Rational Steps #6:
Looming 2023 Tax Hikes Will Exacerbate the Affordability Crisis

Welcome to the sixth installment of this series, which identifies and explores important issues
facing our state and recommends workable policy solutions.

The Senate Republican Caucus' top three priorities for the 2022 session were: addressing
affordability; improving public safety; and restoring trust in government.
This focuses on the first priority.

e |Issue: A series of new and higher taxes on income, property, sales, and
driving are set to take effect beginning in January 2023, thanks to
actions in the past two Democrat-controlled legislative sessions.

e Rational Step Toward a Better Washington: Legislators need to be
more cognizant of the cumulative effect of their tax policies and the
burdens they place on working- and middle-class Washingtonians.

I. The Affordability Context

Washingtonians will pay several new and higher taxes in 2023. Before delving into those, it's
necessary to provide some contextual background.

A. Comparatively High Tax Burden: Washingtonians Already Pay $900 More Per Capita in
State and Local Taxes than Median State

Washingtonians, according to our own state Department of Revenue, pay the 14th highest
state and local taxes per capita in the country. The tax burden was at $6,111 in fiscal year
2019.1



This is more than $900 above the median state, New Hampshire.?

Important to note: This tax ranking, and comparison to the median state, is before any of the
tax increases to be mentioned later.3

B. State Spending Has More Than Doubled in Past 10 Years, Far Outpacing Worker Wage
Growth

State spending in the past decade has been robust, to say the least — growing at more than
twice the rate of private-sector median wages:
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C. Washingtonians Facing 40-Year Highs in Inflation

Nationally, inflation grew at 8.5% over the past 12 months — the highest increase since 1981.
The largest price increases affect essentials such as food and gas, and therefore
disproportionately impact those with fixed or lower incomes.*

Here in Washington, inflation has been outpacing even the national average and could hit
double digits soon.>



II. The Looming 2023 Tax Hikes

The many pending 2023 tax increases all stem from legislation passed in the 2021 and 2022
sessions. Let’s break them into distinct categories: income, property, sales, and driving.

A. Income Tax Hikes

e Capital-Gains Income Tax (First Tax Collection: April 15, 2023)

Talk about disrespecting voters: In 2021 the Democrat-controlled Legislature imposed a state
income tax, even though Washingtonians have rejected an income tax every time they've been
asked to vote on the issue — that’s 11 times in a row, dating to 1934.°

This includes a November 2021 advisory vote, in which over 61% of voters recommended
repealing the tax, which is on income from capital gains.’

Democrats knew this opposition was likely, so in an egregious use of the legislative process they
included language in the bill that denied Washington voters the opportunity to overturn the
resulting law using their constitutional right of referendum.?

Make no mistake, the tax — which went into effect Jan. 1, 2022, with the first payment due on
April 15, 2023 - is an income tax.

e "Income tax" is used 11 separate times in the bill
- Despite the attempts to characterize the tax as an excise tax, the phrase "income
tax" is used 11 different times in the legislation.

e Diagramming the bill's language: So this is what you really mean. ..
"Beginning January 1, 2022, an excise tax is imposed on the sale or exchange of
long-term capital assets . . . which equals seven percent multiplied by an
individual's Washington capital gains." (sec. 5)

=  "'Washington capital gains" means an individual's adjusted capital gain"

(sec. 4(13))
‘ —

=  "Adjusted capital gain" means federal net long-term capital gain" (sec.

4(1))

= "'Federal net long-term capital gain" means the net long-term capital gain
reportable for federal income tax purposes"' (sec. 4(3), underline added)

e How will the Department of Revenue calculate tax liability?




— Taxpayers owing capital gains tax must file their federal income tax return with
the agency (sec. 12(2 & 6))

On March 1, to no one’s surprise, a Superior Court judge declared the tax unconstitutional.’ This
also aligns with how the IRS and all other states in the country classify capital gains as an
income tax.1° It is expected the state Supreme Court will be the final arbiters on the
constitutionality of this tax, and while no one can predict the outcome, Democratic budget
writers continue to assume the projected income-tax revenue will be available.

e Long-Term Care Payroll Tax (July 1, 2023)

Remember the fervor in the fall of 2021 as working people across Washington realized they
soon would have to pay 0.58% of every paycheck for the rest of their working lives to state
government? In the face of that potential political backlash, Democrats made a "suspension" of
the LTC payroll tax their first bill action of the 2022 session.!?

But — and this is a big “but” — the payroll tax was suspended for only 18 months, meaning it will
take effect July 1, 2023.12 From then on, the tax will take over $2.5 billion every budget cycle
out of the wages of working Washingtonians.!3

The program's 0.58% tax rate is actuarially unsound, by $15 billion — meaning the rate will have
to go up in the long run to stay financially solvent.'*

As with a state income tax, voters have been asked their opinion —in an advisory vote, and on a
constitutional amendment. Both times they rejected the concept by wide margins.?>

e Tax Rate Increase on Paid Family Medical Leave (Jan. 1, 2023)

Due to financial insolvency in the Paid Family Medical Leave program, the rate of the
supporting tax is forecast to increase from 0.6% of wages now to 0.8% in 2023.16

Lawmakers have known about the program's financial insolvency and the looming tax hike.
During this past session | proposed a solution in the form of Senate Bill 5959, which would have
used a portion of the state's $15 billion budget surplus to provide this popular program with an
ongoing revenue source.!’

Because lawmakers chose not to address the looming solvency problem, workers and
employers are now faced with a projected tax hike beginning in January — an increase that
could have been avoided, had there been the will.

B. Property Tax Hike

e Property Tax Hike for "Ghost Students" (Jan. 1, 2023)


https://app.leg.wa.gov/billsummary?BillNumber=5959&Year=2021&Initiative=False

Since the pandemic began, K-12 public school enroliment has declined by more than 40,000
students statewide. The vast majority are either now home-schooled or in private school, and
may not return to public schools.*®

The local property-tax levy requests that help fund public schools are typically based on the
number of students enrolled in each respective district. Yet during this year’s session,
Democrats voted to allow 2023 local school levies to be based on 2019 school-district
enrollment if that level was higher than present school-year enrollment.*®

The result? Districts can typically raise local funds up to $2,500 per student, so this legislation
could conceivably cost taxpayers $100 million more in property taxes for students that are no
longer enrolled in public schools. This, when we should be looking instead at providing
substantial, progressive property-tax relief, as was proposed in my SB 5463!

C. Sales Tax Hike
e 0.1% Non-Voter Approved Sales Tax Hike (July 1, 2022 Authority)

The tax increases already mentioned are all tied to 2023; this tax increase is actually eligible to
go into place in just two months!

Five years ago, Chicago had the highest sales-tax rate of any major city in the country, at
10.25%.%° Our two largest cities, Seattle and Tacoma, were both outside the top five, at 9.6%.2!

Today, Tacoma has the highest in the country at 10.3%, while Seattle is tied for second (with
Chicago and three California cities) at 10.25%.%2

That’s right. While the state sales tax has remained flat at 6.5%, the local sales-tax rates in
Tacoma and Seattle have gone up by 0.7% and 0.65% respectively, over the past five years.

Under SB 5974 (Transportation Resources), both Tacoma and Seattle — and each jurisdiction in
the state that has a Transportation Benefit District (TBD) — will likely see their sales tax rise by
an additional 0.1%, as the new law gives TBDs the councilmanic authority (meaning the council
decides, without the vote of the people) to raise the sales tax by that amount.?® A 0.1% tax
increase statewide is equivalent to roughly $500 million per biennium in additional tax.?*

That means, come July 2022, Tacoma and Seattle could have the highest sales-tax rates of any
major city in the United States, increasing by 0.8% and 0.75% respectively, in the past five
years. All of this is due to legislatively granted local authority to increase sales tax.

Even so, Tacoma and Seattle still would not have the highest sales-tax rates in the state. Many
Snohomish County cities already exceed them, with Edmonds, Mountlake Terrace, and
Woodway clocking in at 10.4%. But none tops Lynnwood, at 10.5%. Notably, that city is



represented by the author of the additional 0.1% sales-tax authority found in SB 5974: Sen.
Marko Liias, chair of the Transportation Committee.

D. Increasing the Cost of Driving

Perhaps the most regressive tax one can enact is to raise the cost of driving. Four Democratic
policies going into effect in 2023 will do exactly that.

e Low Carbon Fuel Standard Rule (Jan. 1, 2023)
e Carbon Cap-and-Tax Policy (Jan. 1, 2023)

These two are the biggies. The former requires lowering the carbon in fuel from present levels,
while the latter is a de facto gas tax that is expected to bring in over S5 billion in coming years.
Both are due to legislation passed in the 2021 session.?®

We need look no further than California to see the future impact to Washingtonians from these
two policies. California implemented the low-carbon fuel standard in 2011, with cap-and-tax
following a few years later.

Prior to either policy being enacted, California’s gas prices were 31 cents above the national
average.’® Today California has the highest gas prices in the country, over 5$1.54 above the
national average.?’

While there are some additional policies in California that affect that state’s gas prices, these
two policies make up the vast bulk of the present price difference between Washington gas
(54.73 a gallon) and California (S5.75 a gallon).?®

The irony? Washington is already a very low carbon-emission state, ranking fifth-lowest per
capita in the country in energy-related carbon emissions.?° On a per capita basis, our emissions
have declined from 14.7 metric tons per person in 1999 to 9.6 tons in 2019 — a decline of nearly
35%.30

e License Plate Fee Increase (July 1, 2022)
e Drivers' License Fee Increase (Oct. 1, 2022)

In another example of regressive tax policies that hit lower-income residents disproportionately
hard, the SB 5974 law created this year also tripled the cost of replacing license plates (to $30,
from $10), and quintupled the price of getting the initial plates (to $50, from $10).3!

Additionally, the price of a driver’s license is increasing by a minimum of $18.3?



Together, these policies are expected to take another nearly $100 million a year out of
Washingtonians' wallets.33 All this is on the horizon as inflation climbs to a rate that is predicted
to cost an average household $5,200 more per year.3*

Conclusion

In coming months, Washingtonians will see a host of tax increases — from
those taken directly out of their wages, to higher sales and property taxes, to
increased costs of driving — all due to policies enacted by the Democrat-
controlled Legislature in 2021 and 2022.
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