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The Economic Impact of a 1% Increase
in the Washington State Sales Tax

The Washington state legislature is considering House B
which would OtemporarilyO increase the state sales t
percent. The bill includes a sunset clause that would redt
tax increase by 0.5 percent if the state unemployment rate
6.5 percent for four consecutive months, and would elimin
tax increase if the unemployment rate falls to 5 percent f
consecutive months.

The Beacon Hill Institute at Suffolk University usel
Washington State Tax Analysis Modeling ProgranS{VXNP)
model to analyze the effects that a 1 percent sales tax hik
have on the state economy and state and local taxe
collections.

Overall findings indicate that the tax hike would prolon:
deepenthe current economic downturn by destroying pr
sector jobs, reducing residentsO disposable income and
business investment.

Table 1 displays the residtsfiscal year 2011. These effect
measured against a Obaseline economyO with the cu
policies in place and measure dynamic economic effects o
changes proposed.

Quick Summary
A one-percent sales tax hike would result in:
[ Aloss of 19,400 private-sector jobs;

[0 A reduction in real disposable
income of 51.85 billion, or5193.99
per person;

[1 $97 million worth of business
investment losses;

[0 Anincrease in the state’s long-term
projected unemployment rate from
6.7% to 7.05% in 2013.
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Table 1: Economic Effects for 2011 is a response to Oan unprecedented shortfall ir

general fund and transportati@venues [that] ha

Economic Indicators Change - . .
8 threatened the state's ability to fund vital service:
Employment (Jobs) provide adequate transportation infrastructure.O
Private -19,400 However, the increase in the state sales tax
would make goods and services relatively |
Government 8,110 ] . )
expensive for individual houskls who will
Total -11,290 consume less. This change in spending will
o downward pressure on sales tax revenue colle
Investment ($ million) -96.92
The STAMP model accounts for these econc
Disposable Income, real ($ billion) -1.85 consequences in estimating tax revenue che
) ) known as a dynamic revenues estimate. Ta
Disposable Income per capita, real ($) -193.99

quartifies these effects.

While the dynamic state sales tax revenue wol

The model shows thealegax increase would ha
negative effects on the Washingstate economy
Private employment would drop by 19,400 j
while public sector employment would increass
8,100 jobs due to the higher revenue. The net ¢
would be a loss of 11,290 jobs. The job los
combined with the increase in the aafsgoods,
would lead to a fall in real disposable income.

disposable income would fall by $1.85 billion, o
$193.99 per person.

Moreover, thesalegax increase would harm busin
investment. Investment would drop by about
million as firmdn Washington realize slower sa
lower profit margins and a decreased need for
buildings and equipment.

The principal argument in favor of H.B. 3183 is tt

$1.082 billion, other state and local taxes w
decrease by $204.43 million leading to a net re
gain of only $875.05.

Table 2: Revenue Effects for 2011

Change
($m)
State Revenue 981.32
Sales Tax 1,082.48
Other Revenue Sources -101.16
Local Revenue -103.27
Total State and Local Revenues 878.05
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Should unemployment levels fall to 6.5 percer
OsunsetO fsmn in HB 3183 would kick in and
the tax increase by half. The Washington
Economic and Revenue Forecast Council expe
unemployment rate, under the baseline scene
stand at 6.7 percent in 2018ccording to the W+
STAMP model, estiates of the unemployment |
will standat 7.05 perceninder the sales tax h
proposed in HB 3183. Thus, thelestax increas
would delay the expiration date of the tax inc
since it would take longer to reach the tar
unemployment rate.

Supporters of HB 3183 contend that raising the This report was created by the Beacon Hill Institute at

tax is the only way to generate revenue and a Suffolk University at the request of the Freedom
the economic downturn. Upon review, we find Foundation’s Economic Policy Center.

HB 3183 will, in fact, increase revenue, while
to prolong and deepeithe current econom
downturn being felt by residents of Washingtor
addition to increasing the price at the registe
goods, it will also cause a higher unemploym
persist longer than is necessary.
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