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PREFACE

This research report was prepared by the staff of the
Advisory Commission on Intergovernmental Relations under a
contract to the President's Commission on School Finance.
Principal investigators were Will S. Myers, Charles F. Revier,
John Shannon, and Paul N, Van de Water. Professional assistance
was given by L. Richard Gabler, Jacob M., Jaffe , Sandra Osbourn,
and Francis X. Tippett. Secretarial work was performed by
Diane Cipperly, Jennifer Deel, Gloria Flournoy, Patricia Koch,
Elizabeth McCulley, and Ruthamae Phillips. The project also
benefitted from comments and assistance by various scholars
and public officials.

While the conclusions of this study largely conform to
formal recommendations that have been made by the ACIR, the
document has not been approved by the Commission and is not an
official Commission report. Authority for the staff to conduct
this study wae given by the Commission at its meeting of

January 22, 1971.
John Shannon
Assistant Director

Wm. R. MacDougall
Executive Director
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CHAPTER 1

STATE~LOCAL REVENUE SYSTEMS AND.EDUCATIONAL FINANCE

)

Educationil finance occupies a prominent position in the

ES b v Doan i Bl B

State-local fiscal structure, 'ﬁuring most of the past twenty
years, the fiscal requirements- associated with rising'school
enrollments, suburban growth and urban poverty resulted in
substantial upward pressures on expenditures, Aided by a rising
economic tide through most of the period, and abetted by the
growing role.o'f} Federal and State governments, school finance
problems have been held to manageable proportions in most States,
Two recent developments portend more serious difficulties

in school finance, both 1mmediate1y and in the future,

~ The California State Supreme Court declared that State's "
method of f1nanc1ng education w1th the local property tax
,unconstitutional A Federal Judge in Minneapolis applied the
'same reasoning to Minnesota's State school aid system. All other
,.'States » save Hawaii, have similar educat1onal fmancmg structures.
'l'he public has come to question senously whether the funds
proV1ded for elementary and secondary education are being effectively
spent Pre51dent Nixon reflected the contemporary attitude toward
education in his 1970 message on educational reform when he
sa1d "We will ask the Congress to supply many more dollars for

education as we get more education for the dollar.'.!_.




Thus, the court decisions and the public's demand for

better educational performance confront virtually every State

with the task of re-examining its State-local fiscal relationships,
School budgets have not stabilized, They continue to rise

in response to both program improvements and the impact of

inflation, Urban school syé.temi; particularly report a fiscal

crunch between the steadily increasing teacher pay won in hard

bargaining by strong teacher uuions and the slow natural growth

in local property tax collections. The schools and their

spokesmen .turn increési_ngly to the State and Federal governmei_xt

for help. Thus, a once ﬁighl'y local governmental function has

evolved into an intc'alrgovernmentail issue requiring a re-examination

of the financing role _o'f the different governmental 1eVels..

The School Finan¢ing Mix

From a fiscal standpoint, State and local governments dominate
public school financing. School costs afe borne roughly 40 percent
by the States and 50 _pelfcerit by localities with the Federal govern-~
ment providing somewhat less than 10 percent,

!

Table 1-1,--State and Local Expenditure for Education (other than higher)

By Governmental Source of Financing, Selected Years 1942-1969

Pepcént 'Financéd From

Fiscal - _. - Amount.. Federal “State Local
Yéar (in millions) Aid ‘funds ‘funds
1969 | $35,687 ' 8.6 40.8 50.6
1967 - $28,986 10,2 38.6 51.2
1957 . '$11,994 3.1 36.7 60..3
1942 $2,290 5.8 32,9 61,3

Source: 'ACIR staff-gcomj;ixtations based on U,S, Bureau of the Census data

R
R
W




In 1965 as par{_': of an anti-poverty effort the Federal dollarx

support jumped with'the passage of the Elementary and Secondary
Education Act, After this transfusion of Federal suPport,
however, the upward pace of State-local spending for sche'o_ls out«
distanced growth in Federal categorical school aid,

The locally financed share of school costs has declined ;
relative to both the State and Federal share, but local schools ‘
have claimed a rising portion of the local property tax, In 1942,

the schools required a mere one~third of the $4.3 billion local

property tax-yield. By 1970, the schools required 50 percent

of the $33 billion iocal property tax take,

Table 1-2,--School Share of Local Property Taxes,

Selected Years 1942-1969 - ~
Local ‘Percent distribution by typé of “government
property . ,

Fiscal taxes School ' Townships and 3/
Year (millions) - districts 1/ Cities 2/ Counties 2/ special districts
1942 $ 4,347 32.9 39.0 20,1 8.0
1952 8,232 39,2 32.7 19..8 8.3
1957 12,285 42,8 29,7 19,2 8.3
1967 - 25,418 48.9 24,8 18,5 7.8
1969 29,692 : 50.0 24,1 18.1 7.8
1970 32,963 50.3 23.7 18,1 7.9

1/ Includes est. amounts allocable to dependent city and county school
* systems,
2/ Excludes est., amounts allocable to dependent school systems,
3/ Townships property taxes in several States are used in part to -support
dependent school systems,

Sourc.2: ACIR staff computations based on U S. Bureau of the Census data

- 1-3




'The Local Sc¢éne

Both the educational financing scheme and the property tax are
under fire at the present time. With local budgets unde:'lpressure
for increases in most sexvice areas, serious questions arise as
to the capacity of the property tax to finance a significant share
of these functions as weil as education, The property tax is
costly and difficult to administer in an evenhanded objective
fashion, -even when confined to real estate. The fragmentation
of the polit:‘:cal landscape and the consequent uneven distribution
of the property tax base means that assessable wealth determines
spending in most localities, Scholars have long considered this
a critical flaw in educational financing, and their view was given
legal sanction recently by the California State Supreme Court,

School budget and bond elections yield considerable evidence
of stress in-the present State-local revenue system, The National
Center for .Educational Statistics reported for fiscal 1969 the
lowest percentage of successful school bond elections, 56.8
pércent, of any year since their study was initiated in 1959, 1/
Robert J, Goet_;tel told the Amencan Educational Research Association

that the 137 school budget defeats in New York State in 1965

represented 20 percent of the original submission budget elections,

ey Raaasasananl

‘ _1_( National Center for Educatm_nal Stat1stics, Bond sales fOr Public

‘School “Purposes 1968-1969,

Washmgton' Department of Health, Educatlon and HelFare, 1971




whereas in 1965 the 16 defeats ;epresented 1..7 pexcent of such
elections.-l-{ ‘While it is difficult to assess the part played by
the mounting school property tax load in these defeats, it is
safe to assume that this factor reinforced any nonfiscal factors
that may have motivated a citizen to cast a ''no" vote.

To minimize inequities resulting from reliance on the local
property tax and to assure a continued local financial contribution
for school support, it has been suggested that at a minimum the
property tax ought to be rehabilitated by: (a) improving assessment
administration under strong State supervision, aud (b) granting
tax relief--financed by State or Federal governments--to those
citizens bearing extraordinary burdens in relation to their income,
Both practicality and equity argue for such minimal type action
at the State level, Recent history suggests that enly the courts
have been effective in bringing about administrative reform in
the property tax. Moreover only the aging as a group have been
successful in obtaining relief from extraorr.;linary property tax
burdens. |

In the larger context of intergovernmental fiscal relations
rehabilitation of the pi'operty tax falls far short of answering
- the criticism that the education of youngsters depends too much
on the acc1dents of pvonerty tax geography. ’l'he decismn on
educational finance and indeed on State and lecal tax policy .n

......

a11 States ultlmately rests on the State legxslature. Leglslators

1/ Robert 7. Goettei, VThe Relatlons}up Botween Selected Flscal Pnd

Economic Factors:and Voting Behavmr in School Budget ‘Elections -
_in New York State,” unpublished paper: presented to the American .
Education’ Research Assoc1at10n Anmual Conference, New ‘York, N Y.,

Feb. 4, 1971,
" 1a5.
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determine the role of each tax source in the State-local revenue
system and thereby the distribution of the burden of their

educational aid system,

" State Aid

A long tradition dating back to Elwood Cubberley in 1905
views the State as the source of funds for equalizing variations
in local fiscal capacity. The default of i:he' States in the
performance of the equalization role is acknowledged and understood..
A recent study described the current deficiencies in State
equalization as follows:

_When all state aid (foundation program or basic
state aid plus special aids) is added to total
local school revenue, the revenue per pupil in
average daily. attendance was significantly
positively correlated with the valuation of
property per pupil in eight of the ten States
studied, This means that state funds were in-
sufficient in amount or were apportioned in such
a manner as to fail to overcome the disequalizing
effect of variations_in amount of local revenue
available per pupil.l

Having analyzed State equalization eicperience, Paul Cooper
sounded the following rote of despaif: "The least that can be
rlsa1d is that, after more than sixty years of exPenence with the
foundation program equa11zat1on approach 11tt1e progress has

been made toward making equal (educatlonal) opportumty ava11ab1e;"3./
The Speaker of the M1nnesota House pmpointed the. reason for the

| lack of equalizatl.on..m State ald d1stnbut10n m these terms:.

7 L . Johns et al,. (edsD,
T 'Status "and Thpact 'of 'Educational’ Pinance' Progi;ams,
- Gainesville: National -Educational Finance Project, 1971, p.-206.
' 2/ Paul-D,. Cooper, "State" Takeover of Education F1nanc1ng," ‘National
"“Tax" J0urna1 24 347 (September, 1971), ' -

‘16%;;"‘

K§




: "It's not politically reasible if you have complete equalization.

The richer districts would have ho aid and the poorest .would get
{ . the greatest amount.‘.' —1-/

' 'Competition for Funds

During the fifties and sixties edication generally received
first crack at both local pr0pertv~ta.x.resources and State aid
funds. ‘It had mmber one priority as the nation. entered the

Space Age, The growing fiscal pinch at local. government level

and particularly in the central cities gradually forced State
and Federal legislators to reappraise their priorities. Proponents
of urban aid at both the State and National levels have grown up to

challenge educators for public funds. Health programs, too, are

i el

likely to grow as effective competitors for public funds,

Increasingly educators are confronting a "show me" attitude ;

on school spending. To preserve or increase the schools! share

of the State-local budget in the face of steady or declining

enrollments educators will have to develop reliable measures of
student achievement and show real improvements.

‘A New’ Financingﬂix

" Whether schools retain or expand their share of public funds
the present system of e'ducational finance will be changing.
The scope and d1rect1on of this change will be shaped by and will
in turn shape the S:tate-loc‘;l revenue system.' The central policy
issue that emerges concerns the extent to which the uneven distri-

bution of the ;ocal tax base and tax y1e1d .shall be allowed to

..............

1Y 'Mi'nﬁeapons ‘Tribune, J_u’1y 30, '1'971
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influence the provision of & major governmental activity (education)

designed to redistribute.econamic opportunity.

The Advisory Commission on Intergovernmental Relations and
others have argued that the provision of education should not
depend to any significant extent on the distribution of local
property tax resources. Nor should educational support depend on

the distribution of local nonproperty tax resources, should other

forms of local taxation be proposed as alternatives. The solution

implied by the ACIR approach requires that either State govern;
ments or the Federal government or both stand ready with the
revenue and aid systems powerful enough to obliterate disparities
in local taxing capacity. |

It is the purposé of this study to analyze the self-help
capabilities of the States to equip themselves with a highly
productive~State-loca1 revenue system that could underwrite a

major share of school costs.

a_'his, study finds that the States will have to acquire a
revenue gene;ﬁting system powerful enough to support the bulk of
public school costs if the provision of elementary and secondary
education is not to be influenced by disparities in local fiscal
capacity. The study describes the State revenue system implied
by tf\is requirement and. aééesses the prospect of achieving the
obj ective. |

Because thé,States ‘coll'qctrilvely;finénce only 41 pei;éent of

public school costs currently they could expect serious political

and fisgal difficulties in moving quickly to d,ispléce_ the local

Mg
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property tax for schools--now a $20 bil%ion undertaking that grows each
year. The political price demanded by'-taxPayers in exchange for enabling
the State to increase income and sales tax rates 'sharply might well be an
effective limit on local property taxes at the level established after

dropping the levy for school support,

The prospects of a sharp acceleration:in State-revenue raising activity,
while not rosy, are not entirely bleak. The States have demonstrated a
remarkable capacity for positive action to strengthen their tax and revenue

position,

Until the decade of the sixties many State governments managed to get
along by relying ori selective sales taxes and either a general sales tax
or a personal income tax, The selective sales taxes--alcoholic beverage,

beer, and cigarette taxes-~have little automatic or built-in revenue growth.

"The general sales tax outperforms them considerably. Growth in the sales

tax yield comes from both an increased volume of consumer spending and

from rising prices. The yield of this taJt therefore grows at about the
pace the economy grows., But, the revenue source with the best potential
for keeping up with expanding State revenue requirements is the personal

income tax.

Increasingly, States have found both the general sales and personal
income taxes essential to prevent the opening of a revenue-expendlture
gap. ' The use of these two broadly-based levies has in fact become the
standard by which State ,tax effort is judged, because 36 States and the
District of Coiﬂinbia adhere to it,

Increasi_ng'relianee on both income and sales taxes has bretight
about a s1gnif1cant increas'e in the State portion of total State and local

tax collections. The greater growth respon51veness of State sales and

' eSpeclally income taxes compared to ‘the local property tax will further

enhance the States' pos:.tmn as t1me passes.
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Table 1-3,~~State and Local Tax Collectlpns
Fiscal Years 1964 and 1970 :

1964 *1970
Amount “Amount °
(millions - (millions
..of ..of. :
Item dollars) " ‘Pércent ‘dollars) " 'Percent
All State § Local
© taXeSeseserssos 49,837 100.0 - 86,795 100.0
State.sesecsons 25,111 50.4 47,962 55.3
Local,secosenses 24,726 49,6 38,833 44,7
By type of tax:
Property.....c. 22,350 44,8 34,054 39.2
General sales § . :
gross receipcs.. 7,612 15.3 16,128 - 18.6
Individual income... 3,978 8.0 10,812 12,5
Corporation net '
income.seecesesess 1,775 3.6 3,738 4,3
Motor fuel sales.,... 4,228 8.5 6,324 7.3
Motor vehicle &
operators licenses,. 2,067 4,1 2,904 - 3.3
All otheT,seesssceesscs 7,827 15,7 12,835 14.8

Source: U,S, Department of Commerce, Burcau of the Census Governmental FlnanCes

‘in 1969-70

Equipped, as many States now are, with a powerful and diversified
tax system, they are in a position to avoid the ineqﬂisies that inevitably
arise with intensive use of regressive type taxes such.as'séles and
prOperty 1eV1es. For example, everal States have ploneered innovative
income tax prograns to sh1e1d low income persons from undue tax burdens.
The personal income tax is an espec;ally valuable revenue instrument
in a State-local tax systeﬁ. It has an‘automatiq_growth in yield that

most nearly resembles the growth in“State-local expé.nditurssn
s1710 '
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It opens several possibilites for tax coordination to improve

the overall equity of the State~local revenue system, especially |
income tax credit-tax rebate possibilities in the property and "[
sales tax fields,

New '‘Dimensions in 'State-Local 'Tax ‘Policy

The interaction of State tax policy on local taxes is
belatedly claiming legislative attention, Perhups the most
noteworthy effort in this connection is the work of the Massachusetts

Special Comnission to Develop a Master.Tax Plan, The major Master

Tax Plan proposal is to fix by law the relative ?mounts of revenue
to be raised by the three major tax measures;~property; income;
~and sales. This would be done by a commission*eomposed of State
legislative'and executive branch members and representatives of
‘ocal government empowered to establish the taxlrates<necessary

to maintain the-relationship between taX'sources'on a year-by-year
basis., | .

The underlying premise of the Master Tax Plan proposal is

‘é@f\ tfi1 that the legislaturé'must henceforth consider both the'package

\

of public serV1ces the State-local revenue system w111 support

and the qua11ty of the maJor tax measures that comprlse the revenue
system, ‘The property tax would no longer be used in effect, as
the res1dua1 tax instrument--to f111the gap between an established

1

‘-expend1ture 1eve1 and ava11ab1e revenue from nonproperty tax sources.

.”

The growth of Federal aid and the 1n51stent State-local demand

s

for more of it has spurred pol:cymakers at a11 governmental 1evels

' ‘.-to g1ve more cons1derat10n to the 1mpact of Federal p011c1es on.

111,




State~local fiscal ‘prbblems. For example, angresSiq-hal‘acti_on

on welfare reform, revenue ‘.'Sha'ri“'ng or direct aid to schools or

cities might so alter the task assigned traditionally to the
State-local revenue system as to’ undérmine allvi efforts to increase
} reliance on State personal income ' taxation, ‘”
Indeed, the decision of Congress on Federal p'ollicy prdposals
now under discussion will have a profound impact on the role
of the States in the Federal system, A. massive increase in.
Federal aid to local schools, for example, would introduce a new
element in the' debate on how to redress the fiscal imbalance among
governmental levels, Not only would this be a rival to other

major Federal fiscal moves, but substantial aid to education would

also sharpen the debate over the form Federal aid should take,

‘Federal Policy Alternatives

In view ‘of-the growing fiscal tensions within the State~local
system, Federal policymakers confront at least four possible
policy alternatives,

1. The Trad1t1onal Functionadl ‘Aid ‘Approdach--Inject into
' the present State-local financing system a very
substantial new flow of direct Federal aid to
education, This new aid would be essentlally
supportive in character, designed to raise the
Federal share of the Nation's school bill from
its present 7 percent to something on the order
of 25-40 percent -

2, ‘A Self Help Approach—-Bnab e the States to. finance
most of the cost of local schools by helping them.
to help themselves on the revenue front, Spec-
ifically this would call for the use of Federal tax
credits to encourage a substantial increase in State

1-12 o I




personal income tax use and perhaps the use of

incentive grants to ehcourage the States to

pull regressive stingers from the sales and local
property taxes, It might.also include Federal
financial incentives specifically designed to
encourage States to relieve the local property
tax of its heavy educational burden and revenue
equalization payments to the poorer States,

for State and local governments generally both by
complete Federal assumption of all welfare costs

and by the introduction of a general reveaue sharing
program with State and local governments.

An Eclectic Federal’ A1d Approach--Select from the o

above three policies those elements that appear to .-~
offer the best ingredients of a well-rounded Fed eral

aid program for State and local governmments “and the
Nation's school districts,

113 -
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CHAPTER 2

THE PRESENT STATE-LOCAL REVENUE SYSTEM

DESCRIPTION

Revenue Yield

In the fiscal year 19_69-70 State and lecel governments raised
$109 bg__l_j,cn—'—in’ﬁ"'o'ién-‘source revenues, comprised of‘$87 billion in tax
recerpts and $22 billien in charges and miscel_laneous general rev-
enue, Of the tax revenues, 55 percent was collected by the States
themselves and the remainder by local governments, |

The major State taxes are the general saies tax, the various
selective excise taxes, and the individual income tax. Together
these three categories accounted for three-quarters of State tax
collections in 1970. Over 85 percent of local tax collections is
accounted for by a single instrument, thelloc{nl property tax, ~ These .

data are described in detail for each State in Table 2-1.

As can be seen from the table, States do not place equal reliance
on the same taxes. Some States use certain :taxes heavily and. others not
at all. The range of variations in the uselipf‘ different taxes is shewn |
in Table 2-2. The table compares. actual t:ax.‘-f;‘col.lections with potential
collectibh's. Potential collections were ealzg‘.ulated by. appv'ly»ing, tae{ by
tax, the U. S. average rate to each State's «‘al]hare of the base of each |
tax measure. It should be noted particulerly\that there are a few States
which are still lacking either a personal incr)me tax or a general sales

tax. 1In the property tax field the State with the highest revenue

effort makes four times as much use of that revenue source as the State

with the least effort.
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STATE AND LOCAL TAX RE

TABLE 2-1
VENUE BY SOURCE, BY STATE, 1970

Millions of Dollars

Total LOCAL TAXES I STATE TAYES
State State General
L and Total Property Other Total Sales or Individual
Local - Gross Income
Taxes . Receipta
uniTeD sTATES, Tovat | 86,823.7 _38.861.7 32,991.1 5,870.6 47,962.0 14,177.1 9,182.9
| aLanava _891.1 2331.8 u2.7 121,1 657.4 212.4 85.1
[ alacka _176,0 40,1_ 30,7 9.4 86.0 -- 37.5
[ amizona — 753.9 279.6 125.6 54.0 474.3 1737 65.0
[ ARKAMSAS 484,0 332.6_1 1238 8,7 351.4 108.7 42.5
CALIFCRMIA 11,160,646 | _5,662.9 ) _ 4,992.3 ] 665.4 5,497.5 1,756.9 1,150.6
COLONADO 924,1 456 ,1 393.3 60.8 470.) 137.8 129.1
| comnecyicur 1,470,0 728.2 723.1 5.1 741.8 258.7 4.9
OELATARE 2466 50,9 45,5 5.4 195.6 - 68.5
| o137, OF coLumaia 90,9 1 390.9 | 127.8 263.1
s Lorion 2,355.1 934,6 7675 167.2 1,421,1 658.2 -~
ceonaia 1.411.0 489.7 | ___433.8 55.9 941.3 335.0 164.9
WAWAL %40.6 100,72 5 26,4 340, 5 162.7 105.0
10ANO 242.6 91,7 89.3 2.2 . 155.9 Al.7 36.7
ILLINGIS 5,410.1 7,541.4 7,226,8 314.6 7,868.7 1,004.2 575.6
INOIANA 1,854.6 8 3.8 1,002.4 380.7 216.4
[iowa 1,232.1. 6.2 6283 773.5 117.7
WANSAS 58745 12.7 431.0 145.4 718.4
XENTUCKY A _Yn2,7. 65,4 703,0 267.7 121.4
|_tounsiara _1,205.9 155.7 838.8 166.5 48.0
| MAINE, 311.1 1.2 07,5, 83,2 18.9 ¢,
[ Curaviawo___ 1,890.6 279,41 __1,082.1 216.8 413.4
L 21,8283 12.2 1,393.7 168.4 S18.0
T4,003.0, 150.6 | 2,745.1 B78.5. 415.3
Cwewesova [ T1,681,7 ) 16,3 | _1,021,0 | "195.6 s
| _M1518510 P 655,17 16,1 |~ 485.8 227.9 44,2
| wusoum N W 142.4 820.9 344.8 1267
MONTANA 1. 26.3 . 5.7 128,81  -- 38.9
| _NEORASKA 588.3 19.4 261.3 74.9 44,4 |
WEVAGA T 952.4 20,9_ 149.1 Sh.7 -
| _NER_HAMPIHIRE 245.6 1.3 - 94.8 - 3.5
HEW JEWLEY 3,206,0 189.6 1,132.3 355,6 17.6
Cwewsenco | 36s.1 [ 9.6 23.6 M35 |85 | 35.7
NEw YOR® 11,899.1 5,782.6 1,067.0 6,116.5 1,012.0 2,506.4
_HCITH CARNLINA 1,580.1 389.9 14.0 1,190.2 264.5 270.9
[ “wonTH OARCIA 732 .1 110.5 3.8 12178 Y] 154
unio . 3,656.3 1,953.6 285.5 - 1,702.6 658.8 ==
| _OKL AHOMA 182.7 280.6 42,2 502.1 93.8 50.5
OREGON 836.1 405.4 13.4 430.7 o 213.1
PENNSYLVANIA 4,734,411 1,956.5 589.6 2,777.6 _948.4 -
RHODE 13LAND 387.6 158.9 . ..w1.9 228.7 78.3 18.6
I0UTH CAROLINA _ _ 10,4 166.7 157.4 | _ 9.4 543.7 192.6 95.4
SOUTN DAKOTA 265.2 - 152.5 145.8 6.8 12,7 47.7 -
TENNESSEL 1,096.2 409.3 301.7 107,5 786.9 241,2 12.1
TEXAS 3,540.7 1,565.6 1,371.0 194.6_ 1,975.1 552.6 o=
CALL] -196,9 | 145,3 130,1 |_ 15,3 251.6 91,0 61,3
VERMONY 209.3 74,1 72.8 1.4 - 135.2- 17.1 43.7
VIRGINIA 1,581.5 625.8" 434.2 191.7 955.7 210.0 282.8
WAININGYCH 1,510.1 - 482.0 416.9 65,2 1,028.0 546.2 -
WESY VIRGINIA 525.2 140,.2 1223 17.9 385.0 181.7 40.1
WISCONSTN 72066 913.8 901.9 “17.0 1,312.8 272.6 489.9
WYOMING 144.1 59.7 57,7 2.0 84.5 31.0 .-
§ce footnotes at end of table.
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TABLE 2-1

STAIE. AND LOCAL REVENUE BY “OURCE, BY STATE, 1970

(Continuud)

— SIAIE_TAXES

CORPORATION SKLECTIVE SALES AND GROSS RECEIPTS PROPERTY
INCOME
svaves
TOTAL MOTOR ALCOIOLIC TOBACCO OTHER
.. FUELS BEVFRAGES PRODAV TS L.
UNITED STATES, TOTAL. 3,737.9 13,076.5 6,282.9 1,420.2 2,308.0 3,065.4 T, 0917
. - ..-—‘_ ”

[ aiaoaua " 30.8 249.5 116.8 41,7 36.9 54.2 22.9
ALASKA 5.3 20,4 ) . _10.4 4.4 2.7 2.9 - -
ARIZONA 20.9 113.2. |__65.0 9.2 19.5 19.5 67.8

T=ZRkausas 26.2 126.2 | 74.9 11.4 23.4 14,5 .9

[civironu 587.6 | 1,251.9 672.4 105.8 235.3 238.4 233.5
COLORADO 33.5 111.6 71.8 11.2 12.3 | 16.3 1.1
CONNECTICUY 119.5 258.1 99.2 23.7 56.1 79.0 ===
DELAWARE 13.4 42,8 18.3 .6 9.0 il.9 J
DIST. OF COLUMBIA
FLORIDA --- 490.6 225.4 120, 5 39.2 105.4 33.6
GEORGIA 84,2 274.9 154.7 57.8 40,5 21.9 3.1
HAWAN 14,6 51.2_ . 17.7 1.5 5.8 20.2 =
10ANO 11.1 39.0 | 25.3 3.9 4.9 4,9 .8
LNt 141.0 797.9 | "311.3 67.0 153.1;, 266.4 2.5
inotANA 8.6 276.9 _| -192.8 19.9 39, 24.3 2.8

" iowa 24.3 156.1 160.8 9.0 29.8_ - 16.4 4.1
wAnsAs 19.3 123.5 8i.4 10.0 20.4 11.7 10.4
XENTUCKY 39.5 189.5 1 104.6 14.3 1.9 58.7 26,6
LOUISIANA 4.8 234,1 119.8 J1.3 33,2 49.8 26.9

e 8.3 65.6_ | 36.6 ) Tl 9,6 3.8

| wamviano 60.1,,4_ 253.1 s | 15.7 26.5 99.6 Ja.1
MASSACHUSETYS 218,.3~ 356.8_ ] _135.8 54,8 15.2 90.9 J

Tscmemn___ [ 1946 | 48i.a | Ta3.7 63.9 65.9 £4.1 83.0

| “wrinesora 79.8 2674 | 122.9 341 49.4 61,0 5.8

RNy _ 19.9 141.8 88.5 13.1 19.7 20.5 3.9

[_wissoumi 213 198.7 115,64 12.3 47.1 23,9 2,8

Cwenzans_ N P Y 7% S 3 6.3 5.8 7.3 BN

[_neomasxa 8.6 96,1 67.8 6.0 12,0 | 10,0 2.0

uevior e 73.8 26,1 5.4 1.1 36.7 i3

mewvaweswne v = = | 62.8 23.9 | 2.3 13.9 22,8 3.5
WEw JTRSCY 169.2 454.9 200,13 43,6 118.2 | 92,8 49,8
NEW MEXICO . - 8.1 70,2 42,5 1 4.5 1 105 | 12.7 . las

hiv?é?i—m‘h"“—' TR TR 374.8 I 8 N 250.6 430.8 12.4

| _Me THcaRDLIA 112,45 383.2 _213.7 57.3 11.7 100.5 23.7
NORTH DAKOTA 3.0 341 19.8 405 6.3 3.5 . R4

[ _onio - - - 660.6 320.2 61.2 121.5 157.7 58.6

| _oxLanoma 27.5 183.4 90.9 18.2 38.0 36.3 -= -

| _onecon 39.9 90. 1 64.5 2.4 12.3 10.9 29
PENNSYLVANIA 529.8 815.3 345.0 88.3 185.7 196.4 32.0

| anooE isiano 23.1 79.1 27.7 5.8 14.9 30.6 - ==
SOUTH CAROLINA 42,3 174.2 87.2 37.5 17.4 32.0 1.7
SOUTH DAKOTA .8 47.3 24,0 5.2 7.0 11.0 - - -
TENNESSEE 59.6 232.7 130.6 23.2 50.7 28.1 . =~
TEXAS - - - 2060.4 312.3 54,6 186.4 207.1 6.1
UTAH 11,8 - 51,7 37,8 2,3 S, 6,2 12.8
VEAMONY 5.8 48.8 16.1 9.5 6.5‘ 16.7 Y]
VIRGIHIA 67.4° 282,3 146.5 34.2 13.8 87.8 12.6
WASHINGTON - - - 267.9 140.9 39.5 37.1 50,4 113.1
WEST VIRGINIA 3.9 118.5 49.9 17.3 14,0 37.2 )
wiSCONSIN 104.7 . 267.7 130.5 26.3 58.9 52.0 72,3
wYoMING - - - 22,1 16.4 9 3.2 1.7 10.8

Al N - R
Sce footnotes at end of table. o
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) TABLE 2-1
STATY. AND LOCAL REVENUE §Y SOURCE, BY SYATE, 1970
) (Continued)
STAIE _TAXES
L LICENSE TAXE,
States [ Motot . S e
Total Vehicle & Alcoholic Death Document All Other
Operators Beverages Other & Gife & Stock Toxes
Transfers VI (R,

UNITED SYAYES, YoTaL | 4,615.3 2,955.38 119.6 1,540,0 996.4 380.6 703.5 ¢
| atsoaua 51.2 | 25.8 1.9 23.5 1.4 1.9 2.2 -
[acasxa 14,7 5.8 .. .8 8.2 .2 - - 12.9

AHIZOMA 29.4 2.1 .8 1.5 4.2 - - - -

[T anxansas 40,3 _ 29.9 5] 9.9 .7 - = 7.8

CALIFORNIA 358.5 |._._271.3 20.0 67.2 156.9 -~ = 1.6 ;

CoLonabo 43.9 [ 271 1,2 15.6 11.9 - - L1 ?
| _comnecTicuy 58,0 46,9 4,2 6.9 42.6 - -~ =
| _oeLawane : 63.0 10.3 .3 52.3 5.4 2.3 - - ;
| _DIST. of coLuueia 3
| _rromina 176.5 114.7 2.3 59.6 16,0 45.9 02 3

3
ceoncia 51,3 37,3 & 13,5 5.6 * .9 ;

HAWAI 4,2 .1 - = 4.1 243 ’ L) ¥

10AHO 25.6 14,8 | R 10,4 28 - = o3 ’a

fLLiols 277.9 231.2 1,1 _ 45.6_ 63.7 2.0 - - 3

INDIAKA 81.7 63.5 1.2 11.0 15,0 - = o3 P
[ Jowa 90.0 | 80.7 2.4 6.9 16.8 .9 - -

KANSAS 46.2 35.4 R 10,4 1,2 - = 6 g

KENTUCKY 44,8 30,7 .8 13,3 12,4 1.0 2

LOUISIANA 70.7 27,9 1.5 41.4 6.7 -~ 251.0 B

MAINE 22,9 14,7 i 1.6 4.9 - = * ~ B

- : f

MARYLAND 69.2 51.% Y _n.6 _1 11,9 2 3.6 ) 3

|_massacuusevTs 84,7 50.2 4 34.1__ | 43,4 | 3.7 - - K

MICHIGAN . 307,86 ). 1565 3. Ve2eb . ) 2605 | = - 1.7 3
| _misnesora 84.6 66.8 3 17,5 20.0 3.0 19,0 :
[ wizaisaieet K 1.8 14,4 21 17.3 2,0 -z 14,3 . g

wissounl 1 1.6 ) - 75,1 | V.4 | 35.0_ | 12,0 - -
| _MoNTANA ' 15.0 1.9 .8 6.3 4,2 -~ = 4.7
| _meanaska 33,2 25.4 .1 1.6 .8 ] .8

wrvapa T 15.4 9.5 3 3.9 - - +6 .3

__NEw muvsmu 19.2 13.6 3 S.4 3.8 ) 1.7
TP T 219,6 1324 1.9 85.2 65.6 - = - -

L IAKLA .. 22,2 { 16,2 } .2 ) 5.8 1,7 | oS I 33:4 — o
[T new vYoRK 323.0 [ 240.Y 3.2 48.8 127.9 266.8 - - h
| _we T CAKOLINA 116.5 67.1 .3 49,1 18.9 - = *

[ MOWTH bATOTA 20.8 16.7 .2 3.9 .8 -~ = 3,2

owio 306.8 159.2 10,0 137.6 17.9_1 - - - =

on./moun 80,9 65,7 .8 V4.4 4.5 1.0 50,5

onrcou - 68.8 48.5 .1 19.5 14.1 ] - 1,9

[ oeumsYLVANIA 322.7 126.2 8.1 188.4 98.9 30 6 - -

RHODE I51.ANO 20.6 16.3 ol 4.3 : 8.6 3 -

SOUTH CAROLINA 31.4 __1.8 1,2 12.4 35 2.7 .- .

SOUTH DAKOTA 15.0 10.7 1 4.1 2,0 -- %

TENNESSEE . 116.4 62.6 4 . 53.4 18,1 4.9 1.9 i

TEXAS ; 01,7 165,8 3,1 ~13:.8 23,1 * 273.2 e

UTAN : i 15.6 10.6 .1 4\,9 ' al on 423

VERMONT 15,3 112,2 L a2 2, ¢ - 2,3 1,0 0.9

VIRGINIA - . ‘ 29,1 63,2 46 15.3 12,2 8,2 1.2

WASHINOY O 74,2 49,6 2,0 22,5%.. 25.4 1.2 - =

WEST VIRGINIA 34,2 27,4 1.0 5.8~ 5,0 .8 —al

WISCONSIN 91.5 _71.4 sl 19,9 32.6 a3 1.1 .

wYOMINO ; ‘15,8 10.0 o * 5.7 _ 0,6 - = 4,3

* Loss than $50,000.
1/ Includes related license taxes
2/ lncludea portions of the corporation excino taxcs and surtaxes measurcd by
corporate cxcess. Scparation not nvni lable, !
Source: U, S Durcau of the Census, covornm_nM State
Government Finances in 1970, - .- ) ) : -
2-4 . — )
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TABLE ',2-2 « -—MEASURES OF RELA.TIVE EFFORT FOR SELECTED TAX SOURCES: 1966-67

Relative State-local tax effort (actual revenue as a
per cent of potential revenue at US..-average rates)

Type of tax
Highest State Lowest State High-low range
All taxes . . 138 (N.Y.) - 71(Nev.) 19t 1
“Personal taxes”.
Including residential property . 168 (Hawaii) 54 (Neb.) 3101
Excluding residential property 228 (Hawaii) 38 (Neb.) 6.1to1
"Business taxes"':
including farm property 140 (Calif.) 46 (W.Va.) 3.0t 1
Excluding farm property 149 (Idaho) 45 (W.Va.) 33to1
Property taxes : c e e 155 (Minn.) 37 (Ala.) 4.2t 1
Local property taxes on — . ;
Nonfarm residential property . 181 (S. Dak.) 17 (La.) 10.6 to 1 3
Business property 165 (Mont.) 24 (Del.) 6.9tot :
Sales and gross receipts taxes: : 1
All, . 215 (Hawaii) 47 (Neb., Ore.) 46t01
General 277 (Hawaii) O (several) XXX E
Selective . 160 (Wash.) 70 (Mo.) 23to 1
Individual income 315 (Wis.) O (several) xxx
Corporation . - 338 (Del.) 8(.) ‘ 423101 3
Motor vehicle 267 (Mass.) 29 (La.) 9.2t 1 :
Death and gift 200 (Wash.) © O (Nev.) XXX 4

rRem s

Note: Personal taxes are defined as (1) comprising all general and selective
‘sales taxes, individual income and earnings taxes, death and gift
taxes, and local nonfarm residential property taxes or (2) excludin
residential property taxes. Business taxes are defined as )
comprising corporation taxes, severance taxes s> and local taxes on

business and farm property or (2) excluding farm property taxes.—

Core

-

Source: ACIR, Measuring the Fiscal Capacity and Effort of State and
Local Areas.
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' Revenue Growth

:‘increased more rapl.dly than the local portion in all but seven States--

State-local government revenues have demonstrated a very rapid
rate of growth in recent years. Nationwide, State~local revenue
yields from own sources were only $9.5 billion in 1942, As a pro-

portion of the Gross National Product, State- -local receipts have grown

from six percent in 1942 to eleven percent in 1970.
Among the Stai:es Nevada showed the largest percentage increase
in the amount of own source revenue between 1942 and 1969. (See Appendix

Table 1.) North Dakota showed the least percentage increase. The

State-local tax take in Nevad'a was twenty times greater in 1969 than
it was in 1942. 1In Nort:h Dakot:a it was only about five times greater.
‘When State and loral own source reveaue is compared on a per \
cepita basis, Georgia showed the larges't percentage increase between |
1942 and 1969. New Hampshire showed the least percentage increase.
Per capita State and local revenue from own sources in Georgia went:‘
from $36 to $363 between 1942 and 1969. Im New Hampshire it went from

$79 to $366 per: capit:a bet:ween 1942 and 1969. Over this span of 27

years, New Hampshire achieved the distinction of being the only State
without either a broad based sales or personal income tax and had

the lowest: per capita revenue from State revenue sources--$156 com-

S M r s S T e e e e WA

pared to a national level of $244.

between 1942 and 1969 the State port:ion of own source revenues

PEDAY GRS Dr SV TP P SESE LY

Arizona,‘ Arkansas. California, New Mexico, Ohio, Oklahoma and Was hington.

Since St:ate revonues are mainly from nonproperty tax sources and local

IS LI R M

Al
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revenues are, in the main, property taxes, the evident tendency in
most States was to reduce reliance of the State-local sector on the
property tax,

Balanced Use of Income and Sales Taxes

The Depression of the 1930's and the unremitting expenditure
pressures on States and localities in the 1950's and 1960'se stand oﬁt
as the two most important developments that have shaped State-local
revenue systems, |

Prior to 1930 fifteen States had successfully imposed a personal
income tax. The geﬁeral retalil sales tax had yet to be discovered.
But by the end of the thirties sixteen States had enacted both a
general sales tax and a personal income tax to overcome the impact
of the Depfession.on State-local revenues, (The‘sé States were Alabama,
Arizona, Arkansag, Qalifornia, Colorado, Hawaii, Yowa, Kansas, Louisiana,
Mississippi, ‘Missouri, New Mexico, Noft‘n Carolina, North Pakota, Oklahbma,
and Utah.) By enacting general sales taxes, Maryland in 1947 ax;.d Georgia
and Sc;u'”th Carolina in 1951 joined the group of States using two major

broad-based tax sources at the State level.  The dual tax ranks re-

- mained unchanged at nineteen States throughout the remainder of the 1950'9;.

Between 1960 and the present, however, seventeen more States were

added to the dual tak ranks. Eight States began levying a general sales .. |

tax as part of a revenuefsystém that prev_iodsly had depended on the
personal income tax»as the n\ajor:brdad-'based levy. (Idaho Kentucky,
Massachusetts, Minnesota New York, Vermont Virginia, and Wisconsin.)

Eight States enacted a broad-based personal income tax to complement

2-7
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a general retail sales tax already on the statute books., (Illinois, Indiana,
Ohio, Maine; Michigan, Pennsylvania, Rhode Island, and West Virginia,)
Nebraska adopted a general sales and a personal income tax simultaneously
as an integrated State revenue package.

Thus, despite conflictingltax policy objectives, a consensus is
developing in many States at the center of the tax policy spectrum,
The pensonal income tax meets liberal demands for progression,
while the sales tax satisfies conservatives. Ealanced use of these two
taxes breaks the ideological deadlock and allows States to develop a tax

system capable of producing substantial amounts of revenue.

Business Taxes

Although individuals, in the final reckoning, pay all taxes,
there is an interest in most States in making businesses bear some of
the initial tax impact. Business taxes are generally popular politically,
but legislators are cOnstrained.by.the need to provide a competitive
tax environment tor 16ca1'firms. On balance, the place of business taxes
in the State-local fisal system has been‘decfining over the past decade,
as shown in Table 2-3. At the present time the business portion ot the
property tax represents more than half of State-local revenues cellected'
in the first instance from businesses. The fest comes ffom corporate
net income taxes,,groes receipts taxes, franchise and license fees,

severamnce taxes, and document’ and stock. transfer taxes. (Table 2-4)

2-8
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TABLE 2-3.--RELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUS!NFESS

TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957, 1962, AND 1967}
[Excluding Sales Taxes)
{Dollar amounts in millicns)

Total State and local taxes .State and local taxes Taxes on business as.
STATES . on business % of total taxes
c % change

1967 1962 1957 . 1967 1962 1957 1967 1462 § 1957 1957-1967
Uniced States $61,000.3 $41,554.2 $28,645.1 $17,934,0 $13,329.9 $9,791.7 29.4 32.1 34,2 «14.0
Alabsma 677.4 436.,7 ¢ 318.4 154.6 106.7 82.8 22.8 24.4 26.0 -12.3
Alaska 85.8 - 52.%4 n.a. 23.5 16.1 n.a., 27.4 30,7 n.a. n.a.
Arizona - 523.7 328.0 182.6 139.4 98.5 59.7 26.6 30.0 32,7 -18.7
Arkansas 392.5 254.8 177.5 82.1 58.6 47.3 20.9 23.0 26.6 =21.4
California 7,785.2  5,142.9 3,304.0 2,391.0 1,637.5 1,082.7 30.7 31.8 32.8 - 6.4
Colorado 677.7 475.7 313.2 190.8 148.1 98,2 28.2 31.1 31.4 -10.2
Connecticut 982.6 "684.0 460.8 308.2 234,23 150,4 . 31.4 34.3 32.6 - 3.7
Delaware 177.6 112.3 58.6 51.2 34.3 16,3 28.8 30.5 27.8 + 3.6
Dist. of Col. 274.9 182.0 142.7 78,7 55.0 44,3 28.6 30,1 31.0 - 7.7
Florida 1,623.1 1,061.3 663 .3 416.0 330.3 214.9 25.6 31.1 32,4 -21.0
Georgia 1,025.0 627.4 467.9 256.3 167.4 118,7 25.0 26.7 25.4 1.6
Hawaii . 300.,5 173.8 n.a. 48.0 30.1 n.a. 16.0 17.3 n.a. n.a.
Idaho . 205,2 136.4 99.8 62.2 46,0 34,4 30.3 33.7 34.5 -12.2
1llinois 3,249.6 2,461.3 . 1,723,7 804,2 683.4 516.4 24,7 27.8 30.0 =17.7
“Indiana 1,471.3 951.1 635.3 399.2 363.5 236.5 27.1 38,2 37.2 =27.2
Iowa 918.9 638.3 487.6 170.0 139.9 96.8 18.5 21.9 19.9 - 7.0
Kansas 717.1 518.6 367.4 185.7 149.3 109.3 25.9 28.8 29.7 -12.8
Kentucky 674.,2 466.8 323.1 136.4 111.7 . . 93.9 20.2 23.8 28.9 =30.1
Louisiana 958.8 655.1 497.2 488.8 348,9 - 238.8 51,0 53.3 48.0 + 6.3
Maine 253.2" 197.3 140,00 63.4 51.6  40.5 25.0 26.2 28.9 -13.5
Maryland 1,172.4 713.8- 460,2 291.9 189.3 132.3 24.9 26.5 28.7 =13.2
Massachusetts 2,004,2 1,422,7 1,014.9 530.5 440.6 341.2 26.5 31.0 33.6 -21.1
Michigan 2,715,2 1,8%96.2 1,319.9 838.1 655.5 490.,9 30.9 34.6 35.3 - -12.5
Minnesuta 1,256.4 868.6 597.9 409.3 311.4 237.6 32.6 35.9 39,7 -17.9
Mississippi 461.3 316.8 233.5 128.3 104.7 75.9 27.8 33,0 32,5 -14.5
Missouri 1,198.9 818.6 551.2 285.9 - 219.7 158 0 23.8 26.8 28,7 -17.1
Montana 212,8 162.1 125.4 76.4 60.7 - 48,6 35.9 37.4 38.8 - 7.5
Nebraska '389.6 270.7 200.1 77.1 58.2 46.5 19.8 21.5 23,2 -14.,7
Nevada . 166.2 - 95.2 59.9 57.3 32.0 22,1 34.5 33.6 36.9 = 6.5
NeQ‘Hamp;hi;e 176.9 125.5 86.6 45,1 35.1  27.5 25.5 28,0 31.8 -19.8
New Jersey 2,239.8 1,507.9 987.1 124.4 561.4 402,7 32,3 37.2 40.8 -20.8
New Mexico . 271.8 187.2 127.6 86.7 68,2 35,7 31.9 36.5 28.0 +13.9
New York §,423,6 5,451.,5 3,711.6 2,617.2. 1,755.1 1,305.0 31.1 .32.,2 35,2 -11.6
North Carolina 1,129.3 738.8 501.5 316.5 217.3 ‘'162.8 28.0 29.4 32.5 -13.8
North Dakota -178.4 134,9 107.8 40,7 31.7 25.0 22.8 23,5 23,2 - 1.7
Ohio 2,612,1 1,980.2 1,398.2 872.1 687.4 439,2 33.4 34.7 31.4 + 6.4
Oklahoma 629.0 458,1 344.,7 200.3 141.9 117.5 31.8 31.0 34.0 - 6.5
Oregon 631.3" 417.9 . 347.9 201.8 144.,0 123.2 32.0 34.5 35.4 - 9.6
Pennsylvania 3,241.8- 2,335.6° 1,769.8 915.6 .. 689.3 676.3 28.2 29.5 38.2 ' -26.2
Rhode Island 266.9 188.7 129.7 75.5 53.8 - 43.1 28.3 28.5 33.2 -14.8
South -Carclina 510.8 330.6 244 .8 147.3 89.2 69.6 28,8 27.0 28.4 + 1.4
South Dakota 204.5 152.2 - 112.2 " 38.6 - 29.4 - 20.8 18.9 -19,3 18.5 +2.,2
Tennessee 820.7 528.3 402.,8 - 210.4 '143.8 * 106.8 25.67 27.2 26.5 - 3.4
Texas : 2,471,2° 1,850.8 1,253.3 - 982.5 - 836.7 652.6 39.8 45,2 52,1 - -23,6
Utah - 299.6 205.1- 136.3 86.9 69.1 52.1 29.0 33,7 -38.2 . -=24.1"
Vermont ' 133.9 92,1 64,5 32,27 7 24,1 17.3 24,0 26.2 -26.8 -10.4
Virginia . . 1,070.7 - 623.5 = 423.0 ' 285.0 213,5 . 157.5 ,26.6. 34.2 .37.2. -28.5 .-
Washington™ =~ 1,108.6 - 759.6 511.8 " 313.9 225.0 . 156.4 28.3 29.6 30,6 =-'7.5:
West Virginia - - . 400.4 306.4 Y. 218.9 - - 145.1 110.6 =~ 90.8 36.2 '36.1 41.5. . -12.8
Wisconsin - 1,517.6 974.6 706.6 407.6. - 291.1 250.5 26,9 29,9 35.5 =24, 2
Wyoming | , 110.3 82,0 60,3 . 44,2 - 29,0 24,3 40.1 35.4 40.3 - 0.5

’ '?.a. Data not svaileble. ' : ; s
Excluding unemployment compensation. e v

Source: Estcmates prepared by ACIR staff from data publlshad by the Govemmems Division, U.S. Bureau of the Cenws, and u.s
‘Department of Agﬂculture, and supplementary data suppllod by uveral States her o I .
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TABLE 2-4.- STATE AND LOCAL TAXES WiTH AN INITIAL IMPACT ON ausmsss
: BY TYPE OF. TAX, BY STATE, 1967! ,

Hyomin‘g.’.l cediiae

dsz 39

[Excluding Sales Taxes]
(In millions of dollars)
Corporation Document
States Total Property net Gross. Licenseng/ Severance and stock Other
: : income receipts? tranafer
United States... 17,934.0 10,298.4 2,478.6 2,110.6 2,085.0 577.1 234.9 149.3
Alabama..eoieveoces 154.6 50.6 29.9 20,5 . 49.6 1.8 1.6 0.6
Alaska....oconeoees 23.5 7.9 3.5 2,1 5.9 4,1 -- .
Arizona.e...eoveeee - - 139.4 103.7 14.4 12.2 9.1 -- .- (e
Arkansas.....iee. 82,1  34.5 25.1 8.8 9.2 4.5 -- --
California......... 2,391.0 1,626.1 452.6 146.3 148.8 1.5 .- 15.7
Colorado......... 190.8 130.2 25,8 13.5 20.2 1.1 - .-
Connecticut...... 308.2 163.7 80.1 47.9 12.9 -- .- © 3.6
Delaware......... 51.2 8.9 12.7 3.2 24,6 e 1.8 -
Dist. of Columbia.. 78.7 41.3 14.9 12,7 8.3 .- 1.5 --
Florida......... 416.0 220.7 -- 80.2 87.1 o2 27.8 .-
Georgia.ee.covn.. 256.3 140.6 64.6 20.3 30.8 -- .- .-
Hawaii.o.oeriveoonne 48.0 18.0 10.5 -14.3 5.1 .- .1 -
Idaha +...veeee 62.2 41.6 9.6 4.4 6.4 .2 -- .-
Iliinoisesceiens 804.2 555.2 wee 177.9 71.1 -- -- e
Indianac.o.oodo. 399.2 297.7 14.5 72,2 14.5 .3 .- --
TOWA. ceeotrvenes 170.0 - 134.1 12.0 12.4 11.5 -- -- --
Kansad.s coveennsoes 185.7 134.9 23.9 13.3 12.8 5 -- 0.3
Kentucky s eeoeeeesos 136.4 58.5 46.3 12.3 18.2 .2 .9 --
Louisiana........ 488.8 150.4 34.4 29.7 59.0 215.3 ~e --
Maine.....c0000.. 63.4 52.1 .- 7.3 4.0 -- .- --
Maryland.e...oe.0 291.9 180.4 40.8 40.8 29.8 .- .1 -- :
Massachusetts.... 530.5 302.1 56.0 28.3 142.3 .- 1.8 Y
Michigan,....... 838.1 522.7 9.1 35.0 142.1 1.0 .- 128.2 =
Minnesota........ 409.3 250.6 69.6 49,0 17.8 21.0 1.3 --
Mississippiev..e. e, 128.3 © 69,2 17.0 10.7 20,2 11.2 .- .-
Missouri.....oco0es 285.9 183.0 21.0 -~ 41,5 40.4. 6/ -- --
Montana. .o eccocens 76.4 54.5 7.6 5.2 5.6 3.5 -- --
Nebraska........ 77.1 59,2 -- 7.2 10.0 .7 .- --
Nevada..s.cooo.. $7.3  ~ 33.2 -- 2.9 21.2 6/ “- .-
New Hampshire...... 45,1 37.6 - 3.9 3.5 | - --
New Jersey...cco..s 724 .4 - 443.,2 48.5 142.7 90.0 .- .- -
New MexfCO.souvss . B6.7 31.9 6.5 6.9 10.1 31.3. -- --
"New YorKsveeeanns 2,617.2 1,408.3 637.1 241.6 168.7 -- 161.5 --
North Carolina... 316.5 113.8 98.5 63.4 40.8 -- -- .-
North Dakota.... 40.7 25.2 3.3 2.9 5.8 3.5 .- .-
Ohi0ee.eaneenionses - B72,1 625.7 17.8 106.6 ©'122,0 -- -- --
Oklahoma...e..s. 200.3 98.3 © 21,5 21.8 13.2 45,5 .- .-
Oregonse.covoesos 201.8 . 123.0 32,2 14.6 31.2 .8 .- -
Pennsylvania..... 915.6 303.3 244.5 73.8 269.7 -- 24.3 -
Rhode Island.......: ©75.5 - 40.2 17.5 10.9 6.0 -- .- 0.9
South Carolina..... 147.3 ¢ 65.8 43,4 17.8 18.1 - 2.2 --
South Dakota....... 38.6 27.2 D .6 3.1 7.5 .2 . il ==
TeNNessSeee....o00ss 210.4 ¢ - 95.1 43.3 23,3 46,2 -- 2.5 --
- TeX88esiosreucosons "982,5 573.1 -- 96.8 . 87.8 224,7 .1 --
Utahevocovnnnnns . 86.9 63.3 11.0 4,8 4,5 - 3.3 -- -
Vermont.e..eeoveoens 32,2 - 21.1 4.9 3.5 2.7 - -- -- --
Virginiaeseeoeeooss - 285.0 107.6 49.3 73.4 48.8 3 5.6 .-
Washington.....v.es | 313.9 -.127.3 -- 154.0 31,5 ¢ - 1.1 --
" West Virginia., ..o o 145.1 0 5046 -- 79.1 . 14,6 - -- .8 --
Wisconsin.eescesses ' ...407.6 - 251.5 102.8 31.8 21.4 .1 .- .-
.- 1.8 2,6. . -- --

] Excludmg unemplovment componutlon

2)nsurance pramium, utility, and genera! gross vecolpn takes on business ﬂvml
3corporatian lunchlu and mllce!laneoul bunlneu and occupational licenses.

Ler v,.‘,

SBusiness r,ctlvmn tax.

6Less tham $50,000.

i

-'\ ?;‘

Source: Enlmam pvepomd by ACIR stuff hom data publllhed by tho Govemmenu Division, U.S. Buvuu of the c.mul, and. U.S.
Dopanmcnt of Agncu!tuu, and supplementary dsta :upplled by several States. .
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MAJOR ISSUES .

Distribution of tax burdens and expenditure benefits

The fairness of a state-local fiscal system depends on
two things--the distribution of benefits from government expendi=
tures and the distribution of the tax burden. While there are
no hard data on the subject, economic- theory suggests that state
and local taxes are somewhat regressive, but that the benefits R

of state and local expenditures are 1arge1y pro-poor. 'I‘herefore,

on balance, it is likely that the state-local fiscal system

redistributes resources from the upper to the lower income
brackets. |

' The standard picture of ‘the state-local tax and expendi-
ture system derives from the work of W, Irwin Gillespie.and
George Bishop.l The Gillespie and Bishop methodology has
recently been used by Roger Herriot and' Herman Miller to produce
tax and expenditure incidence estimates for 1968, Table 2=5 |
shows the estimated distribution of taxes, expenditures, and .
income by income lbrackets. Table 2-6 expresses federalz and .
state tax collections as a percentage of factor income (income -
from land, labor,é:, and capital), in both cash and non-cash forms,

L
A

plus transfer payments received. Of the tsxes shown, the federal

lw Irwin Gillespie, "Effect of Public Expenditures on the
Distribution of Income," in Richard A, Musgrave (ed.), Essays in
Fiscal Federalism, Washington: Brookings Institution, 1965;
George Bishop, Tax Burdens and Benefits of Government Expenditures
by Income Class, New York: Tax Foundation, 1967,
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income tax is steeply progressive throughout, while the sales apd
property taxes both dis’piay regressive elements,

‘fhe work of Gillespie, Bishop, and Herriot and H;il‘ler
rests on three crucial assumptions, First, the distribution of
the benefits of non-specific public goods, such as police and fire
protection, by number of families assumes that a dollar of private
income is wozsth the same to a poor family as to a rich one, Henry
Aaron and Martin McGuire have recently shown that if a dollar spent

on private goods is worth less to an individual as his income rises,

" then the standard analysis upderstates the tax burden on the poor

and overstates their evalustion of public goods, At the other
end of the scale, Aaron snd McGuire suggest that the traditional
view overstates the burden of the fiscal system on the rich,
since it places too little weight on their desire for publicly
provided goods and services.]' If the satisfaction that the
individual gains from an additional dollar of private income
declines particularly rapidly as income rises , the burden of
the fiscal system will weigh entirely on the middle income
groups, with both low~ and high-income individuals receiving
net gains,

Second, Gillespie and his followers have asgsumed that thé
residential portion of the property tax is borne by :I.gdiwiﬁuals
in proportion to their spending for housing, and r.bat: the

business property tax is passed on to consumers in proportion to

llienry Aaron and Martin McGuire, "Public Goods and Income
Distribution,' Econometrica, 28: 907=-20 (November, 1970).
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their overall consumption expenditures., This follows the approach
of Dick Netzer, who considers the property levy to be a kind of
excise tax on housing and other goods.l

Other economists view the property tax as one of several
taxes on capital, which are borne by owners of éapital. Alchough
housing and farms are taxed mo.st heavily under tﬁe property levy,
these activities pay little corporate income tax, as shown in
Table 2-7, Since a tax on capital and a tax on capital income
may be considered equivalent, housing capital is actually taxed
less heavily than average. According to this view the tax system
works to lower rather than increase the price of housiné relative
to that of other goods and services. As between different
communities, the price of housing may be higher in areas where
the property tax is high than in areas where the tax rate is low,
But not all of the differences in property tax rates need be
reflected in rents, since part may be capitalized in the value of
land and structures.z

Under either analysis of the property tax, the levy is
proportional for the broad middle range of incomes, but regressive
for those in the lowest brackets, Using the excise tax approach,
Miller and Herriot found the effective rate of the property tax
roughly constant for families with incomes between $6,000 and
$25,000, but sharply highér below that level, as shown in Table 2-6,

1Dick Netzer, Econounics of the Property Tax, Washington:
Brookings Institution, 1966, chap, 3.

2Peter Mieskowski, "The Property Tax: An Excise Tax or a
Profits Tax?" Yale University, unpublished Cowles Foundation

diuscussion paper, November, 1970,
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TABLE 2-7 .-~TAXES AS PEKCENT OF.
INCOME FROM CAPITAL, 1952-59__

Corporate Property Total

Profits Tax Tax
(Fed. & State)

A1l non-financial 23.1 14.2 37.3
Manufacturing 40.7 6.7 47.4
Residential real estate 1.2 26.7 27.9

Agriculture, forestry,

and fishing 0.9 16.5 17.4

Mining 19.4% 10.9 30.3

Construction 27.2 9.2 36.4

Trade ' 22.9 9.2 32.1

Transportation 28.3 17.6 45.8 |

Communications and |
Utilities 33.9 16.8 50.7

Services 18.1 15.9 34.0

Source: Leonard G. Rosenberg. '"faxation of Income from
Capital, by Industry Group," in Arnold C. Harberger
and Martin J. Bailey (eds.) The Taxation of Income
from Capital. Washington: Brookings Institution, 1969.




Using the wealth tax approach, the effective rate of the property
tax is fairly uniform for incomes between $3,600 and $25,000, the
range in which the ratio of wealth to income holds steady, accord-
ing to 1962 data. (See Table 2-8.) If more recent wealth data
were avallable, the correspondence between these two analyses of
the property tax burden would most likely be very close.

The third crucial assumpﬁion in incidence analysis
concerns the distribution of the burden of business taxes,
particularly the corporation net income (profits) tax, Many
writers have held that much of the burden of this tax is
shifted to consumers in the form of higher prices., But more
recent and carefui'inVestigations suggest that capital bears
almost the full amount of the t:qx.l Gillespie and Miller and
Herriot adopt a compromise between these two poles and assume
that two=thirds of the corporate income tax is distributed in
proportion to dividends, and the remainder in proportion to
general consmptioxi expenditures,

On balance it thus appears that state-local tax systems
are regressiv:, and that the most regressive elements are the
property tax, general sales tax, and selective excises. Although
state and local expenditures give benefits to low income groups,
the state=local fiscal system could be made more pro-poor by

making greater use of the personal income tax.

lJ. Cragg, A, Harberger, and P, Mieskowski, "Empirical
Evidence on the Incidence of the Corporation Income Tax,' Journal
of Political Ec s 75: 811=21 (December, 1967); Robert Je.
Gordon, '"The Incidence of the Corporation Income Tax in U,S,
Manufacturing," American Economic Review, 57: 731-58 (September,
1967). :
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TABLE 2-8,-=-AVERAGE WEALTH OF FAMILIES, 1962

Income Average Wealth/ Value Home:
Bracket Family Income of home equity/
Wealth equity income
$ 0 - 2999 $§ 7,609 5.1 § 3,204 2.1
3000 -- 4999 10,025 2.5 3,390 0.8
5000 - 7499 13,207 2.1 4.495 0.7
7500 = 9999 19,131 2.2 7,075 0.8
10000 - 14999 28,021 2.2 9,366 0.8
15000 - 24999 62,996 3.1 15,053 0.8
25000 - 49999 291,317 7.8 32,528 0.9
50000 - 99999 653,223 8.7 38,298 0.5
100000 and over 1,698,021 - 88,248 -

Source: U.S. Department of Commerce, Bureau of the
Census. Statistical Abstract of the United
States, 1968. Washington: 1968. Page 333.
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The income test and the income tax

There 1is, i-n:-fact, a growing consensus that income
is the most appropriate measure of ability to pay. This is
reflected in the recent increase in use of the proportional

or progressive income tax. Further, the income .tax mechanism
is coming into use to blunt the regressive impact of Qropert:y'

and sales taxes.

Forﬁy States now have broad-based personal income tax

~laws. The States that have had income taxes for some time have made

increasing use of this tax source. State petsonalh income taxes,which
represented 4,5 p2rcent of State and local general revenues from own
sources in 1957, accounted for WA percent of the total by 1970, 1In
ten States, the personal income tax yielded 15 p_étgent: or more of
total State-local own source revenue in 1969. In 1957, just three
States--Alaska, Delaware, and Oregon-~used the personal income tax
to that same degree. (See Appendix Table 10.)

As State policymakers have confronted the need to .impose heavier
tax burdens on individuals and families, they have b.ecome more sensitive
to the regressive impact of the general retail sales tax and the local
rer.dential property tax. Fifteen States grant food purchases out-
right exemption from their sales levies to help minimize regressivity,
Twenty-six State 'sa"]:es tax laws give purchases of drugs and medicines
similar treatment. These techniques are costly in terms of revenue
foregone, because they apply across the board to all taxpayers re-
gardless of their income status, They are also costly of admin-
istration because they require vendors teo distinguish between taxable
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and exempt sales and sales tax auditors to ferret out fraudulent
exemption claims.
Indiana demonstrated that the regressive impact of one tax can
be substantially mitigated by using the personal’income tax as a
coordinating device. In 1963, Indiana adopted personal income tax credi.ts
for tax payments on food and prescription medi._gines with cash refunds for
persbns with incomes either too low to take full advantage of the
tax credit or with incomes below the filing requirement. When Ne-
 braska adopted its integrated personal income and sales tax pack-
age 1in 1967, the sales tax credit-rebate approach was included.
Towa and Hawaii went a step further than Indiana by providing for
a credit that diminished with the size of the taxpayer's income. .
Wisconsin extended the credit-rebéte idea .t:'o,local res-
idential property tax in 1964 by permitting the elderly to credit
excessive local property tax payments (essentially over 5 percent:_-
of household income) against their State income tax liability.
Elderly renters were granted this relief also,fér it was assumed
that 25 percent of their thelter payments go into property taxes.
Because the great majority of the beneficiaries have little or no
State income tax liability, they have in effect a negative tax credit
and are entitled to cash rebate.
The idea of using the State tax systém and more specifically
the State personal income tax as a tax coordinating device has

grown in favor with State tax policy makers; (See Table "2=9,)
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Fiscal imbalance

’_——

In a federal system functions are assigned to
levels of government so as o balance the desire for popular
control and participation with the {nternalization of cost
and benefit spillovers and the realization of economies of
gscale. The present distribution of program responsibilities
{ndicates that this balance has mot been achieved in several

important areas, especially education and welfare.

A primary criterion for a high quality state-local
revenue system is that the area over which taxes are levied
ghculd approximate the area in which benefits are distxibuted,
A govermment service ghould be paid for by residents of the
region affected, not just by inhabitant3 of the towm where it
{s located,. In the case of education, much of its financing
depends on units of government 8O small that the fruits of
tax sacrifices spill over to other jurisdictions through
the subsequent migration of children. Education also leads
to social a;xd technological improvements that increase produc-
tivity and well-being for everyomne, not just those who receive
{t. Since the commnity does not receive all of the benefits
of its educational spending, it will spend less for schooling

than it would__&therwise. The existence of out-migrants and
’
~

-

2-25




3 S SN

e ST mtma AL s

generalized benefits mnkes education seem more costly than it
really is, thereby discouraging local outlays.

For purposes of income redistribution, taxes must be
levied over the entire region {n which redistribution is deemed
necessary. Our education system is viewed as a device to provide
equal social and economic opportunity to chilciren irrespective
of their background. To meet this responsibility all states do
have a system of ajd to local education, but these programs
generally have a limited impact in redistributing educational
xesources. As a result, per pupil expenditures are still determined
primarily by local property values.

The concept of equal educational opportunity is, of
course, an imprecise one. At the very least we take it to mean
that poor children should have no fewer resources devoted to
their schooling than are provided to middle and upper income
pupils.. While the costs of improving student achievement may be
high, there is substantial agreement that improving the quantity
and quality of school inputs does yield learning gains.l A
child's fam ly background and peer group have a very large effect
on his achievement in school. But many studies have shown that
equalizing the distribution of resources devoted to the education
of rich and pbor will still significantly reduce the gap in
educational achiewemenl:.2 Inter-student disparities in performance
not wue to differences in ability can be completely eliminated
only through disequalizing educational resources in favor of the
underprivileged, or by working outside the educational system,
or both,

To compensate for benefit spillovers, the states need only
establish a ptogram of aid to compensate localities for the
differences between the perceived cost of education and its true
cost. On the other hand, to assure equal educational opportunity
for all children within a state, substantial taxes for schools
must be levied statewide. -

lJames W. Guthrie, "A Survey of School Effectiyeness
Studies," in Do _Teachers Make a Difference?, Washington: V.S,
Office of Education, 1970.

2
Evg., Samuel Bowles, "Towards Equality?", in Equal Educa~

tional Opjortpnity, Cambridge: Harvard University Press, 1969,
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The present system of financing many redistributive

activities, including education, largely by local taxes conflicts

with the nation's stated aim of halting and reversing urban
decay and the flight to the suburbs. Much of this conflict
would still exist even 1if other local taxes were to replace
the property tax but part is attributable to the nature of
the property tax itself.

An individual's local fiscal surplus—-~the value of
local government services received minus local taxes paid--
would naturally be expected to have an effect on his decision
to locate in a piven area. A recent paper by Bradford and
Kelejian suggests that these effects can be quite substantial.
A fifty percent increase in grants in aid to cities used to
reduce local taxes was found to increase the population of
the typical city by 4.4 percent and increase the portion of
area upper income persons living in the central city from 60
to 64 percent. A negative income tax program which decreased
the number of poor in a met?opolitan area by 25 percent would
increase the city's population by 6.9 percent and increase
the fraction of upper income persons living in the city from
60 to 67 percent. Since the costs of these two programs are

different and unknown, we cannot tell which is more cost

1David F. Bradford and Harry H. Kelejian, ''An Econo-
metric Model of the Flight to the Suburbs,'" Unpublished
Princeton University Econometric Research Program memorandum,
October, 1970.
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effective, but both would have similar effects on the city.

The fiscal system has both direct and indirect
influences on the location of upper income persons. The fewer
the upper income residents of the city, the heavier the tax
burden will be on all the remaining families. An increase in
the percentage of city residents who are poor will also
increase needed public expenditures for welfare, police,
hospitals, and schools, and reduce the amenity value of the
city to upper income groups. Thus attempts by a ceatral city
to redistribute income and opportunity via its own budget will
turn out to be self-defeating. This will be true whether the
property tax or some other revenue source is used.

The property tax itself, however, also poses particular
problems for central cities because of its adverse effects on
housing. If property tax differentials are borne by consumers,
the price of urban housing will be relatively high, since city
tax burdens are on average one-~third higher than in the
suburbs. Families will generally cut back on their use of
housing space through living in lower quality dwellings and
decreasing the number of rooms occupied per family. If property
tax differentials are capitalized, higher property taxes will
make the city a less attractive place for the investor to own
residential property. The volume of new construction will
fall off or housing will be allowed to deteﬂorate, once again

causing people to curtail their use of dwelling space.
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1f property tax differentials are partly capitalized and partly
passed on to consumers, the reduction in housing utilization will
be brought about by a combination of pressures from the supply and

demand sides.

For white, upper income persons the decline in the attrac-
tiveness of city housing will further encourage the move to the
suburbs. For those who are kept from leaving the city by suburban
discrimination or large-lot zoning, the result will be a further

reduction in the quality of urban living.

Industrial location and tax competition

The effect that tax differentials have on residential
housing will be duplicated to a lesser extent for other
industries. Although our knowledge is incomplete, it appears
that the supply of different types of labor and raw materials
is much more significant for other industries than for housing.
Also, propert'y taxes, the major local tax, represent a much
greater 'pOttion of capital income in housing than in any
other industry. Despite the passage of time, John Due's
ten-year-old conclusion has not been controverted--"Without
doubt, in some instances, i he gax element plays the deciding
role in determining the optimum location, since other
factors balance. This is most likely to be the case in the
selection of the precise site in a metropolitan area... . .
But state and local taxes represent such a small percentage

of total costs that the cases in which they are controlling
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cannot be very significant."

We can pick out, however, the other industries which
are most heavily taxed under the property tax from the data in
Table 2-5. Next to residential housing, those sectors which
.bear the greatest burden are, in descending order, transporta-
tion, utilities, agriculture, and services. The high taxes
on urban transportation facilities are particularly important,
since higher transportation prices encourage decentralization

of industry and population. There are also great variations

in taxation within these industries. Zlactric and gas utilities

are taxed more heavilv than petroleum companies, discouraging
the use c¢f gas and electricity for heating. Railroads pay
gubstantially more property taxes than motor carriers,
increasing the cost and reducing the attractiveness of fail
transportation for both people and goods. One result of
this has been ti\e shift of urban rail passenger facilities
to public ownership, where property taxes are not paid or
some explicit subsidy is given. |

While the existence of thousands of local governments
and tax bases is a particular source of difficulties, this
same situation is duplicated to a lesser extent with fifty
separate states. As discussed above, there is no hard evidence

that state taxes have a significant effect on industrial

location, but state 6f£icials clearly believe this to be so.

1 -
John F. Due, "Studies of State-Local Tax Influences

on the Location of Industry," National Tax Journal, 14: 163-173.

(June, 1969), p. 171.

2-30

i i

A 5. S i T LA AR TEILTED eg 0b T S A A e e A A

o iy




Governor Nelson A. Rockefeller recently told the New
York State legislature:

.ae vitality of the state's economic structure

depends on the competitive position of New York

State as a place to invest money, produce goods and

services, and provide ever-expanding and improving

job opportunities and the growth of our tax base

necessary to support government services. It was

clear that, under all of these circumstances, a

major tax increase would erode the foundations of

the state's economy. Therefore it was essential to

hold down tax increases and to cut back on state

spending, even though the latter was bound to haye

a serious effect on the level of state services.
Of course, New York’s position 1s unique in that it is a high
tax area located between two non-income tax states, Connecticut
and New Jersey. But each state similarly feels itself to be
in a special position. The director of the Connecticut State
Revenue Task Force, for instance, has emphasized the importance
attached by many people to the recent growth in corporate
headquarters in the area of the state closest to New York City.
"As in most locational decisions," he writes, "the reasons for
these moves are several, and it is difficult to say with
certainty which was the crucial factor. It is easy to assume,
therefore, that the absence of a personal income tax in

Connecticut may have been the major inducement, and there is a

2
natural fear of relinquishing this advantage.”

1
Governor Nelson A. Rockefeller, Special Message to the

New York Legislature, April 22, 1971.
2
Letter from Murray Drabkin, March 9, 1971.
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The existence of interstate tax competition thus causes

state governments to keep especially tight rein on their
budgets. In the foregoing example, Connecticut, New Jersey, and
New York could spend more, increase tax collections, and not
affect their relative competitive position if some cooperative
agreement were possible. Connecticut and New Jersey might
agree to introduce a state income tax Jf New York promised to
increase its existing levy. The understanding these states
might reach need not take the form of establishing the same tax
structure. For example, New York could agree to increase its
incone tax if Connecticut and New Jersey increased their sales
taxes. If such cooperation is not feasible, a progran of'
federal credits for state use of the income tax could also allow
states to in‘rease their spending without altering their

attractiveness to individuals and industry.

R T R
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Governmental fragmentation

.2ation in metropolitan areas. It fosters a large number of

The reliance on local taxes to finance redistributive

expenditures also distorts the pattern of governmental organi-

smali local units and encourages them to exclude persons and
industries which are deeted to represent a potential fiscal
burden to the community. Once again, this is due to the
wmaldistribution of govercmental responsibilities, not to the
property tax.

Under present arrangements in most states it is
advantageous Yor persons of similar incomes to c¢luster in ﬁ
small, homogeneous communities. If everyone in the locality
is approximately as well off, the scope for redistribution is %
minimal, and the tax burden on the individual will be relatively
light. This pattern will te maintained by the willingness of
upper income individuals to pay higher land and housing costs ;
in order to live in a community with a higher qualiliy of public §
services and fewer redistributive activities. Stratification
of commnities by wealth may occur as long as rich people
prefer to spend a larger portion of their incomes on public
goods, even if the benefits are generalized rather than accruing
specifically to low income individuals.l But local attempts at

redistribution will exacerbate the problem.

lBryan C. Eilickson, '"Metropolitan Residential Loca-
tion and the Local Public Sector," Unpublished Ph.D. disserta-
tion, Massachusetts Institute of Technology, Department of
Economics, June, 1970.
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To the extent that the land and housing markets do not

automatically result in complete sttatificﬂtion by income,

communities may also make use of zoning ordinances to keep out

land uses which are considered to incur more costs than the tax

revenues they bring in. in particular, since schooling
is the major item in local budgets, this fiscal zoning often
takes the form of requiring large lots. If single-family
homes must be located on plots of one, two, five, or even ten
acres, clty fathers expect that they will pay “enough property
taxes to meel the costs of educating the children likely to
live therein. (This same situstion would exist even if the
local property tax were replaced by a local sales or income tax.)
Similarly, since industry does not produce any direct burden on
the schools, most localities consider it highly desirable.
In a growing number of cases cities and towns even attempt to

Imit incoming firms to offices, laboratories, and so-called
clean industry in a further effort to improve their fiscal
picture. The evidence of this fiscal mercantilism continues to
appear around the country.

The.rub, of course, is that people follow industry,

and vhile one locality benefits itself by obtaining a new firm

but excluding its employees, other communities -vi1l have to

1

George E. Seymour and M.D., Copely, "The Amount of
School Property Tax Revenue Produced by Types of Residential
Property," The Municipality [League of Wisconsin Municipalities],
August, 1971; Peter Almond, "Industrial Park is a Tax Saver,"

Cleveland [0hio] Press, September 1, 1971, p. G-1; Richard

Reeves, '"Land is Prize in Battle for Control of Suburbs,"

~ New York Times, August 17, 1971, pp. 1, 39.
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educate the employees' children without sharing in the firm's
T f:ax payments. Workers are also hurt by be"ing forced to live
far from their job.

i ‘ The situation has become particularly acute in the

New York metropolitan area. On the New Jersey side of the

Hudson over four-fifths of the vacant land in the suburban

fringe (Monmouth, Morris, and Somerset Counties) is zoned for
single family homes on plots of one acre or more. Less than

one percent is zoned for apartment dwellings.1 In the New York

suburbs the minimum price of new homes ranges from $30,000 in

Suffolk County to $50,000 in Westchester Count:y.2 As a result,

blue-collar workers taking jobs in the suburbs cannot afford to live

near their work and must face expensive, time-consuming travel eachE
day from a home in the city to their place of employment.

Of course, the problem of fiscal zoning would not
exist if governmental jurisdictions were larger, so that each

land use decision would have a much smaller effect on the total

fiscal picture. But the pressures that lead to fiscal zoni:.:ng‘
. also act to oppose governmental consolidation, whatever thé
‘canons of equity and efficiency would suggest.
Local governments cannot be expected to give up their
autonomy voluntarily unless it is to their own benefit.

Therefore, shifting the financing of education and other

1 ‘

Governor William T. Cahill, "A Blueprint for Housing
in New Jersey," Special Message to the New Jersey Legislature,
December 7, 1970.

Linda Greenhouse, "Rise in Jobs Poses Problem in
Suburbs ," New York Times, August 18, 1971, pp. 1, 47.
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rgdistributive activities to a higher level of government _would
seem to be a necessary condition for reducirg governniéntal
fragmentation.

Undoubtedly for some small units’of government there
are economies of scale to be reaped by providing services in
greater quantity over a larger area. But the major argu;nent
for governmental consolidation is the need for balance between
governmental powers and responsibilities. As the ACIR has
continued to stress, local governments should have broad enough
jurisdiction to cope adequately with the forces that create
the problems which the citizens expect them to handle.

The area-wide scope of many local prob lems—fe_cononlic
development, housing, reéreation, waste disposal, trar;gportation,
law enforcement--needs no .documentation here. The development
of the needed area-wide solutions, however, is seriously
impaired by the desire of localities to maintain their own
separate tax base. If school financing were removed from the
local property tax, and if local taxes financed primarily local
services, governmental consolidation would become more a matter
of efficiency than of distribution. Residents of upper income

communities would then find that consolidation paid in terms

of providing better local government.

1 .
ACIR. Fiscal Balance in the American Federal System.
Washington: 1967. Vol. 2;.p. 15.
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Revenue inelasticity

Although state and local tax systems have been remarkably
productive revenue raisers, this has been accomplished only through
frequent increases in tax rates. From 1959 through 1970 state
legislatures enacted a total of 36 major new .taxes and increased

" rates of existing major taxes 410 times. Over the same period the
federal government has been able to make several tax reductions.

Part of this difference is due to the more rapid growth
in state aud local spending. Over the past twelve - years federal
government expenditures bBave risen some 120 percent, while state-
local expenditures from own sources have risen about 180 percent.

But State and local tax systems are also less able to take
automatic advantage of the recent rapid growth in Gross National
Product. The federal government relies for its revenue on elastic
taxes, such as the personal income tax, whose collections rise at a
faster rate than income. State and lqcal taxes, on the other." hand,
are largely inelastic, with receipts rising less rapidly than income.

To be more precise, the elasticity of a tax is defined as the
ratio of the percentage increase in tax collections at a constant
tax rate to the percentage increase in Gross National Product (or
some other measure:of income). For example, if GNP rises by five
percent and collections from some tax inéreases by seven percent,

the elasticity of that tax will be seven divided by five, or 1.4,
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A number of previous studies of state-local finances have
'provided elasticity estimates for the major state-local taxes. i
Some of these are shown in Table 2-10. The diversity of figures \

for each category arises for several reasons. First, the defi-

v nition of a given type of tax is not uniform. In some states

almosi: all - income is taxable; in others, there are substantial
exemptions, deductions, and exclusions. The general sales tax
4 base sometimes includes food, clothing, and major services
(see Table 3-3 and the accompanying discussion); elsewhere

these items are not taxed. Second, the evidence suggests that

the elasticity of a uniformly defined tax will vary from year
to year and state to state. Third, even if the tax base and
time period are clearly specified, economic data do not lend
themselves to unambiguous interpretation. There are several
ways of computing elasticities~-employing tax collection dafa

or relying on base data and rate schedules, constraining or

‘not constraining certain coefficients, using one or more

independent variables. A recent study concludes that even the
most refined elasticity estimates are of minimal value for

: 1
short-run revenue forecasting. For all these reasons

specific elasticity estimates should not be given much weight

in the determination of tax policy.
Since there have been no recent comprehensive estimates

of state-local tax elasticities, the ACIR staff has made such

3

1Robert E. Berney, "Income Elasticities for Tax R@venues. g

Technigues of Estimation and Their Usefulness for Forecasting, §

Unpublished Washington State University working paper, presented '

at the conferences of the Western Economic Association, :
August 30, 1971.,
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TABLE 2-10.--ESTIMATED INCOME ELASTICITIES
OF MAJOR STATE-LOCAL TAXES

TAX

Personal income

Corporate income

General property

General sales

Motor fuels

Tobacco

Total state revenue

(excluding
property tax)

AT CONSTANT RATES

INVESTIGATOR

Harris

Harris

Groves and Kahn
Netzer :
Planning Division
Harxris

Peck
Harris
Netzer

Planning Division

Mushkin

Mushkin

Netzer

Bridges" _
Planning Division
McLoone

Rafuse

Mushkin

Davies
Rafuse

- Peck -

Netzer
Harris
Davies = - ,
Planning Division
Davies :

" Peck

Planning'Division
Harris
Rafuse

Netzer

- Harris
"Planning Division

Legler and Shapiro
" Netzer
Legler and Shapiro
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Arkansas
United States
United States
United States
Arizona

New Mexico

Indiana
Uniteéd States
United States
Arizona

Florida
United States
United States
United States
Arizona
United States
United States

North Dakota

Arkansas
United States
Indiana
Unitéd States
United States

United States

Arizona
Tennessee

Indiana
Arizona .
United States
United States

United States
United States
Arizona

California

United States‘

Iowa -

ELASTICITY -
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‘ TABLE 2-11,--BIBLIOGRAPHY ON
: TAX ELASTICITIES

Arizona, Department of Economic Planning and Development,

Planning Division. Arizona Intergovernmental Structure:
A Financial View to 1980, Phoenix: 1971 "
\ .

Berney, Robert E. "Income Elasticities for Tax Revenues:
Techniques of Estimation and Their Usefulness for
Forecasting," Unpublished Washington State University
working paper, presented at the conference of the
Western Economic Association, August 30, 1971.

Bridges, Benjamin, Jr. "The Elasticity of the Property Tax Base:

Some Cross Section Estimates," Land Econcmics, 40: 449-51
(November. 1964)

Davies, David G, "The Sensitivity of Consumption Taxes to

Fluctuations in Income, "National Tax Journal, 15:281-90
(September, 1962). C '

Duesenberry, James S., Otto Eckstein, and Gary Fromm. 'A Simula-
tion of the United States Economy in Recession,"
Econometrica, 28:749-809 (October, 1960)

Groves, Harold M., and C. Harry Kahn, "The Stability of State ‘and

Local Tax Yields,' American Fconomic Review, 42:87-102

Harris, Robert. Income and Sales Taxes: The 1970 Outlook for

States and localities. Chicago: Council of State
Governments, 1966,

Kurnow, Ernest. "On the Elasticity of the Real Property Tax,"
" Journal of Finance, 18: 56-8 (March, 1963).

Legler, John B., and Perry Shapiro. "The Responsiveness of State

Tax Revenue to Econcmic Growth,” National Tax Journal,
21:46-56 (March, 1968). | '

McLoone, Eugéne' P. "Effects of Tax Elasticities on the Financial
Support of Education," Unpublished Ph.D. dissertation,
College of Education, University of Illinois, 1961,

Mushkin, Selma. rroperty Taxess The 1970 Outlook. Chicago: Council
of State Governments, 1965. '
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TABLE 2-11, Continued

Netzer, Dick. "Financial Needs and Resources Over the Next Decade,"
in Public Financed: Needs, Sources, and Utilizatioan.
Princeton: Princeton U. Press, 1961.

Netzer, Dick. "Income Elasticity of the Property Tax: A Post-
Mortem Note," National Tax Journal, 17: 205-07 (June, 1964).

Peck, John E. "Financing State Expenditures in a Prospering
Economy,' Indiana Business Review, 44:7-15 (July, 1969).

Rafuse, Robert W., Jr. '"Cyclical Behavior of State-Local Finances,’
in Richard A. Musgrave (ed.), Essays in Fiscal Federalism.
‘Washington: .Brookings Institution, 1965.
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} calculations for six states and selected subdivisions. For the
major state taxes, the elasticities of tax collections at

constant rates are expressed in relation toc state personal

income. For the property tax, the increases in etate equalized

E
H
§ valuations are compared to disposable personal income as esti-
{

mated by Sales Management magazine. These'property tax

elasticity estimates should therefore be considered tentarive
until they can be recomputed using income data from the 1970 ~
Census ¢f Populatiou. All estimates refer to the taxes as

Al

currently in effect in each state and are based on as many

years of data as the requirement of consistency will allow.

In Hawail all assessing of property 1s done by the
| state. The county is the unit of assessment in Kentucky,
Maryland, and Oregon. And in New Jersey and New York valuation
is a municipal responsibility. Kentucky and Oregon both do a
creditable job of assessing at or near to full property value.

Hawaiifs assessments approximate the established goal of

seventy percent of market value. And each' New Jersey locality |

is mandated to adhere to the assessment ratio determined by the

County Tax Board. All six states conduct periodic assessment
ratio’ studies, used primarily to distribute school aid.

The ACIR elasticity estimates are shown in Tables 2-12

and 2-13. From thgse.several conclusions may be drawn. First,
the personal income tax 1 the most elastic tax source available _;
' to atate governments. Thiz is followed in order by the corporate

income tax, the general sales tax, the property tax, and the

1=42.
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TABLE 2-13.--ESTIMATED ELASTICITY

STATE

Hawaiil

Kentucky

Maryland

OF REAL PROPERTY

JURISDICTIOH

Hawaii Co.
Honolulu Co.
Kauail Co.
Maui Cu.

Bell Co.
Boone Co.
Boyd Co.
Bullitt Co.
Calloway Co.
Campbell Co.
Daviess Co.
Fayette Co.
Hardin Co.
Harlan Co.
Hickman Co.
Hopkins Co.
Jefferson Co.
Jessamine Co.
Kenton.Co.
Laurel Co.
M~Cracken Co.
Madison Co.
Muhlenberg Co.
Pike Co.
Pulaski Co.
Robertson Co.
Rockcastle Co.
Rowan Co.
Simpson Co.
Union Co.
Warren Co.

Allegany Co.
Anne Arundel Co.
Baltimore City

‘Baltimore Co.

Calvert Co.
Caroline Co.
Carrol Co.
Cecil Co.
Charles Co.
Dorchester Co.

24t

6

TAX

ELASTICITY

2.06
0.89
1.08
1.55

1.15
0.69
0.87
1.60
1.42
0.24
0.94
0.66
1.95
- 0.73
1.67
0.71
0.50
1.05
0.76
0.69
0.74
1.07
0.66
1.82
1.35
1.14
0.74
0.91
1.31
2.66
1.04

1.00
0.90
1.25
-0.45
1.42
1.27
0.70
1.40
2.11

. 0.93

I IO T e

R
e a5

TR R sr e F e e e e LA

% S R
uliasisy




M e e S e e e RS
O — . - |
|
TABLE 2-13, Continued i
STATE JURISDICTION ELASTICITY f
Maryland Frederick Co. 1.23 g’
Garrett Co. 1.96
Harford Co. 1.14
Howard Co. 1.11
Kent Co. 2.25
Montgomery Co. l.16 {
Prince Georges Co, 1.61 1
Queen Annes Co. 1.31
St. Marys Co. 3.95
Somerset Co. 2,22
; Talbot Co. 1.16
1 Washington Co. 1.13
i Wicomico Co. 0.97
! Worcester Co. 1.91
New Jersey Burlington City (Burlington Co.) 0.43
Camden City (Camden Co.) 0.39 l
Dover Town (Morris Co.) 0.69 _
Freehold Boro (Monmouth Co.) 0.87 1
Hamilton Twp. (Mercer Co.) 0.75 i
Hunterdon Co. 0.90 :
Irvington Town (Essex Co.) 0.47 :
Jersey City (Hudson Co.) 0.88 £
Lakewood Twp. (Ocean Co.) 0.75 ;
Lodi Boro (Bergen Co.) 1.40
‘ Millville City. (Cumberland Co.) 0.47
3 Morris Co. 0.85 '
] Newark City (Essex Co.) 0.38
‘ Ocean Co. 0.68
1 Pleasantville City (Atlantic Co.) 0.7%
Red Bank Boro (Momaouth Co.) 0.55
Salem Co. 1.17
Somerset Co. 1.02
Somerville Boro (Somerset Co.) 0.89
Summit City (Union Co.) 0.46
Sussex Co. 0.63
Trenton City - 0.27
Warren Co. 1,36
Wayne Twp. (Passaic Co.) 0.97
Wildwood City (Cape May Co.) 2.03
Woodbridge Twp. (Middlesex Co.) 0.66
Woodbury City (Gloucester Co.) 0.29 |
New York Albany City (Albany Co.) 0.34 |
Allegany Co. 0.46
Amsterdam City - 5.21
2=45
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New York

Oregon
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TABLE 2-13, Contslqued

JURISDICTION

Babylon Village (Suffolk Co.)
Chenango Co.

Corning City (Steuben Co.)
Endicott Village (Broome Co.)
Franklin Co.

Hempstead Town (Nassau Co.)
Lackawanna City (Erie Co.)

Lewis Co. :

New Rochelle City (Westchester Co.)
New York City

Oneonta City (Otsego Co.)
Patchogue Village (Suffolk Co.)
Plattsburgh City (Clinton Co.)
Putnam Co.

Rockland Co.

Scarsdale Town (Westchester Co.)
Scoharie Cu.

Spring Valley Village (Rockland Co.)
Suffolk Co.

Watertown City (Jefferson Co.)
Yonkers City (Westchester Co.)

Baker Co.
Benton Co.
Clackamas Co.
Clatsop Co.
Columbia Co.
Coos Co.
Crook Co.
Curry Co.
Deschutes Co.
Douglas Co.
Gl)liam Co.
Grant Co.
Harney Co.
Hood River Co.
Jackson Co.
Jefferson Co.
Josephine Co.
Klamath Co.
Lake Co.

Lane Co.
Lincoln Co.
Linn Co.
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0.84
0.91
2.64
0.82
0.83°
0.61
1.46
1,37
1.01
- 2,93
0.30
0.54
1.09
1.00
1.19
0.95
0.73
0.48
0.95
1.76
0.75
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TABLE’2-13, Continued

-

STATE JURISDICTION ELASTICITY

Oregon Malheur Co. 1.00

Marion Co. 0.94

Morrow Co. 0.57

Multnomah Co. 0.84

i Polk Co. 0.57

? Sherman Co. 0.00
‘Tillamook Co. 1.83 ’

Umatilla Co. 0.23

Union Co. 0.79

Wallowa Co. 0.67

Wasco Co. 0.77

Washington Co. 0.89

Wheeler Co. 1.78

Yamhill Co. 1.29

Source: ACIR staff calculations based on data from the Office of
Regional Economics, Sales Management, and state revenue
. departments and boards of equalization.
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vgrious_selective excise taxes.. Second, the elasticity of
a given type of tzx will vary with the definition of the tax
base .and from state to state, Thi.rd. the elasticity of the
property tax varies widely frqm locality to locality and, to
a lesser extent, among gtates. This variation cannot be
described in general terms, since high and low elasticity
jurisdictions are found both in urban, suburban, and rural
areas. Thesé eharp'differences show that local elasticities
can be strongly influenced by changing growth patterns and
1ﬂd1cate the limited usefulness of elasticity estimates for
small areas.

The increase 1n~ the market value of property, of
course, does not represent an automatic addition to the tax
rolls. While new construction is brought to the assessor's
attention by building permits and is promptly taxed, greater
diligence is required to keep up with the appreclation of
land and existing structures. While comprehensive figures on
the volume of new construction by area cannot be obtained,

the available fragmentary data show surprising consistency.

2-48
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In Hawaii new construction accounted for 43 percent of the in-

e ca

crease in assessments between January 1, 1968, and July 1, 1971.
The percentage for the individual islunds ranged from 51 on Oahu to
|

23 on Hawaili. 1

Between January 1, 1969, and January 1, 1970, the value of taxable

real estate in Kentucky increased 6.98 percent.. Of this, additions to | #
the stock of taxable real property accounted for 2.80 percent, or
two-£ifths of the total.?

During the decade of the sixties, new construction in Washington

added $6.0 billion to that state's property tax base. Thirty-five

percent of the increase in taxable property values in the ten-year
' period is attributable to this cause.3

On the average, therefore, new construction éppears to account
for some forty percent of the possible additions to the property tax ';
rolls. If existing buildings were not reassessed and new construction

represented the onl& additicns to the tax roll, the base elasticity -

of the property tax would be somewhere between 0.% and 0.4, instead

of 0.8 or 1.0. The higher elasticity can only be captured by prompt

response of the assessor to changes in market values.

lLetter' from Mrs. Iola Rhymne, Tax Research and Planning Officer,
Department of Taxation, State cf Hawaii, July 29, 1971.
2Robert D. Rader, Kentucky Department of Revenue Memorandum,
"Fina} Report on 1970 Ratio Study,'" May 14, 1971.
Washington, Department of Revenue, Newsietter, May 3, 1971.
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It should not be concludgd from this discussion that a
higher elasticity is always better than a lower one. Writers
in the state-local finance area have frequently implied this
to be the case, but seldom with any substantive analysis,

The elasticity problem is frequently stated as a problem of an
elasticity..gap between revenues and expenditures. Wi'th revenue
elasticity less than expenditure elasticity, frequent tax
rate increases. are required to maintain budgetary balance.

No feasible state-local revenue system, however, could
avoid the necessify of continued' tax rate increases if ,current
expenditure trends continue. A state personal income cax with
an elasticity of 1.75 and bringing in 25 percent of state-local
ravenues could bring the elasticity of the total system to
ahout 1.15. This 1s, of coursle, a substantial increase over the
current average of some 0.95. But it is still far too small
to keep up with expenditure increases of 12 to 16 percent per
year. Even 1f all revenues were collected from an income tax,
rate increases would still be needed.

One problem with an elasticity much greater than one is
that while tax receipts increase faster than income when the
ecoromy is growing, they also decline faster than income in a
recession. At the federal level, where deficits are readily
financed, the rapid decline in the tax take 1s an important'

automatic stabilizer for smoothing out cyclical fluctuations

in the economy. Since the federal government has responsibility

for ptabilization policy, a high elasticity tax system Seems
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very appropriate at the federal level. But at the state and local
levels, where balanced budgets are more or less obligatory, a
high elasticity tax structure will impose a difficult hardship
in a recession. |

A tax elasticity less than one also presents problems.
Since tax revenues will in this case grow more slowly than income,
continual tax rate increases will be required just to maintain
public expenditures at a constant fraction of total state or
local income. While such frequent opportunitieé for decision
by taxpayers might seem very democratic, .proper planning and
administration of the public sector argue strongly in favor of
more stability and continuity than such a system would provide.

The optimal elast:icity for a state-local revenue system
would therefore appear to be in a range from 1.0 to 1.2. The
lower bound of unity would keep state-local expenditures a
constant fraction of income in the absence of explicit action
by the el.éct'orate or their representatives. The upper bound
is the approximate elasticity of the federal tax system and
would maintain a balarce in the spending potentials of the
two levels of government. Use of a personal income tax to
raise a quarter of state-local revenues would yield a total

system elasticity within these limits.
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Property tax administration

To be fair and to keep pace with growing property
values, the property tax necessitates a degree of administra-
tive involvement and financial suppoic greater than states
and localities have been willing to commit. Valuation has
become a highly technical u_ndertaking. Yet the administration
of the property tax in many jurisdictions is entrusted to
individuals whose principal qgalification is being able to
win an election rather than knowing the techniques of the
appraisal profession--income capitalization, sales compari-
son, or cost approach to value.

The division of the property tax base into thousapws.
of pleces under the present system of local or county
agssessment accentuates the administrative difficulties of the
property tax. Some property is not easily confined within
the ar’o'itrary boundaries of political subdivisions. Values
determined for property in one jurisdiction may bear little or

no relation to assessment of similar property by a

neighboring locality.
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The difficulty of administering the property tax
accounts for the trend toward eliminating persﬁonal property
taxes on all but business personalty, where a marfcet trans-
action can.be used as a yardstick. There is also a growing
tendency for some or all business property to be assessed
by the state rather than by local governments. Finally,
many states are requiring state certification of local assessors
and are also providing them with classroom training, tax

mapping, and other technical assistance.

While there is still a great deal of room for improve-
ment, these changes have already had a healthy impact. Over
the course of three surveys, from 1956 to 1966, most assessing
areas showed increased uniformity in theilr assessment of
nonfarm houses, according to the Census of Governments.
However, the Census data showed a marked divergence in the
agssessment levels among various kinds of realty in most parts
of the countrv., Thus, there is still a long way to go in
making the property tax a better instrument for governmental

financing.
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Closing the gap between assessment law and practice ranks with
uniformity of assessment as a major challenge of property tax ad-:
ministration. Nationwide the average overall level of realty as-
sessment rose only from 29 percent inm 1963 to about 31 percent in
1956. All the statistical evidence and actual experience points
to the conclusion that the higher the official valuation the great-
er the assessment uniformity. oply a few States have experienced
sharp jumps‘in assessment levels according to the Census repoxrts.
Most of these were mandated by courts. Where a major upward shift
occurred as in Florida, Georgia, Kentucky, New Jersey and North
Carolina there was a marked improvement in the uniformity of as-
sessment for one-family houses. (See Table 2-14.)

\ Some states have left themselves little prospect of
either closing the gap between assessment law and practice

or achieving greater assessment uniformity because -they have
failed to provide themselves with the basic data obtainable
through a real estate transfer tax. In 1965, when Congress
repealed the federal documentary tax, it did so prospectively
go as to allow states and localities to enter the field
without loss in the continuity of information that flowed as

a by-product of the tax. Many states took advantage of the

oppor tunity, but thirteen did not--

Alaska Missouri Oregon
Idaho Montana Texas
Kansas New Mexico Utah
Louisiana North Dakota Wyoming
Mississippi

Of these, only Alaska and Oregon had a median area dispersion
index for nonfarm housing assessments that compared favorably

with tke national average.
2=54
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TABLE 2-14.--MEASURES OF ASSESSMENT QUALITY,
SELECTED STATES, 1961 and 1966

Statewide Aversage Coefficient of Intra-Area 1

Assessment Ratio Dispersion For Nonfarm House % |

State For Nonfarm Houses Assessments, Mediar Area of Those Surveyed %

i

1961 1966 1961 1966 ?

" Florida 4734 78.3 22.3 14.2 %

Georgia 25.2 39.7 3045 16.9 %

Kentucky 29.0 S1.4 27.3 15.8 é

New Jersey 27.0 66.1 31.8 18.1 |
North Carolina 35.7 53.1 24.9 17.7

% Coefficient of despersion is a measure, in percentage terms of the
average departure of individualassessments from the median level
of valuation for the kind of property in a particular assessing area.

A G 8 s S i A i b e R

Source: Bureau of the Census, Census of Governments: 1962, Vol. II,

Taxable Property Values; and 1967 Census of Governments,
Vol. 2, Taxable Property Values.
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SUMMARY

State and local government revenues from own sources
exceed $110 billion, This equals eleven percent of Gross
National Product and is more than 160 percent greater than

state-local receipts a decade ago. States and localities make

e e e e+ e LAY T X

use of a variety of personal taxes-~-primarily the property tax,

general and selective sales taxes, and the individual income

tax--as well as several levies on business,

Four aspects of the state~local revenue system impair
its productivity and equity: i
1, the regressive impact of property, general sales,
and selective excise taxes, ‘ a
2, the imbalance between fiscal resources and certain %

functional responsibilities of government,

3, the sluggish response of state and local revenues
tc economic growth, and

; 4, the difficultles in assuring -equitable administration

e

of the property taxe

Possible solutions to these problems will be discussed in the

e gl T

following chapter.

e i e
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CHAPTER 3
ACHIEVING A HEAVY-DUTY STATE-LOCAL REVENUE SYSTEM

Minimizing use of local taxes for schools

Because the support of elementary and secondary education
compriseé the single largest segm:nt of the combined state and
local governnmnthl budget, the financing of education shapes the
entire state-~local fiscal picture. In Chapter 2 we attributed
part of the weakness in existing state-local revenue systems to .
che lack of balance between fiscal and functiOnai respensibilities
at the loqal‘level.1 _ ’ |

Local revenue sources are best suited to finance functions
whose benefits accrue mainly to chose who are located iﬁ the area
where the revenues afe raised. The local tax base is ﬁbf
appropriate ﬁor'finahcing a major governmental fespunwibility
of widespread public benefit, such as elementary and seéondary
educétion. A local cax is also .incapable of equalizing educational
opportunity for children in rich and poor localities. 1t is
therefore fundamental to the achievement of a heavy-duﬁy state-
local.reQenue system that .the states minimize the depeﬁdence of
the public schools on the local property tax or ocher local. taxes.

Our fécommehdétion does not ihply that the states should
finance schools at the current aVerage‘expenditufé iével. " The
appropriate level of funding might be greater or less than it is
at present, but that is an issue separate from‘the one considered

here,

Increased state responsibility for school support

In" the United States.asfa whole in the 1969 fiscal year, local

revenue»gpurces_conttibuted 50;5ﬂ§ercent of totéi public spending .

lsee ‘pp. 2-25 to 2-26.
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for education other than higher education.-]-"/ State sources contributed
40.9 percent, and Federal aid contributed the remaining 8.6 percent.
There is considerable variation among States, however, in the division

of financial responsibility between State and local governments, as

can be seen in Table 3-1l. State support of schools ranged from 84.1
percent of school spending in Hawaii to 9.6 percent in New Hampshire.
State and local taxes and Federal aid are not the only sources
of school financing. A portion of local revenues and a much smaller
portion of State revenues for schools come from service charges for
school lunches, tuition, and other items. Deduction of local charges
from the amount of school expenditures financed locally provides some
indication of the amount of school financing provided by the local pro-
perty tax., Table 3-1 reveals that for the nation as a whole, property
taxes financed less than half (45.4 percent) of total school spending in
1969. In Alabama, Delaware, Florida, Hawaii, Mississippi, New Mexico,
and North Carolina, the local property tax provided lesé than 20 per-~

cent of school expenditures. But in Nebraska, New Hampshire, New

Jersey, Orégon, and South Dakota, more than 65 percent of school

spending was financed by local taxation. Local taxes funded more

than 50 percent of school gpending in 21 States in fiscal 1969.

Local tax sources provided approximately $16.: piiiion for school
support in 1969. mé;(Stéte-by-State estimate of the amouiic oi :ocal
7 tax supporf sor schools is shown in Table 3-2. This is the amount
whlch mﬁsf }be:ll'epilacléd by rgvenues from sdme othef sour'ce‘if the |

dependen_Ce of pubiic schools on local taxes is to be minimized.

e .-1-/ Included in these expenditures are $1.9 billion for State super-
e vision of schools and colleges, ‘State tuition grants, fellowships, aid
. to private schools, and educational programs for the handicapped,

i ' adults, WVeterans, and other “gpecial classes. B




The revenue from local ;harges for schools was $1.8 billion
in 1969, as shown in Table 3-2, These charges are the amounts
received for school lunches, tuition, books, tickets to athletic
events, and other comrodities and services benefiting the person
charged -- the revenue of the enterprise or business-type activities
of school systems, Ideally they s_hould exactly baiance the costs
of such activities,  In the interests of decentraiization, it would
seem desirable to 'kee;.).such activities. and. their financing at the
local level., Some of these cha_rges,"ihowever; such as tuition and
book fees, would not seem to be consistent with the provision of a
free public education for all children. It might therefore be

desirable to replace these charges with additional tax revenue,

In this case the amount of local revenue to be replaced would
be slightly more than the $16.2 billion of local tax revenues for
schools in 1969,

One method of phasing out the use of local taxes for schools is

for States to assume greater financial responsibilities for séhool
support. Indeed, the shift of financial responsibility for schools
away from the local property- tax to State revenue sources presents
a unique strategic opportunity. State takeover of school finances

implies emphasis on State imposed and administered taxes. The shift

to broadly;-based State levies has the potential to:

(1) improve the distribution cf the benefits and
burdens of supporting both schools and other
domestlc governmental serv1ces,

(2) reduce the deb111tat1ng effects on local government
' of tax and expenditure compet1t1on for people and
. industry based on the provision and support of local
schools through the local prOperty tax, P '

(3) dampen ‘the: role of the flscal system in determmmg
’ the organization of local government into rich and
poor commumtles 1pc1‘ud1ng res1dent1a1 and 1ndustr1a1
tax havens. L : : ~
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TABLE 3-1
PERCENTAGE DISTRIBUTION OF EDUCATIONAL EXPENDITURES (OTHER THAN HIGHER EDUCATION) BY
GOVERNMENTAL SOURCE AND TYPE OF FINANCING, FISCAL YEAR 1969
State school Local school expenditure

] °"Wnd"'“’°d from own funds Federal

States Totdql rom own funds Chorges - . ra
expenditure rotal! Taxes and Total Taxesand [ g o oo [ AN aid for

borrowing* borrowing sales other | schools
UNITED STATES, TOTAL 100.0 409 N 408 50.6 454 3.6 1.5 8.6
ALABAMA 100.0 563.3 523 28.7 15.6 6.7 6.5 18.0
ALASKA 100.0 41.6 416 288 26.0 2.1 0.7 29.7
ARIZONA 100.0 52.6 525 36.1 30.5 3.8 18 13
ARKANSAS 100.0 439 439 368 28.3 55 3.0 19.3
CALIFORNIA 100.0 36.5 36.5 55.3 51.2 3.3. 0.8 8.2
COLORADO 10G.0 26.9 269 639 |- 583 38 18 9.2
CONNECTICUT 100.0 31.0 - 31.0 639 60.6 25 0.8 5.2
DELAWARE 100.0 70.4 70.3 224 18.3 3.6 0.6 71
DIST. OF COLUMBIA 100.0 - - 934 90.6 2.2 0.5 6.6
FLORIDA 100.0 63.2 63.2 27.2 18.6 54 35 9.7
GEORGIA 100.0 51.5 514 35.1 27.3 5.6 2.2 13.5
HAWAII 100.0 §4.1 78.6 - - - - 16.4
IDAHO ’ 100.0 .37.8 37.6 51.6 46.0 43 1.4 10.6
ILLINOIS 100.0 28.4 28.4 65.6 60.3 3.2 2.1 59
INDIANA 100.0 35.6 355 595 52.3 4.7 25 50
IowA - 100.0 41.6 41.6 51.1 44.2 4.1 2.9 7.3
KANSAS 100.0 31.4 31.3 60.2 525 4.7 3.0 8.4
KENTUCKY 100.0 48.6 48.0 348 . 27.0 5.2 2.6 16.6
LOUISIANA 100.0 52.4 524 334 289 39 0.6 14.2
MAINE 100.0 339 33.3 56.5 53.6 ) 20 . 0.8 9.6
MARYLAND 100.0 30.8 30.7 62.3 8579 . 3.6 08 7.0
MASSACHUSETTS 100.0 24.4 24.1 . 684 64.6 29 09 7.2
MICHIGAN 100.0 430 43.0. 51.3 46.9 2.6 1.3 5.6
MINNESOTA 100.0 34.0 34.0 69.0 54.8 3.1 11 71
MISSISSIPPY 100.0 57.1 571 ~210 13.2 6.2 1.7 21.8
MISSOURI 100.0 33.4 334 | 58.0 50.2 48 3.0 8.6
MONTANA 100.0 31.7 31.6 £8.0 544 25 11 10.3
NEBRASKA 100.0 17.4 171 74.2 66.4 4.7 3.1 85
NEVADA 100.0 50.3 50.1 a7 38.1 29 0.7 8,0
NEW HAMPSHIRE 100.0 9.6 9.6 80.7 76.1 3.2 1.3 9.6
NEW JERSEY 100.0 24.3 24.3 695 66.1 23 ’ 1.1 6.1
NEW MEXICO ' 100.0 63.3 63.1 19.6 13.5 . 38 2.3 171
NEW YORK 100.0 94.6 54.4 40.2 38.1 1.7 0.3 5.2
NORTH CAROLINA 100.0 64.6 64.1 205 108 7.2 25 149
NORTH DAKOTA 100.0 30.4 30.2 574 .51.2 3.6 26 12.3
OHIO - 100.0 25.4 254 68.0 62.5 46 1.0 6.5
OKLAHOMA 100.0 37.1 371 454 379 48 2.7 175
OREGON : 100.0 219 218 716 67.4 3.3 09 6.6
PENNSYLVANIA - 100.0 46.6 46.6 46.3 41°3 34 16 7.0
RHODE ISLAND 100.0 46.2 444 45.2 435 0.8 0.9 8.6
SOUTH CAROLINA 100.0 52.6 523 308 239 54 1.4 16.6
SOUTH DAKOTA 100.0 18 18 774 70.7 3.7 3.0 108
’ TENNESSEE 100.0 419 418 44.6 37.9 6.1 0.7 135
o TEXAS 100.0 39.7 39.6 49.0 412 55 2.3 11.3
: UTAH 100.0 . 48.6 48.5 43.6 389 39 0.8 1.7

. VERMONT 100.0 45.2 45.2 46.6 a5 1.3 0.8 8.0
VIRGINIA 100.0 44.6 441 421 |, 37.2 3.4 1.5 13.4
WASHINGTON . 100.0 51.0 510 423 38.3 3.0 09 6.7
WEST VIRGINIA 100.0 48.5 485 34.6 29.3 35 19 16.8
WISCONSIN © 1000 .- 26.6 . 265 . 67.0 633 25 11 6.4
WYOMING . - 100.0 - 35.7 35.7 . 55.8 50.6 3.2 2.1 84

Nole Detail will not necessarily add to total due to rounding.

Hawaii (5.5%); end Rhode island (1.8%).
SOURCE:; ACIR staff computstions based on U.S. Census dats.
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; AND TYPE OF FINANCING, FISCAL YEAR 1969
; {1n Millions of Oollars)

TABLE 3=2.~=EDUCATIONAL EXPENOITURES (OTHER THAN HIGHER EOUCATION) BY GOVERNMENTAL SOURCE

: Total Federal State school expenditures Local school expenditures
: from own sources from own sources
& Stotes rehool eid for T d Taxes and Charge;
| . axes an an
expenditures | schools Total borrowing Charpees Total borrowing Total |School lunch sales| Other
' UNITEO STATES, TOTAL 35,6869 3,083.2 114,599.6 14,5495 | 60.0 18,044.1 16,215.1 1.829.0 1,284.0 545.0
; ALABAMA 449.8 809 239.6 2354 42 - 1293 70.0 59.3 30.2 29.1
ALASKA 75.7 225 315 3NS5 ° 21.8 19.7 2.1 1.6 05
ARIZONA 330.2 37.4 173.7 1735 0.2 1194 100.8 18.3 12,5 5.8
ARKANSAS 2394 46.2 105.2 105.0 0.2 88.1 67.8 20.3 134 7.2
CALIFORNIA 3,968.6 325.2 1,448.8 1,446.8 20 2,194.6 2,033.0 161.6 129.0 32.6
_COLORAOO 381.1 349 102.7 102.7 ° 243.6. 222.3 213 14.5 6.8
CONNECTICUT 548.9 28.3 1700 1700 * 350.6 332.7 179 13.7 4.2
DELAWARE 123.5 8.8 87.0 86.8 0.2 21.7 226 5.1 4.4 N
DIST. OF COLUMBIA - 1569 10.3 - - - 145.8 1415 4.3 35 8
FLORIDA 1,060.1 102.5 669.8 669.8 0.3 2879 197.3 90.6 53.8 36.8
GEORGIA 699.6 94.1 360.1 359.3 0.8 245.2 190.7 54.5 39.1 15.4
HAWALI 136.8 224 115.0 107.5 7.5 {-0.5) (-0.5)
IDAHO *102.7 10.9 38.8 38.6 0.2 53.0 47.2 5.8 4.4 1.4
3 ILLINOIS 1,839.0 109.4 €228 622.7 0.1 1,206.9 1,108.4 98.5 59.4 39.1
3 INDIANA 867.1 43. 308.3 308.0 03 515.6 4535 62.1 404 2.7
3 IOWA 557.8 40.5 232.1 2324 * 285.3 246.7 38.6 226 16.0
% KANSAS 373.3 31.2 1171 117.0 0.1 2249 195.9 29.0 12.7 113
g KENTUCKY 4419 734 214.6 2119 2.7 153.9 119.4 34.5 22.8 1.7
: LOUISIANA 555.8 79.0 291.0 291.0 * 185.8 160.8 250 21.7 33
MAINE 142.2 13.7 48.2 47.3 0.9 80.3 76.2 4.1 29 1.2
MARYLAND 7820 54.5 240.5 240.3 0.2 486.9 452.8 340 278 6.3
MASSACHUSETTS 8719 62.7 212.6 2099 2.7 596.6 563.3 333 25,2 8.1
MICHIGAN 1829.2 103.2 787.2 787.0 0.2 938.8 858.2 80.6 47.1 335
MINNESOTA i 7993 56.4 271.6 2714 0.2 471.4 438.0 334 24.6 8.8
MISSISSIPPI 2859 62.49 163.3 163.2 0.1 60.1 376 225 17.7 4.8
MISSOURI 7254 62.5 242.0 2420 -0- 4209 364.0 56.9 348 221
MONTANA 118.7 12.2 37.6 375 0.1 68.9 64.6 4.3 3.0 1.3
NEBRASKA 2602 220 45.2 44.4 0.8 193.1 1728 20.3 12.2 8.1
NEVADA 88.5 74 445 44.3 0.2 36.9 33.7 3.2 2.6 6
NEW HAMPSHIRE 98.5 9.5 9.5 9.5 -0- 79.5 75.0 4.5 3.2 1.3
NEW JERSEY 1,305.7 79.9 3178 3176 0.2 908.0 8629 45.1 30.1 15.0
NEW MEXICO 198.6 33.9 125.7 1254 0.3 38.9 26.8 121 75 4,6
NEW YORK 4,2856 2216 23419 2,330.6 1.3 1,721.9 1,633.9 88.0 74.6 134
NORTH CAROLINA 667.1 99.4 4311 4279 3.2 136.5 YAK:] 64.6 48.2 16.4
NORTH DAKOTA 109.6 13.5 333 3341 0.2 62.9 56.1 6.8 3.9 29
OHIO 1,605.2 105.0 407.8 4074 0.4 1,092.2 1,002.7 89.5 74.1 154
OKLAHOMA 3518 61.5 130.6 1305 0.1 159.7 133.2 26.5 17.0 9.5
OREGON 416.3 273 91.2 90.9 c.3 298.0 280.7 17.3 13.7 36
PENNSYLVANIA 2,180.7 153.6 1,017.2 1,0169 0.3 1,009.8 900.1 109.7 74.5 35.2
AHODE ISLAND 1465 126 67.7 65.0 2.7 66.2 63.7 2.5 1.2 1.3
SOUTH CAROLINA 3758 62.4 197.7 196.7 1.0 115.6 89.0 25.7 20.3 5.4
SOUTH OAKOTA 130.1 141 15.4 16.3 0.3 10017 92.0 8.7 4.8 39
) TENNESSEE 499.1 67.3 209.3 208.5 0.8 225 189.0 33.5 30.2 33
. TEXAS 16743 189.2 664.3 663.1 1.2 8208 690.3 1305 915 39.0
L UTAH 2119 16.4 103.0 102.7 0.3 92.4 82.5 9.9 8.2 1.7
: : VERMOMT na 5.7 323 323 ° 33.3 31.8 1.5 0.9 6
R VIRGINIA 741.3 99.1 3304 327.2 3.2 311.8 275.5 36.3 25.% 1.2
o WASHINGTON -700.8 47.3 357.2 357.2 * 296.3 2685 278 213 6.5
e WEST VIRGINIA 2489 419 1208 1207 0.1 86.2 729 133 8.7 4.6
SRR WISCONSIN 785.3 50.6 208.8 208.4 04 5259 4970 289 19.9 9.0
AR WYOMING ns 6.0 250 256 0- 40.1 363 38 23 1.6
S *Less than $50,000
' ‘ ) Figures do not add to totsl due to rounding.
. : ﬁ SOURCE: ACIR staff computations besed on U.S. Census detas. 3.5

ERIC
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Moreover, the State has better revenue sources available to it
than do local general governments and local school districts. State
sales and income taxes are more responsive to changes in the economy
than the property tax, which is the major source of local revenue
authorized for the use of local governments by the sé‘;tate government,

Furthermore, the State has distinct tax administrative advantages
compared to local governments, A State encompasses pdpulation and
economic activity within an area large enough to obtain economies of
scale in' tax administration, Locally imposed taxes, particularly in
urban areas where many independent units of government may exist side-
by=side and may oveflay one another, entail high administrative costs.

Diversity, Broad Base, and Elasticity in State Taxes

At least three practical considerations are gaining dominance
in shaping State tax policy--use of a diversity of tax sources, .-in-‘
creased emphasis ‘on broadening the tax base, ard increased reliance
~on economically responsive revenue measures.

Throughout the history of governmental finance sé%ie ‘public
fin.;:mce ’cﬁeorists and private citizens have championed one form of
tax or another as the most equitable way to distribute the cost of
governmental servi\ces.l But those who take the '"'single tax" approach
have never mustered sufficient support to accomplish their goal. Thus,
at the ptesent time, 36 States levy both broad-based sales and personal

‘income taxes as the foundation of their tax system.
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Tax policymzkers opt for a diversity of revenue sources on Vvery
practical grounds., State legislators, by and large, have come to agree
that the task of income redistribution by means of steeply progressive
taxes can be most effectively pursued by the government with the broad-
est jurisdictional reach--the National Government. ?ﬁose concerned with
providing satisfactory levels of education, health, and welfare benefits
to the poor have realized that the lack of these services may be more
regressive than financing such services with a proportional or even
somewhat regressive tak structure. lloreover, States have shown a
genius for developing practical measures such as the outright exémption
of food, or the provision of special income tax credits or cash rebates
to minimize the regressivity of the retail sales tax.

The realities of interstate tax competition have also tended to
encourage the diversification of the tax structure. The mobility of
persons and capital and the widespread interest in maintaining a  favora-
ble tax climate for business have tarnished the luster of progressive
income tax proposals. States have moderated tax rates and searched
out other sources of tax revenue in order to remain competitive with:

their neighbors.
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Furthermore, a diversity of taxes permits keeping rates at

a moderat:eilevel._ Low or moderate rates cause less distortion in
private sector decisions at.i'd therefore less redyction in economic
efficiency. ﬁode‘;ate rates also generate less incentive to avoid
or evade tax payment.

Regardless of the tax mix chosen, broadening the base of the
taxes used may do much to increase the equity, economic efficiency,
and ease of administration of the tax structure. Broadening the base
tends to promote horizontal equity, the equal treatment of equals.

By extending the tax to as many items.as possible, it also tends to
reduce the distortion of individual decision~-making induced by all
taxes., In many cases ,' expanding the base of the tax also eliminates
the need for fine distinctions between taxable and noin-taxable items,
thereby reducing ccmpliance costs and costs of administration.

On the whole, most State income taxes are fairly broad-based.
There are considerable variations among States, of course, and there
are several categories of l;;erney income and imputed income which escape
taxation in all States. But in most casee it would be extremely diffi-
cult to expand the base of the income tax.

As with other taxes, the general retail sales tax is not defined
uniformly from State to State, All Sta‘tes with this tax impose it
on most sales of retail stores, but here the similarity ends. Some
States tax certain consumer services--admissions, restaurant meals,

lodging, telephone and teieg:eph, gas and electricity, water, trans-
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portation, rentals, and repairs, Some States tax industrial equip-
ment, while others exempt it if it is directly used in the produc-
tion of manufactured goods., Some States exempt food and .clothing,
while others tax one or both,

The broadness of the sales tax base has an important effect on
the amount of revenue the tax produces., Table 3-3 shows the ratio of
actual sales tax bése to a national average tax base in each of the
sales tax States for 1967. Ignoring the States with a multi-stage tax,
the most comprehensive sales tax base was two or three times as large‘ as

the least inclusive. A State burdened with a narrow base must impose a

very high rate if it wishes to rely very heavily on the general sales tax,

Indeed, for the States with a very narrow base, broadening the base re-
presents an untapped source of considerable additional revenues. New
Jersey, for example, could have doubled its sales tax revenue without

any increase in tax rate by extending its tax base to cover the same

items as were taxable in Michigan,

The number of items covered by th_g sales tax also has a substantial
impact on how the burden of the tax is distributed., Since low income
people spend.a greater fraction of their incoinp. than do high income
persons, a tax 'onvall conspx’ner pu;chases would be regressive., Ex-
cluding services from the tax base makes the sales tax.even more re-
gressive, since pqrchéses of servi&es become increasingly more im-.
porfant as one moves up the.income scale, Exemption of food makes

the sales tax nearly proportional, although only at the loss of sub-

stantial revenue, The sales tax credit accomplighes the same end

"3=9
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at much iower cosc by returning a f£ixed sum to each person,}

. regardless of income,

] A third important consideration relating to state tax

5 policy is the elasticity of the tax structure. The need for a
state tax structure with an elasticity in the range of 1.0 to
1.2 has already been discussed exteﬁsively in Chapter 2.1 Since

3 the personal income tax i3 a high elasticity tax, increased use

; of this tax source will increase the overall tax system elasticity;~
: which means bringing it closer to the acceptable range,

A strong personal income tax in a balanced system

In designing a state tax system sufficient to finance
the major portion of school costs, careful consideration must be
given to providing a diversity of tax sources, utilizing broad-
based taxes,-.and increasing the elasticity of the current inelastic
state-local.tax structure., The overriding fiscal need of state
and local governments is a tax system with a strong revenue
growth potentfa} that stems from use of both broad-based personal

income and genéral sales taxes. In order to displace the local

property tax as the major source of school funds and to equip

the states with a high-quality revenue system, the states should

initiate or intensity'their use of the personal income tax.
States which make heavy use of the income tax have found it
superior to other revenue sources in terms 6f productivity,
elasticity, equity, and ease of administration. While three

of these criteria are reasonably objective, the question of
equity is very mﬁgh a subjective matter. The arguments in this
chapter are based on a view that income is the most appropriate

measure of the ability .to pay taxes, and that a moderate degree

to of progressivity in the tax structure is further desirable.

i

o

1See PP. 2-50 to 2-51.
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TABLE 3-3 -- RELATIVE BASES AND RATES OF STATE GENLERAL SALES TAXES
Ratio of Exhibit: Exhibit:
Actual Base Nominal Rate Nominal Rate
to Standard Base (Percent)as of . (Percent)as
FY 1967 Jan., 1, 1967 of Jan. 1, 1971
Hawaii 2.64 *{4+@ 4.0 4,0
New Mexico 1.90 *{+@ 3.0 4.0
Louisiana 1.74 +@ 2.0 3.0
Mississippi 1.74 *{+@ 3.5 5.0
Washington 1.70 +@ 4,2 4.5
Arizona 1.57 *#+@ 3.0 3.0
Georgia 1.54 f@ 3.0 3.0
Utah 1.54 #+@ 3,0 4.0
South Carolina " 1.44 @ 3.0 4.0
Iowa 1.40 #4+@ 2.0 3.0
Michigan 1.40 @ 4,0 4.0
Tennessee 1.40 +@ 3.0 3.0
Wyoming 1.40 #+@ 2.5 3.0
Arkansas - 1,34 #+Q 3.0 3.0
Kansas 1.34 #+@ 3.0 3.0
Kentucky 1.30 @ 3.0 5.0
Missouri 1.30 {+@ 3,0 3.0
Alabama 1.24 +@ 4,0 4.0
California 1.29 + 3.0 4.0
Illinois 1.20 +@ 3.5 4.0
Indiana 1.20 @ 2.0 2.0
New York 1.20 2.0 3.0
North Carolina 1.20 +@ 3,0 3.0
Oklahoma 1.20 .@ 2.0 2.0
Maine 1.17 + 4.0 5.0
South Dakota 1.14 4@ - 3,0 4.0 -
Colorado 1.10 +@ 3.0 3.0.
Florida 1.10 + 3,0 4.0
Idaho 1.10 @ 3,0 3.0
Rhode Island 1.07 + 4,0 5.0
West Virginia 1.07 @ 3.0 3.0
Connecticut 1.00 3.5 5.0
Nevada 1.00 +@ 2.0 3.0
Virginia 97 @ 2.0 3.0
. Maryland 94 3.0 4.0
: Texas .90 + 2.0 3.25
o Ohio .87 3.0 4.0
» Pennsylvania .87 5.0 6.0
= New Jersey .70 3.0 5.0
5 Wisconsin .60 + 3.0 4.0
e Massachusetts ‘ 57 3.0 3.0

* Multi-stage or gross income tax,

# six out of seven major services taxed as of January 1, 1967
+ Manufacturing equipment taxed at full rate

@ Food taxed o : '

Sourée: ACIR staff~cé1cﬁlﬁtions based on Census Bureau and
Commerce Clearing House data '
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Business Taxation

|
F
i To some, business firms offer a highly visible, impersonal means
for raising revenues. Businessmen, naturally, feel that higher taxes '
| threaten their competitive position and their ability to continue

g profitable operations in their present locations. In general, it

i seenms féir to say that there is no consensus on the types, variety
or amounts that business firms should pay to State and local govern-
ments. Public ofticials therefore have no hard-based eqonomic rationale

to rely on in setting their policies--they must take a pragmutic view

and attempt to strike a balance thatlassures that business pays its

“fair share" of taxes but that this share does not force business
firms to alter their location decisions.

The current extent of State and loéal business taxation was
discussed abﬁve in Cﬁapter Zgl/ If thefgse of local taxes for the
support of schobls is minimized, businés§e§ would be relieved of much
of their prdperty tax burden. Legislators would then be required to
make a pragmatic decision on the extent to which cérporate income taxl\

and other statewide business taxes ought to be expanded to replace

this burden,

JUN

; '.;'.":‘— . l/
'ggg;}E See p. 2-8.
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A new form of business taxation, the value added tax, has
recently been”,soggested as a potential source of state revenues,
The base for this tax is a fiv‘rm's value added, the difference‘
between the cost of goods or services sold by the firm and the
cost of its material inputs, including the cost of capital,
value added can also be arrived at by adding all the incomes
generated by the firm's production--vages aod salaries, interest,
rent, and profits.

Depending on the nature of the depreciation allowance,
the value added tax can be shown to correspond to familiar existing
taxes, Lf machines are depreciated over their economic lifetime,
the base "of the value added tax will be equal to national 1ncome,
this is known as the income value added tax and is equlvalent to
a proport:.onal income tax. Under the consumption value_ added
tax, firm purchases of new capital equipment but not depreciation
are deductible from sales; the base of the CVA is tota} consumer
expenditure, and the tax is equiva‘lent to a consumptioh tax.

In the gross product version of the tax, neither depreieiation nor
purchases on oa,p'ifal account are deductible; the base of this tax
is total gross. national product, and the tax is equivalent to a
sales tax on all final output.l o

- The foregoing correspondence relations apply fully only
to a competitive, self-sufficient economy. For the United States
as a whole, they are nearly true. But they must be modified to
apply to a small economy, such as that of an individual state,
which has extensive commerce beyond its borders.

In particular, a state value ‘added tax of the income type
would be equiva];ent to a prVOportional tax on all incomes gene.rated
in the state, whether accruing to residents or outsiders. ' By

contrast, a state personal income’ tax 18 levied against income

IWilliam Oakland, "The Theory of the Value Added Tax," )
National Tax Journal, June and September, 1967. '
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earned by residents of the stat:e and wage income of non- residents. '

And a state corporate income t:ax falls initially om profit
income generated within the state. None of thise. statements,
of course, implies that t:hese taxes are borne in the final
analysis by those who bear ‘their initial 1mpact.

A value added tax was actually in effect in Michigan,
under the name of the Business Activities Tax, from 1953 through
967. Tnitially the Michigan tax was based on "'omething skin
to gross product, with deductions arlowed for explicit capital
rental costs., A 1955 amendment aLlowed depreciation charges to

be subtracted from the tax base, changing the levy into one

of the income value added type. In order to ease administration, ‘

a specific dollar exemption:was allowed for ecach firm, and
cerlain types of businesses were exempted completely from the
tax. In addition, firms were permitted a standard deduction

of Eifty percent of gross receipts, if itemz.zed cost deductions
did not equal this amount. These provisions while destructive
of the value added concept, gucceeded in eliminating a large
number of returns from small businesses whose payments would
not justify collection costs.

Because of the equiualence between a value added tax and
an income or sales tax, the tax on value added hasuo economic
advanmges over the other. levies and shares their defects. From
a political point of view, however, the value added tax may be
superior, because it is paid initially by businesses and is not
immediately apparent to the public, Substantial use of the VAT
would reverse the recent trend toward reduced uge of business

taxes in the state-local fiscal system. (Table 2-3)

The_property tax as a revenue source
' The property tax is inferior to broad-based sales and

personal income t:axes on grounds of equity,' elasticity, and ease
of administration. Property value is not as good an indicator
of ability to pay as personal income, Property values do not .
respond to growth in the economy as rapidly as either the general
sales or personal income tax base. The prOperty tax is déveloped
by a process of valuation on the part of'assessment per'sonnel who

must be highly trained if the process is to be accurate, Income
3=14;
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and sales taxes, in contraét, hé'xfe their respective tax base
measures established objectively ‘by market forces beyond the
control of the tax administrator,

But the property tax also has some unique benefits as a -revenué
source. Real estate cannot be picked up and moved to escape taxation.
To a limited extent the property tax captures for the public sector
a portion of the unearned increment: on land value which society be=~
stows., The tax is a way of getting from business and absentee land-
lords a contribution in supp&rt of lbcal goverhment:. Where local
services supported b_y the propért:y tax enhance p;operty‘values the
‘tax takes on'the aspects of a payment for benefits received--a con=-
cept fully recognized in economic theory.

Compared to other major revenue- producers, t:he‘ property tax
tends to be difficult to édministér. But a large part of this
problem is due noi: so much to the tax itself as to itslapplication
on a local basis. Although the ‘t:rend over the years'has been aﬁay
ffom State use of the property tax, a statewide property tax is
preferable in many respects to a local ievy. As a result States
suéh as Massachuset\\‘;s are now t,:aking a new‘-inte'rest:iin using the
real properﬁy ‘tax as a State tax., A State property tax, even as a
small supplement to the local levies, will give the States a real
stake in good administration and would probably ﬁel& great divie

dends in improved equity.
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Until an increased income tax can be fully implemented, a
statewide property tax might provide a means for reducing the
dependence of public schools on loéal'taxgs. Such an arrangement
" appeals to some economists who are concerned that an abn-i;.)t-:l ;hift
Hfrom prdperty to non-property taxes for school support would
fesult in a substantial and unwarranted increase in the value--
of existing property, The extent of the gaiﬂs, it any, as well
as their timing are impossible to predict, A transitional sta‘cewide
property tax, particularly one of uncertain duration, might allow
time for some adjustment in the real estate market and reduce the
possibility of unwarranted enrichment of prop-rty owners.

However, the introduction of a statewide uniform property tax
for general revenue purposes to help support schodls would fall
short of achieving the degree of tapipayer equity, responsiveness
of the tax system to economic"‘growth and edse of administration
that heavier reliance on a State personal income tax would produée.'
The statewide uniform property tax would serve poorly as a sub-

stitute for structural reform of the State-local revenue system.

Improving Property »Tax Administration

Better prdpérty tax administration is dgsirabie;viﬁ_,orggr .
to achieve greater uniformity of assessment. and thereby enhancév th\é'
acceptability of the tax. Assessing is va ministérial function, in
theory at leas)i'f‘i, which contrasts wifh the policymaking functions of
 setting the tax rate to ’deteijﬁiine whe't.;‘her’ ;nore or less revenue

will be obtained from the property tax.
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Improved administration will .usually require larger ex-
penditures, Such items as training and certification of assessors,
aﬁnual,reassessment, taxpayer notification, improved ‘appeals
mechanisms, and strong State supervision will require additional

funds. In the longer run, however, it seems likely that more

1

uniform assessments will make people more content with the

property tax system and more willing to bear higher tax burdens.

By all indications the property taﬁc is currently the most
unpopular of all major taxes. Much of this dislike is probably due

to the high rates prevailing in many local areas, especially in

the northeast., But the disparities in assessments certainly win
the property tax no friends. Ah intra-area dispersion coefficient
of f1fteen percent is generally considered indicative of good
assessment practices, but even this means that, under a full-value
assessment regime, half of all properties will be assessed at less

than 85 percent or more than 115 percent of their true valu'e.,

What degree of excellence can be achieved .by usihg the".’ latest
assessment techniquee? Ronald Welch, Assistant Executive Secretary
of the Cah.fornia State Board of EqualizatJ.on, reportfa‘ that computer-
ized assessment of single-family homes has produced d:.spersion coeffi=-

. cients of f:rom 2, 3 to 4. 8 percent. "The poorest of these coefi.:.cients,

3-17 .
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he notes, "is less than half the best dispersion coefficient that
: u

the nation's most accurate assessors have been able to achieve .l/

With dispersion coeffi’éients this small, n:t.néty percent c¢f all assess-

ments would be within five to ten percent of market value, énd ninety-

nine percent within seven to fqurteen percent of true value.

For the sake of comparison it must be remembered that the personal
income tax achieves its seeming exactness in computation 'oﬁly by ex-
cluding several items of non-market income. The gross value of imputa-
tions, primarily the rental value of owner-occupieci homes, came to ten

2/

percent of personal income in 1970.=" The personal income tax also
places heavy compliance costs on individual ta:;payers, while the ex-
penses of administering the property tax are almost entirely reflected
in the government budget.

The conclusion to be drawn is that modern, professional administra-
tion of the property tax can-:produce great dividends. while assessment
of wealth may never be as accurate as measurement 6f ihcomé, the two
can be brcught much closer together, Aud although pévOple will never

be happy about paying taxes, good administration should increase availa-

ble taxing capacity.

1/ Ronald B. Welch, ‘“property Taxation: Policy Potentials and - Proba-
bilities," in Arthur D Lynn (ed.) The Property Tax and Its Administration.
Madison: U. of Wisconsin, 1969. ' '

) .-?'-/Survey of Current Buvsiness,bJuly- 1971, p. 4l.
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Whether the property tax is used.at the local level, at
the State level, or at the metropolitan level, the heavyvburden
it imposes on low-income taxpayers can be mitigated with the use of
the circuit-breaker -- the tax credit-rebate scheme discussed in
Chapter 2, (See Table 2-9,) Combined with high-quality administra-
tion, the use of the circujit-breaker should considerable improve
public acceptance of the property tax,

Metropolitan Property Tax '

The use of regional property taxing districts, while incapable of
eliminating all disparities within a State, has many of the desirable
characteristics of a State property tax, At present, there are two
such regional schemes on the statue books,

New Jersey's Hackensack Meadowlands Development Act of 1968
provides that the value of taxable real estate in the development area
is to be divided among the Meadowlands communities in proportion to
their area_, irrespective of where the property is located, This
provision frees the State pi’anners‘ from the need to assure each part
of the Meadows a share of taxable land nses . In particular, the con-
'centration of "‘conservation and reoreation lands in a few communities
.vkv”ill no l‘l”onger’j seem fiscall)" u'nattraeti\ie to those localities.

‘Another move toward regionaiﬂ'le'qualization of tax 'resources in the
_"share the growth" bill Just passed by the M1nnesota 1eg1slature. 'l'he

new law guarantees every unit of government in the seven-county

M1nneapolls-St. Paul area a share of the regmn's future growth in .

: the property tax base, regardless of where in the area 1t OCCUrs, 'h'he :

shared port1on will® cons1st of forty percent of the net growth of

commercml-mdustmal valuat1on-fa£ter 1971. _ All commumties w111
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contribute forty percent of their net gro'v.-'t}) in business property,
and each will receive back an assigned portion of this growth, Each
government's share will be determined by its populati\On-,i_with an extra

amount for less wealthy communities.

while the regional taxing approach does not eliminate tax
competition among regions, it does produce a coincidence of interests
for comunities within a given region. In large part, therefore,
it eliminates the incentives for fiscal zoning and the barriers to
governmental consolidation discussed in Chapter 2. Equally important,
greater uniformity in property tax rates will reduce tax induced
Jifferences between housing costs within the taxing region., While
a metropolitan area is not large enough to internalize all the spill-
overs from education, 1t is of appropriate size for the performance
of rany other governmental functions.' The main drawback to regionmal
financing of education is that it;cannot eliminate incoine disparities
among different regions, . Also, the extent of redistribution pos“sible
within a given area is severely limited by the potential out-migration

of high incomf:"""f residents, just as the middle class is leaving the cities

today'. of course, if the State requires regional financing by law,

) fleeing the area would no‘L ‘provide an escape. But as long as a legislated

t
regional approach is fea51b1e, there would seem to be little reason not

to move school finance a1.1 the way up to the State 1eve1

'Tax R.ates Requ ired For State Financing of Schools .

- To get an ide.-.\ of the dimensions. of the tax structure changes re~
quired to permit the shifting of responsibility for ma Jor financial
support of schools ro the State s we have computed the 1eve1 of tax

rates required to permit States to finance 90% o*’ the 1969 level of

State and local expenditures for local schools after deduction of
L [ = T - O
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local school charges (school lunch sales, tuition, etc.) and Federal
aid.-l-/The dollar amounts required for each State are given in Appendix
Tablé 1i8. The approximate nature of these data should be emphasized,
Interest expend.itures are not included in school expenditures since the,
Census Bureau does not break down interest expendi_ture according to
function. Also, the amourit of Federal aid deducéé‘d includes some

$0.,4 or $0.5 billion for educational programs other than local schools.
But these estimates do provide some indi;:at:ion of the revenue required

for State financing. It should be noted that these figures relate

‘exclusively to expenditures for local schools. The costs of State

educaticnal administration and services, aid to private schools, and
special progiéms‘for the handicapped, adults, veterans, and other
special classes are n(‘)t‘ included, Presumably these will continue
to be financed by the States in addition to the 90% of local school
costs, | |

In the following tables, (3-4, .3-5, 3-6, and 3-7), the first column
presents actual tax rates in 1969, The State general sales tax rate is the
rate which was in effect at the end of the 1969 fiscal 'year. The Sfate per-
sonal income tax rate is expressed as a percentage of adjusted gross income
in calendar y_eér 1968, as defined for Federal income tax purposes, For

the total of all other State and local tax revenue, and for State

corporate income tax, rates are expressed as percentages of each State's

personal income in calendar year. 1968. The actual dollar amounts. of
State and local tax collections in fiscal 19.69 are given in Appendix |

Table 17,

Y/ The approach taken here is to investigate the tax changes
required to raise the specific amount of revenue needed to finance
the support of schools, This is in contrast with the procedure of
simply determining the amount of revenue collected with a tax system
of specified characteristics, without regard to the needs for these

_revenues., For an example of the latter approach, see John Duc,

WAlternative Tax Sources for Education," in R.,L. Johns, et al. (eds.),

" Economic Factors Affecting the Financing of Education., Gainesville,
. Fla,: National Educational Finance Project, 1970. :
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The tax rates required for financing 90% of school costs were
-calculated for four different situations. Case 1 is based on the
assumption that any additional school costs which must be shifted

to the State to reach the 90% figure are financed by State personal

income and general sales taxes. In accordance with the principle of
balanced use of these two tax sources, total revenues from the two
taxes combined (including additional school costs) are reallocated
so that an equal amount is collected from each. In the one case
where the State is alfeady financing mocre than 90% of school costs, §
it is assumed that total revenue from State personal income and
general sales taxes will remain the same, and fhis amount is
reallocated equélly between the two sources, It should be noted

that we are assuming in this exercise that total school expenditures,

and therefore the total of State and local tax revenues, remain
constant with the State assumption of 90% of school costs. We are
simply shifting all but 10% of school costs from the local property
tax to the State income and sales taxes. Therefore total revenue
from State income and sales taxes will rise.by the amount shifted
to the State, and the total of all other State and loéél taxes will
fall by an equal amount. The dollar amounts of tax revenues under
these assumptions are given in Appendix Table 18.

The complex1t1es 1nvolved in the decision of how much of the

tax burden’ to place on bu51ness was dlscussed above.. To provide some

indication of the results of increasing the corporate income tax propor-

tionately with the personal incomé tax to finance additional school

b 3-22
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costs, we have assumed in Case 2 that the corporate income tax is
increased élqng with the personal income and general sales taxes

to maintain a constant ratio between the corporate and the personal
income taxes. The same dollar amount is shifted from the local .
property tax as in Case 1; but this amount is now divided among-

the State personal income, general sales, and corpofate income taxes,
Appendix Table 19 gives the resulting tax revenues,

State financing of 90% of school costs imposes sharp increases

~ in State revenue requirements in many States, as can be seen in

Tables 3-4, 3-5, and 3-6, and Appendix Tables 18 and 19, The
increases would be reduced considerably if the Federal Government
were to assume the full costs of public welfare programs., Indeed,
the arguments for shifting the educational function to the State
level also imply the desirability of making welfare a Federal res-
ponsibility. In Case 3 it is assured that the Federal Government
funds all welfare programé. State personal income, general salés,
and corporate income taxes are reduced by the amount of State public
welfare expenditures from own sources (Appendix Table 20), while
maintaining the same porportional relationsﬁip among the three
taxes as in Case 2. The total of State and local taxes other than
State personal income and general sales taxes is further reduced
by tﬁe amount of locél public welfarelexpenditures (Appendix Table 20).
Resulting tax revenues appear in.Apﬁendix Table 21.

The Nixon admihistrétion'sygeneral revenue sﬁafing plan wbﬁld
also greatly ease the pain of shifting eduéationai'fiﬁancing to the

Statg‘level. In Case 4 we have further reduced general sales,
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personal income, and corporate income taxes by the amount which each
State wou1d~receiVe Under'the'revenUe sharing proposal (as shown.

in Appendix Table 20) again maintaining the same proportional

relationship among.taxes as in Case 2. We have also reduced

local taxes by the 10ea1 share of revenue sharing funds CAppendlx

Table 20). The resultlng dollar amounts of tax Trevenues are glve
in Appendix- Table 22.

Chapter 4 presents a‘complete discuseion of the implicatiohs‘
of Federal financing of public welfare and Federal revenue sharing
for school finance and for the imprevement of State-local tax

systems.
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TABLE 34 ,aa
STATE PERSONAL. INCOME TAX RATES
AS PERCENT OV PEDERAL ADJUSTED GROSS INCOME 1IN 1968
STATES Present ‘ .
System, Case 1 ‘Case 2 Case 3 Case 4
1969 . i ‘ .
UNITED STATES TOTAL 2,2 I/ 3,0 2.8 2.5 2.3
|__ALABAMA 1,2 ° 2,5 2.2 2.0 1.6
ALASKA 3,4 2,7 2.8 2.4 2.0
ARIZONA 1,3 3.4 3,2 3.0 2,7
ANKANSAS 1,1 2.5 2.5 2.2 1.9
CALIFORNIA 1.7 3.5 3.2 2.7 2.5
COLORADD 1,9 3.8 3.5 3.2 2.9
_CONNECTYICUT - 2.1 2.1 1.8 1.6
! | OELAWARE 3.7 2.2 2.4 2 1.8
BHE T O C QWM BiA~ .
FLORIDA ' - 2.1 1.8 1.2 1.8
GEORGIA 1.4 3.0 2.7 2.5 2.3
E [ nawan 4.1 5.3 5.2 4.7 4.4
10410 2.6 3.9 3.7 ‘3.5 3.1
ILLINOIS - - -- 2.6 2.3 2.1 2.0
N THOIANA 1,3 3.3 3.2 3.1 2.9
[ towa L5 3.7 3.5 3.2 2.9 .
KANSAS 1.3 3.4 3.1 2.8 2.6
KENTUCKY 1.7 3.5 3.2 3.0 2.6
% | _Louisiana 0.6 2.2 1.7 1.4 1.1
A .o 3.0 2.8 2.3 2.0
MARYLANO 2.4 3.3 3.2 2.9 2.2
MASSACHUSETYS 2.6 3.1 3.1 2.3 2.1
| _micniGan 1.5 3.6 3.1 2.8 2.6
| _MIrNESOTA 3.2 4.4 4,3 4.1 3.8
| _MIZ315S1PPY 0.6 3.1 2,0 1.8 1,5
MISSOURI 1,0 3.0 2.9 2,6 2.4
| _MONTANA 2.2 3.0 3.0 2.7 2.5
NERRASKA 1.1 3.8 3.6 3.4 3.2
NEVAOA - 2.3 2.0 1.8 1.6
NEW HAMPSHIRE - 1.2 1.5 1.3 1.2
NEW JERSEY e 2.2 2.2 2.0 1.8
NEW MEXICO 1.0 2.8 2,6 2.3 1.8
WEW_YORK 3.5 3.3 3.4 2,8 2,6
ML _TH cAROLINA 2.3 2.4 2.4 2.3 2,0
‘ NOR TH DAKOTA 1.2 4,0 3.8 3.5 3.1
’ OHIO - 2,4 2,0 1.8 1,7
| okL anoma 0,9 2,2 2,0 1,6 1,3
| onecon 3.8 4,2 4,1 3.9 3.6
PENHSYLVANIA - 2.4 2.5 2,2 2,0
RHOOC ISLANO - 2.3 2,4 1,8 1,6
SOUTH CAROLINA 1.7 2,9 2,7 2,6 2,3
SOUTH DAKOTA -- 4.4 3.8 3.6 3.3
[Tvennessee - 2,3 2.3 2,1 1.9
TEXAS - 1,9 1,6 1,5 1,3
uTAl 2 3.8 3.7 3.4 3.1
VEAMONT 3,3 ‘2,9 2,9 2,5 2,1
VIRGINIA 2,4 3.0 2,9 2,8 ad
P| WASHINGTON - 3.7 3,2 2.8 2.5
E|_west vircinia 0.9 3.4 3.3 3.0 2,6
| WISCONSIN 4,0 4.3 4,3 4.0 3.7
WYOMING - 3.9 3,3 3,2 2,0

1/ Average rate for the 35 states with a broad-based personal income tax,

Source: ACIR atn[f' calculations based on data in Appendix Tables 17 through 22,
3-25
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TABLE 3<6¢==
STATE CORPORATION INCOME TAX RATES
AS PERCENT OF STATL PLRSONAL INCOME IN 1968

sTATES Present
System Case 1 Case 2 Case 3 Case 4
1969
UNITED STATES, TOTaL v.o1 7 U0l U.80 0.7 U.65
ALABANA 0,35 0,35 0,67 0,59 0,50
AL ASKA 0,38 0,38 0,31 0,26 0,22
ARIZONA 0,36 0,36 0,85 0,82 0,73
ARKANSAS 0,49 0,49 1,08 0.97 0.83
CALIFORNIA 0,77 0,77 1,41 1.18 1,11
COLORADO 0.47 0,47 0,88 0.79 0.73
CONNECTICUY 0.68 0,68 0.63 0,53 0,50
OEL AWARE 0,75 0.75 0,48 0,41 0,36
©1ST--OF-COWUMTM
FLORIDA - - 0,51 0,49 0.42
GEORGIA 0,58 0,58 1,08 1,00 0,90
HAWAL 0,51 0,51 0,64 0,58 0,54
| _toano 0,53 0,53 0,77 0,72 0,64
ILLINOIS - ) 0.65 0.59 0,56
INOIANA 0,05 0,05 0,13 0.12 0,11
[Ciowa 0.27 0.27 0.60 '0.55 . 0,51
KANSAS 0,27 0.27 0,64 0,58 0,54
KENTUCKY 0.46 0,46 0,83 0,81 0,72
|_Loutsiana 0,35 0,35 1,02 0.82 0,63 -
|_maine -- = 0,71 0,63 0,57
MARYLAND 0,39 0,39 0,52 0.47 0,44
MASSACHUSETTS 0,88 0,88 1,04 0.77 0,71
[ _sichHican 0,67 0.67 1,42 1,27 1,18
| _sinnesora 0.68 0,68 0,91 . 0,87, 0,81
[ _Mississipp) 0.68 0,68 2,26 2,04 1,69
[ wissounr, 0,12 0,12 0.36 0,32 0.29
MONTANA 0.40 0.40 0,53 0.49 0,44
NEBRASKA 0,15 0,15 0.49 0.47 0,44
NEVADA o .- . 0,58 0,55 0,49
| _NEW HAMPSHINE -- -- 0.42 0.38 0.35
NEW JERSEY 0,56 0,56 0.61 0,885 0.52
NEW_MEXICO 0.19 0.19 0.51 0.44 0.34
% Ew YORK 0,81 0,81 0,78 0,66 0,52
| _Ne TH CAROLINA 0.82 0,82 0,86 0,83 0,72
NOARTH DAKOTA 0,13 0,13 0,43 0,40 0,34
OMIO - - 0,58 0,52 0,48
OKL AHDMA 0,30 0,30 0,69 0,55 0,44
OREGON 0,56 0,56 0,61 0,57 0,54 .
PENNSYLVANIA 0,71 0,71 0,68 0,60 0,56
RHODE ISLANO 0,87 0,87 0,69 0,51 0.46
SOUTH CAROLINA 0,64 0,64 0,97 0,96 0,83
SOUTH DAKOTA 0,03 0,03 0,91 0,86 0,80
TrNNESSEE 0.60 0.60 0,63 0,59 0,52
YEXAS - -m 0,44 0.40 0,30
UTAM 0,37 0,37 0,63 0,59 0,53
| VENMONT 0,43 0,43 0,38 0.32 0,28 .
|_viRGiiia 0,48 0,48 0,58 0.56 0,51
WASHINOTON - - 0,80 0,78 0,7)
WESY VINGINIA 0,09 0.07 0,34 0,31 0,27
wWISCONSIN 0,71 0,71 0,77 0,72 0,67
wYOMINO - - 0,87 0.84 0,75

1/ Averoge rate for tho 40 states with a corporation income tax,

Source: ACIR staff calculations based on data in Appendix Tables 17 through 22,
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TABLE 3a7,==

TOTAL OF STATE AND LOCAL TAX REVENUES OTHER THAN STATE PERSONAL
INCOM: TAX AND GENERAL SALES TAX AS PLRCENT OF STATE PERSONAL INCOME IN 1968
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5.4
5,2
5.6
7.1
5,1
5.6
5.9
5.3
4,2
- 5,8
5.6
5.2
8.0
6,1
4,5
5.1
5.8
4,7
7.8
4,3
6.9
5.5
7.8
6.1
6,3
7.6
7,6
5.7
6,0
4.8
6.6
4,5 °
5.4
6,1
4.9
6,3
5,5
6,2
8.3
7,6
5,1
5,8
5,1
Slz
7,1

Source: ACIR staff calculations based on data in Appondix Tables 17 through 22.
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Chapter 4

A HIGH QUALITY STATE-LOCAL
REVENUE SYSTEM--THE PROSPECTS FOR ADOPTION

In the preceding chapter we set forth the characteristics of a
high=quality State-local revenue system, The two most critical
features of that system are:

1. Balanced State use of both the personal income
tax and general retail sales levy;

2, State revenue system productive enough to finance
most of the cost of elementary and secondary pub-
lic education.
At the present time, only two States--Hawail and North Carolina--
score high marks on both of these major tests.
In this chapter, we take the analysis to its policy conclusion==~
is it reasonable to assume that most of the other State legislative

bodies will move forward to meet these two tests within a reasonable

period of time--say, five years?

In order to answer this question it is necessary to examine both
the internal and external factors working for and against the creation
of such a revenue and financing system. This distinction is important
because it permits us to weigh the relative contribution that the in-
ternal policy makers (the governors and the State legislators) and the
external policy makers (the judges and the Congress) could make to the
resolution of this question.

Promgt:s for Reform From Within the System

There are two internal forces that are pushing State policy makers
in the general direction of major tax reform,

4-1
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First, there is the unrelenting pressure provided by growing ex-
penditure demands--a factor that is forcing State legislators to create
a strorig dual income and sales tax system, A measure of the presesure

on State governments can be seen in the major recormendations in

governors' budget messages over the last three years (see Table 4-1).

One of the most dramatic effects of this expenditure demand is

to be found in the gradual State development of the dual income and
sales tax system. In 1960, 19 States imposed both the State personal
income tax and a general retail sales levy. Now the number of dual
tax systems stands at 36.

. The powerful effect of increased expenditure demand is also re-
flected in the fact that the claims of our Federal-State-local
system on the gross national product have increased substantially since
World War II--rising from 25 per cent of GNP in 1946 to almost 33 per
cent by 1971, While the Federal claim has remained fairly level,
State-local expenditures as a percent of GNP rose from 6.2 per cent
in. 1946 to 12,7 per cent in 1969.

This constant increase in taxes in general and in State-locai

taxes in particular has created its count:e}'vailing force==-there is

increasing discussion of a ''taxpayers revolt." In April 1971,
Lou Harris reported that 64 percent of the American people felt

that "taxes have reached the breaking point'--up from 60 percent

in the previous year and 54 percent in 1969.'1"/

1
—,Lou:l.s Harris, '"The Harris Survey," The Washington Post,

Apri.l 18, 1971’ p. G40
4~2
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TABLE 4-1
MAJOR RECOMMENDATIONS IN GOVERNORS' BUDGET MESSAGES, 1968-1971

it.‘.’ﬁ_‘i Year _ Rveic‘pmlinend ations
Arkansas 1971 Broaden sales tax base to include various

services and cigarettes.

Connecticut 1969 Broaden sales tax base; adopt 2% tax on
interest, dividend, and capijtal gains income.

1971 Restore gross income tax on unincorporated
businesses and extend to professionals.

e e wae . | —brm e et = = e

Delaware 1969 Broaden corporate income tax base to include
: inter-corporate dividends, interest income,
and capital gains; adopt tobacco products
tax; opposed to a sales tax.

Florida 1968 Adopt 4% tax on commercial leases and office
rentals.

1971 Adopt constitutional amendment to permit
corporate income tax and abolish capital

. stock tax.
k Georgia 1970 Adopt income tax credit for sales tax raid.
‘ Indiana 1971 Increase state taxes to provide property

tax relief and increase state financing
of school costs to 56%; adopt new tax of

. 4¢ on nonreturnable, nondisintegrating
containers, new sewer user charge, and
new employers' payroll surtax to finance
job training.

e,

Iowa: 1971 Increase state taxes to finance sharply ;
increased school aid and thus relieve :
property taxpayers; set limits on property
tax rates.

Kansas 1971 Eliminate federal income tax deduction on
corporate income tax; adopt gift tax.

Maine 1969 Individual and corporate income tax
proposed as one alternative for collecting
needed new revenue.

1971 Expand sales tax base.

Maryland 1969 Broaden sales tax base,

4-3
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State

Massachusetts

Michigan

Minnesota

Montana

New Hampshire

North Carolina

Ohio

Oregon

Pennsylvania

Rhode Island

Year

1971

1971

1971

1971

1971

1969

1971

1969

1971

1969
1970

1971

1968
1969

1971

3

TABLE 4-1 (Continued)

Becommendations

Broaden income and sales tax bases

Replace school property taxes with increased
personal income tax and a 2% value-added
tax; restore income tax credits for
property tax and city income tax paid.

Increase personal income taxes progressively;
eliminate preferential treatment of capital
gains and deductibility of federal

income tax; broaden sales tax base; use
higher taxes to increase school aid and
relieve property taxpayers; limit property
taxes,

Disallow federal income tax deduction on
personal income tax; replace $600 dependency
deduction with a $20 credit.

Adopt 3% state income tax with a property
tax credit; adopt temporary (one year) 1%
payroll tax; repeal tax on intangibles
income, commuters' income tax, and head
and poll taxes,

Adopt tobacco excise tax.

Adopt individual and corporate income tax
with property tax credit; use revenue to
raise school aid and assume county welfare
functions; limit property taxes. :
Adopt 3% sales tax.

Adopt income tax credit for property tax
paid; conduct study of property tax relief,

Adopt individual income taxX.

Adopt personal income tax; provide property
tax relief for aged.

Adopt 5% personal income tax, with credit
of 30% of all local nonproperty taxes,

Adopt personal income tex,

Adopt 10% tax on investment income.
Adopt graduated personal income tax;
repeal taxes on unincorporated businesses

and investment income,

4-4
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TABLE 4~1 (Continued)

State Yeéar Recommeéndations
South Carolina 1971 Adopt property tax homestead exemption for

senior citizens, phased in slowly to ease
local government revenue losses.

South Dakota 1971 Enact 3% personal income tax and 5% corporate

‘ income tax, with credits for ad valorem taxes
paid on merchandise inventories and for
property taxes of elderly.

Vermont . 1969 Adopt 4% sales tax with diminishing credit
against income taxes,

1971 Increase credits for property tax of
elderly and renters; adopt graduated income
tax exemption for elderly with income
under $7,500.

Washington 1971 Adopt constitutional amendment to
authorize new flat rate incume tax.




R

Because Federal and State governments depend so heavily on vol-
untary compliance with tax laws, it is particularly disconcerting to
find as the poll did, t:hat: 69 per cent of those polled would sympa-
thize with a taxpayers revolt where people would refuse to pay any

more taxes unless taxes and spending were reduceé.

The recent experieﬁce of many of the States that have sought
to upgrade the quality of their State-local revenue system points
up toughened public resistance to highef: taxes. Oregon voters

defeated a proposal to add a general sales tax to the State tax

- gystem by a margin of seven to one in 1969, while Washington State

 voters turned down an income tax proposition by three to one in 1970.

Despite its high marks as a test of ability to pay, the popu-

larity of the personal income tax with the public is by no means an estab-

lished fact. In 1970, Alabama voters rejected a proposal cailing for

. an increase in personal income tax rates and'in the same year the South

Dakota electorate turne(i .down a plan to enact a personel income tax.
This summer the Connecticut legislature enacted a personal income tax
only to find public reaction so bitter that it quickly repealed this
tax and raised the rate of vt:he existing general sales tax to a
record-breaking 6-1/2 per cent. Enoﬁgh voters were irritated by the
Maine income tox to obtain a November 1971 referendum on this levy
despite the fact that it has been in operatiocn aimost two years.

The electorate, however, voted to retain the income tax. The Montana
legislature asked the voters to decide whether the State should enact
a general sales tax or sharply increase the existing State personal
income tax, and the voters chose the latter.

Taxation by referendum may reach the ultimate in Missouzi. There

is a move afoot in that State tc amend the Constitution sa as to require

d13
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tﬁat every ta:r increase-~-State ;nd local-=~be subject to the vote of the
people. This demand was undoubtedly prompted in part by the fact that
the State legislature recently voted an increase in the State personal
income tax shortly after the electorate had voted down the same proposi-
tion in an advisory tefetepdum.

At the local tax level, the electorate is voting down school finance
proposals with increasing frequency., This is especially.significant be=
cause education has traditionally stood out as the fair haired boy in the

State~local finance family,

The political hazard involved in raising taxes is also reflected in
the relatively high political mortality rate for governors. The most
dramatic and recent example of this phénomenon is to be found in the
failure of Governor Norbert Tiemann's bid for re-election in 1970. His
defeat has been attributed primarily to the fact that Governor Tiemann played
a strong leadership role in the enactﬁent of Nebraska's dual income and sales

tax system.

Evaluation of the Expenditure Pressure Factor.

Caught between unrelenting expenditure demands on the one hand and
tougheued public resistance to higher taxes cn the other, progress toward

balanced use of State income and sales taxes will probably continue at a
slow and halting pace. Because the decision to increase taxes sharply is
so politically distasteful it is necessary to generate a crisis situation
before it is possible to secure the requisite consent for a major departure
from the tax status quo. The rocky and tortuous path of major tax reform

in Ohio provides a dramatic case study of the coma and convulsion character

1
of State tax politics.™

——————————

1/The analysis of the Ohio experience was made by Professor Stocker
of Ohio State Upiversity and is appended with this repert.
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Despite the growing tendency to block efforts to strengthen
the State tax system by means of referenda, it is probably safe to

assume that five or six of the 11 non-income tax States will be forced

.by mounting expenditure pressures and the demand for property tax relief

to adopt a State personal income tax within the next five years. It is
also reasonable to assume that at least one of the five non-sales tax
States will be pressured into the enactment of‘a consumer levy. Only a'
massive increase in Federal aid flows could take mcst of the States off

the tax increase hcok.

If this prediction proves accurate we can expect to see at least 42

States in the dual income-sales tax category within five years. Moreover,

many of the dual tax States now making relatively anemic use of either the |

sales or the personal income tax will be forced by the pressure of eveuts

to correct the imbalancé.

he growing public dissatisfaction with the local nroperty tax

—

stands out as the major force working for State financing of most

of the cost of public education. While this ancient levy has never

suffered for the want of bitter critics, it is doubtful that it has
ever been subject to such strident criticism as is the case at the
present time. As this tax takes on a truly massive character (a

$40 billion annual revenue yie;d) its inherent defeéts--regressivity
and lack of uniformity--take on an increasingly harsh character. The
property tax has a third weakness--the unequal distribution of tax re-

sources among local governments and school districts.
Growing public interest in State financing of education can be

iargely traced to the demand for both property tax relief and 4 more

equitable system for financing local schools. Support for full 3tate




funding of education has increased rapidly since 1968.

1968~-~Two distinguished educators, James B. Conant

and the late James E., Allen, Jr., endorsed the full State
funding concept citing deficiencies in local property tax

financing as a primary reason for their decision to r ecommend

S

this basic shift in funding responsibility.
1969--The Advisory Commissior on Intergovernmental
Relations recommended that the State assume the primary
tole in financing local schools.}./ Freeing up the local
property tax for local general government use and the
creation of a more equitable method for financing educa- ,
tion stood out as the two primary reasons for 'his
recommendation.

Tn the same year Governor Milliken of Michigan launched

it hailisa

his campaign calling for complete State assumption for the

cost of local schools. While the legislature has not

bought the Milliken proposal to date, the key issues—
property tax relief and equalizing educational opportunity--

i remain the avowed goals of his tax reform effort.

1970--Governor Anderson of Minnesota was elected:

after promising to shift most of the financing of schools

to the State level. Once again, property tax relief

and equalization of ‘educational opportunity emerged as

the key arguments for this recommended change.

l/ACIR, State Aid to Local Government, p. 14,

4-9




e R L

R T, R R

1971--As a first step toward State funding, the
State of Maryland assumed full responsibility for
financing local school construction.

In its August 1971 decision (Serrano versus Priest),

the California Supreme Court gave vent to dissatisfaction with the

property tax when it declared unconstitutional a system-

"for financing education that permitted the accidents of

local rroperty tax geography largely to determine the

amount of resources that could be placed behind the edu-~

cation of a public school chi_ld.l-./

On October 12, 1971, U.S. Education Commissioner, Sidney

P. Marland, Jr., told a convention of membcrs of State boards

of education that reliance on property taxes to finance public

schools is "regressive, anachronistic, and resting upon inequity."-“’-/
On October 15, 1971 U.S. District Judge Miles A,

Lord directed the Minnesota Legislature to overhaul

ite educatidnal finance system and re-enforced the Serrano

decision holding that '*plainly put, the rule is that the

level of spetiding for a child's education may not be a func-

tion of wealth other than the wealth of the State as a whole."—3-/

1/ The implications of the Serrano decision on the development of

our State-local, fiscal system will be analyzed in greater detail in a
subsequent section of this chapter.

2/ Washinpton Evening Star, October 13, 1971, p,. Bl,

-:’—IWashington Post, October 16, 1971, p. A3.
4-10
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On October 18, 1971, the New York Times, in a feature

story, reported that a majority of the prestigious Fleisch-
mann Commission favors a plan to have New York State assune
full responsibility for distributing all funds for public
1/

elementary and secondary schools.=

Despite its growing momentum, the full State funding movement

confronts two formidable barriers--the money question and the control

issue, Of the two, the money question probably itands out as the
more formidable problem for State lecislators. The average State
would have to raise its revenue collections by 31 per cent in order
to underwrite 90 per cent of the cost of local schools (Table 4-2). In
many States the State tax hike would be far greater--Connecticut, 53
per cent; Nebraska, 70 per cent; New Hampshire, 79 per cent; New
Jersey, 63 per cent; Oregon, 60 per cent; and South Dakota, 89 per
cent.

It is very doubtful that additional State revenue of this mag-
nitude could be obtained in all States by just raising State income
and consumption taxes. Many States would be forced to impose a state-
wide property tax for schools, thereby sacrificing much of the property
tax relief objective in order to achieve the second major goal--the
equalization of resources among the local school districts.

For many States, however, & state-wide property tax for schools

fairly bristles with its own set of controversial tax implications.

l/New York Timos, October 18, 1971, o, 1.
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The most important of these would bz the demand that the States
equalize property tax assessments both within and among locel
assessment districts-~a State responsibility now more honored in

the breach than in the observance. While most property tax
reformers would enthusiastically approve such a development, the
resulting shift in tax burden among various classes of taxpayers

is enough to make many State policy makers think long and hard before
endorsing a state-wide property tax.

Despite the Urban Institute evidence that indicates that there
is no necessary relationship between the extent of State financing
and State control of local schools, the prospect of State financing
of all or most of the cost of public education does trigger fear that
local school district officials will lose control over all major ex-
penditure decisions. The prospect of negotiating teachers' salaries
on a state-wide basis also cools the ardor of some State pq{icy makers
who might otherwise favor State financing of education.

Evaluation of the Property Tax Dissatisfaction Factor.

In view of the controversial character of this proposition, it is

doubtful if rising public dissatisfaction with the local property tax

alone can push many States into the full State funding camp within the

next five years. Thus, without outside help, progress toward full

State funding can be expected to be fairly slow. The full State funding
movement probably will require both a strong push from the courts and the

added impetus of Federal financial incentives if it is to become an accom-

plished fact in most States within five years.

4-14
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The Role of the Judges iu Promoting

State-Local Fiscal Reform

An optimistic reformer could view the recent Serrano decision
of the California Supreme Court as the stick of dynamite capable of
blasting away the massive obstacles that now block both full State
funding of education and the creation of a more productive and equitable
State-local revenue system.

It can be argued that full State funding of education stands out
as the most practical way to carry out the California Supreme Court
mandate that the level of spending for a child's education may not
be a function of wealth other than the wealth of a State as a whole.

Once full State funding is viewed as a logical if not a constitu-
tional imperative of Serrano, it then becomes reasonable to anticipate
far-reaching reforms in the State-local tax system in order to under-
write full State funding of education. To be more specific, many States
would be required to make far more effective use of the personal income
tax and in some instances greater use of the sales tax. Moreover, many
‘States wouldi also be required to levy a state-wide property tax, thgre-
by setting the stage for needed overhaul of the property tax system in
general and the local assessment process in particular.

Thus, according to this optimistic view, the judges would have
triggered quick and sweeping improvements--fiscal reforms that only

come slowly and in bits and pieces out of the State legislative areuas.

4-15
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This optimistic "stick of dynamite" thesis, however, is subject

to three important qualifications:

1. The explosive charge of the Serrano decisfon

2.

3.

may not prove to be as great as it gppeared
on first inspection.

The dynamite may have a long or delayed-type
fuge--the United States Supreme Court may not
be willing to give a definitive ruling on this
controversial issue for several years.

The U.S. Supreme Court might not be willing to
detonate the charge when it does take the issue
under review.

Analysis of the Serrano decision will support the conclusion that

the California Court ruling did not demand as radical a departure from

the status quo as that advocated by many public finance reformers.

Serrano neither outlaws the use of the property tax for financing

education nor does it necessarily strip local school boards of their

¢raditiona

1 right to determine the general level of school financing by

setting property tax levies.

If Serrano becomes ruling law, the States have a choice of

at least three basic remedies:

1.

2,

Local Control--Strong State Egualization. Local

LB e a s St

school boards could still control the total level of
spending because they would set the property tax
rates to be applied to a tax base equalized by the
State. The State equalization process could be
effected by either redistricting (creation of equal
wealth per pupil districts) or power equalization

(a rigorous Robin Hood-type plan for transferring
property tax dollars from wealthy to poor districts).

State Funding--Limited Local Supplementation (ACIR

supplement is strictly limited to a small fraction of

[ L PR PN

approach). The State would fund the basic cost of
education but local school districts would be per-
mitted to supplement these State funds with limited

local property tax levies for education. If the local

the State contribution this alternative would probably

be held as substantially meeting thc equalization re-
quirements of Serramno.

o123
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3. Full State Funding--No Local Supplementation ,

There is no Question but what this alterna-
: tive meets the equalization requirements of Sexianc.
? In one important respect it goes beyond Serrano--it
‘ not only eliminates variations in educational support
levels caused by wealth differentials but also those
created by local commitment differentials.

e ettt A

Not only are the policy implications of Serrano not necessarily
as sweeping as those championed by many reformers, its leverage
effect will be difficult to calculate. Even if it upholds the
Serrano logic, the Udited States Supreme Court may not hand’ down

a definitive ruling in this area for several years to come. One

student of the judicial system, Attorney John Silard of Washington,

D.C., has noted that there is usually a rather long gestation process

e SRS

before the Supreme Court brings forth a comprehensive ruling on a new
and major policy issue. In support of this view, he cites the rela- v».
tively long period of time involved in hammering out t.e aschool de- h

segregation cases, the reapportionment issue, and church-State rela<

tionships in the field of education. j

Effect of Serrano on the State-Local Fiscal System.

Despite all the uncertainties surrounding the Serrano decision,

v peem———y -

there is no question but what the California Supreme Court decision
now strengthens considerably the case of those who are urging State
legislators to adopt stronger State policies with respect to the

financing of elementary and secondary education. The Serrano decision ,

may also help create a Federal legislative policy designed to encourage

the States to assume the key role in the financing of the Nation's local

school system.

4-17
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Strengthening the State Fiscal System--The Federal Role
There i8 increasing evideuce to suggest that the Federal Govern-
ment will soon develop aid policies which will both help States make
more effective use of the personal income tax and facilitate their
assumption of most of the responsibility for financing local schools.

FPederal Bnéouragenent of State Use of the Personal Income Tax.

As State and local demand for "no strings" revenue sharing has
become more positive, it has prompted Congress to become far more
interested in the adequacy of the State revenue system in particular.
Throughout the recent revenue sharing hearings before the House Ways
and Means Committee, the State representatives were repeatedly beaten
over the head with the fact that 11 States did not impose thé broad-based
income tesx and that many of the other States made anemic use of this
prime revenue source.

Confronted with the State rejoinder that interstate tax competition
and intensive Federal use of the income tax had inhibited State use of
the personal income tax, Federal legislatots now appear far more recep~
tive to the idea of providing the States with income tax incentives.

The offer of IRS collection of State income tax and the provision of
either a partial Federal tax credit or an "incentive grant” tied to
State use of the personal income tax now appear to be likely candidates
for inclusion in any general State and local aid bill reported out by
the House Ways and Means Committee.

1f Congress buys this incentive approach--and the prognosis appears
fairly good~-then it is probably safe to assume that the combination of
expenditure pressures and a Federal incentive policy would place virtually
all of the States within the income tax fold in the next five years.

4-18
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Federal Aid--Welfare Relief and Revenue Sharing

It can be argued that the States would be in a far better position
to finance local school costs nnce the Federal Government both assumed
the responsibility for public welfare costs and adopted a revenue
gharing program along the general lines proposed h: the Administration.
The data set forth in Table 4-3 generally support this contention.. For
21 States the task of financing 90 per cent of local school cost does
not appear too furmidable. For this group a State tax increase of less
than.10 per cent could theoretically do the job.

This conclusion rests, however, on two rather heroic assumptions.
First, the legislatures in each of these 21 States that is within atrik-
ing range of the full State funding goal would have to earmark for
local schools every State dollar released by Federal take over of wel-
fare costs snd every dollar received from the Federal revenue sharing
fund. The second assumption is no less heroic. It calls on the State
legislatures to hold the line on total school costs thereby avoiding
the "leveling up" phenomenon that can easily accompany State take over
of local school costs.

Once these two considerations are thrown on the scales, the number
of States that could tske on the 90 per cent financing task with rela-
tive tax ease probably drops to the 16 States that in theory at

ieast could do the job with a tax 1ncreasé of less than 5 per

cent. It should also be noted that 20 States are quite far removed from
the goal of 90 per cent financing even if the Federal Government took

over all of the welfare financing responsibility and enacted the Admini-

4-19
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stration's revenue sharing proposal. For this "far out" group of

20 States the necessary tax increase ranges from 23 per cent for

Maine to 74 per cent increase for South Dakota.

This indirect Federal approach for helping the States take
over education also presents two major legislative problems. First,
take over of welfare will call for such massive increases in Federal
outiays as to virtually dictate that it be phased in over several
years. This, therefore, greatly coﬁplicates any effort to synchronize
State take over of education with Federal assumption of welfare re-
sponsibility. The current lack of agreement as to how States will be
tregted under a general Federal aid bill alse complicates any atiempt
to calculate the fiscal effects of intergovernmental transfer of funds
and responsibilities.

Evaluation of the Federal Role.

As noted earlier, proépects appear rather bleak for creating a
State tax system strong enough to finance most of the cost of public
education unless the States get help from the outside.

Some help may be on the way as_Serrano-type litigation unfolds
and the courts mandate actions that of necessity will strengthen the
State-local fiscal system. This, however, is by no means a certain.ty
and in the final analysis the basic decisions will have to be made in
both the State and Federal legislatzive halls.

Unless the Federal Government abandons its present "hands off"
policy wii:h respect to State use of the income tax and full State
funding of education, progress on both fronts is apt to be slow and

halting.
4-22 ' .
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The Federal Government could en;:ourage far more effective
State use of the income tax if it provided either a tax credit
or incentive grant. By the same token the Federal Government
could accelerate the movev' toward full State funding of educa-

tion if it also provided special assistance to those States that

B

3 are willing to take on this rasponsibility.
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APPENDICES

A. Major Recommendations of State Tax Studies, 1968-1971
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C. Constitutional and Statutory Limitations on State and Local

Borrowing and Property Taxation )
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APPENDIX A

Ma jor Recommendations of State Tax Studies, 1968-1971

Advisory Commission on Tax Reform, 1969 --10% of State ihcome tax
distributed on a per capita basis to local governments to relieve
property taxpayers; sales tax on utilities and selected services;
Statewide property tax for public schools; increased school
foundation program; withholding and estimates system; federal-type
personal exemption in addition to current tax credit for dependents.

Governor's Commission on Education Reform, 1971 --Statewide prop-
erty tax to finance a significant portion of school costs.

Committee on Fiscal Policy, 1969 --consitutional amendment for State-
wide, State~collected sales and cigarette taxes for localities;
broadened sales tax base to include services; more State funds for
schools; State financing of court costs; disallow deduction of
federal income tax payment for State income tax purposes.

State Revenue Task Force, 1971 --piggyback income tax of not more
than 207 of federal income tax, except that capital gains be taxed

as ordinary income and interest on State and local bonds other

than those of Connecticut be taxed; declining credit for depandents;
broadened sales tax base; repeal property tax exemptions for

veterans except those disabled; when feasible, replace other property
tax exemptions with a system of direct payments; uniform Statewide
asgessment ratio; authorize local charges in lieu of property taxes on
eleemosynary institutions,

1,
Governor's Revenue Study Committee, 1968-69 --flat-rate income tax
on both individuals and corporations; add selected services to
sales tax base.

School Finance Study for Commission on State Tax and Firancing
Policy, 197C --State assumption of costs of school operation,
maintaining local ccntrol, funded by changing present flat-rate
income tax to a graduated tax for both individuals and corporations.

Commission on State Tax and Financing Policy, 1968 --increase State
share of school costs to 50%;adopt much more equalizing plan of school
aid distribution; income tax credit declining with income for prop-
erty taxes paid; eliminate property tax on inventories and in-
tangibles tax; replace personal property tax on motor vehicles with
an excise tax. '

Taxation Study Committee of the General Assembly 1971 -~increase
progressivity of income tax; adopt sales tax credit; impose 1%

tax on interest and dividends; adopt income tax credits for prop-
erty tax paid by elderly; replace personal property tax with tax

on AGI of all businesses and professions; provide State aid to
finance major share of welfare programs; change State aid to schools
from current equalization aid scheme to foundation grant program
with State funding initially at 807 of average per-pupil expenditure;

- require local funding for schools to be based on both property tax

and a local income tax.
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Massachusetts

Minnesota

Montana

New Hampshire

New Jersey

North Carolina

Ohio

Pennsylvania

Rhode Island

Master Tax Plan Commission, 1970 --percentage of total State-local
revenue to be raised from various sources to be specified by law,
with property taxes reduced to 427 and personal income tax and
sales tax set at 217 each; a revenue policy commission to alter
tax rates so as to maintain percentages; full State funding for
some percentage, say 80%,0f total local government expenditures;
State property tax; broadened bases for personal income tax and
for sales tax; corporate income tax subsituted for tax on deposits,
tangibles, and premlums.-\

Report to Governor's Property Tax Study Advisory Committee from R
the Director of the Minnesypta Property Tax Study, 1970 --eliminate
property classification and replace with direct subsidies %o those
taxpayers deserving preferential treatment; zuthorize local piggy-
back income or sales taxes; shift all weifare costs to State;
gross earnings tax in lieu of property tax on public utilities;
Statewide property tax to finance 50% of school operating costs.

N .
Fiscal Affairs Study, 1970 ~-makes no reconmendations; gives oﬁly
facts and analysis.
Citizens' Task Force, Subcommittee on Revenues, ExXpenditures, and
Tax Structure, 1969 --personal and corporate income tax at flat-rate
with personal exemptions; general sales tax if the income tax does
not provide sufficient revenue, with an income tax credit for sales
tax paid on necessities; possible use of tax credits for property
tax paid. .

Tax Policy Committee =--in the works.

. Tax Study Commission, 1968 =--authorize sales and income taxes for

local governments; adopt federal personal exemptions system for
income tax; requiré central assessment of certain public utilities.

Citizens Task Force on Tax Reform, 1971 --personal income tax with
moderately graduated rates on AGI combined with tax credit for each

_dependent, tax credit for property tax paid; flat-rate business in-
; come tax on both corporations and unincorporated businesses, again

wit h a credit for property tax; services included in sales tax baze;
State collection of loeal income taxes.

Governor's Tax Study and Revision Commission, Final Long Range Report,
1968 -~personal income tax at flat-rate on federal taxable income;
corporate income tax. '

Divison of Taxation Digest of Annual Reports, 1966-67 =--tobacco
products tax of 20% of manufacturer's invoice cost to wholesaler;
broadened sales tax base; tax on yield from intangibles to replace
ad valorem tax on intangibles. '




South Dakota

Texas

Washington

Washingion

Wisconsin

Covernor's Council for Tax Decisions --still in the works.

Committee on State and Local. Tax Policy, 1970 --fact finding only;
no recommendations. '

Tax Advisory Council, Second Report, 1968 =--constitutional amendment
to permit single~rate net income tax; ceiling on property tax rates;
partial replacement of property tax revenue with income tax revenue;

-exemption of food and prescription drugs from sales tax; reduction

of sales tax rate; replacement of business and occupation tax with
corporate income tax.

Department of Revenue Study of Tax Exemptions, 1971 =--periodic re-
view of exemptions; inclusion of exemptions in the budget; elim-
ination of selected exemptions and State audit of them; use of
direct grants instead of new exemptions whenever possible.

Task Force on Local Government Finance and Organization, 1969 ~-im-
prove property tax administration; continue school aids basically
as they are now; simplify the distribution formula for tax-shaxing
with local governments.
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