most economists
believe that the recipient households benefit more
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from a general subsidy, by making their own con-
sumption choices, than from a specificsubsidy, How-
ever aconomists also recognize that the welfare of
taxpayers may be higher when the subsidy is given
for the purchase of specific "merit” goods. Subsidies
for higher education elearly fall in the latter cat-
egory,

This still leaves the question of deciding how
large the subsidy for higher eduecation should be at
each income level, Actually, the most important part
of this decision has already been made: students at
all income levels are going to have at least twao-
thirds of the cost of their public college education
subsidized directly by general taxpayers. Still to be
decided is whe is going to pay how much of the
remaining one-third.

Few would argue with the proposition that stu-
denta from poor and near poor families should pay a
smaller share of the cost of their college educations
than students from middle-income and upper-income
families.”® There may even be quite a bit of senti-
ment for providing the poor and near-poor with
financial aid that pays virtually all of their tuition,
and for providing upper-income students with no
financial aid. But it is unlikely that the case is this
clear for students from middle-income families.

It is diffieult to separate the effect of the sheer
weight of numbers from considerations of equity.
For example, educators and lawmakers who oppose
an increase in tuition on the grounds that it will
harm the middle elass may simply be counting votes,
instead of acting on the basis of evidence that it will
pose a severe hardship on this group,

If votes are whal matters, the issue may be far
from clear. The middle class has already let it be
known through its support of State Quoestion 640
that it does not, in general, favor more taxes. The
aurvey described in Chapter 111, however, indicates
that the vote on State Question 640 was not neces-
sarily a vote ngainst government programs, in gen-
eral, or higher education, in particular. There may
beother coneerns in addition to the impact of tuition
inereases, however, e.g., cost for value received or a
structure thought to be wasteful,

It is possible that the conecern really is that
higher tuition will constitute a severe hardship for
the middle class. This aspect of the issue is resolv-
able with the accumulation of enough information
on the true impact of a tuition inerease and the
crafting of a financial aid package that offsets, to
gome degree at least, the harm imposed on middle-
ineome families, Thizis largely an empirical matter,
not a matter of prineiple.



Fee For Service:
The Turnpike Authority

The state financing of highways, roads, and
bridges in Oklahoma has taken several forms. Ear-
marked state revenues, principally from fuel excise
taxes and motor vehicle fees, flow to the State
Transportation Fund to support the construetion
and maintenance of the atate highway system hy the
Oklahoma Department of Transportation (ODOT),
Earmarked state revenues from these sources also
support city and county road programs and flow into
the Oklahoma Turnpike Authority (OTA) Trust
Fund, The limitations of State Question 640 offer
virtually no prospeet for increasing tax rates of these
traditional taxes in the near lerm, and the tax bazes
of these revenue sources change very slowly. On the
other hand, since the OTA collects tolls to fund its
operations, it is isolated somewhat from the direct
constraints imposed by State Question 640,

Even before passage of the fax limitation mea-
sure, there was little lilkelihood that revenue sources
would keep up with maintenance and construction
requirements for state highways, Now, significant
shortfalls are even more likely. Various proposals to
expand the turnpike system through debt financing
backed with tall revenues are currently at issue, and
are probably precursors of a longer-term pattern of
funding statle highway construetion in Oklahoma,

Highway Needs

The building of new highways, ronds, and bridges
and the maintenance of the existing system are
eritieal needs independent from funds available.
According to the ODOT's assessment, 3,329 miles of
Oklahoma highways are presently inadequate to
serve their traffic demands.®? In addition, ODOT
calls for 102 miles of interstate highway construc-
tion and 62 miles of new roads in urhan areas. The
prajected cost of fulfilling these needs is approxi-
mately $3.56 billion.

ODOT has annualized the cost of Oklahoma's
highway needs, distinguishing among interstate,
prineipal arterial, minor arterial, and eollector ronds
and defining whether they are in rural or munieipal
areas. The approximate annual cost to supply the
necessary roads—756 percent of which are in rural
areas—is estimated by ODOT to be $827 million.
Fifty-four percent of the required construction and
maintenance relates to minor arterial or collector
roads,
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Revenues for Roads

Histarically, revenues for roads and bridges in
Oklahoma come prineipally from excise taxes on fuel
and various fees charged to road users, These collec-
tions are apportioned to the ODOT and to state,
county, and laeal governments to support roads in
their jurisdictions. OTA, of course, relies upon tolls
collected from turnpike users.

State Apportionment. In fiscal year 1993, ap-
portionments of earmarked revenues to the State
Transportation Fund totaled $192.6 million, ns shown
in Table V-1, In addition, the apportionments for
county highways and bridges from fuel excise taxes
and motor vehicle fees totaled $159.2 million. These
are the two largest categories of state support for the
road infrastructure. In addition, $28.6 million was
apportioned te the OTA Trust Fund to finance debt
service in case other funds were inadequate. How-
ever, when funds arve not needed for OTA debt
service, as was the case in 1993, OTA turns them
over to the ODOT. In fiseal year 1993, an additional
$29.0 million from grosa production taxes was ap-
portioned to counties for highways.

Also evident from Table V-1 is that a large
portion of the revenues collected from fees on motor
vehicles and the execise taxes on fuels goes to state
gservices other than highways. For example,
$149.3 million (19.3 pereent of the revenues from
these two sources) went to school districts and
$209.8 million (27 percent) went to the General
Revenue Fund,

TABLE V-1

Fuel and Yehlcle Revenue
Total Apportionments Fiscal 1993

(Milllons)

Amount Percant

State Transportation Fund $192.6 249
General Revenue 209.8 212
Cities and Towns 17.8 243
School Districls 149.3 19.3
County Highways and Bridges 159.2 20.6
Other — Non-Highway 201 246
Turnpike Authority Trust Fund 238 3.1
§772.2 100.0

B ]

Source: Oklahoma Deparimant ol Transportation,



Further examination of the revenue sources for
highways suggests the possibility of future funding
impacts. For example, approximately 74 percent of
the State Transportation Fund apportionment came
firom the 15.92-cents-per-gallon gasoline excise tax
during fiseal 1993. An additional 18 percent came
from the 13-cent-per-gallon diesel fuel excise tax. A
stable fuel consumption tax base means that rev-
enues will not grow with income or economic expan-
sion;i.e., fuel excise taxes are a very income inelastic
tax source. Although, over time, increased gasoline
efficiencies will reduce consumption, recently there
has been a slight increase in fuel usage. Indeed, the
gtate’s Transportation Fund has been more or less
stable for several vears.

Table V-2 compares the 1989 receipts for high-
ways by all units of government in Oklahoma with
the contipuous states. Most of these states also rely
on user fees to support their road infrastructure,
Because of Oklahoma’s relatively extensive turn-
pike system, it is not surprising that this state haz
a higher percentage of its road expenditures sup-
ported by toll revenues than the surrounding states.
On the other hand, the neighboring states use the
property tax to support their highways; Oklahoma
does not.

TABLE V-2

Receipts for Roads
for All Units of Governmeant: 1989

(Percent)
Liser Talls _qenaral Pn:qpp_rtyl
Oklahoma 69.7 h.5 10.3 0.9
Arkansas 76.5 0.0 50 #.1
Colorado 59.9 0.4 B.O 9.4
Kansas 38.9 34 27 9.6
Mizsouri G8.9 0.1 0.6 4.2
New Mexico 83.0 0.0 93 0.9
Texas 55.1 1.4 16,0 16.4

Source: Federal Highway Administration.

Federal Funds, Pederal funds are an impor-
tant source of revenue for highway construction in
Oklahoma, as in any state. Oklahoma selects the
routes that will be eligible for federal funds.

Oklahoma has not fared well, compared to neigh-
boring states, in receiving federal funds for high-
ways. For example, the ratio of federal apportion-
ment-to-payments for the 1956-1990 period in Okla-
homa is very low. That ratio (comparing the road
funds coming to Oklahoma with those leaving)is .85.
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By contrast, the ratio for New Mexico was 1.45, for
Colorado 1.42, and for Louisiana 1.40.

Under provisions of the Intermodal Surface
Transportation Efficiency Act{(ISTEA)of 1991, Okla-
homa is now able to certify OTA toll revenues as a
“soft match” for federal funds. The certifieation of
atate funds associated with recent turnpike con-
struction has the potential of generating federal
funds for Oklahoma’s highway system if, in some
year, the match from state programs is inadequate.
Federal funding could offset otherwise limited rev-
enue praspects for the road system in Oklahoma.

The Ollahoma Turapike Authority. Operat-
ing as asomewhat independent entity, OTA projects
an operating budget for calendar year 1994 of 396.2
million, supported by the tolls from the ten operat-
ing turnpikes®® But only three tmrnpikes—the
Turner, Will Rogers, and H.E. Bailey—account for
approximately two-thirds of total OTA revenues,
The OTA, which is possibly unique among state
turnpike authorities in this regard, can use the total
revenues of the entive syatem to support all of the
system's bonded indebtedness. This provision pro-
vides OTA the flexibility of initiating new turnpikes
based on the tolls of the existing system, However, it
is also a source of controversy, because it means that
drivers on heavily-used turnpikes support drivers
on lesser-used turnpikes,

Passenger cars account for 68.1 percent, and
five-axle trucks for 33.2 percent, of OTA’s hudgeted
revenues. Meeting the debt service of the three
classes of debt requires 54 percent of the Authority's
budget, Operating and maintenance expenses re-
quire 38 percent of the total expenditures,®!

Intergovernmental Funding of Roads

State highways benefit the economies and the
general well-being of the counties and local govern-
ments where they are loeated. The state inancing of
highways within their boundaries is a form of sup-
port for the county and local governmental units. As
noted, a large proportion of current highway needs
are in Oklahoma's rural aveas, As pressures mount
on the relatively atable highway funds, the level of
state support for roads serving regional needs is an
area of almost certain intergovernmental contro-
VErsy.

Turnpike Construction

Al the beginning of the 1994 fiscal year, the OTA
had $686.7 million in debt outstanding, and, accord-
ing to its own assesament, an additional bonding



capacity of $600 million to $700 million.** To sup-
port that ineremental debt, the tolls on the turnpike
system would have to approximately double, (Of
course, an increase in the rate of turnpike usage
would reduce the level of toll increase required to
support that level of debt.)

At this time, 32 road projects (beyond the ten
roads completed or partially completed) are autho-
rized by the legislature for construetion, Likely to be
among the earliest projects undertaken by OTA arve
(1) rehabilitating the Turner and Will Rogers turn-
pikes and expanding them to six lanes to serve
ecommuter traffic, (2) continuing the John Kilpatrick
turnpike to Interstate 40, (3) connecting the Creek
turnpike to the Turner turnpike, and (4) extending
the Muskogee turnpike to the southeast.

If built, these projects most likely will require
incrensed tolls because of the added debi service
requirements, Because of the price inelasticity of
highway use at current toll levels, usage may not
decline significantly from such a toll increase, How-
ever, tolls will not be raised without controversy.
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