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ABSTRACTZ : :
State and local tax performance in the Uaited Stzates
and in the South =nd implicatioqs for the financing of pubiic higher
education are considered. It is'suggested that despite apparent gains
in state tax revenues, little overall growth in reai terms has been
éxperiencea in the region and nation in recent years, Lo Can much be
expected in the early 198Js. Additionally, statutory restraints and
reductions in federal funding affect the adequacy of state znd local
sources of revenue. Public higher education in the Southern states,
which in recent decades has fared above national averages in teras of
state support, cannot be assured of drawing or increasing, OI ever
coutinuing, shares of state tax revenues. Although measuzes impo'sing
spending limitations or tax constraints have beer voted down in.many
states, the number of states in which such measures have passed
contdinues to grow. #hen utilization of -tax ability is measured by
ccnparison with average utilization by all.states using a given tzXx,
it is found that New England and the Middle Atlantic states generally
continue to overutilize, while the North Central anu che states
comprising the Southern Regional Education Board underutilize. -When
increases in tax collections are adjusted for population -growth and
for infiation, the percent of real growth in state and local taxes
increased less than 2 percent over the decade 1970-79. The use of
selective sales taxes, gemeral sales tax, property tax, corporation
income tax, and personal income tax is examined. (SW)
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A Roundup of State and Local Tax Developments

The Current Tax Revenue Outlook Finally, trends at the national level may place
o Despite apparent gains 1n state and local tax reve-  greater pressureon state and local finances if federal
fa "nues, little overall growth in real terms has been  funds are pared. For example, the federal cutoff of
) experienced in recent years, nor can much growthbe  state general revenue sharing ($2.3 billion in 1981)
expected in the early 1980s. Inflation and un- - will certainly affect state tax policy. Budget
() employment remain at high levels, productivity has  surpluses, built up in more expansive times, largely
Ld been on the decline, and personal and business in- had disappeared by early 1980, except in a few oil- :
comes have fallen, relative to inflation. Because in-  and gas-producing states. In addition, the 1979-80 . - 8
flationary and recessionary rmomentum has been  economic slowdown drastically reduced realtax col- ’
building over much of the last decade, the trends are  lections in many states. .
not likely to be reversed in a short time. This raises Real growth is not expeécted to return soon because
issues about the role of state and jocal taxation inthe  of limited real economic growth and the reluctsnce of

financing of public higher education which are of  public officials to legislate tax increases. Bec 1use of
{ increasing concern to education and government selective tax paring and recession, about half of the
: leaders. This discussion highlights implications states had revenue shortfalisin early 1980 and many
of a recent Southern Régional Education Board com-  had to trim budgets in mid-year to aveid going into
pilation of information on state and local tax the red. Higher education financing may prove to be .
performance.” o ; , vulnerable to tax shortfalls, if the past is any indica- ]
Adding to the sluggish revenue o tlook istheissue  tion of the future. The 1970s was a period of leveling, ]
of broad fiscal constraints that becams the focus of
national attention in 1978, with the passage of Prop- . Table 1 '
osition 13 in California. Rroposals for spending or State Appropriations for Higher Education
taxing curbs continue, as the nation moves into the Operations as a Percent of State Taxes
1980s. Although eight of thirteen such initiatives 1970-71, 1974-75 and 1977-78
were voted down by the voters in the 1980 general _
elections, iir:dicating substantial preference for con- 1970-7t 197475 1977-78
tinuing public program snpport rather than cutting
taxes, cuts in the future should not be ruled out. g;?:;i:? :3’3 ' ::': ::’i
Lagging transportation tax revenues pose prob- ) o ’
lems for highway departments and other state agen- Alabems 10.5 174 19.5
cies, and governors and legislators are being asked to Arkansss 145 126 138
appropriate state general tax funds to offset some of Florida 152 14.8 130
the highway fund losses, at least for the short term. Geurgls 15.0 153 13.9
With higher prices and more fuel-efficient cars cut- Kentucky 143 120 123 v
ting down on the amount of gasoline purchased, the Loulsiana . 123 124 122
revenues from per-gallon tax rates have naturally Waryland 0.5 124 "3
followed suit, and siumping automo'ile sales have Mississippl 139 164 169
added to highway tax shortfalls. North Carolina 13.6 184" 177
Another problem which is beginning to show at the South Carclina 129 194 66
state level is that of dealing with “uncontrollables” or Yennessee 134 1514 144 )
"legislatively dedicated” spending, such as Yoxas 15.8 14.7 19.5
Medicaid-Medicare or court-mandated spending for Virginia 3.1 146 = 155
prisons — expenditures on which current legisiative We<: Virginia 135 12.0 136 9‘

_Source: SREB, Fact Boaok Higher Education in the South,
+A full set of the computer tables prepared for this report is available from - and 1980. B. Fact on g tion & the 1978

SREB. :Kenneth E. Quindry and Niles Schoening. State cnd Local Tax
Performance. 1979, $3.00.) :
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nationally, in the share of stare appropriations allo-
cated to higher education, although some states in
the South have continued to gain {(Table 1). Further
leveling, including actual declines of state shares in
some cases, inay result from policy decisions er the
consequences of slow revenue growth.

From 1970 to 1979, state and local taxes increased
from $88.4 billion to $206.9 billion, an increase of 134
percent. When adjusted for inflation, growth aver-
aged three percent per year, not enough to improve
significantly the level of per capita public expendi-
tures. From 1974 to 1975, and from 1978to 1979, real
tax coliectiong actually declined. (A state comparison
on taxes collected per $1,000 of personal income in
1979 is shown in Map 1.) Data comparing 1979 to
1980 are expected to show further decline because of
minimum real growth and tax pacing in several
states.

New Tax Davelopments, 1979-1980
The year 1979 saw dwindling state surpluses and
efforts in many states to lessen the impact of inflation

Map 1
State and Local Taxes Per $1,000 of Personal Income, 1979
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on taxpayers. Significant personal income tax rate
rhanges were enacted in seven states. Three states,
all outside the South, adopted indexing systems
which adjust personal income tax rates fer inflation.

- Property tax changes were numerous and involved
.enacting or extendmg exemptions and credits for

homesteads, senior citizens, and alternative energy
systems. In 1979, 20 states allowed adjustments for
solar energy devices. In addition, 11 states aliowed a
deduction or a credit under the personal income
tax, and five states allowed exemptions under the
sales tax.

Gasoline tax rates increased in nine states. To
counter the problem of falling gasoline revenues, a
few states, such as Mississippi, have shifted gasoline
taxes tc a sales tax which climbs with rising prices,
and more states may consider this in 1981. Cigarette
tax rates increased in four states.

Most of these tax trends continued into 1980. Five
more states increased gasoline tax rates in this year,
and Kentucky, Indiana, and the District 6f Columbia
indexed the fuel tax to wholesale prices. A new sever-
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ance tax on resources other than coal and oil was Chart 1 -y
enacted in Kentucky. State and Local Utilization of Tax Ability,”
Several states with rapidly expanding coal produc- -, By State and Region, 1979
tion have taken advantage of that resource and levied {Percentage of Ability Uulized)
significant coal severance 1. res. However, proposed ,
federal legislation (FL.R. ©::23) would limit these REGION AND STATE 70 75 50 85 90 95 100 105 110 115120 -
taxes to 12.5 percent of value, thus reducing the po- NEW ENGLAND STATES [ o7 - -~
tential growth of these revenues. CONNECTICUT 02.7
o Tm——
The issue of broad fiscal constraints on state and MAINE 99.5
lecal governments became the focus of attention in MASSACHUSETTS ——————————— 1219
1978 with the passage of California's Proposition 13. NEW HAMPSHIRE 81.5 ————— ’
Six more states imposed spending limits in 1979, and RHODE ISLAND 084
. X e L YEAMONT 1093
Missouri was added to the list in 1980, bringing the e
total to at least 18 states with some form of spending MLDE"L:E:MNUS:-STATES 1140
limitation. ey 88
' . NEW-JERSEY 99.0
Fiscal constraints take the form of tax as well as NEWYORK 4 v/ —138.3
spending limitations. Most major tax initiatives PENNSYLVANIA 90.2 ;
placed before the voters in November 1980 met de- °~ NORTH CENTRAL STATES g1.6 —] 7
feat. Several of the proposals were centinuations of ILLINOIS 9.8
earlier limitations. Twenty states now have Proposi- -  INDIANA 828 ————
tion 13-type constraints; five more were on the ballot K'G,m;‘s 88 -,m___;_ &
in November, and’all were defeated. However, not all MICHIGAN : ' ) L1005 -
tax limitation proposals -voted on were _defeated. "MINNESOTA _ - —111.9
Proposals to enact new property tax homestead MISSOUR - 8o
exemptions or increase old ones werv approved in :gﬁ:ﬂ:on g0z A |
Arkansas, Louisiana, New Jersey, Virginia, and CHIO 783
West Virginia. SOUTH DAKOTA 87.0 —
Caught between “grass roots” tax reform efforts, WISCONSIN 10.5
dwindling federal grant payments, and slow revenue SREB STATES 823 = —
growth because of the recession, many states and ALABAMA 76.4
local governments now find themselves in a severe ARKANSAS 748
budget squeeze. According to a survey by the Na- 2;%’:2; 82'2,,-,,3__._.
tional Association of Tax Administrators, more than KENTUCKY ’ 842 —
half the states had shorifalis in their tax collections = LouwsIANA 82.7 :
—ixnh*e“spring*of*1980;*Forexample.-the-shortfal1-WaS- o ...MARYLAND_ . p=1018 S
13 percent in Minnesota, 7.6-percent in Tennessee, :és:asé:hlm em”j
6.1 percent in Ohio, and 5.8 percent in Michigan. SOUTHCAPOLINA 06.3
When the economy improves, much of this shortfall TENNESSEE 81.8
will be reduced; nevertheless, it seems certain that m’; ' T34 sea
many states will face continuihg budget austerity A . ,,
during this fiscal year and the next. But regardless of WEST VIRGINIA ’ 89 ,
the revenue picture, higher education will increas- MOUNTAIN STATES 28 09.5
ingly be faced with competition for revenue resources égﬁ,o: “Do 06.5 _ 199
in support < other pressing public services. IDAHO 87.8 ——
: y MONTANA 98.8
Regional and State Utitization : NEVADA e
of Tax Ability - OKLAHGMA 779
Asindicated in Chart 1, thz states exhibited a wide UTAR gy
range in the utilization of tax ability — from 73.4
percent in Texas to 170.3 percent in Alaska (a unique PA“(L:E‘SISTATES 97.6 1703
situation) and 138.3 percent in New York. In the CALIFORNIA 95.4 — T
analysis, a state was assumed to utilize its ability HAWAN L 1204
totally (100 percent on the chart) when it applied the OREGON 97.7
full complement of average rates to its available tax WASHINGTON . 883
bases. At that point, tax effort exactly equals tax .  DISTRICT OF COLUMBIA ———118.0
ability, whether stated in percentage or in dollar ALLSTATESANDD.C. . 94.9 —
amounts. States rank above 100 percent in utiliza- ’ '
tion if the weighted average of all rates exceeds the *Tax abikty is equivalent to tax potential. It is stated in terms of the revenues that would be raised

ifthe average rate(s) for ail states using a tax (tafés) were applied, in a given state.

50-state averages. In most states, but not all, one or
1 Source: Kenneth E. Quindry and Niles Schoening, State and Local Tax Performance, 1979.

more taxes were “overutilized” in 1979 and one or
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more were “"underutilized.” Net underutilization or recession — and sluggish state revenue growth —
. indicates a. .theoretica! potential for mvokmg tax are usually. times when more students enroll in

increases to suppor' sublic services. In all but college.

nine states, and tf:: . .f Columbia, significant

net underutilizati:‘* ;w40 :ficated for 1979. ' Growth in Real Ability and Effort

The North Cent.- .-+ z‘B regions continued to When adjusted for the risein prices that states and
reflect a policy o5 .~ @+ :.+vin 1979. In the SREB local governments pay for goods and services, both
region,-Alabama. &:° <"+ . .- d Texas were among .. ability and effort (collections) increased from 1970 to
the nation’s lowest tax ¢ <7 "3 in terms of ability 1979 — ability by 26.1 percent and effort by 24.4
utilized, and Maryland iz - .- {y SREB state which  percent. Because of the sharper rise in ability than in

exceeded the 50-state ave- ..» 'n tax utilization. In .
the 14 SREB states, taxes wei :uanderutilized by $11 \

billion, and in the North Oentral region by $4.9 bil- . Table 2

lion. Conversely, regional ~verutilization was evi- Rank_;_ng (;fbisEB S;aéils Acccf:rsdtu}g t; Wtilization of
dent in the New Englan¢ region (primarily Mas- axs l‘l,tryt.an Hi Hare gd cat'eo e:g;;es
sachusetts) by $905 millior: :nd in the Middle Atlan- upporting Higher kducation,

tic region, by $5.3 biilion ™=w York alone accounted
for $6.7 billion in overui: ::2tion, while the other

Ranking of Higher
Middle Atlantic states indicated moderate to strong Utilization of . Educatignal Sgare
underutilization. ) ) Tax Ability of Tax Revenuss
State Utilization of Taxes in Relation Maryland 992% 14 «
to Higher Educational Support Mississipel 85.8 4
The degree to which tax ability or potential of a Goorgla 835 8
state is utilized in taxes actually collected is of major South Carolina 826 5
concern to public higher education. since state’taxes Virginia 82.6 -6
f provide the ldrgest share of its suprort. Not un- .'::;::g':""’ :;: :‘;
noticed, however, is the fact that over the recent .
decades the Southern states, although generally un- Kentucky 804 12
derutilizing their tax ability, have generally ex- Louisiana 80.0 - 13
ceeded national averages in level of support for Florida 787 n
higher education. West Virginla - 783 9
Strong financial commltm»nts to the support of; “exas ' 74.7 2
higher education, with relatively low utilization of Alabama 744 1
___tax ability, are evident both in higher per capita in- Arkansas 739 10
come states, such as Texas, and in the lower1 mcorﬁe“ T e e o e e : e
states, ‘uch as Alabama. On the other hand, the
SREB state with the highest utilization of tax ability ?gggﬁﬁ?ﬁ,&;ﬁcggﬂm}fﬁ?&f: g?h%"elzrg‘e ss;:a«gha;grizn;
— Maryland — supports its colleges and universities Tax Performance, 1978.

with one of the smallest higher 2ducational shares of
tax revenue in the region.

Table 2 presents a recent year's rankings of the actual collections, utilization declined nationally to
SREB states according to level of tax utilization in 94.85 percent from 96.14 percent in 1970 (Table 3).
relation to rankings of support, in terms of the reve- The upward trends in ability and effort were inter-’
nue shares which those appropriations represent. rupted in the nine-year span by two recessionary
Higher education in a state like Mississippi benefits periods in which real economic growth actually de-
from the best combination, within the limits of the clined. In both periods — 1974-75 and 1378-79 —

state’s resources — high tax *‘ilization and also a utilization of ability was sharply curtailed.

large share Of revenu2. Arkansas hlgher educatlon, Moreover’ in these nine ‘years' population in-
onthe other hand, receives arelatively small shareof  creased an average of a percentage point & year (9.34
revenues which represent relatively low utilization. percent for the period) and real tax collections nearly

For higher education, tuition increases -are one three percent annually (24.4 percent for the period).
immediate response, but in the short term, higher  This amounts to only a 1.67 percent growth in real
education has no choice but to adjust to the total . per capita tax collections.
resources which currant systems of revenue make
available. In a time of enrollment slowdown, this

means a balancing of requests for expansion of some Utilization of Major Tax Bases
programs and contraction of programs in areas of Thereis a significant diversity in the relative use of
declining need. Compounding higher education™ taxes among the regions and among states within a

prablens is the fact that times of economic slowdown ©  region. The diversity is evident for 1879 in the data of

T -
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Table 3
State and Local Tax Ability and Effort, Selected Years
1970 to 1979 in Constant Dollars, United States

. ' {1972 = 100)
0}) - . -
Abifity Effort (Collections) -
Amourt Percentage Amount Percentage Percerntags of -
Your {In Thousands) Growt!s {in Thousands) Growth . Abiity Utlized
1970 $104,912,037 - $100,857,388 ’ - 95.14
1974 120,813,245 3.74 118,128,528 3.7 96.2¢
1975 120,388,739 -0.20 114,774,746 ' ~1.16 9535
1977 129,596,948 1383 123,601,662 3.85 9537
1978 133,488,379 298 - 126,976,909 B _2.73 95.14
1979 132,251,016 -0.92 125,444,771 -1.21 94,85
Note: Deflators were the state-iocal defiators provided by the Bureau of the Census and projections pmvldodbytha UrivpraayolTnnnemo Conterfor
Business and Economic Research. ‘
Sources: The University of Tannassea, Carier for Businoss and Economic Research, 1972, and Kenneth E. Quindry and Niles Schoenlng, State and ..
Local Tex Performance, 1979,
Table 4. Here is noted that the Southern states and - in the SREB states, ranging from 30.4 percent in
the two Western regions utilized general and selec- Alabema to 94.7 percent in Texas. The range in
tive sales taxes heaviiy and income taxes lightly. The non-SREB states was from 51.3 percent in Delaware
reverse is true in the East Coast regions. Property to 182.1 percent in Massachusetts. Significantly,
taxes were also utilized heavily on the East Coast and _ that state took steps in the November 1280 referen-
lightly in the SREB states. o dum to reduce dramatically its overutilization of
Property tax effort averaged 73.7 percent of ability  property taxes. *
_ * Tabied4
State and Local Utilization of Tax Ability, Major Tax Sources, 1979
Percontage of Ability Utiized
“  Income Taxes
Gonoral Selective Property
Regonand State - . _SglesTaxes.. . SalesTaxes. . Taxes . Individual __  Comporation
SREB States 103.1 130.8 3.7 52.2 572
~ Alabama 1122 191.3 30.4 N 825 4 545
Arkansas 93.0 97.1 <« 537 €5.0 80.1
Florda 105.7 165.2 87.0 - 61.0
. Georgia 110.0 957 3 81.9 80.7 84.2
Kentucky 927 100.7 522 101.5 94.2
Louisiana 157.4 97.4 40.1 34.3 102.6
Maryland 73.6 1144 88.3 163.3 . 54.7
, Miesissippi 162.1 100.8 65.8 55.1 56.0
North Caroliria 80.2 98.0 64.e 102.4 88.2
South Carolina 103.0 114.% 63.4 86.3 98.0
Tennessee 150.1 139.1 62.6 ' 35 83.4
Texas B1.6 147.6 947 . -— -—
Virginia 65.1 1354 76.7 92.6 63.3
Waest Virginia 1609 1229 -51.4 65.9 . 26.1
New England States " 68.8 2.6 158.8 81.8 1185
Middie Atlantic States 89.2 1043 1303 1253 108.2
North Central States 84.9 773 102.9 85.7 90.1
~Mountain States 1220 99.4 96.6 63.3 57.8
Pacific States 1230 73.7 86.6 85.¢C 137.9
District of Columbi- 96.9 <& 1671 87.4 1424 138.2
All States and D.C. 97.9 98.9 “100.0 821 $1.5
Source: Kenneth E. Quindry and Niles Schoening, State and Local Tax Performancs, 1979.
o ) ’ b
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Summary

1. Despite apparent gains in state tax revenues,
little overall growth in real terms has been experi-
enced in the region and nation in recent years, nor
can much be expected in the early 1980s.

2. Adding to the sluggish revenue outlook are the
issues of statutery restraints, the reduction in
revenue from gasoline taxes, the problem of
"uncontrollable” expenditures, snd various
reductions in federal funding which affect the
adequacy of state and local scurces of revenue.

3. Public higher education in the Southern states,
which in recent decades has fared ahove national
averages in terms of state support, cannot be assured
of drawing on increasing — or even continuing —
_ shares of state tax revenues. The short-term pros-
pects for adequacy of funding, during a time of chang-
ing enrollment, demands a balancing of expansion in
selected necessary-programs along with contraction
of programs in areas of declifiing need. .

4. Although measures imposing spending limita-
tions or tax constraints have been voted down in

. many states, the number of states in which such
measures have passed continues to grow; 20 states -

now have Proposition 13-type constraints and at least
18 have spending limitations.

5. When utilization of tax ability is measared by
comparison with average utilization by all states
using a given tax, it is found that New England and
the Middle Atlantic states generally continue to -
“overutilize,” while the North Central and the SREB
states “underutilize.” . :

6. When increases in tax ‘sollections are adjusted
for population growth and for inflation, it is shown -
that percent.of real growth in state and local taxes
increased less than two percent over the decade
1970-79.

7. The SREB states have utilized selective sales
taxes to a greater extent than any other regicn in the
XAInited States (31 percent above the average), were
‘about average in utilization of the general sales tax,
were lowest in the use of the property tax (20 percent
below average), lowest in use of the corporation in-
come tax (43 percent below average), and lowest in
use of the perscnal income tax (48 percent below
averago).

. This edition of Financing Higher-Education is based on

material provided by Kenneth E. Quindry and Niles
Schoéning of the Center for Business and Economic
Research, College of Business Administration, The
University of Tennessee, Knoxville.
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