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The debate  
Are Washingtonians taxed enough? Or are the right Washingtonians taxed the right amount? These questions drive the 
tax policy debate in Olympia and stem from two distinct views on “tax fairness.” 

To many Republicans, the purpose of taxation is to collect the least amount necessary to fund vital government services, 
and taxes should be designed to be broad-based, low-rate, stable, and efficient to collect. To these Republicans, “tax 
fairness” means everyone is helping to contribute and no one is carrying all the weight. 

To many Democrats, the purpose of taxation is both to raise sufficient revenue for desired state services but also to 
create equity. In this view, taxes should be designed to place a greater burden on those who have greater means. To 
these Democrats, “tax fairness” means everyone contributes as they are able, relative to everyone else. 

With the Democrats in control of each branch of Washington state government, you should expect to see legislation in 
the 2021 session to advance their view of “tax fairness.” 

Background 
Washington’s tax code is based on two broad categories of taxes: excise taxes and property taxes. Excise taxes are taxes 
based on a transaction or consumption (e.g., a sales tax) while property taxes are taxes based on ownership of 
something of value (e.g., a tax on land). Here are some examples of the largest taxes in Washington: 

• Excise taxes 
o Retail sales/use tax 
o Gas tax 
o Alcohol, tobacco, and marijuana taxes  
o Business and occupation tax 
o Real estate excise tax 

• Property tax 
o Real property tax 
o Personal property tax 

According to the Economic & Revenue Forecast Council’s (ERFC) November 2020 forecast, Washington is expected to 
collect just over $26 billion in Near General Fund-Operating (NGF-O) revenues in Fiscal Year 2021 (July 2020 - June 
2021). This represents a 4.7% increase from the roughly $25 billion collected in FY 2020. From FY 2022 and beyond, ERFC 
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Key facts 
• Democrats and Republicans often hold two distinct views about “tax fairness.” 
• Democrats will likely offer (and potentially move) bills to create new taxes (e.g., capital gains income tax, 

carbon tax, wealth tax), as well as bills to lower certain “regressive” taxes. 
• Republicans will likely offer bills to eliminate taxes or lower tax rates. 
• Due to budget constraints, bills substantially lowering taxes are unlikely to become law while bills raising or 

creating new taxes are more likely. 
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predicts roughly 3-4% revenue growth each year. This means that in FY 2021, despite the COVID-19 shutdowns and 
layoffs, Washington state will once again see record revenue collection. However, the budget was built upon an even 
rosier revenue forecast developed prior to the COVID-19 shutdowns, and so our revenue collections are expected to fall 
about $2.5 billion short of our projected four-year budgeted expenditures. As a result, you may see a push for new 
sources of taxation or increases in existing sources to cover this shortfall. 

In addition, Washington has been determined to be “the most unfair state and local tax system in the country” by the 
Institute for Taxation and Economic Policy (ITEP). According to ITEP, Washington’s reliance on sales/use taxes and 
absence of an income tax results in an effective tax rate of 17% on the poorest residents while the wealthiest pay 7% or 
less. While arguments can be made about whether a flat tax like the sales tax is truly “regressive,” the state’s placement 
as the most regressive tax code in the nation by think tanks like ITEP will be a point made throughout the session by 
those in favor of new taxes. 

Nevertheless, most of the bills that are referred to the Finance Committee are aimed at tax relief. This includes the 
majority of bills from both Republicans and Democrats. However, if the 2021 budget process looks like it did in 2019, the 
total value of new taxes enacted into law may dramatically outsize any new tax cuts. 

What to expect in the 2021 session 
From the governor and other Democrats, expect to see legislative proposals that would create or increase: 

• Capital Gains Income Tax 
o “9 percent capital gains tax on individuals,” Governor’s 2019 Proposed Budget, OFM, December 2018 

• Flat Income Tax 
o “Coronavirus shows us why WA has always needed an income tax,” Katie Wilson, Crosscut, April 2020 

• Carbon Tax 
o “Washington STRONG, an economic recovery and climate finance program,” carbonWA, Fall 2020 

• Payroll Tax / “Head Tax” 
o “State lawmakers bring Seattle head tax battle to Olympia,” KIRO, January 2020 

• Wealth Tax 
o “Senate Democrats introduce a tax on wealth inequality,” Rich Smith, The Stranger Slog Blog, April 2019 

• Creative and unexpected new taxes, the likes of which we’ve never contemplated 

From Republicans, expect to see proposals to eliminate or lower taxes, including (but very much not limited to): 

• Property Tax 
o “Walsh will file bill to lower property taxes,” The Daily World, December 2019 

• Estate Tax 
o “Washington has the nation’s highest estate tax; most states have gotten rid of the tax,” Opportunity 

Washington, October 2019 
• Business and Occupation Tax 

o “Reps. Walsh, Young issue joint plan to jump-start Washington’s economy,” The Daily World, April 2020 

Additional information  
• Tax Statistics 2019 – Washington State Department of Revenue 
• Taxes in Washington - Tax Foundation 
• Principles of a High-Quality State Revenue System – National Conference of State Legislatures 
• Washington: Who Pays? 6th Edition – Institute on Taxation and Economic Policy 
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