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1 Introduction

As confidence in government decreases and trust in politicians” hits low,
the idea of shifting decision-making directly to citizens becomes ever more
appealing. Theoretical considerations do not provide a conclusive assess-
ment as to whether institutions of direct democracy have a positive or nega-
tive impact on fiscal and policy outcomes. According to some views, direct
democracy instruments (e.g., referendumg| and initiatives) are influenced
by narrow and special interest groups that neglect the majority view (Broder
2000); but to others, they uncover outcomes that are generally supported by
the many and affirm that more direct form of democracy may improve pro-
ductive resource allocation (Blomberg et al. 2004). The central theme of the
strand of literature sustaining the “virtuous” effect of direct democracy is
based on evidence (basically from the United States and Switzerland) that
such instruments increase the flexibility of resource allocation and lead to
lower taxes and spending. However, it is not a priori clear whether citizens
are generally more in favor of cutting or increasing public spending as this
may depend on historical, cultural or other context factors. In time of worry
for large deficits and pressure to balance the budget, this raises the question
on whether direct democracy can be a problem or a promise to better rule
modern societies.

Around half of American States and an increasing number of other coun-
tries have adopted some form of direct democracyf| The debate about the
merits of representative versus direct democracy goes back to ancient times.
It is mainly based on the difference between the “people’s rule” (i.e. democ-
racy for the Athenians) and the “public thing” (i.e. the choice of a republic
for the Romans). In real-world societies of a size too large to efficiently
vote directly on all issues, representative and direct democracy are usually
complementary institutions; in these societies, a different degree of direct
democracy can be combined with representative institutions.

The effects of direct democracy have been explored by many empirical
studies, mostly focusing on the US| which serves as an interesting labora-

We follow the Oxford English Dictionary and most of the modern literature (e.g., Feld and
Matsusaka 2003) in adopting the plural term referendums instead of referenda. See also
Butler and Ranney (1994) for further details on this grammatical issue.

Recently, Britain has held its first referendum since years (on whether to change its voting
system), and the European Union has just introduced the first supranational initiative
process. With technology making it ever easier to hold referendums and Western voters
ever angrier with their politicians, direct democracy could be on the march. Switzerland
is considered, after all, a successful model of direct democracy in the 19th century at the
federal level and in the Middle Ages at the local level.

US studies range from citizens’ voter turnout and civic engagement (Tolbert et al. 2001;
Smith and Tolbert 2004) to minority /majority rights (Gerber 1996, 1999; Hajnal et al.
2002), State economic performance (Matsusaka 2005); State and local fiscal policy (Mat-
susaka 1995, 2004); and the quality of government (Alt and Lassen 2003; Dalton 2008).
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tory thanks to a sufficient variation in types of direct democracy institutions
at the State level: more than half of all American States have some form of
initiative according to which citizens have the ability to adopt laws or to
amend the State constitution.

The issue is widely debated in US in recent history as wellf| The un-
derlying criticism of the initiative process is that it leads to irrational public
policies because voters are myopic that they would approve new spending
programs while, at the same time, cut their taxes. However, previous results
on the US (e.g., Matsusaka 1995, 2004; Matsusaka and McCarty 2001) prove
that State government spending is lower when voters participate directly in
policy decisions, i.e. initiative-States spend less than non-initiative ones.

In this study, we are interested in performing a positive analysis on
whether direct democracy institutions - considering their existence, usage,
types and the topics of concern - have effects on the main expenditure and
revenue items at the State level. The existing literature has provided a great
deal of descriptive information about voter information, initiative campaigns,
and the existence of the initiative process, while it has little to do with the
actual usage of direct democracy measures| Our paper is an attempt to doc-
ument and disentangle both the effects of initiatives, i.e. one related to their
existence and, especially, one related to their practice, with respect to fiscal
outcomes and policies across the American States and time. Moreover, it
takes into account detailed information on direct democracy measures such
as whether direct or indirect initiatives are used and which area of the pol-
icy agenda is explicitly involved (e.g., taxes, bonds, education, health, civil
rights, regulation, etc.) in order to empirically investigate the effects of these
instruments on the main fiscal variables in American States over the period
1992-2009. We follow the suggestion of Blume et al. (2009, p. 454) accord-
ing to which “[o]ne desirable extension is to divide the category ‘initiative’
into a number of more fine-grained sub-categories”, so we also extend the
content of previous works.

To make our study consistent with the standard approach, we start the
analysis considering the existence of direct democracy tools (i.e. whether
and where initiatives are possible) and we evaluate whether some fiscal ef-
fects occur. Then, we focus on the usage of the process (i.e. whether ini-

* The Economist (April 20¢#2011) affirmed that the main culprit of the huge budget hole
in California is direct democracy: “[R]ecalls, in which Californians fire elected officials in
mid-term; referendums, in which they can reject acts of their legislature; and especially
initiatives, in which the voters write their own rules. Since 1978, when Proposition 13
lowered property-tax rates, hundreds of initiatives have been approved on subjects from
education to the regulation of chicken coops. This citizen legislature has caused chaos.
Many initiatives have either limited taxes or mandated spending, making it even harder
to balance the budget”.

To the best of our knowledge, the only exception is a recent work of Matsusaka (2012),
who investigates the importance of quantifying the direct and indirect effects of the ini-
tiative, i.e. passed initiatives versus available but not used initiatives.
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tiatives are actually held in practice) so analyzing only the sub-sample of
initiative-States in relation to their fiscal performance. Hence, we search for
evidence that among initiative-States, the effect of using direct democracy
may be different to that of permitting it only. Overall, the dataset refers to a
more recent time span with respect to the existing studies, with transparent
coding criteria for the institutional and topic details[]

Our main results show that States with initiatives spend less and tax
less than those without, consistently with previous findings (e.g., Matsusaka
1995, 2004) and extending them to the more recent decade. However, among
the States providing for direct democracy legislation, it seems that the ac-
tual practice of initiatives plays a different role in affecting fiscal outcomes.
Initiative-States tend to produce smaller governments than non-initiative
States, but when voters within the initiative-States actually decide to pro-
mote an initiative, this tends to expand government intervention. The con-
tradiction in the results between possibility and actual usage of initiatives
recalls the distinction between de jure political power - whose allocation is
determined by political institutions - and de facto political power - which is
possessed by groups to solve the collective action problem (e.g., Acemoglu
and Robinson 2006, 2008). In this perspective, it cannot be taken for granted
that direct democracy will effectively constrain overspending as voters and
their representatives may face the same common pool-disincentives.

More in detail, our findings suggest that voters actually put initiatives on
the ballot to favorably influence the fiscal variables they experience more di-
rectly. On the revenue-side, this typically leads to a reduction in user fees
and charges (which are perceived individually on the basis of each citizen’s
consumption), while it gives rise to an increase in general taxation (where
the individual contribution is harder to disentangle from the collective ef-
fort). The former holds when indirect initiatives are at work, while the latter
holds when voters circumvent the legislature by using direct initiatives. On
the expenditure-side, indirect initiatives shrink State spending, while direct
initiatives increase combined State and local expenditures, indicating that
voters are more interested in spending for the public goods and services
they can see on the ground.

The rest of the paper is organized as follows. Section 2 surveys the em-
pirical literature dealing with the relationship between direct democracy
and fiscal outcomes. Section 3 briefly provides background information on
voter initiatives in the US, while Section 4 describes the data and the esti-
mation approach here used. Section 5 presents and discusses the empirical
results. Finally, Section 6 suggests some concluding remarks and questions

® This was possible thanks to the comprehensive effort conducted by the Initiative & Ref-
erendum Institute (IRI) at the University of Southern California in collecting the data for
many years, and additional information tracked on Ballotpedia (which is a free, collabora-
tive, online encyclopedia about State politics, including elections, congress, legislatures,
ballot measures, governors, etc.).
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for further research.
2 A Review of the Empirical Literature

Direct democracy institutions can make politicians more accountable and
result in policy choices that more closely match citizen preferences (Voigt
2011). Thus, the use of initiatives (and referendums) should act on gov-
ernment spending making it more in line with citizens” preferences. More
precisely, the theory of direct democracy revolves around three main ideas
(see Matsusaka 2005): i) the principal-agent problem (where the role of the
median-voter is crucial and the effect of direct democracy could be either
that of pushing policy closer to the position of the median-voter or that
of excluding the median-voter’s ideal policy as suggested in Romer and
Rosenthal, 1979); ii) asymmetric information (where the performance of di-
rect democracy relative to legislature depends on the nature of the infor-
mation required to make policy decisions); iii) issue bundling (where direct
democracy tools, such as initiatives and referendums, give citizens a way to
unbundle specific issues, so avoiding the ‘logrolling” phenomenon in om-
nibus bills).

Each of the above theoretical assumptions provides interesting insights
on whether (and when) direct democracy mechanisms are likely to be help-
ful or harmful for a country’s financial balance and inspires empirical in-
vestigations. Consistently with the scope of the paper, we focus on a group
of studies investigating the impact of the direct democracy process on fis-
cal outcomes in the US first, and then in other countries In general, most
of the literature assumes that there should be some effect in terms of taxes,
expenditure and deficits, although the direction of such effect is unclear.

A common feature of studies investigating the impact of the direct democ-
racy process on fiscal outcomes in the US is that only part of the available
data is used. Almost all consider the existence and, more rarely, the ease of
usage of the initiative process -i.e. State-with versus State-without initiatives
- so neglecting the more articulated differences among various instruments
of direct democracy (e.g., direct and indirect initiatives). Likewise, the topic
or scope for which initiative is undertaken is often not explored even though
it can vary hugely. Indeed, initiatives may concern financing single infras-
tructure projects, welfare policies, taxation, state spending and bonds, elec-
toral issues, environmental and regulation institutions, civil rights, etc. We
try to address these omissions.

As for the results, a common finding of more than ten studies (listed
in Matsusaka 2004) is that, all other things equal, initiative States tax and
spend less than non-initiative ones, at least from the mid-1970s to the end-
1990s. The “full” initiative effect is considered (see Gerber 1999), in the sense
that no distinction is made between measures inserted on the ballot by the
voters, with no direct involvement of their representatives through the leg-
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islature (known as “direct initiatives”) and measures inserted on the ballot
by legislation (known as “indirect initiatives”). Actually, this distinction is
relevant as it pertains to two different types of initiatives that are character-
ized by a different intensity of how “direct” democracy actually is.

More generally, for empirical purposes the initiative effect cannot be
measured solely by examining the propositions that actually pass (Lupia
and Matsusaka 2004), but it should also try to consider information on both
how difficult it is to use direct democracy instruments and what kind of
issues are at stake. In this line, Matsusaka (2012) proves that both direct
(i.e. initiatives change policy directly through voters approving laws that
override the legislature) and indirect (i.e. the initiative process represents a
threat that induces the legislature to change policy) effects are important in
the US, but the direct effect is several times more important than the “threat
effect”.

As for the US, beyond the findings of lower spending in initiative-States
than in those without, there are some cases showing the opposite trend.
Among others, Zax (1989) found that direct democracy institutions increased
per capita government spending in 1980 for 50 American States and 1,305
local communities; Marschall and Ruhil (2005) demonstrated that ignoring
States” voluntary adoption of direct democracy when analyzing fiscal out-
puts generate biased and unreliable estimates of initiative effects, and that
the initiative actually increased State expenditures, revenues and taxes over
the period 1960-2000. Hence, in these studies, rather than reducing the size
of the public sector, the initiative appears to have fostered and expanded
the fiscal role of State government.

This pattern is actually quite similar to the one observed by Zimmerman
(1999) and Matsusaka (2000) over the previous period (between 1900 and
1940), wherein initiative-States were more likely to require increases than
decreases in expenditure (especially for education and welfare categories).
The positive relationship between initiatives and public spending can be
explained by the fact that if the initiative makes policy more responsive to
public opinion, it is easy to note that, more often than not, public opinion
calls for more government expenditure - as it seems to be happened from
1960 to 2000 in the US (Marschall and Ruhil 2005).

Another shared result is that neither initiatives nor referendums seem to
have a significant effect on the amount of debt issued. Similar evidence for
the US is provided by Matsusaka (1995, 2004) and Bohn and Inman (1996),
wherein States with initiatives are no more likely to borrow than those with-
out initiatives. Finally, Camobreco (1998) found that initiatives have no ef-
fect on state and local (combined) per capita expenditures and tax effort in
1988 and 1990. Hence, the evidence on the net policy impact of the initiative
in the US is rather mixed (for an historical perspective see Smith 2001).

Overall, as suggested by Lupia and Matsusaka (2004), the conclusion
may be that rather than thinking of direct democracy as ideologically pre-
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disposed in a particular direction - i.e. increasing or decreasing public spend-
ing - one should think of it as a “median-reverting” institution, which pushes
policy back toward the center when legislatures move too far to the right or
left.

With regard to countries other than the US, Feld and Matsusaka (2003)
deal with the effects of mandatory fiscal referendums in 26 Swiss cantons
from 1980 to 1998 and find that cantons with such mechanisms spend sig-
nificantly less (about 19%) in per capita terms than cantons without them,
holding constant other determinants of spending such as income. They
also document an interaction between the mandatory referendum and voter
initiative suggesting that the initiative process is a substitute way to re-
strain government spending | On the other hand, Hinnerich and Pettersson-
Lidbom (2010) find that in the Swedish context going from a direct democ-
racy (in the form of local town meetings) to a representative system dramat-
ically increases political participation and redistributive spending towards
the poor (in the form of poverty relief, child welfare and basic public educa-
tion programs), possibly due to the fact that direct democracy is more prone
to capture by (rich) local elites than representative democracy.

Keeping a comparative perspective, Blume et al. (2009) propose the first
cross-country study analyzing the economic effects of direct democracy in
88 countries over the period 1996-2005 with findings only partially con-
firming prior intra-country results. Indeed, they show that total spending
(as well as that on welfare) is lower in countries with mandatory referen-
dums but, at the same time, that countries with national initiatives appear
to spend more and be more corrupt.

Finally, studies on the fiscal effects of direct democracy are also devoted
to analyze whether this process affects the vertical structure of government.
Some recent examples are provided for Swiss cantons by Funk and Gath-
mann (2011), and Galletta and Jametti (2012) and German local govern-
ments by Asatryan et al. (2013). The former estimate the impact of di-
rect democracy on government spending by using historical data and find
that it constraints canton spending with, however, more modest effects than
those previously obtained by other cross-sectional studies (e.g., Pettersson-
Lidbom and Tyrefors 2007). The Galletta and Jametti (2012) explore how the
vertical structure of direct democracy in a federal context affects expendi-
ture decisions of sub-central governments and highlight that municipalities
without fiscal referendums, but belonging to cantons with fiscal referen-
dums, present higher expenditure. Finally, Asatryan et al. (2013) show that
direct democracy had a significantly positive and robust effect on local gov-
ernment spending and revenue, diverging from the Swiss or US experience,
probably due to the fact that cooperative form of federalism in Germany

7 Likewise, Feld and Kirchgéssner (2001) find that in Swiss cantons with the mandatory
referendum, both expenditure and revenue are lower by about 7% to 11% compared to
cantons without mandatory referendums.
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results in strong common-pool disincentives on part of local voters.

More generally, our paper contributes to the wider discussion on the link
between democracy and fiscal policy. A relevant strand of literature focuses
on representative democracy, identifying the relationship between specific
electoral systems or constitutional arrangements and fiscal outcomes. Pers-
son and Tabellini (2004), for instance, analyze the effect of electoral and con-
stitutional rules on the size and composition of government spending in
a sample of 80 democracies over the period 1990-1998, finding that pres-
idential regimes induce smaller governments than parliamentary democ-
racies, while a switch from proportional to majoritarian elections leads to
smaller total government spending and smaller welfare programs as well.
These effects are particularly pronounced in better and older democracies.
Cheibub (2006), with on data for democracies in 98 countries between 1970
and 2002, shows that the GDP-ratio of the central government budget bal-
ance is higher in presidential than in parliamentary democracies and sug-
gests that this is due to the “costs of coalition” that allegedly afflict parlia-
mentary democracies but rather the higher incentives for governments to
keep budgets under control when there is president to vote for. Likewise,
Iversen and Soskice (2006) test a model on post-war data for redistribution
and its relationship with government partisanship and electoral institutions
in advanced democracies, proving that multiple veto points reduce redis-
tributive spending, while proportional systems have a direct positive effect
on government redistribution.

Although in slightly from a different viewpoint, Hessami et al. (2012)
analyze the interplay of democracy and corruption as determinants of the
composition of redistributive transfers for 34 OECD economies over the
1984-2007 period. They find robust evidence in favour of a positive cor-
relation between in-kind spending and perceived corruption in the “most
democratic” OECD countries and in those more populated by free media
and other specific institutional characteristics that normally further enhance
democratic accountability. Following these lines of research, we provide
further insights on how direct democratic institutions can further change
tiscal behaviours in countries that already have a representative democracy.

3 Direct Democracy Measures in the United States:
Characteristics and Trends
The foremost example of direct democracy in the US is the use and de-

velopment of initiatives and referendumsff| whereby “the initiative is the
means by which voters can correct legislative sins of omission and the pop-

8 A third variant are plebiscites, often used by the governing class to have its policies con-
firmed. They usually do not have a binding effect, which is why they do not play an
important role in the literature on the economic and fiscal effects of direct democracy.
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ular referendum as the means of correcting legislative sins of commission”
(Magelby 1984). The use of referendums can be prescribed by the consti-
tution for passing certain types of legislation: in this case, agenda-setting
power remains with parliament, even though citizens’ consent is required ]
but their use is less frequent than initiatives.

We focus on initiatives only as the best instrument to capture the degree
of direct democracy in the US. Initiatives allow citizens to become agenda
setters as they can directly adopt laws or amend the State constitution. More
precisely, the standard form of an initiative permits citizens to propose a
new law that can be placed on a statewide ballot (under the condition that
a predetermined number of signatures from fellow citizens is collected) and
approved or not by voters through a majority rule; if there is the approval,
the proposal becomes law.

A direct initiative is one for which citizens’ proposals are directly placed
on the election ballot and then submitted to the people for their approval/re-
jection, without any role of State legislature in this process; an indirect ini-
tiative is, instead, a proposal promoted by citizens but subject to the prelim-
inary approval of the State legislature during a regular legislative session.
Hence, the main difference concerns the degree of direct democracy entailed
by the two measures. We also take into account this difference in the empir-
ical analysis.

In the US, there is no a federal initiative process but in 2011 around half
of the American States had initiatives (either direct or indirect) m and the use
of initiatives has expanded tremendously in the past century. In particular,
the IRI calculates that there were 118 statewide initiatives in the US during
the 1950s; this figure increased to 378 initiatives in the 1990s, and remained
quite stable for the decade 2000-2009 (367 initiatives) In the period cov-
ered by our study, from 1992 to 2009, we count 1,002 initiatives put on the
ballot (650 direct and 352 indirect), of which about 53% passed. Figure A.1
(see the Appendix) shows the total number of initiatives (including those
passed and failed) for each State over our time span. The most frequent
usage is observed in California (143), followed by Oregon (119).

Details on how the initiative is administered vary across States as con-
cerns the following features: the number of signatures needed and their

9 Referendums can be popular or legislative according to the actor who “starts” the mech-

anism. In the first case, citizens have the power to refer to enacted specific legislation
for the people to either accept or reject; in the second case, an elected official, a con-
stitutional commission, the state legislature or other government/department agency
submits propositions to the people for their rejection or approval.

10 States having the initiative process are: Alaska, Arizona, Arkansans, California, Col-
orado, Florida, Idaho, Illinois, Maine, Massachusetts, Michigan, Missouri, Mississippi,
Montana, Nebraska, Nevada, North Dakota, Ohio, Oklahoma, Oregon, South Dakota,
Utah, Washington, Wyoming.

A similar trend apparently occurred at the local level, as citizens and interest groups
increasingly turned to direct democracy to advocate their positions. In addition, about
half of all cities also provided for the initiative.
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deadline and their geographic distribution; the presence of single or more
subjects on the ballot; the circulation period; the final approval and other
minor points. Finally, initiatives can aim at different levels of legislation
(constitutional versus ordinary legislation), and their scope can vary hugely
(e.g., some constitutions prohibit initiatives on budget-relevant issues). In
2009 (the latest data available in our sample), for example, headline issues
were gay rights, tax and expenditure limits; likewise, in 2008 issues con-
cerning civil and social rights represented the leitmotiv of ballot propositions
combined with tax and expenditure measures, while in 2007 it is more diffi-
cult to identify a common trend given relatively few measures on the ballot
(even though taxes and bonds are often favourite topics).

4 The Empirical Analysis

The fiscal effects related to the existence of direct democracy institutions
and those related to actually putting initiatives on the ballot are analyzed
separately. The former is more conventional in the literature and we start
from this approach consistently with previous studies - especially on the
US; the latter represents a novelty and requires more information on the
effective implementation of voter initiatives within each State year-by-year.

As a matter of fact, a State may allow initiative institutions, but it may
not use them in practice for many years. In our sample, some notable exam-
ples are Illinois and Mississippi that allow initiatives, but have actually used
them only few times in the last 20 years. In this perspective, the existence of
direct democracy institutions is not a sufficient condition to denote the ef-
fective usage of them and different fiscal effects may also arise. As affirmed
by Bowler and Donovan (2004), although many analysts treat the initiative
process as one that is essentially similar across states that permit it, there is,
in fact, a great deal of variation in the implementation of the process across
the US. Modeling the initiative process on the basis of the sole institution
may misrepresent the actual phenomenon by lumping together states that
make active and repeated use of the process and those that do not.

4.1 Existence

The unit of observation of the this part of the analysis is each American
State, excluding AlaskaE (i =1,.., 49) over the 1992-2009 period. Hence,
we have a strongly balanced panel based on annual data for a total of 882
observations. The “existence” benchmark specification is the following:

12 Alaska is not included in our estimations as it is a significant spending/revenue outlier
(due to oil severance taxes) as well as an initiative-State. Thus, including it alone can
create a positive connection between spending and direct democracy, also because of the
lack of good controls for oil revenue among our right-hand side variables, and distort the
findings. Previous works on the US adopt the same correction (e.g., Matsusaka 1995).
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Fiscal_item;; = o + BExistence_dd; + Z yControly it +ve +ei (1)
k=1

where Fiscal_item;; denotes the dependent variable representing the main
fiscal items (e.g., general revenue; taxes; charges; general expenditure) ex-
pressed in per capita current dollars and used one at a time. The dependent
variables are described more in depth in Section 4.3.

On the right-hand side of equation (1), Existence_dd; stands for a dum-
my variable indicating whether or not a State provides legislation allowing
for voter initiatives (i.e. dummy = 1 if State permits initiatives; 0 otherwise).
This proxy for direct democracy - which is time-invariant - is traditionally
referred to in the literature and captures only the existence of the initiative
process neglecting, instead, its actual usage. In this respect, the existence-
decision sounds as a top-down handout, while the usage-decision mostly
captures a bottom-up will. The initiative status was established in most
States many decades before the sample period, so we can assume that the
decision to adopt them is, in practice, exogenous to policy decisions made
in the sample period - as do in most previous studies (e.g., Matsusaka 1995,
2004; Lascher et al. 1996; Bowler and Donovan 2002)]15] Given that States’
decisions on whether to contemplate these institutions are very far in time
(several decades before the period of this study), they can be considered
exogenous to the fiscal variables under investigation.

By estimating the effect of direct democracy existence on the main fis-
cal variables, we also control for other socio-economic factors that may af-
fect State fiscal policy, making our study consistent with the conventional
approach (e.g., Matsusaka 1995). The set of controls (Controly ;) includes
demographics variables at the State level such as: population density (POP-
DENS) in order to capture the presence of economies of scale in providing
government services; the annual growth rate of population (POPGROWTH)),
which is expected to lead to a short-run demand for public spending that
usually requires, in turn, some form of taxation; the percentage of pop-
ulation with total full- and part-time employment by industry (INDUS-
TRY_POP) to control for potential differences between more and less de-
veloped area in benefits of spending and costs of rising revenue.

In addition to demographic variables, income per capita INCOME_PC)
is included among the covariates as it represents a predictor of government

13 To our knowledge, a notable exception is the work of Marschall and Ruhil (2005), who
explicitly address the potential endogeneity of the initiative, even considering combined
state and local spending and taxation. Moreover, Funk and Gathmann (2011) also deal
with the bias from observed feedback effects between spending trends and the strength
of direct democracy in a Swiss canton. In their case, this choice is supported by the fact
that they consider a time span of about 100 years during which a number of substantial
changes in direct democracy institutions took place and they should be carefully exam-
ined.
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size and public expenditure in the long run and it has a natural relationship
with the revenue side. Federal revenue transfers to States (FEDERALREYV)
belong to the controls of equation (1) as they can play a role in affecting
States’ fiscal decisions concerning both sides of the budget and, at the same
time, they can be assumed exogenous with respect to such decisions@ Fi-
nally, year dummies (v;) are used to control for federal shocks that may
affect more than one State at the same time, while ¢;; is the standard error
term. To get heteroskedasticity and autocorrelation (up to some lag) consis-
tent standard errors, we use the Newey-West estimator with lag length one
after observing the residuals correlation over time (results are consistent by
increasing the lag-structure up to three lags)

4.2 Usage

When analyzing the effects of using direct democracy tools, we focus our
attention only on initiative-States (i.e. those that actually allow initiatives)
and analyze what happens on fiscal outcomes when initiatives are actually
held. Hence, the unit of observation of the second part of the analysis is
each initiative-State, always excluding Alaska (i = 1,..., 23), during the same
time period (t = 1992,..., 2009). The panel remains strongly balanced with
391 observations due to a fewer number of States and the use of a one-year
lagged model. The general “usage” specification is the following;:

Fiscal_itemy = o + Z B;jUsage_dd; ;1 + Z YControly it +ve + €. (2)
j=1 k=1

On the left-hand side of equation (2), the dependent variables are the same
as those used in equation (1). On the right-hand side, instead, we intro-
duce a variable, Usage_dd;;_1, which stands for the year-by-year usage of
different measures of direct democracy. Passing from more general to more
analytical exploration, we develop three specifications of this model. First,

4 For States, amounts received directly from the federal government includes federal
grants and aid, payments-in-lieu-of-taxes on federal property, reimbursements for State
activities, and revenue received but later transmitted through the State to local gov-
ernments. Even if federal aid is endogenous, its inclusion does not bias estimates as
block grants, general revenue sharing and also categorical grants and matching funds
are awarded on the basis of formulas set by federal officials (e.g., Congress or admin-
istrators), so reflecting political bargaining at the federal level (Matsusaka 1995). As a
result, a State’s ability to increase its fiscal aid by altering its fiscal behavior may be small
(see also Hale and Palley 1981).

15 Given the persistence of the dependent variable, the error term is likely to be serially cor-
related. The Newey-West estimator (1987) with lag length zero is identical to the White
estimator. Although Newey-West standard errors have initially been proposed for use
with time-series data only, panel versions are also available. Robustness checks are per-
formed by using Fixed-Effect panel estimator with robust standard errors (estimations
are not reported in the paper but available upon request).
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we consider the general question related to any initiative actually occurring;
then we check on the impacts of different types of initiatives being held (di-
rect or indirect). When analyzing the types of initiative, we also consider
the percentage of those which were successful, i.e. passed with a major-
ity of votes. Finally, we look into which policy topics are being addressed
when actually putting the initiatives on the ballot (grouping them accord-
ing to six different major policy categories). Details of all these measures
are reported in the next section before discussing the results. In all cases,
a dummy variable indicates whether an initiative has actually taken place
considering these three cases: in general; for each type; for each topic.

With respect to the existing literature, focusing on whether an initiative
was held or not in a given year and in a given State, rather than on the mere
existence of institutional frameworks allowing for initiatives to take place,
is a novelty[™| Indeed, we are able to exploit not only the variation in direct
democracy legislation but the actual usage of initiative measures.

Even though several initiatives might be held by the same State in the
same year (as described in Section 3), counting their frequency does not
necessarily lead to a straightforward indicator of intensity, thus leading us
to prefer a dummy variable instead, consistently with other studies focus-
ing on direct democracy practice beyond its existence (e.g., Asatryan et al.
2013). Moreover, one same initiative might contain one or more proposi-
tions and questions, and initiative ballots tend to feature more measures in
general election years than in the others, making an equal comparison dif-
ficult. Finally, some States place a limit on the number of initiatives which
can be submitted to the voters at any one election.

In each of the three specifications of equation (2), the direct democracy
usage-variable is lagged by one year. It makes sense that fiscal effects - if
any - will not occur in the same year initiatives are held but, reasonably,
later on; furthermore, voter initiatives mostly take place at the end of the
year, in November (coupled with general elections). Hence, our benchmark
specification is based on a different time-unit for fiscal outcomes respect to
direct democracy events in order to take into account the not-instantaneous
effects of initiatives.

This strategy also contributes to avoid potential reverse causality prob-
lems between fiscal outcomes and initiative usage, allowing for a time lag
between them. It might not be enough to guarantee causal inference, as
some initiatives could be the response to emerging problems in fiscal pol-
icy. However, most initiatives in our time period do not strictly refer to
fiscal variables, but to broader society arrangements (e.g., same sex mar-
riage, adoption, decriminalizing marijuana, hunting, environment regula-

16 In fact, to the best of our knowledge, the only exception is the study by Asatryan et al.
(2013), who also focus on the actual usage of direct democratic tools rather than on the
institutional features alone. Like us, they use a dummy variable indicating whether an
initiative/referendum has taken place in a given state/town and year.
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tion, property rights, and legislature mechanisms) that more probably have
an effect on revenues and expenditures only in the very long run

The rest of the right-hand side variables are the same as equation (1),
with the exception of state-fixed effects («;) that are here added to control
for State-specific time-invariant variables. As before, each regression is es-
timated through the Newey-West estimator (with lag length one) allowing
standard errors that are robust to heteroskedasticity and autocorrelation ]
Summary statistics on explanatory and controls variables of equations (1)
and (2) are reported in Table A.1 (see the Appendix). Demographic and em-
ployment data come from the Regional Economic Accounts provided by the
US Bureau of Economic Analysis (BEA); detailed data and qualitative in-
formation on direct democracy measures are derived from the Initiative &
Referendum Institute (IRI).

4.3 The Dependent Variables.

We essentially look into fiscal and economic data referring to the State
government sector. There are several reasons for focusing our analysis main-
ly on the State level. State-wide initiative measures sometimes concern ex-
penditures and revenues handled by local governments but the majority
of spending functions is allocated at the State level and their general ex-
penditure also includes intergovernmental resources from States to lower
tiers of government (mainly local units and districts). Likewise, most taxes
(basically sales taxes, VAT and tax base sharing for income) are decided and
administered by each State. Moreover, States have a higher degree of auton-
omy on tax/expenditure decisions than local governments, whose finance
basically depends on intergovernmental grants. Finally, the organization of
the local government sector is at the discretion of the States and the struc-
ture of lower tiers is quite different across States, making difficult to provide
a general framework concerning the functions of the various forms of local
authorities 7]

17 We analyze the correlations between the main fiscal variables and the number of initia-
tives held State-by-State finding low values (i.e. under 0.2) for all fiscal items even when
four-year averages are considered.

18 Robustness checks are performed by using FE panel estimator with robust standard er-
rors (estimations are not reported in the paper but available upon request).

19 For example, California’s Proposition 98 in 1988 requiring the State to provide specified
minimum levels of spending for schools districts, and California’s famous Proposition
13 in 1978 cutting local property taxes.

20 Even though conceptually it makes sense to look for the effect of statewide initiatives on
combined State and local spending, it may be more interesting to investigate how the
cuts and increases in the overall government size were achieved, i.e. whether they come
from State governments or local governments or both. This approach is followed by Mat-
susaka (2004) when he deals with the question of whether initiatives have any effect on
the distribution of government spending between the State and the local level, finding
that initiative-States spend 13% less per capita at the State level than non-initiative ones,
but they also spend 4% more on the local level. Additionally, the effect of the initiative
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As for the initiative process, it is worth noting that in many towns and
cities local initiatives actually exist, and they usually allow voters to pro-
pose charter amendments or municipal ordinances. However, our dataset
does not include this kind of information that could basically affect local
tiscal patterns but that is unlikely to impact on the State level More im-
portantly, constitutional limitations from the State level exist and they con-
fine initiatives (and referendums) to the authority of the legislative branch
of State government. It follows that: i) on the local level initiatives and ref-
erendums are confined to State grants of power to local legislative bodies;
ii) courts rely on to limit direct democracy concerns resolutions and ordi-
nances in local government, then initiatives may address only those areas
subject to regulation by ordinance; iii) local initiatives (or referendums) are
invalid if they relate to statewide affairs (for further details see Olson 1972
and Gunn 1981).

On the other hand, given that there are statewide initiatives that may
impact on local expenditures, we do analyze combined State and local fis-
cal outcomes to provide additional information and as robustness test (see
Section 5.5).

In detail, the fiscal items considered as dependent variables are general
State expenditure, general revenues, taxes and charges (i.e. Fliscal_item;).
We start with general expenditure, which includes direct general expendi-
ture (comprising basically the payment of salaries, retirements of former
employees, current operations, capital outlay, debt interests, subsidies and
assistance) and intergovernmental expenditure (representing the grants, sha-
red taxes, contingent loans and advances, and any significant and identifi-
able amounts or reimbursement paid to other governments in exchange for
specific services or activities), so to avoid underestimating the role of State
government in spending decisions even outside the functions it performs
directly/]

The revenue side is also explored as dependent variable in equations
(1) and (2) to analyze how direct democracy institutions affect the way in
which expenditures are financed. In this perspective, we consider three
main items: i) general revenues (net of intergovernmental revenue); ii) taxes;
iii) charges/”| More precisely, we consider general revenues basically from

on State spending is more “dramatic” than one for combined “State plus local” spend-
ing (4% less) over the same period, suggesting that such institutional tool may be more
important for the spending composition rather than for its level.

2 T the largest cities, initiatives and referendums are actually the rule, not the exception.
However, provisions for initiatives and referendums vary considerably across cities and,
in some cases, only a restricted amount of topics can be addressed. For example, New
York limits initiatives to charter amendments that pertain to the “manner of voting” or
those that abolish or create offices. San Antonio and Detroit do not allow initiatives to
appropriate money or to levy taxes. For a more extensive review, see Matsusaka (2003).

22 The money raised by the State, and then transferred to a local government showing up
as a local expenditure, is included in the first aggregate.

23 General revenue is all government revenue except utility, liquor store, and insurance
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“own sources”, say revenues in the form of taxes or charges but not coming
from the federal government; the latter are, instead, used as control variable
in both equations.

Descriptive statistics of all dependent variables - used one at a time in
the empirical analyses - are reported in Table A.2 in the Appendix. Fiscal,
economic and financial data are derived from the Annual Survey of State Gov-
ernment provided by the US Census Bureau.

5 Results and Discussion

Results are grouped into different cases referring to the effects of both
direct democracy existence from equation (1) and direct democracy usage
from equation (2) on fiscal items. We start by presenting results related to
the variable Existence_dd;; for each dependent variable on a whole sample
of the American States. Then, we show results related to the Usage_dd;;_;
variable, considering its three main dimensions: the general usage of initia-
tives; the usage of initiatives by type; the usage of initiatives by topic. The
Usage_dd;,_, specifications are referred to the sub-sample of initiative-States
only. Finally, we provide some robustness checks using State and local fis-
cal aggregates. Each case is treated and discussed separately in the next
sessions.

5.1 The Existence of Direct Democracy

Table 1 shows estimation results from equation (1), where each column is
a regression referred to a specific fiscal item and the variable Existence_dd;
is a dummy equal to 1 if State permits initiatives in year ¢. In all regressions,
we observe that the coefficient on the initiative dummy variable is almost
always statistically significant at the conventional level across specifications
and its negative sign indicates that, on average, initiative-States spend and
tax less than representative States over the whole period. Overall, these re-
sults confirm the common finding of many studies on the US (see Matsusaka
2004 for a review)@

Moreover, the magnitude of the coefficients is lower for the expenditure

trust revenue; we voluntary exclude intergovernmental revenues (mainly from the fed-
eral government) from this definition. Taxes are compulsory contributions exacted by
a State government for public purposes, other than for employee and employer assess-
ments and contributions to finance retirement and social insurance trust systems and for
special assessments to pay capital improvements. It consists of all taxes imposed by State
(e.g., property tax, sales tax, and income tax revenues). It excludes charges for services
and revenues from utilities and liquor stores. Charges are revenue received from the
public for performance of specific services and from sales of commodities and services,
expect liquor store sales. This includes fees, assessments, and other reimbursements for
services, rents, etc.

24 These results are confirmed when combined State and local expenditure or revenue is
taken as dependent variable (not reported in the paper).
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Table 1 - The Existence of Direct Democracy

. General General Revenue
Variables . . Taxes Charges
Expenditure (net of intergov. revenue)
Existence_dd: -90.0%* -104** -48.8 -55.5**
(51.0) (44.9) (34.8) (22.0)
INCOME_PC 0.75%** 0.60*** 0.43*** 0.17%%**
(0.073) (0.062) (0.046) (0.039)
FEDERALREV 1.13%** 0.38%** 0.20*** 0.18***
(0.094) (0.067) (0.056) (0.037)
POPGROWTH -89.3%** -39.9%* -8.76 -31.1%%*
(28.7) (20.1) (16.7) (10.6)
POPDENS 1.10%** 0.85%** 0.73*** 0.12**
(0.13) (0.11) (0.089) (0.051)
INDUSTRY_POP 5.23 26.3%** 15.5%** 10.9%**
(5.53) (5.22) (4.22) (2.39)
Constant 82.9 -1,261%** -710*** -55]***
(328) (283) (226) (133)
State dummies No No No No
Year dummies Yes Yes Yes Yes
Observations 882 882 882 882
Number of States 49 49 49 49
F test 0.000 0.000 0.000 0.000

Significance level: *** p<0.01, ** p<0.05 * p<0.10.
Note: The dependent variables are expressed in per capita current dollars. The data are pooled from 1992 to 2009
(Alaska is excluded from all regressions). Coefficients on year dummies are not reported in the table. Newey-West
(1987) robust standard errors (assuming a one-lag autocorrelation structure of the error term) are in parentheses.
Source: Authors’ elaborations
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regression than for those related to revenue items. Considering the revenue
side, it seems that permitting initiatives has an effect on the tax mix: overall
initiative-States raise less general revenue, all other things equal, but while
they collect less revenue from charges than non-initiative-States, no relevant
effects emerge for taxes (i.e. the initiative coefficient is not statistically sig-
nificant). Hence, the possibility of initiatives is likely to alter the way in
which funds are raised: broad-based taxes are not affected, while user fees
and charges for public services decrease. The reason why voters may pre-
fer to decrease charges than taxes through the initiative mechanism is that
they can better perceive the link between expenditure and revenue decisions
when charges are used, instead of taxes, as there is a higher correspondence
between those who benefit from government spending and those who pay
for it.

As for the controls, income per capita (INCOME_PC) is positive and
highly statistically significant in all specifications: income is, as expected,
the most important driver of general expenditure and it also has a strong
relationship with general revenues and taxes, recalling that direct democ-
racy is not the key element in shaping fiscal policy. The same holds for
the percentage of population working full- and part-time by industry (IN-
DUSTRY _POP) and for federal aid (FEDERALREV) across different spec-
ifications. Among the demographic variables, population growth (POP-
GROWTH) and population density (POPDENS) tend to work in opposite
directions, while the year-dummies do explain the variation in each fiscal
item over the sample period.

To sum up, allowing the initiative process drives down both taxes and
spending. Hence, the view according to which voters are short sighted so
voter initiatives would favor tax cuts and, at the same time, increase spend-
ing, so forcing the government to borrow until it runs out of credit, is not
supported by our findings. Finally, it is worth noting that variables reflect-
ing the presence or absence of initiatives perform well in estimating the
adoption of this policy across the 49 States, however this tells us little about
how the variation in institutional rules affects the variation in policy. To this
purpose, we should pass to the usage analyses.

5.2 The General Usage of Direct Democracy

Table 2 reports estimates of equation (2), where each column is a re-
gression referred to the four dependent variables one at a time. The vari-
able Usage_dd;;—; is a dummy one-year lagged, which is equal to 1 when
an initiative-State has actually used and voted direct or indirect initiatives
year-by-year during the period 1992-2009.

Direct democracy practice is statistically significant and positively asso-
ciated with the most important fiscal items: general expenditure, general
revenues and taxes. Hence, actually putting initiatives on the ballot leads,
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Table 2 - The General Usage of Direct Democracy

. General General Revenue
Variables . . Taxes Charges
Expenditure  (net of intergov. revenue)

Usage_dd+1 43.9* 54.2%* 40.8** 13.3
(26.2) (25.2) (20.5) (11.0)
INCOME_PC 0.53%** 0.42%** 0.41%** 0.012
(0.11) (0.11) (0.10) (0.037)
FEDERALREV 0.83%** 0.23%* 0.28%** -0.048
(0.090) (0.11) (0.093) (0.033)
POPGROWTH 65.2* 61.0** 33.5 27.4%*
(34.4) (26.5) (25.2) (11.2)
POPDENS 3.60 0.62 3.29 -2.67***
(3.73) (2.69) (2.14) (0.97)
INDUSTRY_POP 1.37 89.8%** 70.5%** 19.3***
(12.5) (22.0) (17.4) (6.60)
State dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
Observations 391 391 391 391
Number of States 23 23 23 23
F test 0.000 0.000 0.000 0.000

Significance level: *** p<0.01, ** p<0.05 * p<0.10.

Note: The dependent variables are expressed in per capita current dollars. The data are pooled from 1992 to 2009
(Alaska is excluded from all regressions). Coefficients on year- and state-specific fixed effects are not reported in
the table. Newey-West (1987) robust standard errors (assuming a one-lag autocorrelation structure of the error
term) are in parentheses.

Source: Authors’ elaborations

on average, to more spending and taxation among States permitting initia-
tives.

Compared to findings on the existence effects, two points should be
noted. First, passing to some extent from de jure to de facto political power
when qualifying the existence of initiatives with their usage, the importance
of such instruments emerge in differently permitting State’s political sys-
tem. States like California and Oregon, where initiatives are a regular part
of the political landscape, should not be treated like Illinois, Mississippi,
and Wyoming, where rules nominally grant the option for using initiatives
but decades pass before any measure is ever qualified. When actually used,
policy tends to more closely match the preferences of the median voter and
public opinion in initiative-States, leading to outcomes less fiscally conser-
vative and more prone to government intervention into the economy (see
also Smith and Tolbert 2007). Second, the usage-result suggests that the
mere existence of direct democracy measures is not a sufficient condition to
be more fiscally “virtuous” as a whole, i.e. to tax and spend less, because
when citizens actually call for initiatives that are voted, they seem to con-
tribute to increasing both State revenues and expenditures.

http:/ /www.rei.unipg.it/rei/article/view /112 19



REVIEW OF ECONOMICS AND INSTITUTIONS, Vol. 5, Issue 1 - Winter 2014, Article 2

In short, the actual implementation of direct democracy measures ap-
pears to have increased the size of the public sector and both sides of the
budget during the years 1992-2009 for initiative-States. Comments on the
control variables are similar to those drawn in the previous section.

5.3 The Usage of Direct Democracy by Type

Table 3 shows estimation results when Usage_dd;;—, is represented by
two one-year lagged dummies denoting the type of instrument used: a
dummy D equal to 1 if initiative is of direct type; a dummy I equal to 1
if initiative is of indirect type. We also add the share of initiatives passed
by type one-year lagged, i.e. the proportion of indirect initiatives passed
over their total; the proportion of direct initiatives passed over their total.
This specification is adopted to disentangle the impact of measures charac-
terized by a different intensity of direct democracy involved (i.e. direct >
indirect) and to take into account the ex-post effect by including the voting
results. The other right-hand side variables are the same as in the previous
specifications.

Looking at Table 3, it is worth noting that the type of initiative used
seems to matter. The usage of indirect initiatives (I) mostly contributes to re-
duce fiscal outcomes. Per capita general expenditures are $102 lower when
initiative-States effectively implement initiatives of I type and per capita
user fees and charges for services are significantly reduced (by $33), but
without affecting general revenue. On the other hand, direct initiatives
(D) show positive and statistically significant coefficients on general rev-
enues and taxes, suggesting that when the stronger the institutions of direct
democracy used, broad-based taxes are being increased. In monetary terms,
D initiatives are likely to increase general revenues and taxes respectively of
about $57 and $52.7 per capita.

The result achieved by the previous literature (see Matsusaka 2004 for a
survey) according to which, all other things equal, initiative-States tax and
spend less than non-initiative ones can be better qualified by our findings
whereby, across initiative-States, this reduction-effect holds when initiatives
implemented belong to the indirect type. It should be recalled that indirect
initiative process requires proponents of an initiative who have gathered
enough signatures to put that measure on the ballot to first bring their pro-
posal to the legislature and see if the measure can be legislatively enacted. If
the legislature and the initiative proponents come to an agreement, the leg-
islature would enact that law. This means the indirect initiatives go through
a preliminary approval of the State legislature during a regular legislative
session bringing them closer to the ordinary law making and budget mak-
ing process.

On the other hand, when measures are inserted on the ballot by the vot-
ers without any role of State legislature, the initiatives are of direct type and
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Table 3 - The Usage of Direct Democracy by Type

Variables General General Revenue Taxes Charges
Expenditure (net of intergov. revenue)
Dummy for usage Ir.1 -102** -12.9 19.8 -32.7*%*
(43.7) (45.9) (40.6) (13.8)
Dummy for usage D:.1 43.1 57.0*%* 52.7*%%* 4.32
(33.3) (27.7) (22.7) (12.9)
Share of | passed:.-; 99.5* -21.7 -53.7 32.1*
(53.4) (61.5) (52.0) (17.8)
Share of D passed:.1 -18.6 -32.8 -39.2 6.43
(41.0) (33.1) (27.3) (13.2)
INCOME_PC 0.54%*** 0.43%** 0.42%** 0.014
(0.11) (0.12) (0.10) (0.037)
FEDERALREV 0.82%*** 0.23%* 0.28*** -0.050
(0.090) (0.112) (0.094) (0.033)
POPGROWTH 58.2* 61.9%* 36.1 25.8%*
(33.7) (27.1) (25.3) (11.3)
POPDENS 3.27 0.68 3.47 -2.79%**
(3.68) (2.65) (2.13) (0.98)
INDUSTRY_POP 5.60 90.5%** 70.2%** 20.3***
(13.0) (21.7) (17.0) (6.77)
State dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
Observations 391 391 391 391
Number of States 23 23 23 23
F test 0.000 0.000 0.000 0.000

Significance level: *** p<0.01, ** p<0.05 * p<0.10.

The dependent variables are expressed in per capita current dollars. The data are pooled from 1992 to 2009
(Alaska is excluded from all regressions). Coefficients on year- and state-specific fixed effects are not reported in
the table. Newey-West (1987) robust standard errors (assuming a one-lag autocorrelation structure of the error
term) are in parentheses.

Source: Authors’ elaborations
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voters basically circumvent the legislature by expanding general taxation,
possibly to serve additional expenditure (although the effect on this vari-
able is not statistically significant).

One cannot conclude that initiative-States always spend and tax more
when the initiative process is effectively implemented as it depends on which
type of initiative is at work: only the usage of direct initiatives (D) seems to
produce an expansionary fiscal effect (at least on the revenue side), while
the usage of indirect initiatives (I) tends to have a constraining fiscal effect
(mostly on the expenditure side).

5.4 The Usage of Direct Democracy by Topic

The third part of the analysis tries to add the importance of consider-
ing direct democracy practice by topic in order to capture more details on
what has been happening. In this respect, we cover the gap in the literature
where several studies were limited in investigating the policy effect of initia-
tives in only one or two policy areas, while many improved ways should be
adopted to measure the extent of the initiative use (for a review see Bowler
and Donovan 2004).

The topic of each initiative identifies its scope and purpose. As already
discussed, topics can vary widely (e.g., taxes, spending, bonds, education,
health, regulation, business, constitutional issues, environment, civil rights,
government administration, etc.).

Keeping this in mind, we re-estimate equation (2) for the same initiative-
States sub-sample after grouping all topics observed on the ballot into six
categories selected as the most frequently at stake from 1992 to 2009. Six
dummies variables are built and included in one-year lagged values to rep-
resent Usage_dd;;—; in equation (2). More precisely, we consider: a) Bond and
State Spending (i.e. the dummy is equal to 1 when the initiative implemented
contains propositions concerning bond or State spending; the same logic is
adopted to define the other five topic-dummies); b) Education and Health; c)
Taxes and Revenues; d) Regulation and Environment; e) Election and Administra-
tion of government; f) Other as a residual category including all other possible
topics put on the ballot.

Figure A.2 (see the Appendix) shows the percentage composition of the
six topics in each initiative-States over the period 1992-2009. The first five
categories represent more than 80% of the total, and within each group di-
rect initiatives (D) are more than indirect initiatives (I), with the exception
of Bond and State Spending. In this part of the analysis, we deliberately ne-
glect the type of initiative (i.e. D and I) in order to isolate the effects of the
different propositions content put on the ballot.

Analyzing the single initiatives” content to separate those expected to in-
crease revenue/expenditure from those expected to have a contrary effect
is a lengthily and not obvious task. For typical propositions related to, for
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example, Civil rights, even after reading the actual contents of the proposi-
tions, in the short term we do not expect a clear impact on fiscal variables.
But also for initiatives that are more directly connected to tax and spending
decisions (such as propositions referred to the category Taxes & Revenues),
topic categories are not per se necessarily related to a particular directional
outcome on spending and revenue variables. The analysis actually reveals
patterns one would not necessarily expect.

Estimation results on the usage of direct democracy by topics are re-
ported in Table 4. The initiatives on Taxes and Revenues concern issues re-
lated to increasing specific taxes and dedicating them to specific expendi-
tures, as well as the more general issue of reducing taxes (albeit in the time
period analyzed in this paper the latter category is more frequent). These
occurrences do not have a significant impact on any of the more general
fiscal items.

The Education and Health topic seems to be relevant for charges. Indeed,
its coefficient is positive and statistically significant suggesting that ques-
tions usually referred to organizational, administrative and managerial as-
pects of those services may favor increases in revenues coming from the
public for performance of such services. As a matter of fact, the two largest
revenue sources classified as charges were tolls from roads and tuition pay-
ments for education.

A persistent positive effect on fiscal variables comes from topics on Elec-
tion and Administration of Government whose questions seem to favor an in-
crease in general revenues, taxes, and general expenditures. This is likely
to occur when propositions on the ballot concern, for example, legislator
salaries, extension of legislative term limits and other similar subjects also
referred to the authority of counties, cities, towns and villages, and more
generally involving constitutional and institutional relations among differ-
ent entities of the public sector.

Finally, Bond and State Spending topics do not have statistically significant
impact (at least at 10%) on fiscal outcomes. Nevertheless, they basically hold
positive coefficients for spending items and negative ones for revenue items.

In general, questions on State Spending are usually put on the ballot to
limit the growth of expenditures (i.e. TELs) with a direct effect on the tax
side of the budget as fewer resources can be probably needed to finance a
lower level of spending. In turn, Bond propositions usually contribute to
increase spending. At the same time, voters might be willing to propose
bond measures as an alternative financing mechanism with respect to tax-
ation (although this view could end up being a bit myopic as it does not
consider interests’” payment that must be paid on bonds).

In general, these results uncover correlations in the data, although they
may not be considered proof of causality. They should be considered ex-
ploratory of the fact that, even knowing in more detail the contents of the
initiative, does not necessary imply clear-cut fiscal effects.
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Table 4 - The Usage of Direct Democracy by Topic

General

General Revenue

Variables Expenditure (net of intergov. revenue) Taxes  Charges
Bond & Spending:.-1 14.1 -23.8 -35.2 11.4
(40.0) (36.2) (30.8) (11.4)
Education & Healtht.1 9.96 -2.49 -19.3 16.8*
(31.9) (26.3) (23.2) (10.2)
Taxes & Revenuest. -39.0 23.9 13.8 10.1
(29.7) (26.8) (22.0) (10.0)
Regulation & Environment:.; -11.1 -49.1* -37.8 -11.4
(33.0) (25.9) (23.5) (9.97)
Election & Admin of Govt.1 63.1** 53.8%* 46.0** 7.76
(26.9) (25.3) (22.0) (9.33)
Othert.1 -37.3 3.70 25.8 -22.1%*
(30.6) (31.9) (27.6) (10.7)
INCOME_PC 0.53*** 0.40*** 0.39%** 0.012
(0.11) (0.11) (0.098) (0.037)
FEDERALREV 0.83%** 0.24** 0.29*%**  -0.045
(0.096) (0.11) (0.095) (0.033)
POPGROWTH 71.5%* 68.0%** 37.8 30.1%**
(33.4) (26.0) (24.4) (10.9)
POPDENS 3.19 0.079 2.62 -2.54%**
(3.58) (2.66) (2.12) (0.94)
INDUSTRY_POP -1.16 87.1%** 69.8***  17.3%**
(12.6) (21.4) (17.1) (6.44)
State dummies Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes
Observations 391 391 391 391
Number of States 23 23 23 23
F test 0.000 0.000 0.000 0.000

Significance level: *** p<0.01, ** p<0.05 * p<0.10.

The dependent variables are expressed in per capita current dollars. The data are pooled from 1992 to 2009
(Alaska is excluded from all regressions). Coefficients on year- and state-specific fixed effects are not reported
in the table. Each topic is expressed through a dummy variable in one-year lagged values. Newey-West (1987)
robust standard errors (assuming a one-lag autocorrelation structure of the error term) are in parentheses.

Source: Authors’ elaborations
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5.5 The Effects of Using Direct Democracy on State and Local
Fiscal Outcomes

Overall, the results suggest that there may be a different pattern of effects
when it comes to the variation in the actual use of initiatives rather than in
the institutional rules related to direct democracy across States. The latter
may not provide a fully comprehensive measure of direct democracy (as
suggested also by Bowler and Donovan 2004, and Asatryan et al. 2013).

Voters usually use initiatives when their representatives’ preferences are
diverging too much from their own preferences. When indirect initiatives
are put on the ballot, the proposals they contain have already been reined in
by the legislature and administration officials. In some way, this leads to a
reduction of State general expenditure and a shift towards lowering the di-
rect burden of service-based tariffs and charges. But when direct initiatives
are held, voters circumvent legislature’s preferences and they tend to ex-
pand general taxation related to everyone, possibly in the attempt to serve
additional expenditure, closer to their own control, i.e. at the local level.

This explanation is confirmed by looking into the effects of initiative us-
age on wider set of fiscal variables including consolidated expenditure and
revenue, i.e. the sum of State and local governments@ Indeed, as shown
in Table 5, when all local expenditures are considered in addition to those
provided for by State-level transfers, direct initiatives yield a significant in-
crease in general expenditure (column 3).

In addition, Table 5 provides a robustness check to the previous analyses
in Tables 4-6. The first two columns refer to the general usage model; the
third and fourth to the usage of direct democracy by type; the last two report
tindings for the usage of direct democracy by topic. We confirm evidence of
a positive and statistically significant (even at 10%) correlation between the
general usage of initiatives and both combined State and local government
general revenue and expenditure (reinforcing the results shown in Table 2).
In monetary terms, Usage_dd;;—; increases aggregated revenues and spend-
ing respectively of about $75 and $70 per capita.

Passing to usage by initiative-type, robust results emerge in the case of
D initiatives with positive and significant coefficients for both the depen-
dent variables (as in Table 3). In the case of indirect initiatives, however, no
significant effects emerge on consolidated fiscal items. The same holds in
the case of the usage by initiative-topic, with the exception of propositions
on Election and Administration of Government confirming a persistent positive
effect on State and local expenditure as that found in Table 4.

2 Unfortunately, the increase in the spending and revenue definitions comes at the cost of
losing some years (i.e. 2001 and 2003), and then observations, during which data on State
and local are not available from the official source (US Bureau of Census).
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Table 5 - The Usage of Direct Democracy with State and Local Consolidated Fiscal
Items

General General General
General General General
. . Revenue . Revenue . Revenue
Variables Expenditure (State & Expenditure (State & Expenditure (State &
(State & Local) (State & Local) (State & Local)
Local) Local) Local)
Usage_ddt.1 70.1* 75.1*
(38.9) (39.3)
Dummy for usage It - - -45.7 -26.2 - -
- (73.6) (60.3)
Dummy for usage D1 - - 100** 102%* - -
- - (47.1) (43.5)
Share of | passed-1 -9.80 -62.4
(92.5) (76.9)
Share of D passedt.1 --- --- -55.7 -60.4 --- ---
- (67.6) (58.0)
Bond & Spendingt-1 - - - - 10.4 -76.0
(55.6) (53.9)
Education & Healtht.1 - - - - 55.2 24.0
- (48.9) (45.7)
Taxes & Revenuest.1 - - - - -34.7 53.6
- - - - (43.7) (37.9)
Regulation & 270 76
Environmentt.;
- - - - (51.8) (40.7)
Election & Admin of Govt.1 - - - - 90.2** 59.4
(45.2) (37.3)
Othere -29.4 -8.17
- (52.4) (51.8)
State dummies Yes Yes Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes Yes
Observations 345 345 345 345 345 345
Number of States 23 23 23 23 23 23
F test 0.000 0.000 0.000 0.000 0.000 0.000

Significance level: *** p<0.01, ** p<0.05 * p<0.10.

The dependent variables are expressed in per capita current dollars. The data are pooled from 1992 to 2009
(Alaska is excluded from all regressions); 2001 and 2003 data are missing. Coefficients on year- and state-
specific fixed effects as well as those on control variables are not reported in the table. Newey-West (1987) robust
standard errors (assuming a one-lag autocorrelation structure of the error term) are in parentheses.

Source: Authors’ elaborations
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6 Concluding Remarks

This paper is a first attempt to analyze the effect of direct democracy on
fiscal outcomes in the US focusing on the actual practice of initiatives rather
than on the mere availability of the process. Indeed, previous studies on
direct democracy traditionally look into the institutional features character-
izing the existence of the initiative process but neglecting whether they are
actually put on the ballot and voted.

The existence-decision, which has been taken long ago in the US, is ba-
sically a top-down handout, while the usage-decision mostly captures a
bottom-up will. These different approaches are likely to give rise to differ-
ent results between the possibility and the actual usage of direct democracy,
as emerges from our work. Moreover, several features of direct democracy
(e.g., the type of instrument used; the result of the voting process; the topics
of concern) are taken into account as well as a more recent time span with
respect to previous studies.

Over years from 1992 to 2009 we observe that States permitting initia-
tives are likely to spend less and tax less than non-initiative ones. But when
the actual usage of the initiative process is analyzed, by focusing on the sub-
sample of initiative-States only, a different picture emerges. In particular, we
find that actually putting initiatives on the ballot tends to be associated with
higher State government general expenditure and revenue. When moving
from more aggregate measures for usage to specific types of initiatives im-
plemented, manifold results can be obtained across specifications. Indeed,
while the use of indirect initiatives seems to be more effective in reducing
tiscal variables mainly on the expenditure side, the adoption of direct initia-
tives tends to be associated with increases in the tax categories. The differ-
ent intensity degree of direct democracy involved by the two instruments
is reflected in their differential impacts on fiscal policy. Finally, the repre-
sentation of direct democracy practice based on the topics put on the ballots
helps to provide some hints for further research.

All in all, empirical studies - especially on a single country — when using
an index-variable which captures only one dimension of direct democracy
phenomenon may produce incomplete results. Our work tries to describe
the importance, other things equal, of a more specific representation and
estimations based on multiple vision of direct democracy practice keeping,
however, in mind that voter initiatives make a difference at the margins, but
the prime movers of fiscal outcomes are other factors. Beyond this, much
remains to be learned about the impact of direct democracy institutions.
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Appendix

Table A.1 - Summary Statistics for Explanatory and Control Variables

Variables Mean Std.Dev. Min Max
All States
Income per capita (current S) 3,139 788 1,745 6,736
Population density (per square mile) 151 188 5 968
Annual growth rate of population (%) 1.09 091 -599 6.24
ZZEE/IZ:;Z,:)With total full- and part-time employment by industry (% of total 5860 501 4370 74.73
Intergovernmental revenue per capita (current ) 1,141 490 405 4,165
Existence_dd 0.50 0.50 0 1
Initiative-States
Income per capita (current S) 3,142 787 1,745 6,736
Population density (per square mile) 93 127 5 596
Annual growth rate of population (%) 1.27 1.08 -0.54 6.24
;Zzzllzzjsz)with total full- and part-time employment by industry (% of total 5930 524  47.02 74.73
Intergovernmental revenue per capita (current $) 690 292 240 1,932
Usage_dd:*
Dummy for usage initiatives 0.50 0.50 0 1
Dummy for usage direct initiatives (D) 0.44 0.50 0 1
Dummy for usage indirect initiatives (1) 0.25 0.43 0 1
Share of direct initiatives passed over the total (DP/D) 0.22 0.35 0 1
Share of indirect initiatives passed over the total (IP/1) 0.17 0.34 0 1
Dummy for usage topic: Bond & State spending 0.12 0.33 0 1
Dummy for usage topic: Taxes & Revenues 0.25 0.43 0 1
Dummy for usage topic: Education & Health 0.20 0.40 0 1
Dummy for usage topic: Regulation & Environment 0.28 0.45 0 1
Dummy for usage topic: Election & Admin of Gov 0.30 0.46 0 1
Dummy for usage topic: Other 0.25 0.43 0 1

Each row reports summary statistics over the period 1992-2009. Alaska is excluded from both groups (i.e. all
States and initiative-States).  All variables belonging to Usage-dd are included in one-year lagged values in
equation (2).

Source: Authors’ elaborations
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Table A.2 - Summary Statistics for the Dependent Variables (per capita current dol-

lars)
Variables Mean Std.Dev. Min Max Mean  Std. Dev. Min Max
All States Initiative-States
General revenue* 2,632 850 1,224 6,618 2,513 763 1,224 6,618
Taxes 1,893 601 713 4,931 1,823 542 793 4,931
Charges 738 330 196 2,601 690 292 240 1,932
General Expenditure 4,202 1,348 1,908 9,963 4,056 1,263 1,995 9,963

Each row reports summary statistics calculated over the period 1992-2009. Alaska is excluded from both groups
(i.e. all States and initiative-States). * General revenue is net of intergovernmental revenue.
Source: Authors’ elaborations

Figure A.1 - Number of all Initiatives by State (1992-2009)
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Figure A.2 - State-by-State Percentage Composition of the Selected Topics put on

the Ballot (1992-2009)
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We do not report the topic composition for Alaska as it is excluded from our empirical analysis.

Source: Authors’ elaborations

http:/ /www.rei.unipg.it/rei/article/view /112
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