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PREFACE 

Under Public Law 86-380 the Advisory Cammission on Inter- 
governmental Relations has the duty, among others, "to recommend 
methods of coordinating and simplifying tax laws and administrative 
practices to achieve a more orderly and less competitive fiscal 
relationship between the levels of government and to reduce the 
burden of compliance for taxpayers." In this report the Advisory 
Commission recommends some policy guidelines on the coordination 
of local nonproperty taxes for the consideration of the Governors 
and State legislatures. 

The term "nonproperty taxes" includes a variety of local 
levies such as those on sales, incomes, cigarettes, liquors, motor 
fuels, public utility services and admissions to pl'aces of amuse- 
ment. Inter-local and State-local coordination of these taxes is 
one of the pressing intergovernmental problems in many States. 
The problem has come to the fore principally during the last decade, 
as local governments have sought to relieve the growing pressure on 
their traditional revenue producer, the general property tax, by 
recourse to miscellaneous nonproperty taxes. 

With the possible exception of the large city, a local 
government finds it difficult to use these taxes effectively 
because they involve it in competition with neighboring juris- 
dictions as well as high enforcement costs and heavy taxpayers' 
compliance burdens. This report explains how State governments 
can help their political subdivisions to overcome some of these 
obstacles. In addition, it brings together the basic data on the 
use of local nonproperty taxes in the fifty States, in line with 
the Commission's obligation to serve as a clearinghouse of informa- 
tion on intergovernmental problems. 

The staff work for this report was conducted by 
L. L. Ecker-Racz, Research Associate. 

This report was adopted at a meeting of the Commission 
held in Washington, D. C. on September 15, 1961. 

Frank Bane 
Chairman 

iii 



CONTENTS 

Page 

Sources of Local Government Financing ..........,.. Frontispiece .............................................. Preface lii 
List of Tables .......am.........................a.... v 

1 . STATEMENT OF THE PROBLEM . . . . . . . . .  
2 . CONCLUSIONS AND RECOMMENDED GUIDELINES . . . .  
3 . LOCAL GOVERNMENT EXPENDITURES . . . . . . .  

. . . . . . . .  4 . SOURCES OF LOCAL FINANCING 
Indebtedness ......................am......... ............................. Current Revenues 
State Aid .................................... 
Federal Aid .................................. .................... Revenues from Own Sources 
Property Taxes ............................... 

5 . LOCAL NONPROPERTY TAXES . o . . e m . m  ......................... Historical Development 
Types of Nonproperty Taxes ..................... ............................... Consumer Taxes 
Income Taxes ......................ma......... 

6. THE COORDINATING ROLE OF THE STATE a 

Inter-local Coordination ............am......... ......................... Statewide Coordination ......................... Technical Assistance 
Tax  administration..............^............ 
Tax Supplement ............................... ................................... Tax Credit 
Tax Sharing ............a..................... 

. . . . .  . 8 STATISTICAL AND BIBLIOGRAPHICAL NOTE 

9. APPENDIX TABLES* 0 

10 . SUGGESTED STATE LEGISUTION . . . . . . .  



TABLES 

Page 

PUBLIC EMPLOYMENT AND PAYROLLS, BY LEVEL OF 
GOVERNMENT: S e l e c t e d  Y e a r s  1946 - 1 9 6 0  ............... 8 

LOCAL GOVERNMENT DIRECT GENERAL EXPENDITURE: 
S e l e c t e d  Fiscal Y e a r s  1 9 2 7  - 1960 ..................... 10 

LOCAL GOVERNMENT DIRECT GENERAL EXPENDITURE, 
BY FUNCTION: S e l e c t e d  F i s c a l  Y e a r s  1 9 2 7  - 1960 ....... 11 

LOCAL GOVERNMENT GENERAL REVENUE, BY SOURCE: 
S e l e c t e d  Y e a r s  1 9 2 7  - 1960. ........................... 14 

PERCENTAGE DISTRIBUTION OF THE GENERAL REVENUE 
OF LOCAL GOVERNMENTS, 1 9 5 7 . . .  ......................... 15 

STATE A I D  AS A PERCENT OF LOCAL GENERAL REVENUE, 
1960: Frequency D i s t r i b u t i o n  of S t a t e s . .  ............. 16 

STATE INTERGOVERNMENTAL EXPENDITURE, BY FUNCTION: 
S e l e c t e d  Y e a r s  1 9 3 2  - 1960... ......................... 1 7  

LOCAL TAX COLLECTIONS AS PERCENT O F  STATE-LOCAL 
TAX COLLECTIONS, 1960: F r e q u e n c y  D i s t r i b u t i o n  
of State~......................................~...... 19 

............. PROPERTY TAXES I N  LOCAL GENERAL REWNUE. .  2 0  

C I T Y  GOVERNMENT TAX COLLECTIONS: 1950 - 1960. ........ 2 1  

LOCAL NONPROPERTY TAXES AS PERCENT OF TOTAL LOCAL 
TAXES, 1960: F r e q u e n c y  D i s t r i b u t i o n  of States . . . . . . . .  2 3  

LOCAL TAX COLLECTIONS BY MAJOR SOURCES: 
........................... S e l e c t e d  Y e a r s  1 9 2 7  - 1960. 2 6  

TAX REVENUES OF C I T I E S ,  1960, 
B y  Population S i z e  C l a s s e s  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 7  

TAX COLLECTIONS OF THE 50 LARGEST C I T I E S ,  1 9 6 0 . . . . . . . .  2 9  

COUNTYWIDE PER CAPITA NONPROPERTY TAX REVENUES 
OF ALL'~oCP;L GOVERNMENTS, BY 1960 POPULATION 
S I Z E  CLASSES, BY STATES,  1 9 5 7 . . . . . . . .  ................. 31 



TABLES (conc luded) 

P a g e  

16. TAX REVENUE OF LOCAL GOVERNMENTS BY TYPE OF TAX, 
1 9 5 7  .................................................. 3 2  

........ 1 7 .  LOCAL GENERAL SALES TAX RATES, January 1, 1961 34 

....... 18. LOCAL GASOLINE TAX RATES, January 1, 1961...... 36 

19. MUNICIPAL INCOME TAXES: TAX RATES, A p r i l  1, 1961.... .  38 

APPENDIX TABLES 

1. L E A L  GOVERNMENT DIRECT GENERAL EXPENDITURE BY 
STATE: AMOUNT, PER CAPITA, PER $1,000 OF 
PERSONAL INCOME, AND AS A PERCENT OF STATE AND 
LOCAL DIRECT GENERAL EXPENDITURE - 1 9 6 0 . . . . . . . .  ....... 5 7  

2. STATE INTERGOVERNMENTAL EXPENDITURE BY STATE: 
TOTAL, PER CAPITA AND AS A PERCENT OF STATE GENERAL 
EXPENDITURES AS A PERCENT OF LOCAL GENERAL 
REVENUE - 1960 ........................................ 59 

3. LOCALLY COLLECTED GENERAL REVENUE BY STATE: 
AMOUNT, PER CAPITA, AND PER $1,000 OF PERSONAL 
INCOME - 1960 ......................................... 61 

4. LOCAL GOVERNMENT TAX REVENUE BY STATE: AMOUNT, 
PER CAPITA, PER $1,000 OF PERSONAL INCOME, AND 
AS A PERCENT OF STATE AND LOCAL REVENUE - 1960.. ...... 63 

5. TAX COLLECTIONS OF LOCAL GOVERNMENTS BY STATES - 1960. 65 

6. NONPROPERTY TAX REVENUE OF LOCAL GOVERNMENTS BY 
STATE: AS A PERCENT OF STATE AND LOCAL TOTAL TAX 
REVENUE AND NONPROPERTY TAX REVENUE - 1 9 6 0 . . .  ......... 6 7  

7 .  FIGURE: STATE AND LOCAL GOVERNMEM-' FINANCES.. . . . . . . . .  69 



LOCAL NONPROPERTY TAXES AND THE COORDINATING ROLE OF THE STATE 

1. STATEMENT OF THE PROBLEM 

Financing local government in the years ahead poses one of 
the more pressing intergovernmental problems. Local governments' 
needs are increasing rapidly and will continue to out pace their 
resources. It will require intergovernmental action to correct this 
imbalance between local needs and local resources. 

In 1960 the political subdivisions of the fifty States dis- 
bursed $33.9 billion in providing general government service. Ten 
years ago they were spending only $14.8 billion; twenty years ago 
only $6.5 billion. During the 1950 decade their general government 
expenditures increased, on the average, 8.9 percent per year. This 
increase notwithstanding, broadly based pleas for additional and 
improved governmental programs went unheeded in many comunities. 

Local governmen~' revenue needs will continue to expand at 
a fast rate, certainly through the 1960's. The nation's population 
is increasing and concentrating in urban places where unit costs are 
high. The role of government is widening and in the United States 
civil government is primarily a State-local responsibility. Local 
governments' share is two-thirds of the State-local total. A con- 
tinuation of the expenditure growth rate recorded during the 1950's, 
(4.6 percent per annum at constant prices) would raise local expendi- 
tures to $53 billion by 1970, even without any allowance for further 
price increases. 

Growth is not peculiar to local governments. The expenditure 
statistics cited quantify a familiar national phenomenon. Increasing 
governmental costs have not been confined to a single level of govern- 
ment, nor limited to the postwar years. Growth in the volume of 
government activity has been a general occurrence throughout most of 
our lifetime, Nor has the behavior of governmental activity differed 
materially from that of other phases of national economic life, Pro- 
duction, employment, consumption, savings, economic activity generally, 
are each attaining levels few anticipated as recently as ten years ago. 

National economic growth, of which rising local expenditure 
is but one manifestation, generates part of its own fiscal solution. 



It automatically increases the revenue yield of existing tax rates, 
A substantial revenue gap, however, remains because local require- 
ments are increasing faster than the economy while the revenue yield 
of local taxes does not even keep pace with it. Local governments 
find it difficult to bridge this gap in the context of existing in- 
stitutional and economic restraints. It remains for adjustments in 
intergovernmental arrangements to slacken these restraints. 

In 1960, when local governments spent $33.9 billion on 
general government service, they raised only $22.9 billion from their 
own general revenue sources. They depended for $10 billion, nearly 
one-third of their total financing requirements, on intergovernmental 
aids. To state this fact is not to imply that it is cause for con- 
cern in itself. Ours is a cooperative federalism in which the 
adjustment of functional responsibilities and intergovernmental aids 
is a continuing process. It serves to give financial balance to the 
family relationship between States and their political subdivisions 
and to the interdependence of the Federal, State, and local govern- 
ments. The social, economic, and political transformation since 
World War I1 has affected unevenly the needs and resources of the 
governments comprising this federalism, broadening the need for these 
readjustments. Here we are concerned with adjustments required to 
accommodate the increasing task of local governments without jeopardy 
to the delicate balance between the division of powers and responsi- 
bilities among constituent governments,--an intergovernmental task. 

While all governments--Federal, State,and local--have shared 
and will continue to share in expenditure increases, the financing 
of these increases poses particularly difficult problems for local 
governments. They have only such taxing powers as their respective 
State constitutions and legislatures have granted them. In most 
States, they are severely restricted and with few exceptions are 
largely limited to the property tax. While these limitations are 
of each state's own choosing, they are nonetheless real, Moreover, 
the property tax itself labors under serious handicaps, some real, 
some contrived, 

In 1960, local governments relied on nonproperty taxes for 
one-eighth of the tax revenue they raised themselves. Most of them 
find such taxes difficult to impose and enforce. Nonetheless, local 
governments across the country are searching for more of them. 
Some, in a few States, have made substantial strides in this direction, 

The development of local nonproperty taxes encounters serious 
restraints stemming out of the limited territorial jurisdiction of 
local governments. It entails some hazards for State and national 



economic policies over and above the aggravated tax overlapping, for 
it affects the competitive relationship of local business enterprises. 
It involves, moreover, heavy compliance burdens for taxpayers and the 
uneconomical use of local governments' limited tax enforcement re- 
sources. 

The imbalance at the local level between rapidly rising revenue 
requirements and limited taxing resources has long been recognized as 
the central problem in State-local relations. A redressing of this 
balance will necessarily involve numerous variables, combined in 
differing proportions in the several States, 

Interstate variety in State-local fiscal relations is the hall- 
mark of our governmental system. Many would say, and with good reason, 
that it is its strength. Under the system, each State develops its 
own arrangements for enabling its local governments to discharge the 
obligations it places upon them. The State develops these arrange- 
ments with benefit of a kit of tools and techniques. The contents of 
the kit are more or less common among the States. It is their appli- 
cation--the combinations and permutations in their use, their adaptation 
to the different circumstances prevailing in the several States--that 
varies. 

In this report it is the s om mission's objective to assess some 
of these tools, those in the tax area, to identify their strength and 
weakness. Our purpose is to uncover the opportunities available to 
States to facilitate the use of nonproperty taxes by local governments, 
Specifically, we seek to identify techniques, devices and procedures 
available to State governments for assisting their political juris- 
dictions in making effective use of consumer, income and excise taxes 
with minimum violence to local fiscal autonomy, effective tax adminis- 
tration, taxpayers' convenience, and competitive business relationships 
between communities. 

We emphasize the restricted scope of the present report. State- 
local relations involve many aspects of public policy and we shall be 
returning to them, one by one, as the Commission makes progress in 
complying with its mandate from the Congress. 

The satisfactory resolution of the revenue needs of local 
governments, their ability to function in a manner compatible with 
State and national interests, will involve more than tax mechanics. 
It will depend on progress in numerous directions, including the reorgani- 
zation of local governmental units themselves into structures more 
appropriate for contemporary and prospective requirements. Another area 
requiring attention is the intergovernmental division of functional 



responsibilities and financial resources. We shall necessarily 
need to address ourselves to these problems as well, in the not too 
distant future. Here their existence can only be recognized; it 
eannot be dealt with. 

Within the more restricted area of taxation itself, a variety 
of problems require consideration, many of which we bypass at this 
time. Perhaps the most important of these at the local government 
level relates to the property tax, to the policies and practices 
which would enable this historic workhorse of local government finance 
to perform more fairly and in better harmony with economic and fiscal 
goals. In recognition of its urgency, we have already assigned it a 
high priority in our work program. 

To give perspective to the role of nonproperty taxes in local 
government financing, we follow the statement of our conclusions with 
a panoramic view of recent local expenditure and financing develop- 
ments before examining these local taxes in detail. 



2. CONCLUSIONS AND RECOMMENDED GUIDELINES 

This is a report on State-local tax relations. It concerns 
the coordinating techniques State governments can use to assist 
their political subdivisions in making more effective and less 
damaging use of such nonproperty taxes as those on retail sales, 
tobacco products, admissions, personal incomes and business 
activities. 

The fiscal problem at the local level can be simply put. 
Local governments have a large share of the responsibility for civil 
government but lack commensurate revenue resources. For every dollar 
they spend, they raise only 70 cents from their own local sources. 

In 1960, when civil government in the United States cost 
about $63 billion, 54 percent of the expenditure took place at the 
local level, 28 percent at the State and 18 percent at the Federal 
level. The expenditures at the State level were financed, in part, 
with Federal financial aid (grants) and at the local level, with 
benefit of State and Federal aid. 

Local expenditures have increased from $6.5 billion in 1940 
and $14.8 billion in 1950, to around $40 billion this (1961-62) fiscal 
year. They will continue to rise rapidly, to outrun the yield of 
local governments' own traditional revenue sources. 

In 1960, the $32.9 billion local revenue available for 
general government came 48 percent from property taxes, 30 percent 
from State and Federal aid, 7 percent from nonproperty taxes and 15 
percent from non-tax sources. Despite the record yield of property 
taxes and despite sharp increases in State grants-in-aid and shared 
revenues, many local jurisdictions were able to finance their own 
operations only by recourse to nonproperty taxes, which generally 
are not well suited for local use. 

While local ncmproperty tax collections now aggregate annual- 
ly only around $2.5 billion, they are certain to grow because local 
requirements will continue to mount and because more fundamental 
adjustments in the State-local divisions of responsibility for 
functions and in State financial aid are likely to lag. 

The mushrooming of miscellaneous kinds of local taxes across 
the country poses problems of public policy and affords State govern- 
ments an opportunity to foster State and national objectives by 



maximizing the effectiveness and minimizing the adverse results of 
local tax practices. 

Local sales, income, and excise taxes add still another 
layer to existing tax overlapping. While a  clear cut separation of 
revenue sources, under which each level of government has its own 
tax preserve immune from encroachment by other levels, is an unreal- 
istic objective, the case for avoiding needless tax overlapping needs 
no demonstrat ion. 

Many local nonproperty taxes distort competitive business 
relationships because the local taxing jurisdiction, even the very 
large city, is typically smaller than the economic area of which it 
is a part. Its taxes, therefore, handicap local business firms in 
their competition with firms beyond the city line. Local taxes 
typically entail high administrative costs for government and heavy 
compliance burdens for taxpayers, and a l l  the while are not well 
administered. Furthermore, the widespread use of these taxes handi- 
caps State government itself, through its adverse impact on the 
State's economy and by limiting its freedom in shaping its own tax 
system. 

The interstate variation in division of functions, taxes and 
financing arrangements and the intrastate variation among different 
local jurisdictions preclude the formulation of generally applicable 
prescriptions for State coordination of local taxes. No solution is 
likely to be useful in all situations in all States. It is practi- 
cable, however, to set forth some general guidelines, potentially 
applicable to some situation in some States. We suggest the following: 

(1) The case for most nonproperty taxes is strongest in the 
large urban places. Even here, these taxes are best imposed coopera- 
tively by a group of economically interdependent jurisdictions. There- 
fore, the city and the other jurisdictions comprising an economic area 
should be provided with (a) uniform taxing powers and (b) authority 
for cooperative tax enforcement. The States should take active 
leadership in promoting the pursuit of coordinated tax policies and 
practices by these economically interdependent jurisdictions. 

(2) In States where a particular tax, such as the sales or 
income ;ax, is in widespread use by local governments and is simul- 
taneously used also by the State, the most promising coordinating 
device is the local tax supplement to the State tax. It gives local 
jurisdictions access to the superior enforcement resources of the 
State and eases taxpayer compliance but leaves the decision to impose 
the tax to local initiative. 



( 3 )  In situations where a particular nonproperty tax is 
widely used locally but the State does not itself use the same 
tax, the State can nonetheless help local jurisdictions by facili- 
tating the pooled administration of the separate local taxes by a 
State administrative agency; alternatively, it can authorize 
local jurisdictions to join in creating such an administrative 
agency for themselves. 

( 4 )  States can minimize needless variety among local non- 
property taxes by accompanying the authorization for using them 
with generally applicable specifications with respect to their 
seructure (tax base, exemptions, etc.) and administrative features. 

(5) Iiidividual States' tax policy should aim to limit 
local government to the more productive taxes. Local jurisdiction 
should be discouraged from levying many kinds of different taxes, 
none of which produces enough to warrant reasonably good enforce- 
ment. Extensive tax diversification is not practicable at the 
local level, especially in the smaller jurisdictions. 

(6) States should provide their local units with technical 
assistance by serving as a clearinghouse of information on tax 
experience in other parts of the State and country, by providing 
training facilities for local tax personnel, by giving them access 
to State tax records, and where appropriate, by employing sanctions 
against State taxpayers who fail to comply with local tax require- 
ment s. 

(7) While the tax sharing device may run a poor second to 
grants-in-aid where the objective is to provide State financial 
assistance to local units on a stable basis, it has distinct 
advantages as a substitute for locally imposed taxes where they 
are widespread within the State, especially if the independently 
imposed local tax rates tend to be uniform. t 

( 8 )  The tax credit device affords little scope for State- 
local tax coordination. Its chief value is in coordinating the use 
of the same tax by overlapping local units, as for example, county 
and city sales taxes, and for reconciling the competing taxing 
jurisdiction of two or more States, as in the case of State taxation 
of the income of nonresidents. 



3. LOCAL GOVERNMENT EXPENDITURES 

In fiscal year 1960 State and local governments expended 
$51.9 billion for general government purposes. The Federal Govern- 
ment contributed about $7 billion in grants and shared revenues to 
the financing of these expenditures. 

The Federal ~overnment's own direct expenditures for civil 
government account for a relatively small part of national civil 
government aggregates and of its own fiscal operations. Apart from 
war connected costs, major national security, veterans' benefits, 
and interest and the $7 billion financial aid to State and local 
governments noted above, Federal expenditures in fiscal year 1960 
aggregated less than $11 billion. The corresponding total was about 
$7 billion in 1950. That year State and local expenditures (includ- 
ing interest) were just short of $23 billion. Thus, between 1950 
and 1960, when the direct expenditures of State and local government 
increased by 128 percent, Federal direct expenditures for civil govern- 
ment (which excludes grants-in-aid) rose ress than 50 percent. The 
provision of civil government services is largely a State and local 
activity. 

Statistics on government employment illuminate this situation. 
In October 1960, the Federal Government accounted for only 27.5 per- 
cent of public civilian employment and for 33.5 percent of non-military 
governmental payrolls. During the 1950 decade, when Federal civilian 
employment (irxluding employees abroad) increased less than 15 percent, 
the number of State and local government employees, each, increased 
by about 50 percent. While the Federal civilian payroll rose by 82 
percent, that of State and local governments moved up by 142 percent. 

TABLE 1. PUBLIC EMPLOYPENT AND PAYROLLS, BY LEVEL OF GOVERNMENT 
Selected Years 1946 - 1960 

1/ Includes civilian employees outside the United States. - 
2/ Statistics for local governments are subject to sampling variation. - 
Source: Bureau of the Census, Governments Division. 

EMPLOYEES (in thousands) 
October 
of year 

MONTHLY PAYROLL (in millions) 
Federal 
(civilian)l/ 

State and local 2/ 
Total 1 State I Local 

Federal State and local 2/ 
(civi1ian)Y Total 1 State l~ocal 



The development of local expenditures in recent years and 
their relationship to State and local expenditure aggregates is 
summarized in Table 2. They remained relatively stable around $6 
billion per year from the late 1920's through World War 11. There- 
after they increased rapidly, approaching $15 billion by 1950 and 
$30 billion by 1958. This fiscal year (1962) they are expected to 
approximate $40 billion. 

The local share of combined State-local expenditures has re- 
mained fairly stable over most of this period. Throughout the postwar 
years it has been constantly around 66 percent. It had been higher 
before World War 11, around 85 percent at the turn of the century, 
80 percent in the 1920fs, and 70 percent in the late 19301s, where it 
remained until the end of the War. 

The postwar increase in local expenditure aggregates has been 
the result of many factors, including population increases, growing 
urbanization, an improved level of service and rising prices. On a 
per capita basis, local expenditures approximately doubled during 
the 1950's, from $97 to $189. In terms of constant prices, the per 
capita increases were less marked, from $116 in 1950 to $152 in 1960, 
about 31 percent. 

Since the War, the share of national income devoted to the 
local government function has moved upward. Currently local expendi- 
tures are equivalent to about eight percent of national income, This 
is about a third higher than the six percent for the early 1950's and 
is about the same as the relationship during the years immediately 
preceding World War 11. Considerably higher ratios prevailed, of 
course, during the depression years when national income contracted 
at a faster rate than local expenditures. 

Table 3 makes clear that by far the costliest local govern- 
ment function is education. It is responsible for 45 percent of 
local expenditures. Its relative role has risen rapidly, from 35 
percent in 1940 and nearly 40 percent in 1950. During the 1950's 
when total local expenditure rose by 133 percent, education costs in- 
creased 167 percent. Investment in school plant has been an important 
factor. The only other functions which maintained their relative 
importance in local expenditures during the 1950's were health and 
hospitals and parks and reareation. Both increased at a faster rate 
than local expenditures in the aggregate. 

No local function even approaches education in costliness. 
In 1960, highways, the second costliest activity, accounted for 9.9 
percent of expenditures, followed by police and fire protection, 7.7 
percent, public welfare, 6.4 percent, and health and hospitals, 



TABLE 2. LOCAL GOVERNMENT DIRECT GENERAL EXPEETDITURE 
Selected Fiscal Years 1927 - 1960 

Fiscal 
year 

n.a. - Not available 
1 To eliminate duplication, transactions between State and local governments - 

have been excluded. 
21 Computations based on estimates of the population of continental United States 
.I, 

as of July 1 of the years indicated. For reported years from 1940 through 
1955, the population figures so used are inclusive of armed forces overseas. 
Exclusion of these forces beginning with 1956 data makes the per capita 
amounts shown for that year about 0.5 percent greater than they would be if 
computed on the same basis as the 1940-1955 amounts. 

3/ On the basis of U. S, Department of Commerce implicit price deflators for - 
State and local government purchases of goods and services. 

Local gen. 
expendi- 
ture 

Source: Bureau of the Census, Governments Division, 

State & 
local 
gen. ex- 
penditure 

Local as Per capita\ Local gen. 
a % of local gen, r expendi- 
State & expendi- : ture as a 
local gen.: ture 2/ 
expendi- 
ture 1/ ($000,000) 

Per capita 
local gen. 
expenditure 
in 1954 prices 3/ - 



TABLE 3. LOCAL GOVERNMENT DIRECT GENERAL EXPENDITURE, BY FUNCTION: Selected Fiscal Years 1927 to 1960 

Education $2,017 
Highways 1,295 
Public welfare 111 
Health and hospitals 185 

(Dollar Amounts in Millions) 

Police and local fire protection 466 
Sanitation 312 
Natural resources ..-- 
Local parks and recreation 153 

Item 

Housing & community redevelopment --- 
General control 316 
Interest on general de t 

17 
501 

Other and unallocable- 474 

Total direct general expenditure5,830 

1927 1940 1950 1960 1 Percentage increase 

11 Includes expenditure for non-highway transportat ion, general public buildings , libraries, civil defense and - 
disaster relief, regulatory activities, etc. 

Source: Bureau of the Census, Governments Division. 

Percent Percent 1950 to 1960 
Amountlof total Amount .of total Amount of total 



5.6 percent. These five items account for three-fourths of the 
cost of local government. National aggregates for local expendi- 
tures obscure wide interstate variations, which in turn are the 
result of differences in the division of responsibilities between 
the State and its political subdivisions, in the quantity, quality 
and variety of services provided, and in price and wage levels. 

It was noted above that local governments account for 
nearly two-thirds of State and local direct expenditures for general 
government, This average, however, embraces significant differences 
between the States. In 1960, the local government share ranged 
from 34 percent in Hawaii and 38 percent in Delaware to 77 percent 
in New Jersey. 

The statistics on local expenditures on a per capita basis 
and in relation to personal income, presented in Appendix Table I, 
document the difficulty of generalizing about the relationship 
between interstate variations in local expenditures and the division 
of responsibility among State and local governments, 

Per capita expenditures in 1960 ranged from $85 in North 
Carolina to $282 in New York. In North Carolina local governments 
accounted for a relatively small part and in New York for a relatively 
large share of governmental expenditures. In North Carolina these 
expenditures absorbed a relatively small part, and in New York a 
relatively large part of personal incones. In New Jersey, on the 
other hand, where local governments carried a larger share of govern- 
mental costs than in any other State, per capita local expenditures 
ranked eleventh among the 50 States. New Jersey is one of the high 
income States and the expenditures of its local governments in terms 
of personal income were exceeded in 34 States. 

We cite these variations to underscore the fact that the 
problem of financing local government embraces more than the division 
of responsibilities between the State and its political subdivisions. 
It involves also differences in economic resources available for 
taxation and in the share of those resources allocated to local 
governments. Accordingly, we turn next to methods employed in 
financing local government. 



4 .  SOURCES OF LOCAL FINANCING 

Local governments finance their activities from locally 
raised revenues, State and Federal aid, and borrowing. Generally, 
they may not engage in deficit financing of operation and mainten- 
ance costs and borrow only for capital outlay purposes. Some 
engage in short term borrowing in anticipation of tax collections. 

Indebtedness. In recent years, the security flotations of 
local governments have ranged around $6 billion a year. This includes 
borrowings for public utility and toll enterprises, as well as general 
government facilities. The volume of their borrowing has about 
doubled during the past decade. Annual debt retirements now exceed 
$2.5 billion. Between the end of 1950 and 1960, the indebtedness of 
local governments has risen from $18.8 billion to $51.2 billion. 
The $32.4 billion increase in liabilities is about equal to half of 
the $65 billion invested in capital improvements during the decade. 

Current Revenues. The current revenue of local governments 
for general government purposes totaled $32.9 billion in 1960. 
It has been rising at a rapid rate, paralleling the rise in expendi- 
tures. The corresponding total was $21 billion five years earlier, 
$14 billion in 1950 and about $17 billion during the War years 
(Table 4). Local governments raise about 70 percent of their current 
revenues from their own sources. This proportion has not changed 
since the War. It had been higher in earlier years, around 90 
percent before the depression and around 75 percent thereafter, 
including the War years. 

Approximately 30 percent of the -current revenue of local 
governments is State and Federal aid, chiefly the former. State 
aid includes, of course, some funds which originated in Federal aid 
to States. The composition of current revenues for general govern- 
ment purposes (derived from Table 4 )  was as follows in 1960: 

mount Per cent 
(billions) of total 

State aid 
Federal ai&l 
From local sources 

Property taxes 
Other taxes 
Non- t ax revenues 4.8 

Total ............ $ 32,9 
- - 

1/ Includes only grants-in-aid directly to local governments. Federal - 
expenditures for capital improvements in communities, as reported in 
the Budget Message of the President for 1960 (Page M 18), including 
long term loans under various programs and highway grants in urban areas, 
aggregated about $2 billion in 1960. 



TABLE 4 .  LOCAL GOVERNMENT GENERAL REVENUE, BY SOURCE: Selected Years 1927 to 1960 

Amount ( $000,000) 
$ 5,298 $ 4,419 $ 4,360 

P r o m  l o c a l  s o u r c e s  
Fiscal  Intergovernmental Revenue i Total 

general 
revenue 

Pe~centaae Distribution 

100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 

100.0 
100.0 
100.0 
LOO. 0 
100.0 

100.0 
100.0 
100.0 
100.0 
100.0 

Total 1 Increase or 

Source: Bureau of the Census, Governments Division 

general 
revenue 

decrease (-) 
in debt 
during year 



These are aggregates for the 90,000 local jurisdictions which 
comprise local government in the United States. The patterns of 
financing vary, not only among the different categories of local 
government but within each category from State to State. The per- 
centage distribution of general revenues in 1957, the last year for 
which detail for all categories is available, illustrates the range 
of variation. 

TABLE 5. PERCENTAGE DISTRIBUTION OF THE GENERAL REVENUE 
OF LOCAL GOVERNMENTS, 1957 

: Munici- : Town- : School : Special 
Total : Counties : palities : ships : districts : districts 

Intergovernmental 29.7 38.0 18.9 24.8 42.1 14.1 
Property tax 48.7 46.5 46.3 63.6 50.1 29.1 
Other taxes 7.6 3.2 17.3 4.5 0.7 - - 
Non - t ax revenue 14.1 12.3 17.5 7.2 7.1 56.8 

Total.. . . . . 100.0 100.0 100.0 100.0 100.0 100.0 

The property tax is the major producer for all categories 
except special purpose districts, which rely chiefly on service 
charges and some of which have no taxing powers. Intergovernmental 
financial aid is of special impartance in school district and 
county financing. In the case of the counties, it is related to 
their important role in such functions as public welfare, education, 
local highways, and health and hospitals. Nonproperty taxes play a 
significant role only in municipalities, as we shall have occasion 
to note later. 

The development of the principal revenues of local govern- 
mentsis depicted on a ratio scale on the frontispiece. Equal 
slopes on this scale indicate equal percentage rates of growth 
irrespective of the absolute amount of the variable. A 50 percent 
increase from $100 million to $150 million produces the same slope 
as an increase from $20 billion to $30 billion. 

The general uniformity of these curves is striking. The 
major sourceso£ local financing generally have increased at a 



remarkably uniform rate since 1950, suggesting that rising require- 
ments exerted revenue pressures which were distributed fairly 
uniformly among the financing sources available to local governments. 

State Aid. State financial aid to local governments totaled 
$9.3 billion in 1960, nearly $52 per capita, and accounted for 29 
percent of total local general revenues. This term covers State 
payments to local units for their use in financing specific functions 
or for general local government support, as well as State imposed and 
collected taxes shared wtth local governments, and reimbursements for 
services performed for the State. The role of State aid as a source 
of local general revenue varied widely among the States, reflecting 
the prevailing variety in State-local fiscal relations, as the fol- 
lowing summary for 1960 derived from Appendix Table 2 makes clear. 

TABLE 6. STATE AID AS A PERCENT OF LOCAL GENERAL REVENUE, 1960 
Frequency Distribution of States 

Under 20% 20% to 30% 30% to 40% 4 0 b r  more 

N.H. 7.9 
S.D. 10.2 
N.J. 13.6 
Conn. 15.1 
Me. 15.4 
Mont. 16.1 
R.I. 17.6 
Neb. 18.4 
Ill. 18.9 
Mo. 19.1 

No. of 
States 10 

Vt. 22.5 
Texas 23.8 
Kans. 24.0 
Iowa 24.3 
N.D. 25.1 
N.Y. 25.7 
Nev. 26.3 
Ohio 26.5 
Oreg. 26.7 

Fla. 26.9 
Idaho 27.0 
Ind. 27.7 
Mass. 28.4 
Va. 28.4 
N.C. 28.8 
Penn. 28.8 
Ky. 29.5 

Colo. 31.0 
Utah 31.1 
Minn. 32.6 
Md . 32.7 
Calif. 33.6 
Wyo. 34.4 
Ariz. 34.6 
W.Va. 34.6 

Alaska 34.9 Wash. 40.5 
Ga . 36.1 Hawaii 40.9 
Mich. 36.1 S.C. 44.2 
Okla. 36.3 Del. 44.9 
Tenn. 37.6 N.Mex. 45.2 
Wisc. 38.1 Ala. 46.8 
Ark. 38.7 Miss. 47.9 

La. 48.9 

The largest share ($5.3 billion) of State aid was earmarked 
for education in 1960. Next in importance were $1.5 bi.llion for public 
welfare and $1.2 billion for highways. The remainder wtnt for health 
and hospitals, and other specified functions and for general support of 
government. 

The evolution of State aid for individual functions over 
the past three decades is summarized in Table 7. It now finances 



TABLE f . STATE INTERGOVEPWNTAL EXPENDITURE, BY FUNCTION : 
Selected Years 1932 - 1960 

Total 8 0 i  1,654 4,217 5,986 9,283 

Item 1932 1 1940 

General local government support 140 183. 482 59 1 806 
Public welfare 28 420 792 1,046 1,483 
Education 388 700 2,054 3,150 5,300 
Highways 229 332 6 10 911 1,247 
All other 6 21 279 288 447 

' 1950 j 1955 1 1960 

Total 

AMOUNT ($000.000~ 

PERCENT DISTRIBUTION 
100.0 100.0 100.0 100.0 100.0 

General local government support' 17.5 10.9 11,4 9.9 8.7 
Public welfare 3.5 25.4 18.8 17.5 16.0 
Education 49.7 42.3 48.7 52.6 57.1 
Highways 28.6 20.1 14.5 15.2 13.4 
All other 0.7 1.3 6.6 4.8 4.8 

PERCENT OF TOTAL STATE GENERAL EXPENDITURE 
Total 29.0 37.7 34.4 34.9 29.4 
General local government support 5.1 4.1 3.9 3.4 2.6 
Public welfare 1.0 9.6 6.5 6.1 4.7 
Education 14.4 16.0 16.8 18.3 16.8 
Highways 8.3 7.6 5.0 5.3 3.9 
All other 0.2 0.5 2.3 1.7 1.4 

RELATION TO SELECTED ITEMS OF LOCAL GOVERNMENT FINANCE 
Total State intergovernmental 
expenditure as percent of total 
local general revenue 14.1 23.8 30.1 28.4 27.9 

State intergovernmental expendi- 
ture for selected functions as 
percent of local general expen- 
diture for: 

Public welfare 7.6 66.8 57.6 66.7 62.7 
Education 19.6 30.9 35.3 31.5 34.1 
Highways 25.5 42.6 35.0 35.6 37.4 

- 

Source: Bureau of the Census, Governments Division. 
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over 60 percent of local expenditure for public welfare, 37 percent 
for highways and 34 percent for education (State aid for public 
welfare is financed, in part, from Federal public assistance grants 
to the States). While the amount of State aid for each of these 
functions has increased in recent years, the share of local expendi- 
tures covered by it has not changed materially because local 
expenditures have been increasing at an approximately equal rate. 

Federal Aid. Federal payments directly to local governments 
have also increased over the years, but have not assumed significant 
proportions in terms of local financing. In 1960 Federal grants and 
payments in lieu of taxes to local governments totaled less than 
$600 million and provided less than 2 percent of local general 
revenues. Gfants accounted for most of it. The 1961 Federal legis- 
lation should increase these magnitudes significantly during the 
next several years. The comparable total was $200 million in 1950 
and $300 million in 1953 and 1954. These amounts exclude loans, 
repayable advances and Federal grants to States for programs which 
ultimately benefit local governments. 

Nearly 40 percent of the $600 million 1960 aggregate repre- 
sented Federal payments for school operations ($163 million) and 
for school construction ($70 million) under the special Federal aid 
program to Federally affected areas (P. L. 815 and P. L. 874). The 
other significant Federal aid programs were low-rent housing contri- 
butions ($123 million), slum clearance and urban renewal, including 
urban planning ($103 million), waste treatment facilities ($40 
million), and airport construction ($35 million). The enumerated 
five programs were responsible for 90 percent of all Federal aid 
directly to local governments. 

Revenues from Own Sources. Local governments raise about 70 
percent of their current general revenues from local sources, divided 
between taxes and other soarces approximately in the ratio of 4:l. 
The 1960 totals were $18.1 billion from taxes and $4.8 billion from 
non-tax sources. The latter consists of user charges, sale of com- 
modities, services and real estate, special assessments for public 
improvements, interest earnings, etc. As indicated earlier, the 
relative contributions of the major components have not changed 
materially in recent years. The amount contributed by each has in- 
creased. Comparative State-by-State data on the amount of locally 
raised general revenues are presented in Appendix Table 3. 

The $18.1 billion local government tax take in 1960 compared 
with $8 billion in 1950 and under $5 billion during the War years. 
Taxes now supply about 55 percent of local governments' general 
revenues. Their role has stabilized at this level after World War 11. 
It had been somewhat higher before that time (Table 4). 



Comparative data on local tax revenue by States are pre- 
sented in Appendix Table 4. The variations are wide, explained 
in part by interstate differences in economic capacity and tax 
effort reflected in the level of government services provided, as 
well as the degree of local reliance on State financial aids and 
the local governments' relative role in providing governmental 
services. The percentage of State and local tax revenue raised 
by local governments, sunnnarized below, is one indication of this 
variation. 

TABLE 8. LOCAL TAX COLLECTIONS AS PERCENT OF STATE-LOCAL TAX 
COLLECTIONS, 1960 

Frequency Distribution of States 

Under 30% 30% to 40% 40% to 50% 50% to 60% Over 60% 

Hawaii 18.2 
Del. 20.6 
S.C. 23.9 
Alaska 26.0 
N.Mex. 26.4 
La. 26.5 
N.C. 26.5 
Ala. 28.9 
Wash. 29.3 
Ark. 29.6 

Miss. 31.4 Nev. 42.9 
W.Va. 33.1 Utah 43.1 
Okla. 33.3 Fla. 43.3 
Ga. 34.0 Md. 44.5 
Tenn. 36.6 Va. 45.2 
Ky. 36.8 Idaho45.6 
Ariz. 39.9 Mich. 46.3 

Wyo. 46.9 
Penn. 47.4 
Oreg. 47.8 
R.I. 49.1 
Texas 49.2 

No. of 
States 10 7 

Vt . 50.0 
Wisc. 50.1 
Ohio 51.5 
N.D. 51.6 
Calif. 51.8 
Ind. 52.5 
Mo . 52.5 
Colo. 52.6 
Minn. 52.6 

Iowa 53.1 S.D. 60.8 
Me. 53.9 N.H. 61.4 
Conn. 56.1 Neb. 62.9 
Kans. 56.4 N.J. 71.1 
Mont. 56.4 
Mass. 59.3 
N.Y. 59.5 
Ill. 59.9 

Property Taxes. Taxation at the local level in most parts 
of the country continues to be largely synonymous with property 
taxation. With few exceptions, it is the most important single 
revenue producer in local jurisdictions. It was the mainstay of 
local tax systems at the beginning of the century, and remains so 
today. It has been aptly called the beast of the local tax burden 
for it generally manages to carry whatever portion of the revenue 
load remains after the contribution of the other revenue sources 
has been budgeted, 



The tax has been the object of severe criticism for decades. 
Some have in fact predicted its gradual demise. Instead, it is 
putting in a remarkable performance in terms of productivity. It 
held its relative position as a revenue producer even during the 
decade of the 19501s, when new taxes were being enacted and expanded 
by local jurisdictions on a large scale. Its yield increased from 
$7 billion in 1950 to $16 billion in 1960, by nearly 125 percent. 
Several factors contributed to this performance, including new con- 
struction, higher property values, improved tax administration, 
increased tax rates, and of course, public insistence on more 
adequate financing of certain programs, notably public education, 
even at the cost of heavier property taxes. 

As a percentage of all local taxes, the property tax accounted 
for 97 percent during the 1920's and until 1934, after which it de- 
clined gradually to 88 percent, where it has remained for ten or more 
years. In 1960, it supplied 87.4 percent of local tax revenues, 
58 percent of local general revenues from their own sources, and 
48 percent of all local general revenues. 

TABLE 9. PROPERTY TAXES IN LOCAL GENERAL REVENUE 

Property tax revenue as a 
percent of: 

Total tax revenue 97.3% 92.7% 88.6% 88.2% 87.4% 
Revenue from local sources 76.1 72.0 60.5 60.3 58.2 
Total general revenue 73.9 60.1 51.4 50.2 48. 1 

The postwar years have witnessed a quest for nonproperty tax 
sources by local governments and an effort to escape from exclusive 
dependence on property taxes. This continues a general trend dis- 
cernible since the 1920's. 

The pressure for nonproperty tax revenues has been particu- 
larly strong in States where the property tax base is shared by 
more than two overlapping jurisdictions, as for example, by cities, 
counties, and school districts. In these cases the pressure has come 
in the jurisdictions with greater tax autonomy, mainly the cities. 
The single-purpose jurisdictions, notably school districts typically 
rely almost wholly on the property tax. This has obliged cities 
serving the same taxpayers to look to other taxes and to non-tax 
revenue sources. 



100.0 
LOO. 0 
100.0 
100.0 

I Total tax M o n - p r o p e r t y  t a x e s  

LOO. 0 
100.0 
100.0 

Year collections Sales and gross receipts 

PERCENTAGE DISTRIBUTION 
23.1 12.6 n. a. 
23.5 13.3 n.a. 
24.8 14.3 8.6 
25.9 15.0 9.2 

Licenses 

n.a. - Not available. 

Total 1 General I Selective . and other 
AMOUNT ($000,000) 

195& $3.628 2,792 837 456 n. a. n.a. 351 

l/ Partfally estimated (cities with less than 25,000 inhabitants). - 
2/ Not entirely comparable with back-year amounts, due to change in classification. - 

Source: Bureau of the Census, Governments Division. 



The reluctance to leave the entire burden of rising local 
tax revenue requirements on property is motivated by various con- 
siderations. Doubtless the appeal of tax diversification for its 
own sake is one of them. Another is the tendency to judge tax 
rates in terms of earlier years' levels and to confuse the contrib- 
ution of tax rate charges to the increases in property tax bills 
with that of higher property values. The consideration of tax 
equity also plays a part. The base of the property tax consists 
largely of only one form of wealth, real property. It burdens 
these property owners regardless of their income status, as for 
example, retired homeowners with reduced incomes, and leaves un- 
touched those with large amounts of wealth in other forms. 

Political resistance to property tax increases stems also 
from concern with its effect on location of businesses. Business 
property frequently accounts for half or more of the property tax 
base and repeated expressions of fear that high property taxes will 
deter new business have a restraining influence on local governing 
bodies. A related factor is public dissatisfaction with the adminis- 
trative shortcoming of the tax. Recent widespread efforts to improve 
tax assessment procedures--some locally, some prescribed by State 
legislatures--have not yet enhanced the national reputation of the 
tax. 

Efforts since World War I1 to develop nonproperty tax sources 
have had a significant cumulative impact on the tax revenues of the 
larger urban jurisdictions, but their effect on aggregate local 
revenues has not been striking. In spite of a 15-fold increase in 
local taxes and continued searching for new forms of revenue, the 
great bulk of locally levied tax revenues comes from the same 
source as a half century ago. 

The role of the property tax varies among categories of 
local government. In the last Census of Governments year (1957) 
property taxes constituted 100 percent of total taxes for special 
districts, 99 percent for school districts, 94 percent for townships, 
94 percent for counties, and 73 percent for municipalities. The 
decline in dependence on property taxes has been more marked in cities 
than in other local governments, from 77 percent in 1950 to 73 percent 
in 1960 (fable 10). In the five cities with more than 1,000,000 
population, the property tax supplied only 63 percent of tax revenues 
in 1950. 



TABLE 11. LOCAL NONPROPERTY TAXES AS PERCENT OF TOTAL LOCAL TAXES, 1960 
Frequency Distribution of States 

Under 5% 5% to 10% 10% to 15% 15%to 20% 20%ormore 

Ind. 
Me. 
Conn . 
N.H. 
Mich. 
Iowa 
Mass. 
Wisc. 
R.I. 
N.D. 
Idaho 
Kans . 
Minn . 
Vt . 
Or eg . 
N.C. 
Okla. 

Mont. 5.5 
S.D. 6.0 
Wyo. 6.0 
Ark. 6.6 
Texas 6.8 
Colo. 7.1 
Utah 7.4 
Del. 7.6 
Neb. 7.7 
S.C. 8.4 
N.J. 9.0 
Ariz. 9.4 
Ohio 9.9 

No. of 
States 17 13 

Md . 10.2 Wash. 16.8 Va. 
W.Va. 11.1 Ky. 16.9 La. 
Tenn. 11.6 Miss. 17.2 Nev. 
Ga . 11.7 Mo. 18.2 N.Y. 
Ill. 12.0 Fla. 1 K 9  N.Mex. 
Calif. 13.0 Penn . 

Hawaii 
Alaska 
Ala. 

There is considerable variation among the States in the 
extent to which local governments tap tax sources other than 
property. In -9 States, over half in New England, nonpropety taxes 
contribute less than two percent of all local tax revenues. 
The percelitage is high in some southern States because their local 
governments make wide use of license taxes. In New York and 
Pennsylvania special circumstances prevail, as we shall note later. 
Interstate variations in the role of nonproperty taxes are affected 
also by the degree to which States share their taxing powers with 
their local subdivisions. Comparative data are presented in 
Appendix Table 6. We turn next to an examination of the use of 
nonproperty taxes by local governments. 



5. LOCAL NONPROPERTY TAXES 

The headline s t o r y  i n  l o c a l  f inancing f o r  well-nigh a qua r t e r  
century has been t h e  advent of l o c a l  nonproperty taxes ,  c h i e f l y  l e v i e s  
on s a l e s ,  income and u t i l i t y  serv ices .  Their  appearance has centered 
i n  the  l a r g e r  urban places i n  about ha l f  of t h e  S t a t e s ,  s c a t t e r e d  
t h i n l y  i n  most, t h i c k l y  i n  few. Most came on t h e  scene i n  an atmos- 
phere of f i s c a l  c r i s i s ,  f i r s t  t o  meet depression generated r e l i e f  
needs, l a t e r  t o  f inance  burgeoning postwar requirements. Espoused 
w i t h  enthusiasm i n  many communities which employ them, these  l o c a l  
taxes have f a i l e d  t o  generate  anything resembling a na t iona l  movement. 
They supplied 12 percent  of l o c a l  governments' t a x  c o l l e c t i o n s  i n  1950 
and 13 percent  i n  1960. To have kept t h e i r  r e l a t i v e  pos i t i on  during 
a decade when t h e  t o t a l  l o c a l  t a x  take  more than doubled was a f a i r  
performance, but  not  more than tha t .  

H i s t o r i c a l  Development. Local nonproperty taxes came t o  
na t iona l  n o t i c e  wi th  the  adoption of r e t a i l  s a l e s  taxes by New York 
C i ty  i n  1934 and New Orleans i n  1938 and t h e  income t a x  by Philadelphia.  
(The D i s t r i c t  of ~ o l u m b i a ' s  income t ax ,  excluded from these  l o c a l  
government s t a t i s t i c s ,  was a l s o  enacted i n  1939.) These enactments 
were based on enabling l e g i s l a t i o n  l imi t ed  t o  t h e  p a r t i c u l a r  c i t i e s .  
Five Ca l i fo rn ia  c i t i e s  r e so r t ed  t o  s a l e s  t axes  i n  1945-46 under home 
r u l e  and genera l  law powers ( a f t e r  t he  S t a t e  reduced i t s  t h r e e  percent  
r a t e  t o  two and one-half percent)  and were followed by o ther  Ca l i fo rn ia  
c i t i e s  i n  r ap id  succession. About the  same time (1946) Toledo adopted 
an income t a x  under 0hio ' s  broad home r u l e  provisions and o ther  c i t i e s  
w i th in  t h e  S t a t e  soon followed s u i t .  

Broad permissive l e g i s l a t i o n  sanct ioning wide s c a l e  use of 
nonproperty taxes  by l o c a l  j u r i s d i c t i o n  came a f t e r  t h e  War (1947), 
notably i n  New York and Pennsylvania. I n  t h a t  year  New York authorized 
i t s  count ies  and c i t i e s  t o  t a x  r e t a i l  s a l e s ,  r e s t a u r a n t  and bar r e c e i p t s ,  
u t i l i t y  se rv ices ,  a l coho l i c  beverages, admissions, passenger motor 
veh ic l e s ,  gross  r e c e i p t s  of business  and h o t e l  rooms. Also i n  1947, 
Pennsylvania authorized i t s  c i t i e s ,  boroughs, townships and school 
d i s t r i c t s  t o  " tax anything not taxed by the  Sta te ."  

The extens ive  use of l o c a l  s a l e s  taxes  along wi th  S t a t e  imposed 
s a l e s  taxes i n  seve ra l  S t a t e s  prompted suggest ions f o r  S t a t e  adminis- 
t r a t i o n  of t h e  l o c a l  taxes.  A proposal t o  t h i s  e f f e c t  was f i r s t  
a g i t a t e d  i n  Ca l i fo rn ia  i n  1949, but  was t h e r e  not  adopted u n t i l  1955. 
It had been meanwhile adopted i n  Miss iss ippi  i n  1950 and, i n  1955, 
~ l l i n o i s '  l e g i s l a t u r e  authorized i t s  c i t i e s  t o  add t h e i r  l e v i e s  t o  
the  S ta t e r s  s a l e s  tax. These s tatewide developments were accompanied 



by nonproperty tax enactments in individual cities in various States. 
The impact of this development on the revenue structure of local 
governments is summarized historically in Table 12. 

Before the depression of the 19301s, nonproperty taxes supplied 
only three percent of the tax revenues of local governments. As a 
result of depression-time enactments, their share increased to seven 
percent by the War years. Postwar enactments raised the percentage 
to around 13 percent by the early 19501s, where it has remained ever 
since. During the 19501s, the aggregate contribution of these taxes 
increased from less than $1 billion to $2.3 billion, the increase 
being accounted for largely by consumer taxes. Income taxes repre- 
sent only about one-ninth of total nonproperty tax collections. 

The local nonproperty tax development, while moderate in terms 
of national aggregates, has had a significant cumulative impact on 
local tax revenues in some States and on the tax revenues of the 
larger urban places. 

The contribution of these taxes to local tax revenues by 
Sta:ss in 1960 was summarized in Table 11. The range is wide from 
less than one percent in four States to 44 percent in Alabama. In 
one-third of the States nonproperty taxes produce less than five 
percent of local tax revenues. Their contribution exceeds 20 percent 
in only nine States and 25 percent in only four. Some of the re- 
latively high percentages reflect relatively low property taxes as 
much as high nonproperty taxes. 

Apart from local license taxes, which are widespread mostly 
in the southern States, and income and sales taxes in a few States, 
the nonproperty tax is principally a large city phenomenon. The 
detail on city revenues, classified by size of city, shown in 
Table 13, leaves little doubt on this point. In 1960, when per capita 
local nonproperty tax revenues in the nation averaged less than $13, 
the average for cities with a population in excess of 1,000,000 was 
$49 and dropped quickly as the size of the city declined. For cities 
under 25,000 population it averaged only $6 per capita and half of 
this was composed of the miscellaneous category, chiefly business 
license taxes. 

The relative role of these taxes in the total tax revenue 
of cities reveals a similar but less marked differentiation among 
cities of varying size. In 1960, nonproperty taxes supplied 26.9 
percent of all city tax revenues. For cities of 1,000,000 and over, 
the percentage was 37.2 percent and dropped to 26.6 percent for the 
next $opulation size (% million to 1 million). For all cities 



TABLE 12 LOCAL TAX COLLECTIONS BY MAJOR SOURCES, SELECTED YEARS 1927--1960 

* Leas than 0.5 percent. 

h u n t  of collections ($000,000) distribution of collections 

Source: Bureau of *he Census, Governments Division. 

Fiscal 
year 

Total 
Property 

taxes 

Nonproperty taxes Nonproperty taxes 
Sales ti I Total gross Income 

dl1 f Sales & 
Income other Total 

lreceipts taxes . taxes ; Total , taxes 

A 1  1 
other 

taxes 
gross 

, receipts taxes 



TABLE 13. TAX REVENUES OF CITIES, 1960 
By population s i ze  classes 

Total ($000,000) - 
Taxes : 

Property taxes 5,197 1,444 7 60 369 206 487 GOO 487 844 
Nonpraper ty   axes : 1,912 857 275 133 7 1 94 128 114 239 
Gen. sa les  & gross receipts  797 54 2 57 2 1 16 30 36 34 60 
Selective sa les  6 gross 

receipts  420 1 2 1  86 43 29 2 5 32 32 51 
Other taxes, including 

licenses 695 193 132 69 26 39 60 48 128 
Total 7,109 2,1101 1,035 502 277 58 1 729 600 1,083 

C i t i e s  h a v i n g a 1 3 6 0 p o ~ p u l a t i o n  o f  -- 

- - --- - 

Per capi ta  
Taxes : 

Property taxes $ 44.80 $ 82.60 $ 65.44 # 44.54 $ 48.31 $ 52.30 $ 47.98 $ 38.37 $ 21.18 
Nonproperty taxes: 16.48 49.00 23.70 16.12 16.68 10.11 10.29 8.91 6.00 
Gen. sa les  & gross receipts  6.87 31.03 4.89 2.55 3,75 3.26 2.92 2.66 1.50 
Selective sales  & gross 

receipts  3.62 6.95 7.44 5.22 6.75 2.70 2.59 2.50 1.28 
Other taxes, including 

licenses 5.99 11.02 11.37 8.35 6.18 4.15 4.78 3.75 3.22 
Total 61.28 131.60 89.13 60.67 64.99 62.41 58.27 47.28 27.19 

Percentage dis t r ibut ion 
Taxes : 

Property taxes 73.1 62.8 73.4 73.5 74.4 83.8 82.3 81.2 77.9 
Nonpropercy taxes: 26.9 37.2 26.6 26.5 25.6 16.2 17.6 19.0 22.1 
Gen. sa les  & gross receipts l l .2  23.6 5.5 4.2 5.8 5.2 4.9 5.7 5.5 
Selective sales  & gross 

receipts  5.9 5.3 8.3 8.6 10.5 4.3 4.4 5.3 4.7 
Other taxes, incl-ding 

itcenses 9.8 8.4 12.8 13.7 9.4 6.7 8.2 8.0 11.8 
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

- 

Source: Bureau of the Census. Governments Division. 

- 999,999 499,999 299,999 199,999 99,999 ' 49,999 25,000 

50, 000 
t o  

100,000 
t o  Item 

200,000 
to  

25,000 
t o  

Less 
than 



under 200,000 the corresponding percentages were below 20 percent 
except in the smallest size group where licenses are relatively 
large contributors. 

The role of nonproperty taxes in the 1960 tax revenues of 
the 50 largest cities which had a 1960 population of 250,000 or 
more are shown in Table 14. Philadelphia, St. Louis, New Orleans, 
Columbus, Louisville, and Toledo each obtained half or more of their 
tax revenues from nonproperty taxes. 

These taxes are important revenue producers for four of the 
cities with population in excess of one million. Detroit is the 
conspicuous exception. (In Michigan, State aid is the important 
supplement. to local property taxes.) The uniformity is less apparent 
among the smaller cities. There are striking variations even among 
cities within the same State. While Cincinnati raised 48.3 percent, 
Columbus 74.9 percent, Toledo 62.5 percent and Dayton 49.7 percent 
from these sources, the percentage for Cleveland was only 4.3 percent 
and for Akron 4.9 percent. The percentages for San Francisco and Los 
Angeles were 18.5 percent and 44.7 percent, respectively; for 
Pittsburgh and Philadelphia 25.5 percent and 53.4 percent, respectively. 
In some States, however, the large cities made approximately equal use 
of these sources: Minneapolis and St. Paul, 8.4 percent and 9.5 
percent; Kansas City and St. Louis, 49.2 percent and 54.1 percent. 

The comparability of tax collection statistics for cities is 
somewhat impaired by the differences in the division of tax raising 
activities between cities and overlapping local jurisdictions. The 
data for county areas presented in Table 15 are free of this limita- 
tion for they include taxes collected by all local governments within 
the county area. These data, available for only the year 1957, 
underscore the urban character of local nonproperty taxes. The populous 
counties, it will be remembered, are generally those containing large 
cities. In a general way, per capita nonproperty tax revenues in- 
crease with population size. Generally also, per capita collections 
in the most populous counties exceed the statewide average by a 
substantial margin. 

Types of Nonproperty Taxes. Local governments employ a 
variety of nonproperty taxes. The most detacled classification avail- 
able pertains to 1957 collections (Table 16). Apart from general 
sales and income taxes, some use is made of selective excise taxes. 
Of these, only public utility levies produce significant amounts. 
In 1957 the local gasoline, liquor, tobacco, amusement and insurance 
taxes each produced less than $50 million in the aggregate; most sub- 
stantially less. The data on tax collections exclude the profits of 
proprietary enterprises such as liquor stores and public utilities 
which are closely akin to consumer taxes. 



1/ TABLE 14. TAX COLLECTIONS OF THE 50 LARGEST CITIES, 1960 - 

Cities having more than 1,000,000 inhabitants in 1960 

(Dollar amounts in thousands) 

New York 
Chicago 
Los Angeles 
Philadelphia 
Detroit 

Total 

Baltimore 

Nonproper t y as 
a percent of 
total taxes 

City 

Houston 
C 'leve land 
St. Louis 
San Francisco 

Milwaukee 
Boston 
Dallas 
New Orleans 
Pittsburgh 

Tax C6llections 

San Antonio 
San Diego 
Seattle 
Buffalo 
Cincinnat i 
Honolulu 

Total 

Cities having 500,000 to 1,000,000 inhabitants in 1960 

Nonproperty Total Property 



1/ TABLE 14. (concluded) TAX COLLECTIONS OF THE 50 LARGEST CITIES, 1960 - 

Cities having 250,000 to 500,000 inhabitants in 1960 

(Dollar amounts in thousands) 

Memphi s 
Dknver 
Atlanta 
Minneapolis 
Indianapolis 

City 

Kansas City, MOO 
Columbus 
Phoenix 
Newark 
Louisville 

Portland, Oreg. 
Oakland 
Fort Worth 
Long Beach 
Birmingham 

Oklahoma City 
Rochester 
Toledo 
St. Paul 
Norfolk 

Nonproper ty 
as a percent 
of total taxes 

Tax Collections 

Omaha 
Miami 
Akron 
El Paso 
Jersey City 

Total 

Tampa 
Dayton 
Tulsa 
Wichita, Kans. 

Total $638,421 $473,907 $164,514 25.8 

Property 

Total 50 Cities $3,809,126 $2,618,576 $1,190,550 31.3 

I/ Excludes Washington, D. C., which derived 64.1 perceqt of its tax revenue - from nonproperty tax sources in 1960. 

Nonproperty 

Source: Derived from Bureau of the Census, Governments Division, Compendium of 
City Government Finances in 1960. 



TABLE IS. COUNTWIDE PER CAPITA NONPROPBRTP TAX REVENUES OF ALL LOCAL GOVgRBNENTS, 
BY 1960 POPULATION SIZE ?LASSES, BP STATBS, 1957 

Alabama 
Arizona 
Arkansas 
California 
Colorado 

Co a 19 

Connecticut 
De lawar e 
Florida 
Georgia 
Idaho 

Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 

250,000 Median 5,000 

Louisiana 
Maine 
Mery land 
Massachusetts 
Michigan 

State Under 1-Y 1 to to to or county 
wi+e 5,000 9,999 4 14,999 3,999 99.999 249,999 more t 

50,000 ) 100,000 

Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 

Nevada 
New Hampshire 
New Jersey 
New Mexico 
New Pork 

North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 

Pennsylvania 
Rhode Island 
South Carolina 
South Dakota 
Tennessee 

Texas 
Utah 
Vermont 
Virginia 
Washington 

West Virginia 
Wisconsin 
Wyoming 

Source: Bureau of the Census, Governments Division. 

- 31 - 



TABLE 16. TAX REVENUE OF LOCAL GOVEREMNTS BY TYPE OF TAX, 1957 

Type of tax Amount ($000,000) I Percent 

Property 

Sales an6 gross receipts 

General 

Selective 

Motor fuels 
Alcoholic beverages 
Tobacco products 
Zneurance 
Public u t i l i t i e s  
Amusements 
Other and unallocable 

Income taxes 

Death taxes 

Motor vehicle and operators licensee 

Alcoholic beverage licenses 

Building and equipment permits 

Parking aeter charger (on-etreet) 

Other licenaes 

Other taxes 

Total tax revenue 

Source: Bureau of the Census, Governments Division, 



Consumer Taxes. The larger part of local nonproperty revenues 
is derived from consumer taxes and of these, the most important is the 
general sales tax. The general sales tax is now imposed at the local 
level in 12 States (and the District of Columbia). Early in 1961 it 
was reported in use in about 1,800 local jurisdictions, including 
five of the 15 largest cities. The contribution of general sales 
taxes reached $875 million in 1960 and may be reaching the $1 billion 
level this fiscal year. 

Except in New York, Virginia and Alaska, these local taxes 
exist alongside State sales taxes, and in five States are administered 
by the State in conjunction with the collection of its own sales tax. 
These local sales taxes typically employ one-half percent and one 
percent rates but some higher rates are also in use (Table 17). 

These local consumers1 taxes generally entail relatively 
high costs of collection with relatively poor quality of enforcement 
except in the large cities or where they are collected by the State 
together with its own consumers1 tax. Moreover, where they are im- 
posed in one jurisdiction but not in another within the same trading 
area, they tend to affect intercommunity trade relations. 

Local governments also employ selective sales taxes on a 
variety of commodities and services, as for example, public utility 
services. Alcoholic beverages, tobacco products and motor fuel are 
also gaining increased acceptance. Of these, the most important 
single producer is the group of taxes on public utility services, 
imposed in some cases on the gross receipts of the business organi- 
zation, in others on consumersf utility bills. The aggregate yield 
of utility taxes exceeded a quarter billion dollars in 1960. Apart 
from the local taxes on motor fuel and tobacco products, none of 
the others is nationally a significant revenue producer. The motor 
fuel taxes produced $33 million. Available information indicates 
that over 400 cities and counties in eight States levy such a tax 
(Table 18). 

Cigarette and tobacco taxes are imposed by local governments 
in at least 10 States. Revenues from this source amounted to $65 
million in 1960. Taxes on alcoholic beverages are imposed locally 
in at least four States and accounted for $23 million. Local juris- 
dictions also operate liquor stores. They reported total receipts 
of $136 million in 1960, for a net margin of receipts over expendi- 
tures of around $20 million. 



TABLE 17. LOCAL GENERAL SALES TAX RATE& 
January 1, 1961 

Alabama 31 
63 Municipalities- 

State 

13 Counties 

State 

Alaska 
32 Municipalities 
4 School Districts 

Arizona 
6 Municipalities 

4/ California- 
364 Municipalities 
56 Counties 

Colorado 
2 Municipalities 

5/ Illinois- 
1120 (approx.) Municipalities 
56 Counties 

6 /  
Louisiana- 

10 Municipalities 
3 Parishes 

Mississippi 
99 Municipalities 

New Mexico 
15 Municipalities 

New yordl 
6 Municipalities 
5 Counties 

8/ Utak- - 
54 Municipalities 
11 Counties 

Virginia 
1 Municipality (Bristol) 

Source: Commerce Clearing House, State Tax Reporter and State Tax 
Guide; Municipal Finance Officers Association, Mimeograph 
Paper (1960) , 

- 34 - 



This tabulation includes only those local sales taxes about 
which authoritative information is available. The following 
cities with a population of 50,000 or more impose a sales 
tax: Albuquerque, Baton Rouge, Denver, Huntsville, Jackson, 
Mobile, Montgomery, New Orleans, New York, Niagara Falls, 
Phoenix, Pueblo, Salt Lake City, Syracuse, Tucson, and all 
cities of 50,000 or over in California and Illinois. 

The rates shown are those applicable to sales of tangible 
personal property at retail. The State rate shown for Illinois 
includes a 1% additional tax, effective July 1, 1961, through 
June 30, 1963; the present rate is 3% (including a 5% additional 
tax). The 2fi7 rate shown for Utah is not effective until July 1, 
1961; the present rate is 2%. 

Tax rate information not available for 47 municipalities. A county 
tax (Lauderdale, 1% except in Florence where the rate is fi7, 
and Colbert, v7) is levied in two of the 16 municipalities 
imposing a tax (Florence, YL, and Sheffield, v7). The combined 
county-municipal tax rate is 1% in both Florence and Sheffield, 
In 9 counties and 2 cities the tax is administered by the State 
department of revenue. 

The 56 counties are conforming counties and all but five of the 
364 municipalities imposing a tax are in these conforming counties, 
The five remaining municipalities (Dunsmuir, Fort Jones, Mount 
Shasta, Weed, and Yreka) impose locally-administered taxes of 1%. 
Both counties and municipalities levy a sales tax in conforming 
counties, but the municipal tax is credited against the county 
rate. Therefore, the combined county-municipal tax rate is 1%. 
Sales in unincorporated areas are subject only to the 1% county 
tax. Non-conforming counties may not levy a sales tax. 

The tax imposed by the 56 counties is applicable only to unin- 
corporated areas. 

Three of the 10 municipalities, namely, Baker, Baton Rouge, and 
Zachary, are located in East Baton Rouge Parish, which is one of 
the three parishes imposing a tax. The East Baton Rouge Parish 
tax does not apply to the three municipalities. 

A county tax (Jefferson, 2% except in Watertown where the rate is 
1%) is levied in one of the six municipalities imposing a tax 
(Watertown, 1%)). The combined municipal-county tax rate is 2% in 
Watertown. 

Eleven counties and 54 municipalities in these counties each impose 
a v7 sales tax. The municipal tax is credited against the county 
tax. Sales in unincorporated areas and in municipalities not im- 
posing a tax are subject only to the county tax. Municipalities 
cannot levy the tax until imposition by the county. 



TABLE 18, Local Gasoline Tax Rates 

January 1, 1961 

1/ Alabama- 7C 
193 Municipal-ities 

Florida 7~ 
2 Municipalities 

Hawaii 
4 Counties 

Mississippi 7C 
3 Counties o - o - -  - 2 1  

Missouri 3C 
108 Municipalities 

Nevada 
17 Counties 

New Mexico 6~ 
60 Mmicipalities 

Wvominc 5C 
12 Municipalities 9 2 - 10 - - - - .. .. 

Source: Committee on Public Affairs of the American Petroleum Institute, Tax 
Compendium (mimeograph TC9, revised) January 1, 1961; Commerce Clearing 
House, State Tax Reporter. 

1/ The rates shorn apply only in the town or city. Rates in police jurisdictions - 
are generally lower, usually one-half the town or city rate. 

2/ A total of 25 municipalities in 8 of these 12 counties also levy a tax. These 
...L 

municipal levies are independent of the county levy except in Mobile County 
where the municipal tax is allowed as a credit against the county tax. The 
combined county- municipal rates in the 25 municipalities are as follows: 
1 % ~  in two municipalities; 1 3 / 4 ~  in one; 2~ in 18; 2& in two; 2 3 / 4 ~  in 
one, and 3~ in one municipality. 

3/ Except in the county of Hawaii where the State rate is 8~ per gallon; the - 
county rate is 3~ per gallon. 

4/ Nevada levies and collects a 1$ gasoline tax for all of its 17 counties. 
0 

This LC tax is included in the 6$ State rate shotm. 
5/ Includes the tax of Los Alamos County which is applicable only in the - 

city limits of the municipality of Los Alamos. 



Income Taxes, Municipal income taxation originated in 
Philadelphia in 1939 and is still most widely used in Pennsylvania. 
Under the Local Enabling Act of 1947, over 800 cities, boroughs, 
townships, and school districts have imposed income taxes, More 
than 50 Ohio cities now impose such a tax, which was first used 
there in 1946, Significantly, neither Pennsylvania nor Ohio has a 
State personal income tax. Income is taxed locally also by nine 
Kentucky cities, St. Louis, and Gadsden, Alabama. In these cases 
the local taxes overlap a State imposed tax (Table 19). 

Local income taxes produced $254 million in 1960, a small 
part of which, perhaps $10 million, came from corporations. Local 
income taxes are typically imposed at low rates (YL to l%%) and 
generally apply only to salaries and wages and to net profits of 
unincorporated businesses and professions, They do not apply to 
investment income, and in the case of salaries and wages are typically 
collected through withholding at the source. 

While the contribution of income taxes to aggregate local 
tax revenues is still small, these taxes are significant producers 
in Pennsylvania and Ohio. In several Ohio municipalities using the 
tax, its yield exceeds property tax collections, in some cases by 
a two-fold margin. This is the situation, for example, in Columbus 
and Toledo, The income tax has displaced the property tax as the 
chief revenue producer in Louisville also, 

These local income taxes, more properly designated taxes on 
earned income, offer most potential in industrial areas where wage 
and salary income is relatively large, especially if the area is 
without a State income tax. Local taxes on earned income, however, 
are strongly opposed on the ground that they discriminate against 
recipients of small earned incomes, They disregard taxpaying ability 
also because they allow neither personal exemptions nor deductions 
and are imposed at a uniform tax rate, The $1,000 earned by a part- 
time sales clerk, constituting her total income, is taxed at the same 
rate as the last $1,000 of a highly compensated executive's salary. 
Moreover, local income taxes impose heavy compliance costs on 
employers who may be required tn withhold the taxes of more than one 
jurisdiction from the compensation of the same employee, sometimes 
at different tax rates. The compliance burden is likely to be 
especially high when the firm's payroll office serves several business 
establishments located in different parts of the State and subject 
to differing withholding requirements, These conditions pose corres- 
ponding problems for tax administration, particularly disproportionate 
where the taxing jurisdiction is small, 



TABLE 19. MUNICIPAL INCOME TAXES: TAX RATES 
April 1, 1961 

State and City Rate 
Alabama 

Gadsden 
Kentucky 

Catlettsburg 
Covington 
Frankfort 
Hopkinsvi lle 
Lexington 
Louisville 

11 Jefferson County - 
Newpor t 
Owensboro 
Paducah 

Missouri 
St. Louis 

Ohio - 
Cities of 50,000 population and over: 
Canton 
Cincinnati 
Columbus 
Dayton 
Hami 1 ton 
Lima 
Springfield 
Toledo 
Warren 
Youngstown 

51 cities and villages (with less than 50,000 
population) 

Pennsv lvania 
Cities of 50,000 population and wer: 
Allentown 
A1 toona 
Bethlehem 
Erie 
Johnstown 
Lancas ter 
Philadelphia 
Pittsburgh 21 
Scranton 
York 

Approximately 20 other cities, 240 boroughs, 
40 townships and 800 school districts 

.6 
1.0 
1.0 
075 
.8 
075 
1.0 
1.0 
05 
1.0 

Ranges from 
05% to 1% 

Ranges from 
.25% to 1% 

Source: CCH State Tax Reporter; Ohio Department of Taxation "Municipal 
Income Taxes in ~hio," July 1, 1960 

11 A taxpayer subject to the 1.25% tax imposed by the city of Louisville - 
may credit this tax against the 1.25% tax levied by Jefferson County. 

21 Lancaster city tax is .5%. The Lancaster township. school tax isl%. - 
31 Beginning with the tax year 1962, a Pittsburgh school district income - 

tax of 0.5% is levied. 
41 The city's rate if -5% and the city school district rate is .5%. - - 38 - 



Local income taxation involves also intergovernmental 
problems with respect to persons who work in one jurisdiction and 
reside in another. If both jurisdictions impose earnings taxes, 
double taxation results unless special provisions prevent it. If 
the earnings are subjected to taxation in the place of employment, 
double taxation is not apparent but nonetheless may be present. 
The individual paying an earnings tax in the jurisdiction of employ- 
ment is likely to be required to make a tax contribution to his 
home community as well, albeit under a different label. On the 
other hand, advocates of local taxation of nonresident employees' 
earnings are quick to point out that the employer's taxing juris- 
diction is entitled to a contribution toward the cost of its 
governmental services because these services make the employment 
possible. 



6. THE COORDINATING ROLE OF THE STATE 

I n  t h e  preceding s e c t i o n  we have sketched t h e  development of 
l o c a l  nonproperty t a x a t i o n  p r i n c i p a l l y  s i n c e  t h e  end of World War 11. 
I n  a  few S t a t e s ,  no tab ly  i n  C a l i f o r n i a  and Ohio, i t  emerged under 
broad home r u l e  p rov is ions  enjoyed by l o c a l  governments; i n  most 
S t a t e s ,  under s p e c i a l  enab l ing  l e g i s l a t i o n  l im i t ed  t o  s e l e c t e d  l o c a l  
j u r i s d i c t i o n s ,  coaxed out  of l e g i s l a t u r e s  by vary ing  p re s su re  com- 
b ina t i ons .  

The revenue requirements  of l o c a l  governments w i t h i n  i n d i v i -  
dua l  S t a t e s  a r e  i nc r ea s ing  unevenly. Genera l ly ,  t h e  i nc r ea se s  a r e  
more marked i n  t h e  r a p i d l y  growing urban c e n t e r s ,  where l a r g e  numbers, 
pos s ib ly  h ighe t  u n i t  c o s t s ,  and i n s i s t e n c e  on b e t t e r  governmental 
programs genera ted  by r i s i n g  persona l  incomes, a r e  r a i s i n g  govern- 
mental  requirements  f a s t e r  than  i n  t h e  l e s s  populous s e c t i o n s  of t h e  
S t a t e .  L e g i s l a t i o n  enabl ing  i nd iv idua l  j u r i s d i c t i o n s  t o  f inance  
programs l o c a l l y  postpones the, n e c e s s i t y  t o  provide f inanc ing  f o r  
s t a t ewide  programs. This  accords  w i th  t h e  n a t u r a l  r e luc t ance  of 
p o l i t i c a l  l e ade r sh ip  t o  recognize t he  emergence of c o s t l y  s t a t ewide  
problems-- i ts  p re fe rence  t o  leave s o l u t i o n s  t o  l o c a l  governments. 
It harmonizes a l s o  w i t h  a  deeply roo ted  i n c l i n a t i o n  t o  keep govern- 
ment decision-making c l o s e  t o  t h e  people,  which expresses  i t s e l f  i n  
appeal  f o r  home r u l e  and l o c a l  s e l f -de t e rmina t i on .  What pos s ib l e  
o b j e c t i o n  can  t h e  l e g i s l a t u r e  have, s o  t h e  argument runs ,  t o  per-  
m i t t i n g  a  c i t y  t o  t a x  i t s e l f .  I n  many in s t ances ,  l e g i s l a t i o n  
au tho r i z ing  s p e c i a l  l o c a l  t axes  r ece ives  s t rong  suppor t  from ( i f  i t  
i s  not  i n i t i a t e d  by) o rgan i za t i ons  of c i t i z e n s  i n t e r e s t e d  i n  more 
adequate f i nanc ing  of p a r t i c u l a r  f unc t i ons ,  p r i n c i p a l l y  pub l i c  
schools .  

The mushrooming of t h e  misce l lany  of nonproperty t axes  pro- 
duced by t h e s e  p r e s su re s  ac ros s  t h e  count ry  g ive s  some cause f o r  
pub l i c  concern. A count i n  Pennsylvania now t h r e e  yea r s  o l d  (1958) 
tu rned  up 5,200 s e p a r a t e  c i t y ,  borough, township, town and school  
d i s t r i c t  nonproperty  tax enactments,  i nc lud ing  845 income t axes ,  
671 r e a l  p rope r ty  t r a n s f e r  t axes ,  2,597 per  c a p i t a  t a x e s ,  382 t r a i l e r  
t a x e s  and 367 admissions t a x e s ,  t o  mention on ly  t h e  more numerous 
ca t ego r i e s .  While no S t a t e  approaches Pennsylvania  i n  t h e  v a r i e t y  
of i t s  nonproperty  tax smorgasbord and i n  number and v a r i e t y  of  
l o c a l  j u r i s d i c t i o n s  who may pa r t ake  of i t ,  t h e  d i f f e r e n c e  i s  on ly  
one of degree.  A 1959 New York S t a t e  l i s t  of l o c a l  nonproperty  
t axes  con t a in s  over  a  dozen d i f f e r e n t  c a t e g o r i e s ,  some w i t h  s e v e r a l  
subca tegor ies  of l e v i e s  i n  f o r c e  i n  one o r  more l o c a l  j u r i s d i c t i o n s .  



Excessive variety, as in Pennsylvania, may give pause to those who 
see the solution to local jurisdictions' fiscal problems in broad 
legislative license to levy nonproperty taxes. 

As a people, we have a desire for simplicity and symmetry 
in governmental finances and we express this prejudice in an aversion 
to overlapping taxes. A separation of revenue sources under which 
each level of government is assigned its own tax preserve, safeguarded 
against encroachment from other levels, is the cherished hope of many 
who frequently wax eloquent on the subject. That this utopia, if it 
be that, bears no resemblence to attainable reality (and under this 
governmental system never will) does not dampen the ardor of its 
advocates. 

The use of consumer, income, and excise taxes by local govern- 
ments, however, does labor under real handicaps which should be 
recognized. Some of these stem from* limited territorial jurisdic- 
tion of local governmental units. Counties, cities, town and school 
districts are typically far smaller than the economic areas of which 
they are a part. The nonproperty taxes they impose generally affect 
business relationships within the entire economic area. Consumer 
taxes, whether broadly based sales taxes or levies on selected 
commodities or services, are likely to affect business competition 
between the trading jurisdiction and the surrounding areas. Taxes 
on wages and salaries affect competitive relationships between the 
employment centers within and without the taxing jurisdiction. Even 
within the employment city they raise problems, involving equities 
between workers residing within and outside of that city. 

The influence of tax considerations on the location decisions 
of business are frequently exaggerated, to be sure, particularly 
when the rate of the tax is low and is associated with substantial 
differences in the quality of local governmental services beneficial 
to business. In a very real sense, however, the distorting effects 
of taxes on business decisions are no less damaging when based on 
misinformation or inadequate information than when they are founded 
on fact. 

Most consumer and income taxes imposed at rates practicable 
for use at the local level entail relatively high administrative 
costs. More correctly, they would involve high costs if administra- 
tion consistent with good enforcement were provided, except where 
responsibility for enforcement can be shifted to others, as for 
instance, to employers directed to withhold wage taxes or business 
enterprises required to collect taxes from consumers of utility 
services. Low rate retail sales taxes pose difficult enforcement 
problems except where the superior collection fac.ilities of the 
State administration are available. 



The uncoordinated use of consumer and income taxes  t y p i c a l l y  
r e s u l t s  i n  compliance burdens f o r  taxpayers and business e n t e r p r i s e s ,  
a s  f o r  example, where employers a r e  required t o  withhold one o r  more 
l o c a l  wage taxes  on top  of the  Federal  and S t a t e  taxes from the  
compensation of indiv idual  employees. 

F i n a l l y ,  S t a t e  governments a r e  themselves disadvantaged by 
the  he terogenei ty  of l o c a l  t a x  measures because i t  tends t o  r e s t r i c t  
t h e i r  own t a x  freedom and may c o n f l i c t  w i th  t h e i r  economic develop- 
ment programs. The prevalence of l o c a l  income taxes  i n  Pennsylvania 
was s a i d  t o  have swung the  balance i n  favor of the  S t a t e  s a l e s  t a x  
r a t h e r  than an  income t ax ,  while  the  r e l i a n c e  of New York C i ty  and 
o the r  l o c a l  j u r i s d i c t i o n s  on two percent and th ree  percent genera l  
s a l e s  taxes  may e f f e c t i v e l y  bar New York S t a t e  from t h i s  t ax  area.  
Where genera l  s a l e s  taxes,  income taxes ,  o r  s e l e c t i v e  exc ises  a re  
imposed by a  s i g n i f i c a n t  number of l o c a l  j u r i s d i c t i o n s ,  the  S t a t e  
has t h i s  a d d i t i o n a l  hurdle t o  surmount i n  i t s  own dec is ion  t o  t a p  
t h e  p a r t i c u l a r  o r  a  c lose ly  r e l a t e d  t a x  area.  

These adverse f ea tu res  of l oca l  nonproperty taxes can i n  some 
' measure be mi t iga ted  through S t a t e  act ion.  Local governments a re  

c rea tu res  of t h e  S t a t e .  I n  an h i s t o r i c a l  sense, they a re  an adminis- 
t r a t i v e  arm of the  S t a t e  and as  such can be coordinated and in t eg ra t ed  
by the  S t a t e  t o  a  degree a l i e n  t o  State-Federal  r e l a t i o n s .  S t a t e s  
can a t t a i n  by d i r e c t i o n  ob jec t ives  which t h e  Federal  Government can 
approach only by ind i r ec t ion .  

We t u r n  next  t o  these  p o s s i b i l i t i e s ,  f i r s t  a t  t he  i n t e r - l o c a l  
l e v e l ,  then some statewide p o s s i b i l i t i e s .  

I n t e r - l o c a l  Coordination 

The shadow of intercommunity competition can e f f e c t i v e l y  r e -  
s t r a i n  a  j u r i s d i c t i o n  wi th in  a  l a r g e r  economic a rea  from using 
nonproperty taxes. J u s t  a s  f requent ly ,  t he  use of these  taxes 
a c t u a l l y  d i s t o r t s  normal economic pa t t e rns  wi th in  the  area. To avoid 
such r e s u l t s ,  two or  more j u r i s d i c t i o n s  wi th in  the  economic a rea  may 
des i r e  t o  use a  p a r t i c u l a r  t ax ,  may i n  f a c t  be prepared t o  move i n  
harmony by adopting a  s u b s t a n t i a l l y  i d e n t i c a l  t ax  measure, but a r e  
precluded from doing so  f o r  lack of au thor i ty  t o  a c t  i n  concert  o r  
because of d i s p a r i t i e s  i n  t h e i r  respec t ive  taxing powers under t h e  
S t a t e  c o n s t i t u t i o n  o r  enabling l e g i s l a t i o n .  Contiguous c i t i e s ,  
count ies ,  and towns f requent ly  possess d i spa ra t e  taxing powers. To 
meet j u s t  t h i s  kind of s i t u a t i o n  the  Virg in ia  l e g i s l a t u r e  was un- 
successfu l ly  urged some years  ago t o  g ran t  t he  two count ies  i n  t h e  
northern p a r t  of t h e  S t a t e  s a l e s  t a x  powers comparable t o  those 



possessed by the two adjoining cities, in order that the four tax 
jurisdictions comprising the Virginia segment of the National Capital 
area might impose these taxes simultaneously and under identical 
terms. 

The adverse impact of locally imposed consumer and income 
taxes on economic activity and competitive relationships could in 
some measure be relieved if the jurisdictions comprising the 
economically integrated area were granted parallel taxing powers. 
Many of the Standard Metropolitan Statistical Areas could benefit 
from such legislation, although economically more meaningful groupings 
of local jurisdictions probably could be developed to meet individual 
State conditions, 

Some States already have authorized groups of adjoining 
jurisdictions to undertake jointly functional activities they are 
authorized to engage in singly. In 1959, the New York electorate 
approved a constitutional amendment empowering the legislature to 
authorize municipalities, school districts and other districts to 
provide and finance jointly any service which each can provide 
separately. In its report on "Government Structure, Organization and 
Planning in Metropolitan Areas," this Commission has recommended the 
enactment of State legislation authorizing two or more units of local 
government to exercise jointly or cooperatively any power possessed 
by one or more of the units concerned and to contract with one another 
for rendering of governmental service. We are here discussing the 
application of this technique to the revenue raising activities of 
local jurisdictions. 

A timely illustration of this approach was provided by the 
1961 session of the Colorado legislature. It authorized a group of 
counties to band together into a capital improvement district and 
to levy an area-wide sales tax (not to exceed two percent) to finance 
improvements, The district court was empowered to authorize an 
election on the establishment of the capital improvement district 
upon the petition of any county, Approval of the majority in the 
district rather than in each of the counties affected is sufficient 
to establish the district. 

When, as in the Colorado legislation, the instrumentality 
for intercommunity cooperation is a special district, it must necessarily 
bear the onus of adding to the proliferation of local governmental 
units, 

Authority to enable adjoining local jurisdictions to move in 
unison on nonproperty taxes would relieve intercommunity competition 



but might not relieve the high cost of administration and the heavy 
compliance burden of local taxes. Quite possibly these are insur- 
mountable hurdles because income and sales taxes are not economical 
to administer at the low rates used by local governments. The 
problems can in some measure be mitigated, however. As a minimum, 
where several political subdivisions have authority to employ any 
of these taxes, the State by generally applicable legislation could 
prescribe standard definitions of taxpayers, tax bases, exemptions, 
penalties, credits, jurisdictional rules and administrative powers 
to minimize uncertainty and confusion and to prevent intrastate in- 
consistency. Where appropriate, it could prescribe procedural rules 
(referendum, etc,) for implementing cooperative taxation policies as 
well as allocation rules for the sharing of collections among the 
cooperating jurisdictions. 

In States where payroll taxes on wages and salaries are 
typically imposed by two or more overlying jurisdictions, the com- 
pliance burden on employers and administrative costs could be reduced 
also by pooled administration. One of the jurisdictions, preferably 
the larger one, could administer the tax for all of them. This 
arrangement appears to have been developed in some Pennsylvania areas 
through local initiative. The scope of the problem is warrant for 
State initiative, to which we next turn. 

Statewide Coordination 

The proposition that the State sbuld actively assist its 
subdivisions in improving the effectiveness of tax sources it makes 
available to them requires no demonstration, The parental relation- 
ship of the State to its subdivision is adequate justification. If 
more were needed, it could readily be found in the case for mitigating 
the adverse effect of the uncoordinated local use of the nonproperty 
taxes on the state's economy. 

If State assistance to local tax administration is viewed 
with skepticism at all, that skepticism is likely to stem from the 
local governments themselves. Their sensitivity to home rule, their 
attachment to local autonomy, breeds suspicion of State intervention 
i n  local tax matters. At the very least, it dampens local enthusiasm 
for seeking State help in tax administration. 

Another barrier is the absence of a common interest among 
some adjoining jurisdictions, stemming in part from differences in 
the urgency of finding additional revenue and in part from the un- 
equal impact of most taxes on adjoining jurisdictions. The improved 
effectiveness of local sales taxes is likely to interest the juris- 
diction which serves as the area's trading center; it is not likely 



to elicit support from the residential suburb. Similar conflicts of 
interest are likely to prevail between employment centers and residen- 
tial suburbs with respect to local income or earnings taxes. The 
association of a tax with a service potentially beneficial to the 
total area, as in the Colorado sales tax legislation described above, 
may be prerequisite to areawide solidarity in tax policy but entails 
the weakness of taxes earmarked for specific uses. An alternative, 
as noted above, is the prescription of revenue allocation rules by 
the legislature. 

Technical Assistance. The State can assist local tax areas 
in various ways short of taking a direct hand in tax collections. It 
can serve as a clearinghouse of information on the experience of 
other jurisdictions. It can provide training facilities for local 
personnel. It can provide technical advice on tax administration. 
It can afford local jurisdictions access to relevant State tax and 
related records. In some situations it can employ sanctions on be- 
half of local jurisdictions. Local administration of personal 
property taxes on automobiles would be measurably eased if evidence 
of their payment was made prerequisite to State registration of motor 
vehicles. Where local registration fees are imposed, evidence that 
the local tags had been purchased before State tags are issued would 
be equally effective. 

Tax Administration. A special situation prevails where local 
use of a particular nonproperty tax is statewide or nearly so, and 
where reasonably uniform tax bases and rates are or can be employed. 
The conspicuous example is Pennsylvania, where as noted earlier, 
more than 800 cities, boroughs, townships and school districts impose 
income taxes, frequently overlapping. Ohio with more than 50 city 
income taxes is another example. In these situations, a statewide 
administration appears to be indicated. In neither Pe~sylvania nor 
Ohio is income subject to State taxation and the question has been 
raised whether the constitutional provisions which have been invoked 
against the enactment of State income taxes would not also bar State 
administration of local income taxes. It is not for us to pass 
judgment on the constitutional question if one should exist. It 
appears to be clear, however, that nothing in the constitution pre- 
cludes the State from assisting its political subdivisions in 
organizing a joint tax administration for themselves. 

The local income tax situation in Pennsylvania and Ohio is 
unique. More generally, the local taxes overlap State taxes and 
provide ready scope for cooperation in tax administration. The 
most promising device of this kind is the tax supplement. 



The Tax Supplement, Where a  p a r t i c u l a r  t a x  (base) i s  used 
f o r  both S t a t e  and l o c a l  purposes, a  1og ica l . admin i s t r a t ive  device 
i s  the  t ax  supplement, The loca l  r a t e  i s  added t o  the  S t a t e  r a t e ,  
both a r e  c o l l e c t e d  by the  S t a t e  adminis t ra t ion ,  and t h e  a l l o c a t e  
share of t he  c o l l e c t i o n s  (on the  bas i s  of geographic o r i g i n )  i s  
c red i t ed  t o  t h e  account of t he  l o c a l  taxing j u r i s d i c t i o n .  The 
c l a s s i c  American example i s  t h e  manner i n  which some S t a t e s  s t i l l  
share the  property t a x  wi th  t h e i r  p o l i t i c a l  subdiv is ions ,  Administra- 
t i o n  i n  these  cases  is  gene ra l ly  loca l ,  occas ional ly  S ta t e .  I n  
Alabama, mun ic ipa l i t i e s  can provide by ordinance (and most of t h e  
la rge  c i t i e s  have provided) f o r  the  assessment and c o l l e c t i o n  of 
personal property taxes  through the  S t a t e  assessment and c o l l e c t i o n  
machinery, 

I n  Nevada t h e  S t a t e  c o l l e c t s  a  one cen t  gasol ine  t a x  f o r  
the  count ies ,  which they have the  p r i v i l e g e  (by r e so lu t ion )  not  t o  
impose. None has taken advantage of the  p r iv i l ege .  

The tax supplement has important advantages. It involves 
the  use of i d e n t i c a l  t a x  d e f i n i t i o n s  (taxpayer,  t a x  base, e t c , ) ,  
those employed by t h e  S t a t e ,  by a l l  l o c a l  j u r i s d i c t i o n s .  While 
some S t a t e  d e f i n i t i o n s  may leave scope f o r  improvement, t h e  advantages 
of uniformity f o r  ease of compliance a r e  se l f -ev ident .  The l o c a l  
supplement i s  c o l l e c t e d  together  wi th  t h e  S t a t e  t a x ,  e l iminat ing  
the  need f o r  dup l i ca t e  adminis t ra t ion ,  w i t h  corresponding a l l e v i a -  
t i o n  of compliance burdens. Where the  l o c a l  j u r i s d i c t i o n  i s  charged 
a  f e e  f o r  t he  c o l l e c t i o n  o t  i t s  t ax ,  these  funds supplement the  
s t a t e ' s  own, t y p i c a l l y  inadequate appropr ia t ions  f o r  t a x  enforcement. 

The t a x  supplement, moreover, leaves the  r e s p o n s i b i l i t y  f o r  
imposing the  t a x  and f i x i n g  i t s  r a t e  (genera l ly  wi th in  l i m i t s  pre- 
scr ibed  by t h e  S t a t e )  w i th  the  l o c a l  j u r i s d i c t i o n .  It enables  t h e  
e l e c t o r a t e  i n  each j u r i s d i c t i o n  t o  balance the  case f o r  t he  t a x  
aga ins t  t h e  need f o r  t h e  add i t iona l  l o c a l  s e rv ices  and thus leaves 
scope f o r  i n t r a s t a t e  d i f f e rences  i n  the  l e v e l  of governmental 
s e rv ices  (necessa r i ly  a t  t he  c o s t  of i n t r a s t a t e  t a x  r a t e  d i f f e ren -  
t i a l s ) .  However, a s  w i l l  be noted l a t e r ,  t he  degree of l o c a l  
autonomy exerc ised  i n  these  s i t u a t i o n s  may be ephemeral only. 
Experience suggests  t h a t  f requent ly  when l o c a l  governing bodies a r e  
granted au thor i ty  (without referendum requirement) t o  add l o c a l  t a x  
supplements, t h e  tendency is  t o  u t i l i z e  the  au thor i ty .  This appears 
t o  be the  burden of t he  experience wi th  l o c a l  s a l e s  t a x  supplements 
i n  Mississippi and Illinois. The C a l i f o r n i a  experience can be 
s i m i l a r l y  in t e rp re t ed ,  Examples can be c i t e d ,  however, t o  demon- 
s t r a t e  the  cont rary ,  p a r t i c u l a r l y  i f  t h e  au thor i ty  i s  subjec t  t o  
e l e c t o r a l  approval,  



Since the  proceeds of loca l  supplements accrue by d e f i n i t i o n  
t o  the imposing j u r i s d i c t i o n  ( the  revenues a re  l e f t  i n  the  j u r i s -  
d ic t ions  where they a re  co l l ec ted) ,  problems of a l loca t ion  among 
ju r i sd ic t ions  present  i n  grants-in-aid and shared revenues a re  
avoided. (By the same token, however, va r i a t ions  i n  need r e l a t i v e  
t o  loca l  resources are  disregarded.) 

Recent experience with t ax  supplements has been p a r t i c u l a r l y  
successful  with s a l e s  taxes. The device was f i r s t  used by Miss iss ippi  
i n  1950 and has spread t o  four other Sta tes .  It has been i n  use i n  
Cal i fornia  s ince  1956 where both county and c i t y  taxes prevai l .  I n  
t h a t  S t a t e ,  the l e g i s l a t i v e  l i m i t  on both the  county and c i t y  r a t e  
i s  one percent but the  c i t y  t ax  i s  allowed as  a t a x  c r e d i t  agains t  
the county tax. Thus the  net  county r a t e  may vary from one percent,  
where the c i t y  eschews the  t ax  a l together ,  t o  zero i f  the c i t y  l e v i e s  
the  one percent r a t e .  Today the one percent l o c a l  supplement t o  the  
th ree  percent Cal i fornia  S t a t e  t ax  i s  v i r t u a l l y  statewide,  with the  
c i t i e s '  share ranging from one-half percent t o  the  f u l l  one percent. 
A few ju r i sd ic t ions ,  however, s t i l l  c o l l e c t  t h e i r  own tax. 

I n  I l l i n o i s ,  the  p r iv i l ege  t o  add a loca l  supplement t o  the  
s t a t e ' s  s a l e s  t a x  was u t i l i z e d  (as  of the  f i r s t  of t h i s  year) by 
approximately 1,120 munic ipal i t ies  and 56 counties. In  Alabama, 
where 13 counties and 63 municipal i t ies  impose s a l e s  taxes,  nine of 
the county and two of the  c i t y  taxes are  administered by the  S t a t e  
Department of Revenue as  a supplement t o  the  s t a t e ' s  tax.  

While t ax  supplements have received most public no t i ce  i n  
connection with s a l e s  taxes,  the  technique has po ten t i a l  i n  o ther  
areas where l o c a l  taxes dupl ica te  a S t a t e  tax. Moreover, l o c a l  use 
of the  tax  need not be statewide. The supplement would appear t o  
have considerable scope with respect  t o  motor vehic le  r e g i s t r a t i o n  
fees  where loca l  l icens ing of vehic les  i s  a widespread pract ice .  
The device has been discussed a l s o  i n  connection wi th  l o c a l  income 
taxes. It presents  some problem here because S t a t e s  t a y  the  t o t a l  
income of t h e i r  r e s iden t s  from whatever geographic source derived, 
while l o c a l  income taxes genera l ly  apply t o  earnings from employ- 
ment wi th in  the  taxing ju r i sd ic t ion .  

The Tax Credit.  The t a x  c r e d i t  is  a device by which a 
taxing ju r i sd ic t ion  i n v i t e s  a subordinate j u r i s d i c t i o n  t o  share wi th  
it  a prescribed port ion of a t a x  area. It i s  used a l s o  t o  enable 
two coordinate ju r i sd ic t ions  t o  share a por t ion  of the tax. 

The purpose of the  c r e d i t  i s  accomplished by permitt ing the  
taxpayer t o  discharge a speci f ied  port ion of h i s  t a x  l i a b i l i t y  t o  



one ( t h e  supe r io r )  j u r i s d i c t i o n  w i t h  r e c e i p t s  for an i d e n t i c a l  kind 
of t a x  paid t o  o t h e r  ( subord ina te )  j u r i s d i c t i o n s .  The c r e d i t ,  i t  
w i l l  be noted,  i s  t o  t h e  taxpayer ,  and n o t  t o  t h e  t ax ing  j u r i s d i c t i o n .  
Since t h e  t axpaye r ' s  l i a b i l i t y  i s  t h e  same whether t h e  subord ina te  
j u r i s d i c t i o n  uses  t h e  t a x  (which g ives  r i s e  t o  a  c r e d i t )  o r  no t ,  t h e  
a v a i l a b i l i t y  of t h e  c r e d i t  e x e r t s  a s t rong  compulsion on t h e  sub- 
o r d i n a t e  j u r i s d i c t i o n  t o  impose t h e  t a x  up t o  t h e  l i m i t  of t h e  c r e d i t .  
Why forgo t h e  t a x  when i t  adds nothing t o  t h e  t a x  burden of t h e  l o c a l  
c i t i z e n ;  when i t  merely d i v e r t s  t o  t h e  l o c a l  t r e a s u r y  revenues which 
otherwise  would go t o  t h e  S t a t e ?  

While t h e  tax c r e d i t  was used as e a r l y  a s  1918 t o  minimize 
i n t e r n a t i o n a l  double t a x a t i o n  of Fede ra l  income taxpayers ,  i t s  use 
i n  t a x  coo rd ina t i on  among t h e  c o n s t i t u e n t  governments of t h e  United 
S t a t e s  d a t e s  from 1924 when it was f i r s t  employed t o  g ive  S t a t e s  a  
share  of t he  Federa l  e s t a t e  t ax .  I n  1936 it was a l s o  employed t o  
i n s u r e  t h a t  a l l  S t a t e s  would s e t  up unemployment compensation 
programs. 

The tax c r e d i t  has  had on ly  l i m i t e d  a p p l i c a t i o n  i n  S t a t e -  
l o c a l  r e l a t i o n s .  Two S t a t e s  ( C a l i f o r n i a  and Utah) a r e  using i t  t o  
l i m i t  t h e  aggrega te  of c i t y  and county s a l e s  t axes ,  by r e q u i r i n g  t h e  
county t o  a l low c r e d i t  f o r  t h e  s a l e s  t a x  pa id  t o  c i t i e s .  A bona 
f i d e  example of t h e  use  of t h e  t a x  c r e d i t  i n  S t a t e - l o c a l  t a x  r e l a t i o n s  
i s  t h e  F l o r i d a  c i g a r e t t e  t a x  c r e d i t .  In  1949 F l o r i d a  au thor ized  
m u n i c i p a l i t i e s  t o  l evy  c i g a r e t t e  t axes  a t  a  r a t e  no t  exceeding t h e  
f i v e  c e n t  per  package S t a t e  r a t e ,  w i t h  a  corresponding t a x  c r e d i t  
a g a i n s t  t h e  S t a t e  t ax .  A l l  j u r i s d i c t i o n s  promptly imposed f i v e  
cen t  c i g a r e t t e  taxes .  I n  F l o r i d a  t h e  S t a t e  c o l l e c t s  t h e  t a x ,  wi th-  
holds  t h r e e  percen t  of c o l l e c t i o n s  t o  cover  a d m i n i s t r a t i o n  c o s t s ,  
and r e t u r n s  t h e  balance t o  m u n i c i p a l i t i e s  i n  p ropo r t i on  t o  c o l l e c t i o n s .  
Proceeds f o r  t h e  t a x  i n  a r e a s  o u t s i d e  m u n i c i p a l i t i e s  a r e  r e se rved  f o r  
t he  S t a t e .  Other i n c i d e n t a l  uses  of t h e  c r e d i t  occur here  and there .  
V i rg in i a ,  f o r  example, a l lows municipal t axes  on sha re s  i n  i nco r -  
pora ted  banks t o  be c r e d i t e d  a g a i n s t  t he  corresponding S t a t e  t ax .  

I n  view of  i t s  coe rc ive  a spec t s , *  tax c r e d i t  i s  c l o s e l y  
ak in  t o  a  S t a t e  imposed t a x  shared w i t h  subord ina te  j u r i s d i c t i o n s  on 
t h e  b a s i s  of c o l l e c t i o n s .  I n  i t s  F l o r i d a  a p p l i c a t i o n ,  t h e  t a x  c r e d i t  
i n  e f f e c t  produces a S t a t e  c o l l e c t e d ,  l o c a l l y  shared c i g a r e t t e  tax. 

I n  i t s  more f a m i l i a r  a p p l i c a t i o n ,  a s  i n  t h e  Fede ra l  e s t a t e  
and unemployment insurance  t axes ,  t h e  c r e d i t  i s  c o n s i s t e n t  w i th ,  
and i n  f a c t ,  contemplates ,  l o c a l  t a x  r a t e s  i n  excess  of t h e  tax 
c r e d i t .  I n  a  S t a t e - l o c a l  con t ex t ,  a c a s e  could be made f o r  l i m i t i n g  
l o c a l  r a t e s  t o  t h e  amount of t h e  c r e d i t .  



While t h e  l o c a l  and S t a t e  t axes  based on a  t a x  c r e d i t  a r e  
s e p a r a t e l y  adminis tered,  t he  b e n e f i t s  of supe r io r  S t a t e  adminis t ra -  
t i o n  s p i l l  over t o  l o c a l  j u r i s d i c t i o n s  s o  long a s  t he  S t a t e  r e t a i n s  
a  s i g n i f i c a n t  enough sha re  of t h e  t a x  t o  l eave  i t  w i t h  an i n c e n t i v e  
t o  make an enforcement e f f o r t .  Th is  would not  be t h e  ca se  where 
t he  c r e d i t  absorbs  s u b s t a n t i a l l y  a l l  of t h e  nominal S t a t e  t a x  
l i a b i l i t y .  

Perhaps t h e  s t r o n g e s t  f e a t u r e  of t h e  t a x  c r e d i t  i s  i t s  
tendency t o  equa l i ze  tax r a t e s  among j u r i s d i c t i o n s ,  thereby  c u r t a i l i n g  
intercommunity t a x  compet i t ion.  While t a x  r a t e  d i f f e r e n t i a l s  a r e  
precluded on ly  i f  t h e  l o c a l  t a x  r a t e s  cannot exceed t h e  c r e d i t ,  some 
e q u a l k i n g  tendency p r e v a i l s  even i n  t h e  absence of l o c a l  r a t e  c e i l i n g s .  
The t a x  c r e d i t  enab les  each j u r i s d i c t i o n  t o  impose a  t a x  r a t e  up t o  
t h e  amount of t h e  c r e d i t  wi thout  a f f e c t i n g  t h e  combined S t a t e - l o c a l  
t a x  l i a b i l i t y .  This  s e rves  a s  a  f l o o r  below which compet i t ive  t a x  
r a t e  c u t t i n g  i s  e l im ina t ed  because t h e  tax c r e d i t  makes i t  p o i n t l e s s .  

Tax Sharinq.  The most f a m i l i a r  in tergovernmental  dev ice  i n  
S t a t e - l o c a l  tax r e l a t i o n s  i s  t h e  shared tax .  The t a x  i s  imposed by 
t h e  S t a t e  and i t s  y i e l d  shared w i t h  l o c a l  governments. Typ ica l l y  
t h e  t a x  i s  S t a t e  adminis tered.  On occas ions ,  however, a s  i n  t h e  ca se  
of some S t a t e  dea th  d u t i e s ,  i t  i s  
a  p o r t i o n  of c o l l e c t i o n s  r e t a i n e d  

The advantages of a  S t a t e  
over  s e p a r a t e l y  imposed S t a t e  and 
t a x  admin i s t r a t i on  i s  e l imina ted .  

sometimes l o c a l l y  adminis tered w i t h  
by t h e  admin i s t e r i ng  j u r i s d i c t i o n .  

imposed and l o c a l l y  shared t a x  
l o c a l  t axes  a r e  s e v e r a l .  Dual 
Local governments a r e  a f forded  

t h e  b e n e f i t  of t h e  s t a t e ' s  supe r io r  enforcement f a c i l i t i e s .  It 
e l i m i n a t e s  scope f o r  intercommunity t a x  r a t e  compet i t ion  and r e s u l t s  
i n  a  s t a t ewide  t a x  r a t e  l e v e l  deemed c o n s i s t e n t  w i th  S t a t e  po l icy .  
These b e n e f i t s  a r e  ob ta ined  wi thout  des t roy ing  l o c a l  independence 
w i t h  r e s p e c t  t o  expendi tu res .  

Local sha r ing  of  S t a t e  t axes ,  however, i s  no t  wi thout  i t s  
shortcomings. Local f i s c a l  independence i s  impaired t o  t he  e x t e n t  
t h a t  t h e  d e c i s i o n  r e spec t i ng  t h e  k inds  of t a x e s  employed, t a x  r a t e s ,  
etc., a r e  removed from l o c a l  determinat ion.  Conceivably some 
j u r i s d i c t i o n s  have no need f o r  t h e  revenue o r  would p r e f e r  t o  do 
wi thout  t h e  t a x  burden and t he  revenue. The b a s i s  of sha r ing ,  more- 
over ,  poses d i f f i c u l t i e s  ak in  t o  those  p r e sen t  i n  g r an t s - i n - a id  and 
exposes l o c a l  j u r i s d i c t i o n s  t o  t h e  fo r tunes  of  t h e  p o l i t i c a l  power 
balance i n  S t a t e  counc i l s .  Tax sha r ing  does have a  p r a c t i c a l  
advantage over a  g r an t - i n - a id  i n  t h a t  i t  avoids  t h e  pe r iod i c  budget 
deba te  over  how much should be appropr ia ted  f o r  it .  



A common bas i s  f o r  t a x  sharing is c o l l e c t i o n s  wi th in  each 
ju r i sd i c t ion .  This i s  r e a d i l y  workable wi th  r e spec t  t o  such revenues 
as  motor veh ic l e  r e g i s t r a t i o n  f e e s  o r  taxes  on u t i l i t y  serv ices .  
Here t h e  geographic o r i g i n  of t he  revenue can be r e a d i l y  i d e n t i f i e d .  
The t a s k  i s  more d i f f i c u l t ,  however, i n  the  case  of genera l  s a l e s  
taxes  s ince  t h e  d i s t r i b u t i o n  of revenues on t h e  b a s i s  of c o l l e c t i o n s  
w i l l  o v e r s t a t e  t h e  con t r ibu t ion  of t he  marketing areas .  It i s  most 
d i f f i c u l t  i n  t h e  case  of income taxes  because a  r e s iden t  normally 
f i l e s  h i s  t a x  r e t u r n  i n  the  j u r i s d i c t i o n  where he r e s i d e s  and a  
business organiza t ion  where i t s  headquarters  a r e  loca ted  while  t h e  
income of both may and probably does represent  a c t i v i t y  s c a t t e r e d  
over a  l a r g e r  area. 

Because of these  kinds of cons idera t ions ,  d i s t r i b u t i o n  of 
revenues on bases o the r  than c o l l e c t i o n s  i s  not  uncommon. Sometimes 
population i s  employed. I n  the  case of automotive t axes ,  t he  d i s t r i -  
but ion formulas may be r e l a t e d  t o  highway needs. Objective s tandards 
f o r  d i s t r i b u t i o n ,  however, a r e  elusive. Where t h e  bases of d i s t r i -  
but ion a r e  c o l l e c t i o n s  o r  population wi th in  each j u r i s d i c t i o n ,  t h e  
r e s u l t  may be a t  marked var iance  w i t h  r e l a t i v e  need r e s u l t i n g  i n  
excessive d i s t r i b u t i o n s  t o  some j u r i s d i c t i o n s ,  inadequate shares  t o  
o thers .  

F i n a l l y ,  s ince  d i s t r i b u t i o n s  a r e  on t h e  b a s i s  of c o l l e c t i o n s ,  
the  y i e l d  of shared taxes  f l u c t u a t e s  from year t o  year  and s h i f t s  t h e  
burden of ad jus t ing  expenditure l e v e l s  from t h e  S t a t e ,  which t y p i c a l l y  
i s  b e t t e r  ab le  t o  absorb it, t o  l o c a l  j u r i s d i c t i o n s .  This considera-  
t i o n ,  however, has more relevance i n  comparing shared taxes wi th  
grants - in-a id ,  than wi th  o ther  S t a t e - l o c a l  t a x  arrangements. 

While the  t a x  shar ing  device may run a  poor second t o  
grants - in-a id  where t h e  ob jec t ive  i s  t o  provide S t a t e  f i n a n c i a l  
a s s i s t ance  t o  l o c a l  u n i t s  on a  s t a b l e  bas i s ,  it has d i s t i n c t  advantages 
a s  a s u b s t i t u t e  f o r  l o c a l l y  imposed taxes  where they a re  widespread 
wi th in  the  S t a t e ,  e s p e c i a l l y  i f  t h e  independently imposed l o c a l  t a x  
r a t e s  tend t o  be uniform. I n  1961, Maryland increased i t s  S t a t e  
c i g a r e t t e  t a x  by t h r e e  c e n t s ,  the  approximate r a t e  of t he  p reva i l ing  
county c i g a r e t t e  taxes ,  and earmarked t h e  added revenue for count ies ,  
on the  bas i s  of co l l ec t ions .  A t  the same time, i t  prohib i ted  t h e  
f u r t h e r  imposition of l o c a l  c i g a r e t t e  taxes.  By t h i s  measure, i t  
made the  S t a t e ' s  more e f f i c i e n t  and economical enforcement resources 
ava i l ab le  t o  t h e  count ies ,  and el iminated i n t t a s t a t e  t a x  r a t e  
d i f f e r e n t i a l s .  



7. SUMMARY OF FINDINGS 

The focus of this report is the imbalance between the 
revenue needs and revenue resources of local governments. 

Under our system, civil government is largely a State and 
local responsibility. In 1960, for example, when civil govern- 
ment cost about $63 billion, 54 percent of these expenditures 
took place at the local, 28 percent at the State and only 18 
percent at the Federal level. A portion of Federal appropria- 
tions for civil government (not included in the 18 percent) was 
for grants-in-aid, actually disbursed by State and local 
government s . 

Many functions of civil government are traditionally local 
and their cost has out paced the yield of local governments' own 
revenue sources. Local expenditures tripled between 1948 and 
1960 from $11.5 billion to $34.4 billion and this fiscal year are 
probably around $40 billion. Despite substantial increases in 
the amount of State and Federal aid ($10 billion, accounting for 
30 percent of local general revenues in 1960), many cities, 
counties, school districts, etc., have been able to finance their 
burgeoning activities only by recourse to taxes not well suited 
for local use. 

The revenue requirements of local governments will continue 
to mount as the quantity and quality of their programs is brought 
into better conformity with the further growth and urbanization of 
the population and with rising living standards. Significant 
adjustments in State-local fiscal relations will be required to 
prevent the aggravation of disparities between local needs and 
local resources. 

The realignment of fiscal resources at the local level is 
a State responsibility. It is a continuing process and embraces 
adjustments in the State-local division of functional responsibili- 
ties as well as intergovernmental financial aids and taxing powers. 
The realignment of fiscal resources takes different forms reflecting 
interstate variations in institutional arrangements and pr.zfere.nces 
and takes place at different times. 

In States where the imbalance between needs and resources 
is of significant proportions and widespread among local juris- 
dictions, constructive remedy in the future, as in the past, will 
probably entail readjustment in functional responsibilities by 
relieving local units of some of their obligations or increased 
State financial aids to local jurisdictions. 



Pressures to increase locally raised revenues will inevi- 
tably persist, however, because intergovernmental fiscal institu- 
tions are slow to change, tax diversification has much appeal, 
the inclination to exercise home rule is strong, and the need for 
additional financing resources at the local level is immediate 
and pressing. 

Local government finance in the United States is a most 
heterogenous institution, nationally as well as within most 
individual States. O w  sketchy description of State-local tax 
arrangements involving some 90,000 separate governmental entities 
makes this abundantly clear. It underscores also the improbability 
that local fiscal problems are susceptible to common solutions. 
This study has certainly tailed to uncover them. It has provided, 
however, a basis for some general appraisal of the merits of the 
more common techniques in State-local tax relations, some general 
guidelines which can be readily synthesized. Each of these is 
believed to have potential usefulness in some situations in some 
States, probably none in all of the States. Arrangements appropri- 
ate for particular situations can be prescribed only in the context 
of circumstances prevailing then and there. 

In many parts of the country, significant amounts of 
additional local revenue can be obtained from property taxation. 
The amount ot these taxes has increased substantially in recent 
years to be sure, but the magnitude of government operations has 
increased even more. In 1960, property taxes supplied not quite 
15 percent ot the aggregate tax revenues of all governments in the 
United States. Property tax rates were more often below than above 
1.5 percent of market values. While the Commission's study of 
property taxation is not sufficiently advanced to warrant specific 
recommendations, we have no reason to doubt the need to improve 
the structure and administration of this tax along the lines of 
the recommendations emanating with such regularity and consistency 
from tax study groups across the country. 

Realism counsels that we proceed on the assumption that in 
the future, as in the immediate past, local governments will continue 
to have recourse to nonproperty taxes; principally general and 
selective consumer taxes and income taxes although most local juris- 
dictions are too small and their economies too sensitive to 
intercommunity tax differentials to permit effective use of them. 
We turn therefore to the ways and means by which States can help 
their political subdivisions to make reasonably effective use of 
them. 

The case for most local nonproperty taxes is strongest and 
the need for additional revenue most pressing in the large urban 



jurisdictions. The relatively large scale of their operations 
enhances (but does not insure) the feasibility of providing a fair 
quality of tax administration at reasonable enforcement costs. 
Moreover, the large city is likely to occupy a key role in the 
economy of the area ot which it is a part. In most situations, 
however, the economic area extends beyond the territorial juris- 
diction of the large city. It can therefore make effective use of 
local consumer and income taxes only in cooperation with its 
neighbors, only if the adjoining jurisdictions pursue complementary 
tax policies. In many situations, local jurisdictions presently 
lack authority to do so. States should make it available to them. 
They should provide them with uniform taxing powers and authority 
for cooperative tax enforcement, buttressed by State leadership in 
promoting the pursuit of coordinated tax policies and practices by 
the large city and the neighboring jurisdictions entwined with it 
economically. 

Jurisdictions comprising the economic area and pursuing 
coordinated tax policies would benefit also from authority to pool 
their tax enforcement resources. Where appropriate, the largest 
jurisdiction might undertake to perform the tax administration 
function for the surrounding jurisdictions, on a reimbursement 
basis. They should be provided with authority to do so. 

Where local sales, excise, or income taxes are relatively 
widespread within a State and duplicate a similar tax used by the 
State, the tax supplement is a potentially fruitful instrument of 
tax coordination. It affords local jurisdictions access to the 
superior enforcement resources of the State, permits some variation 
in local tax rates, and enables the State to prescribe uniform tax 
definitions for local jurisdictions, with commensurate benefit to 
taxpayers. 

In those situations where the use of a nonproperty tax is 
widespread but the particular tax is not used also by the State, 
the case for statewide administration may nonetheless be strong. 
Such administration can be provided either by one ot the State tax 
administration agencies or, alternatively, by authorizing local 
jurisdictions to join in creating one cooperatively. 

Intrastate variations in structural and administrative pro- 
visions of local taxes aggravate the compliance burden they impose 
totally out of proportion to their worth for the exercise of local 
autonomy. Therefore, States in which local jurisdictions may impose 
nonproperty taxes should mandate by legislation the essential 
structural (tax bases, exemptions, etc.) and administrative features 
of such local taxes. 



Experience suggests also that States would be well advised 
to limit their political subdivisions in the kinds of nonproperty 
taxes they may employ and to disregard the affinity of home rule 
extremists for a wide array of local tax choices with little 
revenue potential. 

Finally, States can provide their local units with techni- 
cal assistance by serving as a clearinghouse of information on tax 
practice elsewhere, by providing personnel training facilities, by 
giving them access to State tax records, and by exercising a 
variety of sanctions against State taxpayers who take liberties 
with local tax requirements. 

Our examination indicates relatively little scope for the 
tax credit device in State-local relations. It is an instrument 
of coercion. It forces a particular tax upon all eligible local 
units and therefore produces the same result as a State imposed 
tax shared with local jurisdictions on the basis of collections. 
It, however, compares unfavorably with a shared tax for it involves 
the duplication ot the State's tax administration. This is not to 
gainsay that the tax credit is helpful in coordinating the use of 
the same tax by overlapping local jurisdictions, much as it is now 
used to minimize double taxation of income by two or more States. 



8. STATISTICAL AND BIBLIOGRAPHICAL NOTE 

State and local financial statistics employed in this 
report were drawn almost exclusively from the publications'of the 
Governments Division of the Bureau of the Census. Since our analysis 
pertains primarily to activities of general government, we disregard 
some receipts and expenditures generally included in aggregate data 
on State and local fiscal operations. The principal items excluded, 
as falling outside general government activity, are utility operations, 
liquor store operations and insurance trust fund activities (except 
where they contribute to general revenues or where their deficits are 
covered out of general revenues). 

Our analysis of local governments' revenue needs is in terms 
of "direct expenditures," the amount expended by these governments, 
other than as payments to other governments, regardless of the source 
of the financing, Thus, at the local level, direct expenditures in- 
clude those financed with grant-in-aid receipts, At the State level 
they exclude grants and shared revenues distributed to local govern- 
ments, but include funds obtained in Federal aid and not redistributed 
in grants to local governments, At the Federal level, direct expendi- 
tures exclude grants and payments in lieu of taxes to State and local 
governments, 

Our analysis of local governments' revenues distinguishes 
between locally-raised and intergovernmental revenues. Taxes and 
other revenues collected by the local jurisdiction itself fall into 
the first category; those collected by the State and shared with 
local governments are treated, with State and Federal grants, as the 
intergovernmental revenue of the local jurisdiction. Among locally 
raised tax revenue, we distinguish between property taxes and all 
other taxes, designated for brevity as "nonproperty" taxes. These 
include general sales taxes, taxes on specific commodities and 
services such as tobacco, liquor, motor fuel and admissions to places 
of amusement, income taxes, per capita and poll taxes, licenses and 
other business taxes, to mention only the more common varieties, The 
designation "non-tax revenuet' embraces service charges and a wide 
variety of miscellaneous revenue available for purposes of general 
government. 

The data on types of taxes imposed by local jurisdictions and 
statutory provisions on State-local tax relations were derived from 
Commerce Clearing House, State Tax Reporter, and from a variety of 
publications relating to taxation in particular States, too numerous 
to list here, Detail on the local use of nonproperty taxes in 
Pennsylvania and New York was obtained, respectively, from the reports 



of t he  Commonwealth of  Pennsylvania ,  Department of I n t e r n a l  A f f a i r s  
e n t i t l e d  Pennsylvania  Local Government Taxes Levied under Act 481 i n  
1958 (Har r i sburg ,  February 1961),  and of t h e  S t a t e  of New York Depart-  - 
ment of Taxat ion and Finance e n t i t l e d  New York S t a t e  and Local Tax 
System 1959 (Albany, J u l y  1, 1959). 

We r eco rd  our indebtedness ,  a l s o ,  t o  t h e  many pub l i c  o f f i c i a l s  
and s t u d e n t s  of  l o c a l  f inance  who have shared  t h e i r  exper ience  and 
f i nd ings  on t h i s  s u b j e c t  w i t h  r eade r s  of t h e  Proceedings of  t h e  annual  
conferences  of t h e  Nat iona l  Tax Assoc ia t ion  and of  t h e  s e v e r a l  p r o f e s s i o n a l  
j ou rna l s  i n  t h i s  f i e l d .  



APPENDIX TABLE 1 
LOCAL GOVERNMENT DIRECT GENERAL EXPENDITURE BY STATE: AMOUNT, 
PER CAPITA, PER $1,000 OF PERSONAL INCOME, AND AS A PERCENT 

OF STATE AND LOCAL DIRECT GENERAL EXPENDITURE - 1960 

I L o c a l  g e n e r a l  e x p e n d i t u r e  

Alabama 380.5 
Alaska 39.0 
Arizona 246.7 
Arkansas 172.0 
Ca l i fo rn ia  4,424.7 

S t a t e  

Colorado 421.6 
Connecticut 467.8 
Delaware 57.7 
F lo r ida  914.0 
Georgia 524.3 

Hawaii 80.8 
Idaho 106.6 
I l l i n o i s  2,038.9 
Indiana 795.6 
Iowa 493.7 

Kansas 421.8 
Kentucky 279.8 
Loui s iana 501.3 
Maine 124.1 
Mary 1 and 581.0 

Per $1,000 of per- As a % of S t a t e  and 
sonal  income / I l o c a l  gen. expen. 
Amount I Rank I Amount 1 Rank 

Amount 
($000,000) 

Massachusetts 1,059.5 
Michigan 1,582.0 
Minnesota 785.9 
Miss iss ippi  290.2 
Missouri 591.3 

per capi t&/  
Amount l ~ a n k  

Montana 120,4 
Nebraska 254.0 
Nevada 70.6 
New Hampshire 80.2 
New Je r sey  1,208.7 

New Mexico 155.4 
New York 4,749.7 
North Carolina 387.0 
North Dakota 113.7 
Ohio 1,871.2 



APPENDIX TABLE 1 (conc luded) 
LOCAL GOVERNMENT DIRECT GENERAL EXPENDITURE BY STATE: AMOUNT, 
PER CAPITA, PER $1,000 OF PERSONAL INCOME, AND AS A PERCENT 

OF STATE AND LOCAL DIRECT GENERAL EXPENDITURE - 1960 

Oklahoma 338.6 
Oregon 338.2 
Pennsylvania 1,783.9 
Rhode Island 112.2 
South Carolina 215.5 

State 

South Dakota 101.4 
Tennessee 470.2 
Texas 1,475.9 
Utah 152.2 
Vermont 60.3 

Virginia 531.1 
Washington 547.6 
West Virginia 191.6 
Wisconsin 868.7 
Wyoming 82.5 

L o c a l  g e n e r a l  e x p e n d i t u r e  

Total 33,661.5 

Amount 
($000,000) 

1/ Based on provisional estimates of population (exclusive of armed forces overseas) - 
as of July 1, 1960. 

2/ Based on personal income estimates reported in U. S. Department of Commerce, - 
Survey of Current Business, August 1961. 

1 Per $1,000 of er- 
per capitdl sonal income - 28 
Amount( Rank Amount I Rank 

Source: Bureau of the Census, Governments Division, 

As a % of Staee and 
local gene expen. 
Amount I Rank 



APPENDIX TABLE 2 
STATE INTERGOVERNMENTAL EXPENDITURE BY STATE: TOTAL, PER CAPITA, AND AS A 

PERCENT OF STATE GENERAL EXPENDITURE, AND AS A PERCENT OF LOCAL 
GENERAL REVENUE - 1960 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

State 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

1960 e x p e n d i t u r e  

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

As a percent of 
total local gen. 
revenue 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

As a percent 
of total 
State gen. 
expenditure 

Total 
($000) 

Per 
capital' 



APPENDIX TABLE 2 (concluded) 
STATE INTERGOVERNMENTAL EXPENDITURE BY STATE: TOTAL, PER CAPITA, AND AS A 
PERCENT OF STATE GENERAL EXPENDITURE, AND AS A PERCENT OF LOCAL 

GENERAL REVENUE - 1960 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

State 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

1960 e x p e n d i t u r e  

Virginia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Total 

Total 
($000) 

1/ Based on provisional estimates of population (exclusive of armed forces - 
overseas) as of July 1, 1960. 

As a percent 
of total 
State gen. 
expenditure 

Per 
capital/ 

Source: Bureau of the Census, Governments Division 

As a percent of 
total local gen. 
revenue 



APPENDIX TABLE 3 
LOCALLY COLLECTED GENERAL REVENUE BY STATE: AMOUNT, 
PER CAPITA, AND PER $1,000 OF PERSONAL INCOME - 1960 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

State 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Amount) ( Amount ! ($000,000 Rank Amount I Rank 

Locally collected geqeral revenue 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Per capita " 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Per $1,000 of personal incornell 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 248.0 
North Dakota 79.6 
Ohio 1,251.5 



APPENDIX TABLE 3 (concluded) 
LOCALLY COLLECTED GENERAL REVENUE BY STATE: AMOUNT, 
PER CAPITA, AND PER $1,000 OF PERSONAL INCOME - 1960 

Oklahoma 193.7 83.03 35 44.92 39 
Oregon 240.1 135.42 16 59.95 18 
Pennsylvania 1,167.1 102.89 33 45.41 37 
Rhode Island 94.0 109.68 29 49.24 30 
South Carolina 115.4 48.24 50 34.24 47 

State 

South Dakota 94.9 139.15 12 75.56 2 
Tennessee 251.6 70.42 41 45.56 36 
Texas 1,043.7 108.53 30 56.39 23 
Utah 95.5 106.58 32 55.82 24 
Vermont 47.1 120.46 22 64.79 11 

Virginia 323.7 81.37 36 44.03 40 
Washington 305.9 106.96 31 46.17 34 
West Virginia 122.6 66.02 42 39.43 44 
Wisconsin 522.0 131.69 17 60.66 16 
Wyoming 50.9 153.31 31 65.68 9 

Locally collected - general revenue 

Total 22,717.3 126.76 57 . 12 

Amount 
($000,000) 

1/ Based on provisional estimates of population (exclusive of armed forces - 
overseas) as of July 1, 1960. 

2/ Based on personal income estimates reported in U. S. Department of - 
Commerce, Survey of Current Business, August 1961. 

Per capit&/ 
Amount I Rank 

Source: Bureau of the Census, Governments Division. 

Per $1,000 of personal incomezl 
Amount I Rank 



APPENDIX TABLE 4 
LOCAL GOVERNMENT TAX REVENUE BY STATE: AMOUNT, PER CAPITA, PER 

$1,000 OF PERSONPLZ, INCOME, AND AS A PERCENT OF STATE 
AND LOCAL TAX REVENUE - 1960 

L o c a l  T a x  R e v e n u e  
Per $1.000 of./ As a percent of 

State Amount per canitall per sonal income stated local tax 
($000.000) Amount I Rank Amount I Rank revenue 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 



APPENDIX TABLE 4 (concluded) 
LOCAL GOVERNMENT TAX REVENUE BY STATE: AMOUNT, PER CAPITA PER 

$1,000 OF PERSONAL INCOME, AND AS A PERCENT OF STATE 
AND LOCAL TAX REVENUE - 1960 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

State 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

Sodh Dakota 
Tennessee 
Texas 
Utah 
Vermont 

L o c a l  - T a x  R e v e n u e .  

Virginia 240.9 60.56 35 32.77 35 
Washington 191.4 66.92 34 28.89 40 
West Virginia 89.2 48.03 40 28.69 41 
Wisconsin 428.6 108.12 18 49.81 16 
Wyoming 36.7 110.54 14 47.35 19 

Amount 
($000,000) 

Total 17,915.6 99.97 45.05 

1/ Based on provisional estimates of population (exclusive of armed forces - 
overseas) as of July 1, 1960. 

Per capita-- 1/ 
Amount I Rank 

2/ Based on personal income estimates reported in TJ. S. Department of Commerce, - 
Survey of Current Business, August 1960. 

Source: Bureau of the Census, Governments Division. 

Per $1,000 of21 
personal income 
Amount I Rank 

As a percent of 
stated local tax 
revenue 



APPENDIX TABLE 5 
TAX COLLECTIONS OF LOCAL GOVERNMENTS BY STATE - 1960 

(Dollar amounts in millions) 

Alabama $111.2 $ 62.6 $ 48.6 
Alaska 9.5 6.7 2.8 
Arizona 109.7 99.4 10.3 
Arkansas 66.6 62.2 4.4 
California 2,284.9 1,988.5 296.4 

State 

Colorado 213.8 198.6 
Connecticut 304.6 302.4 
Delaware 18.4 17.0 
Florida 398.2 322.9 
Georgia 189.9 167.6 

Hawaii 27.7 20.2 7.5 
Idaho 57.8 56.4 1.4 
Illinois 1,247.3 1,097.4 149.9 
Indiana 440.8 438.1 2.7 
Iowa 301.5 296.9 4,6 

Total 1 Property I Nonproperty taxes 
T a x e s  

Kansas 267.8 261.1 
Kentucky 133.1 110.6 
Louisiana 163.6 127.8 
Maine 101.5 100.9 
Maryland 275.6 247.6 

Nonproperty as a 
percent of total 

Massachusetts 716.9 706.3 
Michigan 787.5 777.4 
Minnesota 390.9 379.9 
Mississippi 89.0 73,7 
Missouri 345.9 283.0 

Montana 83,8 79.2 
Nebraska 154.6 142.7 
Nevada 33.8 26.3 
New Hampshire 66.3 65.7 
New Jersey 896.6 815.2 



APPENDIX TABLE 5 (concluded) 
TAX COLLECTIONS OF LOCAL GOVERNMENTS BY STATE - 1960 

(Dollar amounts in millions) 

I Total / Property (  onp pro pert^ 1 taxes 
I 

State 

New Mexico $ 44.1 $ 33.4 $ 10.7 
New York 2,877.5 2,214.5 663.0 
North Carolina 165.3 159.1 6.2 
North Dakota 64.9 63.4 1.5 
Ohio 926.3 834.6 91.7 

T a x e s  Nonproperty as a 
I I ( percent of total 

Oklahoma 137.7 131.9 5.8 
Oregon 190.5 183.8 6.7 
Pennsylvania 930.6 689.5 241.1 
Rhode Island 83.2 81.6 1.6 
South Carolina 73.8 67.6 6.2 

South Dakota 82.1 77.2 
Tennessee 176.0 155.5 
Texas 768.0 715.6 
Utah 76.0 70.4 
Vermont 43.5 42.1 

Virginia 240.9 189.3 51.6 
Washington 191.4 159.3 32.1 
West Virginia 89.2 79.3 9.9 
Wisconsin 428.6 421.3 7.3 
Wyoming 36.7 34.5 2. 2 

Total 17,915.6 15,738.1 2,177.5 12.2 

Source: Bureau of the Census, Governments Division. 



APPENDIX TABLE 6 
NONPROPERTY TAX REVENUE OF LOCAL GOVERNMENTS, AS A PERCEJTC OF STATE 

AND LOCAL TOTAL TAX REVENUE, AM) NONPROPERTY TAX REVENUE 
BY STATES - 1960 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

State 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Local nonproperty tax revenue 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

As a percent of State and 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

As a percent of State and 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

local total tax revenue local nonproperty tax revenue 



APPENDIX TABLE 6 (concluded) 
NONPROPERTY TAX REVENUE OF LOCAL GOVERNMENTS, AS A PERCENT OF STATE 

AND LOCAL TOTAL TAX REVENUE, AND NONPROPERTY TAX REVENUE 
BY STATES - 1960 

Local nonproperty tax revenue 
State As a percent of State and As a percent of State and 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virgiqia 
Washington 
West Virginia 
Wisconsin 
Wyoming 

Total 

Source: Bureau of the Census, Coverrments Division. 



COLLECTION LOCAL NON -PROPERTY TAXES THE STATE 

Over t k ~  past few years an increasing number of states 
have authorized local governments to levy non-property taxes as 
a means of securing additional revenues. Today many cities, 
counties, and even school districts levy the same kinds of taxes 
that are levied by the state. In order to levy such taxes, 
local governments typically have set up tax collection machinery 
which creates added administrative costs and increases the cost 
of tax compliance to the tax-paying public, while at the same 
time the effectiveness of local tax collection is hampered be- 
cause of the limited local funds available for tax administration. 

In the sales tax field, states such as California, Illinois 
Mississippi, New Mexico, and Utah have, for some time, authorized 
a state agency to collect locally levied sales taxes. In 
addition to sales taxes, a number of states permit local govern- 
ments to levy taxes on income, gasoline, alcoholic beverages, 
cigarettes and tobacco, amusements, motor vehicles, and others. 
During 1963, Colorado enacted broad legislation which would 
permit a state agency to collect any non-property tax for a local 
government where the state and local government levy the same tax. 

The suggested legislation below is based on the Colorado 
statute. It should clearly be noted that this legislation does 
not in any sense constitute an authorization for local government 
to levy non-property taxes. It merely provides for a procedure 
where the state, on a reimbursable basis, can collect local 
government non-property taxes where such taxes are otherwise 
authorized by state law. 

Suggested Legislation 

/Title should conform to state requirementg - 
(Be it enacted, etc.) 

Section 1. Authority to contract. The director of 

/Tax departmen~T is hereby authorized to negotiate and con- - 
tract with any political subdivision of the state for the 

purpose of arranging for the collection by the p fax depart- 

men~7 of any tax levied by a political subdivision of the 

state which is also levied and collected by the &x 

departmeng for the state. Such agreements shall include 



a fee to be paid by the political subdivision to the 

/Fax departmen~i in such amount as may be necessary fully - 
to cover the cost of collection of the local portion of 

the tax by the ~ i a x  department,i 

ment the director shall transmit 

subdivisions on or before ~ z a t ~ 7  

Pursuant to the agree- 

to such political 

all taxes so collected on 

behalf of such political subdivisions less the agreed 

upon collection fee. 
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