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The debate  
In good economic times and bad, local governments are often required to operate under difficult fiscal circumstances. 
When the economy grows, local revenues tied to the economy go up, such as sales tax revenue or real estate excise 
taxes. However, one of the primary sources of local revenue, property taxes, is capped in how much it can grow. 
Meanwhile, even in a strong economy, inflation, contracting requirements, and competition for labor drive up costs for 
capital projects and government services. Alternatively, in a weak economy, local sales tax revenues may go down while 
the need for spending on social services goes up with increased caseloads. 

As a result, many local governments, including the Association of Washington Cities and Washington State Association of 
Counties, are looking for increased flexibility in their revenue sources as well as eliminations of unfunded state 
mandates. 

Background 
Local governments are required to keep balanced budgets. 

Local governments are limited in their capacity to generate revenue and are often limited in what that revenue can be 
spent on. In general, local budgets are supported by: 

• Sales and use taxes 
• Property taxes 
• Business and utility taxes 
• Lodging taxes 
• Real estate excise taxes 
• Excise taxes 
• Shared state revenues 
• Fees (impact fees, parking fees, traffic fines, etc.) 

Many local taxes, fees, and shared state revenues are earmarked for specific purposes. For example, a county may 
institute a 0.1% sales tax to support chemical dependency or mental health treatment programs or services. To prevent 
these earmarked dollars from replacing general fund dollars (known as “supplanting”), the state often includes “non-
supplant” language in its local revenue authorization statute, including in the sales tax example above. As a result, 

ISSUE BRIEF 
Local Government Funding Concerns 

   NOVEMBER 2020 

Key facts 
• Local government budgets must balance under state law. 
• Local government budgets are under pressure both by increasing expenses and limits on revenue. 

o Expenses are up as a result of burden shifting, unfunded mandates and general market forces. 
o Revenues are limited in both scope and growth, and many revenues are earmarked by state law for 

specific purposes. 



Contact: Matt Germer, (360) 786-7933, matthew.germer@leg.wa.gov For Internal Use Only 

regardless of whether a particular spending category represents the greatest need for a locality, the funding is bound to 
that category. 

Additionally, the property tax is limited by both the state constitution and statute. Under the constitution, property tax 
cannot be higher than 1% of the property’s true and fair value (often called the $10 limit as property tax is capped at $10 
per $1,000 of assessed value). Under state statute, property taxes are limited in two ways. First, property taxes cannot 
rise more than 1% in a certain year (known as the “levy lid”), subject to certain exceptions. Further, local property taxes 
are limited to $5.90 of the $10 limit mentioned above. In all, these limitations mean that even if the economy grows or 
housing prices go up, local governments do not necessarily experience equivalent revenue increases from the property 
tax. 

On the other side of the ledger, expenses are not similarly constrained but instead are subject to market forces and 
caseload demand. For example, a robust economy often results in competition for construction labor as new office 
buildings and homes are built. This means that labor for local government capital projects become more expensive. On 
the other side, during a down economy, local governments often see caseloads rise as residents find themselves in need 
of government services. In all, local governments must grapple with cost-drivers in a variety of economic circumstances.  

What to expect in the 2021 session 
From both Republicans and Democrats, expect to see proposals to: 

• Make local government funding more flexible by removing the earmarks and non-supplant restrictions on local 
revenue sources, for example: 

o House Bill 1718 (Volz/Senn) from 2019 sought to remove non-supplant language and earmarks in order 
to allow for greater flexibility in how existing revenue could be spent. 

• Increase access to new revenue sources or allow for greater increases in existing revenue sources for local 
governments, for example: 

o House Bill 2625 (Eslick/Tarleton) from 2019 sought to create a new local-option sales tax to fund local 
parks. 

o House Bill 1679 (Frame/Rude) from 2019 sought to allow GMA opt-in counties to assess real estate 
excise taxes (known as “REET 2”) through councilmanic action rather than through a vote of the people. 

Stakeholders  
• Association of Washington Cities (AWC): wacities.org 
• Washington State Association of Counties (WSAC): wsac.org 
• Municipal Research and Services Center (MRSC): mrsc.org 

Additional information  
• Fiscal Flexibility Fact Sheet – AWC 
• Budgeting in Washington State – MRSC 
• The Property Tax in Washington State – MRSC 
• “2019 Workforce Survey Results – Washington Results”, Associated General Contractors & Autodesk (2019)  
• “County Budgets May See $144 Billion Hit from COVID-19” National Association of Counties (Apr. 22, 2020) 

https://app.leg.wa.gov/billsummary?BillNumber=1718&Year=2019&Initiative=False
https://app.leg.wa.gov/billsummary?BillNumber=2625&Year=2019&Initiative=False
https://app.leg.wa.gov/billsummary?BillNumber=1679&Year=2019&Initiative=False
https://wacities.org/
https://www.wsac.org/
http://mrsc.org/Home.aspx
https://wacities.org/docs/default-source/legislative/factsheetfiscalflexibility2021f62c1de8-e37a-46d2-8497-0f678c9015f4.pdf
http://mrsc.org/Home/Explore-Topics/Finance/Budgets/Budgeting.aspx
http://mrsc.org/Home/Explore-Topics/Finance/Revenues/The-Property-Tax-in-Washington-State.aspx
https://www.agc.org/sites/default/files/WorkforceDevelopment_2019_Washington%20_0.pdf
https://www.naco.org/articles/county-budgets-may-see-144-billion-hit-covid-19

