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EXECUTIVE SUMMARY
Nevada's Fiscal Crisis: Where did all the money go?

*Nevada's current budgetary crisis consists of $170 Million in revenue
shorffall.

*Nevada lacks a unif ied budgeting and accounting system rvhich would al low
its cit izens to take a comprehensive look ai the slate's f inances. It  is diff icult
for experts, let alone the typical voter, to f igure out how much money \ve
really have and where it  goes.

*Nevada ranks 17th nationally in terms of state and local revenue from all
sources. This suggests that Nevada has a lot of resources to work with to
meet  i ts  needs.

Where does the money come from?

- l
J

"The key to understanding where Nevada's money comes from is to note that
lve are ranked 6th in general sales tax revenue and 1st in "selective sales."
Because of these t lvo taxes, we rank 14th in the nation in per capita revenues
from our own/ in-state, sources.

*The high level of state and local revenues per capita is obviously due to the
gaming industry. Because of gaming, most of tnl other sectors of the state
economy have been enjoying something of a tax holiday.

vlaxes from the tourism industry move Nevada from a rank of 32nd in orvn
source'revenues to 14th yet tourism does not export a signif icant port ion of
taxes o.ut of state as originally believed.

*Gouernment Finances: 7989-90 sholvs using combined state and local revenue
data gaming contributes 17% of al l  or,vn rJrrr.e revenues.

* I t  is  t rue that  the to .u. r ism industry  generates a s ign i f icant  percentage of
Nevadan'  household income,  uui  the point  is  thJt  the vas i  major i t i  o f  tax
revenues come f rom, and /or  a t  the e. rpense of  Nevadans '  household
incomes.

*E0% togO% of  a l i  orvn source revenues come f rom Nevada households and(non-gaming)  bus inesses.



*Aside from mining and gaming, Nevada's money also comes from another
industry specific tax on insurance premiums. $53.2 million in insurance
premium taxes paid in 1989-90 came largely from Nevadan's household
incomes.

*The fallacy of reiiance on industry specific taxes is the belief that the targeted
indushies bear the burden of the tax. What industry specific taxes actually

do is to target the burden of taxes on workers and owners in particular
sectors of the economy, retarding growth and employment in that and related
industries.

Where the mcney goes

*Nevada ranks 9th in highway spending,5th in spending for police, 2nd in
spending for f ire,4th in spending for corrections, and 3rd in spending for
parks and recreation.

*Most Nevadans want police, f ire and corrections, and parks and recreation
spending, but, perhaps not as much as they are paying for.

*If  the state wants to spend more on education, health, and welfare i t  needs to
control spending in the areas where spending is high.

*There is no shortage of non-tax policy options that may free up exist ing
revenues for use in areas where Nevada's expenditures are low.

*No matter how a tax increase is packaged and "sold" to Nevada voters, the
burden eventually comes home and is taken from Nevadans' household
incomes in the form of higher insurance premiums, lower rvages and lost
jobs.
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Nevada's Fiscal Crisis: Where Did All the Money Go?

Nevada's current budgetary crisis, with its $170 million revenue shortfall. has

heightened interest in the state's finances and turned up the intensity of the usual criticisms of

the taxing and spending in Nevada. In a study entitled "Nevada's Fiscal Crisis, Where Did

All the Money Go?," Dr. John Dobra, Senior Research Fellow with the Nevada Policy

Research Institute, asks the questions: Where does all of Nevada's money come from and

where does all the money go?

Indeed there is a problem with the budget as indicated by the sixty-sixth legislative

session, unaffectionately named the "session from hell." The sessions shortfall demonstrated

the tenuousness of economic forecasting but the most disturbing factor is that Nevada lacks a

unified budget leaving information fragmented and difficult to evaluate. "Nevada's Fiscal

Crisis, Where Did All the Money Go?" compares Nevada with other states via information

provided from the U.S. Bureau of Census.

The study points out two misconceptions: the first, is that a large portion of

Nevada's taxes are not exported through the tourist industries as previously assumed. Using

combined state and local revenue, data shows gaming contributing only lIVo of all own

source revenues. The second is in regard to money spent. Nevada spends more money on



highways, tourism and prisons than most other states leaving social infrastructure lagging.

Dobra summarizes that there is no free lunch. No matter what measures are

implemented to bring Nevada into the norrn, (for example a tax on out of state insurance

companies, mining companies or tourists), the burden eventually comes home and is taken

from Nevadan's household incomes in the form of higher insurance premiums, lower wages

or lost jobs.

To order copy of "Nevada's Fiscal Crisis, Where Did All the Money Go?," call the

Nevada Policy Research Institute at 786-9600. There is a $5 charge for each study.
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NEVADA'S FISCAL CRISIS: Where did all the money go?

by John L. Dobra, Ph.Dr

INTRODUCTION

Nevada's current budgetary crisis, with its $170 million revenue shortfall, has
heightened interest in the state's finances and turned up the intensity of the usual
criticisms of the taxing and spending in Nevada. From one side we hear the usual
claims that taxes are too high. From the other side we hear that the state is not
meeting the needs of the people.

Some legislators blame the Governor for submitting an Executive Budget over
30% higher than the preceding biennium. The Governor blames the Legislature for
not enacting his Business Activity Tax, or BAT, which would have avoided the crisis
by raising over $220 million in payroll taxes.

Both sides complain about the politicization of the state's budget process and
the development of revenue forecasts which ultimately became more of an exercise in
political compromise than economic forecasting. Recall that the Legislature, faced
with a deficit because it refused to pass the BAT, solved the problem by increasing
the revenue forecast in spite of evidence that a national recession and, more
importantly, a recession in California, made a lower revenue forecast more
reasonable.

This is not to suggest that the Legislature deserves all the blame for the fiscal
crisis, after all, the Governor approved the budget too. In addition, most Nevadans
were probably huppy to see the end of the Sixty-Sixth session, unaffectionately
named the "Session from Hell" because of intense budget, tax, and sectional battles.
There was no great cry from the press or from Nevadans for the Legislature to stay
in session and fix the budget. Many, if not most, legislators left town knowing there
was a problem with the budget, but happy that the Governor, not the Legislature,
had to deal with it.

Indeed, there was a problem with the budget and it became apparent within a
few months after adjournment. The Governor was forced to choose between
reconvening what could have been a sequel to the "session from Hell," the "Special
Session from Hell," or making deep cuts in areas where the Governor had aulhority
to cut. The Covernor, probably wisely, chose the latter.

The polit ical dance around the budget goes on as usual but with more
intensity, and it is difficult for even those who follow state budget developments to

I
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figure out which of the competing claims are true. The state lacks a unified
budgeting and accounting system which would allow us to take a comprehensive
look at the state's finances. State and local governments have separate budgets
although there are some substantial inter-governmental transfers as in the case of
school finance and municipal finances.

Even at the state level, information is fragmented and difficult to evaluate.
Agencies like the Gaming Control Board and the Department of Transportation are
funded outside of the General Fund budgeting process. Federal funds.are spent
through the General Fund budgeting process in some cases but are not reflected in
reports on General Fund Revenues. Analyzing general fund expenditures and
revenues is analyzing less than half of statewide public finances. In short, it is
difficult for experts, let alone the typical voter, to figure out how much money we
really have and where it goes.

This paper represents an attempt to shed some light on some basic questions:
How much money does Nevada have, where does it come from, and where does it
go?

Partly out of frustration with state sources of financial data but also to get a
fresh look and to allow for comparison with other states, we have gone to a federal
data source, the U.S. Bureau of Census, Government Finances: L989-90.2 More
specificall/, the attached tables show the rankings of states on per capita revenues
and expenditures for all levels of government.

Before going any further, it should be pointed out that the rankings of per
capita revenue expenditures and revenues cannot prove anything. That is, we cannot
demonstrate that taxes are too high or that we are spending too little. These are
policy issues that we elect legislators to decide. We can, however, raise some
interesting questions about why the state finds itself in its current budgetary
situation. The rankings also provide a useful basis for comparison with other states.

HOW MUCH MONEY IS THERE AND WHERE DOES IT COME FROM?

First, turning to Figure 1 of Government Finances: 1989-90 showing rankings
of state and local revenue from all sources, note that Nevada ranks 17th nationally
(column 1). This suggests that, relatively speaking, Nevada has a lot of resources to
work with to meet its needs. Looking at total general revenue (column 2), which
excludes earmarked funds and fees, we are still in the top half, ranked 23rd. This
difference in rankings between revenue from all sources and total general revenues
suggests Nevada has greater than average reliance on earmarks and/or fee revenues.

In addition, it should be noted that these rankings do not include the increase
in the sales tax and the imposition of the new Business License Fee by the 1991
Legislature. Had these tax changes been in effect in 1989-90 to be reflected on this

2 U.S. Bureau of Census, Gooetamnt Finances: 1989-90, Series GFl90-5, U.S. Government printing office, Washington,
D.C.
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table, we estimate that it would have increased Nevada total per capita revenues by
approximately $70, moving Nevada to 16th in the total revenue ranking in column 1.s

It is also interesting to note who ranks higher than Nevada in these categories.
These states can be broken into three basic groups:

high cost of living states (AK, HI, DC, NY, & NJ);
states that have traditionally had high taxes (MA, MN, OR, & WI); and
wealthy states (CA & CT).

Although Nevada has historically been in the top third of the states in per
capita income, its rank by that variable is likely to fall as a result of the receni growth
in population. Hence, Nevada really does not fit in any of these categories and we
have to ask ourselves what we are doing in this company?

The answer to this can be seen in the other columns of the Figure. First, we
can eliminate federal largess as the source of our relatively high revenue per capita.
We do very Poorly in Washington, D.C., ranking 49th. If we could just db as good as
the median state, the state of Washington (ranked 26th), on obtaining federal funding,
we could move up to 15th in total revenue per capita.

We can also eliminate high property taxes as the cause for Nevada's high
ranking on revenue. Nevada ranks 36th in property tax revenues per capita. If our
property taxes were at the level of the median state, Virginia, Nevada would be
ranked 12th in revenues from our own sources (Column Z).

The key to understanding where the money comes from is to note that we are
ranked 6th in general sales tax revenue (column 11). We are Lst in , 'selective sales,'
(column 12), which includes $ggg.Z million in gross gaming receipts and casino
entertainment taxes paid in 7989-90.4 Because of these two taxes we rank 14th in the
nation in per capita revenues from our own, in-state, sources. This reinforces the
point above that we have a lot of resources to meet our needs compared to other
states.

There are a couple of other points to be made about the revenue side. First,
the high level of state and local revenues per capita is obviously due to the gaming
industry. If you subtract the $281.92 per capita in "selective sales" taxes in column tZ
which represents the $338.2 million in gaming taxes paid to the state general fund in
7989-90 and $40.42 per capita representing $49.7 million in other real estate and other
taxes and licenses paid by the gaming industry,s from Nevada's $2,908.83 per capita

3 The Business License Fee has raised S47 million in the cu-rent year. Dvided by 1.23 mitlion population, this raises
about $38 per capita. The sales tax increases the sales tax figure in column 11 of table 32 by approximately 57o, or S33
per capita.

4 Neoada Legislative Approyiations Reyort, Fiscal Analysis Dvision, Legislative Counsel Bureau, Sixty-Sixth session,
Carson City, 1991.

5 Neoada Gaming Abstract 1989, State Gaming Control Board, Carson City, Nevada, December 1989, p. 1-56.
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in "Total General Revenues from own sources" (column 7), the resulting g2^585.49 per
capita would put Nevada 32nd in own source revenues. Hence, the second point is
that because of the gaming industry most of the other sectors of the state economy
have been enjoying something of a tax holiday. Even if we add in the taxes adopted
in the Sixty-Sixth session mentioned above, the Business License Fee and the increase
in the sales tax, Nevada would still be 32nd in total own source revenues.

A third point to be made on the revenue side concerns where the money
comes from. It is generally presumed that the gaming industry bears the bulk of the
tax burden in the state. Indeed, as noted above, the tourism industry does make a
very significant contribution to the state's revenues. Taxes from the tourism industry
move Nevada from a rank of 32nd in own source revenues to 14th. On the other
hand, gaming tax revenues are usually viewed only in the context of general fund
revenues. In the 7989-90 fiscal year, which matches the federal data cited, gaming
taxes accounted for 42.8Vo of general fund revenues.6 On the other hand, using
combined state and local revenue data from Government Finances: 1989-90 shows
gaming contributing 117o of all own source revenues.

Even if we assume that tourists pay 25% of sales tax revenues, which would
raise the estimate of revenues from the tourism industry to $560.69 per capita or $591
million, this would still only raise the contribution of the gaming and tourism
industry to all own source revenues to approximately 19%. Again, the point is not
that gaming does not pay enough taxes. The point is that 80% to 90Vo of all own
source revenues come from Nevada households and (non-gaming) businesses.
Anyone who thinks that the state is getting a "free ride" from tourists should think
again. The vast majority of money spent by the state, county governments, and city
councils in Nevada comes from Nevada taxpayers, not tourists. It is true that the
tourism industry generates a significant percentage of Nevadans' household income,
but the point is that the vast majority of tax revenues come from, and/or at the
expense of Nevadans' household incomes.

Industry Specific Taxes

This perspective on "where the money comes from" is reinforced by examining
the state's reliance on industry specific taxes. The tax burden of the gaming/tourism
industry has been discussed is some detail above. There are two other significant
industry specific taxes that should be mentioned, however: the insurance premium
tax and mining taxes.

The case of the insurance premium tax provides an excellent example of the
point above that the vast majority of Nevada state and local tax revenues come from
and/or are at the expense of the household incomes of Nevadans. Since the state
requires insurance to license a car, lenders require insurance to obtain a mortgage on
property, and many employers are required by contracts or are simply compelled by

6 Neoaila Legislatioe Appropiations Rcport' op. c^t.
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market competition to provide health insurance coverage, the vast majority of
insurance purchases are non-discretionary. In economic terms this implies that the
demand for insurance is extremely inelastic relative to supply so that the vast
majority of the premium tax is passed on the consumer.

Hence, we suspect that the $53.2 million in insurance premium taxes paid in
1,989-907 came largely from Nevadans' household incomes in the case of automobile
and property insurance and from the funds available to employers to pay labor costs
in the case of health insurance. The only sense in which the insurance industry bears
this tax is to the extent that it lowers their profits because consumers buy fewer
forms of discretionary insurance such as life insurance and "riders" or extensions of
required coverage because the tax is included in the premium. Anyone who thinks
the insurance industry pays the insurance premium tax should think again.

The case of mining taxes is only slightly different from the case of the
insurance premium tax in terms of the incidence, or who pays the tax. Since no one
is required to purchase the state's main mineral product, gold, and producers have no
control over price, taxes cannot be passed on to consumers and are initially paid at
the expense of producers' profits. On the other hand, and as in any industry, as taxes
squeeze profits producers look for ways to cut costs to maintain profit margins
acceptable to investors. This almost invariably involves cutting variable, non-capital,
costs which, as a general rule, means lay-offs of workers who then become the
ultimate bearer of the tax burden. Even if lay-offs do not occur immediately because
of the tax, to the extent that the tax does come out of company profits and raises
production costs it will render marginal ores unprofitable and hasten the closing of
the mine and associated lay-offs.

As we have seen, the fallacy of reliance on industry specific taxes is the belief
that the targeted industries bear the burden of the tax. What industry specific taxes
actually do is to target the burden of taxes on workers and owners in particular
sectors of the economy, retarding growth and employment in that and related
industries.

One argument frequently heard from advocates of raising industry specific
taxes relates to these industries' abil ity to pay. While the abil ity to pay principle of
tax equity is a longstanding philosophical principle of tax equity which can be traced
back to Rousseau and John Stuart Mil l, i t makes more sense to discuss abil ity to pay
in the context of taxes on individuals rather than businesses which shift the burden to
various classes of consumers, workers, and resource owners. It should also be noted
that the other longstanding philosophical position on tax equity, which can be traced
back to Adam Smith and other writers is the benefit principle. This principle holds
that the burden of taxation should bear a reasonable relationship to the benefits the
taxpayer derives from government.a
7 Ibid.
8 For a more complete discussion of these principles of tax equity refer to almost any text on public firance. For

example, see Richard A. Musgrave and Peggy B. Musgrave, Public Finance in Theory and. Practice,5th ed., New York:
McCraw-Hill, 1989, 2l&33.



Without detailed industry specific tax data it is difficult to be precise about
how the burdens of Nevada's industry specific taxes are shifted around, but as a first
approximation we can compare the relative burdens of gaming, mining, and other
industries. Consider, for example, that the gaming and mining industries, with a
total of 171.,700 employees (92% of which are in gaming,)r paid a total or $453 million
in direct taxes.ro On a per worker basis, which is critical because of the taxes
impacts for limiting earnings and employment in these industries, these figures imply
a burden of $2,696.

Compare these burdens to those in the non-gaming and non-mining sectors of
Nevada's economy which employed 369,800 workers in January 1992 and paid only
$85 per worker for the Business License Fee.rr These non-gaming and non-mining
businesses also paid property and sales taxes but it is difficult to imagine that they
would come anywhere close to the burden of the mining and gaming industries. It is
equally difficult to imagine that the benefits derived by these various classes of
Nevadans varies as widely as their tax burdens. Presumably, it costs the same to
educate the child of a gaming industry or mining industry worker as the child of a
plumber or warehouse worker. As discussed below, it can be argued that targeted
industries may impose certain costs on the state but it is still difficult to imagine that
differences in benefits are even close to differences in tax burdens between these
segments of the state economy.

To conclude the discussion of "where the money comes from," the point above
should be reiterated. Even in the case of industry specific taxes, businesses do not
pay taxes, people pay taxes. The point is obvious when talking about property taxes
and sales taxes. However, even when taxes are collected from businesses, as in the
case of Nevada's collection of industry specific taxes, it is a fallacy to believe that
businesses can be made to pay taxes. The ultimate burden of the tax will fall on
businesses' workers, owners, or consumers.

WHERE THE MONEY GOES

Turning to the expenditure side, column 1 of Figure 2 shows Nevada ranked
16th in total expenditures per capita which seems reasonable compared to our #17
ranking in total revenues. The real question the tables raise is what do we do with
our money? The figure can answer that question. For example, columns 3 and 4
show that our current expenditures are somewhat lower than total (29th) but our
capital outlays are higher (5th). This is consistent with the fact that we are a fast
growing state and reflects the perceived need build infrastructure to meet the needs

9 Economic Update, 7st Quarter, 1990, State of Nevada, Employment Security Department, 1990.
10 Mining taxes are from John L. Dobra and PauI R. Thomas, The U,S, Gold Industry 1992, Nevada Bureau of Mines and

Ceology, University of Nevada, Reno, December 1992. Caming taxes are from Neoada Gaming Abstract 1989, State
Caming Control Board, Carson City, Nevada, December 7989, p. 1-55 and Neoaila Legislatioe Appropiations Report,
Fiscal Analysis Dvision, Legislative Counsel Bureau, Sixty-Sixth session, Carson City, 1991.

11 Based on $47 mi.llion raised from 551,600 staten'ide non-governmental employees in January 1992 which includes
gaming and rnining employers subject to the fee. Neaada Economic Data,State of Nevada, Employment Security
Department, 1990.
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of a growing state.

Where the story becomes curious is comparing Nevada's rankings in columns
5 through 9 with the rankings in columns 10 through 14. Taking some license, it is
arguable that the expenditures in columns 5 through 9 represent money spent on
Nevadans: educating our children, taking care of the less fortunate, helping our
senior citizens and poor with their health problems.

Looking at these individual categories, Nevada is 31st in elementary and
secondary education spending (column 6);51st in public welfare expenditures
(column 7); 44th in higher education spending (column 5); and we are 20th in
hospital spending which probably reflects the cost of care more than the availability
of state funded health services for those eligible. What this suggesb is that while we
have a lot of resources to help the people of this state, very little of it trickles down
to them.

We have identif ied where the money does not go, now consider where it does
go. In highway spending, we rank 9th in the nation. This makes sense because we
have more highway miles per capita than smaller, more populous states. However,
the other columns raise other questions. We rank 5th in spending for police; 2nd in
spending for fire;4th in spending for corrections; and 3rd in spending for parks and
recreation (which includes visitors authorities that maintain facilities like golf courses
and convention centers, and put on events to attract tourists).

Surely, these expenditures are important to Nevadans. But, isn't is also true
that a large proportion of these expenditures are made for the benefit of the tourism
industry? We have beefed up parks and recreation facilities and tourism agencies
and commissions to attract tourists, beefed up highways to get them here, and beefed
up police and fire departments to protect them while they are here.

Most Nevadans, of course, want police, fire, corrections, and parks and
recreation spending, but, perhaps not as much as they are paying for. For the sake of
i l lustration, assume that Nevadans would l ike expenditures in these areas that would
make them rank 26th in the nation. According to the table, this level of service
would cost $263.92 per capita or, with 1.23 mill ion people, $325 mill ion. On the other
hand, we currently (1989-90) pay $537.89 per capita or $662 mill ion. In other words,
we are paying $337 million more for these services than we hypothetically want.
This $337 mill ion, incidentally, is approximately two times the current revenue
shortfall.

It is fairly obvious where the money goes if you accept these general
assumptions. By these assumptions, the tourism industry costs the state and local
governments $337 million per year. Again, this is not to suggest that these additional
costs are unjustified. Recall that the tourism industry generates an estimated $561.69
per capita or $691 million, leaving a significant surplus after paying the hypothetical
$337 million to support the tourism industry.
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CONCLUSIONS
In reviewing the fiscal landscape of Nevada we have tried to avoid even the

appearance of advocating higher or lower taxes or spending. The role of policy
analysts is simply to discover and make known facts upon which policy can be
developed and executed. Clearly, however, if one were so inclined the data reviewed
above could be used to argue both sides of the tax and spend debate.

Advocates of higher taxes and spending can point to the low levels of
expenditures on education, health, and welfare. Advocates of lower taxes can point
to the relatively high level of resources the state already has. Interestingly, both
arguments are reasonable in that they are supported by facts.

What these arguments reflect, in some respects, is the source of the fiscal
deadlock in the last Legislative session. Accepting both of these arguments suggests
that if the state wants to spend more on education, health, and welfare it needs to
control spending in the areas where spending is high.

This implies a need to focus on non-tax policy areas. Some of the obvious
areas to look at include developing alternatives to incarceration for non-violent
criminals to get a grip on corrections spending; privatizing certain services ranging
from state motor pools to tourism marketing services; tort reform to relieve pressure
on the state's couig and help reduce insurance and medical costs; insurance reform
related to the state's industrial insurance system and private insurance reforms such
as "no-fault"; and streamlining health care delivery systems. Indeed, there is no
shortage of non-tax policy options that may free up existing revenues for use in areas
where Nevada's expenditures are low.

If spending on health, welfare, and/or education is to be expanded beyond the
savings that can be realized from these high expenditure areas then tax policy will
have to be the focus. If this is to be the case, the caveats above concerning the
burden of the state's existing tax system should be kept in mind. Specifically, there is
no "free lunch." No matter how a tax increase is packaged and "sold" to Nevada
voters as, for example, a tax on out of state insurance companies, mining companies,
or tourists, the burden eventually comes home and is taken from Nevadans'
household incomes in the form of higher insurance premiums, lower wages and lost
jobs.

Because of the recent passage of a Constitutional prohibition of personal
income taxes, the only viable tax policy options will be a tax on businesses,
consumption taxes, or property taxes. However, as we have seen, businesses are not
tax payers. They are merely collection points. Our patch-work of industry specific
taxes really only succeed in shifting the burden around, forcing workers in certain
industries and consumers of certain products and services to bear a disproportionate
burden.
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