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Washington: From Affluence to Prosperity 
 

Washington is one of the country's most affluent states, ranking fourth in GDP per capita and 

seventh in median household income.1 However, Washington's tax system prevents the state 

from turning its affluence into true prosperity. Through good times and bad, Washington has 

continued to underfund K-12 education, higher education, child care, public health, and 

behavioral health care, and is seemingly powerless to remedy persistent and growing housing 

insecurity. At the same time, Washington's economy perpetuates racial inequality and 

accelerates economic inequality. A key reason for Washington's failure to achieve economic 

prosperity is the state's unfair tax system. Year after year, Washington's outdated tax structure 

puts the state at the bottom of the fifty states, in terms of tax equity, and at the top, in terms of 

a tax system favorable to the ultra-rich. A more equitable tax system would include 

Washington's most affluent residents in building prosperity for all. 

 

Affluence Without Prosperity 
 

By some measures, Washington is an affluent state. Its GDP per capita of $80,500 ranks fourth 

among the 50 states and its median household income of $78,700 ranks seventh. Washington is 

home to eleven companies on the 2020 Fortune 500 list, among them Amazon, Costco 

Wholesale, Microsoft, Starbucks, and Paccar.2  Amazon's Jeffrey Bezos sits at number one on 

the Fortune 400 list of the 400 Wealthiest Americans, with Microsoft's Bill Gates and Steve 

Ballmer making the top 10, and Mackenzie Scott the top 20.3  

 

Figure 1. 

Sources: Appendix, Table A1. 

46

44

44

32

22

21

15

9

7

4

4

6

6

18

28

29

35

41

43

46

H O M E L E S S  P E R S O N S  P E R  1 0 , 0 0 0

H I G H E R  E D U C A T I O N  E N R O L L M E N T ,  1 8 - 2 4

O N - T I M E  H I G H  S C H O O L  G R A D U A T I O N

P R E S C H O O L  E N R O L L M E N T ,  P U B L I C

H I G H E R  E D U C A T I O N  S P E N D I N G  P E R  C A P I T A

K - 1 2  E D U C A T I O N  S P E N D I N G  P E R  C A P I T A

H E A L T H  I N S U R A N C E  C O V E R A G E

P O V E R T Y  R A T E ,  P E R S O N S  U N D E R  1 8

M E D I A N  H O U S E H O L D  I N C O M E

G D P  P E R  C A P I T A

WASHINGTON IN COMPARISON

WA rank States doing worse



 
2                                                                                                                                                        ECONOMIC OPPORTUNITY INSTITUTE 

 

However, by measures of shared quality of life, Washington ranks significantly lower (see Figure 

1). Washington ranks only 21st among the 50 states in per capita spending on K-12 education, 

and in in dollars, spends less than the national average. Only 79 percent of Washington's high 

school students graduate on-time, compared to a national rate of 85 percent, placing 

Washington 44th among the 50 states on this measure. Washington ranks 44th of the 50 states 

in the share of its 18-24-year-olds enrolled in higher education.  

 

Washington also falls in the bottom half of the 50 states in its investment in preschool 

education. Investments in early childhood education have high rates of return, and early 

childhood education is especially important for the long-term thriving of disadvantaged 

children.4 A robust preschool education system plays a significant role in advancing gender 

equity, encouraging women's participation in the work force.5 Washington state, however, 

funds preschool education for only 6.4 percent of 3 and 4-year-olds, compared to a national 

average of 19.0 percent.6 

 

A grim statistic in which Washington comes in near-last is that of homelessness. Washington 

ranks 46th of the 50 states in terms of the share of its population experiencing homelessness. 

An estimated 28 of every 10,000 Washington residents is without a home, compared to a 

national level of 17 persons per 10,000.7  

 

Addressing these issues requires constructive and creative solution-building, including a more 

progressive and productive tax structure to provide sustained resources to build shared 

prosperity.   

 

Washington's Taxes Over Time 
 

Over time, Washington's state tax system has not kept up with economic growth and change. 

The state's antiquated reliance on sales, excise, and business taxes has left Washington 

vulnerable to a shrinking and unstable tax base.  

 

Compared to other states, Washington’s tax system does a poor job of generating revenue for 

public services. Washington ranks just 31st among the 50 states in the percentage of the total 

income of the state’s population going to state and local taxes. In 2017, Washington's state and 

local taxes came to 9.3% of total personal income, below the national level of 9.8% (see Figure 
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2).8  In 2017, if Washington's taxes had been at the U.S. rate of 9.8 percent of total income, the 

state would have raised an additional $2.5 billion. If taxes had been at the average rate of the 

Far West states, 10.1 percent, the state would have raised an additional $3.6 billion.9  

 

Washington's tax system was not always so out of step. As Figure 2 shows, in the 1980s and 

1990s, Washington’s taxes were on par with the other 49 states and with other states in the Far 

West. In the 1990s, Washington's tax revenue ranged from 10.4 to 11.4 percent of total 

personal income.  However, beginning in the 2000s, Washington diverged from the rest of the 

United States and from the West due to its over-reliance on the sales tax and to a wave of anti-

tax ballot initiatives. If Washington does not change its tax system, it is projected that 

Washington's tax revenue will fall further, to 8.5 percent of personal income by 2025.10 

 

Figure 2. 

 
Note: Far West states include California, Nevada, Oregon, and Washington. 

 

Washington's Taxes Compared to Other States 

 

Figure 3 compares Washington's tax system to those of its Western neighbors Oregon, Idaho, 

and California, as well as four more distant states with economic ties to Washington. Illinois is 

included because Boeing chose to relocate its headquarters to Chicago, Illinois, in 2001. New 

York and Virginia were chosen in 2018 by Amazon as sites for two new headquarters, one in 

Long Island City, Queens, and the other in Arlington, Virginia.11 South Carolina makes the list 
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because of its ties to Boeing, which currently produces its 787 Dreamliner solely in North 

Charleston, South Carolina.12 

 

Figure 3: 

 
Source: U.S. Census Bureau Annual Survey of State and Local Finances. See Appendix Table A2 for additional detail. 

 

Individual Income Taxes 

Washington, along with only seven other states, does not impose taxes on any form of 

household income.13 Forty-two states tax overall household income, and of these, 32 states 

have progressive income tax rates. In the 32 states with progressive tax rates, the top marginal 

rates range from 2.9 percent in North Dakota to 12.3 percent in California. The other ten states 

impose flat rates ranging from 3.07 percent in Pennsylvania to 5.25 percent in North Carolina. 

New Hampshire taxes only dividend and interest income, at a flat rate of 5 percent on dividends 

and interest that exceed $2400 (single filers) or $4800 (joint filers).14 

  

Most states use adjusted gross income from federal income tax forms as the starting point for 

state taxes, but many make adjustments to the federal definition of income, excluding or 

applying different rates to income from particular sources.15 Of the 42 states with overall 

income taxes, 28 have some form of Earned Income Tax Credit (EITC) at the state level. The EITC 

is an anti-poverty program that provides a tax credit to low- to moderate-income working 

individuals and families.16  
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Property taxes 

Washington, like 37 other states, raises state and local revenue via property taxes. At the state 

level, property taxes are Washington's third-largest source of revenue, behind sales and 

business taxes, accounting for about 13 percent of state tax revenue in 2020.17 Of the states 

compared here, all have property taxes, although in Idaho and New York, all property taxes 

raised go only to local governments, such as school districts and cities. Property tax rates are 

generally set to raise a specific level of income for the state or locality. The rates, therefore, 

vary over time depending on the revenue target and the valuation of the tax base. In 2017, 

Washington's per capita property tax revenue of $1,498 fell slightly below the national average 

of $1,617.18 

 

Sales taxes 

Washington relies much more heavily on its sales tax than do most other states. General and 

specific sales tax revenue is the state's largest source of revenue, bringing in 56 percent of state 

tax dollars in 2020.19 Washington's state tax rate on general sales is 6.5 percent. Counties, 

cities, and transit districts also collect general sales tax, meaning that the general sales tax rate 

varies with location (so much so that a car dealership in Burlington, Washington attempts to 

draw customers by offering "the lowest sales tax rate in Western Washington, at 8.5%).20 

Overall, the combined state and local sales tax rate averages 9.22% statewide. Each 

Washington resident paid an average of $2,476 in general sales taxes in 2017, more than twice 

the national average of $1,196.21 Like many states, Washington exempts some necessities such 

as food, prescription drugs, and newspapers from taxation.  

 

Business taxes 

The Business and Occupation (B&O) tax is Washington's primary tax on corporations and is the 

second-largest revenue source for the state's general fund after the sales tax.22 In 2020, B&O 

taxes accounted for 17 percent of the state's revenue.23 The B&O tax is levied on the gross 

receipts of business activities conducted within the state.24 Unlike a corporate net income tax, 

there are no deductions for the costs of doing business.  Because the B&O tax is levied on gross 

receipts, not profits, its rates are quite low, ranging from 0.471 percent for retailing to 1.5 

percent for services. The B&O tax is complex, incorporating nearly 200 credits, deductions and 

exemptions.25 
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Other taxes 

Like many states, Washington collects revenue through excise taxes on items such as motor 

fuels, alcoholic beverages, and tobacco products. Washington's tax system also includes an 

estate tax. 

 

State Taxes on the Richest and Poorest 
 

In order to determine the impact of Washington's taxes on households at different income 

levels, we need to know the sources of income received by those households, as well as other 

household assets or spending that might be subject to taxation. Beginning with income, Table 1 

illustrates the sources of income for households across the U.S. with different levels of income.  

 

Table 1: Income sources of U.S. households at different levels of income, 2017 

 

Lowest 

Quintile 

Middle 

Three 

Quintiles 

81st to 99th 

Percentiles 

99th to 

99.9th 

Percentiles 

99.9th to 

99.99th 

Percentiles 

Top 0.01 

Percent 

Labor Income  61.2% 67.9% 70.0% 44.4% 28.5% 13.3% 

Business Income 7.9% 2.7% 6.7% 23.6% 24.2% 18.3% 

 

Return on Assets 

and Capital Gains 
1.5% 2.4% 8.2% 27.0% 44.5% 66.3% 

Other Market 

Income 4.0% 10.3% 9.9% 3.7% 2.3% 1.9% 

Social Insurance 

Benefits  25.3% 16.5% 4.9% 1.0% 0.0% 0.0% 

Average income  $21,000 $78,000 $222,000 $1,105,000 $5,672,000 $48,543,000 

 

Notes: Other market income includes non-labor income from nongovernmental sources, such as private pensions. 

Source: Author's calculation from Congressional Budget Office, The Distribution of Household Income, 2017.  
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Beginning with the lowest-income households, the Congressional Budget Office estimates the 

average income of households in the bottom 20 percent of the nation's income distribution to 

be $21,000, with more than 60 percent of that income coming from labor earnings. The middle 

three quintiles, loosely the "middle class," average $78,000 in income, with about two-thirds of 

that consisting of labor income. 

 

For most households in the top 20 percent of the national distribution, labor income is also the 

major source of income. Labor income makes up 70% of the income of households between the 

81st and the 99th percentiles of the income distribution. 

 

For households in the top 1 percent of the income distribution, the composition of income 

shifts substantially away from labor income towards business income, dividends and interest, 

and capital gains. At the summit of the distribution—the top 0.01 percent—about two-thirds of 

income comes from asset returns and capital gains, an average of about $32 million per 

household in 2017. Given the number of billionaires in Washington state and their collective 

wealth, it is likely that the Washington state distribution is similarly skewed. In Washington, as 

in the U.S. as a whole, asset returns and capital gains are the dominant source of income for 

those at the top of the income distribution.26 

 

Taxes Paid by Washington Households at Different Levels of Income: 
 

Moving from income to taxes, Washington's tax system treats taxpayers at different income 

levels very differently, reserving its highest effective tax rates for those least able to pay. Table 

2 presents the estimated effective tax rates for different income groups. 

 

We see that Washington's lower income residents pay a much larger share of their income in 

taxes than do more affluent households. Those in the lowest fifth of the distribution are 

estimated to pay nearly 17.8 percent of their income in taxes. By contrast, most households in 

the top 20% pay only 6.2 percent of their income in taxes, with households in the top 1% paying 

only 3.0% overall. Those in the upper 0.1 and 0.01 percent pay even less than 3 percent of their 

incomes in taxes, assuming that their spending and property tax bills do not increase in 

proportion to income. Washington's tax system is clearly regressive: it draws a larger share of 

income from those least able to pay. 
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Table 2: Tax rates on Washington households at different levels of income, 2018 

 
Lowest 20% Second 20% Third 20% Fourth 20% Next 19% Top 1% 

Overall 17.8% 12.4% 11.0% 9.2% 6.2% 3.0% 

Property tax    4.5% 2.7% 2.9% 2.8% 2.2% 1.3% 

Sales and excise 

taxes 13.3% 9.7% 8.1% 6.4% 4.0% 1.7% 

Income taxes 0% 0% 0% 0% 0% 0% 

Average 

income: $13,500 $33,300 $56,300 $91,000 $198,900 $1,618,200 

Note: Rates do not add up due to rounding. 

Source: Author’s calculation from Institute on Tax and Economic Policy. 2018. Washington State and Local Taxes. 

 

Several factors contribute to the regressivity of Washington's state tax structure. The first is 

Washington's overreliance on sales and excise taxes. A second is the absence of income-based 

property tax adjustments for the majority of lower income taxpayers. The final factor is a "sin of 

omission": regressive taxes on sales and property could be balanced by a state income tax with 

progressive rates, but Washington does not have one, due in part to court rulings in the 1930s 

that defined income as property and thus subject to state constitutional restrictions on 

property taxes.  

 

Washington's tax system is also very opaque. The state's reliance on sales and excise taxes 

means that taxpayers are rarely aware of how much they and others pay in state taxes each 

year. In 2017, Seattle economist Richard Conway measured the transparency of every state tax 

system based on U.S. Census data. Oregon, which has an income tax and no sales tax, was the 

most transparent. Washington's tax system was found to be nearly the least transparent, ahead 

only of Nevada.27 

 

Taxing the Poor 
 

Comparing tax systems across the 50 states, patterns appear. Southern states diverge 

profoundly from most the rest of the United States in imposing high tax rates on the poor.28 

This regional distinction is long-standing and is reinforced by such measures as super-majority 

voting rules and, in the South, on constitutional limits on public sector spending. After the 

passage of Proposition 13 in California, these measures also spread in the West. 
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Washington's tax system resembles the tax systems of the deep South. In Washington's case, 

the judicial interpretation prohibiting progressive taxation of income serves to lock the state 

into a tax system that exacerbates deep income and racial inequality and fails to adapt to a 

changing economy and evolving needs.  

 

How does Washington tax the poor? Primarily through its over-reliance on the sales tax. The 

sales tax, because of its single rate structure, does not have uniform impact. Lower-income 

Washingtonians spend nearly all of their income, making much of their income subject to sales 

taxation. The chunk of income spent on housing also goes partially to property taxes. 

Washington's reliance on sales and property taxes means that Washington's poor suffer on a 

persistent basis the loss of disposable income that would otherwise be available to them, a loss 

that compounds year after year.  

 

All Washington households, but particularly poor households, also suffer from the inadequacy 

of the sales tax to provide necessary revenue. One driver of the problem is the fact that over 

time, household spending has shifted from goods to services. Because Washington's sales tax 

does not apply to most services, the sales tax base has fallen, relative to income.29  

Washington's sales tax base fell from 56 percent of total state personal income in 1980 to 36 

percent of income in 2016.30 As Washington has grown richer, sales tax revenue has not kept 

up.  

 

To make up for the inadequacy of its tax system, Washington "taxes" the poor and working-

class households through increased reliance on charges and fees to access public goods. 

Charges, such as state college and university tuition, license and permit fees, and highway tolls 

are Washington state's second largest source of revenue, amounting to $2,216 per capita in 

2017, compared to a U.S. average of $1,618.31 A standard driver's license in Washington state, 

for example, costs $54, and an enhanced driver's license $78.32 Fees like this impose a 

disproportionate burden on lower-income households.  Fees have increased significantly as tax 

revenue has failed to keep up with the need for services.   

 

Failing to Include the Rich 
 

Washington also scores an "own goal" against economic prosperity through its failure to 

appropriately tax its more affluent residents. Washington has stubbornly resisted an income 
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tax. Even as the income gap between low-wage earners and high-income beneficiaries has 

grown, the state has not used an income tax to appropriately tax those whose affluence results 

from the economic dynamics of the state.  

 

Reliance on the sales tax leaves the state's wealthiest residents out of the tax base. Because 

affluent Washingtonians are able to save a much larger percentage of their income than lower-

income and middle-class families, the vast majority of their income is not subject to sales tax. 

These savings accumulate from year to year. Because interest and other asset returns are not 

taxed in Washington, the benefits to upper-income Washingtonians are compounded by the 

returns generated by the year-over-year savings. The design of the tax system means that the 

poor remain poor, and the rich grow richer. 

 

The state has also fallen behind in appropriate taxation of the unearned income generated by 

financial and other assets. As Table 3 illustrates, the further one moves up the income ladder, 

the greater the share of a household's unearned income: income from returns on financial or 

other assets. Capital gains are a particularly significant source of unearned income in 

Washington: in 2016, Washington ranked second among the 50 states in the share of capital 

gains in the total Adjusted Gross Income (AGI) reported on federal tax returns.33 In 2018, taken 

together, unearned income from interest, dividends, and capital gains added up to more than 

$49 billion dollars, 15 percent of the total AGI reported by Washingtonians.34 Bringing these 

resources into the tax base at appropriate rates would provide new resources to build 

prosperity in Washington. It would move resources from fueling the financialization of the 

economy into building true prosperity: education, innovation, and infrastructure.35 

 

Deepening Inequality 
 

Washington includes extremes of both poverty and wealth. On one end of the spectrum, 

Washington has a disproportionately large number of people experiencing homelessness. With 

more than 21,500 people homeless, Washington ranks 5th nationally on this metric, behind only 

four much more populous states: California, New York, Florida, and Texas.36 Roughly one-

quarter of Washington's homeless population is made up of families with children. 37 At the 

other end of the economic spectrum, Washington is home to a disproportionate share of the 

nation's and, indeed, the world's billionaires.  The collective wealth of Washington state's 13 

known billionaires jumped by $151.2 billion, or 47%, between the onset of the Covid pandemic 
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in mid-March 2020 and January 29, 2021.38 The unbalanced state tax system has failed to 

include their resources in building shared prosperity.  

 

Figure 4: 

 

Source: Author's calculation from Institute on Tax and Economic Policy, Washington State and Local Taxes, 2018. 

 

Washington's tax system widens the already large gap between rich and poor.39 Figure 4 

illustrates the impact of Washington's tax system on households across the income distribution. 

Prior to taxation, households in the lower 80 percent of the income distribution receive a total 

of about 42 percent of income, with those in the top 20 percent receiving a total of 58 percent. 

After state and local taxation, the total share of income going to those in the lower 80 percent 

falls from 42 to 40 percent, while the share of the top 20 percent rises from 58 to 60 percent.  

 

Further, Washington's regressive tax system reduces economic mobility—the potential for 

individuals to scale the steep economic ladder. By imposing its highest tax rates on the lower- 

and middle-income households, Washington's tax system worsens the life chances of children 

growing up in those households. The inadequacy of the tax system limits the state's ability to 

provide the sort of equitable and high-quality public services that could level the playing field. 

In the words of one economist, regressive taxation "strips the states that run in this direction of 

the revenue they need to run first class institutions that could potentially equalize, or at least 
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take a stab at improving, the public services that could help to support better life chances for 

the poor."40 

 

Moving from Affluence to Prosperity 
 

Washington is not a poor state. Its 2019 median household income of $78,700 was significantly 

higher than the $65,700 of the U.S. as a whole, and placed it seventh among the 50 states.41 In 

2019, only New York, Massachusetts, and the District of Columbia had greater GDP per capita. 

However, Washington is experiencing affluence without prosperity, with shared prosperity 

defined as the "condition of being successful or thriving." The well-being of its citizens does not 

match its private affluence. We have an anti-commonwealth. 

 

Washington state has several possibilities to move toward a more equitable and inclusive tax 

structure. All involve bringing the resources of the most affluent households and corporations 

into the state's tax base at appropriate rates.  

 

Several measures on the table in Washington’s 2021 Legislative session could move the state 

toward greater prosperity: 

 

1. Tax on Extraordinary Capital Gains – SB 5096. This 7% tax on income from stocks, 

bonds, and other assets will exempt retirement accounts, sale of homes or farms, and 

investment earnings of less than $250,000 per individual. Most other states tax this 

income. It will raise $500 million annually beginning in fiscal year 2023. 

 

2. Estate Tax Reform – HB 1465. The proposed legislation will exempt estates of deceased 

state residents valued less than $2.5 million and raise rates on the largest estates, 

raising about $100 million annually to be dedicated to housing security assistance and a 

new Equity in Housing Fund. 

 

3. Wealth Tax – HB 1406. This new 1% tax would be on the total value of stocks, bonds, 

and other intangible assets over a threshold to be set between $100 million and $1 

billion. At a $1 billion threshold, fewer than 100 of our state's wealthiest individuals 

would pay the tax, and it would raise $2.5 billion annually beginning in 2023 to invest in 

childcare, public health, access to higher education, and a more equitable and 

sustainable economy. 

https://app.leg.wa.gov/billsummary?BillNumber=5096&Initiative=false&Year=2021
https://app.leg.wa.gov/billsummary?BillNumber=1465&Initiative=false&Year=2021
https://app.leg.wa.gov/billsummary?BillNumber=1406&Year=2021&Initiative=false
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4. Closing Investment Tax break – HB 1111. High income generating corporations and 

nonprofits often stash their excess wealth in stocks and other investments, generating 

even more income, rather than lowering prices, investing in research, or raising wages 

for rank-and-file employees. Most states tax this income through corporate income 

taxes, but Washington does not. Eliminating this tax break could generate about $250 

million annually to reinvest in health care and other vital services for state residents. 

 

Each of these measures leverages a small percentage of the resources of the affluent for public 

services for all. Together, these revenues can build the foundation for a more prosperous 

future.  

 

Investing in the Future 
 

Prosperous states and countries build toward the future. They invest in education, research, 

and infrastructure in order for current and future generations to thrive. Prosperous states and 

countries have adequate tax revenues to support the quality of life of their residents and to 

care for the natural environment. 

 

A more equitable and inclusive tax system would enable Washington to make the investments 

in education, research, and infrastructure that create the foundation for future prosperity. 

Broader-based and more equitable taxes would also provide resources to support the quality of 

life of Washington residents and to care for the natural environment.  

 

Education 

Investment in education creates a virtuous circle, provided the state has a fair tax system. 

States that invest heavily in education—from preschool through college—are able to develop a 

workforce that commands much higher wages. Higher earnings, in turn allow states to generate 

revenue through income taxes. Absent such progressive taxes, the state's ability to invest in 

education is compromised and the virtuous circle is broken.  Washington state provides such a 

case study in disinvestment in education over the past four decades. 

 

Beginning with Washington's youngest children, a stronger tax system could support expanded 

access to public pre-K education. Economists, notably Nobel-prize winner James Heckman, have 

built a strong case that investing in quality early childhood education—birth to age five—

creates better education, health, social and economic outcomes that ultimately increase 

https://app.leg.wa.gov/billsummary?BillNumber=1111&Initiative=false&Year=2021
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revenue and reduce the need for costly social spending.42 Washington has not heeded this 

advice. In 2017, Washington ranked 32nd out of the 50 states in the percent of its children 

attending public pre-K education, with only 6.4 percent of 3-4-year-olds enrolled as compared 

to a nation-wide average of 19.0 percent.43 With an investment of $3.36 billion, Washington 

could expand pre-K education to cover 60 percent of children ages 0 to 4 across the state, with 

tuition based on income and ninety percent of families gaining free or reduced-cost child care.44 

 

A stronger tax system is also needed to restore the financial foundation of Washington's K-12 

education system. In 1998 Washington's spending in K-12 education was 4.3 percent of 

personal income. By 2018, that number was only 3.9 percent.45 The under-funding of education 

became so grave that in 2007, two families sued the state of Washington for failing to meet its 

constitutional obligation to provide education.46 When the case finally arrived before the 

Supreme Court in January 2012, the Court ruled that the Legislature had failed to "make ample 

provision for the education of all children residing within its borders," as called for by the 

Constitution.47 Two years later, in 2014, the court found the Legislature in contempt for its 

failure to provide a plan for fully funding K-12 public education by September 1, 2018.  

 

Thanks to the court's ruling, the situation has improved a bit since then, but more is needed. 

Research on economic mobility finds that quality K-12 education is essential to the life chances 

of children growing up in lower-income households.48 Washington's educational system 

remains underfunded and uneven. In 2014, voters passed a ballot initiative requiring smaller 

class sizes in K-12 education, but the Legislature did not fund the class size reductions.49 In 

2018, Washington still ranked only 27th among the 50 states in its expenditures on K-12 

education relative to income.50 Washington would need to spend an additional $3.35 billion in 

order to bring its spending on K-12 education on par with its seventh-place rank in median 

income.51 A more robust tax system would help Washington get there. 

 

A robust tax system would also improve access to higher education for Washington residents. 

While Washington has a highly educated population, companies often recruit from out of state 

for their most educated employees.52 Washington ranks 44th among the 50 states in the share 

of its 18-to-24-year-olds enrolled in higher education, just ahead of West Virginia, with only 37 

percent enrolled, compared to 43 percent in the U.S. overall and 48 percent in California.53  

 

A stronger tax system would enable more access to higher education for Washington residents. 

Washington has outstanding community colleges, colleges, and universities. However, tuition at 
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Washington's public colleges and universities has risen much faster than inflation for decades, 

and high tuition charges are now a barrier to access. For example, in 2019-20, in-state tuition at 

Seattle Central Community College was $3,779, as compared to $1,561 at De Anza Community 

College in California's Bay Area. An estimated $1.35 billion in higher education funding would 

allow Washington to reduce community college and university tuition to more affordable levels 

and expand access to higher education.54  

 

Research and Innovation 

Investment in research feeds economic development and future economic growth. In total 

spending—public and private, Washington is a leader in this area. In 2015, Washington ranked 

among the top ten states in total spending on research and development (R&D), with its total 

R&D spending amounting to 4.5 percent of the state's GDP.55 The bulk of this R&D spending 

took place in the private sector.  

 

In terms of state spending on R&D, in 2018, Washington ranked only 29th in the nation, 

dropping from 22nd the previous year. Washington's spending on R&D was $4.93 per capita in 

2018, significantly lower than the national average of $7.79 per capita. Looking at the 5-year 

average (2014-12018), Washington's spending was also subpar, $5.33 as compared to a 

national average of $7.12.56 

 

That imbalance is reflected in the Milken State Technology and Science rankings. The Milken 

metrics shine a light on the fact that while Washington's private entrepreneurs are investing in 

R&D, they are doing so largely within the private sector and by relying on a workforce educated 

outside of Washington. In 2020, Washington ranked 5th among the 50 states in what the index 

labels "capacity for achieving prosperity through scientific discovery and technological 

innovation." However, Washington ranked significantly lower in the state's support of that 

capacity, ranking only 10th in "facilities that can attract funding and create innovations that can 

be commercialized" and only 14th in "human capital investment-skill levels and training."57  

 

A robust tax system would help tip the balance of Washington's investments in R&D away from 

short-term profit motives and toward the long-term public good. The pandemic of 2020 has 

clearly revealed the need for ongoing research and investment in order to lay the groundwork 

for the public and private sectors to face the next challenge. A more balanced division of public 

and private spending would help fuel the sort of innovations in basic science and technology 

that will best serve Washington. 



 
16                                                                                                                                                        ECONOMIC OPPORTUNITY INSTITUTE 

 

 

 

Infrastructure 

A robust tax system is needed to maintain and build the infrastructure that will support 

tomorrow's citizens and economy. Public investment in infrastructure supports and attracts 

economic development. A 2006 study found that a 1 percent increase in public investment led 

to a 0.54 percent increase in private investment.58 Examples abound, such as coffee shops 

sprouting up around a new light-rail line. Today, awareness of climate change demands that we 

invest in the electrification of our transportation infrastructure, a project likely to stimulate 

both jobs and innovation. Washington is also entering into discussions with Oregon and British 

Columbia about the development of a high-speed rail corridor connecting the region while 

reducing traffic and pollution. At the same time, the need for internet access demands the 

construction of broadband infrastructure—the highway of the information economy.  

 

New Taxes Help the Economy 
 

Ever since economist Arthur Laffer sketched his infamous Laffer curve on a napkin, the idea has 

persisted that raising taxes is bad for the economy.59 The idea is repeated like a steady 

drumbeat by anti-tax crusaders, but does not hold up to the evidence, at least for the 

magnitude of new taxes or rate increases that would realistically be entertained at the state 

level.  

 

This idea of determining the relationship between tax rates and economic growth has led to a 

vast quantity of economic research debating the issue. Advocates on either side of a tax debate 

have numerous studies to choose from that superficially support their view. The challenge is to 

separate the wheat from the chaff in the debate.  

 

Econometric studies proceed by analyzing data on the issue, examining the experiences across 

time and across states or countries to see whether a single pattern predominates in terms of 

the relationship between taxes and economic growth or between taxes and employment. A 

2020 paper brings together the findings of forty-nine such studies of tax effects in OECD 

countries. It finds no systematic relationship between taxation and economic growth: a tax 

increase of 10 percent leads to modest increases in annual GDP growth (about 0.2 percent) 

under certain conditions and modest decreases (about 0.2 percent) under other conditions.60  
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An analysis of studies of the tax-growth relationship across U.S. states likewise finds no 

evidence of an overall adverse effect of taxes; finding instead that the personal income tax, 

corporate income tax, and property tax tend to be associated more positively with economic 

growth than other types of state taxes.61 An extensive review of the literature by Washington's 

Department of Revenue concluded that "there is not a robust relationship between taxes or tax 

burden and economic competitiveness."62 The report also suggested that factors such as 

college enrollment rate and poverty rates were more significant to competitiveness than state 

taxes. 

 

Figure 5: 

Sources: Bureau of Economic Analysis (GDP per capita), U.S. Census Bureau Annual Survey of State and Local Government 

Finances, 1977-2017 (tax rates). 

 

Figure 5 plots state tax rates against the per capita GDP of different regions of the U.S. If 

anything, the pattern suggests that with the exception of Washington, the regions with 

stronger economies tend to choose higher, not lower, tax rates. Likewise, statistical tests find 

little correlation between a state's business tax climate, as measured by the Tax Foundation, 

and a state's ability to create jobs.63 
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The experience of particular states also suggests that higher state taxes do not threaten 

growth, and conversely, that tax cuts do not boost economic growth. Deep tax cuts in Kansas in 

2012 and 2013 failed to achieve their alleged goal of boosting business formation and job 

creation. In fact, after the tax cuts, Kansas experienced slower employment growth than its 

higher-tax neighbors as well as revenue shortfalls that led to the downgrading of the state's 

bond rating. Kansas repealed the tax cuts in 2018.64 Washington state itself experienced some 

of the fastest rates of economic growth in the nation in the 1990s, when its state taxes relative 

to income were above the national average and higher than they are today (see Figure 2)..65  

 

Recent experience also suggests that state taxes are not a hindrance to growth. In January 

2021, the higher-state-tax regions of the Midwest and Northeast experienced 48.6% and 47.9% 

in growth in new business applications, whereas the lower-state-tax West and South 

experienced growth rates of only 40.5% and 39.6%.66 It is early to predict how states and 

regions will rebound from the pandemic, but these results at least suggest that higher state 

taxes do no inhibit business formation.  

 

Will Righting WA's Privileged Tax System Drive the Wealthiest Among us Out of 

the State? 
 

This question may be answered with another question. If the wealthy leave to seek greener tax 

pastures, where would they go?  If they go south, to Oregon or east, to Montana, they escape 

the sales tax but pay an income tax. If they choose sunny California, their taxes increase 

significantly on all fronts. Only perhaps the low-tax region of the Southeast might be attractive 

to wealthy individuals moving solely to save on taxes. However, as recent events have 

demonstrated, these states can drive up employer costs with deregulation and 

underinvestment in utilities and infrastructure. 

 

Paradoxically, driving the wealthy out of the state does not hurt Washington's state revenues as 

much as it might precisely because of Washington's regressive tax system. Because Washington 

does not tax financial wealth or unearned income, there is little reduction of revenue when 

wealthy households leave the state. Regarding the potential loss of property tax revenue, in 

today's housing market, it is unlikely that the homes they leave behind will remain empty or fall 

in value. 
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Regarding business relocation as a result of higher taxation, a tax commission report from 

Georgia is enlightening on the issue. Based on the commission's meetings with the economic 

development community, this bipartisan state commission concluded that factors such as 

"quality of life, a trainable workforce, and infrastructure" have greater weight in business 

location decisions than do taxes.67 

 

The Bottom Line 
 

No one wants to pay taxes simply for the sake of paying taxes. Taxes that are unreasonably high 

can stifle economic growth. But taxes that are too low can also inhibit growth, by failing to 

provide the revenue necessary to invest in education, innovation, and infrastructure. An 

effective tax system can transform affluence into long-term prosperity by including all 

Washingtonians in the project of building Washington's future. 

 

Washington can create a more equitable and balanced tax system and boost its economic 

vitality. The cost of doing otherwise is simply too high for the people of Washington.  
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Appendix 

Table A1: Values and sources, Figure 1. 

 

Measure WA rank 

States doing 

worse 

WA-

value US-value Units Year Source 

Homeless persons 

per 10,000 46 4 28.3 17.3 

Persons per 

10,000 2019 KFF 

Higher education 

enrollment, 18-24 44 6 36.7 42.5 Percent 2018 NCES 

On-time high 

school graduation 44 6 79 85 Percent 2016-17 NCES 

Preschool 

enrollment, public 32 18 6.4 19 Percent 2016-17 NCES 

Higher education 

spending per 

capita 22 28 888 813 2016 $s 2016-17 NCES 

K-12 education 

spending per 

capita 21 29 1838 1848 2016 $s 2016-17 NCES 

Health insurance 

coverage 15 35 93.4 90.8 Percent 2019 KFF 

Poverty rate, 

persons under 18 9 41 10 14.4 Percent 2019 Census 

Median household 

income 7 43 78,687 65,712 2019 $s 2019 ACS 

GDP per capita 4 46 80500 65298 2019 $s 2019 BEA, ACS 

 

See also: https://erfc.wa.gov/sites/default/files/public/documents/publications/climate2020.pdf 

 

 

  

https://www.kff.org/state-category/demographics-and-the-economy/homelessness/
https://nces.ed.gov/programs/digest/d19/tables/dt19_302.65.asp?current=yes
https://nces.ed.gov/programs/digest/d19/tables/dt19_219.46.asp?current=yes
https://nces.ed.gov/programs/statereform/tab5_10.asp
https://nces.ed.gov/programs/digest/d19/tables/dt19_106.40.asp?current=yes
https://nces.ed.gov/programs/digest/d19/tables/dt19_106.40.asp?current=yes
https://www.kff.org/state-category/health-coverage-uninsured/
https://www.census.gov/data/tables/time-series/demo/income-poverty/cps-pov/pov-46.html
https://www.census.gov/content/dam/Census/library/publications/2020/acs/acsbr20-03.pdf
https://www.census.gov/content/dam/Census/library/publications/2020/acs/acsbr20-03.pdf
https://erfc.wa.gov/sites/default/files/public/documents/publications/climate2020.pdf
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Table A2: State and local taxes by source as share of personal income, 2017 

  WA OR ID MT CA NY IL SC VA U.S. 

Corporate 

income 0.0 0.4 0.3 0.3 0.4 0.8 0.4 0.2 0.2 0.3 

Individual 

income 0.0 4.2 2.3 2.5 3.6 4.4 1.9 2.0 2.8 2.3 

Property 2.6 3.1 2.4 3.5 2.7 4.4 4.1 2.9 3.0 3.1 

Sales-

general 4.3 0.0 2.3 0.0 0.0 2.4 2.1 1.8 1.2 2.3 

Sales-

selective 1.4 1.1 0.9 1.2 1.0 1.1 1.5 0.8 1.0 1.1 

Other 0.9 1.1 0.6 1.1 0.6 0.8 0.6 0.8 0.6 0.6 

Total 9.3 9.8 8.9 8.6 10.3 13.9 10.6 8.5 8.7 9.8 

Source: U.S. Census Bureau Annual Survey of State and Local Government Finances, 1977-2017. Compiled by the Urban-

Brookings Tax Policy Center. Washington, DC: Urban-Brookings Tax Policy Centers (2017). 
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Table A3: State and local revenue by source in dollars per capita, 2017, in dollars 

 WA OR ID MT CA NY IL  SC VA US 

Federal 

funds 2,112   2,598   1,614   3,112   2,558   3,413   1,813   1,971   1,393   2,184   

State/local-

total 8,268   7,922   5,488   5,661   8,964   11,730   7,501   6,556   7,342   7,408   

State/local 

taxes-total 5,342   4,713   3,704   3,898   6,171   9,073   5,764   3,522   4,796   5,083   

Property 1,498   1,487   1,018   1,587   1,607   2,902   2,239   1,201   1,652   1,617   

Sales-

general 2,476   --   963   --   1,246   1,551   1,127   760   642   1,196   

Sales-

selective 835   507   365   560   572   701   816   332   532   588   

Individual 

income --   2,021   966   1,119   2,137   2,877   1,037   825   1,542   1,183   

Corporate 

income --   173   126   119   257   540   225   75   98   162   

Other 533   525   266   513   353   501   321   329   330   336   

Charges 2,216   2,284   1,315   1,117   2,171   1,660   1,100   2,390   1,872   1,618   

Total 10,380   10,520   7,103   8,773   11,523   15,143   9,314   8,527   8,735   9,592   

Source: U.S. Census Bureau Annual Survey of State and Local Government Finances, 1977-2017. Compiled by the Urban-

Brookings Tax Policy Center. Washington, DC: Urban-Brookings Tax Policy Centers (2017). 
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