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IS HAWAII’S TAX SYSTEM ADEQUATE?

By James Mak
- Shamsuddin Ahmad

Tex Review Commission Staff

Introduction

The purpose of this paper is to
examine the revenue adequacy of
Hawaii’s tax system. The adequacy
issue focuses on two questions: (1)
Does the current tax system generate
enough revennes to meet State
Government expenditare
requirements?; and (2) Ifit does, does
it generate too much revenuves?

The study considers only the
revenue adequacy of the State General
Fund (GF). The adequacy of county
finances will be addressed by the U.S.
Advisory Commission on
Intergovernmental Relations (ACIR)
in a separate report. A separate study
is also being conducted to examine the
adequacy of the state special funds.

General Fund Revenues

The GF revenues consist of tax and
npon-tax revenues, with tax revenues
exceeding mon-tax revenues by a
sizeable margin. In no year since
FY1977 has GF tax revenues
comprised less than 89% of total GF
revenues. Table 1 presents the
composition of GF revenues for
FY1988. Note that the general excise
(GET) and individual income taxes
comprised 73.7% of total GF revenues
and nearly 83% of total GF tax
revenues.

Constitutional Spending Limitation

Article VIL, Section 9 of the 1978
Hawaii State Constitution imposed a
ceiling on State goverament
expenditures by limiting the growth of
GF appropriations, excluding federal
funds received, to the estimated

growth of the State’s economy.’  Act
277, which implemented the
constitutional requirement defined the
rate of growth of the State’s cconomy
as the rate of increase in total state
personal income averaged over the
preceding three calendar years. The
Hawaii Constitution permits the
Legislature to exceed the spending
Limit by a two-thirds majority vote of
cach house of the State Legislature;
however, the Legisiature must "set
forth the dollar amount and the rate
by which the ceiling will be exceeded
and the reasons therefor.”

Each year’s expeaditure ceiling is
based not on the prior year’s GF
appropriations, but on the prior year’s
ceiling, In its 1982 study of the

Auditor noted the logic and !
consistency of this appwac:h.2

Thus, if the Legislature does not
appropriate up to the ceiling for a
particular year, it would not, ina

1 Legislative Auditor, Study of the State of
Hawaii's Expenditure Ceiling, Report No. 82-
5 (March, 1982), p. 1. The same Articie also
requires that the aggregate expenditures of the
judicial and legisiative branches, when added
to the proposed general fund expenditures,
shall not exceed the gencral fund expenditure
ceiling established by the legisiature,

2 Ibid, p. 15.

expenditure ceiling, the Legislative
TABLE 1. GENERAL FUND REVENUES: FY 1888
Amount % of Total
{3 Milions) GF Revenuas

Tax Revenues: $1,849.5 89.1%
General Excise 055 43.6
indivictual income 625.6 30.1
Corporate Income 66.0 32
Pubiic Service Co, 63.6 3.1
Insurance Premiums 38.0 1.8
Tobaceo & Licenses 213 1.0
Liguor & Permis 382 1.8
Banks & Financial Corps. 120 0.6
inheritance & Estate 73 04
Transient Accommodations 673 32
Miscelianeous 4.7 o2

Non-Tax Revates: 2271 10.8%
Charges tor Current Svs. 94.6 4.6
Revenues from Uss of Money 583 2.8
Repayment of Loans & Adv, 41.4 20
Judiciary Br. Revenues 155 .7
Fines & Forleitures 0.4 0.0
Federal 8.7 0.4
Revenues from Agencies 22 0.1
Licenses as o2
Other Revenues 1.4 0.1

Total Tax & Non-TaxRev: $2.076.€ 100.0%

Waihee dated June 1, 1988

Source: Letter from Council on Revenues Chair J. Ming Chew 1o Governor John

|
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sense, be penalized, since the next
year’s ceiling would reflect a growth
factor over the present ceiling, not
the appropriations. On the other
hand, if the Legislature makes
appropriations in excess of the
ceiling, it suffers the penalty of

baving to confine appropriations to-

the ceiling-to-ceiling growth unless
it is willing to again exceed the
i

Table 2 compares actual
expenditure ceilings vs. GF
appropriations for fiscal years
(ending) 1979 to FY1988 with
estimates for FY1989 to FY1991.
Since Act 277 was passed too late to
affect FY1981, only in FY1990 did
appropriationsexceed theexpenditure
ceiling. In other years, appropriations
were below the ceilings. The
unwillingness of the state government
to spend all the funds it was permitted
to spend, can be explained by fscal
conservatism during much of the 1980s
in responsc to declining rates of
growth of revenues in the early 1980s
combined with uncertainties regarding
the prospects for the economy and the
continuation of federal funds in an
environment of mounting federal
budget deficits. As a result of the
state’s fiscal restraint, GF expenditures
exceeded GF revenues in only three
years between FY 1980 and FY1988
(sce Table 3); and during this entire
period, the state government
accumuilated a GF budget surplus of
$404 million. By contrast, bad the
state government chosen to spend up
to the expenditure ceilings, it would
have amassed an accumulated deficit
in excess of $219 million during the
same years®

The need to impose fiscal restraint
on state government expenditures
during the 1980s is not evidence of a
fundamental inadequacy of the state
tax system, as Hawaii’s tax system is

2 Tax Review Commission

TABLE 2. COMPARISON OF GE APPROPRIATIONSAND EXPENDITURE CEILINGS
($ In pralions) -
Appropriations

Fiscal Expenditure General Fund as %
Yoxr Leling Appropriations, ofCeiing
1978-79 $ 9186 ' -
167880 $1,004.9 10018 89.7%
18680-81 1,108.5 13778 1062
188182 12562 12525 08,7
1982-83 1,421.0 1,388.7 88.3
1953 -84 1,567.2 1,4266 91.0
1984=-85 18812 1,488.2 88.6
1985~88 1,831.4 1,646.3 89.9
1886-87 1,881.0 1,7323 82.1
168788 2.035.1 2,005.8 9E.8
1988-89* 21685 21655 99.8
1888-~90* 23442 27079 1155
1990-91* 25352 RATS.4 87.6

*Estimated

Source: Letter from Budgetmmvuidohkmwb?axnevwcomn
dnied May 26, 1980

TABLE 3. GENERAL FUND REVENUES AND EXPENDITURES ($ in miliions)

Fiscal Genoral Fund  Parcent General Fund Percent
Sear, Revenyes ~ Change Expendiure Change
167980 $1,084.9 151 $ 8721 10.7
1980-81 1,198.7 10.1 1,146.0 178
1981-82 1,1858 -1.1 1,207.5 5.4
1882-83 12525 56 1,333.0 10.4
198384 1,354.6 82 1,373.0 35
1584-85 14755 88 1.451.1 52
1985~86 1,605.3 B8 15878 1C.1
1886-87 1,889.8 17.7 1,887.7 56
1567-88 20757 8.8 19443 152

Source: Budget and Finance

highly volatile in the short-run. Table
3 shows that between FY1979 and
FY1988, annual growth of GF revenues
varied from -1.1% to +17.7%. A
better way to evaluate the structural
adequacy of Hawaii’s state tax system
is to look at the long-run relationship
between its revenues and expenditures.
What assumption should we make
about the long-run growth of GF
expenditures? The simplest
assumption is that in the long run, GF
appropriations will rise to the levels
of the expenditure ceilings. This would

probably impart an upward bias tothe
revenue requirements, since
appropriations during the 1980s bave
generally been below the expenditure
ceilings. Thus, given that Hawaii's
Constitution requires that the rate of
growth of state government spending
cannot exceed the rate of growth of

3. The expenditures were calculated by
multiplying the expenditure ceilings by 561,
the ratio of actnal expenditures to
appropriations during FY1979 - FY1988.

B



HAWAII'S TAX SYSTEM

Hawaii's pcrsonal income, the state
tax system is adequate if GF lax and
non-{ax revenues grow at
approximately the same rate as state
personal income*

Growth of Tax and Non-Tax
Revenues: How Fast Must Taxes
Grow?

GF non-tax revenues are highly
volatile. Between FY1974-FY1987
nontax revenues grew at an average
annupal rate of 52%; since FY1977,
they have grown at an average annual
rate of 12.3%. However, the
Department of Budget and Finance
(B&F) forecasts no growth in non-tax
revenues between FY1990 and
FY1995° This means that tax
revenues must grow faster than the
growth of personal income. Assuming
no growth in noa-tax revenuss, and
also assuming that we begin with a
balanced budget with non-tax revenues
comprising i 10% of total
GF revenues’ , it would reguire GF tax
coliections to grow appraximately 10%
faster than the growth rate of personal
income for the tax system to generate
enough revenues to meet projected
expenditure appropriations. In other
words, the overall glasticity of the GF
taxes must be close to 1.1

(Income) Elasticity of General Fund
Taxes

The eclasticity of a particular tax
measures the revenue responsiveness
of that tax to a change in total
personal income (other things held
constant), It is measured as the
percentage increase (or decrease) in
tax revenues generated as a result of
a 1% increase (or decrecase) in
nominal total personal income. If the
elasticity (coefficient) is 1, then a 5%
{say) increase {or decrease) in
personal income would lead to a 5%
increase (or decrease) in taxrevenues.

An glastic tax has an elasticity
cocfficient greater than one, meaning
that tax revenues will increase or
decrease at a faster rate than the rate
of change of state personal income.
An elastic tax is a highly volatile tax
since revenues tend to rise rapidly
during an economic boom but fall
rapidly during a bust.

An inelastic tax is one that has an
clasticity coefficient less than one. The
advantage of an inelastic tax is its
stability since it is subject to less
fluctuations than the state’s economy.
On the other hand, revenues would
also grow at a slower pace than the
overall growth in the state’s economy,
thus requiring periodic rate increases
to keep pace with growing expenditure
appropriations.

We computed the elasticities for
cach of twelve individual state taxes
and the overall elasticities for the GF
and total taxes by regressing the
logarithm of their respective adjusted
tax collection data for the cglendar
years 1974 to 1988 against the
logarithm of nominal state personal
income for the same years. Actual tax
collection data were adjusted to include
income tax rebates given to individual
taxpayers since FY1982 as well as the
contested liquor and insurance taxes
held in escrow. This was necessary for
us to evaluate the tax
revenue-generating potential of the
current tax system.

Table 4 presents the computed
clasticities using data from calendar
years 1973 to 1988. It shows that the
GET, personal income, insurance
premium, motor vehicle, and
conveyance taxes are elastic. On the
other hand, the fuel, public service
company, corporate income, liquor,
tobacco, banks and inheritance and
estate taxes are inclastic. Overall, the
GF taxes are fairly elastic with an
overall elasticity value of 1.09. This
means that in the long run GF tax

TABLE 4. TAX ELASTICITIES
Genoral Fund 1.08
General Excise 1,07
Personal income 1.14
Fuel 0.73
Public Setvice Company 0.89
Corporate income 0.86
Ingurance 1.36
Liquor 0.85
Tobacco 0.83
Motor Vehicle 118
Banks 0.66
Inheritance & Estale 0.8z
Conveyance 1.14
All Other 027
Total Tax 1.09
Soums Computed from data suppilied
by the Depanment of Taxation
and the Depatment of Business
and Economic Development

revenues can be expected to rise by
1.09% whenever personal income rises
by 1%. Our elasticity estimate for the
GF taxes is close to the 1.1 clasticity
estimate derived by Dr. Ward Mardfin
in his study for the 1984 Tax Review
Commission.

We conciude from these results
that over the long run, the current tax
system will most likely be able to
gencrate more than enough revenues
to meet the normal growth of GF

4. This is only approximate. If current
revenues exceed current expendituresand both
grow at the same rate, the absolute difference
berween these rwo numbers (ie. the surplus)

will grow.

5. The estimares are as foliows FY1989 -
$259 million; FY 1990 - $223 million; FY1991 -
5215 million; FY1992 - $216 million; FY1993 -
$215 million; FY1994 . 5213 miliion; and
FY1995 - $214 million. (Dsata from B&F,
General Fund Multi.Year Revenues From
Sources Other Than Taxes, Fiscal Years 1988 -
1995), September 10, 1989. )

& In FY 1989, non-tax revenues were nearly
11% of total GF revenues.

Tax Review Commission 3
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expenditures.

' Cyclical Fluctuations in General Fund
Taxes

The elasticity estimates shown in
Table 4 arc long run estimates. There
are, however, substantial year-to-year
variations in the revenue response of
each tax to fluctuations in personal
income. These are shown in
Appendix, Table A-1. Table 5
displays the short-run (ie. annual)
»elasticities” for the (adjusted) GF tax
revenues. These were calculated by
dividing the year-to-year percentage
change in adjusted GF tax collections
by the annual percentage change in
the state personal income. Note that
the "elasticities” range from a high of
1.97 in 1975 to a low of 37 in 1982,
During the economic recessions of the
early 1980s, GF tax colicctions grew
much slower than the growth of
personal income in Hawail resulting
in falling clasticitics. Since them, GF
tax collections, except for 1985, have

TABLE 5. SHORT-RUN GENERAL

FUND "ELASTICITIES™

Calendar Year “Elasticity”

1874 .85
1975 1.87
1876 B2
1877 91
1978 89
1979 1.58
1880 1.08
1981 B
1982 37
1983 41
19684 155
1985 99
1986 144
1987 1.60 (2.02)
1988 137 (1.44)
Average 142 {1.15)

Source: Computed from data supplied by
the Department of Taxation and
the Department of Business and
Economic Development.  The
vaiues in ( )include the iransiam
accommodiation tax.

4  Tax Review Commission

generally grown much faster than
personal income. Not surprisingly,
during the early 1980s, the state
government incurred budget deficits
despite conservative spending policies;
but since the mid-1980s, the state
government has been accumulating
annual surpluses The budget surpluses
have been augmented by the imposition
of a transient accommodations tax
(TAT) beginning in January, 1987
which has generated an additional $124
million for the state general fund
during 1987 and 1988.

The failure of tax receipts and
expenditures to move together bas, at
times, posed difficult budgetary

- problems for the State, Lagging tax

collections have frequently induced the
State to impose unanticipated
last-minute budgetary cuts on
governmenl programs, producing
disruptive consequences on the
programs and the public.

It is important to emphasize again
that the existence of periodic revenue
short-falls is insufficient evidence to
indicate that there is a structural
inadequacy in Hawaii’s tax system. The
occasional short-run imbalance
between revenue collections and
expenditure requircments can be
alleviated by establishing a budget
stabilization fund, as long as revenuses
and expenditures arc balanced in the
long run. Our long-run elasticity
estimate for the GF tax collections
(1.09) suggests that over time, Hawaii’s

tax system is more likely to produce -

budget surpluses than deficits.

Fiscal Prospects For The 1990s

In his presentation to the Tax
Review Commission (June 6, 1989),
Budget Director Yukio Takemoto
submitted a GF Financial Plan (B&F
Plan) for FY1988 to FY1995 which is
summarized in Table 6. According to
the B&F Plan, the accumulated surplus
for the General Fund is projected to

grow to $1.8 billion by FY1995. The
revenue projections in Table 6 were
prepared by the Coundil on Revenues, ;
anindependent bodyappointed by the
Governor and the Legislature to

forecast collections for the State. The

expenditure estimates were prepared
by B&F. Budget Director Takemoto
observed in his presentation that the
cxpenditure estimates beyond fiscal
year 1991 are underestimated because
they have not included future pay
raises, off-budget items, as well as
unforescen cxpenditures by the
Legislature and the Judiciary.

Indeed, an examination of the B&F
Financial Plan shows that between
FY1991 and FY1992, GF expenditures
are projected to grow at only 2%, and
thereafter to grow annually at 4.8%
through FY1995. These growth rates
are significantly below the likely
growth of the expenditure ceilings. A
more reasonabie assumption about the
future growth of GF expenditures is
that expenditures will rise to the levels
of the expenditure ceilings.

We estimated the expenditure
ceilings for the fiscal years 1992-1995
using forecasts of nominal personal
income prepared by the Department
of Business and Economic
Development” For FY1992-FY1995,
we assumed that cach year's GF
appropriations will be equal to the
estimated ceilings, and that
expenditures will be egual to 96.7%
of appropriations—the average of the
actual ratios of expenditures to
appropriations during
FY1975-FY1988. _

Table 7 presents the re-estimated
B&F Financial Plan. A comparison

7. Swate of Hawaii, Department of Business
and Economic Development, Quarterly
Statistical and Economic Report, 4th Quarter,
1988, DBED's personal income forecasts arc
as follows: 1989 - 88%; 1990 - B.0%; 1991 -
7.0%; 1992 - 6.8%; 1993 - 6.8%.

)
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-_
TABLE 6. DEPARTMENT OF BUDGET & FINANCE FINANCIAL PLAN ($ in millions)
\
Fiscal Gonoral Fund Genersl Fund Accumutsted
Year Revenues nditures Difierence Surplus/Deficlt
15688 $2,0883 $1,8568 $1315 $ 4705
1569 23759 272 107.7 5783
1980 22858 bty X {437.0} 1413
1931 2.807. 2,487.5 1113 o518
1892 2927 25023 250.4 542.0
1883 2,880.0 2.8223.0 a57.0 8581
1994 3,168.5 2,745.4 420.4 1.318.4
1985 33755 28822 453.3 18127
Source: Presentation by Yukio Takemot, Director, Department of Budget and Finance
10 The Tax Review Cotmmission, June 8, 1989
TABLE 7. REVISED GENERAL FUND FINANCIAL PLAN ($ in miliions)
Fiscal General Fund General Fund Accurnulated
Yaar Revenues Expenditures Ditference Surplus/Deficit
1988 $ 2,088.3 $ 19568 $15 s 4706
1589 23789 22122 107.7 5783
1990 22856 2.618.5* (332.9) 245.4
1991 2,607.8 2,393.7 2141 458.5
1982 27827 2.650.9 1328 592.3 _
1983 2.980.0 2,870.1 103.9 7022 !
1994 31685 3,078.6 839 782.1 ) S
18495 3,375.5 32821 834 8755
Sourcs: Budget and Finance and Tax Review Commission
Notes: *= 1989-BOappropriation of $2,707.9x 967 (see Tabie 2)
= = 4990-91 appropriation of $2,475.4 x 967 (see Table 2)

;Zasb::;;a::ida?' Shmc:lh;;dt:ei ?ccumu!ned surpius would be revised as

surpius of $1.8 billion in FY 1995 falls

to $875.5 million® In Table 7, we Year Surplus
also used the Cquncd on Revenues 1990 $ 24535
revenue projections even though, 1991 OL7
historically, its forecasts have 1992 5345
consistently been conservative. The 1993 644.4
combination of a high expenditure ig gﬁ;

assumption and conservative revenue
estimates means that the actual budget
surpluses will likely be larger than
those displayed in Table 7.

& The FY 1991 appropriation falis short of

the ceiling. If the appropriation were aliowed

to rise 1o the ceiling, the sumpius in that year 3
would fall to $156.3 million and the —

Tax Review Commission 5
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TABLE At
Short Termn "Elasticities”

Bank Public Service GET
Yoar Franchise  Conveyance Fuel Tobacco Cormpany GET License Fees
1873 1.50% ~0403 -Q289 0.576 1.452 1.013 0.683
1974 -4868 2565 3.160 o 3.747 1.7 0.827
1975 7.296 2.452 1.888 0.803 0.838 0.741 0.884
1976 3351 3.082 0.668 0.837 0398 1236 1312
1977 1.6808 3.624 0.488 0.663 0270 .98 Q204
1978 1.988 3.0 0112 o878 0.851% 1542 0.475
1978 o.781 ~Ga74 0.864 0.521 0873 0.843 0.531
1980 -5787 -3265 -0318 0.740 3.260 1210 1.265
981 =12403 ~05891 0.160 1.018 4519 -Q0r18 ~-3878
1582 -33728 0.820 0.078 3.406 0.586 0.731 1.543
1883 -42376 557 0911 -0328 -227T 1.507 1229
1984 1.489 0.038 1537 0422 0.555 0.806 0.189
1985 7.754 7.762 1.877 1.269 22 1375 0.464
1986 22.647 2352 1310 1148 -2 1.368. 0.784
1887 ~4457 2.430 1.317 2.891 0.758 1.188 c.107

Motor Adjustod
Corporate  Vehicle inheritance  Adjusted Adjusted Personal

Yesar income Woeight & Estmte Insurance Liquor Incotme Al Others
1973 2138 0.000 3.631 0.287 o713 0.683 o287
1974 10.703 0.000 -2804 0.456 1.744 0.678 0.458
1975 -3332 0.000 3.011 14,137 1301 0915 14137
1976 -1858 0.000 2358 ~4065 1.554 1.269 -4085
1877 1.041 0.000 1268 1.069 0.731 1.113 1.068
1878 3.873 0.889 ~2533 2 1.561 1.616 1712
1975 1.376 o213 2961 1.647 0.730 1287 1.647
1980 0096 5173 2352 0.810 1.048 0547 0.510
1981 ~3280 ~3943 1.534 1123 2124 1.187 1.123
1982 ~2014 0.896 0.961 0.683 0311 0.067 -0085
1983 7.188 -0154 £.531 2132 0473 1.674 0.758
1984 1551 2.833 =-1704 1.447 2ms 1273 n.962
1885 0670 7.487 Q702 4.008 1.427 1.210 2.827
1886 5323 0.577 -e57T7 1.880 0.48% 2012 0.521
1987 ~Q668 0.459 0.670 0.497 - 0.068 1.982 ~0235
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YEAR

1973
1974
18975
1876
1977
1878
1978
1980
1981
1882
1983
1984
1985
1986
1987
1888

TOTAL TAX

474 3% 992
545,351,688
622,633,582
668,281,580
716,756,655
803,985,947
£48,735,023
1,071,310,081
1,143,668,553

1,089,954,823-

1,188,310,680
1,321,718,013
1,413,698,813
1.588,627,084
1.842,104,726
2,071,671,066

ADJUSTED
TOTAL TAXES

474,358,982
545,351,688
622,633,582
688,281,580

716,758,855 -

803,588,947

851,253,602
1,087,314,708
1,160,200,8688
1,191,360,887
1,236,225418
1,343,639,210
1,438,420,262
1,592,904 878
1,858,207 317
2.091,412,448

Source: Department of Taxation

_ TABLE A2
General Fund Taxes and Total Taxes

GENERAL FUND GENERAL FUND

TAXES

443,574,314
505,881,068
585,701 075
625,563,279
671,728,676
748,213,707
890,433,809
1,008,748,790
1,070,8385331
1,011,464,956
1,100,875,672
1,240,352.564
1,325,791,480
1,486,486,848
4,731,227,659
1,548,103,113

ADJUSTED
TAXES

443,574,314
505,881,869
585,701 075
625,583,278
671,728,676
749,213,707
854,952,978
4,024,754, 438
1,087,526, 446
1,112,871,030

1,450,854,743
1,747,330,250
1;968,844,485

M

TABLE A3

INSURANCE, LIQUOR, AND PERSONAL INCOME TAX REVENUES

YEAR INSURANCE TAX UQUOR TAX PERSONAL INCOME TAX
ADJUSTED ADJUSTED PERSONAL ADJUSTED
INSURANCE INSURANCE LIQUOR UQUOR INCOME PERSONAL INCOME
1973 8,147,862 8,147,862 10,987,017 10,867,017 144,846,799 144,846,799
1974 9,535,779 8,535,779 12,145,508 12,145,508 158,705,572 159,705,572
1975 9,883,954 9,883,954 13,843,270 13,843,270 178,922.205 178.922.205
1978 21,477,387 21,477 387 15,337,699 15,337,699 192,505,701 182,505,701
1977 14,608,729 14,408,729 17,267,774 17.267.774 212,283,875 212,283,875
1978 16,189,404 16,189,404 18,726,232 18,726,232 235,593,399 245,553,398
1978 19,584,727 19,594,727 17,788,011 22,317 590 257,161,885 267,161,886
1980 24,055A472 24,055,472 8,564,853 24,569 501 335,850,042 335,850,042
1981 25,157,630 25,157,630 9,871,535 26,502,650 344,643,106 348,643,106
1982 26,898,715 26,898,715 7022158 29,871,732 296,757,799 375,214,299
1983 26,638.515 28,715,620 2,831,807 29,064 940 358,072,471 377,678,871
1984 27,821,037 32,295,558 11,574 465 28,260,141 413,885,554 414,645,554
1985 29,709,020 35,548,587 14,137,915 32,221,397 450,559,351 451,359,351
19886 35,068,433 45,891,452 41,914,085 35,558,960 490,186,703 490,886,703
1987 37,562,720 53,273,697 37,444,027 37,035,641 574,727 ASE 575,527,456
1988 36,785,530 55,733,524 37,277,550 7,270,838 £80,789,995 681,585,995

Source: Department of Taxation
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INTRODUCTION

The State of Hawaii and its
counties in 1988 collected 52,546
million in total tax revenues. This
represents about 12% of the state’s
gross product, 14% of total personal
income and 17.5% of the disposable
personal income. Furthermore, the
tax collections since 1970 bave
increased faster than the increase in
state’s gross product, total personal
income and much faster than per
capital personal income when these
are measured in both nominal and

constant dollars (Tabie 1).
Since 1985 the general fund revenues
have exceeded general fund
expenditures each year and by 1989
the surplus accumulated by the State
was estimated at $578.3 million. These
surpluses have 2 number of undesirable
consequences. First, they encourage
wasteful government spending at the
expense of more highly valued private
consumption, thus, reducing aggregate
economic welfare. The surpluses also
adversely affect cconomic growth by
absorbing funds potentially available
for private investment. Second, at
same the time that the State is
accumulating large surpluses the
counties are complaining of their
revenue shortfalls and are looking for
new revenue sources. Increases inlocal
taxes would further reenforce the
negative effects on aggregate economic

YEARS 1570 AND 1988

TABLE 1. GROWTH OF TAX COLLECTIONS AND HAWAI'S ECONOMY CALENDAR

Toral Per Capita
Tax Siate Parsonal Personal
Collections Product income Income
(Sthousands) (Smillions) (Smilions) ($)
1870 (at 1970 prices) 457.750 44140 37720 49440
1970 {at 1988 pnces) 1,204.860 11,5182 9.928.4 13,0133
1988 {at 1988 prices) 2,545,681 21.587.4 18.468.0 14,534.0
Increase (percent)
Nominal doliars 456.2 3891 389.6 194.0
Annual Growih rate 10.0 9.2 82 6.2
Constant collars 1113 85.8 86.0 1.7
Annual Growih Rate 4.2 a5 3.5 0.6

NOTE:

1988), Table 1-A.

Defiator is Hawaii GSP implicit Price Deflater.  Indax vaiues for 1970 and
1988 are respectively 47.3 and 124.5, where 1882 = 100.

SOURCES: Tax collections data from Tabie 2 below, P
Depargnent of Business and Economic Developrnent, Hawaii Gross State
Product Accourts: 1958-1985-Sumrmary Estirnates: 1986 1987, 1988, (June

rice ingeax from State of Hawail,

welfare and economic growth.

Third, Hawaii’s tax structure has
remained essentially the same it was
some 20 years ago. The distribution
of tax collections by type of tax for
1970 and 1988 are shown in Table 2.
The general excise tax remains the
most important tax and accounts for
about the same percentage of the
total. Similarly, personal incorue and
property taxes, the next two largest
revenue producers, account for
roughly the same percentage of total
tax collections. Thus, although there
were changes in tax laws since 1970
they were oot significant cnough to
change the basic structure of Hawaii's
taxes.

In short, this appears to be an

time to reexamine Hawail's
tax structure, and, if warranted to
propose changes. This is indeed the
charge given to the Second Tax
Review Commmission which is being
asked to submit its recommendations
to the next legislative session. This
study, ooe of the several studies, was
conducted to assist the Tax Review
Commission in its assessment of
Hawaii’s tax structure and preparation
of its recommendations.

One of the factors to be considered
in arriving at the recommendations
about the tax structure is the
distribution of tax burden by income
class of the households. This is the
purpose of this study. More
specifically, it is to estimate the
distribution of "burden” or "incidence”
of Hawaii’s state and local taxes
among its residents grouped according
to their income class. The "tax
burden” is a term widely used to mean
the economic cost imposed on people
by government to finance its,
operations. It is measured by the

.
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" TABLE 2. HAWAII STATE & COUNTY TAX cou.gg:nons «CALENDAR YEARS 1970 AND 1968’ t
Percant of Total
1970 1588 Incroase Tax Coliections
{$1000) {$1000) {$1000) % 1970 1588
State Taxes’ .
Personal income 112,010 680,790 588,780 507.8 245 26.7
Corporate Incoms, 63,004
Banks, Other Financial Comp 15,408 9,848 S7.53 arna 3.4 0.4
Inheritance & Estate 2,560 §,243 3,683 1439 0.6 02
Conveyance 442 4,682 4,240 858.3 0.1 0.2
General Excise & Use
{inct exc Lic & Fees) 172,469 966,320 733,851 4603 317 380
Fue!® 26,768 126510 100,141 374 5.8 50
Public Service Companies 13,847 64,412 30,565 3652 3.0 5
Liguor Permits 8,102 aran 25,168 360.0 18 1.5
Tobaceo & Licenses 6232 23,718 17,484 280.6 1.4 08
insurance Premiums . 6,098 55,734 49,636 8140, 13 22
Transient Accorn Fees & Taxes NA 70,700 NA 0.0 28
Motor Vehicle (Wgt Tax & Reqg) NA 19,133 NA 0.0 0.8
All Others NA 20 NA 0.0 [+ 4}
SUB TOTAL 363,937 2,128,868 1,764,832 4850 795 83.6
County Taxes
Real Property * 80,723 365,536 284,813 as28 176 144
Motor Vehicle Weight 10.0M 22,043 11872 118.9 22 0.9
Utility Franchise 2048 19,067 17018 8310 0.4 Q7
Liquor Licenses & Fees a7 1,884 913 94.1 02 01
Liconsas, Perrmits & Other NA 8,282 NA 0.0 03
SUB TOTAL 93,813 416,812 222,999 3443 205 16.4
TOTAL 457,750 2,545,681 2.087.81 45E.1 4000 1000
SOURCES: Data for 1570 Ebel 8 Kamins (1874}, p. 30. 1983 gata prepared for the Tax Review Commission by Depsrtment ot
Taxation, Tax Resaarch and Planning Unit, "Calendar Year Summary 01-18-88." County data supplied by Wauai, Maui,
Hawaii and Honoluluy Counties for the Tax Review Commission.
1. Details may nol add due 1o rounding. Amounts shown include .payments into escrow accounts for state taxes on
insurance prermiums ($18,947,994 in 1988) and stme liguor licenses and fees (~36.612in 1888.}
2. Does nol include Employment Security Contributions, which were $56,973,485 in 1588,
3. Incluges $38.258,86% in County fuel taxes.
4, Eftective January 1, 1987.
5. Real property tax agministration transierred from siate o counties as of July 1, 1881.

reduction in disposable income caused
by the collection of taxes.

Conceptual Framework

This study examines what is known
in the public finance Literature as the
“specific” incidence of taxes. Under
this approach, the tax burden is
calculated by computing by income
class of Hawaii residents the ratio

8  Tax Review Commission

taxes paid to income received (i.c., the
average tax rate). If, as onc moves up
the income scale, the percentage of
that income which goes to pay taxes
increases the tax structure {or a
particular tax) is called "progressive,”
if the percentage decreases the tax
structure (or a particular tax) is calied
“regressive.”

Since the tax burden is measured

by a ratio of taxes paid to income
there are conceptual issues associated
with both, the nominator and the
denominator of the ratio, which need
to be made clear and various
assumptions made need 1o be
specified. First, in general, a "tax” is
defined as a payment required by
government for which there is no

direct quid-pro-quo to the taxpayers



consequent to paying the tax. In
* - contrast, if there is a clear one-to-one
relationship berween payment for and
the benefit received, that payment is
more appropriately classifiedasa sale
or user fee, which is a non-tax receipt.
Examples include motorist payments
for use of a parking stall, a goifer’s
greens fee at a municipal golf course,
and airline landing fees made for the
use of a public airport. User fees
were excluded from consideration
although it is acknowledged that in the
case of some taxes there is a question
whether a particular tax is a tax or a
user fee (e.g., motor fuel tax).
Second, some of the taxes imposed
by Hawaii governments are not borne
by the residents. These are the taxes
borne by visitors and other

nonresidents or they are passed on to
the federal government through
deduction of state and-local taxes in
determining federal income tax Lability.
The latter is known as the “federal
offset” These taxes are said to be
*exported” and are excluded from the
pominator of the ratio since they do
not constitute the burden on residents
(i.c., they do not reduce personal
income of the residents). The
estimates of total tax collections
exported and the proportions of taxes
exported are shown in Tables 3 and
4, respectively . According to these
estimates in 1988 tweary-five percent
of all Hawaii taxes were exported and
an additional 7% was passed oa to the
federal government.

It is axiomatic in public finance that

TAX BURDEN g

ultimately all taxes are paid by
individuals, either in their roles as
consumers of goods and services, or
as suppliers of the cconomic factors
of production, or as owners of
business firms. However, those who
pay taxes and those who “really” bear
them may Bot be the same people. In
other words, those who bear the legal
obligation to pay the tax may be able
to "shift" this obligation to others.
More specifically, tax shifting occurs
when the business or individual from
whom the government collects the tax
revenue is able to modify its economic
actions so that some other individuals
bear the ultimate burden of the tax.

Tax shifting has been a subject of
prolonged controversy amoag
ecopomists. While pow the there is

~—

TABLE 3. FEDERAL OFFSET AND TAX EXPORTING: (S in thousands)
Tax Borne by
Feceral Heawaii Residents |
Tax __Tax Shited/Exported To* As As income
Tax Collecuon  Offset Tounsts Others Owners Tol Consumers Recipients
State Taxes
1, Individual income B8O, 730 108.471 571,318
z. Corporate incoma,
Banks, Financial Corps 72.540 7.566 10,426 8,088 8,281 26,756 26.910 11,666
3. Innemance & Esiae 6.243 6,242
4, Conveyance 4,682 234 234 4 .448
&, General Excise 866.320 17,824 208,086 56051 36,671 300808 608,204 41,487
&, Fuel 126.910 28,8555 12374 40,929 85.981
7. Public Service Cos. 64,412 8,052 B.502 16,554 47.858
g. Liquor Permils 372N 14,908 14,808 22.363
9. Tobacco & Licenses 23,7186 4,553 4,553 19,163
10. Insurance Premiums 55,734 3.586 3,596 52,138
11. Transient Accommaodations 70,700 68.579 58.579 2121
12. Motor Vehicie (Wgt & Req) 19,133 829 829 18,304
13. All Others 20 20
TOTAL STATE 2,128,871 134.858 347.584 55,016 45186 477,786 1.452.381 €3,844
County Taxes
14. Real Property 365.536 47.385 27595 14803 70879 113377 145,874 58,800
15. Motor Vaehicie Weight 2043 255 958 21,088
16, Utility Franchise 15.067 2.383 2.517 4,500 14,167
17. Liguor License & Fees 1.884 754 754 1,130
18. Licanses, Permus, Other 8,282 T84 784 7.498
TOTAL COUNTY a1e.812 47,385 32.471 17.320 70979 120,770 188,757 58.800
TOTAL 2.545,683 182.243 380,055 102.336 116,165 598.%556 1,642,138 122,744

-

1. Assumptions and sources given in the appendix, Table A-1.

|
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- TABLE A, FEDERAL OFFSET AND TAX EXPORTING: (Percent of Tax Collection)
I
Tax Barne by
Hawaii Residents
Tax Tax Shift To: As As income
Tax Collection  Otfsat Tounsts Cthers Owners  Touwl Consumers Recipients

Stats Taxes

1. tndividual Income 680,790 16.08 100.00

2. Corporate Incoima,

Banks, Financial Corps 72,940 1037 158% 1237 12,67 40.99 41.16 17.85

3. inheritance & Estate 5,243 100.00

4, Conveysnce 4,682 5.00 5.00 95.00

£, Ganeral Excise 966,320 1.84 21.84 °  5.9% 3.87 n1n 63.91 4.37

6. Fusl 126,910 2250 9.7% 3225 6775

7. Public Service Cos. 54,412 12.50 13.20 25.70 74.30

8. Liguor Permits 372N 40.00 40.00 60.00

8. Tobacco & Licenses 23,716 19.20 15.20 80.80

10. Insurance Premiums 55,734 6.45 6.45 $3.855

11. Transient Accommodations 70,700 87.00 87.00 3.00

12 Motor Vehicie (Wot & Reg) 19,133 433 433 . 8567

13. All Others 0 T 100,00

TOTAL STATE 212081 6.33 17.43 4.26 227 2396 7484 3.20
Coumy Taxes

14. Real Property 365,536 12.96 8.57 485 231 35.64 4585 18.5%
15, Motor Vehicle Weight 22.043 433 433 95.67

16. Lhility Franchive 18.067 12.50 1320 25.70 74.30

17. Liquor License & Fees 1.884 40.02 40,02 59.98

+8. Licanses, Permirs, Other 8.282 5.47 8.47 90.53

TOTAL COUNTY 416,812 11.37 8.7% 4,69 19.21 3263 5137 15.94
TOTAL 2,545,663 716 18.08 4.33 492 25.33 £9.48 519

Note: Federal tax offset figures are percentages of tax collection; all others are percaniages ot tax collection less lederal tax ofisel.

a general agreement with respeet to
shifting of some taxes, the issue of
shifting of other taxes {¢.g., corporate
income taxes) bas not been resolved.
However, in case of Hawaii the
estimates of the distribution of tax
burden by income class are not very
sensitive to the different shifting
assumptions.

The shifting as well as exporting
assumptions used in this study are
listed in the Appendix Table A-1
These assumptions provide the bases
for allocation of the proportion of
taxes paid between residents as
consumers or residents as income
recipients. The results are also shown
in Tables 3 and 4.

As the next step, the amount of
cach tax paid by residents has to be

10 Tax Review Cormnrnission

allocated to differsnt income classes.
Thus, for cach tax an "allocator” is
sclected which is deemed most
appropriate for the particular tax
considered. For example, for general
excise tax the most appropriate
allocator is consumption expenditures
since all purchases are subject to this
tax. The listing of allocators used in
this study is provided in the Appendix
Table A-1.

There are a number of issues
involving the demominator (i.c.,
household income) of the ratio as well.
Income in the tax burden studies is
used as a measure of the ability to pay
taxes. It is generally agreed that for
this purpose the least acceptable
definition of income is the adjusted
gross income (AGI) because it does

not include income not subject to
taxes but which nevertheless is
available to pay taxes. Most of the tax
burden studies, therefore, use a
broader concept of income.

1o this'study we start with a
distribution of tax returns by
"expanded” income provided by The
Policy Economics Group of KPMG
Peat Marwick. The "expanded”
income includes all types of income
that have to be listed in the federal tax
return even if that type of income is
tax exempt. The components of
“expanded” income are listed in Tabie
3.

in order to obtain "total” or "broad”
income additional types of money and
non-money income that do not have
to be listed on the federal tax return
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were added to the *expanded” income.
The types of income added are shown
in Table 6. Since only totals were
available, these incomes were
distributed to income classes using a

number of allocators. These allocators
are also listed in Table 6. Table A-3
shows the various income distributions.

Unreported or illegal income is

TABLE 5. TYPES OF INCOMES INCLUDED IN "EXPANDED INCOME"

Wages

Taxable Interast

Alirnony .

Business Income (positive porion only)
Gross Capital Gains (positive and negaiive)
Supplemental Gains (POSitive and negative)
fRepored Pensions

Farm Rent (positive portion)

Other Rent (positive portion)

Royaities (positive portion)

Estate or Trust income {pﬁsiﬁw‘porﬂon)
Sub-SCorporation Income (posiive pornon)
Farm income (positive portion)

Gross Unempioyment incoms

Gross Social Security Income

Other income {postive porton)

imputed Tax Exernpt Interest

Partnarship Income and Losses (positive porton}

Source: KPMG Peat Marwick, Poiicy Economics Group.

particularly difficult to bandle.
Kephart (1984) estimated that in 1981
it totaled $1,1603 million and was
equal to about 10% of personal
income.! Kephart belicves that this
is a very comservative estimate and
there is some evidence to support her
belief. According to one estimate the
harvest value of Hawaii's matijuana
crop in 1987 alone was $1.33 billion®
Furthermore, it has been estimated
that this income is growing faster than
personal income. However, even if it
grew at the same ratc as personal
income in 1988 it should have totaled

1 Unnponedorwin:omest'mamior
1981 bytypemsho-minthe;ppead'u‘hblc
A2

2. Estimate by Drug Enforcement
Administration and National Organization tor
the Reform of Marijuana Laws, cited in The
Sta Hawaii Table 122.

TABLE 6, TYPES OF INCOME ADDED TO OBTAIN “TOTAL™ INCOME

Basis tor Aliocaton
Typa of income Armount 1o Income Classes
Unreported or lllegal Income $1.938.8°" Sae text
Other Labor income 1,3408'% CES ‘> "Other Income™
imputed Interest Income 7122 CES, "interest, dividends, rental income, other”
income Mainienance 1524 CES, "Pubiic Assistance”
Medical Payments 470.1 CES. "Public Assistance”
Value of Food Stamps 753 CES, "Public Assistance”
imputed Rent of
Owner-Occupied Housing B1.4 CES, "Imerest, Dividends, Remal income, Other”
Velwgrans Benefis 63.7 CES, "Unempioyrent and Workers Compensation, Vaterans Benefits
workmens' Compensaton 165 CES, “Unemployment and Workers' Compensation, Veterans’ Benetits
TOTAL $4.485.4 )

for Hawaii personal incomne, 1988.

(3) CES i Consumer
Deparynent of Commercs,

nditure Su

Sources: (1) Kephart (1584). 1981 esgmate increased in proporson 1o tolal personal income.

{2) Department of Commerce, Bureau of Economic Analysis, Regional Economic Measurement Division,

Table 30, "Region of Residence and Income Betore Taxes, West 1986~87,"L.5.
Bureau of Labor Statistics, (cisketie)} June 1988,

unpublished detai

Tax Review Commission 11
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some 1.9 billion which is about 10.5%
of personal income. Thus, without
question, unreported or illegal income
is a relatively large sum.

Because of its magnitude, the
choice of allocator to apportion
unreported and illegal income to
household income classes is very
important. However, there are no
self-evident, appropriate allocators.
One alternative is simply to ignore
unreported or illegal income. Its size,
however, suggests that the mere
omission of this income may create 2
large bias in the tax burden estimates.
Therefore, we have prepared two sets
of estimates: one with and one
without the unreported and illegal
income.

For the second set of estimates we
have assumed that uareported and
illegal incomes grew at the same rates
as personal income and that all
components of this income grew at
the same rate. The following
allocators were used for income
hidden to avoid taxes:

» Under & unreporied
ncome of legal
wage earners wages

» Under & unreported
ncome of legal
seli~armpioyed
income Sell-employmant

« Othar under &
unreponed
ncome Dividend. incoma

TABLE 7. TAXES PAID BY INCOME CLASS {$ in thousands)

Expanced

Income

Class Persons  Corporame
{$000s) Toi Income  incoOme

Goneral
Excise Reaal
& Use Property  Others

< 5 $109,166 ($10,318) 33,130
5«< 10 138089 10.872 3.826
10«< 15 164422 34,158 4,080
15« 20 126826 26,340 3158
20< 30 271,542 79,485 £§348
30« 50 401114 181,183 6,480
50 < 100 403,770 172733 10018
100 < 200 BE3IMNM 52.001 1,285
200 « 83,475 44,889 291

$65.060 ~ $17.567  $33.727
67,676 21,7284 34233
T0.546 20,284 35,393
54,552 15228 27.496
105,548 31,938 48,241
127,783 35,157 60,530
122,954 54,652 43414
18,891 7.058 7.155
4,340 1,621 12,235

TABLE §. TAXES PAID BY INCOME CLASS (AS PERCENT OF INCOME)
(WITHOUT ILLEGAL & UNREPORTED INCOME)
Expanded
Income General
Ciass Personal Corporate  Excise Resl
($000s} Toal incoms  Income & Use Propenty Others
< 8 128 -12 0.4 78 21 3.9
5¢ 10 155 1.2 0.4 7.6 2.4 <%
10 < 186 14.1 29 03 6.1 1.7 a0
15« 20 1.7 24 0.3 5.0 1.4 &5 |
20« 30 11.3 33 0.3 4.4 1.3 20
W< 50 8.9 40 0z 34 09 15
50 < 100 83 as 0.2 25 1.1 oS8
100 < 200 56 34 0.1 12 0.5 0.5
200 + 47 34 o.c 0.3 [+h | 0e
TOTAL 9.7 31 0.2 36 1.9 1.7

A triangle distribution with a
maximum in the lowest income class
was used to distribute illegal income.
The reason for use of this distribution
is that classification into income
classes is by legal income. Thus,
individuals would be assigned to a
lower income cizss than their total
income actually is. For exampie, a
person with $100,000 income all of
which was illegal would be assigned
to the lowest income class. While the
selection of this allocator is admittedly

12 Tax Review Commission

arbitrary it allows us to test the
sensitivity of results to omission of
unreported or illegal income.

The Resuits

Tables 7 and 8§ present estimates of
the distribution of total state and local
taxes paid by Hawaii residents
classified by income class. The
distributions are in dollars and as a
percentage of income, respectively,
with unreported and illegal income
excluded. The overall tax structure is
mildly regressive, ic., taxes paid as a
proportion of income decrease with
income.

This conclusion is hardly surprising

since the overall regressivity of the tax
structure is the product of
characteristics of individual taxes
weighted by their importance in the
total tax structure. In the Hawail
case, with the single exception of
personal income tax which is mildly
progressive, all major taxes are
regressive. Furthermore, the general
excise and use tax, which is the most
regressive of all major taxes, accounts
for nearly 40% of tax coliections.

As shown in Tabie 9 the resuits are
similar if unreported or illegal income
is included. Thus, the conclusions are
not sensitive to omission of this
income.
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TABLE 9. TAXES PAID BY INCOME CLASS AS PERCENT OF INCOME (Inciudas Hlegal
and Linreporied incom)
-1 Expanded
Income General
Ciass Porsonal Corporate Excise Real
{30003} Towm income Income & Use Property Cthers
< % 10.2 -10 Q.3 6.1 1.6 3.2
5< 10 121 1.0 o3 6.0 18 3.0
W< 15 1.7 2.4 03 5.0 1.4 2%
%5« 20 |-X-] 2.0 02 42 1.2 21
20< 30 10.2 .0 0.2 40 12 1.8
< 50 g1 a7 0.1 341 08 1.4
50 « 100 77 3.3 c2 o4 1.0 0.8
100 < 200 5.4 32 0.1 1.2 0.4 0.4
200 + 4.7 a3 0.0 0.3 0.1 0.9
TOTAL 8.8 28 02 32 1.0 15

Comparison to Results of Other
Studies

This is the fourth comprehensive
study of Hawaii’s tax burden.
Hoffman (1967) was the first study to
analyze the tax burdens by income
class for the year 1960 under a variety
of alternative assumptions. However,
this study did not attempl to
determine which set of assumptions
was the most plausible. It, therefore,
cannot serve as a benchmark study.

Hoffman’s study was followed by
Ebel and Kamins (1975) which
examined the burden of tax structure
as it existed in 1970. They found that
the tax structure was Tegressive, Le.,
the taxes accounted for a larger
percentage of income for lower
income classes than for higher income
classes. The average tax rate varied
from 15.85% for households with total
income of "less than $3,000" to 11.26%
for houscholds with the total income
"more than §25,000.

The third study to investigate the
burden of Hawaii's taxes is Phares
(1984). It estimated the distribution
of tax burden in 1980 and it found that
Hawaii’s tax structure was regressive
over a broad range of income classes.
The average tax rate varied from
24,0949 for the "below §3,500" income

class, reached the lowest point, ie.,
6.886%, for the $39,000-49,995, then
was slightly progressive reaching
14.955% for the “over $100,000" income
class.

The frequency distributions of
bouschold incomes in the various
studies are quite different. Ebel and
Kamins study classified households
into eight income classes with "more
than 25,000" as an open-ended top
class. In the Phares study houscholds
are classified into 16 income classes
with "over $100,000" as an open-ended
top class. In this study housebolds were
classified ipto nine income classes with
“over $200,000" as an open-ended top
class. It is difficult, therefore, to
compare the resuits of this study to
those obtained in the previous studies.

One way to compare the results of
these studies is (o construct Lorenz
curves by plotting the cumulative
distribution of houscholds by income
on the horizontal axis and the
cumulative distribution of houscholds
by taxes paid on the vertical axis. If
the tax structure is proportional the
plotted line will be a diagonal line,
starting at the origin. If it is regressive
the curve will lie above the
proportional line and if it is progressive
it will lic below the proportional line.

Figure 1 compares the Lorenz
curves based on distributions for 1970 1
obtained by Ebel and Kamins (1975)
to the distributions for 1987 obtained
in this study. The comparison
suggests that the overall regressivity
of Hawaii’s tax structure sinee 1970
has increased. Unfortunately, Phares
(1984) fails to provide the distribution
of income by households in 1980.
Therefore, it is not possible to
construct a Lorenz curve for 1980.

A summary measure of tax
regressivity/progressivity is the Suits
Index, denoted by S, which is derived
from the same data as the Lorenz
curves® Values of this index fall in
the range from -1.0 to +1.0. A value
of § = -1 indicates the extreme
regressivity, with all taxes being paid
by the lowest income group. A value
of § = +1 denotes the extreme
progressivity, with all taxes paid bythe

A

highest class. Proportional taxes will -

bave S = 0. Table 10 shows the
values of the Suits indices for 1970
and 1987. They confirm the previous
conclusions that regressivity of
Hawaii’s tax structure has increased
somewhat since 1970.

A recently published tax burden
study conducted by the Tax
Foundation '989) provides the tax
burden es:.mates for all U.S.
state/local taxes. These estimates
indicate that state/local taxes are
mildly regressive.

In Figure 2 Lorenz curves are used
to compare the distribution of Hawaii
tax burden estimates obtained in this
study to the state/local tax burden
estimates of the Tax Foundation study.
The curves show that Hawaii laxes are
slightly more regressive than those of
the state/local taxes

1. For further discussion of Suits Index sce
Suits (1977).
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estimated in the Tax Foundation
study, except perhaps at the lowest
income levels. The Suits indices
reported in Tabie 10 confirm this

conclusion.

TABLE 10. SUITS INDICES OF
REGRESSMITY'
1. Total income, 1988,
with out ilegal
income ~0.18
2. Total Income, 1988,
with ilegal
incorne -0.12
3. 1970 Broad income?  ~0.04

4. 1986 L.S. Staw & Local -0.08

1. Suits (1977). Lety  denote the parcam
of incorne eamed by 1axpayers in the i "
income class of lower, sothaty .= 100%,
and et} ,demmmeeonawonoirﬂm
accounted for by persons in the i - ciass
or iower. The Suis index 8

{tet L)
f:-: Ami—— (y i'yl-l}

2

2. Computed from Ebel & Kamins {1974)
Tabias 1. 2 and 4.

3. Computed from Tax Foundation (1583).

Fig. 1--Hawail Tax Distribution
Lorenz Curves
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Comparisons with regressivity
estimates obtained in other studies,
however, are fraught with difficulry.
The differences are relatively small
and may be due to differences in
definition of income and/or
assumptions used, The safest
conclusion one can draw is that
Hawaii’s tax structure is mildly
regressive and that there has been no
significant change in regressivity since
1970.

14  Tax Review Commission

Fig. 2--Hawaii, U.S. State & Local
Distribution of Tax Burden
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TABLE A-1
InGidence Assurmptions and Allocator Series

Hawai Taxes, 1987

Shiﬂing-lnddenumﬁon: Armourt
Expormed

Non-Exported Portion Allocated 10
Residents According 10!

State Taxes

Individual income

Corporate Income

Inheritance & Esiate

Conveyance

General Excise & Use

Fuel

Public Service Companies

Liguor Permits

Tobacco & Licenses

insurance Premiums

Transient ACCommodations

Motor Vehicle Waeight. Registration

16  Tax Review Commission

No shifting: 16.1% exporied 10 non=~
resigents

#1% wxponed (Bkings 3

No shifting from resicents; all borne &
income recipients

59 1o non-resident owners of capital
{Ebe! & Kamns)

2% exported 10 tourists; 6% 10 others;
4% 10 non<esident owners (Billings;
Leung & Bowen’

Yo consumers: 32.25% exported
(Billings)

Yo consurers: 25.7% expanied (Bilings)

To consumers: 40% 1o tourists (Leung &
Bowen)

To consumers: 19.2% exponed (Leung
& Bowen}

To consumars: 5.5% expofied 1o oUrss
{Data Book 3

To consumers: 97% expored (Hawai
Hotel Association; Fujii, Khaled & Mak')
Yo consumers: 4.33% exponed (Daa
Book)

Caicuiated trom KPMG P