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Measure 5 considerably alters some of the charac- 
teristics of the pre-1979 system. Whether it is a better 
system depends on one's evaluation of the new tax 
mix. 

The individual's perspective 
Horizontal equity of the property tax may be some- 

what upset under the Measure 5 system. No longer 
are market value and assessed value synonymous. 
Since owner-occupied homesteads are classified 
separately from all other property and since market 
values of existing properties in each class are increas- 
ing at different rates, the assessment-to-market value 
ratio for homesteads will be different from the ratio for 
other property. Therefore, the assessed value of two 
properties with identical market values, only one of 
which is a homestead, will be different and so will the 
tax bills. 

To further upset the horizontal equity of the sys- 
tem there is no property tax relief available to owners 
of nonhomestead property. Not only will the owners 
of different classes of property with the same market 
value have different tax bills, but the owner of a home- 
stead will have up to 30 percent of the tax bill paid 
by the State, while the owner of other property must 
pay 100 percent of the bill. 

Measure 5 would cause no change in the hori- 
zontal equity of the income tax. 

Vertical equity would be different under the 
Measure 5 system because the regressiveness of the 
property tax system is reduced further. Partial state 
payment of homeowners' property tax bills and direct 
payment to renters effectively will reduce the amount 
of property tax paid by these individuals; that is, it 
will reduce the proportion of total tax paid out as 
property tax. 

HARRP has been expanded to include individuals 
with incomes up to $17,500, and the maximum amount 
of payments available at each level of income has 
been increased and would continue under Measure 5. 

Under Measure 5, the effect of inflation on indi- 
vidual income tax liabilities would be reduced. First, 
the maximum deduction of federal income tax pay- 
ments for state taxable income calculations would 
continue at the increased maximum of $7,000, reflect- 
ing the inflationary trend on federal income taxes. The 
personal exemption would continue at the new level 
of $1,000 and would be indexed to the rate of infla- 
tion. The tendency for inflation to push gross incomes 
up would be offset partially, because the personal 
exemption also would increase. Therefore, taxable in- 
comes would not increase as rapidly as gross incomes 
increase if inflation continues. 

With Measure 5, the income tax may or may not 
be a more progressive tax. The increased exemptions 
would reduce income taxes of lower income earners 
proportionally more than those of higher earners. On 
the other hand, the increased maximum federal de- 
duction reduces the taxes of higher income earners 
more than those of lower income earners. 

The relationship between taxes paid and benefits 
received would not be changed drastically under the 
Measure 5 system, but there might be some subtle 
yet important shifts. Although the source of revenues 
for local governments would be altered, it is likely 
that the amount of revenues received and the services 

performed by local governments would not change 
substantially. 

There are two conflicting views about how local 
services should be financed. One view is that many 
local services are not related to property, and there- 
fore the property tax is an inappropriate revenue 
source. Under the Measure 5 system, the income tax 
would take on more importance in funding local serv- 
ices because it is the primary source of revenue for 
the State's share of property taxes. The other view 
is that local services should be financed with local 
funds. Under the Measure 5 plan, locally paid prop- 
erty taxes would finance a smaller share of local 
government budgets than without Measure 5. Some 
of the local government burden actually would be 
shifted away from property owners toward income 
earners, regardless of where members of the latter 
group live. 

Both the limitations on state spending (tied to the 
increase in personal income in Oregon) and the pro- 
vision for returning surplus income tax collections 
should act to constrain the size of the individual's 
income tax bill and, as a result, the size of the total 
state and local tax bill. 

Concern has also been aired that control of the 
tax system would be further removed from the in- 
dividual under Measure 5 than without it. This, too, is 
debatable. Many feel that funds from higher govern- 
ments inevitably come to have strings attached to 
them, resulting in less local control. This may present 
a problem in the future, but for now there are no 
conditions attached to the receipt of the partial state 
payment. Still, the partial state payment is a con- 
troversial aspect of the Measure 5 tax system. 

The government's perspective 
From the point of view of government, a desirable 

tax system provides revenues sufficient to meet 
planned expenditures. Under the system without 
Measure 5, local governments would be constrained 
only by the 6 percent limitation, and beyond that by 
the willingness of voters to incur higher property taxes. 
Constraints on the State would remain mainly political 
in nature. 

The Measure 5 plan would constrain local govern- 
ments more severely. The 6 percent limitation would 
remain in force at the local level. While local voters 
would retain the authority to approve (or disapprove) 
levies outside the tax base and outside the adjusted 
levy for which the State will assume partial payment, 
it is presumed that the portion of the levy financed 
in part by the State would be easier to pass than the 
added portion financed entirely by local property taxes. 
On the other hand, it is possible that it would become 
easier to pass levies that are partially state-financed 
if voters perceived they were paying only 70 percent 
of the costs. 

State revenues and expenditures would be more 
severely constrained under Measure 5. Revenues col- 
lected that exceed anticipated revenues by two per- 
cent or more would have to be refunded to corporate 
and personal income taxpayers. The State would no 
longer be likely to accumulate a large surplus of 
revenue. The revised income tax structure and the 
tying of personal exemptions to the rate of inflation 
would reduce income tax revenues below what they 

would have been otherwise. The State would no longer 
profit from inflation to the extent it has in the past. 

State expenditures would also be limited. General 
fund spending would be limited to the rate of growth 
of personal income in Oregon in the previous two 
years. Partial state payment of property taxes and 
debt service would be exempt from this provision. The 
limitation would be expected to slow the rate of 
growth in state government, reduce spending for new 
programs, and could reduce funding for existing 
programs. 

Society's perspective 
The provisions of Measure 5 alter some of the 

social considerations of the pre-1979 Oregon tax 
system. 

The property tax neutrality would change because 
of the differential assessment system that would be 
in effect under Measure 5. Recently, the assessed 
values of owner-occupied residential property have 
been increasing more rapidly than the assessed values 
of other properties. Homeowners have been assuming 
a larger proportion of the tax burden over time. Under 
the Measure 5 system, the assessed values of each 
type of property would increase by only 5 percent 
per year on the average, so the share of the property 
tax burden borne by the homeowner would be unlikely 
to continue to increase. 

To the extent that the income tax is more progres- 
sive, the labor/leisure choice and the incentive to 
save would be altered under the Measure 5 system. 
These are probably minor considerations because the 
rates on taxable income would remain unchanged. 
Most high-income earners would pay the same rate 
on additional taxable income as would be paid with- 
out Measure 5. Some low-income earners would be 
taxed at lower rates under Measure 5 than without it. 
This may actually increase their incentive to save. 

Intergenerational inequities may or may not be 
reduced under the Measure 5 system. The State would 
not finance levies for bonded debt, which is the 
most common way of distributing costs over time. 
Therefore, property tax payments for current spend- 
ing, which are partially state-financed, would be more 
attractive to voters than bonded debt. 

Intergenerational equity at the state level probably 
would not change under the Measure 5 plan. 

Finally, the tax system represented by Measure 5 
is the product of a legislative attempt to achieve cer- 
tain social goals. 

One goal is to provide tax relief to those who need 
it most. The expanded HARRP payments achieve this 
in part. The increase in direct payments and the 
increases in personal state income tax exemptions 
would most benefit the low-income earner. This repre- 
sents a social attitude that low-income earners should 
not be expected to shoulder a large tax burden. 

Property tax relief is provided solely for renters 
and homeowners. The Measure 5 system is consistent 
with a belief that the ability of an individual to own 
a home or to live in decent housing is too important 
to be limited by the ability of the individual to pay 

taxes on the property. Another reason for directing 
state payments toward individuals is that a high per- 
centage of state revenue comes directly from indi- 
viduals. 

Finally, the limitations on state spending and 
partial financing of property taxes and the provision 
for returning surplus revenues reflect the social at- 
titude that less government is preferred to more 
government. Under the Measure 5 plan, the ability of 
the state government to grow is severely limited. Local . 
government growth, while not explicitly restrained, 
likely would be less under Measure 5 than without it. 

List of Terms 
Assessed va/ue: For tax purposes, the value of a property 

as estimated by the county assessor or State Revenue 
Department. 

General fund: The major source of funds for most state 
discretionary spending. Over 80 percent of general 
fund revenue is derived from personal and corporate 
income taxes. The general fund is not committed to 
specific expenditures (as is, for example, the highway 
fund). 

Horizontal equity: The notion that taxpayers within the same 
wealth or income class should be treated equally. 

Impact ot a tax: Refers to who initially pays the tax: the 
recipient of the tax bill. 

Incidence ot a tax: Refers to the final resting place of the 
tax burden: the ultimate payer of the tax. 

Progressive tax: A tax is progressive if the percentage of 
income paid out in taxes increases as income rises. 

Proportional tax: A tax is proportional if, regardless of in- 
come, the same percentage is paid out in taxes. 

Regressive tax: A tax is regressive if the percentage of in- 
come paid out in taxes decreases as income increases. 

Shifting of a tax: Refers to the ability or inability to move 
the tax burden to someone else. 

6 percent limitation: The Oregon constitutional provision 
limiting local government annual tax base increases to 
6 percent without voter approval. (See Tax base). 

Special districts: Tax districts formed for special public 
sen/ices such as cemetery, historical, and fire protection 
districts. 

Tax base: The highest amount that may be levied by a local 
government without voter approval. It is equal to the 
levied tax base in one of the 3 previous years in which 
it levied a property tax, plus 6 percent, or an amount 
approved by voters as a new tax base. This should not 
be confused with total assessed value of property, which 
is the basis for property taxation in a district. 

Tax bill: The amount of taxes due on a piece of property. 
The tax bill is equal to the sum of the various tax rates 
applicable to the property multiplied by the assessed 
value of the property. 

Vertical equity: The notion that taxpayers with more wealth 
or more income should pay more tax than those with 
less income or less wealth. 
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Oregon Local Public Issues 

Evaluating Changes in Oregon's Tax System 

On May 20, 1980, Oregon voters will decide 
whether to continue the current tax system. Approval 
of Ballot Measure 5 would result in continuing the 
tax system adopted by the 1979 legislature. Rejection 
would result in a tax system identical to the pre-1979 
system with respect to those elements of the system 
affected by Measure 5. 

A general framework for evaluating tax systems 
is outlined in this paper, preceded by a brief review 
of the income and property taxes. Then each system— 
the system without Measure 5 and the system with 
Measure 5—is discussed in light of the tax evaluation 
framework. 

Property taxes provide 30 percent of total general 
revenue to Oregon cities. School districts derive well 
over half of their revenue from property taxes. Prop- 
erty taxes provide 23 percent of total county revenue 
in Oregon, and 32 percent of special district revenue 
(Table 1). The State does not receive any property 
tax revenue. 

In Oregon, the property tax is a tax imposed mainly 
on the value of real property. Real property consists of 
land and permanent fixtures such as buildings. Busi- 
nesses also pay a tax on business personal property. 
The tax on inventory is being phased out and will be 
eliminated on June 30,1980. 

An individual property tax bill is computed as 
follows: Each year local governments draw up a 
budget detailing expected expenditures and revenues. 
When expenditures exceed non-property-tax revenues, 
the difference is made up by a property tax levy. A 
fax rate is calculated by dividing the levy by the total 
assessed value of property in the district. A tax rate 
is usually expressed in dollars per $1,000 of assessed 
value. 

A particular parcel of property may be located 
within several taxing districts—school, city, and 
county, for example. The total tax rate is the sum of 
the tax rates of the individual taxing districts in which 
a given piece of property lies. The tax bill is the total 
tax rate multiplied by the property's assessed value. 

The income tax is by far the most important 
revenue source for the State of Oregon (Table 2). The 
tax rates are graduated so that high-income earners 
pay a larger proportion of their incomes in taxes 
than do those with lower incomes. The rates are 
applied to taxable incomes, which are determined by 
provisions of the Internal Revenue Code and state 
limitations. State and federal laws allow taxpayers 
to deduct varying amounts from gross income— 
depending on the number of dependents claimed, 
other taxes paid, contributions to nonprofit organiza- 
tions, and other exemptions. Oregon personal income 
taxes are paid by individuals, estates, and trusts de- 
riving their income from Oregon sources. 

Corporations are also subject to income taxes on 
net income derived from Oregon sources. 

Both corporate and personal income taxes are 
assigned to the state general fund. 

Table 1.  Revenue Sources for Oregon 
Local Governments, 1976 

Revenue 
(milli 

source and amount 
ons of dollars) 

Local government 

Prop- 
erty 

taxes 
State 
aid 

Charges 
and 

Federal miscel- 
aid    laneous Total 

School districts 
Cities 
Counties 
Special districts 

553 
105 
74 
44 

308 
41 
98 * 

15 
72 
72 
16 

108 
135 
76 
76 

984 
353 
320 
136 

Total 776 447 175 395 1,793 

'less than 0.5. 

Table 2. Total Current Revenues of Oregon State 
Government General Fund, 1977-79 Biennium 

Source Amount (millions of dollars) 

Personal income tax 
Corporate income tax 
All other sources 

Total 

1,493.2 
291.6 
370.4 

2,155.2 

Source: Legislative Revenue Office, Salem, Oregon. 

Evaluating Tax Systems 

Taxes and tax systems can be evaluated from 
the perspective of the individual, the government, and 
the society. The merit of a tax or tax system depends 
upon the opinion of the person doing the evaluating, 
but an individual can evaluate alternative tax systems 
from each of the three perspectives. 

The individual's perspective 

• Equity of a tax system is important from an in- 
dividual's point of view. 

It is a widely held principle of taxation that "equals 
should be treated equally." This is known as hori- 
zontal equity—those having equal ability to pay should 
bear equal shares of the costs of the government. 

A corollary of the horizontal equity principle— 
"unequals should be treated unequally"—is widely 
referred to as the principle of vertical equity. 
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Taxes are said to be regressive, proportional, or 
progressive. A regressive tax is one in which the 
proportion of income paid in taxes decreases as in- 
come rises. A proportional tax takes the same pro- 
portion of income in taxes at every income level, and 
a progressive tax takes a higher proportion of income 
in taxes as income rises. Generally, it is acknowledged 
that for vertical equity—that is, equity among different 
income classes—a tax should not be regressive. 

• The amount of taxes paid relative to benefits 
received is an important consideration for an indi- 
vidual's evaluation of a tax system. The total tax bill 
paid by the individual may be viewed as a price paid 
for public goods and services. The tax bill and the 
goods and services may or may not approximate the 
levels desired by the individual. A tax bill that closely 
approximates the value of government services to 
the individual would be preferable to one that does not. 

• Control over the tax bill is important to the indi- 
vidual. A tax system giving a greater degree of con- 
trol to the taxpayer would be preferable to one in 
which he has less control. 

The government's perspective 
• The adequacy of revenue provided by a tax 

system is an important characteristic from a govern- 
ment's perspective. A government would prefer a tax 
system that provides sufficient revenue to meet 
planned expenditures. 

Flexibility is indicated by the ease of changing 
the amount of revenue received. A tax system capable 
of expanding to meet governmental needs would be 
preferable to a rigid tax system. Since the level of 
governmental expenditures varies over time, the 
government prefers a tax system that has the flexi- 
bility to meet those expenditures. However, the tax 
system should also have a stable base. Unforeseen 
and uncontrolled variations can cause problems for 
governments. 

Society's perspective 
• Neutrality is an important characteristic of a tax 

system from the point of view of society. A neutral 
fiscal system might be defined as one that provides 
public goods and services with the least price dis- 
tortion. Society usually prefers a tax that is neutral 
with regard to its effects on different sizes and types 
of firms; different taxes have different effects on 
investment choices, industrial location decisions, and 
the relative costs of productive inputs (such as land, 
labor, and capital). 

• Incidence of a tax system is important to society. 
The incidence of a tax is where the final burden of the 
tax rests—the ultimate taxpayer. The impact of some 
taxes may be shifted to others by the entity originally 
charged with the tax. Shifting the tax burden may 
affect the equity and neutrality of the tax system. 

• Intergenerational equity of a tax system is of 
concern to society. Some taxes may be used to pay 
bonded debt; that is, to fund past expenditures. In 
accordance with the benefits principle, intergenera- 
tional equity would require that those who pay for 
a public good should receive some benefit from it. 

The repayment of bonded debt may be equitable, de- 
pending on the distribution of benefits and costs over 
time. 

• Social goals may also be promoted by a tax 
system—through tax exemptions, reduced tax rates, 
subsidies, and various other fiscal tools. Similarly, 
undesirable activities may be discouraged; so-called 
"sin taxes" such as liquor and cigarette taxes are 
attempts to discourage certain activities through the 
tax system. Sometimes the achievement of social goals 
is inconsistent with efficiency, equity, and neutrality. 

• Economy in taxation—administration, cost of 
collection, and cost of enforcement—is important. Ad- 
ministrative and enforcement costs vary from tax to 
tax. 

Remember that taxes are just one side of the 
fiscal system. The distribution of tax benefits in the 
form of public goods and services is, perhaps, as 
important as the distribution of the tax burden. 

The Oregon Tax System 

The tax evaluation framework included here may 
be used to examine how Measure 5 affects Oregon's 
tax system, with special emphasis on the two most 
important taxes—the property tax and the income tax. 

The property tax 
The property tax may be the most criticized of 

all taxes, yet it remains a major source of revenue 
for local governments. It often comes under fire be- 
cause it does not affect individuals equally. 

Horizontal equity would be achieved if equivalent 
taxes were levied on equivalent properties within the 
same district. Lack of equity may be a result of 
administrative problems associated with the property 
tax. Although market values change continuously, 
most real property is not sold each year, making fair 
administration of the property tax difficult to achieve. 

The basis for tax assessment is market value. In 
the absence of an actual sale, the market value must 
be estimated by some other method. One approach 
is to examine sales of comparable properties to ob- 
tain an index, which may then be applied to a given 
parcel. Other methods include the estimation of the 
income produced by a property, from which a value 
for the property can be computed; and the cost 
method, which considers replacement cost less de- 
preciation. 

Whatever method is used to determine assess- 
ments, there is potential for error—not the least of 
which is human error by the appraisal staff. Even within 
districts, assessments may not be equitable. The 
potential for inequity is even greater among different 
counties because of different appraisers and ap- 
praisal systems. 

Oregon's assessment system is regarded as one 
of the nation's best with respect to approximating 
market value. Yet different appraisers could place 
different values on the same property and could even 
classify it differently. 

The vertical inequity of the property tax is also 
heavily criticized. Many people consider it to be a 
regressive tax; that is, one that takes a smaller pro- 
portion of income in taxes as income rises. 

The regressiveness of the property tax, however, 
has long been recognized in Oregon, and so there 
have been a number of programs to offset it. There is 
substantial state aid to public schools, for example, 
to reduce school districts' reliance on local property 
taxes. 

More directly, the Homeowner and Renter Relief 
Program (HARRP) is a direct attempt at reducing the 
property tax burden of low-income homeowners and 
renters. The pre-1979 program provided up to $655 
refund to homeowners with incomes of less than 
$16,000, with the amount refunded dependent upon 
the amount of property taxes paid and inversely pro- 
portional to the level of income. In other words, given 
two homeowners with identical property tax bills, the 
one with the lower income would receive a higher 
HARRP payment. 

Renter relief is provided similarly. A renter pays 
no property tax directly, but 17 percent of rent paid 
is assumed to be for property tax. The maximum al- 
lowable income for renter eligibility in the program is 
the same as for homeowners and the payments are 
also tied to income, but the maximum benefits at every 
income level for renters are exactly half of those paid 
to homeowners. 

HARRP is financed by the state general fund, 
which in turn derives most of its revenue from indi- 
viduals in the form of personal income taxes. Thus, 
revenue collected by means of a progressive tax (the 
personal income tax) is redistributed toward lower 
income earners to reduce the regressiveness of the 
property tax. The tax system, as a whole, is thereby 
made less regressive. 

To the extent that real property holdings are 
correlated with wealth, the property tax may be con- 
sidered a vertically equitable tax: those with more 
real property (wealth) pay more than those with less 
real property (wealth) pay. Since most personal 
property of individuals is not subject to tax in Oregon, 
the property tax is unable to tax wealth equitably be- 
cause not all wealth is held as real property. 

Critics of the property tax believe it is an inap- 
propriate source of revenue for the services it funds. 
Only a small portion of a property tax bill pays for 
property-related services. Most of the tax dollar is 
spent on activities having no relationship to the taxed 
property, schools being perhaps the most evident 
example. Therefore, the property taxpayer may not 
receive benefits that reflect the amount of property 
taxes paid. 

Exemption of certain types of property from taxa- 
tion may lead to a divergence between taxes paid and 
benefits received. Properties owned by governments 
and religious or charitable groups are often exempt 
from taxation, yet these properties require police and 
fire protection as well as other public services. Exemp- 
tions sometimes represent the product of political 
influence. 

Because many local governments in Oregon do 
not have tax bases sufficient to balance their budgets, 
they must ask voters to approve additional levy re- 
quests. Because of the 6 percent limitation (See List 
of Terms), tax districts can levy outside their tax base 
only with voter approval. It is possible, however, for 
the taxing unit to raise almost any amount if it can 
convince the voters of the need to do so. 

The property tax is not a neutral tax. It can affect 
business location decisions, product prices, employ- 
ment, and incomes. Depending upon a wide variety 
of circumstances, a high property tax rate may dis- 
courage business from locating in a district; it may 
add to the cost of doing business and lead to higher 
product prices. Higher prices may lead to fewer 
products sold, which in turn may lead to lower em- 
ployment. Property taxes may reduce the profitability 
of businesses with large real property holdings. 

Similarly, property taxes inhibit urban rehabilita- 
tion by lowering the rate of return on investment, 
thereby reducing the attractiveness of potential in- 
vestment. There is also a potential for distorting land 
use patterns. This distortion occurs when property 
is classified and assessed at different rates accord- 
ing to use. 

In some cases the property tax promotes economic 
efficiency. That portion of the tax falling on land 
encourages the highest and best use of the land in 
terms of economic efficiency. This feature may be 
offset when zoning laws restrict economically efficient 
land uses and when the threat of an increased assess- 
ment discourages property improvements. 

When the property tax is used to finance bonded 
debt, an imbalance can occur between those paying 
the costs of debt and those enjoying the benefits. 

Finally, the property tax can be used to encourage 
or discourage certain social goals. In Oregon, for 
example, agricultural land is assessed according to 
farm use value, not according to its highest eco- 
nomic potential. The legislative intent of this pref- 
erential treatment is to lower tax bills on agricultural 
land, thereby providing incentives to landowners to 
keep the land in agriculture. 

The income tax 
The income tax is viewed by some people as an 

equitable tax—those individuals with the same taxable 
income pay the same rate of tax. However, because of 
deductions and fringe benefits, two individuals with 
the same level of nominal income may not have the 
same taxable income. Similarly, barter arrangements 
are extremely difficult to tax, because no money 
changes hands and no income is generated. 

The Oregon income tax is a relatively progressive 
tax; that is, at higher incomes a higher proportion of 
incomes are paid as income tax. At very high income 
levels the income tax becomes proportional. Econo- 
mists and others disagree on whether a progressive 
tax is justifiable, but nearly all income taxes in modern 
society are progressive. 

A progressive tax exerts more pronounced effects 
on behavior than a proportional tax. The labor/leisure 
choice is altered with a progressive tax. Under a pro- 
portional tax, should an individual desire to give up 
leisure for work, the extra income is taxed at the same 
rate as the original income. With a progressive rate 
structure the extra income is taxed at a higher rate 
than the original income. Hence, the individual is 
likely to work less under a progressive income tax. 

Tax systems also affect savings decisions. Gen- 
erally, the proportion of income saved by an indi- 
vidual increases as income increases. It follows that 
a progressive income tax, because it bears more 
heavily on people with higher incomes, reduces the 

incentive to save more than does a proportional tax 
of comparable yield. 

The progressive rate structure is defended on 
other grounds. Many argue that each additional dollar 
of income yields less utility to an individual than the 
last dollar. If this is true then the last few dollars 
received by a high-income earner are not as im- 
portant as the first few dollars received. Therefore, 
the ability of the same individual to pay taxes would 
increase as his income increases. 

The problem with this view is that utility can not 
be measured. Even if it could be measured, the 
utility of income to one individual could hardly be com- 
pared with the utility of income to another individual. 

Some people argue that progressive taxation is 
justified in order to achieve greater equalization of 
incomes. But the redistribution of incomes is usually 
considered a consequence of the income tax—not its 
objective. 

Some people believe that the benefits of public 
goods and services are not distributed equally among 
taxpayers. High-income earners might receive pro- 
portionally more benefits than low-income earners for 
two reasons. One is that the public expenditures di- 
rectly or indirectly may lead to higher incomes. 
This, coupled with the greater ability of high-income 
earners to take advantage of state services (such as 
higher education) leads some to conclude that apply- 
ing higher tax rates to higher incomes is justified. 
Conversely, low-income earners are often the target 
of government programs intended to increase or sup- 
plement real income. 

From the State's point of view, the income tax is 
adequate. In the past 2 years it provided 83 percent 
of current general fund revenues, including revenues 
from the corporate income tax. In fact, there was a 
surplus of funds in 1979 that was refunded to tax- 
payers at a rate of approximately $9 for each $100 
paid. 

The income tax is upwardly flexible, because in- 
flation pushes wages and salaries up into higher tax 
brackets thereby increasing revenue collected in 
taxes. 

One social concern is the appropriateness of the 
progressive rate structure. The effects on the labor/ 
leisure choice and on savings incentives are just as 
important to society as to individuals, if not more so. 

Social goals are often promoted by the income 
tax system. Deductions and tax credits for energy- 
saving modifications on homes are an example. De- 
ductions for donations to various charitable and service 
organizations encourage taxpayers to spend income 
differently than they might were no deductions allowed. 

The state income tax, compared to property tax, 
is economical with respect to administration, collec- 
tion, and enforcement, because it is based on the 
federal tax. 

Evaluating Measure 5 

Because the income tax and the property tax are 
the major taxes imposed by Oregon state and local 
governments, it is appropriate that the 1979 legis- 
lature aimed its tax relief package at those two taxes. 
The  package has  been  referred to the voters as 

Measure 5 on the ballot at the May 20, 1980, primary 
election, when voters will be asked whether to con- 
tinue beyond January 1, 1981, the changes made in 
the Oregon tax system. 

Measure 5 would continue the following: 
• Partial state payment of homeowner property 

taxes and renter relief. If Measure 5 is approved, 
the State would continue to pay up to 30 percent 
of property taxes on owner-occupied principal resi- 
dences (up to a maximum of $800), and provide 
relief to renters (up to a maximum of $400). The 
State would pay 30 percent of the taxes on resi- 
dences, excluding: 
(a) taxes used to repay bond principal and interest; 
(b) new serial levies used partly or entirely to pay 
for construction of public buildings or land; and 
(c) that portion of the operating levies outside the 
tax base in excess of prior operating levies adjusted 
for inflation and local population growth. 

• Increased HARRP payments. Measure 5 continues 
the increased amounts of tax relief provided to 
homeowners ($750 maximum) and renters ($375 
maximum) under HARRP, and the new maximum in- 
come of eligible  recipients  ($17,499). 

• Assessment limitation and split assessment roll. 
Approval of Measure 5 would mean continuation 
of a new system of property assessment in which 
there are two classes of property (owner-occupied 
principal residences and all other property), and 
in which the growth of assessed value in each 
class is restricted to a statewide annual average 
of 5 percent. 

• A and B ballot system in local elections. If Measure 
5 is approved, local governments would be required 
to continue submitting separate levy measures— 
A and B ballots—to voters under certain conditions. 
Levies within the adjusted levy (generally the previ- 
ous year's operating levies for inflation and local 
government growth) but outside the tax base and 
previously approved serial levies would continue 
to be submitted for voter approval on an A ballot, 
which clearly states that levies approved on this 
ballot are partially financed by the State. Levies in 
excess of the adjusted levy and outside the tax base, 
and new serial levies for capital construction pur- 
poses, would continue to be submitted on a B ballot, 
which indicates that the State will not fund a portion 
of any taxes approved on that ballot. 

• Reduction in state personal income taxes. Under 
Measure 5, the State would retain the increased 
personal exemption of $1,000 used in calculating 
state income taxes; the indexing of the exemption 
to the Portland Consumer Price Index; and the in- 
creased maximum allowable deduction of $7,000 for 
federal income taxes. 

• Limiting of state spending and surplus refund. 
With Measure 5, future growth in state spending 
for general governmental purposes would be limited 
to the growth in state personal income. The State 
would be required to return the entire surplus to 
taxpayers if actual revenues exceed expected 
revenues by 2 percent or more. 
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Measure 5 considerably alters some of the charac- 
teristics of the pre-1979 system. Whether it is a better 
system depends on one's evaluation of the new tax 
mix. 

The individual's perspective 
Horizontal equity of the property tax may be some- 

what upset under the Measure 5 system. No longer 
are market value and assessed value synonymous. 
Since owner-occupied homesteads are classified 
separately from all other property and since market 
values of existing properties in each class are increas- 
ing at different rates, the assessment-to-market value 
ratio for homesteads will be different from the ratio for 
other property. Therefore, the assessed value of two 
properties with identical market values, only one of 
which is a homestead, will be different and so will the 
tax bills. 

To further upset the horizontal equity of the sys- 
tem there is no property tax relief available to owners 
of nonhomestead property. Not only will the owners 
of different classes of property with the same market 
value have different tax bills, but the owner of a home- 
stead will have up to 30 percent of the tax bill paid 
by the State, while the owner of other property must 
pay 100 percent of the bill. 

Measure 5 would cause no change in the hori- 
zontal equity of the income tax. 

Vertical equity would be different under the 
Measure 5 system because the regressiveness of the 
property tax system is reduced further. Partial state 
payment of homeowners' property tax bills and direct 
payment to renters effectively will reduce the amount 
of property tax paid by these individuals; that is, it 
will reduce the proportion of total tax paid out as 
property tax. 

HARRP has been expanded to include individuals 
with incomes up to $17,500, and the maximum amount 
of payments available at each level of income has 
been increased and would continue under Measure 5. 

Under Measure 5, the effect of inflation on indi- 
vidual income tax liabilities would be reduced. First, 
the maximum deduction of federal income tax pay- 
ments for state taxable income calculations would 
continue at the increased maximum of $7,000, reflect- 
ing the inflationary trend on federal income taxes. The 
personal exemption would continue at the new level 
of $1,000 and would be indexed to the rate of infla- 
tion. The tendency for inflation to push gross incomes 
up would be offset partially, because the personal 
exemption also would increase. Therefore, taxable in- 
comes would not increase as rapidly as gross incomes 
increase if inflation continues. 

With Measure 5, the income tax may or may not 
be a more progressive tax. The increased exemptions 
would reduce income taxes of lower income earners 
proportionally more than those of higher earners. On 
the other hand, the increased maximum federal de- 
duction reduces the taxes of higher income earners 
more than those of lower income earners. 

The relationship between taxes paid and benefits 
received would not be changed drastically under the 
Measure 5 system, but there might be some subtle 
yet important shifts. Although the source of revenues 
for local governments would be altered, it is likely 
that the amount of revenues received and the services 

performed by local governments would not change 
substantially. 

There are two conflicting views about how local 
services should be financed. One view is that many 
local services are not related to property, and there- 
fore the property tax is an inappropriate revenue 
source. Under the Measure 5 system, the income tax 
would take on more importance in funding local serv- 
ices because it is the primary source of revenue for 
the State's share of property taxes. The other view 
is that local services should be financed with local 
funds. Under the Measure 5 plan, locally paid prop- 
erty taxes would finance a smaller share of local 
government budgets than without Measure 5. Some 
of the local government burden actually would be 
shifted away from property owners toward income 
earners, regardless of where members of the latter 
group live. 

Both the limitations on state spending (tied to the 
increase in personal income in Oregon) and the pro- 
vision for returning surplus income tax collections 
should act to constrain the size of the individual's 
income tax bill and, as a result, the size of the total 
state and local tax bill. 

Concern has also been aired that control of the 
tax system would be further removed from the in- 
dividual under Measure 5 than without it. This, too, is 
debatable. Many feel that funds from higher govern- 
ments inevitably come to have strings attached to 
them, resulting in less local control. This may present 
a problem in the future, but for now there are no 
conditions attached to the receipt of the partial state 
payment. Still, the partial state payment is a con- 
troversial aspect of the Measure 5 tax system. 

The government's perspective 
From the point of view of government, a desirable 

tax system provides revenues sufficient to meet 
planned expenditures. Under the system without 
Measure 5, local governments would be constrained 
only by the 6 percent limitation, and beyond that by 
the willingness of voters to incur higher property taxes. 
Constraints on the State would remain mainly political 
in nature. 

The Measure 5 plan would constrain local govern- 
ments more severely. The 6 percent limitation would 
remain in force at the local level. While local voters 
would retain the authority to approve (or disapprove) 
levies outside the tax base and outside the adjusted 
levy for which the State will assume partial payment, 
it is presumed that the portion of the levy financed 
in part by the State would be easier to pass than the 
added portion financed entirely by local property taxes. 
On the other hand, it is possible that it would become 
easier to pass levies that are partially state-financed 
if voters perceived they were paying only 70 percent 
of the costs. 

State revenues and expenditures would be more 
severely constrained under Measure 5. Revenues col- 
lected that exceed anticipated revenues by two per- 
cent or more would have to be refunded to corporate 
and personal income taxpayers. The State would no 
longer be likely to accumulate a large surplus of 
revenue. The revised income tax structure and the 
tying of personal exemptions to the rate of inflation 
would reduce income tax revenues below what they 

would have been otherwise. The State would no longer 
profit from inflation to the extent it has in the past. 

State expenditures would also be limited. General 
fund spending would be limited to the rate of growth 
of personal income in Oregon in the previous two 
years. Partial state payment of property taxes and 
debt service would be exempt from this provision. The 
limitation would be expected to slow the rate of 
growth in state government, reduce spending for new 
programs, and could reduce funding for existing 
programs. 

Society's perspective 
The provisions of Measure 5 alter some of the 

social considerations of the pre-1979 Oregon tax 
system. 

The property tax neutrality would change because 
of the differential assessment system that would be 
in effect under Measure 5. Recently, the assessed 
values of owner-occupied residential property have 
been increasing more rapidly than the assessed values 
of other properties. Homeowners have been assuming 
a larger proportion of the tax burden over time. Under 
the Measure 5 system, the assessed values of each 
type of property would increase by only 5 percent 
per year on the average, so the share of the property 
tax burden borne by the homeowner would be unlikely 
to continue to increase. 

To the extent that the income tax is more progres- 
sive, the labor/leisure choice and the incentive to 
save would be altered under the Measure 5 system. 
These are probably minor considerations because the 
rates on taxable income would remain unchanged. 
Most high-income earners would pay the same rate 
on additional taxable income as would be paid with- 
out Measure 5. Some low-income earners would be 
taxed at lower rates under Measure 5 than without it. 
This may actually increase their incentive to save. 

Intergenerational inequities may or may not be 
reduced under the Measure 5 system. The State would 
not finance levies for bonded debt, which is the 
most common way of distributing costs over time. 
Therefore, property tax payments for current spend- 
ing, which are partially state-financed, would be more 
attractive to voters than bonded debt. 

Intergenerational equity at the state level probably 
would not change under the Measure 5 plan. 

Finally, the tax system represented by Measure 5 
is the product of a legislative attempt to achieve cer- 
tain social goals. 

One goal is to provide tax relief to those who need 
it most. The expanded HARRP payments achieve this 
in part. The increase in direct payments and the 
increases in personal state income tax exemptions 
would most benefit the low-income earner. This repre- 
sents a social attitude that low-income earners should 
not be expected to shoulder a large tax burden. 

Property tax relief is provided solely for renters 
and homeowners. The Measure 5 system is consistent 
with a belief that the ability of an individual to own 
a home or to live in decent housing is too important 
to be limited by the ability of the individual to pay 

taxes on the property. Another reason for directing 
state payments toward individuals is that a high per- 
centage of state revenue comes directly from indi- 
viduals. 

Finally, the limitations on state spending and 
partial financing of property taxes and the provision 
for returning surplus revenues reflect the social at- 
titude that less government is preferred to more 
government. Under the Measure 5 plan, the ability of 
the state government to grow is severely limited. Local . 
government growth, while not explicitly restrained, 
likely would be less under Measure 5 than without it. 

List of Terms 
Assessed va/ue: For tax purposes, the value of a property 

as estimated by the county assessor or State Revenue 
Department. 

General fund: The major source of funds for most state 
discretionary spending. Over 80 percent of general 
fund revenue is derived from personal and corporate 
income taxes. The general fund is not committed to 
specific expenditures (as is, for example, the highway 
fund). 

Horizontal equity: The notion that taxpayers within the same 
wealth or income class should be treated equally. 

Impact ot a tax: Refers to who initially pays the tax: the 
recipient of the tax bill. 

Incidence ot a tax: Refers to the final resting place of the 
tax burden: the ultimate payer of the tax. 

Progressive tax: A tax is progressive if the percentage of 
income paid out in taxes increases as income rises. 

Proportional tax: A tax is proportional if, regardless of in- 
come, the same percentage is paid out in taxes. 

Regressive tax: A tax is regressive if the percentage of in- 
come paid out in taxes decreases as income increases. 

Shifting of a tax: Refers to the ability or inability to move 
the tax burden to someone else. 

6 percent limitation: The Oregon constitutional provision 
limiting local government annual tax base increases to 
6 percent without voter approval. (See Tax base). 

Special districts: Tax districts formed for special public 
sen/ices such as cemetery, historical, and fire protection 
districts. 

Tax base: The highest amount that may be levied by a local 
government without voter approval. It is equal to the 
levied tax base in one of the 3 previous years in which 
it levied a property tax, plus 6 percent, or an amount 
approved by voters as a new tax base. This should not 
be confused with total assessed value of property, which 
is the basis for property taxation in a district. 

Tax bill: The amount of taxes due on a piece of property. 
The tax bill is equal to the sum of the various tax rates 
applicable to the property multiplied by the assessed 
value of the property. 

Vertical equity: The notion that taxpayers with more wealth 
or more income should pay more tax than those with 
less income or less wealth. 
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Oregon Local Public Issues 

Evaluating Changes in Oregon's Tax System 

On May 20, 1980, Oregon voters will decide 
whether to continue the current tax system. Approval 
of Ballot Measure 5 would result in continuing the 
tax system adopted by the 1979 legislature. Rejection 
would result in a tax system identical to the pre-1979 
system with respect to those elements of the system 
affected by Measure 5. 

A general framework for evaluating tax systems 
is outlined in this paper, preceded by a brief review 
of the income and property taxes. Then each system— 
the system without Measure 5 and the system with 
Measure 5—is discussed in light of the tax evaluation 
framework. 

Property taxes provide 30 percent of total general 
revenue to Oregon cities. School districts derive well 
over half of their revenue from property taxes. Prop- 
erty taxes provide 23 percent of total county revenue 
in Oregon, and 32 percent of special district revenue 
(Table 1). The State does not receive any property 
tax revenue. 

In Oregon, the property tax is a tax imposed mainly 
on the value of real property. Real property consists of 
land and permanent fixtures such as buildings. Busi- 
nesses also pay a tax on business personal property. 
The tax on inventory is being phased out and will be 
eliminated on June 30,1980. 

An individual property tax bill is computed as 
follows: Each year local governments draw up a 
budget detailing expected expenditures and revenues. 
When expenditures exceed non-property-tax revenues, 
the difference is made up by a property tax levy. A 
fax rate is calculated by dividing the levy by the total 
assessed value of property in the district. A tax rate 
is usually expressed in dollars per $1,000 of assessed 
value. 

A particular parcel of property may be located 
within several taxing districts—school, city, and 
county, for example. The total tax rate is the sum of 
the tax rates of the individual taxing districts in which 
a given piece of property lies. The tax bill is the total 
tax rate multiplied by the property's assessed value. 

The income tax is by far the most important 
revenue source for the State of Oregon (Table 2). The 
tax rates are graduated so that high-income earners 
pay a larger proportion of their incomes in taxes 
than do those with lower incomes. The rates are 
applied to taxable incomes, which are determined by 
provisions of the Internal Revenue Code and state 
limitations. State and federal laws allow taxpayers 
to deduct varying amounts from gross income— 
depending on the number of dependents claimed, 
other taxes paid, contributions to nonprofit organiza- 
tions, and other exemptions. Oregon personal income 
taxes are paid by individuals, estates, and trusts de- 
riving their income from Oregon sources. 

Corporations are also subject to income taxes on 
net income derived from Oregon sources. 

Both corporate and personal income taxes are 
assigned to the state general fund. 

Table 1.  Revenue Sources for Oregon 
Local Governments, 1976 

Revenue 
(milli 

source and amount 
ons of dollars) 

Local government 

Prop- 
erty 

taxes 
State 
aid 

Charges 
and 

Federal miscel- 
aid    laneous Total 

School districts 
Cities 
Counties 
Special districts 

553 
105 
74 
44 

308 
41 
98 * 

15 
72 
72 
16 

108 
135 
76 
76 

984 
353 
320 
136 

Total 776 447 175 395 1,793 

'less than 0.5. 

Table 2. Total Current Revenues of Oregon State 
Government General Fund, 1977-79 Biennium 

Source Amount (millions of dollars) 

Personal income tax 
Corporate income tax 
All other sources 

Total 

1,493.2 
291.6 
370.4 

2,155.2 

Source: Legislative Revenue Office, Salem, Oregon. 

Evaluating Tax Systems 

Taxes and tax systems can be evaluated from 
the perspective of the individual, the government, and 
the society. The merit of a tax or tax system depends 
upon the opinion of the person doing the evaluating, 
but an individual can evaluate alternative tax systems 
from each of the three perspectives. 

The individual's perspective 

• Equity of a tax system is important from an in- 
dividual's point of view. 

It is a widely held principle of taxation that "equals 
should be treated equally." This is known as hori- 
zontal equity—those having equal ability to pay should 
bear equal shares of the costs of the government. 

A corollary of the horizontal equity principle— 
"unequals should be treated unequally"—is widely 
referred to as the principle of vertical equity. 

Extension Circular 1010 April 1980 
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Measure 5 considerably alters some of the charac- 
teristics of the pre-1979 system. Whether it is a better 
system depends on one's evaluation of the new tax 
mix. 

The individual's perspective 
Horizontal equity of the property tax may be some- 

what upset under the Measure 5 system. No longer 
are market value and assessed value synonymous. 
Since owner-occupied homesteads are classified 
separately from all other property and since market 
values of existing properties in each class are increas- 
ing at different rates, the assessment-to-market value 
ratio for homesteads will be different from the ratio for 
other property. Therefore, the assessed value of two 
properties with identical market values, only one of 
which is a homestead, will be different and so will the 
tax bills. 

To further upset the horizontal equity of the sys- 
tem there is no property tax relief available to owners 
of nonhomestead property. Not only will the owners 
of different classes of property with the same market 
value have different tax bills, but the owner of a home- 
stead will have up to 30 percent of the tax bill paid 
by the State, while the owner of other property must 
pay 100 percent of the bill. 

Measure 5 would cause no change in the hori- 
zontal equity of the income tax. 

Vertical equity would be different under the 
Measure 5 system because the regressiveness of the 
property tax system is reduced further. Partial state 
payment of homeowners' property tax bills and direct 
payment to renters effectively will reduce the amount 
of property tax paid by these individuals; that is, it 
will reduce the proportion of total tax paid out as 
property tax. 

HARRP has been expanded to include individuals 
with incomes up to $17,500, and the maximum amount 
of payments available at each level of income has 
been increased and would continue under Measure 5. 

Under Measure 5, the effect of inflation on indi- 
vidual income tax liabilities would be reduced. First, 
the maximum deduction of federal income tax pay- 
ments for state taxable income calculations would 
continue at the increased maximum of $7,000, reflect- 
ing the inflationary trend on federal income taxes. The 
personal exemption would continue at the new level 
of $1,000 and would be indexed to the rate of infla- 
tion. The tendency for inflation to push gross incomes 
up would be offset partially, because the personal 
exemption also would increase. Therefore, taxable in- 
comes would not increase as rapidly as gross incomes 
increase if inflation continues. 

With Measure 5, the income tax may or may not 
be a more progressive tax. The increased exemptions 
would reduce income taxes of lower income earners 
proportionally more than those of higher earners. On 
the other hand, the increased maximum federal de- 
duction reduces the taxes of higher income earners 
more than those of lower income earners. 

The relationship between taxes paid and benefits 
received would not be changed drastically under the 
Measure 5 system, but there might be some subtle 
yet important shifts. Although the source of revenues 
for local governments would be altered, it is likely 
that the amount of revenues received and the services 

performed by local governments would not change 
substantially. 

There are two conflicting views about how local 
services should be financed. One view is that many 
local services are not related to property, and there- 
fore the property tax is an inappropriate revenue 
source. Under the Measure 5 system, the income tax 
would take on more importance in funding local serv- 
ices because it is the primary source of revenue for 
the State's share of property taxes. The other view 
is that local services should be financed with local 
funds. Under the Measure 5 plan, locally paid prop- 
erty taxes would finance a smaller share of local 
government budgets than without Measure 5. Some 
of the local government burden actually would be 
shifted away from property owners toward income 
earners, regardless of where members of the latter 
group live. 

Both the limitations on state spending (tied to the 
increase in personal income in Oregon) and the pro- 
vision for returning surplus income tax collections 
should act to constrain the size of the individual's 
income tax bill and, as a result, the size of the total 
state and local tax bill. 

Concern has also been aired that control of the 
tax system would be further removed from the in- 
dividual under Measure 5 than without it. This, too, is 
debatable. Many feel that funds from higher govern- 
ments inevitably come to have strings attached to 
them, resulting in less local control. This may present 
a problem in the future, but for now there are no 
conditions attached to the receipt of the partial state 
payment. Still, the partial state payment is a con- 
troversial aspect of the Measure 5 tax system. 

The government's perspective 
From the point of view of government, a desirable 

tax system provides revenues sufficient to meet 
planned expenditures. Under the system without 
Measure 5, local governments would be constrained 
only by the 6 percent limitation, and beyond that by 
the willingness of voters to incur higher property taxes. 
Constraints on the State would remain mainly political 
in nature. 

The Measure 5 plan would constrain local govern- 
ments more severely. The 6 percent limitation would 
remain in force at the local level. While local voters 
would retain the authority to approve (or disapprove) 
levies outside the tax base and outside the adjusted 
levy for which the State will assume partial payment, 
it is presumed that the portion of the levy financed 
in part by the State would be easier to pass than the 
added portion financed entirely by local property taxes. 
On the other hand, it is possible that it would become 
easier to pass levies that are partially state-financed 
if voters perceived they were paying only 70 percent 
of the costs. 

State revenues and expenditures would be more 
severely constrained under Measure 5. Revenues col- 
lected that exceed anticipated revenues by two per- 
cent or more would have to be refunded to corporate 
and personal income taxpayers. The State would no 
longer be likely to accumulate a large surplus of 
revenue. The revised income tax structure and the 
tying of personal exemptions to the rate of inflation 
would reduce income tax revenues below what they 

would have been otherwise. The State would no longer 
profit from inflation to the extent it has in the past. 

State expenditures would also be limited. General 
fund spending would be limited to the rate of growth 
of personal income in Oregon in the previous two 
years. Partial state payment of property taxes and 
debt service would be exempt from this provision. The 
limitation would be expected to slow the rate of 
growth in state government, reduce spending for new 
programs, and could reduce funding for existing 
programs. 

Society's perspective 
The provisions of Measure 5 alter some of the 

social considerations of the pre-1979 Oregon tax 
system. 

The property tax neutrality would change because 
of the differential assessment system that would be 
in effect under Measure 5. Recently, the assessed 
values of owner-occupied residential property have 
been increasing more rapidly than the assessed values 
of other properties. Homeowners have been assuming 
a larger proportion of the tax burden over time. Under 
the Measure 5 system, the assessed values of each 
type of property would increase by only 5 percent 
per year on the average, so the share of the property 
tax burden borne by the homeowner would be unlikely 
to continue to increase. 

To the extent that the income tax is more progres- 
sive, the labor/leisure choice and the incentive to 
save would be altered under the Measure 5 system. 
These are probably minor considerations because the 
rates on taxable income would remain unchanged. 
Most high-income earners would pay the same rate 
on additional taxable income as would be paid with- 
out Measure 5. Some low-income earners would be 
taxed at lower rates under Measure 5 than without it. 
This may actually increase their incentive to save. 

Intergenerational inequities may or may not be 
reduced under the Measure 5 system. The State would 
not finance levies for bonded debt, which is the 
most common way of distributing costs over time. 
Therefore, property tax payments for current spend- 
ing, which are partially state-financed, would be more 
attractive to voters than bonded debt. 

Intergenerational equity at the state level probably 
would not change under the Measure 5 plan. 

Finally, the tax system represented by Measure 5 
is the product of a legislative attempt to achieve cer- 
tain social goals. 

One goal is to provide tax relief to those who need 
it most. The expanded HARRP payments achieve this 
in part. The increase in direct payments and the 
increases in personal state income tax exemptions 
would most benefit the low-income earner. This repre- 
sents a social attitude that low-income earners should 
not be expected to shoulder a large tax burden. 

Property tax relief is provided solely for renters 
and homeowners. The Measure 5 system is consistent 
with a belief that the ability of an individual to own 
a home or to live in decent housing is too important 
to be limited by the ability of the individual to pay 

taxes on the property. Another reason for directing 
state payments toward individuals is that a high per- 
centage of state revenue comes directly from indi- 
viduals. 

Finally, the limitations on state spending and 
partial financing of property taxes and the provision 
for returning surplus revenues reflect the social at- 
titude that less government is preferred to more 
government. Under the Measure 5 plan, the ability of 
the state government to grow is severely limited. Local . 
government growth, while not explicitly restrained, 
likely would be less under Measure 5 than without it. 

List of Terms 
Assessed va/ue: For tax purposes, the value of a property 

as estimated by the county assessor or State Revenue 
Department. 

General fund: The major source of funds for most state 
discretionary spending. Over 80 percent of general 
fund revenue is derived from personal and corporate 
income taxes. The general fund is not committed to 
specific expenditures (as is, for example, the highway 
fund). 

Horizontal equity: The notion that taxpayers within the same 
wealth or income class should be treated equally. 

Impact ot a tax: Refers to who initially pays the tax: the 
recipient of the tax bill. 

Incidence ot a tax: Refers to the final resting place of the 
tax burden: the ultimate payer of the tax. 

Progressive tax: A tax is progressive if the percentage of 
income paid out in taxes increases as income rises. 

Proportional tax: A tax is proportional if, regardless of in- 
come, the same percentage is paid out in taxes. 

Regressive tax: A tax is regressive if the percentage of in- 
come paid out in taxes decreases as income increases. 

Shifting of a tax: Refers to the ability or inability to move 
the tax burden to someone else. 

6 percent limitation: The Oregon constitutional provision 
limiting local government annual tax base increases to 
6 percent without voter approval. (See Tax base). 

Special districts: Tax districts formed for special public 
sen/ices such as cemetery, historical, and fire protection 
districts. 

Tax base: The highest amount that may be levied by a local 
government without voter approval. It is equal to the 
levied tax base in one of the 3 previous years in which 
it levied a property tax, plus 6 percent, or an amount 
approved by voters as a new tax base. This should not 
be confused with total assessed value of property, which 
is the basis for property taxation in a district. 

Tax bill: The amount of taxes due on a piece of property. 
The tax bill is equal to the sum of the various tax rates 
applicable to the property multiplied by the assessed 
value of the property. 

Vertical equity: The notion that taxpayers with more wealth 
or more income should pay more tax than those with 
less income or less wealth. 
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Oregon Local Public Issues 

Evaluating Changes in Oregon's Tax System 

On May 20, 1980, Oregon voters will decide 
whether to continue the current tax system. Approval 
of Ballot Measure 5 would result in continuing the 
tax system adopted by the 1979 legislature. Rejection 
would result in a tax system identical to the pre-1979 
system with respect to those elements of the system 
affected by Measure 5. 

A general framework for evaluating tax systems 
is outlined in this paper, preceded by a brief review 
of the income and property taxes. Then each system— 
the system without Measure 5 and the system with 
Measure 5—is discussed in light of the tax evaluation 
framework. 

Property taxes provide 30 percent of total general 
revenue to Oregon cities. School districts derive well 
over half of their revenue from property taxes. Prop- 
erty taxes provide 23 percent of total county revenue 
in Oregon, and 32 percent of special district revenue 
(Table 1). The State does not receive any property 
tax revenue. 

In Oregon, the property tax is a tax imposed mainly 
on the value of real property. Real property consists of 
land and permanent fixtures such as buildings. Busi- 
nesses also pay a tax on business personal property. 
The tax on inventory is being phased out and will be 
eliminated on June 30,1980. 

An individual property tax bill is computed as 
follows: Each year local governments draw up a 
budget detailing expected expenditures and revenues. 
When expenditures exceed non-property-tax revenues, 
the difference is made up by a property tax levy. A 
fax rate is calculated by dividing the levy by the total 
assessed value of property in the district. A tax rate 
is usually expressed in dollars per $1,000 of assessed 
value. 

A particular parcel of property may be located 
within several taxing districts—school, city, and 
county, for example. The total tax rate is the sum of 
the tax rates of the individual taxing districts in which 
a given piece of property lies. The tax bill is the total 
tax rate multiplied by the property's assessed value. 

The income tax is by far the most important 
revenue source for the State of Oregon (Table 2). The 
tax rates are graduated so that high-income earners 
pay a larger proportion of their incomes in taxes 
than do those with lower incomes. The rates are 
applied to taxable incomes, which are determined by 
provisions of the Internal Revenue Code and state 
limitations. State and federal laws allow taxpayers 
to deduct varying amounts from gross income— 
depending on the number of dependents claimed, 
other taxes paid, contributions to nonprofit organiza- 
tions, and other exemptions. Oregon personal income 
taxes are paid by individuals, estates, and trusts de- 
riving their income from Oregon sources. 

Corporations are also subject to income taxes on 
net income derived from Oregon sources. 

Both corporate and personal income taxes are 
assigned to the state general fund. 

Table 1.  Revenue Sources for Oregon 
Local Governments, 1976 

Revenue 
(milli 

source and amount 
ons of dollars) 

Local government 

Prop- 
erty 

taxes 
State 
aid 

Charges 
and 

Federal miscel- 
aid    laneous Total 

School districts 
Cities 
Counties 
Special districts 

553 
105 
74 
44 

308 
41 
98 * 

15 
72 
72 
16 

108 
135 
76 
76 

984 
353 
320 
136 

Total 776 447 175 395 1,793 

'less than 0.5. 

Table 2. Total Current Revenues of Oregon State 
Government General Fund, 1977-79 Biennium 

Source Amount (millions of dollars) 

Personal income tax 
Corporate income tax 
All other sources 

Total 

1,493.2 
291.6 
370.4 

2,155.2 

Source: Legislative Revenue Office, Salem, Oregon. 

Evaluating Tax Systems 

Taxes and tax systems can be evaluated from 
the perspective of the individual, the government, and 
the society. The merit of a tax or tax system depends 
upon the opinion of the person doing the evaluating, 
but an individual can evaluate alternative tax systems 
from each of the three perspectives. 

The individual's perspective 

• Equity of a tax system is important from an in- 
dividual's point of view. 

It is a widely held principle of taxation that "equals 
should be treated equally." This is known as hori- 
zontal equity—those having equal ability to pay should 
bear equal shares of the costs of the government. 

A corollary of the horizontal equity principle— 
"unequals should be treated unequally"—is widely 
referred to as the principle of vertical equity. 

Extension Circular 1010 April 1980 




