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W T E R  1 

STATE -LOCAL RE'VENUE SYSTEMS AND EDUCATIONAL 'FINANCE 

Educational finance occupies a prominent posi t ion i n  t he  

State-local  f i s c a l  s t ructure .  During most of the '  past  twenty 

years, t he  f i s c a l  requirements associated with r i s i n g  school 

enrollments, suburban growth and urban poverty resul ted i n  

substant ia l  upward pressures on expenditures; Aided by a r i s i n g  

economic t i d e  through most of the  period, and abetted by the  

growing r o l e  of Federal and S t a t e  governments, school finance 

problems have been held t o  manageable proportions i n  most Sta tes .  

Two recegt developments portend more serious d i f f i c u l t i e s  

i n  school finance, both immediately and i n  the  future.  

The California-State Supreme Court declared t h a t  S ta te ' s  

method of financing education with the  local  property tax 

unconsti tutional.  A Federal judge i n  Minneapolis applied t he  

same reasoning t o  Minnesota's S t a t e  school aid system. All  o ther  

Sta tes ,  save Hawaii, have s imi la r  educational financing s t ructures .  

The public has come t o  question ser iously  whether t he  f inds  

provided f o r  elementary and secondary education a r e  being e f fec t ive ly  

spent. President.Nixon re f lec ted  the  contemporary a t t i t u d e  toward 

education i n  h i s  1970 message on educational reform when he 

said,  "We w i l l  ask the  Congress t o  supply many more do l l a r s  f o r  

education as we get  more education f o r  the  dollar." 



Thus, t he  court  decisions and the  pub l ic ' s  demand f o r  

b e t t e r  educational performance confront v i r t u a l l y  every S t a t e  

with the  t ask  of re-examining i t s  Sta te- local  f i s c a l  r e la t ionsh ips .  

School budgets have not  s t ab i l i z ed .  They continue t o  r i s e  

i n  response t o  both program iinprovements and t he  impact of 

i n f l a t i on .  Urban school systems pa r t i cu l a r l y  repor t  a f i s c a l  

crunch between the  s t e a d i l y  increasing teacher pay won i n  hard 

bargaining by s t rong teacher  unions and t he  slow na tura l  growth 

i n  loca l  property t ax  co l lec t ions .  The schools and t h e i r  

spokesmen -turn increas ingly  t o  t he  S t a t e  and Federal government 

f o r  help. Thus, a once highly loca l  governmental function has 

evolved i n t o  an intergovernmental i s sue  requir ing a re-examination 

of t he  f inancing r o l e  o f  t h e  d i f f e r en t  governmental l eve l s .  

The School ' Financing 'Mix 

From a f i s c a l  i t andpoin t ,  S t a t e  and local  governments dominate 

publ ic  school financing. School cos t s  a r e  borne roughly 40 percent  

by t he  S t a t e s  and 50 percent  by l o c a l i t i e s  with t he  Federal govern- 

ment providing somewhat l e s s  than 10 percent. 

Table 1-1. --State and Local Expenditure f o r  Education cother than higher) 
By Governmental Source of Financing, Selected Years 1942-1969 

Fiscal  Amount 
Year (in ' m i  1 l ions)  

' P e f c e n t  ' F i n a n c e d  ' FYom 
Federal - S t a t e  Local 
Aid funds - ' funds 

Source: ACIR s t a f f  computations based on U.S. Bureau o f  t he  Census da ta  



In  1965 a s  part of an anti-poverty e f fo r t  t h e  Federal d o l l a r  

F i sca l  
Year 

1942 
1952 
1957 
1967 
1969 
1970 

support jumped with t h e  passage of t he  Elementary and Secondary 

Education Act. A f t e r  this t ransfus ion of  Federal support,  

however, theupward pace of  Sta te- local  spending fo r  schools out- 

distanced growth i n  Federal ca tegor ical  school a id .  

The l oca l l y  financed share  of  school cos t s  has declined 

r e l a t i v e  t o  both t h e  S t a t e  and Federal share,  but  l oca l  schools 

have claimed a r i s i n g  por t ion  o f  t h e  loca l  proper ty  tax.  In 1942, 

t he  schools required a mere one-third of the-  $4.3 b i l l i o n  l oca l  

property tax y ie ld .  By 1970, t h e  schools required 50 percent  

o f  t he  $33 b i l l i o n  loca l  property t a x  take. 

Table 1-2.--School Share o f  Local Property Taxes, 
Selected Years 1942-1969 

Local 
property 

taxes  
(mill ions) 

Percen t  ' d i s t r i b u t i o n  'by ' type ' of g o v e m e n t  

School Townships and 3/ 
d i s t r i c t s  1/ C i t i e s  2/ Counties 2/ spec i a l  d i s t r i r t s  - - - 

32.9 39.0 20.1 8.0 
39.2 32.7 19.8 8.3 
42.8 29.7 19.2 8.3 
48.9 24.8 18.5 7.8 
50.0 24.1 18.1 7.8 
50. 3 23.7 18.1 7 .9 

1/ Includes e s t .  amounts a l locab le  t o  dependent c i t y  and county school - 
systems. 

2 /  Excludes e s t .  amounts a l locab le  t o  dependent school systems. - 
3/ Townships property taxes  i n  several  S t a t e s  a r e  used i n  p a r t  t o  support  - 

dependent school sysf ems. 

Source: ACIR s t a f f  computations based on U.S. Bureau o f  t h e  Census da t a  



The Local Scene 

Both the  educational financing scheme and the  property tax are 

under f i r e  a t  the  present time. With local  budgets under pressure 

for  increases i n  most servlce  areas,  ser ious  questions a r i s e  a s  

t o  the  capacity of the  property t a x  t o  finance a s ign i f ican t  share 

of these functions as  well as education. The property tax  is 

cost ly  and d i f f i c u l t  t o  administer i n  an evenhanded objective 

fashion, -even when confined t o  r e a l  es ta te .  The fragmentation 

of the  p o l i t i c a l  landscape and the  consequent uneven d i s t r ibu t ion  

of the  property tax  base means t h a t  assessable wealth determines 

spending i n  most l oca l i t i e s .  Scholars have long considered t h i s  

a c r i t i c a l  flaw i n  educational financing, and t h e i r  view was given 

legal  sanction recent ly  by the  California S t a t e  Supreme Court. 

School budget and bond elect ions  yie ld  considerable evidence 

of s t r e s s  i n - t h 6  present State-local  revenue system. The National 

Center f o r  Educational S t a t i s t i c s  reported f o r  f i s c a l  1969 the  

lowest percentage of successful school bond elections,  56.8 

I/ percent, of any year s ince t h e i r  study was i n i t i a t e d  i n  1959. - 
Robert J. Goettel t o ld  t he  American Educational Research Association 

t ha t  t he  137 school budget defeats i n  New York S t a t e  i n  1969 

represented 20 percent of the  or ig ina l  submission budget e lect ions ,  

1/ NationaZ Center f o r  Educational S t a t i s t i c s ,  'Bdrid'SgleS'fdr'PuBlic - 
' 'School ' ~ u w o s e s  1968-1969. 

washington; Department 02 Health, Education and Welfare, 1971. 



whereas in 1965 the 16 defeats represented 1.7 percent of such 

election& While it is difficult to assess the part played by 

the mounting school property tax load in these defeats, 4t is 

safe to assume that this factor reinforced any nonfiscal factors 

that may have motivated a cltizen to cast a %o" vote. 

To minimize inequities resulting from reliance on the local 

property tax and to assure a continued local financial contribution 

for school support, it has been suggested that at a minimum the 

property tax ought to be rehabilitated by: (a) improving assessment 

administration under strong State supervision, and @) granting 

tax relief--financed by State or Federal governments--to those 

citizens bearing extraordinary burdens in relation to their income. 

Both practicality and equity argue for such minimal type action 

at the State level. Recent history suggests that only the courts 

have been effective in bringing about administrative reform in 

the property tax. Moreover only the aging as a group have been 

successful in obtaining relief from extraordinary property tax 

burdens. 

In the larger context of intergovernmental fiscal relations 

rehabilitation of the property tax falls far short of answering 

the criticism that the education of youngsters depends too much 

on the accidents of property tax geography. The decision on 

educational finance and indeed on State and local tax policy in 

all States ultimately rests on the State legislature. Legislators 

1/ R 
II 

obert J. Goettel, "The   elation ship Between ~eGcted 'Fiscal and 
Economic Factors and Voting Behavior in School Budget Elections 
in New York State," unpublished paper presented to the American 
Education Research Association Annual Conference, New York, N.Y., 
Feb. 4, 1971. 



determine the  r o l e  o f  each t ax  source i n  the  State-local  revenue 

system and thereby the  d i s t r i bu t i on  of the  burden o f  t h e i r  

educational a i d  system. 

S t a t e  Aid 

A long t r a d i t i o n  dating back t o  Elwood Cubberley i n  1905 

views the  S t a t e  a s  t he  source of funds f o r  equalizing var ia t ions  

i n  loca l  f i s c a l  capacity. The defaul t  of the  S ta tes  i n  the 

performance of t he  equalizat ion r o l e  is acknowledged and understood. 

A recent  study described the  current  def ic iencies  i n  S t a t e  

equal iza t ion a s  follows: 

When a l l  s t a t e  aid (foundation program o r  bas ic  
s t a t e  aid plus spec ia l  a ids)  is  added t o  t o t a l  
loca l  school revenue, t he  revenue per pupi l  i n  
average d a i l y  attendance was s i gn i f i c an t l y  
pos i t ive ly  corre la ted with t h e  valuation of 
property per pupi l  i n  e ight  of the  t en  S ta tes .  
studie,d. This means t h a t  s t a t e  funds were in-  
s u f f i c i e n t  i n  amount o r  were apportioned i n  such 
a manner a s  t o  f a i l  t o  overcome the  disequalizing 
e f f e c t  of va r ia t ions  i n  amount of loca l  revenue 
avai lable  per ppil .L/ 

Having analyzed S t a t e  equal iza t ion experience, Paul Cooper 

sounded t h e  following note of despair:  "The l e a s t  t h a t  can be 

sa id  i s  t h a t ,  a f t e r  more than s i x t y  years of experience with t h e  

foundation program equal iza t ion approach, l i t t l e  progress has 

been made toward making equal (educational) opportunity available.  "21 

The Speaker of the  Minnesota House pinpointed t he  reason f o r  the 

lack o f .  equalizat ior) , , in S t a t e  a id  d i s t r i bu t i on  i n  ~hthsss terns: 

II- 

Statxis ' &id ' Irilpact 'of ' ~duca t io r ia l  FiliaWe 'Pr6g?%ms, 
Gainesvi l l e :  National Educational ~i5anc-e  Proj ec t ,  1971, p. - 206. 
Paul D. Cooper, "Sta te  Takeover of Education Financing,""National 
TaxJournal ,  24: 347 (September, 1971). - 



"It's not politically Xeasible'if you have 

The ri.cher districts would have no aid and 

complete equalization. 

the poorest would get 

the greatest amount. I, y 
' 'Comqeti t idrl  ' fop Funds. 

During the fifties and sixties education generally received 

first crack at both local property tax resources and State aid 

funds. It had number one priority as the nation-entered the 

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

and partic.ulqrly in the central cities gradually forced State 

and Federal legislators to reappraise their priorities. Proponents 

of urban aid at both the State and National levels have grown up to 

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

likely to grow as effective competitors for public funds. 

increasingly- educators are confronting a "show mett attitude 

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

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

enrollments educators will have to develop reliable measures of 

student achievement and show real improvements. 

A New Financing Mix 

Whether schools retain or expand their share of public funds 

the present system of educational finance will be changing. 

The scope and direction of this change will be shaped by and will 

in turn shape the State-local revenue system. The central policy 

issue that emerges concerns the extent to which the uneven distrii 

bution of the local tax base and tax yield shall be allowed to 

. , 
- - - - - - -- -- 

1/ Minneapolis 'Tribune, July 30, 1971 - 



influence the provi.sion of a major governmental a c t i v i t y  Ceducation) 

designed t o  red is t r ibu te  economic oppoxtuni.ty. 

The Advisory Commission on lhtergovernmental Relations and 

others have argued tha t  the  provision of education should not 

depend t o  any s ignif icant  extent on the d i s t r ibu t ion  of local  

property tax resources. Nor should educational support depend on 

the d i s t r ibu t ion  of local  nonproperty tax resources, should other 

forms of local  taxation be proposed as  a l ternat ives .  The solut ion 

implied by the ACIR approach requires t ha t  e i t he r  S t a t e  govern- 

ments o r  the  Federal government o r  both stand ready with the 

revenue and aid systems powerful enough t o  ob l i t e r a t e  d i spa r i t i e s  

i n  local  taxing capacity. 

I t  i s  the purpose of t h i s  study t o  analyze the self-help 

capabi l i t i es  of the  States  t o  equip themselves with a highly 

productive State-local revenue system t h a t  could underwrite a 

major share of school costs. 

The C r i t i c a l  Question--Can States  'Take oli 'the 'Financilig 'Job? 

This study finds t ha t  the  S ta tes  w i l l  have t o  acquire a 

revenue generating system powerful enough t o  support the  bulk o f  

public school costs  i f  the  provision of elementary and secondary 

education is  not t o  be influenced by d i spa r i t i e s  i n  local  f i s c a l  

capacity. The study describes the  S t a t e  revenue system implied 

by t h i s  requirement and assesses the  prospect of achieving the  

objective,  

Because the  S ta tes  col lect ively finance only 41 percent of 

public school costs currently they could expect serious p o l i t i c a l  

and f i sgp l  d i f f i c u l t i e s  i n  moving quickly t o  displace the  local  



property t ax  f o r  schools--now a $20 b i l l i o n  undertaking tha t  grows each 

year. The p o l i t i c a l  pr ice  demanded by taxpayers i n  exchange f o r  enabling 

the S ta te  t o  increase income and sa les  tax ra tes  'sharply might well be an 

effect ive l i m i t  on local  property taxes a t  the level established a f t e r  

dropping the levy f o r  school support. 

The prospects of a sharp acceleration i n  State-revenue ra is ing ac t iv i ty ,  

while not rosy, are not en t i r e ly  bleak. The Sta tes  have demonstrated a 

remarkable capacity f o r  posi t ive act ion t o  strengthen t h e i r  t ax  and revenue 

position. 

Until  the  decade of the s i x t i e s  many Sta te  governments managed t o  get 

along by re ly ing ori se lec t ive  sa les  taxes and e i the r  a general sa les  t ax  

or  a personal income tax. The se lec t ive  sa les  taxes--alcoholic beverage, - 
beer, and c iga re t t e  taxes--have l i t t l e  automatic o r  bui l t - in  revenue growth. 

'The general s a l e s  tax outperforms them considerably. Growth i n  the  sa les  

tax  y ie ld  comes from both an increased volume of consumer spending and 

from r i s ing  prices. The yie ld  of t h i s  tax  therefore grows a t  about the  

pace the economy grows. But, the  revenue source with the bes t  potent ia l  

for  keeping up with expanding S ta te  revenue requirements is  the personal 

income tax. 
Increasingly, States have found both the  general sa les  and personal 

income taxes essent ia l  t o  prevent the  opening of  a revenue-expenditure 

gap. The use of these two broadly-based levies has i n  f a c t  become the  

standard by which S ta te  tax  e f f o r t  is judged, because 36 States and the 

Dis t r i c t  of  Columbia adhere t o  it. 

Increasing rel iance on both income and sa les  taxes has brought 

about a s igni f icant  increase i n  the S ta te  portion o f  t o t a l  S ta te  and local  

tax collections. The greater  growth responsiveness of  S ta te  sa les  and 

especially income taxes compared t o  the  local property tax w i l l  fur ther  

enhance the Sta tes '  position as  time passes. 



Table L.3.--.State and Local Tax Collectj,ons, 
Fiscal  Years 1964 and 1970 

Item - 

Amount 
(ml 1 l ions  

. of 
d o l l a r s )  - ' 

Amount 
[mi 1 l l o n s  
. o f  

'Pepcent . ' db l l a r s )  - 
A l l  S t a t e  6 Local 

taxes.......... 49,837 100.0 86,795 100.0 

State.......... 25,111 50...4 47,962 
Local.......... 24,726 49.6 38,833 

, 
By type of tax:  

Property ...... 22,350 44.8 34,054 
General s a l e s  6 

gross receipts . .  7,612 15.3 16,128 
Individual  income... 3,978 8.0 10,812 
Corporation ne t  

income............ 1,775 3.6 3,738 
Motor f u e l  sa les . .  .. 4,228 8.5 6,324 
Motor veh ic le  G 

operators l icenses. .  2,067 4.1 2,904 
A l l  other............. 7,827 15.7 12,835 

Source : U. S . Department o f  Commerce, Bureau of t h e  Census ' G o v e m e n t a l  Finances 
i n  1969-70. 

Equipped, a s  many S t a t e s  now are ,  with a powerful and d i v e r s i f i e d  

t a x  system, they a r e  i n  a pos i t ion  t o  avoid t h e  i n e q u i t i e s  t h a t  inev i t ab ly  

a r i s e  with in tens ive  use of  regress ive  type taxes such a s  s a l e s  and 

property levies .  For example, severa l  S t a t e s  have pioneered innovative 

income t a x  programs t o  s h i e l d  low income persons from undue t a x  burdens. 

The personal income t a x  i s  ail espec ia l ly  valuable revenue instrument 

i n  a Sta te- local  t a x  system. I t  has an automatic growth i n  y i e l d  t h a t  

most near ly  resembles the  growth i n  Sta te- local  expenditures. 



It opens several  p o s s i b i l i t e s  fox t a x  coordi.nati.on t o  improve 

the  overa l l  equi ty  of t he  Sta te- local  revenue system, espec ia l ly  

income tax  c red i t - t ax  reba te  p o s s i b i l i t i e s  i n  t he  property and 

s a l e s  tax f i e l d s .  

New DimenSions i f i  ' State-Local 'TaX TdI* 
- .  - 

The in te rac t ion  of S t a t e  t ax  policy on loca l  taxes is  

be la ted ly  claiming l e g i s l a t i v e  a t t en t ion .  Perhaps t he  most 

noteworthy e f f o r t  i n  t h i s  connection i s  t h e  work of  t he  Massachusetts 

Special  Commission t o  Develop a Master Tax Plan. The major Master 

Tax Plan proposal i s  t o  f i x  by law the  r e l a t i v e  amounts o f  revenue 

t o  be r a i s ed  by the  th ree  major t a x  measures--property, income, 

and s a l e s .  This would be done by a commission composed of S t a t e  

l e g i s l a t i v e  and executive branch members and representa t ives  of 

loca l  government empowered t o  e s t ab l i sh  t he  t ax  r a t e s  necessary 

t o  maintain t h e - r e l a t i onsh ip  between tax  sources on a year-by-year 

ba s i s ,  

The underlying premise of t h e  Master Tax Plan proposal is 

t h a t  t h e  l eg i s l a t u r e  must henceforth consider both the package 

of  publ ic  services  the  S ta te - loca l  revenue system w i l l  support 

and t he  qua l i t y  of the  major t a x  measures t h a t  comprise t h e  revenue 

system. The property t a x  would no longer be used, i n  e f f ec t ,  a s  

the  residual1 t a x  instrument--to f i l l  t h e  gap between an es tabl ished 

expenditure l eve l  and ava i lab le  revenue from nonproperty t a x  sources. 

The growth of Federal a i d  and the  i n s i s t e n t  Sta te- local  demand 

fo r  more of it has spurred policymakers a t  a l l  governmental l eve l s  

t o  g ive  more considerat ion t o  t he  impact of Federal po l i c i e s  on 



State-local  f i s c a l  problems. For example, Congressional ac t ion 

on welfare reform, revenue sharing o r  d i r e c t  a i d  t o  schools o r  

c i t i e s  might so  a l t e r  the  t ask  assigned t r a d i t i o n a l l y  t o  t h e  

Sta te- local  revenue system a s  t o  undermine a l l  e f f o r t s  t o  increase  

re l i ance  on S t a t e  personal incomeixuation.  

Indeed, t he  decision of Congress on Federal pol icy  proposals 

now under discussion w i l l  have a profound impact on t h e  r o l e  

of t he  S t a t e s  i n  the  ~ e d e r a i  system. A massive increase  i n  

Federal a i d  t o  local  schools, f o r  example, would introduce a new 

element i n  the.  debate on how t o  redress t he  f i s c a l  imbalance among 

governmental levels .  Not only would t h i s  be a r i v a l  t o  o ther  

major Federal f i s c a l  moves, but  subs tan t ia l  a i d  t o  education would 

a l so  sharpen t he  debate over the  form Federal a i d  should take. 

Federal Po l icyAl te rna t ives  

In  view *of - the  growing f i s c a l  tensions within t h e  Sta te- local  

system, Federal policymakers confront a t  l e a s t  four poss ible  

pol icy  a l t e rna t ives .  

1. The Tradi t ional  Ftinctional Aid A ~ r o a c h - - 1 n j  e c t  i n t o  
the  present  Sta te- local  fiKancing system a very 
subs tan t ia l  new flow of d i r e c t  Federal a i d  t o  
education. This new a id  would be e s sen t i a l l y  
supportive i n  character ,  designed t o  r a i s e  t h e  
Federal share of  t he  Nation's school b i l l  from 
i ts  present  7 percent t o  something on t he  order 
of 2 5 4 0  percent. 

2 .  A Se l f 'He lBproach - -Enab l e  t h e  S t a t e s  t o  f inance 
most o f  t h e  cost  of loca l  schools by helping them 
to, help  themselves on t he  revenue f ront .  Spec- 
i f i c a l l y  t h i s  would c a l l  f o r  t he  use of  Federal tax 
c r ed i t s  t o  encourage a subs tan t ia l  increase i n  S t a t e  



personal income tax use and perhaps t h e  use of 
incent ive  grants  t o  ehcourage t he  S t a t e s  t o  
pu l l  regress ive  s t i nge r s  from t h e  s a l e s  and loca l  
property taxes. I t  might a l so  include Federal 
f i nanc i a l  incentives spec i f i c a l l y  designed t o  
encourage S t a t e s  t o  r e l i eve  t h e  loca l  property 
t ax  c t f  i ts  heavy educational burden and revenue 
equalizat ion payments t o  the  poorer S ta tes .  

3. ' T l i ~ ' ~ F i s c a l ' R e l i e ~ r o a c h - - R e d u c e  f i s c a l  tens ions  
t e  afi-;Thlocal governments generally both by 

complete Federal assumption o f  a l l  welfare cos t s  
and b y  the  in t roduct ion of a general revenue sharing 
p rogrm with S.tate and loca l  governments. 

4. An 'Ec lec t i c  Federa l  'Aid 'Approach-Select from the  
above th ree  po l i c i e s  those elements t h a t  appear t o  
o f f e r  the  be s t  ingredients of  a well-rounded Federal 
a i d  program f o r  S t a t e  and local  governments and t h e  
Nation's school d i s t r i c t s .  





CHAPTER 2 

THE PRESENT STATE-LOCAL REVENUE SYSTEM 

DESCRIPTION 

Revenue Yield 

I n  the  f i s c a l  year  1969-70 S t a t e  and l o c a l  governments r a i s e d  

$109 b i l l i o n  i n  own-source revenues, comprised o f $ 8 7  b i l l i o n  in t a x  

r e c e i p t s  and $22 b i l l i o n  i n  charges and miscellaneous genera l  rev-  

enue. Of the  t a x  revenues, 55 percent  was c o l l e c t e d  by the  S t a t e s  

themselves and the  remainder by l o c a l  governments. 

The major S t a t e  t axes  a r e  the genera l  s a l e s  t a x ,  the  var ious  

s e l e c t i v e  exc i se  t axes ,  and the  ind iv idua l  income tax .  Together 

these  t h r e e  c a t e g o r i e s  accounted f o r  t h ree -qua r t e r s  of S t a t e  t a x  

c o l l e c t i o n s  i n  1970. Over 85 percent  of l o c a l  tax  c o l l e c t i o n s  i s  

accounted f o r  by a s i n g l e  instrument ,  the l o c a l  property tax .  These 

d a t a  a r e  descr ibed  i n  d e t a i l  f o r  each S t a t e  i n  Table 2 -1 .  

As can be seen from t h e  t a b l e ,  S t a t e s  do not p lace  equal  r e l i a n c e  

on t h e  same t a x e s .  Some S t a t e s  use c e r t a i n  taxes  heav i ly  and o the r s  not 

a t  a l l .  The range of v a r i a t i o n s  i n  t h e  use of d i f f e r e n t  t axes  i s  shown 

i n  Table 2-2 .  The t a b l e  compares a c t u a l  t a x  c o l l e c t i o n s  wi th  p o t e n t i a l  

c o l l e c t i o n s .  P o t e n t i a l  c o l l e c t i o n s  were ca l cu la t ed  by applying,  t a x  by 

t a x ,  t h e  U.  S .  average r a t e  t o  each s t a t e ' s  share  of t he  base of each 

t a x  measure. It should be noted p a r t i c u l a r l y  t h a t  t h e r e  a r e  a  few S t a t e s  

which a r e  s t i l l  lacking e i t h e r  a personal income t a x  o r  a gene ra l  s a l e s  

tax. I n  the  property t a x  f i e l d  t h e  S t a t e  wi th  the  h ighes t  revenue 

e f f o r t  makes four  t imes a s  much use of t h a t  revenue source a s  t h e  S t a t e  

wi th  the  l e a s t  e f f o r t .  



TABLE 2 - 1  
STATE AND LOCAL TAX REi'ENUE BY SOURCE, BY STATE, 1 9 7 0  

Millions of Dollars 

I II  

See footnotes a t  end of table. 



TABLE 2 - 1  
STA1E AND LOCAL REVENUE BY SOURCE, BY SUTE, 1970 

(Cont h u e d )  

- l . A l L w s  
CORPORATION, SElLCTLVE SALES AND CROSS RECEIPTS PROPERTY 

STATES -r lNCOME 

TOTAL MOTOR ALCOlIOLIC TOBACCO OTHER 
.- FUELS BEVFR IGES PRODUCTS 

_u~nrr, STATES, TOTAL 3,737.9. 13,076-5 6,282.9 1,420.2 - 2,308.0 3,065.4 1 , U Y l . ~  

- 

I 1 

VERMONT - 
VIRGINIA ---- 
WASHINGTON ---- - 
w r s r  VIRGINIA - 
WISCONSIN 

WYOMING 

-- 

See footnotes a t  end of table. 
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TARLE 2 - 1  
STATF AND WCAL REVENI'E BY SOURCE, BY STATE, 1970 

(Continued) 

* Less than $50,000. 

1/ Includes re lated l icense  taxes - 
2/ lncludes portions of the corporation exc i s e  taxes and surtaxes measured by - 

corporate exces s .  Separation not avai lable .  

Source: U.S. Bureau of thc Census, Covt~rumen tn l  Finances i n  1969-70; State  
Covernmcnt F i n a n c c s  i n  1970. 



TABLE 2-2 .-MEASURES OF RELATIVE EFFORT FOR SELECTED TAX SOURCES: 1966-67 

Type of tax 

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

Highest State Lowest State High-low range 

All taxe!; . . . . . . . . . . . . . . . . . . .  138 (N.Y.) 
"Personal taxes". 

Including residential property . . . . . . . . . . .  168 (Hawaii) 
Excluding residential property . . . . . . . . . .  228 (Hawaii) 

"Business taxes": 
Y ncluding farm property . . . . . . . . . . . .  140 (Calif.) 
Excluding farm property . . . . . . . . . . . .  149 (Idaho) 

Property taxes . . . . . . . . . . . . . . . . .  155 (Minn.) 
Local property taxes on - 

Nonfarm residential property . . . . . . . . .  181 (S. Dak.) 
Business property . . . . . . . . . . . .  165 (Mont.) 

Sales and gross receipts taxes: 
A l l .  . . . . . . . . . . . . . . . . . .  215 (Hawaii) 
General . . . . . . . . . . . . . . . . .  277 (Hawaii) 
Selective . . . . . . . . . . . . . . . . .  160 (Wash. 

Individual income . . . . . . . . . . . .  31 5 (Wis. 1 
Corporation . . . . . . . . . . . . . . . . . .  338 (Del.) 
Motor vehicle . . . . . . . . . . . . . . . . .  267 (Mass.) 
Death and gift . . . . . . . . . . . . . . . . .  200 (Wash.) 

54 (Neb.) 
38  (Neb.) 

17 (La.) 
24 (Del.) 

4 7  (Neb., Ore.) 
0 (several) 

70  (Mo.) 
0 (several) 
8 (111.) 
29 (La.) 

0 (Nev.) 

4.6 t o  1 
XXX 

2.3 t o  1 
XXX 

42.3 t o  1 
9.2 t o  1 

X X X  

Note: Personal taxes a r e  defined a s  (1) comprising a l l  general  and s e l e c t h e  
s a l e s  taxes,  ind iv idua l  income and earnings taxes, death and g i f t  
taxes,  and l o c a l  nonfarm r e s i d e n t i a l  property taxes o r  (2) excluding 
r e s i d e n t i a l  property taxes.  Business taxes a r e  defined a s  (1) 
comprising corporat ion taxes, severance taxes, and l o c a l  taxes on 
business and farm property or  (2) excluding farm property taxes.  

Source : ACIR, Measuring the  F i s c a l  Capacity and E f f o r t  of S t a t e  and 
Local Areas, 



Revenue Growth 

S t a t e - l o c a l  government revenues have demonstrated a very rap id  

r a t e  of growth i n  recent  years .  Nationwide, S t a t e - l o c a l  revenue 

y i e l d s  from own sources were only $9.5 b i l l i o n  i n  1942. A s  a pro- 

po r t ion  of the  Gross National  Product,  S t a t e - l o c a l  r e c e i p t s  have grown 

from s i x  percent  i n  1942 t o  eleven percent  i n  1970. 

Among t h e  S t a t e s  Nevada showed t h e  l a r g e s t  percentage inc rease  

i n  t h e  amount of own source revenue between 1942 and 1969. (See Appendix 

Table 1 , )  North Dakota showed t h e  l e a s t  percentage inc rease ,  The 

S t a t e - l o c a l  t a x  take  i n  Nevada was twenty times g r e a t e r  i n  1969 than 

i t  was i n  1942. I n  North Dakota i t  was only about f i v e  times g r e a t e r .  

When S t a t e  and l o c a l  own source revenue i s  compared on a per 

c a p i t a  b a s i s ,  Georgia showed the  l a r g e s t  percentage inc rease  between 

1942 and 1969, New Hampshire showed t h e  l e a s t  percentage increase .  

Per c a p i t a  S t a t e  and l o c a l  revenue from own sources i n  Georgia went 

from $36 t o  $363 between 1942 and 1969. I n  New Hampshire i t  went from 

$79 t o  $366 per c a p i t a  between 1942 and 1969, Over t h i s  span of  27 

years ,  New Hampshire achieved the  d i s t i n c t i o n  of being the  only S t a t e  

without  e i t h e r  a broad-based s a l e s  o r  personal  income t a x  and had 

t h e  lowest per cap i t a  revenue from S t a t e  revenue sources--$IS6 com- 

pared t o  a n a t i o n a l  l e v e l  of $244. 

Between 1942 and 1969, the  S t a t e  por t ion  of own source revenues 

increased more r a p i d l y  than the  l o c a l  po r t ion  i n  a l l  bu t  seven S t a t e s - -  

Arizona, Arkansas, C a l i f o r n i a ,  New Mexico, Ohio, Oklahoma and Ras hington. 

S ince  S t a t e  revenues a r e  mainly from nonproperty t a x  sources and l o c a l  



revenues a r e ,  i n  the  main, property taxes,  the  evident  tendency i n  

most S t a t e s  was t o  reduce re l i ance  of the  S ta te - loca l  sec to r  on the 

property tax. 

Balanced Use of Income and Sales  Taxes 

The Depression of the  1930's and the  unremitting expenditure 

pressures on S t a t e s  and l o c a l i t i e s  i n  the  1950's and 1960's stand ou t  

a s  the two most important developments t h a t  have shaped S ta te - loca l  

revenue systems. 

P r i o r  to  1930 f i f t e e n  S t a t e s  had successful ly  imposed a personal 

income tax. The general  r e t a i l  s a l e s  t a x  had yet  t o  be discovered. 

But by the end of the t h i r t i e s  s ix teen S t a t e s  had enacted both a 

general  s a l e s  t ax  and a personal income t a x  t o  overcome the  impact 

o f  the  Depression on S t a t e - l o c a l  revenues. (These S t a t e s  were Alabama, 

Arizona, Arkan'sa~, Ca l i fo rn ia ,  Colorado, Hawaii, Iowa, Kansas, Louisiana, 

Miss iss ippi ,  'Missouri, New Mexico, North Carolina,  North Dakota, Oklahoma, 

and ~ t a h . )  By enacting general  s a l e s  taxes ,  Maryland i n  1947 and Georgia 

and South Carolina i n  1951 joined the group of S t a t e s  using two major 

broad-based t ax  sources a t  the  S t a t e  l eve l .  The dual t a x  ranks re- 

mained unchanged a t  nineteen S t a t e s  throughout the  remainder of the  1950's. 

Between 1960 and the present ,  however, seventeen more S t a t e s  were 

added t o  the  dual t a x  ranks. Eight S t a t e s  began levying a general  s a l e s  

t a x  a s  pa r t  of a revenue system t h a t  previously had depended on the  

personal  income tax .as  the  major broad-based levy. (Idaho, Kentucky, 

Massachusetts, Minnesota, New York, Vermont, Virginia ,  and Wisconsin.) 

Eight  S t a t e s  enacted a broad-based personal income tax  t o  complement 



a genera l  r e t a i l  s a l e s  t a x  a l ready on the  s t a t u t e  books. ( I l l i n o i s ,  Indiana,  

Ohio, Maine, Michigan, Pennsylvania, Rhode Is land ,  and West ~ i r g i n i a . )  

Nebraska adopted a  genera l  s a l e s  and a personal  income t a x  simultaneously 

a s  an in t eg ra t ed  S t a t e  revenue package. 

Thus, d e s p i t e  c o n f l i c t i n g  t ax  pol icy  o b j e c t i v e s ,  a  consensus i s  

developing i n  many S t a t e s  a t  t he  c e n t e r  of t he  t a x  pol icy  spectrum. 

The persona 1 income t ax  meets 1 iGera l  demands f o r  progression,  

while  the  s a l e s  t a x  s a t i s f i e s  conserva t ives .  Balanced use of these  two 

t axes  breaks t h e  ideo log ica l  deadlock and al lows S t a t e s  t o  develop a t a x  

system capable of producing s u b s t a n t i a l  amounts of revenue. 

Business Taxes 

Although ind iv idua l s ,  i n  the  f i n a l  reckoning, pay a l l  t axes ,  

: h e r e  i s  an i n t e r e s t  i n  most S t a t e s  i n  making businesses bear  some of 

t h e  i n i t i a l  t a x  i-mpac t . Business taxes  a r e  genera l ly  popular p o l i t i c a l l y ,  

b u t  l e g i s l a t o r s  a r e  cons t ra ined  by the  need t o  provide a competi t ive 

t a x  environment f o r  l o c a l  firms. On balance,  the  place of business  taxes  

i n  the  S ta te- loca l  f i s a l  system has been dec l in ing  over the  pas t  decade, 

a s  shown i n  Table 2-3.  A t  the  present  time the  business  po r t ion  of the 

property t a x  r ep resen t s  hore  than ha l f  of S t a t e - l o c a l  revenues co l l ec t ed  

i n  the  f i r s t  i n s t ance  from businesses.  The r e s t  comes from corpora te  

n e t  income taxes ,  gross  r e c e i p t s  t axes ,  f r anch i se  and l i c e n s e  f ees ,  

severance t axes ,  and document and s tock  t r a n s f e r  taxes .   a able 2-4) 



TABLE 2-3 .-.*ELATIONSHIP OF STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS 
TO TOTAL STATE AND LOCAL TAXES, BY STATE, 1957, 1962, AND 1967' 

[Excluding Sales Taxes] 
(Dollar amounts in millions) 

- I To ta l  S t a t e  and l o c a l  taxes  I S t a t e  and l o c a l  taxes  I Taxes on bus iness  a s  

United S t a t e s  

S TATES 

Alabama 
Alaska 
Arizona 
Arkansas 
Ca l i fo rn i a  
Colorado 
Connecticut  
Delaware 
D i s t .  of Col. 
F l o r i d a  

Georgia 
Hawaii 
Idaho , 
I l l i n o i s  
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 

$61,000.3 $41,554.2 $28,645.1 $17,934.0 $13,329.9 $9,791.7 29.4 32.1 34.2 

Maryland 
Massachusetts  
Michigan 
Minnesota 
Mis s i s s ipp i  
Missouri  
Montana 
Nebraska 
Nevada 
New Hampshire 

New Jersey 
New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Is land 

1957 1967 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virg in ia  
Washington 
1Jes t Virg in ia  
Wisconsin 
ivy oming 

1962 

on bus iness  

n.a. Data not available. 
'Excluding unemployment compensation. 

1967 

% o f  t o t a l  taxes  

Source: Estimates prepared by ACl R staff from data published by the Governments Division, U.S. Bureau of the Census, and U.S. 
Department of Agriculture; and supplemen?ary data supplied by several States. 

1967 1962 1957 1962 1957 l:5~F;t~; 



TABLE 2-4.- STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS, 
BY TYPE OF TAX, BY STATE, 1967' 

Excluding Sales Taxes1 
(In millions of dollars) 

Corpora t ion  Document 
S t a t e s  To t a l  Proper ty  n e t  Gross ~ i c e n s e d l  Severance and s t ock  Other 

income r e c e i p t d l  t r a n s f e r  

United S t a t e s . . .  

........ Alabama.... 
Alaska. ............ 

............ Arizona 
......... Arkansas.. .... C a l i f o r n i a . . . . .  

.......... Colorado. 
Connect icu t . . . . . . . .  
Delaware.. ......... 
D i s t .  of  Columbia.. 

......... Flo r ida . . .  

............ Georgia 
Hawaii.. ........... 

........... I daha  
......... I l ~ i n o i s . .  

........... Indiana .  
Iowa. . . . . .  ......... 
Kansas , . . . . . . . .  .... 

........... Kentucky 
Louisiana.  ......... 
Maine... ........... 
Mary 1 and. .......... 
Massachusetts . .  .... 

........... Michigan 
........ Minnesota.. 

Mi s s i s s i pp i  ........ 
.......... Missouri .  

...... Montana. . . . . .  
........... Nebraska 

............ Nevada. 
New Hampshire.. .... 
New J e r s ey . .  ....... 
New Mexico. . . . . .  ... 
New York. .......... 
North Carol ina .  .... 
North Dakota. ...... 
Ohio ............... 
Oklahoma.. ......... 

............. Oregon 
Pennsylvania. ...... 
Rhode I s l and .  ...... 
South Carol ina . .  ... 
South Dakota.. ..... 
Tennessee. ......... 
Texas. . . . .  ......... 
Utah. .............. 
Vermont . . . . . . . . . . . .  

........... Vi rg in i a  
Washington. ........ 
West Virg in ia . .  .... 
Wiscons in . . . . . . . . . .  

........... Wyoming. 

Excluding unemployment compensation. 
insurance premium, utility, and general gross receipts takes on business firms. 

3~orporatinn franchise and miscellaneous business and occupational licenses. 

~usiness activities tax. 
Less than $50,000. 

Source: Estimates prepared by ACl R staff from data published by the Governments Division, U.S. Bureau of the Census, and U.S. 
Department of Agriculture; and supplementary data supplied by several States. 

2-10 



MAJOR ISSUES 

Distr ibut ion of tax burdens and expenditure benef i ts  

The fa i rness  of a s ta te - loca l  f i s c a l  system depends on 

two things--the d i s t r i bu t ion  of benef i ts  from government expendi- 

tu res  and the d i s t r i bu t ion  of the tax burden, While there a r e  

no hard data on the subject ,  economic theory suggests t h a t  s t a t e  

and loca l  taxes a r e  somewhat regressive, but t ha t  the benef i ts  

of s t a t e  and loca l  expenditures a r e  largely  pro-poor, Therefore, 

on balance, i t  i s  l i k e l y  t h a t  the s ta te - loca l  f i s ~ a l  system 

red is t r ibu tes  resources from the upper t o  the lower income 

brackets , 

The standard pic ture  of the s ta te - loca l  t ax  and expendi- 

ture  sys tem derives from the work of We Irwin Gil lespie  and 

George ~ i s h o ~ .  The Gillespie and Bishop methodology has 

recently been used by Roger Herriot and Herman Miller  t o  produce 

tax and expenditure incidence estimates f o r  1968, Table 2-5 

shows the estimated d i s t r i bu t ion  of taxes, expenditures, and 

income by income brackets. Table 2-6 expresses federal  and 

s t a t e  tax col lect ions  a s  a percentage of fac tor  income (income 

from land, labor, and cap i ta l ) ,  i n  both cash and non-cash forms, 

plus t rans fe r  payments received. Of the taxes shown, the federa l  

%. Irwin Gillespie,  " ~ f f e c t  of Public Expenditures on the 
Distribution of Income," i n  Richard A. Musgrave (ed.), Essays i n  
F i sca l  Federalism, Washington: Brookings Ins t i tu t ion ,  1965; 
George Bishop, Tax  Burdens and ~ e n e f  its of Government Expenditures 
by Income Class. New York: Tax Foundation, 1967. 



TABLE 2-5 .--FACTOR INCOME , TRANSFERS TAX PAYMENTS AND EWEND ITURE 
BENEFITS BY ADJUSTED MONEY INCOME BRACKET, 1968 ($ Bil l ions)  

Adjusted money 
income bracket 

Under $2000- $4000- $6000- $8000- 
$2000 3999 5999 7999 9999 

Total  f ac to r  income 6m2 23,7 47 ,4 77,7 93,7 

Transfer payments received 6m6 11,5 9 ,3 6m7 5m2 

Personal income tax  O m O  Om8 2a5 
N Corporate income tax 0 @4 1 8  1m7 
I 
F Social Securi ty tax 0 ,5 105 3 2  
w Total s t a t e  &' l o ca l  taxes 1m7 3,7 5,7 

Property tax 1.0 l a8  2 m3 
Sales tax 0 m4 l m 2  13 

Total taxes paid 3,1 8,2 14,7 23,4 27,4 
Total federa l  taxes 1 m4 4 ,4 9mO 15 , l  17.9 

6m9 
2m7 
5 m8 
9a5 
3 04 
3e1 

Gov' t expenditure benef i t s  19,6 27,O 28,3 

Source: Roger A, Herriot  and Herman P, Miller ,  "Changes i n  the  Dis t r ibut ion of Taxes Among Income 
Groups: 1962 t o  1968," Paper presented a t  meeting of American S t a t i s t i c a l  Association, 
August, 1971, Tables 2, 4, and 7. 
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income tax i s  steeply progressive throughout, while the sa les  and 

property taxes both display regressive elements, 

The work of Gillespie,  Bishop, and Herriot and Miller 

r e s t s  on three c ruc ia l  assumptions. F i r s t ,  the d i s t r ibu t ion  of 

the benefits  of non-specific public goods, such a s  police and f i r e  

protection, by number of families assumes tha t  a do l l a r  of pr ivate  

income is  worth the same t o  a poor family a s  t o  a r ich  one, Henry 

Aaron and Martin McGuire have recently shown tha t  i f  a do l l a r  spent 

on pr ivate  goods i s  worth l e s s  t o  an individual a s  h i s  income r i s e s ,  

then the standard analysis  understates the tax burden on the poor 

and overstates t he i r  evaluation of public goods. A t  the other 

end of the scale,  Aaron and McGuire suggest tha t  the t rad i t iona l  

view overstates the burden of the f i s c a l  system on the r ich,  

since i t  places too l i t t l e  weight on t h e i r  desire  for  publicly 

provided goods and services.' If the sa t i s fac t ion  t h a t  the 

individual gains from an addit ional do l l a r  of private income 

declines par t icular ly  rapidly a s  income r i ses ,  the burden of 

the f i s c a l  system w i l l  weigh en t i r e ly  on the middle income 

groups, with both low- and high-income individuals receiving 

ne t  gains. 

Second, Gillespie and h i s  followers have assumed tha t  the 

res ident ia l  portion of the property tax i s  borne by individuals 

i n  proportion t o  t he i r  spending for  housing, and tha t  the 

business property tax i s  passed on t o  consumers i n  proportion t o  

' ~ e n r ~  Aaron and Martin McGuire, "Public Goods and Income 
Distribution,  " Econometrica, 38: 907-20 (November, 1970). 



t h e i r  overal l  consumption expenditures, This follows the approach 

of Dick Netser, who considers the property levy t o  be a kind of 

excise tax on housing and other goods, 
1 

Other economists view the property tax a s  one of several  

taxes on cap i ta l ,  which a re  borne by owners of cap i ta l ,  Although 

housing and farms a re  taxed most heavily under the property levy, 

these a c t i v i t i e s  pay l i t t l e  corporate income tax ,  a s  shown i n  

Table 2-7, Since a tax on cap i t a l  and a tax on cap i t a l  income 

may be considered equivalent, housing cap i t a l  is  ac tua l ly  taxed 

l e s s  heavily than average, According to  t h i s  view the tax system 

works t o  lower ra ther  than increase the price of housing r e l a t i ve  

t o  t ha t  of other goods and services. A s  between d i f f e r en t  

communities, the pr ice  of housing may be higher i n  areas where 

the property tax i s  high than i n  areas  where the t ax  r a t e  is low, 

But not a l l  of the differences i n  property tax r a t e s  need be 

ref lected i n  rents,  since par t  may be capi ta l ized i n  the value of 

land and s t ructures ,  
2 

Under e i t he r  analysis of the property tax, the levy is  

proportional fo r  the broad middle range of incomes, but regressive 

f o r  those i n  the lowest brackets, Using the excise tax approach, 

Miller and Herriot found the ef fec t ive  r a t e  of the property tax 

roughly constant f o r  families with incomes between $6,000 and 

$25,000, but sharply higher below tha t  level,  a s  shown i n  Table 2-6. 

!Dick Netzer, Econolnics of the Property Tax, Washington: 
Brookings Ins t i tu t ion ,  1966, chap. 3. 

2 ~ e t e r  -Mieskowski, 'The Property Tax: An Excise Tax or a 
Prof i t s    ax?" Yale University, unpublished Cowles Foundation 
discussion paper, November, 1970, 



TABLE 2-7 ,--TAXES AS PERCENT OF. 
INCOME FROM CAPITAL, 1953-59 

Corporate Property Total 
Profits Tax Tax 

(Fed. & state) 

All non- financial 23.1 14.2 37.3 

Manufacturing 40.7 6.7 47.4 

Residential real estate 1.2 26.7 27.9 

Agriculture, forestry, 
and fishing 0.9 16.5 17.4 

Mining 19 ;4 10.9 30.3 

Construction 27.2 9.2 36.. 4 

Trade 

Transportation 28.3 17.6 45.8 

Communications and 
Utilities 

Services 

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



Using the wealth tax approach, the effect ive r a t e  of the property 

tax i s  f a i r l y  uniform for  incomes between $3,000 and $25,000, the 

range i n  which the r a t i o  of wealth to  income holds steady, accord- 

ing to  1962 data. (See Table 2-8.) If more recent wealth data 

were avai lable ,  the correspondence between these two analyses of 

the property tax burden would most l i ke ly  be very close. 

The t h i rd  c ruc ia l  assumption i n  incidence analysis  

concerns the d i s t r ibu t ion  of the burden of business taxes, 

par t icu la r ly  the corporation net  income (prof i t s )  tax, Many 

wri ters  have held t h a t  much of the burden of t h i s  t ax  i s  

sh i f ted  t o  consumers i n  the form of higher prices,  But more 

recent and careful  investigations suggest t ha t  capi ta1 bears 

almost the f u l l  amount of the tax,' Gi l lespie  and Miller and 

Herriot adopt a compromise between these two poles and assume 

t h a t  two-thirds of the corporate income tax  i s  dis t r ibuted i n  

proportlon t o  dividends, and the remainder i n  proportion t o  

general consumption expenditures, 

On balance i t  thus appears t h a t  s ta te - loca l  tax systems 

a r e  regressive, and that the most regressive elements a r e  the 

property tax, general sa les  tax, and select ive excises, Although 

s t a t e  and loca l  expenditures give benefits  t o  low income groups, 

the  s ta te - loca l  f i s c a l  system could be made more pro-poor by 

haking greater  use of the personal income tax, 

'5. Cragg, A. Harberger, and P. Mieskowski, "Empirical 
Evidence on the Incidence of the Corporation Income Tax," Journal 
of P o l i t i c a l  Economy, 75: 811-21 (~ecember, 1967); Robert J. 
Gordon, "The Incidence of the Corporation Income Tax i n  U.S, 
Manufacturing, 'I American Economic Review, 57 : 731-58 (September, 
1967), 



TABLE 2-8,--AVERAGE WEALTH OF FAMILIES, 1962 

Income 
Bracket 

$ 0 - 2999 
3000 - 4999 
5000 - 7499 
7500 - 9999 

10000 - 14999 
15000 - 24999 
25000 - 49999 
50000 - 99999 

100000 and over 

Average Wealth/ Value Homt: 
Family Income of home equity/  
Wealth equity income 

Source: U.S. Department of Commerce, Bureau of the  
Census. S t a t i s t i c a l  Abstract of the United 
S ta tes .  1968. Washington: 1968. Page 333. 



The income t e s t  and the income t a x  

There i s ,  i n  f a c t ,  a growing consensus t h a t  income 

is t h e  most appropr i a t e  measure of a b i l i t y  t o  pay. This is 

r e f l e c t e d  i n  t h e  r ecen t  i nc rease  i n  use of t h e  propor t ional  

o r  progress ive  income tax .  Fu r the r ,  t h e  income . t a x  mechanism 

is coming i n t o  use  t o  b l u n t  t h e  r e g r e s s i v e  impact of proper ty  Lr 

and sales taxes .  

Fo r ty  S t a t e s  now have broad-based personal  income t a x  

laws. The S t a t e s  t h a t  have had income taxes  f o r  some time have made 

inc reas ing  use of t h i s  t a x  source,  S t a t e  personal  income taxes,  which 

represented  4.5 p x c e n t  of S t a t e  and l o c a l  genera l  revenues fr6m own 

sources i n  1957, accounted f o r  8.4 percent  of  t he  t o t a l  -by 1970. I n  

t e n  S t a t e s ,  t h e  personal  income t a x  y ie lded  12 percent  o r  more of 

t o t a l  S t a t e - l o c a l  own source revenue i n  1969. I n  1957, j u s t  t h r e e  

States--Alaska,  Delaware, and Oregon--used t h e  personql  income t a x  

t o  t h a t  same degree. (See Appendix Table 10 .) 

A s  S t a t e  policymakers have confronted t h e  need t o  impose heavier  

t a x  burdens on ind iv idua l s  and f a m i l i e s ,  they have become more s e n s i t i v e  

t o  the  r eg res s ive  impact of the  genera l  r e t a i l  s a l e s  t a x  and the  l o c a l  

r e s i d e n t i a l  property tax ,  F i f t e e n  S t a t e s  g r a n t  food purchases out -  

r i g h t  exemption from t h e i r  s a l e s  l e v i e s  t o  he lp  minimize r e g r e s s i v i t y .  

Twenty-six S t a t e s e l e s  t a x  laws give purchases of drugs and medicines 

s i m i l a r  t reatment .  These techniques a r e  c o s t l y  i n  terms of  revenue 

foregone, because they apply across  the  board t o  a l l  taxpayers  r e -  

ga rd le s s  of  t h e i r  income s t a t u s .  They a r e  a l s o  c o s t l y  of admin- 

i s t r a t i o n  because they r equ i re  vendors t o  d i s t i n g u i s h  between taxable  



and exempt s a l e s  a n d ' s a l e s  t a x  a u d i t o r s  t o  f e r r e t  o u t  f raudulent  

exemption claims.  

Indiana demonstrated t h a t  t h e  r eg res s ive  impact of  one t a x  can 

be s u b s t a n t i a l l y  mi t iga ted  by using the  personal ' income t a x  a s  a  

coord ina t ing  device. I n  1963, Indiana adopted personal  income t a x  c r e d i t s  

f o r  t a x  payments on food and p r e s c r i p t i o n  med,.ic,ines wl th  cash refunds f o r  

persons wi th  incomes e i t h e r  too low t o  take  f u l l  advantage of t he  

t a x  c r e d i t  o r  wi th  incomes below the  f i l i n g  requirement. When Ne- 

braska adopted i t s  in t eg ra t ed  personal  income and s a l e s  t a x  pack- 

age i n  1967, the  s a l e s  t a x  credi t - reba  t e  approach was included,  

Iowa and Hawaii went a  s t e p  f u r t h e r  than Indiana by providing f o r  

a  c r e d i t  t h a t  dZminished wi th  the  s i z e  of the taxpayer ' s  income. 

Wisconsin extended the  c r e d i t - r e b a t e  idea t o .  l o c a l  r e s -  

i d e n t i a l  proper ty  t ax  i n  1964 by permi t t ing  the  e l d e r l y  t o  c r e d i t  

excess ive  l o c a l  property t ax  payments ( e s s e n t i a l l y  pv-er 5 percent  

of  household income) a g a i n s t  t h e i r  S t a t e  income t a x  l i a b i l i t y .  

E lde r ly  r e n t e r s  were granted t h i s  r e l i e f  a l s o , f Q r  i t  was assumed 

t h a t  25 percent  of t h e i r  s h e l t e r  payments go i n t o  property taxes.  

Because the  g r e a t  major i ty  of  the  b e n e f i c i a r i e s  have l i t t l e  o r  no 

S t a t e  income t a x  l i a b i l i t y ,  they have i n  e f f e c t  a  negat ive  t a x  c r e d i t  

and a r e  e n t i t l e d  t o  cash  reba te .  

The idea of using the  S t a t e  t ax  system and more s p e c i f i c a l l y  

t h e  S t a t e  personal  income t a x  a s  a  t a x  coordinat ing device has 

grown i n  favor wi th  S t a t e  t a x  pol icy makers. (See ~ab le ' 2 -9 . )  



TABLE 2-9 .-- STATE USE OF PERSONAL INCOME TAX CREDITS AND CASH REBATES TO MINIMIZE OR OFFSET 

State TY pe of 
credit 

Colorado . . . . . . . . . . . 

Hawaii . . . . . . 

Idaho . . . . . . . 

Indiana.. . . . . 

Kansas . . . . . . . . . . . . . 

Massachusetts . . . . . . . . 

For sales tax 
paid on food 

For consumer- 
type taxes 

For drug or 
medical expenses 

For household rent 

For sales taxes paid 

For sales tax paid 01 

food 

For senior citizen 
homestead relief 

For consumer-type 
taxes 

THE REGRESSIVITY OF SALES AND PROPERTY TAXES' 

Year 
adopted 
-- 

1965 

1965 

1970 

1970 

1965 and 
1 969 

1 963 

1970 

1966 

Amount 
of credit 

$7 per personal 
exemption (exclu- 
sive of age and 
blindness) 

Varies based on 
income2 

$10 credit per 
personal exemption 
(rebate applicable 
to taxpayers 65 and 
over only) 

$8 per personal 
exemption (exclu- 
sive of age and 
blindness) 

Varies, based on 
income and amount 
of property tax 

$4 for taxpayer, 
$4 for spouse, i f  
any, and $8 for 
eschqualified d m  
dent4 

Law 

Chap. 138, Art. 1, (secs. 
138-1-18 & 138-1-19 
added by H.B. 1 119, 
laws 1965, effective 
611 165) 

Chap. 121 (Secs. 121-12-1 
& 121-12-2 added by Act 
155 laws 1965) 
Act 180, Laws 1970; 
sec. 235-56 

Act 180, Laws 1970 

Chap. 195, laws 1965. 
Chap. 456, laws 1969; 
Sec. 63-3024 (dl 

Chap. 50 (Chap. 30, Sec. 
6d added by H.B. 1226, 
laws 1963, 1 st sp. sess., 
effective 4120163) 

Chap. 403 (H. B. 1253, 
Laws 1970) 

Chap. 62 (Sec. 6b added 
by ch. 14, Acts 1966) 

Adminis?rative Procedure 

Credit to be claimed on income tax returns. For resident 
individuals without taxable income a refund will be 
granted on such forms or returns for refund as pre- 
scribed by the Director of Revenue. 

The Director of Taxation shall prepare and prescribe 
the appropriate form or forms to be used by taxpayers 
in filing claims for tax credits. The form shall be made 
an integral part of the individual net income tax return. 
In the event the tax credits exceed the amount of the 
the income tax payments due, the excess of credits over 
payments due shall be refunded to the taxpayer. 

Credit (or rebate if credit exceeds tax liability) to be 
claimed on income tax returns. For resident individuals 
(65 and over) without taxable income a refund will be 
granted on such forms or returns for refund as pre- 
scribed by the State Tax Commission. 

Credit to be claimed on income tax returns. I f  an in- 
dividual is not otherwise required to file a return, he 
may obtain a refund by filing a return, completing 
such return insofar as may be applicable, and claiming 
such refund. 

Tax credit (or rebate i f  credit exceeds tax liability). 
The department of revenue shall make available suitable 
forms with instructions for claimants, including a form 
which may be included with or a part of the individual 
income tax blank. 

Same as Indiana. 

See toomotes at the end of table. 



TABLE 2-9.- STATE USE OF PERSONAL INCOME TAX CREDITS AND CASH REBATES TO MINIMIZE OR OFFSET 
THE REGRESSIVITY OF SALES AND PROPERTY TAXES' (Cont'd) 

State Type of 
credit 

Minnesota . . . . . . . . . . . For senior citizen 
homestead reliefS 

N 
: Nebraska . . 
N 
N 

Vermont . . . 

Tax relief for 
renters. 

. . . For sales tax paid 01 

food - 

. . . For sales tax paid 

For senior citizen 
property tax relief 

adopted of credit 

Varies with income 
from 75% to 10% of 
net property tax or 
equivalent rent not 
to exceed $600 (Max. 
credit $450) 

3.75% of the total 
amount paid by claim. 
ant as rent, not 
to exceed $456 

$7 per personal ex- 
emption (exclusive of 
age and blindness) 

Varies, based on 
income and num- 
ber of personal 
exemptions (other 
than age and 
blindness)' 

Equal to the 
amount by which 
property taxes 
or rent constitut- 
ing prwrty 
taxes on their 

m of the indiid- 
uds total house- 
hold income multi- 
pliedbytheloul 
rate factor' 

Law 

Chap. 32 (H.B. 27) 
Article VI 

Chap. 32 (H.B. 27) 
Article XVl I 

H.B. 377, laws 1967 

H.B. 125, laws 1969; 
Chap. 152, Sec. 5829 

H.B. 222, laws 1969; 
Chap. 139, Sec. 5901 

Administrative Procedure 

Tax credit or refund to be claimed on income tax return. 
Department of Taxation shall make available a separate 
schedule for information necessary to administration of 
of this section and the schedule shall be attached and 
filed with the income tax return. Cash refund granted i f  
property tax credit exceeds State personal income tax 
liability. 

Same as above. 

Credit to be claimed on income tax returns. Refund will 
be allowed to the extent that credit exceeds income tax 
payable but no refund will be made for less than $2. 

Credit to be claimed on income tax returns. Credits 
properly claimed by resident individuals who have no 
income or no income subject to Vermont tax will be 
allowed the full amount of the credit as a refund. 

The credit may not exceed the property tax, but if 
income tax liability is less than the credit the difference 
between the liability and tho credit will be refunded. 



TABLE 2-9 ,--STATE USE OF PERSONAL INCOME TAX CREDITS AND CASH REBATES TO MINIMIZE OR OFFSET 

State TY pe of 
credit 

Wisconsin . . . . . . . . . . . For senior citizen 
homestead tax relief 

Washington, D.C. . . . . . . For sales tax paid 
on food 

THE REGRESSIVITY OF SALES AND PROPERTY TAXES' (Cont'd) 
-- 

adopted 
Amount 
of credit 

Varies, based on 
income and 
amount of prop- 
erty tax or rental 
payment 

aries, based on 
income9 (credit 
applicable to low 
income taxpayers only 

Law 

Chap. 71 (Sec. 7109 
(7) added by ch. 566 
(A.B. 301 1 eff. 6/10/64. 
Ch. 580 (A.B. 907) re- 
pealed & recreated Sec. 
71 .OW) effective Dec. 19, 
1964. 

P.L. 91-106 (H.R. 12982) 

Administrative Procedure 

--- 

Tax credit or refunded to be claimed on income tax return. 
The Department of Taxation shall make available a 
separate schedule which shall call for the information 
necessary to administering this section and such schedule 
shall be attached to and filed with the Wisconsin income 
tax form. Cash refund granted if property tax credit 
exceeds State personal income tax due. 

Tax credit or refund to be claimed on income tax return. 

'If a taxpayer has no State personal income tax liability or a tax liability insufficient to absorb the entire credit (a negative tax credit situation) he is entitled to the appropriate cash refund. If the taxpayer's State 
personal liability is equal to or greater than the tax credit, his personal income tax liability is reduced by the amount of the credit (a positive tax credit situation). 

 he credits for conwmer-type taxes are based on "modified adjusted gross income" (regular taxable income plus exempt income such as social security benefits, life insurance proceeds, etc.) and range from $21 Per 
qualified exemption for taxpayers having a modified adjusted gross income of less than $1,000 to $1 per exemption where such income is between $8,000 and $9,999. 

3~angb, from $12 per qualified exemption for taxpayers having taxable income under $1,000 to $0 where such income is over $7,000. 

'credits are only allowed if total taxable income of taxpayer and spouse, if any, doas not exceed $6.000 for the taxable year. 

'AII homeowners residing in their own homes are allowed a direct reduction of their property taxes due by means of the Homesteed Property Tax Credit. This credit amounts to 35 percent of the tax levy, excluding 
the amount levied for bonded indebtedness, to a maximum credit of $250. Senior citizen homeowners also receive this credit. Local governments are reimbursed for their tax loss from the state property 
tax relief fund. 

6~lderly may choose this relief or senior citizen relief but not both. 

 anger from $12 to 581 for taxpayem having less than $1,000 total household income to SO to $36 for those having between $6,000 and $6,999 income, b a d  on number of personal exemptions. 

 he comrnlsionw shdl annually prepare and make available the local rate factors by arraying all municipalities according to their effective tax rate and dividing the population of the State into quintile~ from Such array 
with those having the lo- effective tax rates being in the first quintile. The local rate factors shall be as follows: first quintile, 0.6; second quintile, 0.8; third quintile, 1.0; fourth quintile, 1.2; fifth quintile, 
1.4. Tho amount of property taxes or rent constituting property taxes used in computing the credit are limited to $300 per taxable year. 

LOW income taxpayers (AGI not over $6,000) are allowed e credit ranging from $2 to $6 per personal exemption, drpending upon the taxpayer's income bracket, 

Source: Commerce Clearing House, State Tax Reportar. 



Tppe of 
S t a t e  c r e d i t  

TABLE 2-9.--STATE USE OP PERSONAL INCOME TAX CREDITS AND CASH ReBA'I&S 
TO MINPtZZE OR OFFSET THE REGRESSNITY OF SALES AND PROPERTY TAXES (Continued) 

Colorado For sen ior  c i t i z e n  
property t a x  r e l i e f  
(homeowners and 
ren te rs )  

Haine For senior  c i t i z e n  
property t a x  r e l i e f  
(homeowners and 
renters)  

Pennsylva- For sen ior  c i t i z e n  
n i a  homestead r e l i e f  

Year Amount of 
Adopted c r e d i t  

1971 Varies with income 
up t o  $3700; limi- 
t ed  t o  50 percent 
of t a x  o r  $200 

1971 Varies with income 
up t o  $6000; limi- 
t ed  t o  property t a x  
paid o r  20 percent 
of ren t  

1971 Varies with income 
up t o  $7500; lid- 
ted  t o  $200 

Qlap. 138, ss. 1-20 Cred i t  claimed on income tax rbhlr~s 
and 21. or ,  f o r  h o s e  havbg no taxable incam, 

on f o m  prescribed by the Depbrtment 
of Revenue 

T i t l e  36. tihap. 901, Forms t o  be made ava i lab le  by t h e  Stata 
o r .  6101-6120 Tax Assessor 

No. 3, Act8 of 1971 Rules t o  be prescribed and s u i t a b l e  
fonns t o  be  provided by the Department 
of Revenue 



F i s c a l  imbalance 

In a f e d e r a l  system funct ions  are asslgned t o  

l e v e l s  of government s o  a s  t o  balance the  d e s i r e  f o r  popular 

con t ro l  and p a r t i c i p a t i o n  with the i n t e r n a l i z a t i o n  of c o s t  

and benef i t  s p i l l o v e r s  and the r e a l i z a t i o n  of economies of 

sca le .  The present  d i s t r i b u t i o n  of program r e s p o n s i b i l i t i e s  

ind ica tes  t h a t  t h i s  balance. has no t  been achieved i n  severa l  

-important a reas ,  e s p e c i a l l y  education and welfare.  

A primary c r i t e r i o n  f o r  a high q u a l i t y  s t a t e - l o c a l  

revenue eystern is  t h a t  the  area over which taxes a r e  levied  

should approximate the  area i n  which b e n e f i t s  are d i s t r i b u t e d ,  

A government service should be paid f o r  by r e s i d e n t s  of the  

region a f fec ted ,  not j u s t  by inhab i t an t s  of the town where i t  

is  located.- LR the case of education, much o f  its f inancing 

depends on u n i t s  of government s o  small that the f r u i t s  of 

tax s a c r i f i c e s  s p i l l  over t o  o ther  j u r i s d i c t i o n s  through 

the subsequent migrat ion of children.  Education a l s o  leads 

t o  s o c i a l  and technological  improvements t h a t  increase  produc- 

t i v i t y  and well-being f o r  everyone, not  j u s t  those who receive  

it. Since the  community does no t  receive  a l l  of the benef i t s  

of i t s  educational  spending, it w i l l  spend l e s s  f o r  schooling 

than i t  would otherwise. The exis tence  of out-migrants and 



genera l i zed  b e n e f i t s  makes educat ion seem more c o s t l y  than i t  

r e a l l y  i s ,  thereby discouraging l o c a l  ou t l ays .  

For purposes of income r e d i s t r i b u t i o n ,  taxes  must be 

l ev ied  over the  e n t i r e  region i n  which r e d i s t r i b u t i o n  i s  deemed 

necessary .  Our educat ion system i s  viewed a s  a  device  t o  provide 

equal  s o c i a l  and economic oppor tuni ty  t o  c h i l d r e n  i r r e s p e c t i v e  

of t h e i r  background. To meet t h i s  r e s p o n s i b i l i t y  a l l  s t a t e s  do 

have a  system of a i d  t o  l o c a l  educat ion,  bu t  these  programs 

g e n e r a l l y  have a  l i m i t e d  impact i n  r e d i s t r i b u t i n g  educa t iona l  

resources .  A s  a  r e s u l t ,  per pup i l  expendi tures  a r e  s t i l l  determined 

p r i m a r i l y  by l o c a l  proper ty  values.  

The concept of equal  educa t iona l  oppor tuni ty  is ,  of 

course ,  a n  imprecise one. A t  the  very l e a s t  we take i t  t o  mean 

t h a t  poor c h i l d r e n  should have no fewer resources  devoted t o  

t h e i r  school ing than a r e  provided t o  middle and upper income 

pupils . .  While the c o s t s  of improving s t u d e n t  achievement may be 

h igh ,  t h e r e  i s  s u b s t a n t i a l  agreement t h a t  improving the  q u a n t i t y  

and q u a l i t y  of school i n p u t s  does y i e l d  l e a r n i n g  ga ins  .' A 

c h i l d ' s  family  background'and peer group have a  very l a r g e  e f f e c t  

on h i s  achievement i n  school.  But many s t u d i e s  have shown t h a t  

e q u a l i z i n g  the  diis t r i b u t i o n  of resources  devoted t o  the  educat ion 

of r i c h  and poor w i l l  s t i l l  s i g n i f i c a n t l y  reduce the  gap i n  

educa t iona l  achievement .2 I n t e r - s  tudent  d i s p a r i t i e s  i n  performance 

n o t  due t o  d i f f e r e n c e s  i n  a b i l i t y  can be completely e l imina ted  

only through d i s e q u a l i z i n g  educa t iona l  resources  i n  favor  of the  

underpr ivi leged,  o r  by working o u t s i d e  the  educa t iona l  sys  tem, 

o r  both. 

To compensate f o r  b e n e f i t  s p i l l o v e r s ,  the  s t a t e s  need only  

e s t a b l i s h  a  program of a i d  t o  compensate l o c a l i t i e s  f o r  the  

d i f f e r e n c e s  between the  perceived c o s t  of educat ion and i t s  t r u e  
1 

c o s t .  On the  o t h e r  hand, t o  assure  equa l  educa t iona l  oppor tun i ty  

f o r  a l l  c h i l d r e n  wi th in  a  s t a t e ,  s u b s t a n t i a l  taxes  f o r  schools  

must be l ev ied  s ta tewide.  

- - - - 

'James W. Guthr ie ,  "A Survey of School Ef fec t iveness  
S tud ies , "  i n  Do Teachers Make a  Difference?,  Washington: U.S. 
Off ice  of Education, 1970. 

3 

& E . ~ .  , Samuel Bowles, "Towards ~ q u a l i t y ? " ,  i n  Equal Educa- 
t i o n a l  Opportunity,  Cambridge : Harvard Univers i ty  Press ,  1969. 



The p resen t  s y s  t e m  of f inanc ing  many r e d i s t r i b u t i v e  

a c t i v i t i e s ,  i nc lud ing  educat ion ,  l a r g e l y  by l o c a l  t axes  conflicts 

wi th  the  n a t i o n ' s  s t a t e d  aim of h a l t i n g  and r eve r s ing  urban 

decay and t h e  f l i g h t  t o  t h e  suburbs. Much of t h i s  c o n f l i c t  

would s t i l l  e x i s t  even i f  o t h e r  l o c a l  t axes  were t o  r ep lace  

t h e  proper ty  t a x  bu t  p a r t  is a t t r i b u t a b l e  t o  t h e  n a t u r e  of 

t h e  proper ty  t a x  i t s e l f .  

An i n d i v i d u a l  's l o c a l  f i s c a l  surplus--the va lue  of 

l o c a l  government s e r v i c e s  rece ived  minus l o c a l  t axes  paid- 

would n a t u r a l l y  b e  expected t o  have an e f f e c t  on h i s  dec i s ion  

t o  l o c a t e  i n  a given a rea .  A r ecen t  paper by Bradford and 
1 

Kele j ian  sugges ts  t h a t  t h e s e  e f f e c t s  can b e  q u i t e  s u b s t a n t i a l .  

A f i f t y  percent  i n c r e a s e  i n  g ran t s  i n  a i d  t o  c i t i e s  used t o  

reduce l o c a l  t axes  was found t o  i n c r e a s e  t h e  populat ion of 

t h e  t y p i c a l  c i t y  by 4.4 percent  and inc rease  t h e  po r t ion  of 

a r e a  upper income persons l i v i n g  i n  t h e  c e n t r a l  c i t y  from 60 

t o  64 percent .  A negat ive  income t a x  program which decreased 

t h e  number of poor i n  a met?opolitan a r e a  by 25 percent  would 

i n c r e a s e  t h e  c i t y ' s  populat ion by 6.9 percent  and i n c r e a s e  

t h e  f r a c t i o n  of upper income persons l i v i n g  i n  t h e  c i t y  from 

60 t o  67 percent .  S ince  t h e  c o s t s  of t hese  two programs a r e  

d i f f e r e n t  and unknown, w e  cannot t e l l  which is more cos t  

1 
David F. Bradford and Harry H. Kele j ian ,  "An Econo- 

me t r i c  Model of t h e  F l i g h t  t o  t h e  suburbs ," Unpublished 
Pr ince ton  Univers i ty  Econometric Research Program memorandum, 
October, 1970. 



e f f e c t i v e ,  bu t  bo th  would have s i m i l a r  e f f e c t s  on t h e  c i t y .  

The f i s c a l  system has  bo th  d i r e c t  and i n d i r e c t  

i n f l u e n c e s  on t h e  l o c a t i o n  of upper income persons.  The fewer 

t h e  upper income r e s i d e n t s  of t h e  c i t y ,  t h e  h e a v i e r  t h e  t a x  

burden w i l l  b e  on a l l  t h e  remaining f a m i l i e s .  An i n c r e a s e  i n  

t h e  percentage  of c i t y  r e s i d e n t s  who a r e  poor w i l l  a l s o  

i n c r e a s e  needed p u b l i c  expendi tures  f o r  w e l f a r e ,  p o l i c e ,  

h o s p i t a l s ,  and schoo l s ,  and reduce t h e  amenity va lue  of t h e  

c i t y  . t o  upper income groups. Thus a t tempts  by a  c e n t r a l  c i t y  

t o  r e d i s t r i b u t e  income and oppor tun i ty  v i a  i ts  own budget w t l l  

t u r n  o u t  t o  b e  s e l f - d e f e a t i n g .  This  w i l l  b e  t r u e  whether the 

prope r ty  t a x  o r  some o t h e r  revenue sou rce  is  used. 

The p rope r ty  t a x  i t s e l f ,  however, a l s o  poses p a r t i c u l a r  

problems f o r  c e n t r a l  c i t i e s  because of i t s  adverse  e f f e c t s  on 

housing. I f  p rope r ty  t a x  d i f f e r e n t i a l s  are borne  by consumers, 

t h e  p r i c e  of urban hous ing  w i l l  b e  r e l a t i v e l y  h i g h ,  s i n c e  city 

t a x  burdens a r e  on average one-third h i g h e r  than  i n  t h e  

suburbs.  Fami l i e s  w i l l  gene ra l l y  c u t  back on t h e i r  use  of 

hous ing  space  through l i v i n g  i n  lower q u a l i t y  dwell ings and 

dec reas ing  t h e  number of rooms occupied p e r  family.  I f  p roper ty  

t a x  d i f f e r e n t i a l s  are c a p i t a l i z e d ,  h i g h e r  p rope r ty  t axes  w i l l  

make t h e  c i t y  a  less a t t r a c t i v e  p l a c e  f o r  t h e  i n v e s t o r  t o  Own 

r e s i d e n t i a l  p roper ty .  The volume of new cons t ruc t ion  w i l l  

f a l l  o f f  o r  hous ing  w i l l  b e  allowed t o  d e t e r i o r a t e ,  once aga in  

caus ing  people  t o  c u r t a i l  t h e i r  u s e  of dwel l ing  space.  



I£ proper ty  t ax  d i f f e r e n t i a l s  a r e  p a r t l y  c a p i t a l i z e d  and p a r t l y  

passed on t o  consumers, t he  reduct ion  i n  housing u t i l i z a t i o n  w i l l  

be brought about by a  combination of pressures  from the  supply and 

demand s i d e s .  

For white ,  upper income persons the  dec l ine  i n  the' a t t r a c -  

t i veness  of c i t y  housing w i l l  f u r t h e r  encourage the  move t o  t h e  

suburbs. For those  who a r e  kep t  from leaving  the  c i t y  by suburban 

d i sc r imina t ion  o r  l a r g e - l o t  zoning, t h e  r e s u l t  w i l l  be a  f u r t h e r  

reduct ion  i n  the  q u a l i t y  of urban l i v i n g .  

I n d u s t r i a l  l o c a t i o n  and t a x  competi t ion 

The e f f e c t  t h a t  t a x  d i f f e r e n t i a l s  have on r e s i d e n t i a l  

housing w i l l  b e  dupl ica ted  t o  a  lesser ex ten t  f o r  o t h e r  

i n d u s t r i e s .  Although our  knowledge is incomplete,  i t  appears 

t h a t  t h e  supply of d i f f e r e n t  types of l abor  and r a w  m a t e r i a l s  

is much more s i g n i f i c a n t  f o r  o t h e r  i n d u s t r i e s  than f o r  housing. 

Also, proper ty  t a x e s ,  t h e  major l o c a l  t ax ,  r ep resen t  a  much 

g r e a t e r  po r t ion  of c a p i t a l  income i n  housing than i n  any 

o t h e r  indus t ry .  Despi te  t h e  passage of t ime, John ~ u e ' s  

ten-year-old conclusion has  not  been controverted--"Without 

doubt , i n  some ins t ances  , t h e  t a x  element plays t h e  dec id ing  

r o l e  i n  determining t h e  optimum l o c a t i o n ,  s i n c e  o t h e r  

f a c t o r s  balance.  This is most l i k e l y  t o  b e  t h e  case  i n  t h e  

s e l e c t i o n  of t h e  p r e c i s e  s i t e  i n  a  met ropol i tan  a rea .  . . . 
But s t a t e  and l o c a l  taxes  r ep resen t  such a  s m a l l  percentage 

of t o t a l  c o s t s  t h a t  t h e  cases  i n  which they a r e  c o n t r o l l i n g  



1 
cannot b e  very s i g n i f i c a n t . "  

We can pick o u t ,  however, t h e  o t h e r  i n d u s t r i e s  which 

a r e  most heav i ly  taxed under t h e  property t a x  from t h e  d a t a  i n  

Table 2-5. Next t o  r e s i d e n t i a l  housing, those  s e c t o r s  which 

bea r  t h e  g r e a t e s t  burden a r e ,  i n  descending order ,  t ranspor ta-  

t i o n ,  u t i l i t i e s ,  a g r i c u l t u r e ,  and s e r v i c e s .  The high taxes  

on urban t r a n s p o r t a t i o n  f a c i l i t i e s  a r e  p a r t i c u l a r l y  important ,  

s i n c e  h ighe r  t r a n s p o r t a t i o n  p r i c e s  encourage d e c e n t r a l i z a t i o n  

of i ndus t ry  and populat ion.  There a r e  a l s o  g rea t  v a r i a t i o n s  

i n  t a x a t i o n  wi th in  these  i n d u s t r i e s .  E l e c t r i c  and gas u t i l i t i e s  

a r e  taxed more heav i ly  than petroleum companies, discouraging 

t h e  use  of gas and e l e c t r i c i t y  f o r  hea t ing .  Rai lroads pay 

subs t a n t i a l l y  more proper ty  taxes  than motor c a r r i e r s ,  

i nc reas ing  t h e  c o s t  and reducing t h e  a t t r a c t i v e n e s s  of r a i l  

t r a n s p o r t a t i o n  f o r  both people and goods. One r e s u l t  of 

t h i s  has  been t h e  s h i f t  of urban r a i l  passenger f a c i l i t i e s  

t o  pub l i c  ownership, where property taxes  a r e  no t  paid o r  

some e x p l i c i t  subsidy is given. 

While t h e  ex i s t ence  of thousands of l o c a l  governments 

and t a x  bases is  a p a r t i c u l a r  source of d i f f i c u l t i e s ,  t h i s  

same s i t u a t i o n  is dupl ica ted  t o  a l e s s e r  ex ten t  wi th  f i f t y  

s e p a r a t e  s t a t e s .  As  discussed above, t h e r e  is  no hard evidence 

t h a t  s t a t e  t axes  have a s i g n i f i c a n t  e f f e c t  on i n d u s t r i a l  

l o c a t i o n ,  b u t  s t a t e  o f f i c i a l s  c l e a r l y  b e l i e v e  this t o  b e  so.  

I 

John F. Due, "Studies of State-Local Tax Inf luences  
on t h e  Location of Indus t ry ,"  National  Tax Journa l ,  14: 163-173. 
(June, l 969) ,  p. 171. 



Governor Nelson A. Rockefe l le r  r e c e n t l y  t o l d  t h e  New 

York S t a t e  l e g i s l a t u r e :  

The v i t a l i t y  of t h e  s t a t e ' s  economic s t r u c t u r e  
depends on t h e  competi t ive p o s i t i o n  of New York 
S t a t e  a s  a p l ace  t o  i n v e s t  money, produce goods and 
s e r v i c e s ,  and provide ever-expanding and improving 
job oppor tun i t i e s  and t h e  growth of our t a x  base  
necessary t o  suppor t  government s e r v i c e s .  It w a s  
c l e a r  t h a t ,  under a l l  of t hese  circumstances,  a 
major t a x  i n c r e a s e  would erode t h e  foundat ions of 
t h e  s t a t e ' s  economy. Therefore i t  was e s s e n t i a l  t o  
hold  down t a x  inc reases  and t o  cu t  back on s t a t e  
spending, even though t h e  l a t t e r  was bound t o  have 
a s e r i o u s  e f f e c t  on t h e  l e v e l  o f e s t a t e  s e r v i c e s .  1 

Of course ,  New ~ o r k ' s  p o s i t i o n  is unique i n  t h a t  i t  is a high 

t a x  a r e a  loca ted  between two non-income t a x  s t a t e s ,  Connecticut 

and New Je r sey .  But each s t a t e  s i m i l a r l y  f e e l s  i t s e l f  t o  b e  

i n  a s p e c i a l  pos i t i on .  The d i r e c t o r  of t h e  Connecticut S t a t e  

Revenue Task Force, f o r - i n s t a n c e ,  has  emphasized t h e  importance 

a t t ached  by many people t o  the  recent  growth i n  co rpora t e  

headquar te rs  i n  t h e  a r e a  of t h e  s t a t e  c l o s e s t  t o  New York City.  

"As i n  most l o c a t i o n a l  dec i s ions ,  " he  w r i t e s ,  " the reasons f o r  

t hese  moves a r e  s e v e r a l ,  and i t  is d i f f i c u l t  t o  say  wi th  

c e r t a i n t y  which was t h e  c r u c i a l  f a c t o r .  It is easy t o  assume, 

t h e r e f o r e ,  t h a t  t h e  absence of a personal  income t a x  i n  

Connecticut may have been t h e  major inducement, and t h e r e  is a 

2 
n a t u r a l  f e a r  of r e l inqu i sh ing  t h i s  advantage." 

1 
Governor Nelson A. Rockefe l le r ,  Specia l  Message t o  the 

New York L e g i s l a t u r e ,  Apr i l  22, 1971. 
2 
L e t t e r  from Murray Drabkin, March 9 ,  1971. 



The ex i s t ence  of i n t e r s t a t e  t a x  competi t ion thus  causes 

s t a t e  governments t o  keep e s p e c i a l l y  t f g h t  r e i n  on t h e i r  

budgets.  I n  t h e  foregoing example, Connecticut,  New Je r sey ,  and 

New York could spend more, i nc rease  t a x  c o l l e c t i o p s ,  and not  

a f f e c t  t h e i r  r e l a t i v e  competi t ive p o s i t i o n  i f  some cooperat ive 

agreement were poss ib l e .  Connecticut and New Je r sey  might 

agree t o  in t roduce  a s t a t e  income t a x  i f  New York promised t o  

i n c r e a s e  i t s  e x i s t i n g  levy.  The understanding these  s t a t e s  

might reach need no t  t ake  t h e  form of e s t a b l i s h i n g  t h e  same t a x  

s t r u c t u r e .  For example, New York could agree  t o  inc rease  i t s  

income t a x  i f  Connecticut and New Je r sey  increased  t h e i r  s a l e s  
. 

taxes.  I f  such cooperat ion is not  f e a s i b l e ,  a program of 

f e d e r a l  c r e d i t s  f o r  s t a t e  use of t h e  income t a x  could a l s o  allow 

states t o  inc rease  t h e i r  spending without  a l t e r i n g  t h e i r  

a t t r a c t i v e n e s s  t o  ind iv idua l s  and indus t ry .  



Governmental f ragmentat ion 

The r e l i a n c e  on l o c a l  t axes  t o  fiqglnce r e d i s t r i b u t i v e  

expendi tures  a l s o  d i s t o r t s  t h e  p a t t e r n  of governmental orgeni- 

. z a t i o n  i n  met ropol i tan  a reas .  It f o s t e r s  a  l a r g e  number of 

sma l l  l o c a l  u n i t s  and encourages them t o  exclude persons and 

i n d u s t r i e s  which a r e  deemed t o  r ep resen t  a  p o t e n t i a l  f i s c a l  

burden t o  t h e  community. Once again ,  t h i s  i s  due t o  t h e  

m a l d i s t r i b u t i o n  of governmental r e s p o n s i b i l i t i e s ,  not  t o  t h e  

proper ty  t ax .  

Under p resen t  arrangements i n  most s t a t e s  i t  is 

advantageous f o r  persons of s i m i l a r  incomes t o  c l u s t e r  i n  

sma l l ,  homogeneous communities. I f  everyone i n  the  l o c a l i t y  

is  approximately a s  w e l l  o f f ,  t h e  scope f o r  r e d i s t r i b u t i o n  is  

minimal, and t h e  t a x  burden on t h e  i n d i v i d u a l  w i l l  be  r e l a t i v e l y  

l i g h t .  This p a t t e r n  w i l l  be maintained by t h e  wi l l i ngness  of 

upper income i n d i v i d u a l s  t o  pay h ighe r  land and housing c o s t s  

i n  o rde r  t o  l i v e  i n  a  community wi th  a  h ighe r  q u a l i t y  of pub l i c  

s e r v i c e s  and fewer r e d i s t r i b u t i v e  a c t i v i t i e s .  S t r a t i f i c a t i o n  

of communities by weal th may occur a s  long a s  r i c h  people 

p r e f e r  t o  spend a  l a r g e r  po r t ion  of t h e i r  incomes on pub l i c  

goods, even if t h e  b e n e f i t s  a r e  genera l ized  r a t h e r  than accru ing  

1 
s p e c i f i c a l l y  t o  low income ind iv idua l s .  But l o c a l  a t tempts  a t  

r e d i s t r i b u t i o n  w i l l  exacerba te  t h e  problem. 

lgryan  C. E l l ickson,  "Metropolitan R e s i d e n t i a l  Loca- 
t i o n  and the  Local Pub l i c  Sec tor , "  Unpublished Ph.D. d i s s e r t a -  
t i o n ,  Massachusetts I n s t i t u t e  of Technology, Department of 
Economics, June, 1970. 



To t h e  ex ten t  t h a t  t h e  land and housing markets do not 

au tomat ica l ly  r e s u l t  i n  complete s t r a t i f i c a t i o n  by income, 
L* 

communities may a l s o  make use of zoning ordinances t o  keep ou t  

land uses which a r e  considered t o  incu r  more c o s t s  than t h e  t a x  

revenues they b r i n g  i n .  I n  p a r t i c u l a r ,  s i n c e  schooling 

is the  major i tem i n  l o c a l  budgets ,  t h i s  f i s c a l  zoning o f t e n  

takes  t h e  form of r e q u i r i n g  l a r g e  l o t s .  I f  s ingle-family 

homes must be  loca ted  on p l o t s  of one, two, f i v e ,  o r  even t e n  

a c r e s ,  c l t y  f a t h e r s  expect t h a t  they w i l l  pay enough property 

taxes  t o  meet t h e  c o s t s  of educat ing t h e  ch i ld ren  l i k e l y  t o  

l i v e  t h e r e i n .  (Tkris same s i t u a t i o n  would e x i s t  even i f  t h e  

l o c a l  proper ty  t a x  were replaced by a  l o c a l  s a l e s  o r  income t ax . )  

S imi l a r ly ,  s i n c e  indus t ry  does no t  produce any d i r e c t  burden on 

t h e  schools ,  most l o c a l i t i e s  consider  i t  h ighly  d e s i r a b l e .  

I n  a  growing number of cases c i t i e s  and towns even at tempt t o  

l i m i t  incoming f i rms t o  o f f i c e s ,  l a b o r a t o r i e s ,  and so-cal led 

c l ean  indus t ry  i n  a  f u r t h e r  e f f o r t  t o  improve t h e i r  f i s c a l  

p i c t u r e .  The evidence of t h i s  f i s c a l  mercant i l ism continues t o  

1 
appear around t h e  country. 

The rub,  of course,  is  t h a t  people fol low i n d u s t r y ,  

and whi l e  one l o c a l i t y  b e n e f i t s  i t s e l f  by obta in ing  a  new f i rm 

b u t  excluding i t s  employees, o t h e r  communities w i l l  have t o  

1 
George E.  Seymour and M.D. Copely, "The Amount of 

School Property Tax Revenue Produced by Types of Res iden t i a l  
Prpperty , "- The Municipal i ty  [League of Wisconsin Munic ipa l i t i e s  ] , 
August, 1971; P e t e r  Almond, " I n d u s t r i a l  Park is a  Tax Saver," 
Cleveland [Ohio] P res s ,  September 1, 1971, p.  G-1; Richard 
Reeves, "Land is  P r i z e  i n  B a t t l e  f o r  Control  of Suburbs," 
New York Times, August 17 ,  19 7 1, pp . 1, 39.  



educate t h e  employees' ch i ld ren  wi thout  sha r ing  i n  t h e  f i rm's  

t a x  payments. Workers a r e  a l s o  h u r t  by be lng  forced t o  l i v e  

f a r  from t h e i r  job. 

The s i t u a t i o n  has  become p a r t i c u l a r l y  a c u t e  i n  t h e  

New York metropol i tan  a rea .  On t h e  New Je r sey  s i d e  o f ' t h e  

Hudson over f o u r - f i f t h s  of t h e  vacant  land  i n  t h e  suburban 

f r i n g e  (Monmouth, Morris ,  and Somerset Counties) is zoned f o r  

s i n g l e  family homes on p l o t s  of one a c r e  o r  more. Less than 

one percent  is zoned f o r  apartment dwellings. '  I n  t h e  New York 

suburbs t h e  minimum p r i c e  of new homes ranges from $30,000 i n  

Suff o l k  County t o  $50,000 i n  Westchester county .2 A s  a r e s u l t ,  

b lue -co l l a r  workers t ak ing  jobs i n  t h e  suburbs cannot a f f o r d  t o  l i v e  

nea r  t h e i r  work and must f a c e  expensive,  time-consuming t r a v e l  each 

day from a home i n  t h e  c i t y  t o  t h e i r  p l a c e  of employment. 

Of course ,  t h e  problem of f i s c a l  zoning would not  

e x i s t  i f  governmental j u r i s d i c t i o n s  were l a r g e r ,  s o  t h a t  each 

land use dec i s ion  would have a much sma l l e r  e f f e c t  on t h e  t o t a l  

f i s c g l  p i c t u r e .  But t h e  p res su res  t h a t  l&d t o  f i s c a l  zoning 

a l s o  a c t  t o  oppose governmental conso l ida t ion ,  whatever t h e  

canons of equ i ty  and e f f i c i e n c y  would sugges t .  

Local governments cannot b e  expected t o  g ive  up t h e i r  

autonomy v o l u n t a r i l y  unless  i t  is t o  t h e i r  own b e n e f i t .  

Therefore,  s h i f t i n g  t h e  f inanc ing  of educat ion and o t h e r  

1 
Governor William T. C a h i l l ,  "A Bluepr in t  f o r  Housing 

i n  New Jersey ,"  Spec ia l  Message t o  t h e  New Je r sey  L e g i s l a t u r e ,  
December 7, 1970. 

2 
Linda Greenhouse, "Rise i n  Jobs Poses Problem i n  

Suburbs ," New York Times, August 18 ,  1971, pp. 1, 47. 



r e d i s t r i b u t i v e  a c t i v i t i e s  t o  a h ighe r  l e v e l  of government would 

seem t o  be  a necessary condi t ion  f o r  r e d u c i ~ g  governmental 

f ragmentat ion.  

Undoubtedly f o r  some smal l  u n i t s  of government t h e r e  

a r e  economies of s c a l e  t o  b e  reaped by providing s e r v i c e s  i n  

g r e a t e r  q u a n t i t y  over a l a r g e r  a rea .  But t h e  major argument 

f o r  governmental consol ida t ion  is  t h e  need f o r  balance between 

governmental powers and r e s p o n s i b i l i t i e s .  A s  t h e  ACIR has  

continued t o  s t r e s s ,  l o c a l  governments should have broad enough 

j u r i s d i c t i o n  t o  cope adequately wi th  t h e  fo rces  t h a t  c r e a t e  

1 
t h e  problems which t h e  c i t i z e n s  expect  them t o  handle. 

The area-wide scope of many l o c a l  problems--economic 

development, housing,  r e c r e a t i o n ,  waste  d i sposa l ,  t r a n s p o r t a t i o n ,  

law enforcement--needs no documentation he re .  The development 

of t h e  needed area-wide s o l u t i o n s ,  however, i s  s e r i o u s l y  

impaired by t h e  d e s i r e  of l o c a l i t i e s  t o  maintain t h e i r  own 

s e p a r a t e  t a x  base .  I f  school  f inancing  were removed from t h e  

l o c a l  proper ty  t a x ,  and i f  l o c a l  taxes  financed pr imar i ly  l o c a l  

s e r v i c e s ,  governmental consol ida t ion  would become more a m a t t e  

of e f f i c i e n c y  than of d i s t r i b u t i o n .  Residents of upper income 

communities would then f i n d  t h a t  conso l ida t ion  paid i n  terms 

of provid ing  b e t t e r  l o c a l  government. 

I 

ACIR. F i s c a l  Balance i n  t h e  American Federa l  System. 
Washington: 1967. Vol. 2 i . p .  15. 



Revenue i n e l a s t i c i t y  

Although s t a t e  and l o c a l  t a x  systems have been remarkably 

productive revenue r a i s e r s  , t h i s  has been accomplished only through 

frequent  increases  i n  t a x  r a t e s .  From 1959 through 1970 s t a t e  

l e g i s l a t u r e s  enacted a t o t a l  of 36 major new taxes and increased 

r a t e s  of e x i s t i n g  major taxes 410 times. Over t h e  same period the 

f e d e r a l  government has been ab le  t o  make severa l  t a x  reductions. 

Pa r t  of t h i s  d i f fe rence  is  due t o  t h e  more rapid growth 

i n  s t a t e  and l o c a l  spending. Over t h e  pas t  twelve years f e d e r a l  

government expenditures have r i s e n  some 120 percent ,  while s t a t e -  

l o c a l  expenditures from own sources have r i s e n  about 180 percent .  

But S t a t e  and l o c a l  t a x  systems a r e  a l s o  l e s s  a b l e  t o  take 

automatic advantage of the  recent  rapid  growth i n  Gross National 

Product. The federa l  government r e l i e s  f o r  i t s  revenue on e l a s t i c  

taxes,  such a s  the  personal income tax,  whose c o l l e c t i o n s  r i s e  a t  a 

f a s t e r  r a t e  than income. S t a t e  and l o c a l  taxes,  on the  o the r  hand, 

a r e  l a rge ly  i n e l a s t i c ,  with r e c e i p t s  r i s i n g  l e s s  rapidly  than income. 

To be more p rec i se ,  the  e l a s t i c i t y  of a t a x  i s  defined a s  the  

r a t i o  of the  percentage increase  i n  t ax  co l l ec t ions  a t  a constant  

t a x  r a t e  t o  the  percentage increase  i n  Gross National Product ( o r  

some o the r  measure of income). For example, i f  GNP r i s e s  by f i v e  

percent  and co l l ec t ions  from some tax  increases  by seven percent ,  

the  e l a s t i c i t y  of t h a t  t a x  w i l l  be seven divided by f i v e ,  o r  1.4. 



A number of previous s t u d i e s  of s t a t e - l o c a l  f inances  have 

provided e l a s t i c i t y  e s t ima tes  f o r  t h e  major s t a t e - l o c a l  taxes .  

Some of t h e s e  a r e  shown i n  Table 2-10. The d i v e r s i t y  of f i g u r e s  

f o r  each category a r i s e s  f o r  s e v e r a l  reasons. F i r s t ,  t h e  de f i -  

n i t i o n  of a given type  of t a x  is n o t  uniform. I n  some s t a t e s  

almost a l l .  income is t axab le ;  i n  o t h e r s ,  t h e r e  a r e  s u b s t a n t i a l  

exemptions, deduct ions,  and exclus ions .  The genera l  s a l e s  t a x  

base  sometimes inc ludes  food, c l o t h i n g ,  and major s e r v i c e s  

( see  Table 3-3 and t h e  accompanying d iscuss ion)  ; elsewhere 

these  items a r e  not  taxed. Second, t h e  evidence sugges ts  t h a t  

the e l a s t i c i t y  of a uniformly defined t a x  w i l l  vary from year  

t o  yea r  and s t a t e  t o  s t a t e .  Third,  even i f  t h e  t a x  base  and 

t i m e  per iod  a r e  c l e a r l y  s p e c i f i e d ,  economic d a t a  do not  lend 

themselves t o  unambiguous i n t e r p r e t a t i o n .  There a r e  s e v e r a l  

ways of computing e las t ic i t ies - -employing  t a x  c o l l e c t i o n  d a t a  

o r  r e l y i n g  on base  d a t a  and r a t e  schedules ,  cons t r a in ing  o r  

not  cons t r a in ing  c e r t a i n  c o e f f i c i e n t s ,  us ing  one o r  more 

independent v a r i a b l e s .  A r ecen t  s tudy concludes t h a t  even t h e  

most r e f ined  e l a s t i c i t y  es t imates  a r e  of minimal va lue  f o r  

1 
short-run revenue fo recas t ing .  For a l l  t hese  reasons 

s p e c i f i c  e l a s t i c i t y  estimates should not  b e  given much weight 

i n  t h e  de terminat ion  of t a x  pol icy .  

Since t h e r e  have been no r ecen t  comprehensive e s t ima tes  

of s t a t e - l o c a l  t a x  e l a s t i c i t i e s ,  t h e  ACIR s t a f f  has  made such 

1 
Robert E. Berney , "Income Elas t i c i t i e s  f o r  Tax Revenues : 

Techniques of Est imation and Their  Usefulness f o r  Forecas t ing  ," 
unpublished Washington S t a t e  Univers i ty  working paper,  presented 
a t  t h e  conferences of t h e  Western Economic Associat ion,  
August 30, 1971.. 
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TABLE 2-10.--ESTIMATED INCOME ELASTICITZES 
OF MAJOR STATE-LOCAL TAXES 

AT CONSTANT RATES 

ELASTICITY ' TAX INVESTIGATOR 

Personal income Arkansas 
United S t a t e s  
United S t a t e s  
United S t a t e s  
Arizona 
New Mexico 

Harr is  
Harr is  
Groves and Kahn 
N e t  zer  
Planning Division 
Harr is  

Corporate income Peck 
Harr is  
Net zer  
Planning Division 

Indiana 
United S t a t e s  
United S ta tes  
A r t  zona 

Mushkin 
Mushkin 
Net zer  
Bridges 
Planning Division 
McLoone 
Raf use 
Mushkin 

Flor ida  
United S t a t e s  
United S t a t e s  
United S t a t e s  
Arizona 
United S t a t e s  
United S t a t e s  
North Dakota 

General property 

General s a l e s  Davies 
Raf use 
Peck 
Netzer 
Harr is  
Davies 
Planning Division 
Davies 

Arkansas 
United S t a t e s  
Indiana 
United S t a t e s  
United S t a t e s  
United S t a t e s  
Arizona 
Tennessee 

Motor f u e l s  Peck 
Planning Division 
Harr is  
Raf use  

Indiana 
Arizona 
United S t a t e s  
United S t a t e s  

Tobacco Netzer 
Harr is  
Planning Division 

United S t a t e s  
United S t a t e s  
Arizona 

Tota l  s t a t e  revenue 
(excluding 
property tax) 

Legler and Shapiro 
Netzer 
Legler and Shapiro 

Ca l i fo rn ia  
United S t a t e s  
Iowa 
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ca lcu la t ions  f o r  s i x  s t a t e s  and se lec ted  subdivisions.  For the  

major s t a t e  taxes ,  the  e l a s t i c i t i e s  of t a x  co l l ec t ions  a t  

constant  r a t e s  a r e  expressed i n  r e l a t i o n  t o  s t a t e  personal 

income. For the  property t ax ,  the  increases  i n  s t a t e  equalized 

valuat ions  a r e  compared t o  disposable personal income as  e s t i -  

mated by Sales Management magazine. These property t a x  

e l a s t i c i t y  est imates should the re fo re  be  considered t e n t a t i v e  

u n t i l  they can be  recomputed using income da ta  from $he 1870 

Census of Population. A l l  est imates r e f e r  t o  the  taxes a s  
7 

cur ren t ly  i n  e f f e c t  i n  each s t a t e  and a r e  based on as  many 

years of d a t a  as  the  requirement of consistency w i l l  allow. 

I n  Hawaii a l l  assess ing of property is done by the 

s t a t e .  The county is t h e  u n i t  of assessment i n  Kentucky, 

Maryland, and Oregon. And i n  New Jersey and New York valuation 

is a municipal r e spons ib i l i ty .  Kentucky and Oregon both do a 

c r e d i t a b l e  job of assess ing a t  o r  near t o  f u l l  property value. 

~ a w a i i '  s assessments approximate the  es tabl ished goal of 

seventy percent of market value. And eachSNew Jersey l o c a l i t y  

is mandated t o  adhere t o  the  assessment r a t i o  determined by the  

County Tax Board. A l l  s i x  s t a t e s  conduct per iodic  assessment 

r a t i o ' s  tud ies  , used primari ly t o  d i s t r i b u t e  school a id .  

The ACIR e l a s t i c i t y  est imates a r e  shown i n  Tables 2-12 

and 2-13. From these  severa l  conclusions may be drawn. F i r s t ,  

the  personal  income t a x  is the  most e l a s t i c  t a x  source avai lable  

t o  s t a t e  governments. This is followed i n  order by the  corporate 

income tax ,  t h e  general  s a l e s  t ax ,  t h e  property t ax ,  and the  



TABLE 2-12,--ESTIMATED ELASTICITIES OF 

Hawaii 

Kentucky 

Maryland 

New Jersey 

New York 

Oregon 

Personal 
Income Tax 

1.47 

1.94 

1.49* 

... - 

1.80 

.95* 

MAJOR STATE TAXES 

Corporate 
Income Tax 

.98 

1.19 

.58 

.72 

la13 

.93 

General Motor Fuels 
Sales Tax Tax 

Cigarette 
Tax 

.30 ' 

. 54 

. 00 

.36 

. 12 

. 00 

Source: ACIR calculations based on Census Bureau and New Jersey Division of 
Taxation data; annual data used except where quarterly data are 
indicated by asterisk. 



TABLE 2-13.--ESTIMATED ELASTICITY 
OF REAL PROPERTY TAX 

STATE JURISDICTION ELASTICITY 

H a w a i i  Hawaii Co. 2.06 
Honolulu Co. 0.89 
Kauai Co. 1.08 
Maui Co. 1.55 

Kentucky B e l l  Co. 
Boone Co. 
Boyd Co. 
B u l l i t t  Co. 
Calloway Co. 
Campbell Co. 
Daviess Co. 
Fayet te  Co. 
Hardin Co. 
Harlan Co. 
Hickman Co. 
Hopkins Co. 
Jef  fe rsoq Co . 
Jessamine Co . 
Kenton Co. 
Laurel  Co. 
McCracken Co . 
Madison Co. 
Muhlenberg Co. 
Pike Co. 
Pulaski  Co. 
Robertson Co. 
Rockcas t l e  Co . 
Rowan Co. 
Simpson Co. 
Union Co. 
Warren Co. 

Maryland Allegany Co. 
Anne Arundel Co. 
Baltimore City 
Baltimore Co . 
Calvert  Co. 
Carol ine Co. 
Carrol  Co. 
Ceci l  Co. 
Charles Co. 
Dorchester Co. 
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STATE JURISDICTION ELASTICITY 

Maryland Freder ick  Co . 
G a r r e t t  Co. 
Harf oxd Co. 
Howard Co. 
Kent Co. 
Montgomery Co . 
Pr ince  Georges Co. 
Queen Annes Co. 
S t .  Marys Co. 
Somerset Co. 
Talbot Co. 
Washington Co. 
Wicomico Co. 
Worcester Co. 

New Je r sey  Bur l ington  Ci ty  (Burl ington Co . ) 
Camden City (Camden Co . ) 
Dover Town (Morris Co.) 
Freehold Boro (Monmouth Co. ) 
Hamilton Twp. (Mercer Co.) 
Hunterdon Co. 
I rv ington  Town ( ~ s s e x  Co. ) 
Je r sey  Ci ty  (Hudson Co.) 
Lakewood Twp. (Ocean Co.) 
Lodi Boro (Bergen Co.) 
M i l l v i l l e  City (Cumberland Co . ) 
Morris Co. 
Newark City (Essex Co. ) 
Ocean Co. 
P l e a s a n t v i l l e  City ( A t l a n t i c  Co.) 
Red Bank Boro (Monsouth Co .) 
Salem Co. 
Somerset Co. 
Somervi l le  Boro (Somerset Co. ) 
Summit City (Union Co. ) 
Sussex Co. 
Trenton City 
Warren Co. 
Wayne Twp. ( ~ a s s a i c  Co.) 
Wildwood Ci ty  (Cape May Co. ) 
Woodbridge Twp. (Middlesex Co. ) 
Woodbury Ci ty  (Glouces ter Co . ) 

New York Albany Ci ty  (Albany Co . ) 
Allegany Co. 
Amsterdam Ci ty  



TABLE 2-13, Continued 

STATE JURISDICTION ELASTICITY 

New York Babylon Vi l lage  (Suf f olk Co.) 0.77 
Chenango Co. 0.18 
Corning City (Steuben Co.) - 0.12 
Endicott  Vi l lage  (Broome Co.) 0.63 
Franklin Co. 0.94 
Hemps tead Town (Nassau Co . ) 1.04 
Lackawanna City ( E r i e  Co.) 2.27 
Lewis Co. 0.52 
New Rochelle City (Westchester Co.) 0.51 
New York City 1 .41  
Oneonta City (Otsego Co.) 0.52 
Patchogue Vi l lage  (Suf fo lk  Co . ) 0.71 
P l a t  tsburgh City (Clinton Co. ) 0.81 
Putnam Co. 0.38 
Rockland Co. 0.79 
Scarsdale  Town (Wes tches  t e r  Co. ) 0.28 
Scoharie Co. 1.03 
Spring Valley Vi l lage  (Rockland Co.) 0.80 
Suf f o l k  Co. 0.55 
Watertown City ( Je f fe r son  Co.) 0.11 
Yonkers City (Wes tches  t e r  Co . ) 0.70 

Oregon Baker Co . 
Benton Co. 
Clackamas Co . 
Clatsop Co. 
Columbia Co. 
Coos Co. 
Crook Co. 
Curry Co. 
Deschutes Co . 
Douglas Co. 
Gil l iam Co. 
Grant Co. 
Harney Co. 
Hood River Co. 
Jackson Co. 
Je f fe r son  Co. 
Josephine Co . 
Klamath Co. 
Lake Co. 
Lane Co6 
Lincoln Co. 
Linn Co. 



TABLE 2-13, Continued 

STATE JURISDICTION ELASTICITY 

Oregon Malheur Co. 
Marion Co. 
Morrow Co. 
Multnomah Co. 
Polk Co, 
Sherman Co. 
Tillamook Co . 
Umatilla Co. 
Union Co. 
Wallowa Co. 
Wasco Co. 
Washington Co. 
Wheeler Co . 
Yamhill Co. 

Source: ACIR staff calculations based on data from the Office of 
Regional Economics, Sales Management, and state' revenue 
departments and boards of equalization. 



various s e l e c t i v e  excise  taxes. Second, the  e l a s t i c i t y  of 

a given type of t a x  w i l l  vary with the  d e f i n i t i o n  of the  t a x  

base and from state t o  state. W i r d ,  the  e l a s t i c i t y  of the  

property t a x  v a r i e s  widely frqm l o c a l i t y  t o  l o c a l i t y  and, t o  

a  l e s s e r  ex ten t ,  among s t a t e s ,  This v a r i a t i o n  cannot b e  

described i n  general  terms, s i n c e  high and low e l a s t i c i t y  

j u r i s d i c t i o n s  a r e  found 50th i n  urban, suburban, and r u r a l  

areas.  These sharp  d i f ferences  show t h a t  l o c a l  e l a s t i c i t i e s  

can b e  s t rong ly  influenced by changing growth pa t t e rns  and 

i n d i c a t e  t h e  l imi ted  usefulness of e l a s t i c i t y  est imates f o r  

small  areas. 

The inc rease  i n  the  market value of property,  of 

course, does not  represent  an automatic addi t ion  t o  the  t a x  

r o l l s .  While new const ruct ion is brought t o  the  assessor ' s  

a t t e n t i o n  by bu i ld ing  permits and is promptly taxed, g rea te r  

d i l igence  is required t o  keep up with t h e  appreciat ion of 

land and e x i s t i n g  s t ruc tu res .  While comprehensive f igures  on 

t h e  valume of new const ruct ion by a r e a  cannot be  obtained, 

t h e  ava i l ab le  fragmentary data  show surpr i s ing  consistency. 



I n  Hawaii new const ruct ion accounted f o r  43 percent  of the  in -  

c rease  i n  assessments between January 1, 1968, and July 1, 1971. 

The percentage f o r  the  individual  i s l ands  ranged from 51 on Oahu to  

23 on Hawaii. 1 

Between January 1, 1969, and January 1, 1970, t h e  va lue  of taxable  

r e a l  e s t a t e  i n  Kentucky increased 6.98 percent .  O f  t h i s ,  addi t ions  t o  

the  stock of taxable r e a l  property accounted f o r  2.80 percent ,  o r  

two-fif ths of  t h e  t o t a l . *  

During t h e  decade of the  s i x t i e s ,  new const ruct ion i n  Washington 

added $6.0 b i l l i o n  t o  t h a t  s t a t e ' s  property t ax  base. Th i r ty - f ive  

of the  increase  i n  taxable  property values i n  the  ten-year 

period i s  a t t r i b u t a b l e  t o  t h i s  cause. 
3 

On t h e  average, therefoye, new const ruct ion appears t o  account 

f o r  some f o r t y  percent  of the  poss ib le  addi t ions  t o  the  property t ax  

r o l l s .  I f  e x i s t i n g  bui ld ings  were not reassessed and new const ruct ion 

represented the only addi t ions  t o  t h e  tax r o l l ,  t h e  base  e l a s t i c i t y  

of the  property t a x  would be somewhere between 0 .3  and 0.4, ins tead 

of 0.8 o r  1.0. The higher e l a s t i c i t y  can only be captured by prompt 

response of  the  assessor  t o  changes i n  market va lues .  

1 
L e t t e r  from M r s .  I o l a  Rhyme, Tax Research and Planning Of f ice r ,  

Department of Taxation, S t a t e  of Hawaii, July 29, 1971. 
2 ~ o b e r  t D. Rader , Kentucky Department of  Revenue Memorandum, 

"Fina Report on 1970 Ratio Study," May 14, 1971. 3 
Washington, Department of Revenue, Newsletter,  May 3, 1971. 



It should no t  b e  concluded from t h i s  d iscuss ion  t h a t  a  

h ighe r  e l a s t i c i t y  is always b e t t e r  than a  lower one. Wri te rs  

i n  t h e  s t a t e - l o c a l  f inance  a r e a  have f r equen t ly  implied t h i s  

t o  be  t h e  case ,  b u t  seldom wi th  any subs tan t ive  ana lys i s .  

The e l a s t i c i t y  problem is f r equen t ly  s t a t e d  a s  a  problem of an 

e l a s t i c i t y  .gap between revenues and expenditures .  With revenue 

e l a s t i c i t y  less than expenditure e l a s t i c i t y ,  f requent  t a x  

rate inc reases  are requi red  t o  maintain budgetary balance.  

No f e a s i b l e  s t a t e - l o c a l  revenue system, however, could 

avoid t h e  necess i ty  of continued t a x  r a t e  inc reases  i f , c u r r e n t  

expenditure t r ends  continue.  A s t a t e  personal  income t a x  wi th  

an e l a s t i c i t y  of 1.75 and b r ing ing  i n  25 percent  of s t a t e - l o c a l  

revenues could b r i n g  t h e  e l a s t i c i t y  of t h e  t o t a l  system t o  

about 1.15. This is ,  of course,  a  s u b s t a n t i a l  i nc rease  over t h e  

c u r r e n t  average of some 0.95. But i t  is s t i l l  f a r  t oo  smal l  

t o  keep up wi th  expenditure inc reases  of 12 t o  16 percent  p e r  

year .  Even i f  a l l  revenues were c o l l e c t e d  from an income t a x ,  

r a t e  i n c r e a s e s  would s t i l l  b e  needed. 

One problem wi th  an e l a s t i c i t y  much g r e a t e r  than one i s  

t h a t  wh i l e  t a x  r e c e i p t s  i nc rease  f a s t e r  than income when t h e  

economy is growing, they a l s o  d e c l i n e  f a s t e r  than income i n  a  

recess ion .  A t  t h e  f e d e r a l  l e v e l ,  where d e f i c i t s  a r e  r e a d i l y  

f inanced,  t h e  r ap id  d e c l i n e  i n  t h e  t a x  take  i s  an important 

automatic  s t a b i l i z e r  f o r  smoothdng out  c y c l i c a l  f l u c t u a t i o n s  

i n  t h e  economy. Since t h e  f e d e r a l  government has r e s p o n s i b i l i t y  

f o r   tabi ilia at ion po l i cy ,  a h igh  e l a s t i c i t y  t a x  system seems 



very appropr ia te  a t  t h e  f e d e r a l  l e v e l .  But a t  the  s t a t e  and l o c a l  

l e v e l s ,  where balanced budgets a r e  more o r  l e s s  obl igatory ,  a 

high e l a s t i c i t y  t a x  s t r u c t u r e  w i l l  impose a d i f f i c u l t  hardship 

in a recession.  

A t a x  e l a s t i c i t y  l e s s  than one a l s o  presents  problems, 

Since t a x  revenues w i l l  i n  t h i s  case grow more slowly than income, 

cont inual  tax r a t e  increases  w i l l  be required j u s t  t o  maintain 

publ ic  expenditures a t  a constant  f r a c t i o n  of t o t a l  s t a t e  o r  

l o c a l  income. While such frequent  oppor tuni t ies  f o r  decis ion 

by taxpayers might seem very democratic, proper planning and 

adminis t ra t ion  of the  publ ic  s e c t o r  argue s t rongly  i n  favor of 

more s t a b i l i t y  and cont inui ty  than such a system would provide. 

The optimal e l a s t i c i t y  f o r  a s t a t e - l o c a l  revenue system 

would the re fo re  appear t o  be  i n  a range from 1.0 t o  1.2. The 

lower bound of uni ty  would keep s t a t e - l o c a l  expenditures a 

constant  f r a c t i o n  of income i n  the  absence of e x p l i c i t  ac t ion  

by t h e  e l e c t o r a t e  o r  t h e i r  representa t ives .  The upper bound 

i s  t h e  approximate e l a s t i c i t y  of the  f e d e r a i  t a x  system and 

would maintain a balance i n  the  spending p o t e n t i a l s  of the  

two l e v e l s  of government. Use of a personal  income t a x  t o  

r a i s e  a quar te r  of s t a t e - l o c a l  revenues would y ie ld  a t o t a l  

system e l a s t i c i t y  wi th in  these  l i m i t s .  



Property tax admin i s t r a t ion  

To be  f a i r  and t o  keep pace wi th  growing property 

ga lues ,  t h e  property t a x  n e c e s s i t a t e s  a  degree of administra-  

t i v e  involvement and f i n a n c i a l  support  g r e a t e r  than s t a t e s  

and l o c a l i t i e s  have been w i l l i n g  t o  commit. Valuation has 

become a h igh ly  t echn ica l  undertaking. Yet t h e  adminis t ra t ion  

of t h e  property t a x  i n  many j u r i s d i c t i o n s  is en t rus t ed  t o  

ind iv idua l s  whose p r i n c i p a l  q u a l i f i c a t i o n  i s  being a b l e  t o  

win an e l e c t i o n  r a t h e r  than knowing t h e  techniques of t h e  

a p p r a i s a l  profession--income c a p i t a l i z a t i o n ,  s a l e s  compari- 

son, o r  c o s t  approach t o  value.  

The d i v i s i o n  of t h e  property t a x  base  i n t o  tbowwdg 

of p i eces  under t h e  present  system of l o c a l  o r  county 

assessment accentua tes  t h e  admin i s t r a t ive  d i f f i c u l t i e s  of t he  

proper ty  tax .  Some property is  not  e a s i l y  confined wi th in  

t h e  a rbf  trary boundaries of p o l i t i c a l  subdiv is ions .  Values 

determined f o r  property i n  one j u r i s d i c t i o n  may bear  l i t t l e  o r  

no r e l a t i o n  t o  assessment of s i m i l a r  proper ty  by a 

neighbozing l o c a l i t y .  



The d i f f i c u l t y  of adminis te r ing  the  proper ty  t a x  

accounts Eor t h e  t rend  toward e l imina t ing  personal  proper ty  

taxes  on a l l  bu t  bus iness  personal ty ,  where a  market t rans-  

a c t i o n  c a n b e  used as a ya rds t i ck .  There is a l s o  a  growing 

tendency f o r  some o r  a l l  bus iness  proper ty  t o  be assessed  

by the s t a t e  r a t h e r  than by l o c a l  governments. F i n a l l y ,  

many s t a t e s  a r e  r equ i r ing  s t a t e  c e r t i f i c a t i o n  of l o c a l  a s ses so r s  

and a r e  aLso providing them wi th  classroom t r a i n i n g ,  t ax  

mapping, and o t h e r  t e c h n i c a l  a s s i s t a n c e .  

While t h e r e  is s t i l l  a g r e a t  dea l  of room f o r  improve- 

ment, t h e s e  changes have a l ready had a  hea l thy  impact. Over 

the course of t h r e e  surveys ,  from 1956 t o  1966, most a s ses s ing  

a reas  showed increased  uniformity i n  t h e i r  assessment of 

nonfarm houses,  according t o  the  Census of Governments. 

However, t h e  Census d a t a  showed a marked divergence i n  the 

assesswent l e v e l s  among va r ious  k inds  of r e a l t y  i n  most p a r t s  

of  t h e  country. Thus, t h e r e  i s  s t i l l  a long way t o  g o  i n  

making t h e  proper ty  t a x  a  b e t t e r  instrument  f o r  governmental 

f i nanc ing  . 



Closing the  gap between assessment law and p r a c t i c e  ranks wi th  

uniformity of assessment a s  a  major cha l lenge  of property t a x  ad- 

min i s t r a t ion .  Nationwide t h e  average o v e r a l l  l e v e l  of r e a l t y  a s -  

sessment rose  only from 29 percent  in 1961 t o  about 31 percent  i n  

1966, A l l  t h e  s t a t i s t i c a l  evidence and a c t u a l  experience poin ts  

t o  the  conclusion t h a t  the  higher  the  o f f i c i a l  va lua t ion  t h e  g r e a t -  

e r  the  assessment uniformity. Only a few S t a t e s  have experienced 

s h a ~ p  jumps i n  assessment l e v e l s  according t o  the  Census r e p o r t s .  

Most of these  were mandated by cour t s .  Where a  major upward s h i f t  

occurred a s  i n  F l o r i d a ,  Georgia, Kentucky, New Je r sey  and North 

Carol ina t h e r e  was a  marked improvement i n  the uniformity of a s -  

sessment f o r  one-family houses. (See Table 2-14.) 

Some s t a t e s  have l e f t  themselves l i t t l e  prospect  af 

e i t h e r  c los ing  the  gap between assessment law and p r a c t i c e  

or achieving g r e a t e r  assessment uniformity because they have 

f a i l e d  t o  provide themselves wi th  t h e  b a s i c  d a t a  obta inable  

through a  r e a l  e s t a t e  t r a n s f e r  tax.  In  1965, when Congress 

repealed the  f e d e r a l  documentary t a x ,  i t  d i d  s o  prospect ive ly  

s o  a s  t o  al low s t a t e s  and l o c a l i t i e s  t o  e n t e r  t h e  f i e l d  

without  l o s s  i n  t h e  con t inu i ty  of information t h a t  flowed as 

a  by-product of t h e  t ax .  Many s t a t e s  took advantage of t h e  

oppor tuni ty ,  bu t  t h i r t e e n  d id  not-- 

Alaska Missouri Oregon 
Idaho Montana Texas 
Kansas New Mexico Utah 
Louisiana North Dakota Wyoming 
Miss i s s ipp i  

Of these ,  only Alaska and Oregon had a  median a r e a  d i spe r s ion  

index f o r  nonfarm housing assessments t h a t  compared favorably 

wi th  t h e  n a t i o n a l  average. 
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State 

TABLE 2-14.--MEASURES OF ASSESSMENT QUALITY, 
SELECTED STATES, 1961 and 1966 

Sta tewide  Average C o e f f i c i e n t  of Intra-Area 
Assessment R a t i o  Dispers ion  For Nonfarm House J. 

For Nonfarm H ~ u s e s  Assessments, Median Area of Those Surveyed 

1961 - 1966 - 
F l o r i d a  47;4 78.3 

Georgia 25.2 39.7 30;s 16.9 

Kentucky 29.0 91.4 27 .3  15.8 

New J e r s e y  27 .0  66.1 31.8 18.1 

North Ca ro l ina  35.7 53.1 24.9 17.7 

* C o e f f i c i e n t  of de spe r s ion  i s  a  measure, i n  percentage terms of  t h e  
average d e p a r t u r e  of i n d i v i d u a l a s s e s s m e n t s  from t h e  median l e v e l  
o f  v a l u a t i o n  f o r  the kind of proper ty  i n  a  p a r t i c u l a r  a s s e s s i n g  a r ea .  

Source: Bureau of t h e  Census, Census of Governments: 1962, Vol. 11, 
Taxable Proper ty  Values ; and 1967 Census of Governments, 
Vol. 2, Taxable Proper ty  Values. 



SUMMARY 

State and local  government revenues from own sources 

exceed $110 b i l l ion .  This equals eleven percent of Gross 

National Product and is  more than 160 percent greater  than 

s ta te- local  rece ip ts  a d e ~ a d e  ago, States  and l o c a l i t i e s  make 

use of a var ie ty  of personal taxes--primarily the property tax, 

general and se lec t ive  sa les  taxes, and the individual income 

tax-as well  a s  several  levies  on business, 

Fow: aspects of the s ta te- local  revenue system impair 

i t s  productivity and equity: 

1. the regressive impact of property, general sa les ,  

and se lec t ive  excise taxes, 

2. the  imbalance between f i s c a l  resources and cer ta in  

functional respons ib i l i t i es  of government, 

3, the sluggish response of s t a t e  and loca l  revenues 

to economic growth, and 

4, the d i f f i c u l t i e s  i n  assuring .equitable administration 

of the property tax, 

Possible solutions t o  these problems w i l l  be discussed i n  the 

following chapter, 



ACHIEVING A HEAVY-DUTY STATE-LOCAL REVENUE SYSTEM 

Minimizing use of l o c a l  t axes  f o r  schools  

Because t he  suppor t  of e lementary and secondary educa t ion  

comprises the  s i n g l e  l a r g e s t  segment of the  combined s t a t e  and 

l o c a l  governmental budget,  t he  f i nanc ing  of educa t ion  shapes the  

e n t i r e  s t a t e - l o c a l  f i s c a l  p i c t u r e .  I n  Chapter 2 we a t t r i b u t e d  

p a r t  of t he  weakness i n  e x i s t i n g  s t a t e - l o c a l  revenue s y s  tems t o  

che l ack  of balance between f i s c a l  and f u n c t i o n a l  r e s p o n s i b i l i t i e s  

a t  the  l o c a l ,  l e v e l .  
1 

Local revenue sources  a r e  b e s t  s u i t e d  t o  f i nance  f u n c t i o n s  

whose b e n e f i t s  accrue  mainly t o  chose who a r e  l oca t ed  i n  t h e  a r e a  

where the  revenues a r e  r a i s e d .  The l o c a l  t ax  base i s  n o t  

a p p r o p r i a t e  f o r  f i nanc ing  a  major governmental r e s p o n s i b i l i t y  

of widespread pub l i c  t ene f  i t ,  such a s  e lementary and secondary 

educa t ion .  A l o c a l  cax i s  a l s o  incapable  of e q u a l i z i n g  educa t iona l  

oppor tun i ty  f o r  c h i l d r e n  i n  r i c h  and poor l o c a l i t i e s .  It is  

t h e r e f o r e  fundainental t o  the  achievement of a  heavy-duty state- 

l o c a l  revenue system t h a t  . the s t a t e s  minimize the dependence of 

t he  p u b l i c  s choo l s  on the  l o c a l  p rope r ty  t ax  o r  ocher  l o c a l  t axes .  

Our recommendation does n o t  imply t h a t  t he  states should 

f i nance  schools  a t  the  c u r r e n t  average expendi ture  l e v e l .  The 

a p p r o p r i a t e  l e v e l  of funding might be g r e a t e r  o r  l e s s  than  i t  i s  

a t  p r e s e n t ,  b u t  t h a t  i s  a n  i s s u e  s e p a r a t e  from the  one cons idered  

he re .  

Increased  s t a t e  r e s p o n s i b i l i t y  f o r  school  suppor t  

In* the  United S t a t e s  as a whole i n  the 1969 f i s c a l  year, l o c a l  

revenue sources  c o n t r i b u t e d  50.5 pe rcen t  of t o t a l  p u b l i c  spending 

1 
See pp. 2-25 t o  2-26. 



f o r  education other  than higher educa ti0n.l '  S t a t e  sources contributed 

40.9 percent,  and Federal  a i d  contributed the remaining 8.6 percent.  

There i s  considerable v a r i a t i o n  among S ta tes ,  however, i n  the  d iv i s ion  

of f i n a n c i a l  r e spons ib i l i ty  between S ta te  and loca l  governments, a s  

can be seen i n  Table 3-1. S ta te  support of schools ranged from 84.1 

percent of school spending i n  Hawaii t o  9.6 percent i n  New Hampshire. 

S t a t e  and loca l  taxes and Federal a i d  a r e  not  the only sources 

of school financing. A port ion of l o c a l  revenues and a much smaller 

por t ion  of S ta te  revenues f o r  schools come from service  charges f o r  

school lunches, t u i t i o n ,  and other items. Deduction of l o c a l  charges 

from the amount of school expenditures financed l o c a l l y  provides some 

ind ica t ion  of the amount of school financing provided by the l o c a l  pro- 

pe r ty  tax.  Table 3-1 reveals  t h a t  f o r  t h e  nat ion as a whole, property 

taxes  financed l e s s  than h a l f ( 4 5 . 4  percent)  of  t o t a l  school spending i n  

1969. In Alabama, Delaware, Flor ida ,  Hawaii, Mississippi ,  New Mexico, 

and North Carolina, the loca l  property tax  provided l e s s  than 20 per- 

cent  of school expenditures. But i n  Nebraska, New Hampshire, New 

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

spending was financed by l o c a l  taxation. Local taxes funded more 

than 50 percent of school spending i n  21 S t a t e s  i n  f i s c a l  1969. 

Local t a x  sources provided  approximate:^ $16. L Di i i o n  f o r  school 

support i n  1969. The State-by-State est imate of  t h e  amouiii oi ~ o z z l  

t a x  support r o r  schools i s  shown i n  Table 3-2. This is t h e  amount 

which must be replaced by revenues from some other source i f  t h e  

dependence of  publ ic  schools on loca l  taxes  i s  t o  be minimized. 

&/~ncluded i n  these expenditures a r e  $1.9 b i l l i o n  f o r  S t a t e  super- 
v i s ion  of schools and colleges,  S t a t e  t u i t i o n  grants ,  fel lowships,  a i d  
t o  p r iva te  schools, and educational  programs f o r  the handicapped, 
adu l t s ,  Qeterans,  and other  spec ia l  c lasses .  



The revenue from loca l  charges f o r  schools was $1.8 b i l l i o n  

i n  1969, as  shown i n  Table 3-2. These charges a r e  t h e  amounts 

received f o r  school lunches, t u i t i o n ,  books, t i c k e t s  t o  a t h l e t i c  

events, and o t h e r  comnodities and se rv ices  benef i t ing  the  person 

charged -- t h e  revenue o f  t h e  e n t e r p r i s e  o r  business-type a c t i v i t i e s  

of school systems. I d e a l l y  they should exact ly  balance t h e  c o s t s  

of such a c t i v i t i e s .  In  t h e  i n t e r e s t s  of  decen t ra l i za t ion ,  it would 

seem des i rab le  t o  keep such a c t i v i t i e s  and t h e i r  f inancing a t  t h e  

loca l  l eve l .  Some of these  charges, however, such a s  t u i t i o n  and 

book fees ,  would not  seem t o  be consis tent  with t h e  provision o f  a 

f r e e  pub l ic  education f o r  a l l  children.  I t  might the re fo re  be 

des i rab le  t o  replace  these  charges with addi t ional  t a x  revenue. 

In  t h i s  case t h e  amount of  loca l  revenue t o  be replaced would 

be s l i g h t l y  more than t h e  $16.2 b i l l i o n  of  loca l  tqx revenues f o r  

schools i n  1969. 

One method of phasing out t h e  use of loca l  taxes  f o r  schools is 

f o r  S t a t e s  t o  assume g r e a t e r  f i n a n c i a l  r e s p o n s i b i l i t i e s  f o r  school 

support.  Indeed, t h e  s h i f t  of f i n a n c i a l  r e s p o n s i b i l i t y  f o r  schools 

away from t h e  loca l  property. t a x  t o  S t a t e  revenue sources presents  

a unique s t r a t e g i c  opportunity. S t a t e  takeover of  school f inances 

implies emphasis on S t a t e  imposed and administered taxes.  The s h i f t  

t o  broadly-based S t a t e  l e v i e s  has t h e  p o t e n t i a l  t o :  

improve t h e  d i s t r i b u t i o n  o f  t h e  b e n e f i t s  and 
burdens of supporting both schools and o the r  
domestic *governmental services ;  

reduce t h e  d e b i l i t a t i n g  e f f e c t s  on loca l  government 
o f  t a x  and expenditure competition f o r  people and 
indust ry  based on t h e  provision and support of loca l  
schools through t h e  loca l  property tax;  

dampen t h e  r o l e  of t h e  f i s c a l  system i n  determining 
t h e  organizat ion o f  loca l  government i n t o  r i c h  and 
poor communities including r e s i d e n t i a l  and i n d u s t r i a l  
t a x  havens. 



TABLE 3-1 

PERCENTAGE DlSTRl6UTlON OF EDUCATIONAL EXPENDITURES (OTHER THAN HIGHER EDUCATION) BY 
GOVERNMENTAL SOURCE AND TYPE OF FINANCING, FISCAL YEAR 1969 

1 State school I Local school expenditure I 
expenditure 

Total . from own funds 
expenditure Taxes and 

~ o t a l '  Total 
borrowing ' 

1 00.0 40.9 . 40.8 50.6 

from own funds 

Charges . 

School lunch I All 

- 
- 

L 

Federal 

aid for Taxes and 

borrowing 

States 

sales other 

1.5 

6.5 
0.7 
1.8 
3.0 
0.8 

1.8 
0.8 
0.6 
0.5 
3.5 

schools 

8.6 

18.0 
29.7 
1 1.3 
19.3 
8.2 

9.2 
5.2 
7.1 
6.6 
9.7 

13.5 
16.4 
10.6 
5.9 
5 .O 

UNITED STATES, TOTAL 

ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 
CALIFORNIA 

COLORADO 
CONNECTICUT 
DELAWARE 
DIST. OF COLUMBIA 
F LOR l DA 

GEORGIA 
HAWAII 
IDAHO 
ILLINOIS 
INDIANA 

IOWA 
KANSAS 
KENTUCKY 
LOUISIANA 
MAINE 

MARYLAND 
MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 

MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 
NEW HAMPSHIRE 
- -- - -- 

NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTH DAKOTA 

OHIO 
OKLAHOMA 
OREGON 
PENNSY LVANlA 
RHODE ISLAND 

SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
TEXAS 
UTAH 

VERMONT 
VIRGINIA 
WASHINGTON 
WEST VIRGINIA 
WISCONSIN 
WYOMING 

Note: Detail wil l  not necessarily add to  total due to rounding. ' Includes $50 million from charger, which provide less then 1% of State school expenditure except in the Stater o f  Alebeme (1%); 
Hawaii (5.5%); end Rhode Island (1.8%). 

SOURCE: AClR staff computations based on U.S. Census date. 



TABLE 3-2. --EDUCATIONAL EXPENDITURES (OTHER THAN HIGHER EDUCATION) BY GOVERNMENTAL SOURCE 
AND TYPE OF FINANCING, FISCAL *AR 1969 

(In Millions of Dollars) 

Federal I State school expenditures Local school expenditures Total 

school 

expenditures 

I own source 

Taxes and 
borrowtng 

14,549.5 

235.4 
31.5 

173.5 
105.0 

1,446.8 

102.7 
170.0 
86.8 
- 

669.8 

from own sources 
1 aid for States 

Total 

18.044.1 

Taxes and 
borrowing 

16,215.1 

Charges 
Total School lunch sales 

1.829.0 1,284.0 

59.3 30.2 

2.1 1,6 
18.3 12.5 
20.3 13.1 

161.6 129.0 

21.3 14.5 
17.9 13.7 
5.1 4.4 
4.3 3.5 

90.6 53.8 

54.5 39.1 

UNITED STATES, TOTAL 

ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 
CALIFORNIA 

COLORADO 
CONNECTICUT 
DELAWARE 
DIST. OF COLUMBIA 
FLORIDA 

GEORGIA 
HAWAII 
IDAHO 
ILLINOIS 
INDIANA 

IOWA 
KANSAS 
KENTUCKY 
LOUISIANA 
MAINE 

MARY LAND 
MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 

MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 
NEW HAMPSHIRE 

NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTH DAKOTA 

OHIO 
OKLAHOMA 
OREGON 
PENNSY LVANlA 
RHODE ISLAND 

SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
TEXAS 
UTAH 

VERMONT 
VIRGINIA 
WASH l NGTON 
WEST VIRGINIA 
WISCONSIN 
WYOMING 

*Less than $50,000 
1Figurer do not add t o  total due to  rounding. 

SOUR'CE: AClR staff cornputstions based on  U.S, Census data. 
3-5 



Moreover, the S t a t e  has b e t t e r  revenue sources ava i l ab le  t o  it 

than do l o c a l  general  governments and l o c a l  school d i s t r i c t s .  S t a t e  

s a l e s  and income taxes a r e  more responsive t o  changes i n  the  economy 

than the property tax, which i s  the major source of l o c a l  revenue 

authorized f o r  the use of l o c a l  governments by the S t a t e  government. 

Furthermore, the  S t a t e  has d i s t i n c t  tax adminis t ra t ive  advantages 

compared t o  loca l  governments. A S ta te  encompasses population and 

economic a c t i v i t y  within an area  large  enough t o  obta in  economies of 

s c a l e  i n '  t ax  administrat ion.  Locally imposed taxes,  p a r t i c u l a r l y  i n  

urban a r e a s  where many independent u n i t s  of government may e x i s t  side- 

by-side and may overlay one another, e n t a i l  high adminis t ra t ive  cos ts .  

Diversi ty,  Broad Base, and E l a s t i c i t y  i n  S a t e  Taxes 

A t  l e a s t  three p r a c t i c a l  considerat ions a r e  gaining dominance 

i n  shaping S t a t e  tax policy--use of a d i v e r s i t y  05 tax  sources, .in- 

creased emphasis on broadening the t ax  base, and increased re l i ance  

on economically responsive revenue measures. 

Throughout the  h i s t o r y  of governmental f inance some public 

f inance t h e o r i s t s  and p r iva te  c i t i z e n s  have championed one form of 

t ax  o r  another a s  the most equi table  way t o  d i s t r i b u t e  the c o s t  of 

governmental services.  But those who take the  "single tax" approach 

have never mustered s u f f i c i e n t  support t o  accomplish t h e i r  goal. Thus, 

a t  the present  time, 36 S t a t e s  levy both broad-based s a l e s  and personal 

income taxes a s  the foundation of t h e i r  t ax  system. 



Tax policymakers op t  for  a d i v e r s i t y  of revenue sources on very 

p r a c t i c a l  grounds, S t a t e  l e g i s l a t o r s ,  by and large ,  have come t o  agree 

t h a t  the t a sk  of income r e d i s t r i b u t i o n  by means of s t eep ly  progressive 

taxes can be most e f f e c t i v e l y  pursued by the  government with the broad- 

e s t  j u r i s d i c t i o n a l  reach--the National Government, Those concerned with 
b 

providing s a t i s f a c t o r y  l eve l s  of education, heal th ,  and welfare benef i t s  

t o  the poor have rea l i zed  t h a t  the lack of these se rv ices  may be more 

regress ive  than f inancing such services  with a proport ional  or  even 

somewhat regress ive  t ax  s t r u c t u r e  , Moreover, S t a t e s  have shown a 

genius f o r  developing p r a c t i c a l  measures such as the ou t r igh t  exemption 

of food, or  the provision of spec ia l  income tax  c r e d i t s  o r  cash reba tes  

t o  minimize the r e g r e s s i v i t y  of the r e t a i l  s a l e s  tax ,  

The r e a l i t i e s  of i n t e r s t a t e  t ax  competition have a l s o  tended t o  

encourage the d i v e r s i f i c a t i o n  of the  t ax  s t ruc tu re .  The mobi l i ty  of 

persons and c a p i t a l  and the widespread i n t e r e s t  i n  maintaining a ' favora-  

b le  t a x  climate f o r  business have tarnished the l u s t e r  of progressive 

income t a x  proposals. S ta tes  have moderated t a x  r a t e s  and searched 

out o ther  sources of t a x  revenue i n  order t o  remain competitive with 

t h e i r  neighbors, 



Furthermore, a d i v e r s i t y  of taxes permits keeping r a t e s  a t  

a moderate level .  Low o r  moderate r a t e s  cause l e s s  d i s t o r t i o n  i n  

1 

pr iva te  s e c t o r  decis ions  and therefore  l e s s  redqct ion i n  economic 

e f f i c iency ,  Moderate r a t e s  also generate l e s s  incent ive  t o  avoid 

o r  evade t ax  payment, 

~ e ~ a r d l e s s  of the  tax mix chosen, broadening the base of the  

taxes used may do much t o  increase  the equi ty ,  economic e f f i c iency ,  

and ease  of adminis t ra t ion  of the  t ax  s t r u c t u r e .  Broadening the base 

tends t o  promote hor izon ta l  equi ty ,  the equal  treatment of equals .  

By extending the tax  t o  as many items as poss ib le ,  i t  a l s o  tends t o  

reduce the  d i s t o r t z o n  of individual  decision-making-induced by a l l  

taxes ,  h many cases,  expanding t h e  base of the  t ax  a l s o  e l iminates  

the need f o r  f i n e  d i s t i n c t i o n s  betwe-en taxable and non-taxable i tems, 

thereby reducing compliance cos t s  and cos t s  of adminis t ra t ion .  

On the  whole, most S t a t e  income taxes  a r e  f a i r l y  broad-based. 

There are considerable va r ia t ions  among S ta tes ,  of course, and there  

a r e  severa l  ca tegor ies  of money income and .imputed 'income which escape 

t axa t ion  i n  a l l  S t a t e s ,  But i n  most cases it would be extremely d i f f i -  

c u l t  t o  expand the base of the income tax ,  

A s  with o ther  taxes,  the genera l  r e t a i l  s a l e s  t ax  i s  n o t  defined 

uniformly from S t a t e  t o  Sta le .  A l l  S t a t e s  with t h i s  t ax  impose i t  

on most s a l e s  of r e t a i l  s t o r e s ,  but  here the s i m i l a r i t y  ends, Some 

S t a t e s  t a x  c e r t a i n  consumer services-madmissions , r e s  tauran t mea Is, 

lodging, telephone and telegraph,  gas and e l e c t r i c i t y ,  water, t rans-  



porta t ion ,  r e n t a l s ,  and repa i r s .  Some S t a t e s  t ax  i n d u s t r i a l  equip- 

ment, while o the r s  exempt i t  i f  it is  d i r e c t l y  used i n  the  produc- 

t i o n  of manufactured goods. Some S t a t e s  exempt food and c lo thing,  

while o the r s  t ax  one o r  both, 

The broadness of the s a l e s  t a x  base has an  important e f f e c t  on 

the amount of revenue the  tax produces. Table 3-3 shows the r a t i o  of 

a c t u a l  s a l e s  t ax  base t o  a n a t i o n a l  average t a x  base i n  each of the 

s a l e s  t a x  s t a t e s  for 1967. Ignoring t h e  S t a t e s  with a multi-stage t ax ,  

t h e  most comprehensive sales tax base was two or t h r e e  times a s  large as 

the l e a s t  inc lus ive .  A S t a t e  burdened with a narrow base must impose a 

very high rate i f  it wishes t o  r e l y  very heavily on t he  general s a l e s  tax.  

Indeed, f o r  t he  S t a t e s  with a very narrow base, broadening t he  base re-  

presents an untapped source of considerable addi t ional  revenues. New 

Jersey,  f o r  example, could have doub'led i t s  s a l e s  t ax  revenue without 

any increase  i n  t ax  r a t e  by extending i t s  t ax  base t o  cover t he  same 

items as  were taxable i n  Michigan. 

The number of items covered by the  s a l e s  t a x  a l s o  has a s u b s t a n t i a l  

impact on how the burden of .the tax i s  d i s t r i b u t e d ,  Since low income 

people spend a g rea te r  f r a c t i o n  of t h e i r  income than do high income 

persons, a t ax  on a l l  consumer purchases would be regress ive ,  Ex- 

cluding se rv ices  from the  t ax  base makes the s a l e s  t a x  even more re- 

gress ive ,  s ince  purchases of se rv ices  become increas ingly  more im- 

por tant  as one moves up the,income s c a l e ,  Exemption of food makes 

the s a l e s  t ax  nea r ly  proport ional ,  although only a t  the l o s s  of sub- 

s t a n t i a l  revenue. The s a l e s  tax c r e d i t  accomplishes the  same end 



a t  much lower c o s i  by r e tu rn ing  a f ixed  sum t o  each person, 

r ega rd le s s  of income. 

A eh i rd  important cons idera t ion  r e l a t i n g  t o  s t a t e  tax  

po l i cy  i s   he e l a s t i c i t y  of the tax s t r u c t u r e .  The need f o r  a  

s t a t e  tax  s t r u c t u r e  with an e l a s t i c i t y  iti the  range of 1.0 t o  

1.2 has a l r eady  been discussed ex tens ive ly  i n  Chapter 2 . l  Since 

the personal  income t a x  i s  a  high e l a s t i c i t y  tax ,  increased  use 

of t h i s  t ax  source w i l l  increase  the o v e r a l l  t a x  sys  tem e l a s t i c i t y ,  

which means br inging  i t  c l o s e r  t o  the  acceptable  rang& 

A s trong personal  income t a x  . i n  a balanced sys  tern 

In  designing a  s t a t e  t a x  system s u f f i c i e n t  t o  f inance  

the  major po r t ion  of school  c o s t s ,  c a r e f u l  cons idera t ion  must be 

given t o  providing a  d i v e r s i t y  of t a x  sources,  u t i l i z i n g  broad- 

based taxes,-and inc reas ing  the e l a s t i c i t y  of the c u r r e n t  i n e l a s t i c  

s t a  t e - loca l  tax  s t r u c t u r e .  The ove r r id ing  f i s c a l  need of s t a t e  

and l o c a l  governments i s  a  tax  system with a s t rong  revenue 

growth po ten tca l  tRat stems from use of both broad-based personal  

income and genera l  s a l e s  taxes.  In  order  t o  d i sp lace  the  l o c a l  

proper ty  tax  a s  the  major source of school  funds and t o  equip 

the  s t a t e s  wi th  a  h igh-qual i ty  revenue system, the s t a t e s  should 

i n i t i a t e  o r  i n t e n s i t y  t h e i r  use of the personal  income tax.  

S t a t e s  which make heavy use of the  income t ax  have found i t  

supe r io r  t o  o t h e r  revenue sources i n  terms of product iv i ty ,  

e l a s t i c i t y ,  equ i ty ,  and ease  of admin i s t r a t ion ,  While th ree  

of these  c r i t e r i a  a r e  reasonably ob jec t ive ,  the ques t ion  of 

e q u i t y  is  very  much a sub jec t ive  mat te r .  The arguments i n  t h i s  

chapter  a;e based on a  view t h a t  income is  the  most appropr i a t e  

measure of the a b i l i t y  . t o  pay taxes,  and t h a t  a  moderate degree 

of p rogres s iv i ty  i n  the  t a x  s t r u c t u r e  i s  f u r t h e r  d e s i r a b l e .  

1 See pp. 2-50 t o  2-51, 
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TABLE 3-3 -- RELATIVE BASES AND RATES OF STATE GENERAL SALES TAXES 

Hawaii 
New Mexico 
Louisiana 
Miss i s s ipp i  
Washington 
Arizona 
Georgia 
Utah 
South Carol ina  
Iowa 
~ i c h i  gan 
Tennessee 
Wyoming 
Arkansas 
Kansas 
Kentucky 
Missouri 
Alabama 
Ca l i f o rn i a  
I l l i n o i s  
Indiana 
New York 
North Carol ina  
Oklahoma 
Maine 
South Dakota 
Colorado 
F lo r i da  
Idaho 
Rhode I s land  
West Vi rg in ia  
Connecticut 
Nevada 
Vi rg in ia  
Maryland 
Texas 
Ohio 
Pennsylvania 
New Jersey  
Wisconsin 
Plassachusetts 

Ra t io  o f  
Actual Base 

t o  Standard Base 
FY 1967 

2.64 *#+@ 
1.90 *#+@ 
1.74 +@ 
1.74 *#+@ 
1.70 +@ 
1.57 *#+@ 
1.54 #@ 
I-. 54 #+@ 
1.44 @ 
1.40 #+@ 
1.40 @ 
1.40 +@ 
1.40 #+@ 
1.34 #+@ 
1.34 #+@ 
1.30 #@ 
1.30 #+@ 
1.24 +@ 
1.29 + 
1.20 +@ 
1.20 @ 
1.20 
1.20 +@ 
1.20 .@ 
1.17 + 
1.14 #+@ 
1.10 +@ 
1.10 + 
1.10 @ 
1.07 + 
1.07 @ 
1.00 
1.00 +@ 

.97 @ 
094 
.90 + 

. .87 
.87 
-70 
-60 + 
.57 

Exhibi t :  Exhibi t :  
Nominal Rate Nominal Rate 
(Percent)  as of (Percent)  as 
Jan.  1, 1967 of Jan.  1, 1971 

4.0 4.0 
3.0 4.0 
2.0 3.0 
3.5 5.0 
4.2 4.5 
3.0 3.0 
3.0 3.0 
3.0 4.0 
3.0 4.0 
2.0 3.0 
4.0 4.0 
3.0 3.0 
2.5 3.0 
3.0 3.0 
3.0 3.0 
3.0 5.0 
3.0 3 .0  
4.0 4.0 
3.0 4.0 
3.5 4.0 
2.0 2.0 
2.0 3.0 
3.0 3.0 
2.0 2.0 
4.0 .5 . 0 
3.0 4.0 
3.0 3.0. 
3.0 4.0 
3.0 3.0 
4.0 5.0 
3.0 3.0 
3.5 5. 0 
2.0 3.0 
2.0 3.0 
3.0 4.0 
2.0 3.25 
3.0 4.0 
5.0 6.0 
3.0 5.0 
3.0 4.0 
3.0 3.0 

* Multi-stage o r  gross  income t a x -  
# Six  out  of seven major s e r v i c e s  taxed a s  of January 1, 1967 
+ Manufacturing equipment taxed a t  f u l l  rate 
@ Food taxed 

Source: ACIR s t a f f  c a l cu l a t i ons  based on Census Bureau and 
Commerce Clear ing House d a t a  



Business Taxation 

To some, business 

f o r  r a i s i n g  revenues. 

firms o f f e r  a h ighly  v i s i b l e ,  impersonal 

Businessmen, na tu ra l ly ,  f e e l  t h a t  higher 

means 

'taxes 

th rea ten  t h e i r  competitive pos i t ion  and t h e i r  a b i l i t y  t o  continue 

p r o f i t a b l e  operat ions i n  t h e i r  present  locat ions .  In general ,  i t  

seems f a i r  to say that the re  is  no consensus on the  types, v a r i e t y  

o r  amounts t h a t  business f irms should pay t o  S t a t e  and l o c a l  govern- 

ments. Public o f t l c i a l s  therefore  have no hard-based economic r a t i o n a l e  

t o  r e l y  on i n  s e t t i n g  t h e i r  policies--they must take a pragmatic view 

and a t tempt  t o  s t r i k e  a balance that assures   at business pays i t s  

" f a i r  share" of taxes bu t  t h a t  t h i s  share does not  force  business 

firms t o  a l t e r  t h e i r  locat ion decis ions ,  

The current  ex ten t  of S t a t e  and l o c a l  business taxat ion was 

discussed above i n  Chapter 2.&' I f  the  use of l o c a l  taxes f o r  the  
. 

support of schools i s  minimized, businesses would be re l ieved of much 

of t h e i r  property t ax  burden, Legis la tors  would then be required t o  

make a pragmatic decis ion on the  ex ten t  t o  which corporate income t a x  

and other  s tatewide business taxes ought t o  be expanded t o  replace  

t h i s  burden. 

1/ - 
See p. 2-8. 



A new form of business taxation,  the value added tax,  has 

recen t ly  been suggested a s  a p o t e n t i a l  source of s t a t e  revenues. 

The base f o r  t h i s  t a x  is  a f i r m ' s  value added, the d i f fe rence  

between the cos t  of goods or  se rv ices  sold  by the f i rm and the 

c o s t  of i t s  mater ia l  inputs ,  including the cos t  of c a p i t a l .  

Value added can a l s o  be a r r ived  a t  by adding a l l  the incomes 

generated by the f i rm's  production--wages and s a l a r i e s ,  i n t e r e s t ,  

r e n t ,  and p r o f i t s .  

Depending on the nature of the deprecia t ion allowance, 

the value added t ax  can be shown t o  correspond t o  fami l i a r  e x i s t i n g  

taxes. I f  machines a r e  depreciated over t h e i r  economic l i f e t i m e ,  

the base of the value added tax  w i l l  be equal t o  na t iona l  income; 

t h i s  i s  known a s  the income value added tax  and i s  equivalent  t o  

a proport ional  income tax. Under the consumption value added 

tax,  f i rm purchases of new c a p i t a l  equipment but  not  deprecia t ion 

a r e  deductible from s a l e s ;  the base of the CVA i s  ' t o t a l  consumer 

expenditure, and the tax i s  equivalent  t o  a consumption tax. 

In  the gross product vers ion of the tax, ne i the r  deprecia t ion nor 

purchases on capi t>l  account a r e  deductible;  the base of t h i s  tax 

i s  t o t a l  gross na t iona l  product, and the tax  i s  equivalent  t o  a 

s a l e s  t ax  on a l l  f i n a l  output.  
1 

The foregoing correspondence r e l a t i o n s  apply f u l l y  only 

t o  a competitive, s e l f - s u f f i c i e n t  economy. For the United S t a t e s  

as a whole, they a r e  near ly  t rue .  But they must be modified t o  

apply t o  a small economy, such a s  t h a t  of an individual  s t a t e ,  

which has extensive commerce beyond i t s  borders. 

In  p a r t i c u l a r ,  a  s t a t e  value added t ax  of the income type 

would be equivalent  t o  a proport ional  tax  on a l l  incomes generated 
=3 

i n  the s t a t e ,  whether accruing t o  res iden t s  or  outs iders .  By 

c o n t r a s t ,  a  s t a t e  personal income tax  i s  levied aga ins t  income 

l ~ i l l i a m  Oakland, "The Theory of the Value Added Tax," 
National Tax Journal ,  June and September, 1967. 



earned by r e s i d e n t s  of the  s t a t e  and wage income of non-residents .  

And a s t a t e  corpora te  income t a x  f a l l s  i n i t i a l l y  on prof i t  

income generated wi th in  the  s t a t e .  None of these  s ta tements ,  

of course ,  impl ies  t h a t  these  taxes a r e  borne i n  the  f i n a l  

a n a l y s i s  by those who bear  t h e i r  i n i t i a l  impact. 

A value added t a x  was a c t u a l l y  i n  e f f e c t  i n  Michigan, 

under the  name of the  Business A c t i v i t i e s  Tax, from 1953 through 

1967. I n i t i a l l y  the Michigan t ax  was based on something a k i n  

t o  gross  product,  wi th  deductions allowed f o r  e x p l i c i t  c a p i t a l  

r e n t a l  cos t s .  A 1955 amendment allowed deprec ia t ion  charges t o  

be sub t r ac t ed  from the  t a x  base, changing the  levy i n t o  one 

of the  income value added type. I n  order  t o  ease  admin i s t r a t ion ,  

a s p e c i f i c  d o l l a r  exemption was allowed f o r  each f i rm,  and 

c e r t a i n  types of businesses were exempted completely from the  

tax. I n  add i t ion ,  f i rms  were permit ted a s tandard  deduct ion 

of f i f t y - p e r c e n t  of gross  r e c e i p t s ,  i f  i temized c o s t  deduct ions 

d id  n o t  equal  t h i s  amount. These provisions,  while  d e s t r u c t i v e  

of t he  va lue  added concept,  succeeded i n  e l imina t ing  a l a r g e  

number of r e t u r n s  from small businesses whose payments would 

n o t  j u s t i f y  c o l l e c t i o n  c o s t s  . 
Because OF the equivalence between a value added t ax  and 

an income o r  s a l e s  tax,  the  t ax  on value added has no economic 

advantages over the  o ther  l e v i e s  and shares  t h e i r  d e f e c t s .  From 

a p o l i t i c a l  po in t  of view, however, the  va lue  added tax  may be 

supe r io r ,  because i t  i s  paid i n i t i a l l y  by bus inesses  and i s  n o t  

immediately apparent  t o  the  publ ic .  S u b s t a n t i a l  use of t he  VAT 

would r eve r se  the  r ecen t  t rend toward reduced use of bus iness  

taxes  i n  the  s t a t e - loca l  f i s c a l  system. (Table 2-3) 

The property t ax  a s  a revenue source 

The proper ty  t ax  i s  i n f e r i o r  t o  broad-based s a l e s  and 
.1 

personal  income taxes on grounds of equi ty ,  e l a s t i c i t y , ,  and ease  

of adminis t ra t ion .  Property value i s  no t  a s  good a n  i n d i c a t o r  

of a b i l i t y  t o  pay a s  personal  income. Property va lues  do n o t  

respond t o  growth i n  the economy as r a p i d l y  a s  e i t h e r  the  genera l  

s a l e s  o r  personal  income t ax  base. The proper ty  t ax  is  developed 

by a process of va lua t ion  on the  p a r t  of assessment personnel who 

must be h ighly  t r a i n e d  i f  t h e  process i s  t o  be accura te .  Income 
3-lb 



and s a l e s  taxes,  i n  con t ras t ,  have t h e i r  r e spec t ive  t a x  base 

measures es tab l i shed  ob jec t ive ly  by market forces  beyond the  

con t ro l  of the  t a x  adminis t ra tor .  

But the  property t ax  a l s o  has some unique b e n e f i t s  as a revenue 

source. Real e s t a t e  cannot be picked up and moved t o  escape taxat ion.  

To a l imi ted  e x t e n t  the property t ax  captures f o r  the  publ ic  s e c t o r  

a  por t ion  of the  unearned increment on land value which s o c i e t y  be- 

stows. The t ax  is  a way of g e t t i n g  from business and absentee land- 

lo rds  a con t r ibu t ion  i n  support of l o c a l  government. Where l o c a l  

se rv ices  supported by the property t ax  enhance property values the 

t a x  takes on the  aspec t s  of a payment f o r  b e n e f i t s  received-a con- 

cept  f u l l y  recognized i n  economic theory. 

Compared t o  o ther  ma j or  revenues- producers, the  property t ax  

tends t o  be d i f f i c u l t  t o  administer.  But a  l a rge  p a r t  of t h i s  

problem is  due no t  s o  much t o  the  t ax  i t s e l f  a s  t o  i t s  a p p l i c a t i o n  

on a l o c a l  bas is .  Although the  trend over the  years has been away 

from S t a t e  use of the  property tax, a  s tatewide property t ax  is 

preferable  i n  many r e s p e c t s  t o  a loca l  levy. As a r e s u l t  S t a t e s  

such a s  Massachusetts a r e  now taking a new i n t e r e s t  i n  using the 

r e a l  property t ax  a s  a S t a t e  tax. A S t a t e  property tax ,  even a s  a 

small  supplement t o  the  l o c a l  l ev ies ,  w i l l  give the S t a t e s  a r e a l  

s t ake  i n  good adminis t ra t ion  and would probably y i e l d  g r e a t  d iv i -  

dends i n  improved equity.  



Until  an increased income t a x  can be  f u l l y  implemented, a 

statewide property t ax  might provide a means f o r  reducing t he  

dependence of publ ic  schools on loca l  taxes. Such an arrangement 

appeals t o  some economists 'who a r e  concerned t h a t  an abrupt s h i f t  

from property t o  non-property taxes  f o r  school support would 

r e s u l t  i n  a subs t an t i a l  and unwarranted increase  i n  t he  value 

of ex i s t ing 'p roper ty .  The extent  o f  t he  gains,  ir any, as well  

as  t h e i r  timing a r e  impossible t o  predic t .  A t r a n s i t i o n a l  statewide 

property tax,  pa r t i cu l a r l y  one of  uncer ta in  duration,  might allow 

time f o r  some adjustment i n  t he  r e a l  e s t a t e  market and reduce t he  

p o s s i b i l i t y  o f  unwarranted enrichment of property owners. 

However, t he  in t roduct ion of a statewide uniform property t ax  

f o r  general revenue purposes t o  help' support schools would f a l l  

shor t  o f  achieving t he  degree of tqxpayer equity, responsiveness 

of  t h e  t ax  system t o  economic growth and ease of administrat ion 

t h a t  heavier  re l i ance  on a S t a t e  personal income t ax  would produce. 

The statewide uniform property t a x  would serve poorly as a sub- 

s t i t u t e  f o r  s t r u c t u r a l  reform of t he  Sta te- local  revenue system. 

*roving Property Tax Administration 

Bet ter  property t a x  administrat ion i s  des i rab le  i n  order 

t o  achieve g r ea t e r  uniformity of assessment and thereby enhance t h e  

accep tab i l i ty  of  t he  tax.  Assessing i s  a m in i s t e r i a l  function, i n  

theory a t  l e a s t ,  which con t ras t s  with t he  policymaking functions of 

s e t t i n g  t he  t ax  r a t e  t o  determine whether more o r  l e s s  revenue 

w i l l  be  obtained from the  property tax.  
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Improved administrat ion w i l l  u sua l ly  requ i re  l a r g e r  ex- 

penditures.  Such items as  t r a i n i n g  and c e r t i f i c a t i o n  of  assessors ,  

annual, reassessment, taxpayer n o t i f i c a t i o n ,  improved appeals 

mechanisms, and s t rong S t a t e  supervision w i l l  r equ i re  add i t iona l  

funds. In  the  longer run, however, it seems l i k e l y  t h a t  more 

uniform assessments w i l l  make people more content with t h e  

property t a x  system and more w i l l i n g  t o  bea r  higher t a x  burdens. 

By a l l  ind ica t ions  t h e  property t a x  i s  cur ren t ly  t h e  most 

unpopular of a l l  major taxes.  Much o f  t h i s  d i s l i k e  i s  probably due 

t o  the  high r a t e s  p reva i l ing  i n  many l o c a l  areas ,  e spec ia l ly  i n  

the  nor theas t .  But t h e  d i s p a r i t i e s  i n  assessments c e r t a i n l y  win 

t h e  property t a x  no f r iends .  An in t ra -a rea  d ispers ion c o e f f i c i e n t  

o f  f i f t e e n  percent  i s  genera l ly  considered ind ica t ive  of  good 

assessment p r a c t i c e s ,  but  even t h i s  means t h a t ,  under a fu l l -va lue  

assessment regime, h a l f  o f  a l l  p roper t i e s  w i l l  be assessed a t  l e s s  

than 85 percent  o r  more than 115 percent  of  t h e i r  t r u e  value. 

What degree of excellence can be achieved by using the latest 

assessment techniques? Ronald Welch, Assistant Executive Secretary 

of the California State Board of Equalization, reports that computer- 

ized assessment of single-family homes has produced dispersion coeffi- 

cients of from 2.3 to 4.8 percent. "The poorest of these coefficients," 



he notes,  "is l e s s  than ha l f  the  b e s t  d ispers ion c o e f f i c i e n t  t h a t  
I 

I/ the  na t ion ' s  most accura te  assessors  have been a b l e  t o  achieve.-- 

With d ispers ion c o e f f i c i e n t s  t h i s  small, nPnety percent of a l l  assess-  

ments would be wi th in  f i v e  t o  ten  percent of market value,  and ninety-  

nine percent  wi th in  seven t o  fourteen percent  of t r u e  value. 

For the  sake of comparison i t  must be remembered t h a t  the  personal 

income t a x  achieves i t s  seeming exactness i n  computation only by ex- 

cluding severa l  items of non-market income, The gross value of imputa- 

t ions ,  pr imar i ly  the r e n t a l  value of owner-occupied homes, came t o  ten  

percent  of personal income i n  1970.~' The personal income t a x  a l s o  

places heavy cbmpliance c o s t s  on individual  taxpayers, while the  ex- 

penses o f  administering the  p r o p e r t y t a x . a r e  almost e n t i r e l y  r e f l e c t e d  

i n  the  government budget. 

The conclusion t o  be drawn is  t h a t  modern, profess ional  administra- 

t i o n  of the  property tax  canmproduce g r e a t  dividends. While assessment 

of wealth may never be a s  accura te  a s  measurement of income, the  two 

can be brought much c lose r  together. And although people w i l l  never 

be happy about paying taxes, good adminis t ra t ion  should increase  ava i l a -  

b le  taxing capacity.  

L / ~ o n a l d  B. Welch, "Property Taxation: Policy Po ten t i a l s  and Proba- 
b i l i t i e s , "  i n  Arthur D Lynn (ed.) The Property Tax and Its Administration. 
Madison: U. of Wisconsin, 1969. 

%urvey of Current Business, Ju ly  1971, p .  41. 
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Whether the property tax is used at the local level, at 

the State level, or at the metropolitan level, the heavy burden 

it imposes on low-income taxpayers can be mitigated with the use of 

the circuit-breaker -- the $a3 credit-rebate scheme discussed in 
Chapter 2. (See Table 2-9.) Combined with high-quality administra- 

tion, the use of the circuit-breaker should considerable improve 

public acceptance of the property tax. 

Metropolitan Property Tax 

The use of regional property taxing districts, while incapable of 

.eliminating all disparities within a State, has many of the desirable 

characteristics of a State property tax. At present, there are two 

such regional schemes on the statue books. 

New Jersey's Hackensack Meadowlands Development Act of 1968 

provides that the value of taxable real estate in the development area 

is to be divided among the Meadowlands communities in proportion to 

their area, irrespective of where the property is located. This 

provision frees the State planners from the need to assure each part 

of the Meadows a share of taxable land uses. In particular, the con- 

centration of conservation and recreation lands in a few communities 

will no longer seem fiscally unattractive to those localities. 

Another move toward regional equalization of tax resources in the 

"share the growthu bill just passed by the Minnesota legislature. The 

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

Minneapolis-St. Paul area a share of the regionts future growth in 

the property tax base, regardless of where in the area it occurs. The 

shared portion will consist of forty percent of the net growth of 

commercial-industrial valuation after 1971. All communities will 



contribute forty percent of their net growth in business property, 

and each will receive back an assigned portion of this growth. Each 

government's share will be determined by its population, with an extra 

amount for less wealthy communities. 

While the  regional  t a x h g  approach does no t  e l iminate  tax 

competition among regions,  i t  does produce a coincidence of i n t e r e s t s  

f o r  connnunities wi th in  a given r-egion. In l a rge  p a r t ,  therefore ,  

i t  e l iminates  the incent ives  f o r  f i s c a l  zoning and the b a r r i e r s  t o  

governmental consolidat ion discussed i n  Chapter 2 .  Equally important,  

g rea te r  uniformity i n  property tax r a t e s  w i l l  reduce t a x  induced 

!?ifferences between housing cos t s  wi th in  the  taxing region. While 

a metropoli tan a rea  i s  not  l a rge  enough t o  i n t e r n a l i z e  a l l  the s p i l l -  

overs from education, i t  is  of appropr ia te  s i z e  f o r  the performance 

of many other  governmental functions;  The main drawback t o  regional  

f inancing of education is t h a t  i t  cannot e l iminate  in~ome d i s p a r i t i e s  

among d i f f e r e n t  regions.  Also, the ex ten t  of r e d i s t r i b u t i o n  poss ib le  

wi th in  a given a r e a  is  severe ly  l imi ted  by the p o t e n t i a l  out-migration 

of high income res iden t s ,  j u s t  a s  the middle c l a s s  i s  leaving the  c i t i e s  

today. Of course, i f  the  S t a t e  r equ i res  regional  f inancing by law, 

f l e e i n g  the a r e a  would not  provide an escape. But a s  long as a l eg i s la ted  

regional  approach i s  f e a s i b l e ,  there  would seem t o  be l i t t l e  reason not  

t o  move school f inance a l l  the way up t o  the  S t a t e  level .  

Tax Rates Required For S ta te  Financing of Schools 

To g e t  an idea of the dimensions of the  tax s t r u c t u r e  changes re-  

quired t o  permit the s h i f t i n g  of r e s p o n s i b i l i t y  f o r  major f inanc ia l  

support of schools t o  the S t a t e ,  we have computed the l e v e l  of t ax  

r a t e s  required t o  permit S ta tes  t o  finance 90% of the  1969 l e v e l  of 

S t a t e  and l o c a l  expenditures f o r  l o c a l  schools a f t e r  deduction of 
3-20 



l o c a l  school charges (school lunch s a l e s ,  t u i t i o n ,  e t c . )  and Federal  

aidaL'The d o l l a r  amounts required f o r  each S t a t e  a r e  given i n  Appendix 

Table 18. The approximate na ture  of these  da t a  should be emphasized. 

I n t e r e s t  expenditures a r e  no t  included i n  school expenditures s ince  the  

Census Bureau does no t  break down i n t e r e s t  expenditure according t o  

funct ion.  Also, t he  amount of Federal  a i d  deducted includes  some 

$0.4 or  $0.5 b i l l i o n  f o r  educat ional  programs o ther  than l o c a l  schools.  

But these es t imates  do provide some ind i ca t i on  of the  revenue required 

f o r  S t a t e  f inancing.  It should be noted t h a t  these f i gu re s  r e l a t e  

exc lus ive ly  t o  expenditures f o r  l o c a l  schools.  The cos t s  of S t a t e  

educat ional  adminis t ra t ion  and s e rv i ce s ,  a i d  t o  p r iva t e  schools,  and 

s p e c i a l  programs fo r  the handicapped, a d u l t s ,  ve te rans ,  and o ther  

s p e c i a l  c l a s se s  a r e  no t  included. Presumably these  w i l l  continue 

t o  be financed by the S t a t e s  i n  add i t i on  t o  t he  90% of l o c a l  school 

cos t s .  

In the  following t ab l e s ,  (3-4, 3-5, 3 - 6 ,  and 3-7), t h e  f i rs t  column 

presen ts  a c tua l  t a x  r a t e s  i n  1969. The S t a t e  general  s a l e s  t a x  r a t e  is  t h e  

r a t e  which was i n  e f f e c t  a t  t h e  end o f  t h e  1969 f i s c a l  year .  The S t a t e  per- 

sonal income t a x  r a t e  i s  expressed a s  a percentage of  ad jus ted  gross  income 

i n  calendar year 1968, as defined f o r  Federal  income t ax  purposes. For 

the  t o t a l  of a l l  o ther  S t a t e  and l o c a l  t a x  revenue, and f o r  S t a t e  

corporate  income tax ,  r a t e s  a r e  expressed a s  percentages of each S t a t e ' s  

personal  income i n  calendar year .  1968, The a c t u a l  d o l l a r  amounts of 

S t a t e  and l o c a l  t ax  co l l ec t i ons  i n  f i s c a l  1969 a r e  given i n  Appendix 

Table 1 7 .  

L / ~ h e  approach taken here  is  t o  i nves t i ga t e  t he  t a x  changes 
requi red  t o  r a i s e  t h e  s p e c i f i c  amount of revenue needed t o  f inance 
t he  support  of  schools.  This i s  i n  con t r a s t  with t h e  procedure of 
simply determining t h e  amount of revenue co l l ec t ed  with a t a x  system 
of  spec i f i ed  c h a r a c t e r i s t i c s ,  without regard t o  t h e  needs f o r  t he se  
revenues. For an example of t h e  l a t t e r  approach, s ee  John Due, 
! 'Alternative Tax Sources f o r  Education," i n  R.L. Johns, e t  a l .  (eds.) , 
Economic Factors  Affecting t h e  Financing of Education. Gainesv i l l e ,  
Fla .  : National ~ d u c a t i o n a l  Finance Pro jec t ,  i97O. 



The t a x  r a t e s  required f o r  f inancing 90% of school c o s t s  were 

ca lcula ted  f o r  four  d i f f e r e n t  s i t u a t i o n s .  Case 1 is  based on t h e  

assumption t h a t  any addi t ional  school cos t s  which must be s h i f t e d  

t o  t h e  S t a t e  t o  reach t h e  sb% f igure  a r e  financed by S t a t e  personal  

income and general  s a l e s  taxes. In  accordance with the  p r i n c i p l e  of 

balanced use o f  these  two t a x  sources, t o t a l  revenues from t h e  two 

taxes  combined (including add i t iona l  school cos ts )  a r e  rea l loca ted  

so t h a t  an equal amount i s  co l l ec ted  from each. In  t h e  one case  

where t h e  S t a t e  i s  already f inancing more than 90% of school cos t s ,  

it is  assumed t h a t  t o t a l  revenue from S t a t e  personal income and 

general  s a l e s  taxes  w i l l  remain t h e  same, and t h i s  amount i s  

rea l loca ted  equal ly  between the  two sources. I t  should be noted 

t h a t  we a r e  assuming i n  t h i s  exerc ise  t h a t  t o t a l  school expenditures, 

and the re fo re  t h e  t o t a l  of S t a t e  and- loca l  t a x  revenues, remain 

constant  with t h e  S t a t e  assumption of  90% of school c o s t s ,  We a r e  

simply s h i f t i n g  a l l  but  10% of school cos t s  from t h e  loca l  property 

t a x  t o  t h e  S t a t e  income and s a l e s  taxes.  Therefore t o t a l  revenue 

from S t a t e  income and s a l e s  taxes  w i l l  r i s e . b y  the  amount s h i f t e d  

t o  t h e  S t a t e ,  and the  t o t a l  of  a l l  o the r  S t a t e  and loca l  taxes  w i l l  

f a l l  by an equal amount. The d o l l a r  amounts of  t ax  revenues under 

these  assumptions a r e  given i n  Appendix Table 18. 

The complexities involved i n  t h e  decis ion of  how much of t h e  

t a x  burden t o  place on business was discussed above, To provide some 

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

t i o n a t e l y  with t h e  personal income t a x  t o  f inance add i t iona l  school 



costs ,  we have assumed i n  Case 2 t h a t  t h e  corporate income t a x  is  

increased along with t h e  personal income and general  s a l e s  taxes  

t o  maintain a constant  r a t i o  between t h e  corporate and t h e  personal  

income taxes.  The same d o l l a r  amount i s  s h i f t e d  from t h e  loca l  

property t a x  a s  i n  Case 1, bu t  t h i s  amount i s  now divided among- 

t h e  S t a t e  personal income, general  s a l e s ,  and corporate income taxes.  

Appendix Table 19 gives t h e  r e s u l t i n g  t a x  revenues. 

S t a t e  f inancing of  90% of school cos t s  imposes sharp increases  

i n  S t a t e  revenue requirements i n  many S t a t e s ,  a s  can be seen i n  

Tables 3-4, 3-5, and 3-6, and Appendix Tables 18 and 19. The 

increases  would be reduced considerably i f  t h e  Federal Government 

were t o  assume t h e  f u l l  cos t s  o f  pub l i c  welfare programs. Indeed, 

the  arguments f o r  s h i f t i n g  t h e  educational  funct ion t o  t h e  S t a t e  

l e v e l  a l s o  imply the  d e s i r a b i l i t y  of making welfare a Federal r e s -  

p o n s i b i l i t y .  In  Case 3 it is  assumed t h a t  the  Federal Government 

funds a l l  welfare programs. S t a t e  personal income, general  s a l e s ,  

and corporate income taxes  a r e  reduced by t h e  amount of  S t a t e  pub l i c  

welfare expenditures from own sources (Appendix Table 20), while 

maintaining t h e  same porport ional  r e l a t i o n s h i p  among t h e  t h r e e  

taxes  as  i n  Case 2 .  The t o t a l  o f  S t a t e  and loca l  taxes  o the r  than 

S t a t e  personal income and general  s a l e s  taxes  i s  f u r t h e r  reduced 

by the  amount of loca l  pub l i c  welfare expenditures (Appendix Tsble 20). 

Resulting t a x  revenues appear i n  Appendix Table 21. 

The Nixon adminis t ra t ion 's  general  revenue sharing plan  would 

a l s o  g r e a t l y  ease t h e  pain  of  s h i f t i n g  educational f inancing t o  t h e  

S t a t e  l eve l .  In Case 4 we have f u r t h e r  reduced general  s a l e s ,  



personal income, and corporate income taxes  by the  amount which each 

S t a t e  would receive  under the  revenue sharing proposal Cas shown. 

i n  Appendix Table 20),again maintaining t h e  same proport ional  

r e l a t i o n s h i p  among taxes  a# i n  Case 2. We have a l s o  reduced 

ioca l  taxes  by t h e  loca l  share of revenue sharing funds CAppendix 

Table 20). The r e s u l t i n g  d o l l a r  amounts of  t a x  revenues a r e  given 

i n  Appendix.Table 22. 

Chapter 4 presents  a complete d iscuss ion of t h e  implicat ions 

of  Federal f inancing of  publ ic  welfare and Federal revenue sharing 

f o r  school f inance and f o r  t h e  improvement of Sta te- local  t a x  

systems. 



Source: ACIR s t a f f  ca lcu la t ions  b a s e d  on d a t a  i n  Appendix Tables 17 through 22.  
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STATES 

UNITED STATES, T O T ~ L  

ALABAMA - 
ALASKA --- - - 
ARIZONA - 
A R K A N S A S  

CALIFORNIA --- 

COLORADO 

CONNECTICUT 

D k Z W A R E  - 
-MCr-u9CA- - 
FLORIDA 

GEORGIA 

&!A I I 

IDAHO 

I L L I ~ ~ O I S  

INDIANA 

- 
IOWA 

KANSAS 

KENTUCKY 

LOUISIANA 

- MAINE 

b-:zzE TTs 
. 

- MICHIGAN ~ 

w r  YESOTA - 
MI: ,ISSIPPI 

Present 
System, 

1969 

2.2 1! 

- 1.2 

1 .3  
1.1 
L 7  

1.9 -- 
3.7 

Case 1 

3.0 

2.5 
- 3 . 4 L 2 . 7 2 , 8  

3.4 -- 

3.5  

y. 
-2.2 

1 
7.4 
2.5 

Case 2 

2.8 

-2.2 

3.2 
2 . 5 _ _ _ 2 . 5 L . .  

3 2  

3.5 
2 . 1  

7.4 
~- - - 

1.4 
4 . 1  
7 6 
..- 
1.3  

1.5 

' - 6  
2.7 

1 - 8 

2 - 7  
5 . 7  

2.1 

3.0 
5-3 
3.9 
2.6 
3.3 

3.7 - 

-L 3 3 
1.8 1 1 - 6  
1 - 3  1.7 

I 
I 

MISSOURI 

MONTANA 

Case 3 

2.5 

7 

2.0 
2.4 

3,O 
7 - 2  
2- 7 

3-2 
1.8 
2-  I 

3.0 
3.0 

1 .O 
2.2 

NEnRASKA 

NEVADA 

- 

Case 4 

2.3 

1.6 
2 LO&..--- 
2.7 

_k9 
2 . 5 - .  

2.9 
1.6 
1.8 

1.7 

2 - 5  
4 -7 

2.9 
3.0 

3.8 
2 .3  

1.1 - - 

7  h  

7 , h  
1.1 
7  - n 

7.7 
2.1 
7 , h  
3.8 
1 -5  

1 - 5  

2.3 
4 . 4  

1 .3  
1.7 
0.6 - - 

3 - 6 
2.0 

NEW JERSEY 

NEW MEXICO - 
NEW YORK 

NI TH CAROLINA 

NOR-TH DAKOTA 

3: I 
2.0 
2.9 

7.9 

3.7 1 3 3  

15 YEW HAMPSHIRE 

--- 
2 2  7.0 
2.6 - - -  1 2.3 
3.4 2.8 
2.4 2.3 
3.8 3.5 

2.0 1.8 
2.0 1 &____- 
4.1 3.9 
2.5 2.2 
2.4 1 .8  

2.7 2.6 
, 3.8 - .  3 0-6 

2.3 2.1 
1,s 

357 3.4 

2.9 2.5 
2.9 2.8 

3 . 2  2 L 8  

3.3 
4 . -3 
3.3  

::: 
3.2 

2.3 
3.2 

3 - 5  

- - 1 .  L.7 
1 

- - 1 2.7 

2.1 
3.1 

3 - 2  
2 - 8  
3.n 
1.4 
7 1 

-- -- 

3.4 
3.5 
2.2 
Z = O  
- - 

broad-based p e r s o n a l  income tax.  

1.8 
1.8 
2.6 
2.0 
3.1 

1.7 
1,3 
3 , 6  
2 . 0 .  
1 .6  

2.3 
3.3 
1.9 
1.3 
3.1 

.A 1 
2.5 

1.0 
3 .5  
2.3 
1.2 

OH lo --- -- 

2.9 
2-5 
7-8 
4.1 
1.8  

3 - 1  
z 7  
1.7 
7 - <  

I 

2.8 
3.3 
2.4 
4.0 

, 2.4 

3.2 
3.1 
3 - 1  

2.4 -- 1 3,3 

;:;I 

2.6 
.-it5 

OKLAHOMA ---- 
OREGON --- 
PENNSYLVANIA -- -- 
RHODF ISLAND 

SOUTH CAROLINA --- -. 
SOUTH DAKOTA -- 
TENNESSEE ----- 
T r X A S  

UTAH 

3.1 
3 - 6 

- 3.2 
0.6 

0.9 I 2.2 
3.8 1 4.2 - - 1 2.4 

4.4 
3.1 

-- 
l a 7  - - -- . - - 
2.2 

VERMO-NT 
7 1 3.3 

VIRGINIA 1 2.4 
WASI41NGTON -- 

4.3 
2.0 

2 .3  

- -  2.9 
4.4 
2 .3  -- 
1.9 
3 2  

' 2.9 
3 .O 

WES_T_'J!RGlNIA 

- 1;;; pi WISCONSIN -- - --- 4.2- 
W Y O=G - - 

I /  Average  rate for t h e  35 states with a - 



TABLE 3-5.-- 
STATE GENERAL SALES TAX RATES 

I /  Mcdian State rate. - 
Source: A C I R  staff c a l c u l a t i o n s  based on data  i n  Appendix Tables 1 7  through 22.. 
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4 

Case 4 

3.1 '1 

Case 3 

3.4 2 

Case 2 

3.7 2 

STATES 

UNITED STATES, TOTAL - -- 

ILLINOIS - 
INDIANA 

4.25 
2 

- 2.9 
3.1 
2.5 -- 
2.4 
4.7 

Present 
System, 
end o f  

fiscal 1969 

5 1' 

2.6 - 
~ -- 2.6 

2.4 
2.2 -- 
3.9 

f 

3*2- 
3*0  
2.8 -- 
2.8 
5.3 

1 

:.9 L' .-- 

A L A B A ~ A  

C I L A S K L  -- 
A R-I:-0 N A - 
A R K A N S A S  --- 
CALIF-ORNlA 

2.2 
2.2 
2.2-- 
1 -9- 
3.7 

1 

3.0 
3.2 
3.4 
1.0 
3.3 

8.8 
6.9 

3.1 
2.3 

3.3 
2.5 

4.2 
2.6 

1 
.-- - - - 

3 --- 
3 
4 

COLOnADO - 
CONNECTICUT - 
D E L A W A R E  

- W ~ ~ o u u d a U -  

FLORIDA 

GEORGIA 

. H A W A I I  

IDAHO 

3.2 
3.5 
3.8 

3.6 
2.6 

3 
3.5 -- 
4 

3 
4 
3 

3.5 
3.8 
4.1 

IOWA 

KANSAS 

. KENTUCKY 

5.1 1 4.8 1 4.2 
4.6 1 4.7 1 3.9 

- MICHIGAN 

MI"NES0TA - -- 
M I S S ~ ~ P I  

MISSOURI 

MONTANA 

NEBRASKA 

NFVADA 

NEW HAUPSHIRE 

NEW JERSEY 

NEWLEXICO - 
NEW YORK 

NC TH CAROLINA 

NORTH DAKOTA 

OH lo 
OKLAHOMA 

OREGON - 
PENNSYLVANIA 

RHODE ISLAND 

SOUTH CAROLINA 

3.9 
3.7 
4.5 

1.7 

2.1 
2.7 
3.6 

LOUISIANA 

- MAINE 

MARYLAND 

3 
3 
5 

1 

- 

I 

5.2 

1.9 

2.4 
2.9 
4.0 

5.6 1 6.0 

3.7 
4.1 
4.5 

1 .6  1 1.3 
4.1 I 3.6 

i 

2.4 

2.8 
3.3 
4 .5  

--.- - 

MASSACHUSETTS 

2 
5 

10.4 

2.0 

2.5 
3.2 

- 4.3  

2.0 
4.8 

- 9.3 

2 .o 
2.3 
435 

3.8 
.- 4.7 

3.7 
6.7 
1.8 

4.1 
7 , l  
1.9 

4 1 4.7 

- 4 1 10.6 
3 1 10.4 I 10.1 

3.4 
6.3 
1.5 

3 
5 

2.3 -- 
2 ._7 
5.0 
-- 

4.4 - 
5,2 

2.5 
2.9 

7.5 

2.9 
2.8 
3 .1  
1 .7  
2.3 

4.8 
1.3 
7.0 
2.6 
3.2 

3.4 
1.6 
4.8 . 
4.4 
3.0 

3.2 
3.8 

7.3 
3.1 

3 -- 

WASMIHGTON 

WEST VIRGINIA 
-----A 

U T A H  1 4  

- 
3.6 
3.4 

3.5 
3 . 3  
3.5 
2.0 
2.8 

-5.7 
- - -9 

8.9 
3 -1- 

13  0 12.9 F:ELN 13-1 1 2 . 6  '??+I-'?; 

. 5.6 

5.2 - 

4.5 
3- 

VFRLONT - 
?.3-- 
2.0 

3.1 
3.1 
3.3 
1.9 
2.6 

5.1 
1.6 - -  
7.5 
- 3.0 

-- 
5.3 

5.3 3 
VIRGINIA 

2.1 
1.7 

3.6 

3.7 
2.0 
5.1 
4.8 
3.4 

--. 
3.7 

2 
3 - - 
3 

3 I 4.1 I 3.9 

L 

3.7 
2,! 
3.3 

5.7 
3 2-1- 
3 1 8.8 
3 1 3.1 

4.1 
2.5 

- 5.5 
5.4 
4.5 

3.8 - --- 

4 ( 4 . 8  -- - -- 
2 I 2.8 ' 

4 . 3  -- 

- - . 
6 
5 

4 
4.1 - 

5.5 
5.4 
3.3 

4 2- 



TABlJi 3-6.m- 
STATE CORPORnl'lON INCOME TAX RATES 

AS PERCENT O F  STATE PERSONAL INCOME I N  1 9 6 8  

Ut4ITED STATES TOTAL 17 

MARYLAND 

MASSACHUSETTS 

I MICHIGAN 

MISSOURI 

M O E N  A 

, NEBRASKA . 
NEVADA 

N E W H A P S H I R E  

NEVI JERSEY 

NCW2E_XICO 

NEW YORK 

N> T H  CAROLINA 

NO3TH DAKOTA 

OH lo 
OK L-A - 
OREGON --.-- - 
PENNSYLVANIA -- 
RHODE ISLAND 

- 
SOUTH CAROLINA 

SOUTH_OAKOTA 

TLNNtSSEE - 
TEXAS 

UTAH .-- 

2lE_"_MPlil 
VIRGIIIIA -- -- 
WASHINGTON -- 
WEST VlRGlNtA - --- 

Present 
system / Case I I Case I / case J I Case 4 

1 9 6 9  

1/ Average rate  for thc 40 s t a t c s  with a corporation incomc tax. - 
Source: ACIK s ta f f  calculations based on data i n  Appendix Tables  17 through 22.  
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TABLE 3-7.0- 

TOTAL OF STATE AND LOCAL TAX REVENUES OTHER THAN STATE PERSONAL 

INCOME TAX AND GENERAL S A L E S  TAX AS PERCENT OF STATE PERSONAL INCOME I N  1968 

t 

L 

UNITED STATES, TOTAL 

A ~ A O A M A -  

8.3 

6 .3  

4.8 
6.6 
4 .5  ' 

5.4 
1 6.1 

OH!O 

O K L A H O M A  - -- 
OREGON 

PFNNSYLVANIA 

RHOOE ISLAND 

---- 

6. 4 

5.7 --.---- 

A L A S K A  -- 

A R I Z O N A  - 
AnKAt iSAS 

CALIFORNIA 

C O L O R A D O  -- 
C~ONNECTICUT - 
D E L A W A R E  

D t ' + F r B F G O L W B U ,  

FLORIDA 

GEORGIA 

, H A W A I I  

IDAHO 

ILLINOIS 

INDIANA 

- 

6%!.-.-- 
7.5 

7.5 
9.0 
6.5 

10.1 

8.6 
7.9 
6.9 

7.8 

6 .3  
5.8 
8.5 
7.1 
6.8 

7.2 
8.3 
8.7 
7.8 
8.4 

1 I 

IOWA I 8.5 
KANSAS I 7.8 

S O U T H  C A R O L I N A  

S O U T H  D A K O T A  - 
TFNNESSEE 

T L X A S  
P 

UTAH 

6.7 

- 6.1 
8.0 

5.6 
7.7 

Source: ACIR s t a f f  c a l c u l a t i o n s  based on d a t a  I n  Appendix Tables 1 7  through 22. 
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Chapter 4 

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

In the preceding chapter we s e t  f o r t h  the  c h a r a c t e r i s t i c s  of a 

high-quali ty S ta te - loca l  revenue system, The two most c r i t i c a l  

f ea tu res  of t h a t  system a r e  : 

1, Balanced S t a t e  use of both the  personal income 
t a x  and general  r e t a i l  s a l e s  levy; 

2 ,  S t a t e  revenue system productive enough t o  f inance 
most of the  c o s t  of elementary and secondary pub- 
l i c  education. 

A t  the present  time, only two States--Hawaii and North Carolina- 

score high marks on both of these major t e s t s .  

In t h i s  chapter ,  we take the  ana lys i s  t o  i ts  pol icy  conclusion-- 

i s  it reasonable t o  assume t h a t  most of the  o the r  S t a t e  l e g i s l a t i v e  

bodies w i l l  move forward t o  meet these two t e s t s  wi th in  a reasonable 

pe r iod  of timb~--say, f i v e  years? 

In  order t o  answer t h i s  quest ion it i s  necessary t o  examine both 

the i n t e r n a l  and ex te rna l  f a c t o r s  working f o r  and a g a i n s t  the  c rea t ion  

of such a revenue and fina.ncing system, This d i s t i n c t i o n  is  important 

because it permits us t o  weigh the  r e l a t i v e  contr ibut ion t h a t  the  in- 

t e r n a l  pol icy  makers ( the governors and the S t a t e  l e g i s l a t o r s )  and the 

ex te rna l  policy makers ( the  judges and the Congress) could make t o  the  

reso lu t ion  of t h i a  question. 

Prospects f o r  Reform From Within the  System 

There a r e  two i n t e r n a l  forces  t h a t  a r e  pushing S t a t e  pol icy  makers 

i n  the  general  d i r e c t i o n  of major t a x  reform. 



F i r s t ,  there  is  the unrelenting pressure provided by growing ex- 

pendi ture  demands--a fac to r  t h a t  i s  forc ing S t a t e  l e g i s l a t o r s  t o  c rea te  

a s t rong dual  income and s a l e s  tax system, A e a s u r e  of the  pressure 

on S t a t e  governments can be seen i n  the  major recommendations i n  

governors ' budget messages over the l a s t  three  years (see  Table 4-1) . 
One of the  most dramatic e f f e c t s  of t h i s  expenditure demand is 

t o  be found i n  the  gradual S t a t e  development of the  dual income and 

s a l e s  t ax  system, In  1960, 19 S t a t e s  imposed both the  S t a t e  personal 

idcome tax  and a general  r e t a i l  s a l e s  levy, Now the number of dual 

t ax  systems stands a t  36. 

The powerful e f f e c t  of increased expenditure demand is a l s o  re-  

f l e c t e d  i n  the  f a c t  t h a t  the claims of our Federal-State-local 

system on the  gross na t iona l  product have increased s u b s t a n t i a l l y  s ince  

World War 11-rising from 25 per cent  of GNP i n  1946 t o  almost 33 per 

cent  by 1971, While the Federal claim has remained f a i r l y  l e v e l ,  

S ta te - loca l  expenditures a s  a percent of GNP rose  from 6.2 per cent  

i n  1946 t o  12.7 per cent  i n  1969. 

This constant  increase i n  taxes i n  general  and i n  S ta te - loca l  

taxes i n  p a r t i c u l a r  has created i t s  countervail ing force--there i s  
- - - -- -- 

increas ing discussion of a "taxpayers revolt." In  Apr i l  1971, 

Lou Harris reported t h a t  64 percent of the American people f e l t  

t h a t  "taxes have reached the breaking point1'--up from 60 percent  

11 i n  the previous year and 54 percent i n  1969.- 

-%ouis Harris, "The Harris Survey," The Washington Pos t ,  
A p r i l  18, 1971, p. G4. 



TABLE 4-1 

MAJOR RECOMMENDATIONS IN GOVERNORS' BUDGET MESSAGES, 1968-1971 

S t a t e  Year - 
Ark ans as  1971 

Connecticut 1969 

Delaware 

F lor ida  

Georgia 

Indiana 

Iowa. 

Kansas 

Maine 

Mary land 

Recommendat ions  
_C1- 

Broaden s a l e s  t ax  base t o  include var ious  
s e rv i ce s  and c i g a r e t t e s .  

Broaden s a l e s  t ax  base; adopt 2% t a x  on 
i n t e r e s t ,  dividend, and c a p i t a l  gains  income. 

Restore gross  income t a x  on unincorporated 
businesses  and extend t o  p rofess iona ls .  

Broaden corporate  income t a x  base t o  include 
in te r -corpora te  dividends,  i n t e r e s t  income, 
and c a p i t a l  gains;  adopt tobacco products 
t ax ;  opposed t o  a s a l e s  t ax .  

Adopt 4% t a x  on commercial l eases  and o f f i c e  
r e n t a l s .  

Adopt cons t i t u t i ona l  amendment t o  permit 
corporate  income t a x  and abol i sh  c a p i t a l  
s tock tax .  

Adopt income t a x  c r e d i t  f o r  s a l e s  t a x  paid.  

Increase s t a t e  t axes  t o  provide proper ty  
t a x  r e l i e f  and increase  s t a t e  f inancing 
of school cos t s  t o  50%; adopt new t a x  of 
44 on nonreturnable,  nondis in tegra t ing  
containers ,  new sewer user  charge, and 
new employerst payro l l  s u r t a x  t o  f inance 
j ob t r a i n i n g .  

Increase s t a t e  taxes  t o  f inance  sharp ly  
increased school a id  and thus  r e l i e v e  
proper ty  taxpayers ; s e t  l i m i t s  on proper ty  
t a x  r a t e s .  

Eliminate f ede ra l  income t a x  deduction on 
corporate  income tax;  adopt g i f t  t ax .  

Individual  and corporate  income t a x  
proposed a s  one a l t e r n a t i v e  f o r  co l l ec t i ng  
needed new revenue. 

Expand s a l e s  t a x  base.  

Broaden s a l e s  t a x  base. 



TABLE 4-1 ( C o n t i n u e d )  

S t a t e  

Massachusetts 

Michigan 

Minnesota 

Montana 

New Hampshire 

North Carol ina 

Ohio 

Oregon 

Pennsylvania 

Rhode I s land  

Year - 
1971 

1971 

1971 

1971 

1971 

1969 

1971 

1969 

1971 

1969 

1970 

1971 

1968 

1969 

1971 

Recommendat ions 

Broaden inoome and s a l e s  tax  bases  

Replace school proper ty  taxes  with increased 
personal income t a x  and a 2% value-added 
tax;  r e s t o r e  income t ax  c r e d i t s  f o r  
property t a x  and c i t y  income t ax  paid.  

Increase personal income taxes  progressively;  
e l iminate  p r e f e r e n t i a l  treatment of c a p i t a l  
gains  and deduc t ib i l i t y  o f  f ede ra l  
income tax ;  broaden s a l e s  t a x  base; use  
higher  taxes  t o  increase  school a id  and 
r e l i e v e  property taxpayers;  l i m i t  proper ty  
taxes .  

Disallow f ede ra l  income t ax  deduction on 
personal income tax;  replace $600 dependency 
deduction with a $20 c r e d i t .  

Adopt 3% s t a t e  income t ax  with a proper ty  
t a x  c r e d i t ;  adopt temporary (one year) 1% 
payrol l  t ax ;  repea l  t a x  on in tangib les  
income, commuters1 income tax ,  and head 
and p o l l  taxes .  

Adopt tobacco excise  t ax .  

Adopt individual  and corporate  income t a x  
with property t a x  c r e d i t ;  use  revenue t o  
r a i s e  school a id  and assume county welfare  
functions; l i m i t  property taxes .  

Adopt 3% s a l e s  tax.  

Adopt income t a x  c r e d i t  f o r  proper ty  t a x  
paid; conduct study of proper ty  t a x  r e l i e f .  

Adopt ind iv idua l  income tax.  

Adopt personal income tax;  provide proper ty  
t a x  r e l i e f  f o r  aged. 

Adopt 5% personal income tax ,  with c r e d i t  
of 30% of a l l  l oca l  nonproperty taxes .  

Adopt personal income tax.  

Adopt 10% t a x  on investment income. 

Adopt graduated personal income tax; 
repeal  t axes  on unincorporated businesses  
and investment income. 



TABLE 4-1 (Continued) 

S t a t e  - Year - 
South Carol ina 1971 

South Dakota 1971 

Vermont 

Washington 

Recommendations 

Adopt property t a x  homestead exemption f o r  
s en io r  c i t i z e n s ,  phased i n  slowly t o  ease 
l oca l  government revenue losses .  

Enact 3% personal income t a x  and 5% corporate  
income t ax ,  with c r e d i t s  f o r  ad valorem taxes  
paid on merchandise inventor ies  and f o r  
property taxes  of e lde r ly .  

Adopt 4% s a l e s  t a x  with diminishing c r e d i t  
aga ins t  income taxes .  

Increase c r e d i t s  f o r  property t a x  of 
e l d e r l y  and r en t e r s ;  adopt graduated income 
t a x  exemption for e l d e r l y  with income 
under $7,500. 

Adopt cons t i t u t i ona l  amendment t o  
au thor ize  new f l a t  r a t e  income tax .  



Because Federal  and S t a t e  governments depend s o  heavily on vol- 

untary compliance with t ax  laws, i t  i s  p a r t i c u l a r l y  d isconcer t ing  t o  

f ind  a s  the p o l l  d id ,  t h a t  69 per cen t  of those polled would sympa- 

th ize  with a taxpayers r e v o l t  where people would refuse  t o  pay any 

more taxes unless taxes and spending were reduced. 

The recent  experience of many of the  S t a t e s  t h a t  have sought 

t o  upgrade the qua l i ty  of t h e i r  Sta te- local  revenue system points  

up toughened public r es i s t ance  t o  higher taxes. Oregon vo te r s  

defeated a proposal t o  add a general  s a l e s  t ax  t o  the  S t a t e  t ax  

system by a of seven t o  o n e  i n  1969, while Washington S t a t e  

vo te r s  turned down an income tax  proposit ion by th ree  t o  one i n  1970. 

Despite i ts  high marks a s  a test of a b i l i t y  t o  pay, t h e  popu- 

l a r i t y  of t h e  personal income tax  with the  public is  by no means an estab- 

l i shed f a c t ,  In  1970, Alabama vo te r s  re jec ted  a proposal c a l l i n g  f o r  

an increase  i n  personal incone tax r a t e s  and in the  same year t h e  South 
. . 

Dakota e l e c t o r a t e  turned down a plan t o  enact a personal income tax. 

This summer the  Connecticut l e g i s l a t u r e  enacted a personal income tax  

only t o  f ind  public r eac t ion  so  b i t t e r  t h a t  it quickly repealed t h i s  

tax and ra i sed  t h e  r a t e  of the  ex i s t ing  general  s a l e s  tax  t o  a 

record-breaking 6-1/2 per cent.  Enough vo te r s  were i r r i t a t e d  by the  

Maine income tax  t o  obta in  a November 1971 referendum on t h i s  levy 

desp i t e  the  f a c t  t h a t  i t  has been i n  operat ion almost two years.  

The e l e c t o r a t e ,  however, voted t o  r e t a i n  the income tax. The Montana 

l e g i s l a t u r e  asked the vo te r s  t o  decide whether the S t a t e  should enact 

a general  s a l e s  tax  or sharply increase the e x i s t i n g  S t a t e  personal 

income tax, and the vo te r s  chose the l a t t e r .  

Taxation by referendum may reach the u l t imate  i n  Missouri. There 

is a move a foo t  i n  t h a t  S t a t e  t o  amend the  Consti tut ion s o  a s  t o  requ i re  
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t h a t  every t a x  increase- -Sta te  and local--be s u b j e c t  t o  the  vote .  of t he  

people. This demand was undoubtedly prompted i n  p a r t  by the  f a c t  t h a t  

t h e  S t a t e  l e g i s l a t u r e  r e c e n t l y  voted a n  inc rease  i n  t h e  S t a t e  personal  

income t a x  s h o r t l y  a f t e r  t h e  e l e c t o r a t e  had voted down t h e  same proposi- 

t i o n  i n  a n  advisory  referendum, 

At t h e  l o c a l  t a x  l e v e l ,  t h e  e l e c t o r a t e  i s  vo t ing  down school  f inance  

proposals  wi th  inc reas ing  frequency. This i s  e s p e c i a l l y  s i g n i f i c a n t  be- 

cause educat ion  has  t r a d i t i o n a l l y  s tood out  as the  f a i r  ha i r ed  boy i n  t h e  

S t a t e - l o c a l  f inance  f a n i l y ,  

The p o l i t i c a l  hazard involved i n  r a i s i n g  t axes  i s  a l s o  r e f l e c t e d  i n  

t h e  r e l a t i v e l y  h igh  p o l i t i c a l  m o r t a l i t y  r a t e  f o r  governors.  The most 

dramatic  and r ecen t  example of t h i s  phenomenon is  t o  be found i n  t h e  

f a i l u r e  of Governor Norbert Tiemann's b id  f o r  r e -e l ec t ion  i n  1970. H i s  

d e f e a t  has  been a t t r i b u t e d  p r imar i ly  t o  t h e  f a c t  t h a t  Governor Tiemann played 

a s t r o n g  l eade r sh ip  r o l e  i n  t h e  enactment of Nebraska's dua l  income and s a l e s  

t a x  system. 

Eval-uation of t h e  Expenditure P res su re  Factor .  

Caught between unre l en t ing  expenditure demands on t h e  one hand and 
toughened pub l i c  r e s i s t a n c e  t o  h igher  t axes  on t h e  o t h e r ,  progress  toward 

balanced use  of S t a t e  income and s a l e s  taxes  w i l l  probably cont inue  a t  a 

slow and h a l t i n g  pace. Because t h e  dec i s ion  t o  inc rease  t axes  sha rp ly  i s  

s o  p o l i t i c a l l y  d i s t a s t e f u l  i t  is  necessary t o  genera te  a c r i s i s  s i t u a t i o n  

be fo re  i t  is p o s s i b l e  t o  secu re  t h e  r e q u i s i t e  consent f o r  a major depa r tu re  

from t h e  t a x  s t a t u s  quo. The rocky and to r tuous  pa th  of major t a x  reform 

i n  Ohio provides a dramatic  case  s tudy of t h e  coma and convulsion cha rac te r  

11 
of S t a t e  t a x  p o l i t i c s . -  

.L/T~= a n a l y s i s  of t h e  Ohio experience was made by Professor  Stocker  
of Ohio S t a t e  Univers i ty  and is appended wi th  t h i s  r e p o r t .  
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Despite  t h e  growing tendency t o  block e f f o r t s  t o  s t r eng then  

t h e  S t a t e  t a x  system by means of re ferenda ,  i t  is  probably s a f e  t o  

assume t h a t  f i v e  o r  si-x of t h e  11 non-income t a x  S t a t e s  w i l l  be forced 

.by mounting expenditure pressures  and t h e  demand f o r  proper ty  t a x  r e l i e f  

t o  adopt a S t a t e  personal  income tax wi th in  t h e  next  f i v e  years .  It is 

a l s o  reasonable  t o  assume t h a t  a t  l e a s t  one of t h e  f i v e  non-sales t a x  

S t a t e s  w i l l  be pressured i n t o  t h e  enactment of a consumer levy.  Only a 

massive i n c r e a s e  i n  Federal  a i d  flows could take  most of t h e  S t a t e s  of f  

t h e  t a x  inc rease  hook. 

I f  t h i s  p r e d i c t i o n  proves accura t e  w e  c s r  expect t o  s e e  a t  l e a s t  42 

S t a t e s  i n  t h e  dua l  income-sales t ax  category wi th in  f i v e  yea r s .  Moreover, 

many of t h e  dua l  t ax  S t a t e s  now making r e l a t i v e l y  anemic use  of e i t h e r  the  

s a l e s  o r  t h e  personal  income t ax  w i l l  be forced by t h e  p res su re  of events  

t o  c o r r e c t  t h e  imbalance. 

The growing pub l i c  d i s s a t i s f a c t i o n  with the  l o c a i  zroperty-- tax 

s t ands  ou t  as the  major fo rce  working f o r  S t a t e  f inancing  of most 

of t he  c o s t  of  pub l i c  educat ion,  While t h i s  a n c i e n t  levy  has never 

s u f f e r e d  f o r  t h e  want of  b i t t e r  c r i t i c s ,  it i s  doubt fu l  t h a t  it has 

ever  been s u b j e c t  t o  such s t r i d e n t  c r i t i c i s m  a s  i s  t h e  case a t  the  

p resen t  time. As t h i s  t ax  takes  on a t r u l y  massive cha rac te r  (a  

$40 b i l l i o n  annual  revenue y i e l d )  i t s  inhe ren t  de fec t s -u reg res s iv i ty  

and l ack  of uniformity--take on a n  inc reas ing ly  harsh  cha rac te r ,  The 

property t a x  has a t h i r d  weakness--the unequal d i s t r i b u t i o n  of t a x  re-  

sources  among l o c a l  governments and school  d i s t r i c t s ,  

Growing pub l i c  i n t e r e s t  i n  S t a t e  f inancing  of educat ion can be 

l a r g e l y  t r aced  t o  the  demand f o r  both property t a x  r e l i e f  and a more 

e q u i t a b l e  system f o r  f inancing  l o c a l  schools.  Support f o r  f u l l  S t a t e  



funding of education has increased rapidly since 1968. 

1968--Two distinguished educators, James B. Conant - 
and the late James E. Allen, Jr., endorsed the full State 

funding concept citing deficiencies in local property tax 

financing as a primary reason for their decision to recommend 

this basic shift in funding responsibility. 

1969--The Advisory Commission on Intergovernmental - 
Relations recommended that the State assume the primary 

tole in financing local schools.&/ Freeing up the local 

property tax for local general government use and the 

creation of a more equitable method for financing educa- 

tion stood out as the two primary reasons for this 

recommendation. 

In the same year Governor Milliken of Michigan launched 

his campaign calling for complete State assumption for the 

cost of local schools. While the legislature has not 

bought the Milliken proposal to date, the key issues-- 

property tax relief and equalizing educational opportunity-- 

remain the avowed goals of his tax reform effort. 

1970--Governor Anderson of Minnesota was elected- 

after promising to shift most of the financing of schools 

to the State level. Once again, property tax relief 

and equalization of educational opportunity emerged as 

the key arguments for this recommended change. 

l/ACIR, State Aid to Local Government , 14 .  
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1971-As a f i r s t  s t e p  toward S t a t e  funding, t h e  - 
S t a t e  of Maryland assumed f u l l  r e s p o n s i b i l i t y  f o r  

f inancing  l o c a l  school  cons t ruc t ion .  

I n  i t s  August 1971 dec i s ion  (Serrano versus  P r i e s t ) ,  

t he  Ca l i fo rn ia  Supreme Court gave ven t  t o  d i s s a t i s f a c t i o n  wi th  the  

proper ty  tax  when i t  declared u n c o n s t i t u t i o n a l  a system 

for f inancing  educat ion t h a t  permit ted t h e  acc iden t s  of 

l o c a l  ~ r o p e r t y  t a x  geography l a r g e l y  t o  determine t h e  

amount of resources  t h a t  could be placed behind t h e  edu- 

c a t i o n  of a pub l i c  school  c h i 1 d . u  

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

P. Marland, Jr., t o l d  a convention of members of S t a t e  boards 

of educat ion t h a t  r e l i a n c e  on proper ty  t axes  t o  f inance  pub l i c  

2 /  schools  i s  " regress ive ,  anachron i s t i c ,  and r e s t i n g  upon inequity."- 

On October 15,  1971 U.S. D i s t r i c t  Judge Miles A .  

Lord d i r e c t e d  t h e  Minnesota Leg i s l a tu re  t o  overhaul 

its educat ional  f inance  system and re-enforced t h e  Serrano 

dec i s ion  holding t h a t  "p la in ly  pu t ,  t h e  r u l e  is t h a t  t h e  

l e v e l  of spending f o r  a c h i l d ' s  educat ion may not  be a func- 

t i o n  of weal th o t h e r  than t h e  weal th of t h e  S t a t e  a s  a whole. "2.l 

L / ~ h e  impl ica t ions  of t h e  Serrano dec i s ion  on t h e  development of 
our S t a t e - l o c a 1 , f i s c a l  system w i l l  be analyzed i n  g r e a t e r  d e t a i l  i n  a 
subsequent s e c t i o n  of t h i s  chapter .  

2 ' ~ a s h i n ~ t o n  E v e n i n g s t a r ,  October 13,  1971, p .  B1. 

?/washington Pos t ,  October 16, 1971, p. A3 .  
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On Oct,ober 18,  1971, t h e  New York Times, i n  a f e a t u r e  

s t o r y ,  repor ted  t h a t  a  ma jo r i ty  of t h e  p r e s t i g i o u s  Fle isch-  

mann Commission f avor s  a  p lan  t o  have New York s t a t e  assume 

f u l l  r e s p o n s i b i l i t y  f o r  d i s t r i b u t i n g  a l l  funds f o r  pub l i c  

11 elementary and secondary schools.- 

Despi te  i t s  growing momentum, t h e  f u l l  S t a t e  funding movement 

confronts  two formidable bar r ie rs - - the  money ques t ion  and t h e  c o n t r o l  

i s sue .  Of t h e  two, t h e  money ques t ion  probably *;tands out  as t h e  

more formidable problem f o r  S t a t e  l e g i s l a t o r s .  The average S t a t e  

would have t o  r a i s e  i t s  revenue c o l l e c t i o n s  by 31 per  cen t  i n  o rde r  

t o  underwri te  90 per  cen t  of t h e  c o s t  of l o c a l  schools  (Table 4-2). I n  

many S t a t e s  t h e  S t a t e  t a x  h ike  would be f a r  greater-Connecticut,  53 

per  cen t ;  Nebraska, 70 per  cen t ;  New Hampshire, 79 pe r  cen t ;  New 

Je r sey ,  63 per  cen t ;  Oregon, 60 per  cen t ;  and South Dakota, 89 'per 

cen t .  

It is  very  doub t fu l  t h a t  a d d i t i o n a l  S t a t e  revenue of t h i s  mag- 

n i t u d e  could be obtained i n  a l l  S t a t e s  by j u s t  r a i s i n g  S t a t e  income 

and consumption taxes .  Many S t a t e s  would be forced t o  impose a s t a t e -  

wide proper ty  t a x  f o r  schools ,  thereby s a c r i f i c i n g  much of t h e  proper ty  

t a x  r e l i e f  o b j e c t i v e  i n  order  t o  achieve t h e  second major goal-the 

e q u a l i z a t i o n  of resources  among t h e  l o c a l  school  d i s t r i c t s .  

For many S t a t e s ,  however, a  state-wide proper ty  t a x  f o r  schools  

f a i r l y  b r i s t l e s  w i th  its own set of con t rove r s i a l  t a x  impl ica t ions .  

g ~ e w  York Times, October 18,  1971, p. 1. 



Table 4-2 
PERCENTAGE INCREASE I N  STATE TAXES REQUIRED FOR STATE FINANCING 

OF 90% OF PUBLIC SCHOOL COSTS 
(BASED ON 1969 DATA) 

(In Millions of Dollars) 

United States, Total I 
A'iabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 
Georgia 

Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

90% of 
State-Local 
Expenditure 
for Local 

Actual State 
Expenditure 
for Local 
Schools From 
Own Funds 

Additional 
State 

Additional Expenditure 
State Required 

Expenditure 
Required 1969 Taxes 



Table, 4-2 
PERCENTAGE INCREASE IN STATE TAXES REQUIRED FOR STATE FINANCING 

OF 90% OF PUBLIC SCHOOL COSTS 
(BASED ON 1969 DATA) 

(In Millions of Dollars) 

States 

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New Pork 
North Carolina 
North Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolin 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Virginia 
Washington 
West Virginia 
Wisconsin 

90% of 
State-Local 
Expenditure 
for Local 

Schools, 1969LI 

ont inued) 
Actual State 
Expenditure 
for Local 
Schools From 
Own Funds 
196921 

Additional 
State 

Expenditure 
Required 

Additional 
State 

Expenditure 
Required 
as % of 
1969 Taxes 

aid. Amount of 
Wyoming 
Ll~fter deduction of local charges and 

Federal aid deducted ($3.1 bil1ion)includes "other Federal aid" (other than direct Federal 
aid for local schools or higher education) of up to $0.4 or $0.5 billion. Distribution 
by State not available.. 2/Includes direct and intergovernmental expenditure. 

Source: ACIR staff calculations based on U.S. Census data 

I 
miscellaneous revenue and Federal 



The most important of t hese  would be t h e  demand t h a t  t h e  S t a t e s  

equa l i ze  proper ty  t a x  assessments both wi th in  and among l o c a l  

assessment d i s t r i c t s - - a  S t a t e  r e s p o n s i b i l i t y  now more honored i n  

t h e  breach than i n  t h e  observance. While most proper ty  t a x  

reformers would e n t h u s i a s t i c a l l y  approve such a  development, t h e  

r e s u l t i n g  s h i f t  i n  t a x  burden among va r ious  c l a s s e s  of taxpayers  

is  enough t o  make many S t a t e  pol icy  makers th ink  long and hard before  

endorsing a  s tate-wide proper ty  tax .  

Despi te  t h e  Urban I n s t i t u t e  evidence t h a t  i n d i c a t e s  t h a t  t h e r e  

i s  no necessary r e l a t i o n s h i p  between t h e  ex ten t  of S t a t e  f inanc ing  

and S t a t e  c o n t r o l  of l o c a l  schools ,  t h e  prospect  of S t a t e  f inancing  

of all o r  most of t h e  c o s t  of pub l i c  educat ion does t r i g g e r  f e a r  t h a t  

l o c a l  school  d i s t r i c t  o f f i c i a l s  w i l l  l o s e  c o n t r o l  over a l l  major ex- 

pendi ture  dec i s ions .  The prospect  of nego t i a t ing  t eache r s '  s a l a r i e s  

on a state-wide b a s i s  a l s o  cools  t h e  a rdor  of some S t a t e  pol icy  makers 

who might otherwise favor  S t a t e  f inancing  of educat ion.  

Evaluat ion of t h e  Property Tax Dissa t i s fac ' t ion  Fac tor .  

I n  view of t h e  c o n t r o v e r s i a l  cha rac te r  of t h i s  propos i t ion ,  i t  is 

doubt fu l  i f  r i s i n g  pub l i c  d i s s a t i s f a c t i o n  w i t h  t h e  l o c a l  proper ty  t ax  

a lone  can push many S t a t e s  i n t o  t h e  f u l l  S t a t e  funding camp wi th in  the  

next  f i v e  yea r s .  Thus, without  o u t s i d e  he lp ,  progress  toward f u l l  

S t a t e  funding can be expected t o  be f a i r l y  slow. The  f u l l  S t a t e  funding 

movement probably w i l l  r e q u i r e  both a  s t rong  push from t h e  c o u r t s  and t h e  

added impetus of Federa l  f i n a n c i a l  i ncen t ives  i f  i t  is  t o  become an accom- 

p l i shed  f a c t  i n  most S t a t e s  wi th in  f i v e  years .  



The Role of the Judges in Promoting 
State-Local Fiscal Reform 

An optimistic reformer could view the recent Serranodecision 

of the California Supreme Court as the stick of dynamite capable of 

blasting away the massive obstacles that now block both full State 

funding of education and the creation of a more productive and equitable 

State-local revenue system. 

It can be argued that full State funding of education stands out 

as the most practical way to carry out the California Supreme Court 

mandate that the level of spending for a child's education may not 

be a function of wealth other than the wealth of a State as a whole. 

Once full State funding is viewed as a logical if not a constitu- 

tional imperative of Serrano, it then becomes reasonable to anticipate 

far-reaching reforms in the State-local tax system in order to under- 

write full State funding of education. To be more specific, many States 

would be required to make far more effective use of the personal income 

tax and in some instances greater use of th'e sales tax. Moreover, many 

States would also be required to levy a state-wide property tax, there- 

by setting the stage for needed overhaul of the property tax system in 

general and the local assessment process in particular. 

Thus, according to this optimistic view, the judges would have 

triggered quick and sweeping improvements--fiscal reforms that only 

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



This optimistic "stick of dynamite" thesis, however, is subject 

to three important qualifications: 

Analysis 

the California 

the status quo 

The explosive charge of the Serrano decision 
may not prove to be as great as it appeared 
on first inspection. 

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

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

of the zerrano decision will support the conclusion that 

Court ruling did not demand as radical a departure from 

as that advocated by many public finance reformers. 

Serrano neither outlaws the use of the property tax for financing 

education nor does it necessarily strip local school boards of their 

traditional right to determine the.genera1 level of school financing by 

setting property tax levies. 

If Serranobecomes ruling law, the States have a choice of 

at least three basic remedies: 

Local Control--'Strong State Equalization. Local 
school boards could still control the total level of 
spending because they would set the property tax 
rates to be applied to a tax base equalized by the 
State. The State equalization process could be 
effected by either redistricting (creation of equal 
wealth per pupil districts) or power equalization 
(a rigorous Robin Hood-type plan for transferring 
property tax dollars from wealthy to poor districts). 

State Funding--Limited Local Supplementation (ACIR 
approach). The State would fund the basic cost of 
education but local school districts would be per- 
mitted to supplement these State funds with limited 
local property tax levies for education. If the local 
supplement is strictly limited to a small fraction of 
the State contribution this alternative would probably 
be held as substantially meeting the equalization re- 
quirements of Serrano. 

4-16 



3. Full State Funding--No Local Supplementation 
There is no question but what this alterna- 
tive'meets the equalization requirements of Serrano. 
In one important respect it goes beyond Serrano--it 
not only eliminates variations in educational support 
levels caused by wealth differentials but also those 
created by local commitment differentials. 

Not oflly are the policy implications of Serrano not necessarily 

as sweeping as those championed by many reformers, its leverage 

effect will be difficult to calculate, Even if it upholds the 

Serrano logic, the United States Supreme Court may not hand'down 

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

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

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

before the Supreme Court brings forth a comprehensive ruling on a new 

and major policy issue. In support of this view, he cites the rela- 

tively long period of time involved in hammering out the school de- 

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

tionships in the field of education. 

Effect of Serrano on the State-Local Fiscal System. 

Despite all the uncertainties surrounding the Serrano decision, 
w. 

there is no question but what the California Supreme Court decision 

now strengthens considerably the case of those who are urging State 

legislators to adopt stronger State policies with respect to the 

financing of elementary and secondary education. The Serrano decision 

may also help create a Federal legislative policy designed to encourage 

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

school system, 



Strengthening t h e  S t a t e  F i s c a l  System--The Federal  Role 

There i s  inc reas ing  evidence t o  suggest  t h a t  t h e  Federal  Govern- 

ment w i l l  soon develop a i d  p o l i c i e s  which w i l l  both he lp  S t a t e s  make 

more e f f e c t i v e  u s e  of t h e  personal  income t a x  and f a c i l i t a t e  t h e i r  

assumption of most of t h e  r e s p o n s i b i l i t y  f o r  f inancing  l o c a l  schools .  

Federa l  Encouragement of S t a t e  Use of t h e  Personal  Income Tax. 

A s  S t a t e  and l o c a l  demand f o r  "no s t r i n g s "  revenue shar ing  has  

become more p o s i t i v e ,  i t  has  prompted Congress t o  become f a r  more 

i n t e r e s t e d  i n  t h e  adequacy of t h e  S t a t e  revenue system i n  p a r t i c u l a r .  

Throughout t h e  r ecen t  revenue shar ing  hear ings  before  t h e  House Ways 

and Means Committee, t h e  S t a t e  r e p r e s e n t a t i v e s  were repea tedly  beaten 

over t h e  head wi th  t h e  f a c t  t h a t  11 S t a t e s  d id  no t  impose the  broad-based 

income t a x  and t h a t  many of t h e  o the r  S t a t e s  made anemic use  of t h i s  

prime revenue source.  

Confronted wi th  t h e  S t a t e  r e jo inde r  t h a t  i n t e r s t a t e  t a x  competition 

and i n t e n s i v e  Federa l  use  of t h e  income t a x  had i n h i b i t e d  S t a t e  use  of 

t h e  personal  income t a x ,  Federal  l e g i s l a t o r s  now appear f a r  more recep- 

t i v e  t o  t h e  idea  of providing t h e  S t a t e s  wi th  income tax  incen t ives .  

The o f f e r  of IRS c o l l e c t i o n  of S t a t e  income t ax  and t h e  provis ion  of 

e i t h e r  a p a r t i a l  Federa l  t a x  c r e d i t  o r  an " incent ive  grant"  t i e d  t o  

S t a t e  use  of t h e  personal  income t a x  now appear t o  be l i k e l y  candida tes  

f o r  i nc lus ion  i n  any gene ra l  S t a t e  and l o c a l  a i d  b i l l  repor ted  out  by 

the House Ways and Means Committee. 

If Congress buys t h i s  i ncen t ive  approach--and t h e  prognosis  appears 

f a i r l y  good--then i t  i s  probably s a f e  t o  assume t h a t  t h e  combination of 

expenditure pressures  and a Federal  i ncen t ive  pol icy  would p l ace  v i r t u a l l y  

a l l  of t h e  S t a t e s  wi th in  t h e  income t a x  f o l d  i n  t h e  next  f i v e  years .  
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Federa l  Aid-Welfare Rel ie f  and Revenue Sharing 

It can be  argued t h a t  t h e  S t a t e s  would be i n  a f a r  b e t t e r  p o s i t i o n  

t o  f inance  l o c a l  school  c o s t s  once t h e  Federal  Government both assumed 

t h e  r e s p o n s i b i l i t y  f o r  pub l i c  we l fa re  c o s t s  and adopted a revenue 

shar ing  program along t h e  gene ra l  l i n e s  proposed by t h e  Administrat ion.  

The d a t a  s e t  f o r t h  i n  Table 4-3 gene ra l ly  support  t h i s  content ion. .  For 

21 S t a t e s  t h e  t a s k  of f inancing  90 per  cen t  of l o c a l  school  c o s t  does 

no t  appear too  formidable. For t h i s  group a S t a t e  t a x  inc rease  of less 

than ,  10 per  cen t  could t h e o r e t i c a l l y  do t h e  job. 

This  conclusion r e s t s ,  however, on two r a t h e r  h e r o i c  assumptions. 

F i r s t ,  t h e  l e g i s l a t u r e s  i n  each of t hese  21 S t a t e s  t h a t  is wi th in  s t r i k -  

i ng  range of t h e  f u l l  S t a t e  funding goa l  would have t o  earmark f o r  

l o c a l  schools  every S t a t e  d o l l a r  r e l eased  by Federa l  t ake  over of w e l -  

f a r e  c o s t s  and every d o l l a r  received from t h e  Federa l  revenue sha r ing  

fund. The second assumption is  no less hero ic .  It c a l l s  on t h e  S t a t e  

l e g i s l a t u r e s  t o  hold t h e  l i n e  on t o t a l  school  c o s t s  thereby avoiding 

t h e  " l eve l ing  up1' phenomenon t h a t  can e a s i l y  accompany S t a t e  t a k e  over 

of l o c a l  school  c o s t s .  

Once t h e s e  two cons ide ra t ions  a r e  thrown on t h e  s c a l e s ,  t h e  number 

of S t a t e s  t h a t  could t ake  on t h e  90 pe r  cen t  f inancing  t a s k  wi th  r e l a -  

t i v e  tax e a s e  probably drops t o  t h e  16 S t a t e s  t h a t  i n  theory a t  

least could do t h e  job  wi th  a t a x  inc rease  of l e s s  than 5 pe r  

cen t .  It should a l s o  be  noted t h a t  20 S t a t e s  are q u i t e  f a r  removed from 

t h e  goa l  of 90 pe r  cen t  f inancing  even i f  t h e  Federa l  Government took 

over a l l  of t h e  we l fa re  f inancing  r e s p o n s i b i l i t y  and enacted t h e  Admini- 



Table 4-3 
PERCENTAGE INCREASE IN 1969 STATE TAXES REQUIRED FOR STATE FINARCING OF 90% OF SCHOOL 

COSTS ASSUMING THAT ALL FEDERAL AID (WELFARE RELIEF AND REVENUE SHARING) WAS EARMARKED FOR SCHOOLS 

State 

United States, Total 

Alabama 
Alaska 
Arizona 
Arkansas 
California 

Colorado 
Connecticut 
Delaware 
Florida 

7 Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 

Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 

Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

% Increase 
in FY 1969 Taxer 
Required to 
Expand State 
Financing to 
90% School Cost 

31.3 

of Welfare 
Costs as 

% of FY 69 
Taxes A/ 

9 . 9 

State Portion 
in State Taxe: 
Required With 
Federal Welfart 

Takeover 

21.4 

State Portio: 
of Revenue 
Sharing as 
% of FY 69 
State Taxesf 

% Increase 
in State Taxes 
Required with 
Welfare Takeover 

& Revenue 
Sharing 



Table 4-3 
PERCENTAGE INCREASE I N  1969 STATE TAXES REQUIRED FOR STATE FINANCING OF 90% OF SCHOOL 

COSTS ASSUMING THAT ALL FEDERAL A I D  (WELFARE RELIEF AND REVENUE SHARING) WAS EARMARKED FOR SCHOOLS 

* 
S t a t e  

Montana 
Nebraska 
Nevada 
New Hampshire 
New Jersey 

New Mexico 
New York 
North Carolina 
North Dakota 
Ohio 

* 
I 

Oklahoma 
Oregon 
Pennsylvania 
Rhode Island 
South Carolina 

South Dakota 
Tennessee 
Texas 
Utah 
Vermont 

Vi rg in ia  
Washington 
West Virginia  
Wisconsin 
Wyoming 

i n  FY 1969 Taxes 
Required t o  
Expand S t a t e  
Financing t o  

90% School Cost 

(Continued )- 

S t a t e  Por t ion  
of Welfare 
Costs a s  

% of FY 69 
Taxes 1/ 

% Inc rease  
i n  S t a t e  Taxes 
Required With 

Federal  Welfare 
Takeover 

S t a t e  Por t ion  
of Revenue 
Sharing a s  
% of FY 69 
S t a t e  ~ a x e s 2  

% Inc rease  
i n  S t a t e  Taxes 
Required wi th  

Welfare Takeover 
& Revenue 

Sharing 

g ~ o r  f i s c a l  year 1969, $4138.8 b i l l i o n .  

Z l ~ a s e d  on Administrat ion's  proposal  (S. 680) t h a t  earmarks $2635.2 b i l l i o n  f o r  t h e  S t a t e s .  

Source: ACIR s t a f f  e s t ima tes .  



s t r a t i o n ' s  revenue shar ing  proposal .  For t h i s  " f a r  out" group of 

20 S t a t e s  t h e  necessary t a x  inc rease  ranges from 23 per  cen t  f o r  

Maine t o  74 per  cen t  i nc rease  f o r  South Dakota. 

This  i n d i r e c t  Federa l  approach f o r  he lp ing  t h e  S t a t e s  t ake  

over educat ion a l s o  p resen t s  two major l e g i s l a t i v e  problems. F i r s t ,  

t ake  over of wel fare  w i l l  c a l l  f o r  such massive inc reases  i n  Federa l  

ou t l ays  a s  t o  v i r t u a l l y  d i c t a t e  t h a t  i t  be phased i n  over s e v e r a l  

years .  This ,  t he re fo re ,  g r e a t l y  complicates any e f f o r t  t o  synchronize 

S t a t e  t ake  over of educat ion wi th  Federa l  assumption of wel fare  re-  

s p o n s i b i l i t y .  The cu r ren t  l ack  of agreement a s  t o  how S t a t e s  w i l l  be 

t r e a t e d  under a  genera l  Federa l  a i d  b i l l  a l s o  complicates any at tempt 

t o  c a l c u l a t e  t h e  f i s c a l  e f f e c t s  of intergovernmental t r a n s f e r  of funds 

and r e s p o n s i b i l i t i e s .  

Evaluat ion of t h e  Federal  Role. 

A s  noted e a r l i e r ,  p rospects  appear r a t h e r  b leak  f o r  c r e a t i n g  a  

S t a t e  t a x  system s t rong  enough t o  f inance  most of t h e  c o s t  of pub l i c  

educat ion un le s s  t h e  S t a t e s  g e t  he lp  from t h e  ou t s ide .  

Some he lp  may be on t h e  way a s  Serrano-type l i t i g a t i o n  unfolds  

and t h e  cour t s  mandate a c t i o n s  t h a t  of necess i ty  w i l l  s t r eng then  t h e  

S ta t e - loca l  f i s c a l  system. This ,  however, is  by no means a  c e r t a i n t y  

and i n  t h e  f i n a l  a n a l y s i s  t h e  b a s i c  dec i s ions  w i l l  have t o  be made i n  

both t h e  S t a t e  and Federa l  l e g i s l a t i v e  h a l l s .  

Unless t h e  Federa l  Government abandons i t s  present  "hands o f f "  

po l i cy  wi th  r e spec t  t o  S t a t e  use  of t h e  income t a x  and f u l l  S t a t e  

funding of educat ion,  progress  on both f r o n t s  i s  a p t  t o  be slow and 

ha1 t ing  . 
4-22 



The Federa l  Government could encourage f a r  more e f f e c t i v e  

S t a t e  u s e  of t h e  income t a x  i f  i t  provided e i t h e r  a t a x  c r e d i t  

o r  i n c e n t i v e  g r a n t .  By t h e  same token t h e  Federa l  Government 

could a c c e l e r a t e  t h e  move toward f u l l  S t a t e  funding of educa- 

t i o n  i f  i t  a l s o  provided s p e c i a l  a s s i s t a n c e  t o  those S t a t e s  t h a t  

a r e  w i l l i n g  t o  t ake  on t h i s  r e s p o n s i b i l i t y .  
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APPENDIX A 

Major Recommendations of S t a t e  Tax S tud i e s ,  1968-1971 

C a l i f o r n i a  

C a l i f o r n i a  

Colorado 

Advisory Commission on Tax Reform, 1969 --lo% of  S t a t e  income t ax  
d i s t r i b u t e d  on a  per  c a p i t a  b a s i s  t o  l o c a l  governments t o  r e l i e v e  
proper ty  taxpayers ;  s a l e s  t a x  on u t i l i t i e s  and s e l e c t e d  s e r v i c e s ;  
s t a t ew ide  proper ty  t a x  f o r  publ ic  schools ;  increased  school  
foundat ion program; withholding and e s t ima t e s  system; federa l - type  
persona l  exemption i n  a d d i t i o n  t o  c u r r e n t  t a x  c r e d i t  f o r  dependents.  

 overn nor's Commission on Education Reform, 1971 --Statewide prop- 
e r t y  t a x  t o  f inance  a  s i g n i f i c a n t  po r t i on  of school  c o s t s .  

Committee on F i s c a l  Po l icy ,  1969 - - cons i t u t i ona l  amendment f o r  S t a t e -  
wide, S ta  t e - co l l e c t ed  s a l e s  and c i g a r e t t e  t axes  f o r  l o c a l i t i e s  ; 
broadened s a l e s  t ax  base t o  inc lude  s e rv i ce s ;  more S t a t e  funds f o r  
schools ;  S t a t e  f inanc ing  of c o u r t  c o s t s ;  d i s a l l ow  deduct ion of 
f e d e r a l  income t a x  payment f o r  S t a t e  income t ax  purposes.  

Connect icut  S t a t e  Revenue Task Force,  1971 --piggyback income t a x  of no t  more 
than 20% of f e d e r a l  income t ax ,  except  t h a t  c a p i t a l  ga ins  be taxed 
a s  o rd inary  income and i n t e r e s t  on S t a t e  and l o c a l  bonds o t h e r  
than those  of Connect icut  be taxed;  dec l i n ing  c r e d i t  f o r  dependents;  
broadened s a l e s  t a x  base ;  r epea l  p roper ty  t a x  exemptions f o r  
ve t e r ans  except  those d i sab led ;  when f e a s i b l e ,  r ep l ace  o t h e r  p roper ty  
t a x  exemptions w i th  a  system of d i r e c t  payments; uniform Statewide 
assessment r a t i o ;  au tho r i ze  l o c a l  charges  i n  l i e u  of p roper ty  taxes  on 
eleemosynary i n s t i t u t i o n s .  

I l l i n o i s  

Indiana 

Ind i a  na 

Iowa 

covernor ' s  Revenue Study Commit t e e ,  1968-69 --£la  t - r a t e  income t a x  
on bo th  i nd iv idua l s  and co rpo ra t i ons ;  add s e l e c t e d  s e r v i c e s  t o  
s a l e s  t a x  base. 

School Finance Study f o r  Commission on S t a t e  Tax and Financing 
Pol icy ,  1970 - -S ta te  assumption of c o s t s  of school  ope ra t i on ,  
main ta in ing  l o c a l  c o n t r o l ,  funded by changing presen t  f l a t - r a  t e  
income t a x  t o  a  graduated t a x  f o r  both i nd iv idua l s  and corpora t ions .  

Commission on S t a t e  Tax and Financing Pol icy ,  1968 - - increase  S t a t e  
share  of school  c o s t s  t o  50%;adopt much more equa l i z i ng  plan of school  
a i d  d i s t r i b u t i o n ;  income t a x  c r e d i t  dec l i n ing  w i th  income f o r  prop- 
e r t y  t axes  pa id ;  e l im ina t e  property t a x  on i nven to r i e s  and i n -  
t a n g i b l e s  t ax ;  r ep l ace  personal  p roper ty  t a x  on motor veh i c l e s  wi th  
an  exc i s e  t ax .  

Taxation Study Committee of t h e  General Assembly,1971 - - increase  
p r o g r e s s i v i t y  of income t a x ;  adopt  s a l e s  t a x  c r e d i t ;  impose 1% 
t a x  on i n t e r e s t  and d iv idends ;  adopt income t a x  c r e d i t s  f o r  prop- 
e r t y  t a x  paid by e l d e r l y ;  r ep l ace  persona l  p roper ty  t a x  w i th  t a x  
on A G I .  of a l l  bus inesses  and p ro f e s s ions ;  provide S t a t e  a i d  t o  
f inance  major sha r e  of  wel fa re  programs; change S t a t e  a i d  t o  schools  
from c u r r e n t  equa l i z a t i on  a id  scheme t o  foundat ion g r an t  program 
wi th  S t a t e  funding i n i t i a l l y  a t  80% of average per -pupi l  expendi tu re ;  
r e q u i r e  l o c a l  funding f o r  schools  t o  be based on bo th  proper ty  t a x  
and a  l o c a l  income tax.  



Massachusetts 

Minnesota 

Montana 

New Hampshire 

New Je r s ey  

North Caro l ina  

Ohio 

Pennsylvania 

Rhode I s l and  

Master Tax Plan Commission, 1970 --percentage of t o t a l  Sta  t e - l o c a l  
revenue t o  be r a i s ed  from var ious  sources  t o  be spec i f i ed  by law, 
wi th  proper ty  taxes  reduced t o  42% and persona l  income t a x  and 
s a l e s  t a x  s e t  a t  21% each;  a  revenue po l i cy  commission t o  a l t e r  
t a x  r a t e s  so a s  t o  maintain percentages;  f u l l  S t a t e  funding f o r  
some percentage,  say 80%,of t o t a l  l o c a l  government expendi tu res ;  
S t a t e  p roper ty  tax ;  broadened bases  f o r  personal  income t ax  and 
f o r  s a l e s  t ax ;  corpora te  income t a x  subs i t u t ed  f o r  t ax  on depos i t s ,  
t ang ib l e s  , and premiums. 

Report t o  Governor's Property Tax Study Advisory Committee from 
t h e . D i r e c t o r  of the Minnesota Property Tax Study, 1970 - -e l imina te  
property c l a s s i f i c a t i o n  and r ep l ace  wi th  d i r e c t  subs id i e s  t o  those  
taxpayers  deserving p r e f e r e n t i a l  t rea tment ;  au tho r i ze  l o c a l  piggy- 
back income o r  s a l e s  t axe s ;  s h i f t  a l l  we l fa re  c o s t s  t o  S t a t e ;  
g ross  ea rn ings  t ax  i n  l i e u  of property tax  on publ ic  u t i l i t i e s ;  
Statewide proper ty  t a x  t o  f inance  50% of school ope ra t i ng  c o s t s .  

F i s c a l  A f f a i r s  Study, 1970 --makes no recommendations; g ives  on ly  
f a c t s  and ana ly s i s .  

C i t i z e n s '  Task Force,  Subcommittee on Revenues, Expendi tures ,  and 
Tax S t ruc tu r e ,  1969 --personal  and corpora te  income t a x  a t  f l a t - r a t e  
wi th  personal  exemptions; genera l  s a l e s  t a x  i f  the  income t ax  does 
no t  provide s u f f i c i e n t  revenue, w i th  an income t a x  c r e d i t  f o r  s a l e s  
t a x  paid on n e c e s s i t i e s ;  pos s ib l e  use of t a x  c r e d i t s  f o r  property 
t ax  paid.  

Tax Pol icy  Committee - - in  t h e  works. 

Tax Study Commission, 1968 - -au thor ize  s a l e s  and income taxes  f o r  
l o c a l  governments; adopt f e d e r a l  personal  exemptions system f o r  
income tax ;  requ i rd  c e n t r a l  assessment of  c e r t a i n  pub l i c  u t i l i t i e s .  

C i t i z e n s  Task Force on Tax Reform, 1971 --personal  income t a x  with 
moderately graduated r a t e s  on A G I  combined wi th  t ax  c r e d i t  f o r  each 
dependent, t ax  c r e d i t  f o r  property tax  pa id ;  f l a t - r a t e  bus iness  i n -  
come t a x  on both corpora t ions  and unincorporated bus inesses ,  again 
wi th  a  c r e d i t  f o r  property t a x ;  s e rv i ce s  included i n  s a l e s  t a x  baxe; 
S t a t e  c o l l e c t i o n  of l o e a l  income taxes .  

Governor's Tax Study and Revision Commission, F i n a l  Long Range Repor t ,  
1968 --personal  income t a x  a t  f l a t - r a t e  on f e d e r a l  t axab le  income; 
co rpo ra t e  income tax .  

Divison of Taxation Digest  of Annual Repor t s ,  1966-67 --tobacco 
products  t ax  of  20% of manufacturer ' s  invoice c o s t  t o  wholesa le r ;  
broadened s a l e s  t a x  base;  t ax  on y i e ld  from i n t a n g i b l e s  t o  replace 
ad valorem t a x  on i n t ang ib l e s .  



South Dakota  overn nor's Counci l  f o r  Tax Decis ions - - s t i l l  i n  the  works. 

Texas Committee on S t a t e  and Local Tax Pol icy ,  1970 - - f a c t  f i nd ing  on ly ;  
no recommendations. 

Washington Tax Advisory Counci l ,  Second Report ,  1968 - - c o n s t i t u t i o n a l  amendment 
t o  permit  s i n g l e - r a t e  n e t  income tax ;  c e i l i n g  on proper ty  t a x  r a t e s ;  
p a r t i a l  replacement of  p roper ty  t a x  revenue wi th  income t a x  revenue; 
exemption o f  food and p r e s c r i p t i o n  drugs from s a l e s  t a x ;  r educ t i on  
of s a l e s  t a x  r a t e ;  replacement of bus iness  and occupat ion t a x  w i th  
co rpo ra t e  income tax .  

Washington 

Wisconsin 

Department of Revenue Study of Tax Exemptions, 1971 - -per iod ic  r e -  
view of  exemptions; i nc lu s ion  of exemptions i n  t he  budget;  elim- 
i n a t i o n  of s e l ec t ed  exemptions and S t a t e  a u d i t  of them; use of 
d i r e c t  g r a n t s  i n s t ead  of  new exemptions whenever pos s ib l e .  

Task Force on Local Government Finance and Organiza t ion ,  1969 - - i m -  
prove proper ty  t a x  admin i s t r a t i on ;  con t inue  school  a i d s  b a s i c a l l y  
a s  they a r e  now; s impl i fy  the  d i s t r i b u t i o n  formula f o r  t ax-shar ing  
w i th  l o c a l  governments. 
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APPENDIX C 

CONSTI~IONAL AND STATUTORY: LIMITATIONS ON STATE 

AND LOCAL BORROWING a d  PROPERTY TAXATION 

Little progress has been made in the last decade-since ACIR 

first studied the subject in 1961 and 1962--to ease the restrictive 

provisions concerning local borrowing and property tax powers. With 

a few isolated exceptions, such as the recent elimination of constitu- 

tional mill rate limits on local borrowing in Colorado and the raising 

of mill rate limits on local borrowing and property taxation in a few 

States, the highly restrictive and complex situation still exists. 

Detailed information on these limitations is presented in Tables C-2 

through C-4. 

Illinois and Pennsylvania both eased their constitutional lim- 

itations on State borrowing recently--1llino.i~ in its newly adopted 

constitution and Pennsylvania in its revision of its constitution's 

taxation and finance article. By and large, however, the generally 

restrictive constitutional limitations on State borrowing remain, 

as is shown in Table C-1. 
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TABLE C-1 -- STATE CONSTITUTIONAL LIMITATIONS ON STATE BORROWING (CONT'D) 
1/ Governor authorizes debt up to $300,000. Specific bond issues are authorized by Constitutional amendment. - 
2/ Requires approval by two-thirds of (each house of) legislature. - 
3/ Requires approval by simple legislative majority . - 
4/ Provision must be made for payment of interest and/or principal at time of borrowing. - 
5/ Refers solely to receipts from 3-mill levy against State-assessed valuation for erection of State buildings. - 
6/ May create additional debt for purposes of highway construction and improvement. - 
7/ Debt is not to exceed 4-1/2 times the total tax receipts of the State during the previous fiscal year (statutory). - 
8/ Requires approval by three-fourths of legislature. - 
9/ Limitation in terms of total tax revenue. 
lF/ Solely for the payment of State public school teachers. - 
11/ Bonds may be issued by the State when authorized by two-thirds vote of the members to which each house of - 

the legislature is entitled, provided that such bonds at the time of authorization would not cause the 
total of state indebtedness to exceed a sum equal to three and one-half times the annual average of the 
general fund revenues of the State in the three fiscal years immediately preceding the session-of the 
legislature authorizing such issuance. 

12/ Requires approval of three-fifths of legislature. - 
13,' In an amount not to exceed 15% of State appropriations for the fiscal year to meet deficits caused by - 

emergencies or failures of revenue; such debt to be repaid within one year of the date it is incurred. 
14/ Alternative to three-fifths approval of the legislature. - 
151 May borrow for this purpose but no maximum specified. - 
16/ Temporary loans may not exceed 10% of the amount appropriated for general and highway fund purposes or 1% of the - 

total valuation of the State of Maine, whichever is less. 
17/ The legislature is authorized to insure debt for specified purposes (mortgage loans for industrial, - 

manufacturing, fishing and agricultural enterprises -- up to $80 million, and for recreation projects -- 
up to $17 million; and revenue bonds of the Maine School Building Authority -- up to $25 million) and may 
authorize the issuance of State bonds if it becomes necessary to make payments on such insured debt. 

18/ For tax or revenue anticipation loans. - 
19/ Short-term tax anticipation borrowing limited to 15% of undedicated revenue received by the State during - 

the preceding fiscal year. 
201 Bonded indebtedness cannot be in excess of 1-1/2 times the sum of all revenue collected in the State - 

during any one of the four preceding fiscal years. 
21/ Limitation in terms of percentage of assessed valuation of property. - 
22/ Limitation in terms of percentage of total annual appropriation. - 
23/ Creation of debt limited to two-thirds the amount by which the State's outstanding indebtedness has been - 

reduced during the preceding biennium. 
241 Debt created for rehabilitation and acquisition of forest lands may not exceed 3/16 of 1 percent of the - 

cash value of all State property taxed on ad valorem basis. 
25/ For road construction and maintenance. - 
261 Referendum not required for capital projects specifically itemized in a capital budget if such debt - 

will not cause the amount of all net debt outstanding to exceed 1 3/4 times the average of the annual 
tax revenues deposited in the previous five years. 



TABLE C-1 -- STATE CONSTITUTIONAL LIMITATIONS ON STATE BORROWING, 1971 (CONCL 'D) 

27/ Referendum not required for debt created for llordinary purposes of State governmental1 Any referendum - 
requires two-thirds approval. 

28/ Amount authorized for any biennium limited to 10% of the annual average of general revenue for the three - 
fiscal years preceding incurrence of such debt. Up to 1/2 of the limit (1120 of average general fund 
revenue) may be authorized without referendum, provided debt is approved by 2/3 majority of each 
house of the legislature. Self-liquidating debt, with backing of full faith and credit of the State, 
may be issued without referendum if approved by 2/3 majority of each house of the legislature, subject 
to limitation of the annual average of general revenue for the three fiscal years preceding incurrence 
of such debt. 

29/ Referendum required for all purposes other than casual deficits, extraordinary expenditures, and other - 
special exceptions. 

30/ Referendum required for creation of debt in excess of amount of taxes for current fiscal year. - 

Source: Advisory Commission on Intergovernmental Relations. 
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TABLE C-2 -- STATE CONSTIlUTIONAL AND STATUTORY LIMITATIONS ON LOCAL GOVEMENT POWER 
TO ISSUE GENERAL OBLIGATION LONG-TERM DEBT, 1971 (cont'd) 

'Rate 'Lhit ' Provisions for 
State and types of local w e r m e n t  citation1 Percent exceed~ng Remarks 

Delaware;: 

New Castle Countya 
Sussex Countyb 
Kent County 

'$onstf tuf bqnal limits repealed, effective 
an. , 2. 

C-S. 0.6-1.2b,, EAV ,,,,-, -,-do-,-,.. b0.6 percent for counties having over $5,000,000 
assessed valuation; 1.2 percent for counties with 
less than $5,000,000 assessed valuation. 

C. +**-.a_, wv,,*-- ,,,do ,,,-- 
S No limit- No limit- ,,,,*-,-,.. CChartered and home rule municipalities m y  

ations ations establish their own limits. 
dwater boards are excluded from limit. 

No rate Na rate -,,---,-- aDebt restricted to 2 1/4 times the latest tax 
liaitations~liritationsa receipts. This limit can be increased for 

certain purposes [e .g . sewers, school building 
projects and urban renewal Certain 
kinds of debt Ce.g. for water supply, gas, 
electric and transit) are excluded from this 
liait . 

5 ,,,,,,,,, WV ,,,, None ,,,,,, aRequires 75% approval of County Council. 
. I2r-,i-.ma LA'f-,-,., None,,,,,, b~equires 80% approval of County Council. 
No limit- 
ation3 

C 7,,,,-, LAY,,---, ME .,,.,,, 91p to 3 percent additional debt may be 
authorized by general assembly, subject to 
approral by a majority of voters, but such 
additional debt mast be retired in 5 years. 

C Zi-ii-ra tAVo-*da- Ukaq-,rn- 
c L.---..-.. wvIIllllC- n-.-CIIC&n- 





TABLE C-2 -- STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS ON LOCAL GOVERWENT POWER 
TO ISSUE GENERAL OBLIGATION LONG-TERM DEBT,1971 (cont'd) 

Rate Limit Provisions for_ 
State and types of local goverment citation1 Percent per lied exceeding Remarks 

agains t2 1 irni t3 

should require. 
School districts ----------..-..----.- C 2-------- MV,,,,,, d o  Clst- and 2d-class cities, and 33-class 

cities with more than 15,000 poylation, 
10 percent; 3d-class cities with less than 
15,000 population, and 4th-class cities 
and toms, 5 percent; 5th- and 6th-class 
cities and towns, 3 percent. 

S 15 ,,,,,,,, WV --_,_,_ (a) ,,,,,,,,,,, A maximum of 25 percent of local assessed 
valuation is allowed for sewerage and 

,,,,,,,, No rate lim- No rate lia- ,,,,,,,,,,,, .Each county bond issue is subject to 
itationsa it8tions8 State legislative authorization. 
Sk ----.,.- WV (c) --,-o(II----.L bDebt incurred for certain purposes is 

expected, in some cases with separate 
rate limits (for example, 10 percent for 
water supply). 

2 1/Zb ---- EAV ,,,,,,, (c) ,,,,,,,,,,, CAn additional S percent for towns and 2 1/2 
percent for cities with approval of the 
cler#ency f inurct board. 





I l l  
I I a 
I 1 8  
I 1 0  
I I I  

:go '  
9 9 9  g ! !  
I l l  
I l l  
I I I 
I I I 
I l l  gg 
I I I  
1 1 1  
I l l  
I 1 1  
I l l  
I I I 
I I I  
I I I *** 

U V U  

I l l  
I l l  
I l l  
I l l  
I I I  
I l l  
I I I 
1 1  1  
I l l  
I l l  
I l l  
I l l  
I l l  
L I I  
i I I 
I I I 





I l l  
I I I 
1 8 1  
1  I 1  
I l l  
1 1 1  
I l l  
1 1 1  
I l l  
I l l  
I l l  
I l l  
I I I  







TABLE C-3 -- STATE CONSTITUTIONAL AND STATUTORY REFERENDUM REQUIREMENTS 
FOR LOCAL GOVERNMENT ISSUANCE OF 

GENERAL OBLIGATION LONG-TERM DEBT, 1971 

State citation1 Referendum ~ ~ ~ r o v a l ~  Remarks 
required 

Alabama------------ 
Alaska -,,- ,-,------ 
Arizona------------ 

M 
M 

a M a Only for debt in excess of the 
4-percent limit. 

C 

C 
C-S 
C-S 

C-S 
S 

X,-,-,-,-,-,-,-- 
X,,,-,-,-,-,-,-- 
None required a- 

M a Applies to municipalities only. 
M Do. 

,,,,,,,,, a Except for debt issued by 
regional school districts in 
which case a referendum may be 
called by the towns comprising 
the district; in this event, 
simple majority approval is 
required, 

M 
M a Does not apply to Minneapolis, 

St. Paul, and Duluth. 

315 a Only on petition of 20 percent 
of the electors for county 
bonds; 10 percent or 1,500, 
whichever is less for municipal 
bonds. 

a For municipalities, applies to 
debt issued for water, sewer, 
and gas supply; for school 
districts applies only on a 
petition of 20 percent of voters. 

a 55 percent for school districts. C-S 
S 
S a Not applicable to citiesOor 

counties 
a Except for debt issued by 
certain classes of school 
districts (simple majority). 

None required a- 

a Except for debt issued by 
certain classes of school 
districts (simple majoritvl . 

See footnotes at end of table. 



TMU C-3 -- STATE. CONSTIRITIONAL AND STATUTORY REFERENDUM REQUIREMENTS 
FOR LOCAL GOVERNMENT ISSUANCE OF 

GENERAL OBLIGATION LONG-TERM DEBT, 1971 (concl'd) 

State  ita at ion1 Ref trend= ~pprova 1 
required 

North Carolina,,-,-, C 

Rhode Island,,,,,,, 

South Carolina 

West Virginia------ 
Wisconsin a,,,,,,,, 

C-S 

S 
S 

S 
S 

S 

C 

C-S 

None required 8, 

a M a Referendum is not required 
i f  (1) the amount of issue 
does not exceed 2/S of the net 
debt reduction for  the 
preceding year, or  (2) the 
purpose of the issue is for  a 
"necessary expense." 

a 213 a Simple majority for  county 
bonds; 60 percent for  mni-  
c ipa l i t i e s  and school d i s t r i c t s  
with over 5,000 population. 

M 
3/5 a Except that  i n  the case of 

county hospital bonds a 
referendum i s  required on 
peti t ion only (20 percent of 
the electors). 

M 
8 M a Applies only t o  debt i n  excess 

of s tatutory limit up t o  
specified maximum. 

M 

a Applies only t o  debt issued by 
c i t i e s  and tonu. 

a Except that  a 3/4 majority 
vote is required for  issuance 
of general obligation 
industr ial  development bonds. 

a Applies t o  county debt only. 
No referendum required i n  
counties tha t  e lec t  t o  be 
treated as  c i t i e s .  

r Except for  township debt (2/3 
majority) and debt issled i n  
excess of constitutional limits 
[3/5 majority). 

r Applies only t o  school dis- 
t r i c t s  and townships. No 
referendun required for  county 
o r  municipal bond issues. 

h e  c i ta t ion  i s  e i ther  the State 's  constitution (C), s tatutes (S), or  both (C-S). 
2~ simple majority (a favorable majority of 50 percent plus 1 of a l l  votes subject t o  counting on 
the question) i s  indicated by 'W; where more than a simple favorable majority is required, the 
required percentago is entered. 

speci a1 

Source : 

Note: This table deals only with referendun requirements that apply generally t o  general obligation 
debt issued by c i t i e s ,  counties, and school d i s t r i c t s  i n  each State. As i n  the case of debt limits 
(see table - ) there are numerous exceptions and special provisions, part icularly regarding debt 
issued by special d i s t r i c t s  and for  specific purposes. No attempt has been made t o  t r ea t  those 

provisions in  t h i s  tabulation. 

Advisory Conmission on Intergovernmental Relations. 

C-17 



TABLE C-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER 
TO RAISE PROPERTY TAX REVENUE, 1971 

Alabama : 
Counties.........,.... C-S ........ Municipal i t ies  C .... School d i s t r i c t s . .  C 

S t a t e  and types of lqca: 
government 

Alaska : Municipali t ies. .  

Arizona : 
Counties.............. 
Municipalities........ 
School d i s t r i c t s ,  no 

r a t e  l imi t a t ions  
(but vo te r s  must .... approve budget). 

Spec i f i c .  Rate.. 5...... ... do.. .. ..do.. 5".... . ... do.... ..do.. &gee.. 

Type of l i m i t a t i o n  

Overall . .  ..do.. 30..... 

. .... s p e c i f i c .  .doa. 2oa. ... do .... (b) (b) 

Rate l i m i t  

, 
Method- 1 

~i t a  t i on  

.. .... .... All. .  par t ia la .  None.. None.. ... ..... ... AllC.. ....... do4.. .do ; .do. .... ... All...... None..... do... do.... 

' Number ,,, 
of m i l l s  scope2 

General.. All...... Few..... Voted..... .... .... do... All.....; Few..... do.... 

Remarks 

Provisions f o r  exceeding l i m i t  

coverage5 

.... do... None..... None.... .... do.... 

Debt 
se rv ice  

kxclusion' 

a ~ p  t o  2.5 m i l l s  f o r  deb t  s e rv ice ,  p lus  
another  2.5 m i l l s  f o r  deb t  incurred p r i o r  
t o  1875. 

b ~ u t ,  numerous mun ie ipa l i t i ea  have been 
author ized higher l i m i t s  by cons t i tu -  
t i o n a l  amendments. 

Spec i f i ed  
purpose 
l ev ie s7  

' ~ x c l u d i n ~  schools.  

Approvedg 
increases  

d ~ n  a d d i t i o n a l  10 m i l l s  f o r  s e rv ic ing  deb t  
incurred p r i o r  t o  1875. 

e ~ u b j e c t  t o  vo te r  approval.  Addi t ional  
school d i s t r i c t  and countywide school  
l e v i e s  author ized,  s u b j e c t  t o  vo te r  
approval.  

a ~ n c l u d e s  c i t i e s  and boroughs a s  wel l  
a s  schools.  

' B U ~ ,  with some exceptions,  the  c u r r e n t  
t a x  levy may no t  exceed the  previous 
yea r ' s  levy by more than 10 percent.  
Counties wi th  more than $200,000,000 
assessed va lua t ion  a r e  excluded from 
t h i s  l imi t a t ion .  

b ~ a x  l e v i e s  a r e  l imi t ed  t o  an  inc rease  
of 10 percent  over the  previous yea r ' s  
amount, except  f o r  c e r t a i n  purposes. 

C ~ x c e p  t f o r  increased enrollment,  p r i o r  
yea r ' s  budget may no t  be exceeded by 
more than 6 percent.  



TABLE C-4 --SPATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL FWER 
,TO RAISE PROPERTY U X  REVENUE, 1971 

(continued) 

Arkanrar : 
Counties.............. C-S ........ M i c f  pa l i t i e r  C I S  
School dirtrictr...... S 

S ta te  and typer of l c p l  
government 

Cmlifornia : .............. CWnties s ........ W i c i p a l i t i e r  S 
School districts...... S .... Special d i s t r ic t s .  S 

b 
Specific. Bate.. S., .... General.. partiala. Several . None ...... 'Another 5 and 3 m i l l s  may be levied for  .. .do.. ... .do.. 5.. ....... .do.. .... .doa.. .. .do.. ..... .do.. .. rervicing debt incurred prior  t o  adoption . ..do.. ... .do.. lBC.. .. All.. .... None.. ... None.. ... (d). ...... of the tax l imitat ion and i ts  uaendments. 

l r t  and 2nd class  c i t i e s  may a l so  levy 
another S m i l l s  for  servicing debt in- 
curred fo r  specified purposes. 

b ~ u b f e c t  to  voter approval. 

'~ormrunit~ junior college d i s t r i c t r ,  10 
m i l l 8  

Type of l i m i h t i o n  

dAn addi r ioml  voluntary tax i n  any 8ch001 
d i s t r i c t  i n  a c i t y  with a population ex- 
ceeding 60,000 i f  approved by a majority 
of the property owners, 

h t e  l i m i t  

-r 4 
- C i a  tion1 

8 ... ...., **.*. *....*. .. .dom. .domm (a). ... (a). (a) ...... (a). (a) There is no general l imitat ion on counties, ..... ...... ... do .... ..do.. 10 ..... General.. Al l  Several..Voted butcountyleviesauthorizedforafew ... ....... .. .do. ; ,do.. 8-25.9~ ... .do.. . All.. .... Pew.. .do.. .. rpecif ied purposes a r e  subject t o  r a t e  ...... ...... ....*.. . d o  d o  ( c )  (c) (c) (c)...... (c) limitations. mere  a r e  no ltmftotfong on 
county debt service levies. 

bFor any 1 school d i s t r i c t ,  the r a t e  limi- 
t a t ion  is the sum of the individual r a t e s  
applicable t o  the spec i f ic  grades taught. 

of mills . Coverages exclusiont levies7 increases Rema rkr 

Rovir ions fo r  exceeding l i m i t  

scope2 

' ~ 8 x  levies ,  including maximum r a t e r  i n  ram2 
caaea, a r e  authorized by l eg i s l a t i ve  a c t s  
under both general and special  laws. 

kthod- 
Appr?vedg 

Debt Bpecif ied 
soem ice  purpose 



. * . .  
m o o 0  

'3??? 
U . . .  

g : : :  

* . .  . . .  . . .  
0 . .  . . .  
: :Urn 
. m u  

aJ .d 
0 4  u 
. U U  . .d rn . d .d 

rn cda 
a a 
4 4 4  
u o o  
52.2 
p o  
C V) 



T A U  C-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWEB 
.TO RAISE PROPERTY TAX REVENUE, 1971 

(Continued ) 

Hawaii (no limitations). 

S ta te  and types of lpcal 
government 

Idaho : 
Counties.............. 
Hunicipalities........ .... School dis t r ic ts . .  

I l l i n o i s  : 
Counties.............. 
Municipalities........ 
T o w u s ~ ~ ~ s . . . . . . . ~ ~ ~ ~ ~ ~  
School districts...... ..... Special d t s  t r i c  ts 

v p e  of l id ta  t ion  

In4lL.m: 
*All esXi ~ i t . . o o . . e  .. " ~ ~ m i c i p a z  ties.. .... 
School di~tri~t8....om 

'13 m i l l s  or a levy suf f ic ien t  to  r a i s e  
$150,000, whichever is  greater ,  i n  counties 
having an assessed valuation of $7,500,000 
o r  more and 17 m i l l s  where the assessed 
valuation is l e s s  than $7,500,000. 

Rate limit 

*Based upon ponulation s i r e ,  except f o r  
Cook County, &he l i m i t  is 3.9 m i l l s .  

)'or "corporate" purposes. 
Excluding charter  c i t i e s  (10 mi l l s )  and 

dChicago. 
No l imitat ion on the corporate levy, but 
spec i f ic  l imitat ions fo r  spec i f ic  purpose.. 

%or "education," based upon the grade 
level; except the l i m i t  is 17.1 mills for  
the Chicago school d i s t r i c t .  

'~imits vary with the type of d i s  t r i e r .  

Provisions f o r  exceeding l i m i t  
Debt pecif ied 

*Rate l i m i t  ineffect ive when emergencies 
a r e  declared locally. 

c i ta t ion1 

aProperty s i tua ted  outside of c i t i e s  and 
towns--12.5 mills; property within c i t i e s  

bad towns--20 mills. 
By appl icat ion t o  S ta te  Board of Tax 
Coaai~sioners .  

C ~ i ~ i n  the overa l l  limits. 
dOut.i& the overa l l  limits. 

Remarks 
3 -r 4 

scope2 M e t h ~ d ~ ~ f  m i l l s  
A P P Z ? V ~ ~ ~  

increase8 coverageS- 
s.ervice ' purpose 

-exc lusione- levies7 
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Iowa : 
Counties.............. S 
hnicipalities........ S ...... School d i s t r i c t s  S 

S ta te  and types of local 
government 

Kansas : ........ countiesa.. .. s .... Municipalitiesa.. S .. School d i s  trictsa..  S 
Townshipsa ......... .. S 

... .... .. .do.. .do.. 3-4.5a.. . General.. All.. Numeroue. ... .do.. ... alhe grea te r  the assessed valuation, the ... do .... ..do.. 30... ........ do... All.  ........ do ........ do..... lower the l imit .  ... . ..... .. .do.. .do.. (b). ........ .do.. None.. .do.. .. (c) ........ bunifom county-wide levy s e t  by . tatutory 
formula. 1972 levies  frozen a t  1971 
do l la r  levels  except a s  authorized by 
School Budget Review Committee. Area vo- 
cat ional  schools and a rea  community col- 
leges a re  permitted to be established i n  
merged areas  (2 o r  more county school 
systems or  par t s  thereof) with a 3/4-mill 
r a t e  l imit ,  plus an addi t ional  3/4-mill 
,if approved by voters. 
Subject to  evaluation by School Budget 
Review Comni t tee. 

Type of l imitat ion 

b ... . ... ....,.. . ..do.. .do.. 3.5-6.5 .... .do.. All.., Numeroue. (c). NOTE: The so-called "tax l id"  law (Ch. ... . .. .do. ..do.. 1.3-13d.. .... do.. All.. ....... do.. .. (c). ....... 402, Laws of 1970) suspended operation of .. .. .do.. (e). .. (e). ..... Operating A l l . .  ...... .do.. .. (f).  ....... the property tax l imitat ions u n t i l  Dee. 3 1, .. .. .. .do.. Rate.. 0.58.. ... General.. All.. ...... .do.. (c). ....... 1972, by prohibiting a loca l  taxing u n i t  
to  levy an aggregate r a t e  (with ce r ta in  ex- 
ceptions, such a s  debt service levies)  t h a t  
would produce an amount i n  excess of the 
aggregate amount levied i n  1969 f o r  use i n  
1970 (base year). 

a ~ a c h  taxing ju r i sd ic t ion  is  required t o  re- 
duce i ts  property tax levy or  l ev ies  t y  the 
amount i t  receives from the S ta te  a s  i ts  
share o f  the local ad valorem tax reduction 
fund. The tax rates ,  wi thin  the s ta tu tory  
l imitat ions,  a r e  computed on the baris of 
the reduced levies. 

b ~ a s e d  on assessed valuation: l e s s  than $13 
mil l ion or  population below 3,500, 6.5 m i l l s ;  
$13 mil l ion to  $30 million, 4.25 mil ls ;  $30 
mil l ion t o  $140 million, 3.5 mil ls ;  over 
$140 million, 4.25 mills. But the t o t a l  fo r  
a l l  purposes (with ce r ta in  exceptions) s h a l l  
be 5.3-8.75 mil ls ,  based on assessed valua- 
t ion  with modifications fo r  population s ize.  

Rate l i m i t  Provisions fo r  exceeding l i m i t  

coverageS 

Debt 

Remarks 

Specified 
s ~ r v i c e  

exclusion6 
Number 

~ethod)of mi l l s  1 
Citation ~ c o ~ e ~  

purpose 
levies7 

Approvedg 
increases 
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amas  (Coatinmd) 'voted a t  elec t ioa or  authorized by State 
board of tax appeals and limited to  25 
percent above the statutory l i m i t s ,  but 

dsee NOTE above. 
Based on class of c i t y  (with modifications 
for  population s ize  i n  the case of 1st- 
c lass  c i t ies ) .  For a l l  purposes (except 
debt service and certain other purposes) 
the limits range from 11 to 33.5 mills. 

 he Mount a d i s t r i c t  can budget or  expend 
for  operating expenses per pupil i s  limited 
to 104 percent of the amount legally budget- 
ed for  operating expenses per pupil i n  the 
preceding school year subject t o  r reduc- 
tion i n  State aid  for  any excess amount 
expended. 
Voted a t  elect ion or  authorized by school 
budget review board, not limited to a 
specified amount, but see NOTE above. 

g~SSregate limitation of 2.5 mi l l s  for  ill 
levies, with certain exceptions. 

entucky : 
Counties. ............. C Specific. Rate.. 5. ....... General.. pa r tb ib .  Few ...... N o n e  ....... But levy is limited to a 10 percent increase 8 

Municipalities........ C .... do. ... .do.. 7.5-UC.. .. ..do.. ... ..do .. Far.. ........ do.. ... hover the previous year's revenue. 
School d i r  t r i c  t....... S .... do.. . (d)... (d) ...... All. ..... All . .  .... None. .... Votede ..... Additional levies a re  pelrnftted to service 
Special districts..... C .... do... Rate.. S.... .... General., Par tb lb .  Paw... ... m.. ..... debt outstanding prior  t o  adoption of the 

tax limitation, and debt approved by 2/3 
of the voters, 

'lhc greater the population, the higher the 

dzievies a r e  limited to an increase of 10 
percent over tbc previous year's revenue. 

%p to 5 r f l l r  for  school construction, or  
for  lease pa]rrantr on buildings financed 
tbr- t b  irnw of revenue bonds. 

v p e  of limitation 

r 
bthod30f 

h t e  limit 

Sta te  and type8 of l ~ a  
~overnment lCitationl 

Provisions for  exceeding l i m i t  

ex 
Nuaber 

m i l l s  scope2 Rcnurkr Coverage5 
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Louisiana : .... ..... .... .*.. ... .... Parishes (counties).. C do... ..do.. 4 .... do All. Few... ... voteda. a ~ p  t o  5 m i l l s ,  each, fo r  s p e c i f i c  pur- ... . .  *.. .* *... .....*. .. Municipalities....... C .do.. .do.. 7-lob.. ..do,. All.. Few.. .doa.. poses, not t o  exceed 25 m i l l s  fo r  a l l  ... school d i s t r i c t s . .  C .... do... ..do.. S........ All...... All...... None..... .... doc.... bspecial  purposes. 
7 m i l l s ,  except 10 m i l l s  fo r  char ter  
c i t i e s  and c e r t a i n  other  c i t i e s .  

t o  7 m i l l s  f o r  school support, and 
another 5 mi l l s  fo r  school maintenance 
and repa i r ,  fo r  a maximum period of 10 
years. ............................................................. ~ a i h e  (no l imitat ions)  ;... 

S t a t e  and types of lo5al 

................................................................. Maryland (no l imitat ions)  

............................................................... Massachusetts (no l imitat ions)  

government c i t a t i o n  scope2 Method-'of mi l l s  coverage5 exclusion6 levies7 . - increases Remarks 

Type of l imi ta t ion  

1 

Michigan : .... .... ..... ... ..... A l l  taxing unitsa.. .. C Overall.. Rate.. lSb. All.. Al l .  Few.. ~ o t e d ~ . .  &arter 
Ci t ies ,  vi l lages ,  

char ter  townships, char ter  au thor i t i e s ,  o r  

char ter  counties, other  au thor i t i e s ,  the tax l imi ta t ions  of 

...... etc .  (see a). S Specific.  ..do.. 20~.... .. All... ... None.. ... (d)... ....... do.. ... which a r e  provided by char te r  o r  by gen- 
,era1 law. 
u18 mi l l s  i f  separate tax l imi ta t ions  f o r  
any county fo r  the townships and fo r  
school d i s t r i c t s  therein a r e  adopted by a 
majority of votexs. 

:~imited t o  50 mi l l s  and 20 years. 
Specified r a t e  l imi t s ,  ranging up t o  20 
m i l l s  a r e  provided outside the overa l l  
l i m i t s  depending upon type of loca l  un i t ,  
and existence of charter, In some in- 
B tances, addi t ional  l ev ies  fo r  spec ia l  
purposes a r e  permitted . 

Rate l i m i t  

Number 

Provisions fo r  exceeding l i m i t  
Debt 

s ~ r v i c e  
Specified 

purpose Approvedg 
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Cities................ 

Villages............., 
TOW~S~~PS............. 
School districts...... 

S ta te  and types of loea' 

..... Special d i s t r i c t s  

Type of llmi ta t ion  

..... . .... .... S Spectf ic .  Ute o r  ~arteus~.  General.. All.. Few.. None.. 
.arauat .... S .... do... Rate & 40 .... do ....  one^ Few ...... ....d o..... 
dol lar8 
per 
cap i ta  ... . .  .. .... ... ... S .do.. .do.. 35'. ........ .do.. ~ 1 1 ~ .  ~umerour. .do.. .... .... S do... Rate.. ~ a r i o u s d .  .... do  one^.^^. None..... ....do...-- 

s .... do... Dollars (e) .......... do .... All...... Pew...... .... do..... 
per 
cap i ta  
o r  per 
pupil 

s f .... do... Rate o r  Vrrbua  ..... do.... All...... Nmerow. .... do..... 
Irotmt. 

Rate l i m i t  

'5 m i l l s  i n  counties with population of 
100,000 or  greater.  For counties with 
l e s s  than 100,000 population the l i m i t  
is the greater  of (1) the amount produced 
by a levy of 15 mills, and (2) $125,000 
to $160,000, according t o  population. 

%ot applicable to  c i t i e s  operating under 
any special  law or  under any form of char- 
t e r ;  nor to  a 3d-class c i t y  contiguous to  
a c i t y  of the 1st-class  located i n  a 
d i f f e r e n t  county; nor to  a c i t y  of the 4th- 
c l a s s  located i n  a county containing a c i t y  
of the 1st-class. The maximum levy i n  a l l  
c i t i e s  is $54 per capi ta ,  including debt 
service, plus upward adjustments comnen- 
sura te  with increases i n  the BLS Consumer 
R i c e  Index. However, deficiency l e v i e s  fo r  
debt  service a r e  not limited. 

C ~ p p l i c a b l e  to vi l l ages  with assessed valua- 
t ion  of l e s s  than $500,000. For v i l l age8  
with assessed valuation of more than $500,000 
the maximum m i l l  r a t e  is 30 plus cost-of- 
l iv ing  increases, Additional millages a r e  
allowed for  specif ied purposes. For a l l  

dpurposes, the l i m i t  is $54 per capi ta .  
5 mills for  poor r e l i e f ;  25 m i l l s  f o r  road 
and bridge purposes; 5 mills f o r  road emer- 
gencies; and 5 or 10 m i l l s  fo r  other  pur- 
poses (not applicable t o  debt service). 
There i s  an overal l  l i m i t  of 17 m i l l s  when- 
ever 17  mills would produce $1,000 or  more 
of taxes per section. However, deficiency 
lev ies  fo r  debt service a r e  not included. 
C r a t e r  of $326 ($390 for  1970 and 1971) per  
resident  pupil plus debt service o r  $85 to 
$109 per capi ta ,  depending upon population, 
p l u  upward adfus tmenu carmensura t e  with 
fncreases i n  the BLS Conrumar R i c e  Induc. 
A school d b t r i c t  may exceed the l i m i t  by 
up to 5 percent subject  t o  holding r public 

Provisions fo r  exceeding l i m i t  

ex government l c i u t i o n l  
-r 4 m i l l s  Remarks  overage' scope2 \l(ethoddof 
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Type of l imi ta t ion  

Minnesota (Continued) 

S t a t e  and types of Joca 1 

Mississippi: 
Counties............. S ..... Municipalities.. S ... School d i s t r i c t s . .  S 

Rate l i m i t  

Number s ~ r v i c e  purpose Approvedg 

hearing on the proposed increase. 

Provisions f o r  exceeding l i m i t  
I I i 

government 1 ~ i  ta  t ion scope2 I ~ l e  thoddof m i l l s  1 coverage5 I exclusion{ levies7 1 increases 1 Remarks 

f ~ i m i t a t i o n s ,  when specif ied,  a r e  expressed 
i n  m i l l s ,  d o l l a r  amounts, o r  per cap i ta  
d o l l a r  amounts. 

Debt bpecif ied 1 

. ... .do.. Ute . .  6-12.. ....... do.. .. All.. .... Few.. .... (b). ....... aThe grea te r  the assessed valuation, the .... do... ..do.. 15....... .... do.... All...... Few...... None....... lower the l i m i t .  . .  ... .do.. .do.. 2!jC.. .... All.. ..... All.. .... Few.. .... Voted.. .... b ~ n  add i t iona l  2 mi l l s  may be levied by 
counties with an assessed value of l e s s  than 
$8,000,000, 1 m i l l  by counties with above 
$8,000,000, subject  t o  p e t i t i o n  f o r  an elec-  
tion.  or county school d i s t r i c t s ,  the difference 
between the minimum support program and 25 
mi l l s  o r  10 mi l l s  whichever produces t h e  
greater  amount; fo r  municipal school d i s -  
t r i c t s ,  the  difference between the minimum 
25 mi l l s ,  o r  15 mi l l s ,  whichever produces 
the g rea te r  amount. 

Missouri : b 3.5 m i l l s  i n  counties with over $300 mil l ion .... ............ .. ..... Counties C-S Specific. Bate.. 3.5-5.0.. General. All. Several.. Voted a assessed valuation; 5 mi l l s  i n  a l l  o ther  ...... m n i c i p a l i t i e s  C-s .... do... ..do.. IOC...... .... do.... AU...... ... do.... ....do'.... 
School d i s t r i c t s . .  .. C-s .... do.. . ..do.. 6.5-12.5~ .... do.. .. All .  ........ do.. ...... doe. ... bcounties. 

Limited f o r  4-year periods and, fo r  c i t i e s ,  .... .... ... Townships........... S do... ..do.. 2........ do.... All...... do.... None....... to  3 m i l l s .  
 he s t a t u t e s  impose a 5-mill l i m i t  on towns 
and vi l lages .  .St. Louis i s  permitted the 

d ~ u m  of municipal and county l imitat ions.  
School d i s t r i c t s  formed of c i t i e s  and towns 
including St. Louis, 12.5 mi l l s ;  other  dis-  
t r i c t s ,  6.5 m i l l s .  

e ~ o t e d  l ev ies  cannot exceed 3 times the bas ic  
r a t e  f o r  a 1-year period (2 years i n  c i t i e s  

fof 75,000 population o r  more). 
Provided t h a t  the combined township and 
county r a t e  may not exceed the const i tu-  
t iona l  l i m i t  es tabl ished fo r  county pur- 
poses. 
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(Continued) 

mtaru: 
C0untie1.. ............ 
xua ic ipa l i  tier.. ...... ...... School d i s t r i c t 8  

Nebrarka : ............. Countie8. 
I.o.................. ...... Xunicipali  tier.. ..... School d i r t r i c t r .  ............ TOYIU~~P.. 

Remarks 

..... ..... ...... .... do... Rate.. s........ A ~ L .  ~11.  one..... voted .. . . ..... ... .do.. .do.. 10- 12b.. General.. A l l c  ..... -tour. None.. ....... .... .... do... ..do.. -25-3od... A11 AllC..... None. (e)........ ...... ....... .... do... ..do.. 12f AU A~F..... ....d o... Voted...... .... do... ..do.. 8........ All....... Allc..... .... do... &me....... 

%epending on c l a s s  of county (population 
bsize).  

For c e r t a i n  spec i f i ed  purposes. 
'provided, thac c i t i e s  whose indebtedness 

equals  o r  exceeds the c o n s t i t u t i o n a l  l i m i -  
t a t i o n s ,  the maximum lev ies  f o r  general  
municipal and adminis t ra t ive  purposes 
s h a l l  be 15' m i l l s .  An a l l  purpose annual 
levy, no t  t o  exceed 65 m i l l s ,  i n  l i e u  of 
the mul t ip le  l e v i e r  now i n  ex i s t ence .  

&ndatory countywide l e v i e r  of 25 m i l l s  
f o r  elementary schools and 15 m i l l s  f o r  
high schools i n  connection with S t a t e  school 
foundation program. Where S t a t e  appropria- 
t ion r  a r e  not  s u f f i c i e n t  t o  fund the  foun- 
da t ion  program f u l l y ,  count ies  a r e  required 
t o  impose add i t iona l  l ev ie r  t o  make up f o r  
the def ic iency.  School d i s t r i c t s  auy levy 
add i t iona l  a w u n t s  (above the  foundation 
program) up t o  15 m i l l s  f o r  elementary 
rchoolr and 14 m i l l r  f o r  high rchools).  

S t a t e  and types of local 
government 

Provisionr f o r  exceeding l i m i t  

'Except f o r  se rv ic ing  debt incurred p r i o r  
t o  adoption of the c o n s t i t u t i o n a l  amend- 

bment, vo te r  approval is required. 
Based upon population s ize .  Ihe cons t i -  
t u t i o n a l  l i m i t s  a r e  s t a t e d  i n  terms of 
"actual value" of property,  but  the s t a t u -  
tory limits a r e  i n  terms of "assessed value" 
which i r  defined a s  35 percent of "actual" 
value. . 

;subject t o  voter  approval. 
25 m i l l r  f o r  l r t - c l a m  c i t i e s ,  30 aillr 
f o r  2d-class c i t i e s .  The c i t y  of Lincoln 
i r  permitted 9.75 rills and h h r ,  14.4 
m i l l r .  

'~ubjce t t o  voter  (55 percent) approval ,  the  
c i t y  of O u h a  a d  l r t -and 2d-class school 
d i s t r i c t s  m y  levy add i t iona l  t axe r ;  a 60- 

Rate l i m i t  

Appr?vedg 
inc rease r  

Number 
of rills 

Type of l i m i t a t i o n  
Debt kpec i f  ied  

c o v e r a d  1 Ci ta t ion  
yerv i c e  

exclur  iont 
purpose 

levies7 scope2 Method3 
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(Continued) 

New York: 
Counties............. C .... do. ... .do.. 15-20... ~ 1 1 ~ .  ..... All. ..... Pocw. .... (a). ........ NOTE: itate l imitat ions i n  New York apply 
~ ic ipa l i t i es . . . . . . .  C ... .do.. . .  .do.. 20C.. ... Alld.,  .... All.. ...... ..do.. . None.. ...... against  the average f u l l  value of r e a l  
Certain school dis- e s t a t e  for  the preceding 5 years. 

trictse... ......... C .... do.. . ..do.. 12.5-2of Allb.. .... All.. ........ do.. . voteds.. .... a The l i m i t  is 15 m i l l s ,  but i t  may be in- 
Villages............. C ....do... ..do.. 20...... All*...... All...... ....&... #ooc........ creased t o  20 mills by resolut ion of the 

county board of supervisor8 approved 
e i t h e r  by 2/3 of voters  o r  by simple 
a u j o r i t y  vote followed by a mandatory 

breferendua. 
c&ccluding c a p i t a l  construction. 
The l i m i t  f o r  New York City is 25 m i l l s  
(for cocnbined county, c i ty ,  and school 
purposes). For c i t i e s  with populations 
over 125,000, the l i m i t  includes taxes 

dfor schools. 
Excluding c a p i t a l  construction (but f o r  
New York City the amount of the c a p i k l  
improvement must be charged aga twt  the 
debt  l i m i t ) .  

e ~ c h o o l  d i s t r i c t s  that a r e  c o t e ~ n o u s  
with o r  par t ly  within c i t i e s  having less 
than 125,000 population. 
The basic r a t e  is 12.5 mills, but d i s t r i c t 8  
having higher r a t e s  p r io r  t o  1947 a r e  per- 
d t k d  t o  r e t a i n  t h e m ,  up t o  a 20-11513 
l i m i t .  

%oters may authorize addi  ti -1 levies ,  
a t  2.3 mills per elect ion,  up t o  20 
Ullr (cxclurive of c a p i t a l  inprwe- 
~ a t r ) .  

S ta te  and types of local 
government W r k r  

Type of l imitat ion Rate l i m i t  

Methodo c t o n  

Provisions f o r  exceeding l i m i t  

hmber 4 
of m i l l s  S C O ~ ~  

Debt pecif fed 
service 1':~:; Coveraims 

A P P ~ ~ V + ~  
increases 





(continued) 

North Dakota: 
Counties............. S Specific.  Rate.. 20 ...... General.. . All.. .... Numerous. voteda.. .... .up t o  50 percent i n  excess of l ega l  l i m i t s  
Cities............... S ... .do.. . .  .do.. 316.. ....... .do.. .. All.. ....... .do.. .... .do.. .... bfor 1 year. 
School districts..... S ... .do.. . .  .do.. 19-34c.. .... .do.. .. All.. ....... .do.. .... .dad.. ... Ci t ies  with populations over 5,000 may 
Civi l  townships...... S .... do... ..do.. 18....... All....... All...... .... do... .... do...... levy an addi t ional  0.05 mi l l s  per 1,000 
Park d i s  t r i c  t r  ....... S ... .do.. . .  .do.. 4e.. ..... All.. ..... All.. .... (c). ........ .dof.. ... persons over 5,000 up t o  33 m i l l s  and upon 

majority vote may increase maximum levy t o  
37  millr.  

any one school d i s t r i c t ,  the  r a t e  l i m i -  
t a t ion  is the sum of the individual r a t e s  
applicable t o  the spec i f i c  grades taught. 
The basic l i m i t  is 19 m i l l s ,  going up t o  
34 m i l l s  f o r  d i s t r i c t s  offer ing 4 years of 
high school. D i s t r i c t s  having over 4,000 
population and providing 4 years of high 
school may remove a l l  l imi ta t ions  with 

dapproval of a majority of the voters .  
Up t o  25 percent i n  excess of l ega l  l i m i t s ,  
provided t h a t  i f  60 percent of voter. 
apprwe,  up t o  75 percent i n  excess moq 
be levied. See a l s o  note (c) above. 

'plur another 4 mills f o r  the purchase of 
p i r p o r t  property. 
An add i t iona l  6 m i l l s .  

Ohio: A11 w i n g  ults. C-S Overall.. . .do.. 10.. ..... All.. ..... ~ 1 1 ~ .  .... Ma.. ...... .doC.. ... 'Excluding c i t i e s  with char te r s  permitting 
r a t e s  i n  excess of t h e i r  share of the 

b ~ v e r a l l  r a te .  
For rervicing debt authorized by the voters.  
'hxcr levied t o  service debt not  authorized 
by e lec t ion  must be approved by the voters.  

'subject t o  numerous provisions regarding 
purposes of l ev ies  and the machinery f o r  
obtainlag voter approval. 

Type of l imi ta t ion  Rate l i m i t  
I 

)* thodlof 
S t a t e  and type8 of loca' 

government 'IcitationL 
Number 

m i l l r  scope2 Remarks 

Rovl r ions  f o r  exceeding l i m i t  

Coverage5 
A~~r0vtd8 

increases 

Debt bpecif  ied 
rervice 

exclusion6 
purpose 
levies7 





; d d do' 
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TABU'C-4' --SmTE CONSTITUTIONAL AND SZ4TU'IDRY RESTRICTIONS ON LOCAL FWER 
TO RAISE PROPERTY TAX REVENUE, 1971 

%xar : 
@unties............. C ... .do.. . ..do.. . 8.. ...... ~ 1 1 ~ .  ..... hrthlb.  (a). ........ .doC.. ... 
Uunicfpalities: 

Nonchar t a r  (general 
law) ...om......... C ....do... ..do.*. 8 0 * 0 e d o o .  Allm.o..m. o o . d ~ ~ . ~ *   NO^..... Ilolu.0000000 . .  ... ...... .... Charter ( h m  rule) C-S ... .do.. .do.. . 15-25 All.. None.. ...... .do.. .... .do.. . .  ... ....... .... School d i s t r i c t s . .  .. C-S ... .do.. .do.. . l~~... All.. .do.. ..... .do.. ... ..do., 

00.. .. ... .... .... VL11ages ............ S do... do... 2.5...... All.....,. dowoo. do... do...... 

S t a t e  and types of loca: 
government 

Ut8h: 
Counties............ S .. ..do.. . .  .do.. . 16-18.. .. All.. ..... All.. .... Several.. .... do.. .... 
Municipalities 

(citiem) ........... S .... do... .. do... 35....... General.., All...... .......... do...... ....... School d i s t r i c t s  S .... do... (b) .... (b) ...... (b) All...... Id?... voted cd..... 
rms............... S .... do... Rate... 16....... General... All...... Several.. .... do ..... 

'~11 purposes, except an addi t ional  3 m i l l s  
m y  be levied f o r  farm-to-market roads. 

b ~ o r  debt service of bonds f o r  specif ied 
purposes including construction and improve- 
ment of roads, resetvoirs ,  duns, e tc .  

CExcept, i f  authorized by the leg i s la tu re ,  
voters  may approve a 1.5-mill tax f o r  roads. 

d ~ i t i e s  over 5,000 population may levy 25 
mi14s, unless t h e i r  charters  specify other- 
wise. 

eJunior college d i s t r i c t s  are a l so  pern i t -  
ted t o  levy a 10-mill tax. A l l  school 
to te r ,  howwer, a r e  subject to  majority 
voter  approval. 

* ~ o u n t i e s  with more than $20,000,000 assers-  
ed valuation a r e  permitted only l$ .mi l l s .  

b ~ c h o o l  d i s t r i c t s  must levy suf f ic ien t  taxes 
t o  support the S ta te  education program. A 
d i s t r i c t  may levy an additional t ax  t o  pro- 
vide f o r  an .mount up to  10 percent of the 
minimum basic  prograa. 
'An addit ional  10 m i l l s  is permitted f o r  

c a p i t a l  improvements, plus an addi t ional  
10 m i l l s  f o r  maintenance and operation, 

dboth subject  t o  voter  approval. 
A 4-mill addi t ional  tu is permitted, sub- 
ject t o  2/3 voter  approval. 

'Pype of l l n i k t i o a  

l k ~ t  (as u B f t 8 t h l 8 )  ..m.......m.......o....o........e...oo...................eo.......... 

Vir#iai .  (no 1Wt.tionr) ..................................................................... 

ci tat ion '  

Rate l i m i t  

 cop.^ NUJlhr 4 d l l s  Remarks 

Rovis ionr  f o r  exceedin8 l i m i t  
I 

I 
&thodoof coveranas 

Approvedg 
increasds 

Debt 
service 

exclusiond 

kpec i f ied  
purpose 
levies7 



TABLE C-4 --SaTE CONSTITUTIONAL AND SUTUTDRY RESTRICTIONS ON LOCAL POWER 
TO RAISE PROPERm TAX REVENUE, 1971 

Type of l i m i t a t i o n  I Rate l i m i t  Provisions f o r  exceeding l i m i t  

Washington: ... A l l  taxing unitsa. .  C Overall . .  Rate... ~2~ ...... Al l  ....... A11 ....... None ..... Voted ...... ' ~ x c e ~ t  por t  and publ ic  u t i l i t y  d i s t r i c t s .  
Counties. . . . . . . . . . . , . .  S  Specif ic .  . .do.. . 9'. ...... A l l . .  ..... All. .  ........ .do.. .... .do.. ... b ~ o  be reduced t o  21 m i l l s  beginning with 
Municipalit ies.  ....... S ... .do.. . .  .do.. . 7.5'. .... All. .  ..... All.. ........ .do.. .... .do.. ... l ev ies  made i n  1971. There is an addi- 
School d i s t r i c t s . . . . . .  S  .... do... .. do... 7'.... ... All....... All....... .... do... .... do..... t i ona l  s t a t u t o r y  d o l l a r  l i m i t  wi thin  the 
Special d i s t r i c t s . . . . .  S .... do... .. do... (d) ...... All....... All....... .... do... .... do..... ove ra l l  m i l l  l i m i t ,  which is  based upon in-  
Townships ............. S ..,. do... .. do... (e) ...... (e) ....... (e) ........ [e).. .... (e).... .... creases  i n  t h e  t ax  base (assessed value) .  

Subject t o  vo te r  authorized increases ,  the  
d o l l a r  amount by which a  levy may be in-  
creased is  r e s t r i c t e d  t o  an increase  
r e su l t ing  from llnormal" growth i n  the tax 
base ( i . e . ,  growth o the r  than tha t  r e s u l t -  
ing from an increase  i n  t h e  assessment 
r a t i o )  . 

p i t h i n  the  o v e r a l l  l i m i t .  
Numerous spec ia l  d i s t r i c t s  may levy taxes  
wibhin the  o v e r a l l  l i m i t s .  Note, however, 
t he  exception of por t  and publ ic  u t i l i t y  
d i s t r i c t s .  

e~ownships  share  on a  prorated b a s i s  &th  
other  junior  taxing j u r i s d i c t i o n s ,  in  the 
ava i l ab le  l ' f loatingll  mi l lage with amounts 
t o  6 m i l l s  i n  unincorporated areas .  

S t a t e  and types of local 
government 

West Virginia: 
A1 1 taxing u n i t s  
Counties........ 

Municipalit ies. .  
School d i s t r i c t s  

... . . ....... ... ...... C-S Overall.. . .do.. 5-2oa.. ~ 1 1 ~ .  ..... (b) None.. votedc.. 'A separate  o v e r a l l  r a t e  l i m i t  app l i e s  t o  . - ........ ..... .. S ..... ...... Specific.  ..do.. 1.430 All. .  None.. do.. doe.. each of 4 c l a s ses  of property,  and is 
5 .720~ .  apportioned by s t a t u t e  among the var ious  ..... .... .. ...... S ... .do.. . .  .do.. . 1 .25-sa. Al l . .  ........ .do.. .do.. .doC.. types of government, including the Sta te .  ...... S .... do... .. do... 2 . 2 9 ~ ~  Al l  ....... Al l  ........... do... .... do '.... Thus, of t h e 5 m i l l s  allowed on c l a s s  1  

(county-wide) 918a.. property,  munic ipa l i t i e s  a r e  cu r ren t ly  
a l l o t t e d  1.250 m i l l s ,  count ies  1.430 mi l l s ,  
school d i s t r i c t s  2.295 m i l l s ,  and the  S ta te  
0.025 m i l l .  The a l loca t ion  of the  r a t e s  
allowed the  o the r  3 c l a s ses  is i n  the  same 
proportion. The 4 c l a s s e s  are :  1--intangi- 
b l e  and a g r i c u l t u r a l  personal property; 11-- 
owner-occupied r e s i d e n t i a l  property and 
farm occupied and cu l t iva ted  by owners o r  
bona f i d e  tenants;  111--all  o the r  property 

-. - 

~ l e  thod 1 Cita t ion.  
Number 

of m i l l s  
Approved8 

increasds  Remarks 

Debt 'Specified 

scope2 coverage5 
se rv ice  

exclusion6 
purpose 
levies7 



TAELE'G-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER 
TO RAISE PROPERTY W X  REVENUE, 1971 

Type of l imitat ion 
I I 

West Virginia (continued) 

S t a t e  and types of local 
government 

'Wisconr in: 
Counties...... ......... S 
Municipalities., ....... S ....... School d i s t r i c t 8  

(no  limitation^)^ 
To~s................. S 
Villages.... ........... S 

Rate l i m i t  
I 

Wyoming : 
Countieq ............... C-S 
Do................... S 

Uunicipalities......... C 
School dis t r ic ts . .  ..... S 

Provisions fo r  exceeding l i m i t  
Debt bpecif ied 1 

, 
c i t a t i o n 4  scope2 Ilhthod' 

s i tuated outside municipalities; and IV-- 
a l l  other property s i tuated inside munici- 
p a l i t i e s .  

b ~ e b t  setvice fo r  school d i s t r i c t s  is 
excluded from the l imitat ions.  

C ~ c h o o l  d i s t r i c t s  may increase t h e i r  l ev ies  
by 100 percent fo r  a 5-year period; a l l  
other  governments may increase t h e i r  levies  
by 50 percent f o r  a 3-year period. 

..... ...... ..... ....... Specific. Rate... 10'. General... A l l  Few None .~xcept that  counties containing only one ....... ...... ... .do.. . .  .do.. . 3sb.. .do.. .. All.. .... Few.. .do.. ... town, and the towns i n  such counties, a re  
allowed a 15-mill l i m i t .  

b ~ x c e p t  a l i m i t  of only 11 m i l l s  fo r  M i l -  .... .... do... .. do... 108.. .... General... All..... .  Pew..... do..... waukee; municipalities including Milwaukee, ........... .. .... do... do... 10 do .... All  ...... Feu ..... votedd ..... which operate schools e r e  allowed addition- 
a l  ra tes  fo r  school purposes. 

C ~ c h o o l  d i s t r i c t  l imi t s  repealed by 1967 
legis lat ion.  

dAn additional 10 m i l l s  only. 

Nrrmber service &oaa Approvqdg 
of m i l l .  I m overage^ I exclusion4 levies7 1 increases 

.... do.. . ..do.. . 12.. ..... A l l . .  ..... All.. .... None.. .... ..do.. ... 'of which 3 mil l s  a r e  for  county schools. .. .... do... do... Up to eb. General... A l l  ...... Several. votede ..... b ~ h e  greater  the assessed valuation, the 
do... do... 8. All....... All...... None.... None....... lower the l i m i t .  .... .. .......... do... .. do... 1P::::::All ....... All  do.. Voted C ~ o r a y e a r ' s d u r a t i o n ,  a n a d d i t i o n a l  2-111111 .... ...... 

tax f o r  current.expenses is permitted. 
d ~ o r  grades 1 to  8, 11 m i l l s ,  and another 

7 m i l l s  f o r  high schools.. In addi t ion there 
is a mandatory countywide achool levy of 12 
m i l l s .  

Remarks 



TABLE C-4'  --SNTE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER 
TO RAISE PROPERTY TAX REVENUE, 1971 

Type of limitation Rate limit Provisions for exceeding limit 
? Debt Specified 

State and types of lqcal 1 Number 
service purpose Approved8 

government Citation scope2 Me thodm of mills coverageS exc lus iont levies7 increases Remarks 

 he citation for the limitations is either the State's constitution (C), statutes (S), or both (C-S). 

2 ~ h e  scope of the limitations is either overall (all taxing units) or specific (applicable only to a particular class of local government). 

3~he rate limitation method is comnonly used by States. Footnotes in this column refer to other methods (e.g., budgetary control) listed in the 
"Remarks" column. 

4 ~ h e  rate limitations listed here are shown as a number of mills per dollar of assessed valuation. 1 mill is the equivalent of $1 per $1,000 or 10 
cents per $100 of assessed valuation. Per capita limitations and other forms are shown in the "Remarks" column. 
5Typically the rate limitations apply to general purpose8 (usually signifying current expense levies, general revenue levies, corporate levies, and 
the like). The "all" designation, where applicable, includes all purposes except as noted in the column headed "Provisions for exceeding limits-- 
specified purpose levies." 
6~he exclusion of debt service from the limitations may be partial or complete (listed here as "all"). Partial exclusions are explained in the 
"Remarks" column. The designation "none" in this column indicates that debt service is included within the limitations. 
7~or those taxing units with only general purpose coverage of the limitations', an entry in this column shows the relative degree to which additional 
tax levies for special purposes are provided: few, several, and numerous, ranging from only 1 to many. 
'~ntries in this column indicate whether local jurisdictions are authorized to exceed the general limitations by referendum (voted), or by some cther 
means as noted in the "Remarks" column, 

Note: This tabulation presents data pertaining to State-imposed property tax limitations'on counties, municipalities, and school districts in.seffect 
as of mid-1971. In some instances the available data also permit the listing of property tax restrictions on other classes of local units and special 
districts. 

Source: Advisory Commission on Intergovernmental Relations. 
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TABLE 1 
STATE AND LOCAL GENERAL REVENUE FROM OWN SOURCES-PERCENTAGE INCREASE 

1942 to 1969 and 1953 to 1969 
(Dolhr amounts in millions) 

1 State and local m e r a l  revenue Percentage increase 
.Stater 

G EORG l A 
HAWAII 
IDAHO 
lLLlNOlS 
INDIANA 

from own sources 

UNITED STATES, TOTAL 

ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 
CALIFORNIA 

COLORADO 
CONNECTICUT 
DELAWARE 
DIST. OF COLUMBIA 
FLORIDA 

IOWA 
KANSAS 
KENTUCKY 
LOUISIANA 
MAINE 

1969 1 1953 1942 

MARY LAND 
MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 

$94,748.4 

1,121.8 

826.2 
584 .O 

12822.1 

1,052.0 
1,394.4 
280.7 
386.6 

2,739.6 

- 

MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 
NEW HAMPSHIRE 

NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTHDAKOTA 

$24,442.8 

288.3 

148.2 
169.8 

2,587.4 

263.7 
339.9 
51.7 
122.7 
51 5.6 

$9,560.2 

94 .O 

40.4 
65.5 
7W.1 

94.9 
153.2 
17.2 
50.6 
136.3 

SOURCE: U.S. Census of Governments data. 

OHIO 
OKLAHOMA 
OREGON 
PENNSY LVANIA 
RHODE ISLAND 

SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
TEXAS 
UTAH 

VERMONT 
VIRGINIA 
WASHINGTON 
WEST VIRGINIA 
WISCONSIN 
WYOMING 

4,195.7 
1,022.4 
1,024.9 
4,738.6 
402.7 

785.6 
301.8 

1,283.7 
4,085.6 
442.5 

198.4 
1,796.0 
1,844.5 
602.1 

2,262.2 
195.7 

1,175.3 
334.8 
287.2 

1,373.2 
117.1 

252.9 
1 08.2 
330.6 

1 $08 1.3 
111.5 

54.4 
38 1.9 
481.8 
195.3 
636.6 
60.5 

493.1 
127.2 
91.1 
711.5 
52.5 

81.3 
49.5 
117.1 
318.8 
41.4 

23.8 
132.1 
156.1 
94.6 
266.8 
20.8 



TABLE 2 

STATE GENERAL REVENUE FROM OWN SOURCES-PERCENTAGE INCREASE 
1942 t o  1969 and 1953 to 1969 

(Dollar amounts in  millions) 

I State general revenue from own sources Percentage increase 

ALASKA 
ARIZONA 
ARKANSAS 
CALIFORNIA 

COLORADO 
CONNECTICUT 
DELAWARE 
DISTRICT OF COLUMBIA 
FLORIDA 

GEORGIA 
HAWAII 
IDAHO 
ILLINOIS 
INDIANA 

IOWA 698.1 189.3 79.1 
KANSAS 483.7 153.7 49.5 
KENTUCKY 778.6 149.5 59.2 
LOUISIANA 1,044.9 340.2 92.9 
MAINE 196.0 64 .O 25.2 

MARYLAND 1,001.7 186.4 53.8 
MASSACHUSETTS 1,390.6 340.7 130.1 
MICHIGAN 2,640.1 649.2 207.2 
MINNESOTA 1,112.6 274.3 1 16.5 
MISSISSIPPI 482.6 124.2 46.4 

MISSOURI 820.7 219.8 88.1 
MONTANA 147.3 49.2 18.1 
NEBRASKA 29 1.4 74.2 27.8 
NEVADA 144.6 20.3 5.2 
NEW HAMPSHIRE 112.0 32.9 15.6 

NEW JERSEY 1,418.5 226.3 109.2 
NEW MEXICO 340.1 96.3 23.9 
NEW YORK 6,057.4 1 ,I 89.0 507.3 
NORTH CAROLINA 1,187.2 31 5.1 109.2 
NORTH DAKOTA 183.5 69.2 29.7 

OH I0 1,874.2 534.6 239.8 
OKLAHOMA 638.4 223.9 80.1 
OREGON 518.2 146.3 41.9 
PENNSY LVAN l A  2.527.8 656.7 306.1 
RHODE ISLAND 239.7 60.1 18.5 

SOUTH CAROLINA 551.6 175.8 50.3 
SOUTH DAKOTA 134.6 47.5 20.7 
TENNESSEE 731.7 196.6 58.4 
TEXAS 2,128.6 536.5 157.4 
UTAH 262.2 57.8 22.7 

VERMONT 124.0 29.3 12.0 
VIRGINIA 1,106.9 227.0 79.8 
WASHINGTON 1 ,I 50.9 298.1 97.6 
WEST VIRGINIA 41 1.9 134.4 61 -0 
WISCONSIN 1,286.9 279.5 122.1 
WYOMING 108.8 33.1 9.6 

SOURCE: U.S. Census of Governments data. 



TABLE 3 

LOCAL GENERAL REVENUE FROM OWN SOURCES-PERCENTAGE INCREASE 
1942 to 1969 and 1853 to 1969 

(Dollar mounts in millions) 

- -- 

MARY LAND 
MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 

s 

States 

UNITE 0 STATES, TOTAL 

ALABAMA 
ALASKA 
ARIZONA 
ARKANSAS 
CALIF ORNfA 

COLORADO 
CONNECTICUT 
DELAWARE 
OIST. OF COLUMBIA 
FLORIDA 

GEORGIA 
HAWAII 
IDAHO 
ILLINOIS 
INDIANA 

IOWA 
KANSAS 
KENTUCKY 
LOUISIANA 
MA IN E 

MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 
NEW HAMPSHIRE 

- 

Percentage increase own sources 

1942 

$5,286.3 

36.6 

14.4 
21.6 

396.6 

50.9 
90.1 
5.4 

50.6 
"71 .O 

52.4 

20.3 
392.3 
1 13.9 

97 .O 
66.1 
48.0 
52.3 
29.1 

Local 
I 

1969 

$46,679.2 

430.8 

331.2 
21 5.6 

6,883.7 

527.9 
730.0 
78.1 

386.6 
1,315.8 

734.4 

122.1 
2,714.6 
1 ,OSS.l 

653.6 
550 .O 
392.2 
502.2 
1 63.4 

7 -  

NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTH DAKOTA 

OH I0 
OKLAHOMA 
OREGON 
PENNSY LVANlA 
RHODE lSLANO 

SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
TEXAS 
UTAH 

VERMONT 
VIRGINIA 
WASHINGTON 
WEST VIRGINIA 
WISCONSIN 
WYOMlNG 

SOURCE : U.S. Census of Governments data. 

general revenue from 

1953 

$1 2,692.6 

105.9 

60.2 
58.4 

1,350.6 

135.3 
183.7 
14.4 

122.7 
246.5 

I 69.4 

50.6 
800.7 
299.6 

259.4 
171.1 
119.9 
120.7 
63.9 

1,987.1 
132.6 

6,414.7 
534.1 
138.1 

2,321.5 
384 .O 
506.7 

2.21 0.8 
162.9 

234 .O 
167.2 
552 .O 

1,957.0 
180.3 

74.5 
689.1 
693.6 
190.2 
975.3 

86.9 
1 

606.8 
27.7 

2,067.4 
142.1 
49.9 

640.7 
110.9 
140.9 
716.5 
57.0 

77.0 
60.7 

134.0 
544.7 
53.7 

25.1 
1 54.9 
183.7 
60.9 

357.2 
27.4 

268.7 
8.3 

1,oOo.Z 
54.7 
28 .O 

253.3 
47.3 
49.2 

405.4 
33.9 

31 .O 
28.8 
58.7 

161.4 
18.6 

1 1.8 
52.3 
58.6 
33.6 

144.7 
1 1.3 



TABLE 4 
PER CAPITA STATE AND LOCAL GENERAL REVENUE FROM OWN SOURCES 

1942, 1953 and 1969 

States 

ARIZONA 488.03 166.14 77.07 533.2 193.7 
ARKANSAS 1 292.72 1 93.90 I 33-10 1 784.4 
CALIFORNIA 659.46 212.84 98.78 567.6 

UNITED STATES, TOTAL 

ALABAMA 

COLORADO 1 500.94 1 183.13 1 85.26 1 487.5 1 173.5 1 1 0 6 d  119 1 119 

1 Per Capita State and local 
general revenue Percentage increase 

from own sources 

CONNECTICUT 
DELAWARE 
DIST. OF COLUMBIA 
FLORIDA 

-- 

Per capita 
as percent of 
U.S. average 

$471.75 

31 7.71 

GEORGIA 
IDAHO 
ILLINOIS 
INDIANA 

IOWA 
KANSAS 
KENTUCKY 
LOUISIANA 
MAINE 

$154.40 

93.65 

MARY LAND 
MASSACHUSETTS 
MICHIGAN 
MINNESOTA 
MISSISSIPPI 

MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 
NEW HAMPSHIRE 

NEW JERSEY 
NEW MEXICO 
NEW YORK 
NORTH CAROLINA 
NORTHDAKOTA 

$71.39 

31.98 

OHIO 
OKLAHOMA 
OREGON 
PENNSY LVANlA 
RHODE ISLAND 

SOUTH CAROLINA 
SOUTH DAKOTA 
TENNESSEE 
TEXAS 
UTAH 

560.8 

893.5 

VERMONT 451.98 
VIRGINIA 
WASHINGTON 542.18 
WEST VIRGINIA 331.00 
WISCONSIN 534.40 
WYOMING 61 1.50 

SOURCE: U.S.Census of Governments data. 
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I n  December 1971 a r e l u c t a n t ,  agonized,  and b i t t e r l y  
d iv ided  Ohio General Assembly enac ted  t h a t  s t a t e  ' s f i r s t  
s t a t e  t a x e s  on pe rsona l  and corpora te  income. The f i n a l  
a c t i o n  came a f t e r  almost  n ine  months of deba te  and nego- 
t i a t i o n  w i th in  t h e  l e g i s l a t u r e .  I t  ended s i x  months o f  
piecemeal  i n t e r i m  f inanc ing  t o  which t h e  s t a t e  was fo r ced  
t o  r e s o r t  whi le  t he  l e g i s l a t u r e  groped i t s  way toward agree-  
ment on a s t a t e  budget  and on t h e  t a x e s  t o  f i nance  it. 

I n  t ak ing  t h e  plunge i n t o  t h e  p o l i t i c a l l y  t r eacherous  
wa te r s  of  income t a x a t i o n ,  t h e  109 t h  Ohio General  Assembly 
brought  t o  an end a pe r iod  o f  almost  40 yea r s  i n  which no major 
t a x  s t r u c t u r e  r e v i s i o n s  had been enacted .  The s t r u c t u r e  of  
Ohio s t a t e  and l o c a l  t a x a t i o n  d i d  of  course  evo lve  dur ing  t h i s  
pe r i od ,  changing shape i n  s e v e r a l  fundamental ways. The muni- 
c i p a l  income t a x ,  f o r  example, r o s e  i n  t h e  1950 's and 1960 ' s  
t o  a f i s c a l  prominence matched i n  few o t h e r  s tates .  Proper ty  
t axes  a l s o  went h ighe r  and h ighe r ,  and r a t e s  o f  e x i s t i n g  s t a t e  
t ax e s  w e r e  inc reased ,  some s e v e r a l  t i m e s .  But t h e s e  changes 
were g radua l  and almost  impe rcep t i b l e ,  and few of them came 
about  a s  a r e s u l t  o f  o v e r t  l e g i s l a t i v e  a c t i o n .  Those t h s t  
d i d  involved only  incrementa l  i n c r e a s e s  o f  r a t e s  o r  ex t ens ions  
o f  coverage i n  e x i s t i n g  s t a t u t e s .  I t  could f a i r l y  be s a i d  
t h a t  t h e  1971 t a x  program was t h e  f i r s t  major t a x  l e g i s l a t i o n  
enac t ed  i n  Ohio s i n c e  t h e  adoption o f  t h e  s t a t e  s a l e s  t a x  i n  
1935. 

THE EVOLUTION OF TAX REFORM AS A PUBLIC POLICY ISSUE 

The 1971 t a x  r e v i s i o n  d i d  n o t  b u r s t  on t h e  scene  suddenly 
and unheralded.  Only those  .who w e r e  t o t a l l y  i gno ran t  o f  f i s c a l  
a f f a i r s  and t h o s e  who determinedly r e fu sed  t o  f a c e  r e a l i t y  could  
have f a i l e d  t o  recognize  t h e  inexorab le  f o r c e s  working toward 
t a x  s t r u c t u r e  r e v i s i o n  cen te red  on pe rsona l  and co rpo ra t e  income 
t ax e s .  The a c t i o n s  of  t h e  l e g i s l a t u r e  i n  1971 were t h e  culmi- 
n a t i o n  of  f i s c a l  and p o l i t i c a l  f o r c e s  t h a t  had been a t  work 
s i n c e  a t  l e a s t  a s  f a r  back a s  World War 11. 

During t h e  Second World War Ohio, l i k e  t h e  o t h e r  s t a t e s ,  
enjoyed a f i s c a l  i d y l l  t h a t  has n o t  been exper ienced s i n c e .  
Spurred by wartime economic growth and i n f l a t i o n ,  t h e  flow o f  
revenues f a r  ou t r an  expend i tu res ,  which w e r e  h e l d  down by 
sho r t ages  of  m a t e r i a l s  and l a b o r .  Unprecedented su rp lu se s  
accumulated. Tax r a t e s  could o f  course  have been reduced,  bu t  
l e g i s l a t o r s  and a d m i n i s t r a t o r s  a l i k e  a n t i c i p a t e d  t h a t  t h e  
postwar y e a r s  would be  a time of  ca tch ing  up on f a c i l i t i e s  
andsprograms t h a t  had been de f e r r ed  f i r s t  by a decade of de- 
p r e s s i o n  and then by t h e  war. 

A t  t h e  s t a r t  o f  t h e  1948 f i s c a l  y e a r  t h e  s t a t e  he ld  an 
accumulated gene ra l  fund s u r p l u s  of  about $216 m i l l i o n .  
During t h e  ensuing decade t h i s  s u r p l u s  was g r adua l l y  e a t e n  
up. I n  on ly  2 of t h e  10 f i s c a l  yea r s  spanning t h e  pe r iod  



Ju ly  1, 1947 t h r u  June 30, 1958, was t h e r e  a g e n e r a l  fund 
s u r p l u s .  The cumulative d e f i c i t  f o r  t h e  decade was n e a r l y  
$200 m i l l i o n .  The s t a t e  obviously  d i d  u t i l i z e  t h e  wartime 
s u r p l u s  t o  expand postwar programs beyond ' t h e  l e v e l  made 
p o s s i b l e  by e x i s t i n g  t axe s .  V i e w s  may d i f f e r  on whether o r  
n o t  t h i s  p o l i c y  was f i s c a l l y  " r e spons ib l e .  " I n  any ca se ,  
i t  had t h e  un fo r tuna t e  e f f e c t  o f  obscur ing t h e  f a c t  t h a t  
t h e  s t a t e  was l i v i n g  beyond i t s  means. I t  al lowed t h e  
people of  Ohio t o  become l u l l e d  i n t o  t h e  conv ic t ion  t h a t  f i s c a l  
conservat ism was synonymous wi th  avoidance o f  t a x  i n c r e a s e s  and 
t h a t  revenues genera ted  by economic growth would, wi th  p ruden t  
management, su f  £ i ce  i n d e f i n i t e l y  t o  m e e t  t h e  s t a t e  I s  needs. 

While t h e  s t a t e  government was l i v i n g  p a r t l y  on the 
wartime f i s c a l  s u r p l u s ,  l o c a l  governments gene ra l l y  enjoyed 
no such cushion.  Mun ic ipa l i t i e s  w e r e  f i r s t  t o  exper ience  
t h e  squeeze. Tackling t h e  backlog o f  c u r r e n t  and c a p i t a l  
expend i tu res  under cond i t i ons  o f  postwar p r i c e  i n f l a t i o n ,  
many Ohio c i t i e s  soon w e r e  fo rced  t o  seek a d d i t i o n a l  t axe s .  

The i r  s i t u a t i o n  was i d e n t i c a l  t o  t h a c  faced by c i t i e s  
through t h e  na t i on ,  b u t  wi th  two s i g n i f i c a n t  excep t ions .  F i r s t ,  
under Ohio ' s  c o n s t i t u t i o n a l  l i m i t  o f  10 m i l l s  on t h e  aggregate  
p roper ty  l evy ,  c i t ies  along w i th  o t h e r  t a x i n g  u n i t s  w e r e  r equ i r ed  
t o  go t o  t h e  e l e c t o r a t e  f o r  approval  o f  any "ou t s i de"  mi l l age .  
Most o f f i c i a l s  , e s p e c i a l l y  i n  t h e  l a r g e r  c i t i es ,  became convinced 
t h a t  e f f o r t s  t o  ga in  v o t e r  approval  of  f u r t h e r  i n c r e a s e s  i n  
municipal  p roper ty  t axe s  would be  f u t i l e .  The second d i f f e r e n c e  
was t h a t  under Ohio 's unique "pre-emption" d o c t r i n e 1  l o c a l  
governments w e r e  c o n s t i t u t i o n a l l y  forbidden t o  impose any t a x  
a l ready  used by t h e  s t a t e .  The e f f e c t  was t o  block ci t ies  from 
enac t i ng  l o c a l  "piggy-back" s a l e s  t axe s ,  a movement t h a t  took 
r o o t  i n  s e v e r a l  o t h e r  states a t  about  t h a t  t i m e .  

Prevented  by t h e  10-mil l  l i m i t  from ga in ing  a d d i t i o n a l  
p roper ty  t a x  revenues,  and by t h e  pre-emption d o c t r i n e  from 
supplemental  s a l e s  t a x e s ,  Ohio cities began t o  t u r n  t o  t h e  one 
major revenue source  l e f t  open t o  them--the munic ipal  income tax .  
S t a r t i n g  wi th  Toledo i n  1946 t h e  number of  Ohio m u n i c i p a l i t i e s  
l evy ing  such t axe s  ha s  grown t o  more than 300 by 1971. The 
s i g n i f i c a n c e  o f  t h i s  movement t o  t h e  p rocess  o f  t a x  reform can 
s ca r ce ly  be  exaggera ted .  A s  t h e  c i t ies  acqu i red  a ve s t ed  
i n t e r e s t  i n  t h e  income t a x ,  they formed a powerful b loc  i n  
oppos i t i on  t o  s t a t e  e n t r y  i n t o  t h e  f i e l d ,  Many people  thought  

 h he j u d i c i a l  d o c t r i n e  o f  pre-emption ho lds  t h a t  t h e  s t a t e  
l e g i s l a t u r e ,  i n  adopt ing any form of  t a x ,  imp l i e s  i t s  i n t e n t i o n  
t o  e x e r c i s e  i t s  c o n t r o l  ove r  l o c a l  t a x i n g  a u t h o r i t y  s o  as t o  
p r o h i b i t  l o c a l  t a x e s  on t h e  same o r  a  s i m i l a r  s u b j e c t  wi thou t  
express  a u t h o r i z a t i o n  of  t h e  l e g i s l a t u r e .  



t h a t  t h e  pre-emption d o c t r i n e  would r e q u i r e  t h a t  i f  t h e  s t a t e  
were t o  e n a c t  any form of  income tax, t h e  munic ipal  t axe s  would 
of n e c e s s i t y  f a l l .  Even i f  t h i s  concern is groundless ,  a s  most 
now ag ree ,  c i t ies  would neve r the l e s s  be  a t  a  d isadvantage  i n  
competing a g a i n s t -  t h e  s t a t e  f o r  revenues from t h i s  source .  

By t h e  mid-1950's it became e v i d e n t  t h a t  t h e  f r e e  r i d e  t h e  
state had been en joying w a s  coming t o  an end. I n  1956, w i t h  
t h e  e l e c t i o n  o f  5-term (10 y e a r s )  Governor Frank J, Lausche 
t o  the U.S. Senate ,  Republican C. W i l l i a m  O I N e i l l  ga ined t h e  
governorship .  Facing t h e  a l t e r n a t i v e s  o f  a u s t e r i t y  o r  i n -  
c r ea sed  s t a t e  t a x e s ,  t h e  governor and t h e  l e g i s l a t u r e  chose 
t h e  former,  thereby main ta in ing  t h e  s t a t u s  quo f o r  2 more y e a r s ,  

The D iSa l l e  Era  

I n  1958, t h e  ~ e m o c r a t i c . p a r t y  scored  one o f  i t s  rare sweeps 
i n  normally Republican Ohio. P a r t l y  as a r e s u l t  o f  a s t r a t e g i c  
b lunder  i n  p l a c i n g  a "right-to-work" i s s u e  on t h e  November 
b a l l o t ,  t h e R e p u b l i c a n s l o s t  t h e  governorship  t o  Michael V. 
D iSa l l e ,  a long  w i th  c o n t r o l  of  bo th  houses i n  t h e  General As -  
sembly and John W. B r i c k e r l s  s e a t  i n  t h e  U. S. Senate .  The 
e l e c t i o n  demonstrated t h e  p o l i t i c a l  power of  o rgan ized  l a b o r  
when aroused from i t s  l e t h a r g y  by a clear t h r e a t  t o  i t s  
i n t e r e s t s .  

Taking o f f i c e  i n  January 1959 a s  Ohio ' s  f i r s t  4-year-term 
Governor, DiSa l l e  encountered t h e  s a m e  choice-whether t o  l i v e  
w i th  a u s t e r i t y  o r  t o  break what had now become a t r a d i t i o n  by 
seek ing  i nc r ea sed  s t a t e  t a x e s .  Unlike h i s  p redecessors ,  D iSa l l e  
p r e sen t ed  t h e  General Assembly w i th  a  s i g n i f i c a n t l y  en l a rged  
budget t o  b e  f inanced  by a v a r i e t y  o f  changes i n  e x i s t i n g  t a x e s .  
The key revenue proposal  w a s  t o  broaden t h e  ba se  o f  t h e  3% 
retail sales and u se  t a x  by (a) i nc lud ing  a v a r i e t y  o f  pe r sona l  
s e r v i c e s  and (b)  narrowing t h e  e x i s t i n g  " d i r e c t  use"  exc lus ion  
t h a t  removed many bus iness  purchases  from t h e  t a x  base .  Other  
e lements  inc luded  i n c r e a s i n g  rates o f  t h e  co rpo ra t i on  f r a n c h i s e  
t a x  ( l e v i e d  on corpora te  n e t  worth) and t h e  c i g a r e t t e  t a x ,  and 
i n c r e a s i n g  t h e  mark-up on l i q u o r  s o l d  through t h e  s t a t e  l i q u o r  
monopoly. 

~ e s p i t e  c o n t r o l  by h i s  p a r t y  o f  bo th  houses i n  t h e  
General Assembly, Governor DiSa l l e  was unable t o  ga in  en- 
actment  o f  h i s  t a x  program. The s ' a l es  t a x  broadening 
proved e s p e c i a l l y  unpopular.  I n  t h e  f i n a l  a n a l y s i s  t h e  
l e g i s l a t u r e  went on ly  s o  f a r  as' t o  add two c e n t s  t o  t h e  
c i g a r e t t e  tax ( r a i s i n g  it from 3 t o  5 c e n t s  p e r  pack) and 
t o  r a i s e  t h e  f r a n c h i s e  t a x  from one t o  t h r e e  m i l l s  p e r  
d o l l a r  of n e t  worth. The l i q u o r  mayk-up was a l s o  i nc r ea sed .  

I n  t h e  'second biennium of  h i s  4-year t e r m ,  f a c i n g  a 
Republican l e g i s l a t u r e  , t h e  governor submit ted  a budget  
r e q u i r i n g  a d d i t i o n a l  t a x  revenues b u t  con t a in ing  no s p e c i f i c  
p roposa l s .  I n s t e a d  he  i n d i c a t e d  h i s  w i l l i n g n e ~ s  t o  s i t  
down wi th  l e g i s l a t i v e  l e a d e r s  t o  fash ion  a b i p a r t i s a n  t a x  



program. The Republican l e ade r sh ip  would have nothing o f  
t h a t  and i n s t e a d  pared t h e  budget t o  s t a y  w i th in  revenue 
from e x i s t i n g  sources .  

DiSa l l e  pa id  dea r l y  f o r  having v i o l a t e d  Ohio ' s  
no-tax-increase t r a d i t i o n .  I n  November 1962 "High-Tax Mike, It 

a s  h i s  opponents tagged him, was resoundingly de f ea t ed  by 
James A .  Rhodes, whose promise t o  Ohioans was "no new o r  
i nc r ea sed  t axe s . "  The l e s son  w a s  c l e a r  f o r  a l l  t o  see, t h a t  
t h e  people  of  Ohio do n o t  look k ind ly  on t h e  p o l i t i c a l  l e a d e r  
who da r e s  t o  raise t axe s .  

The Rhodes F i s c a l  Po l i cy  - 
Having committed himself  t o  ho ld  t h e  l i n e  on t a x e s ,  

Governor Rhodes faced t h e  c l a s s i c  p o l i t i c a l  dilemma o f  
meeting p u b l i c  s e r v i c e  needs and fash ion ing  a d i s t i n c t i v e  
"program" wi thou t  spending more money than could  be r a i s e d  
from e x i s t i n g  sources .  That  t h e  Governor was a b l e  t o  r i d e  
o u t  t h i s  dilemma through 8 yea r s  o f  p o p u l a r i t y  must be  a t t r i b u t e d  
p a r t l y  t o  good fo r t une ,  p a r t l y  t o  i ngenu i t y ,  and p a r t l y  t o  
bal lyhoo.  

The good fo r t une  cons i s t ed  of  t h e  economic recovery  of  
t h e  s i x t i e s ,  which gave Ohio a r a t e  of  growth above t h e  
n a t i o n a l  average and swel led  t h e  revenue flow accordingly .  I n  
c o n t r a s t ,  t h e  economic weakness of  1959-61 had con t r i bu t ed  
much t o  t h e  f i s c a l  problems o f  t h e  DiSa l l e  admin i s t r a t i on .  

There w e r e - s e v e r a l  elements  o f  ingenu i ty  i n  t h e  Rhodes 
f i s c a l  program. One was t o  r e s o r t  t o  borrowing f o r  f inanc-  
i n g  o f  f unc t i ons  t h a t  had p rev ious ly  been handled f o r  t h e  most 
p a r t  on a pay-as-you-go b a s i s .  The admin i s t r a t i on  proposed, and 
t h e  v o t e r s  approved, a $250 m i l l i o n  bond i s s u e  f o r  "pub l i c  
works" i n  1963, a $500 m i l l i o n  highway bond i s s u e  i n  1964, 
a $290 m i l l i o n  i s s u e  i n  1965 f o r  "Development Revenue," and a 
$759 m i l l i o n  i s s u e  f o r  "pub l i c  c a p i t a l  improvements" (highway 
and othe'r) i n  1968. 

I t  would be ha rd  t o ' m a i n t a i n  t h a t  t h e r e  was anything 
f i s c a l l y  unsound about  t h i s  p o l i c y .  The succe s s ive  bond i s s u e s  
s t i l l  l e f t  Ohio wi th  a low s t a t e  deb t  i n  r e l a t i o n  t o  t h e  s i z e  
of  t h e  s t a t e ' s  economy. And borrowing i s  u n i v e r s a l l y  recog- 
n i zed  a s  a sound and prudent  way t o  f inance  c a p i t a l  improve- 
ments. Y e t  t h e i r  e f f e c t ,  a s  wi th  a l l  bond i s s u e s ,  was t o  
encumber f u t u r e  revenues t o  provide  immediately c a p i t a l  f a c i l i t i e s  
t h a t  o the rwise  would have had t o  wa i t .  I n  t i m e  it a l s o  p laced  
i nc r ea sed  demands on c u r r e n t  revenues t o  o p e r a t e  and mainta in  
t he se  new c a p i t a l  f a c i l i t i e s  a s  they came on l i n e .  And it 
allowed Ohio v o t e r s  t o  cont inue  on i n  t h e  happy b e l i e f  t h a t  
a d d i t i o n a l  p u b l i c  s e r v i c e s  and f a c i l i t i e s  could be provided 
a t  no a d d i t i o n a l  c o s t  i n  t axe s .  

Another element o f  i ngenu i t y  i s  found i n  t h e  g radua l ,  
a l m s  t impercep t ib le ,  r e i n t e r p r e t a t i o n s  of  t h e  "no new t a x e s "  



po l i cy .  Very e a r l y  it became e v i d e n t  t h a t  i n  an economy 
of r ap id ly  growing p u b l i c  s e r v i c e  demands a hold- the- l ine  
po l i cy  a t  t h e  s tate  l e v e l  h a s  t h e  e f f e c t  of  s h i f t i n g  a 
l a r g e r  p a r t  o f  t h e  s t a t e - l o c a l  f i s c a l  burden t o  l o c a l  govern- 
ments. I t  amounts t o  f o r c i n g  l o c a l  governments t o  r a i s e  r a t e s  
o f  t axe s  s u b j e c t  t o  t h e i r  con t ro l - - in  Ohio, t h e  p rope r ty  t a x  
and t h e  municipal  income t a x .  Both revenue sources  s h o t  up 
dur ing  t h e  1 9 6 0 9 s ,  though f e w  Ohioans recognized t h i s  as a 
d i r e c t  consequence o f  s t a t e  f i s c a l  po l i cy .  

By 1967, a t  t h e  s t a r t  o f  Governor Rhodes ' second t e r m ,  
it was e v i d e n t  t h a t  some mod i f i c a t i ons  must be  made. The 
program t h a t  was decided on by t h e  Governor and h i s  p a r t y ' s  
l e a d e r s h i p  i n  t h e  General Assembly, and subsequently 
enac ted ,  au tho r i zed  a v a r i e t y  of  pe rmiss ive  l o c a l  t axe s ,  
i nc lud ing  a "piggy-back" county s a l e s  t a x ,  a  h o t e l  and 
motel room t a x ,  an au to  l i c e n s e  t a x  and a t a x  on u t i l i t y  b i l l s .  
I t  was argued t h a t  t h e s e  t axe s ,  be ing o p t i o n a l  and l o c a l ,  d i d  
n o t  v i o l a t e  t h e  no-new-s t a t e - t a x e s  p ledge.  

Two yea r s  l a t e r ,  a s  t h e  budget was being p repared  f o r  
t h e  l a s t  biennium o f  t h e  Rhodes a d m i n i s t r a t i o n ,  t e n t a t i v e  
d i s c us s ion  was g iven t o  t h e  i d e a  of  county income t a x e s ,  
e i t h e r  o p t i o n a l  o r  mandatory. E i t h e r  would t a k e  some p r e s s u r e  
o f f  t h e  s t a t e  gene ra l  fund,  and t h e  r e s u l t i n g  t axe s  
could b e  termed l o c a l  r a t h e r  than  s tate  t axe s .  Never- 
t h e l e s s  t h e  i d e a  was dropped when t h e  Governor asserted h i s  
cont inued f i r m  oppos i t i on  t o  any form of income t a x .  

Many t h i n g s  contr ibGted t o  t h e  success  of  t h e  no-new- 
tax p o l i c y  : s t r i n g e n t  economies ; buoyant revenues suppor ted  
by economic recovery;  l a r g e - s c a l e  borrowing; i n c r e a s i n g  l o c a l  
p rope r ty  t axe s ;  sp read ing  u se  o f  municipal  income taxes ;  and 
opening up o t h e r  nonproperty t axe s  t o  l o c a l  use.  I n  1 9 6 7 ,  
a t  t h e  s t a r t  o f  Governor Rhodes' second t e r m ,  emphasis s h i f t e d  
t o  t h e  word "new" i n  t h e  "no-new t a x e s "  s logan .  References 
t o  "no-new-or-increased t a x e s  " w e r e  c a r e f u l l y  avoided. The 
reason soon became ev iden t .  The Governor's f i s c a l  program 
f o r  t h e  1967-69 biennium, a s  worked o u t  i n  compromise w i t h  
l e g i s l a t i v e  l e a d e r s ,  c a l l e d  f o r  an i n c r e a s e  i n  t h e  retai l  
sales and use  t a x  from 3 t o  4 pe r cen t ;  an i n c r e a s e  i n  t h e  
c i g a r e t t e  t a x  from 5 to  7 c e n t s  p e r  pack; and an i n c r e a s e  i n  
t h e  co rpo ra t i on  f r a n c h i s e  t a x  from 3/10 t o  4/10 o f  one pe r -  
c e n t  on n e t  worth. Nor was t h a t  a l l .  P u b l i c  u t i l i t y  
e x c i s e  t a x  r a t e s  w e r e  i n c r ea sed  i n  f i s c a l  1969 and aga in  i n  
1970. I n  f i s c a l  1970 t h e  c i g a r e t t e  t a x  w a s  i nc r ea sed  
aga in ,  t o  10 c e n t s  p e r  pack, and t h e  co rpo ra t e  f r a n c h i s e  
tax went to  5/10 of one pe r cen t .  Y e t ,  because of  
the i ngenu i t y  w i t h  which s logans  w e r e  g r adua l l y  modified,  
few Ohioans would have accused Governor Rhodes o f  
having v i o l a t e d  h i s  pledge on t axe s .  



F i n a l l y  t h e  success  o f  t h e  Rhodes f i s c a l  p o l i c y  must 
be a t t r i b u t e d  p a r t l y  t o  bal lyhoo.  The Governor himself  
p r o j e c t e d  a persona l  image o f  tremendous energy and enthu- 
s i a s m .  H i s  r epea ted  a s s e r t i o n s  t h a t  Ohio was f a r  o u t s t r i p p i n g  
t h e  rest of  t h e  na t i on  i n  economic growth engendered wide 
acceptance  of  t h e  no t ion  t h a t  growth would somehow s o l v e  t h e  
s tate  's f i s c a l  problems. H i s  profound conv i c t i on ,  a g a i n s t  
a l l  evidence ,  t h a t  whatever economic growth Ohio enjoyed was 
a t t r i b u t a b l e  t o  a "favorable  t a x  c l imate"  s o l i d i f i e d  suppor t  
f o r  h i s  hold- the- l ine  t a x  policy;  h i s  p r i d e  i n  Ohio 's  low-tax 
p o s i t i o n ,  coupled w i th  ' no i sy  c l a i m s  t o  Ohio ' s n a t i o n a l  l eader -  
s h i p  i n  t h i s  o r  t h a t  p u b l i c  s e r v i c e  area, drowned o u t  t h e  
evidence  o f  g radua l  d e t e r i o r a t i o n .  

This  f i s c a l  p o l i c y ,  based on a unique b lend  o f  chutzpah,  
l u c k ,  s k i  11 and bal lyhoo,  maintained t h e  Rhodes admin i s t r a t i on  
i n  h igh  popu l a r i t y  throughout  i t s  8-year t enu re .  That it 
postponed,  obscured and aggravated many problems cannot  
be denied.  The f i s c a l  legacy l e f t  by t h e  Rhodes admin i s t r a t i on  
g i v e s  p l a u s i b i l i t y  t o  t h e  wry sugges t ion  o f  one a s t u t e  obse rve r ,  
t h a t  t h e  S t a t e  Cons t i t u t i on  (which now limits a governor t o  two 
terms) should b e  amended t o  provide  t h a t  i f  a governor s e rve s  
t w o  consecut ive  t e r m s ,  he  must s e r v e  a t h i r d ,  

Income Taxation--I ts  Emersence as an I s s u e  

When DiSa l l e  took o f f i c e  i n  1959, t h e r e  was v i r t u a l l y  no 
t a l k  o f  a s t a t e  income t ax .  Despi te  f i s c a l  problems t h a t  
impe l led  t h e  Governor t o  p r e sen t  a r a d i c a l  and, f o r  t h a t  t i m e  
mammoth f i s c a l  package, l i t t l e  o r  no d i s cus s ion  was g iven  t o  
t h e  p o s s i b i l i t y  o f  proposing s t a t e  pe r sona l  and co rpo ra t e  
income t axe s .  By 1970, l i t t l e  more than a decade l a te r ,  
bo th  major p a r t y  cand ida tes  f o r  governor w e r e  announcing that ,  
i f  e l e c t e d ,  they would p r e s e n t  a t a x  reform program cen te red  
on some form o f  s t a tewide  income tax .  By what p rocess  d i d  
income t a x a t i o n  emerge from a l a t e n t  i s s u e ,  o f  concern on ly  
t o  s c h o l a r s ,  reformers  and e c c e n t r i c s ,  t o  a major ques t i on  
o f  p u b l i c  po l i cy?  

Though t h e  i n t e l l e c t u a l  r o o t s  o f  t h e  s t a t e  income t a x  
i s s u e  go deep i n t o  Ohio h i s t o r y ,  f o r  p r e s e n t  purposes it is 
enough t o  go back t o  1961. I n  t h a t  y e a r  t h e  Ohio General 
Assembly considered income t a x  l e g i s l a t i o n  f o r  t h e  f i r s t  t i m e .  
The p roposa l ,  sponsored by Republican House Speaker Roger 
Cloud ( l a t e r  t o  become S t a t e  Auditor  and t h e  p a r t y ' s  cand ida te  
f o r  Governor i n  1970) c a l l e d  f o r  permiss ive  l o c a l  schoo l  d i s -  
t r i c t  income t axe s .  The i n t e n t  w a s  t o  ease burdens on l o c a l  
p rope r ty  t a x e s ,  wi thou t  i nvo lv ing  t h e  s t a t e  i n  any new t axes .  
L a t e r  on i n  t h e  s e s s ion  t h e  proposal 'was  modified t o  a l low 
county income t axe s  f o r  school  purposes ,  b u t  no a c t i o n  was 
taken.  

Also i n  1961 t h e  Ohio AFL-CIO, The Ohio S t a t e  Council  o f  
R e t a i l  Merchants, The Ohio Education Associa t ion ,  and The Ohio 



Farm Bureau Federa t ion ,  f e e l i n g  t h a t  t h e  t i m e  had come f o r  a 
comprehensive s tudy  o f  Ohio 's  t a x  system, combined f o r c e s  
t o  sponsor such a s tudy .  They r e t a i n e d  t h e  l a t e  D r .  George 
W. Thatcher ,  then  Chairman o f  t h e  Economics Department o f  
Miami Univers i ty ,  who i n  t u rn  e n l i s t e d  t h e  h e l p  o f  o t h e r  d i s -  
t i ngu i shed  economists on t h e  f a c u l t i e s  o f  Ohio I s  c o l l e g e s  
and u n i v e r s i t i e s .  The r e s u l t  was a 255-page r e p o r t 2  t h a t  
reviewed : 

1. The major sources  of  t a x a t i o n  i n  Ohio and t h e i r  
impact;  

2. The p r i n c i p a l  areas of  p o s s i b l e  sources  o f  
a d d i t i o n a l  tax revenue; 

3 .  The probable  y i e l d s  o f  t h e s e  additional t a x  
sources ;  and 

4 ,  Advantages and disadvantages  o f  .each. 

The r e p o r t  considered each of  t h e s e  a r e a s  i n  a thorough,  
s c h o l a r l y  and o b j e c t i v e  manner. I t  o f f e r e d  no recommenda- 
t i o n s ,  b u t  merely reviewed t h e  problems and t h e  a l t e r n a t i v e s .  
Never theless  because o f  t h e  clear preponderance of  evidence  
suppor t ing  income t a x a t i o n  t h e  r e p o r t  has  been widely i n t e r -  
p r e t e d  a s  having po in ted  toward s t a t e  t a x a t i o n  of  bo th  
pe rsona l  and corpora te  income a s  t h e  key elements  i n  a  
d e s i r a b l e  program of t a x  r e v i s i o n .  

I n  t h e  1963 l e g i s l a t i v e  s e s s i o n ,  w i th  a  Republican 
governor i n  o f f i c e ,  House Speaker Cloud rev ived  h i s  1961 
p roposa l  f o r  o p t i o n a l  county income t axe s  as a p o s s i b l e  
answer t o  t h e  p r e s s ing  f i n a n c i a l  problems of  schoo ls .  The 
b i l l  passed t h e  House b u t  d i e d  i n  t h e  Senate .  

P u b l i c  d i s cus s ion  of  t a x  po l i cy ,  i nc lud ing  income taxa-  
t i o n ,  advanced ano ther  notch  i n  1965, when t h e  General  Assembly, 
i n  a  b i l l  sponsored by Republican Rep. Char les  H .  Kurfess 
( l a t e r  t o  become Speaker of  The House o f  ~ e p r e s e n t a t i v e s )  
c r e a t e d  t h e  Ohio Tax Study Commission. The Commission was 
d i r e c t e d  t o  conduct a  comprehensive s tudy  of  t h e  s t a t e  and 
l o c a l  t a x  s t r u c t u r e  of  Ohio, i nc lud ing  t h e  problems o f  admin- 
i s t r a t i o n  and c o l l e c t i o n ,  d i s t r i b u t i o n  of t a x  revenue,  and 
i n e q u i t i e s  i n  t h e  e x i s t i n g  t a x  s t r u c t u r e .  I t  was a l s o  asked 
t o  cons ide r  and recommend changes i n  t h e  t a x  laws deemed 
b e n e f i c i a l  t o  t h e  c i t i z e n s  o f  Ohio and t h e  ope ra t i ons  of  
s t a t e  and l o c a l  government. 

The Commission c o n s i s t e d  o f  15  members--8 l e g i s l a t o r s  
equa l l y  d iv ided  by p a r t y  and 7 c i t i z e n  members. A s taunch 
conse rva t i ve ,  former Senate Republican Leader C. S t an l ey  Mechem, 
was chosen a s  Chairman. For t h e  b e t t e r  p a r t  of  a yea r  . the 
Commission h e l d  p u b l i c  hea r ings  throughout  t h e  s t a t e .  Xn 
mid-1966 a s tudy  s , t a f f  under t h e  d i r e c t i o n  of  D r .  Frederick 

2 ~ a x  Revision A l t e r n a t i v e s  f o r  t h e  Tax System of  Ohio, 
George W. Thatcher ,  D i r ec to r  (Columbus, 1962) .  



D. Stocker  of  Ohio S t a t e  Univers i ty  was employed t o  p repare  
a  series of  s t a f f  papers  on va r ious  t o p i c s .  These formed a  
l a r g e  p a r t  o f  t h e  i n p u t  t o  t h e  Commission's d e l i b e r a t i o n s ,  and 
w e r e  publ ished along wi th  t h e  Commission's r e p o r t . )  

The Commission r e p o r t ,  publ ished i n  June, 1967, c a l l e d  
f o r  a  s h i f t  i n  emphasis away from property-based t axes  and 
toward income-based t a x e s .  I n  a  key passage t h e  r e p o r t  
s t a t e d :  

The p r e s e n t  dependence on p roper ty  t a x a t i o n  
i s  s o  g r e a t  t h a t  t h e  Commission proposes t h a t  i f  
l a r g e  a d d i t i o n a l  revenues a r e  needed t h e  General 
Assembly should g ive  s e r i o u s  cons ide r a t i on  t o  
enactment of  a  s t a t e  pe r sona l  and co rpo ra t e  income 
t a x ,  r ep l ac ing  cons ide rab le  amounts o f  t h e  p r e s e n t  - 
t a x a t i o n  on p rope r ty ,  and f o r e s t a l l i n g ,  i n  some 
measure, t h e  a d d i t i o n a l  p roper ty  t a x a t i o n  t h a t  
o the rwise  would be  i n e v i t a b l e  i n  t h e  f u t u r e .  

A s  has  been noted ,  t h e  admin i s t r a t i on  and l e g i s l a t u r e  
t u rned  i n  1967 t o  s a l e s  t a x  and e x c i s e  t a x  i n c r e a s e s  and t o  
permiss ive  l o c a l  t axe s ,  r a t h e r  than t o  t h e  income t a x  t h e  
Commission recommended. Never theless  i n  t h a t  same y e a r  
t h e  Ohio House of  Represen ta t ives  appointed a  S e l e c t  
Committee on Local Tax Revision under t h e  chairmanship o f  
Rep. A lbe r t  H .  Sea ly ,  J r . ,  t o  fol low up on t h e  gene ra l  
recommendations o f  t h e  1967 OTSC and t o  p repare  a  proposal  f o r  
t h e  cons ide r a t i on  of t h e  l e g i s l a t u r e .  S i g n i f i c a n t l y ,  t h e  
Committee's scope was conf ined t o  l o c a l  t a x  r e v i s i o n .  I ts 
focus was on implementing t h e  OTSC recommendation f o r  de- 
emphasis of  p roper ty  t a x a t i o n  and g r e a t e r  use  o f  income 
t a x a t i o n ,  w i th in  t h e  framework o f  l o c a l  t a x a t i o n .  

The Sealy  Committee h e l d  numerous p u b l i c  hea r ings  
throughout  t h e  s t a t e  and explored i n  depth  s e v e r a l  approaches 
t o  t a x  reform, a l l  invo lv ing  s t a t ew ide  t axe s  on pe rsona l  and 
co rpo ra t e  income accompanied by l a rge - s ca l e  p roper ty  t a x  
reduc t ions .  La te  i n  1968 t h e  Committee submit ted  i t s  recom- 
mendations, t h e  key f e a t u r e s  of  which w e r e  : 

1. Enactment of  a  s t a t e  t a x  o f  5% on corpora te  and 
unincorpora ted  bus iness  n e t  income. 

2 .  Repeal o f  t h e  0 .5% t a x  on corpora te  n e t  worth.  

3 .  A phase-out of t h e  p roper ty  t a x  on i n v e n t o r i e s  ove r  
a  4-year pe r i od .  

'0hio Tax Study Conunission Report ,  Columbus, 1967. 

'1bid. , p .  x i .  ( I t a l i c s  i n  o r i g i n a l .  ) 
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4 .  Allowance o f  a c r e d i t  f o r  o t h e r  t a n g i b l e  pe rsona l  
p roper ty  t a x e s  a g a i n s t  bus ine s s  f r a n c h i s e  t a x  
l i a b i l i t y .  

5. Imposi t ion  o f  a s t a t e - admin i s t e r ed  1% " l o c a l  
government income t a x " ,  a l l  t h e  revenue from 
which would go t o  l o c a l  governments i n  t h e  
county o f  o r i g i n .  The t a x  was t o  be based on 
f e d e r a l  A G I  a s  r epo r t ed  on i n d i v i d u a l  r e t u r n s ,  
a l lowing persona l  exemptions b u t  no nonbusiness 
deduct ions .  

6. Repeal of  t h e  i n t a n g i b l e  pe r sona l  p rope r ty  t ax .  

7. A complex kys  t e m  o f  d i s t r i b u t i n g  revenues 
among l o c a l  governments, designed t o  p r o t e c t  

. each u n i t  o f  government from any revenue l o s s  
r e s u l t i n g  from t h e  changes. 

The House Ways and Means Committee he ld  hea r i ngs  dur ing  
1969 on t h i s  p roposa l ,  a long w i th  a number o f  o t h e r  t a x  
r e v i s i o n   proposal..^ invo lv ing  pe rsona l  and co rpo ra t e  income 
t a x e s .  C r i t i c i s m  of  t h e 4  Sealy  Committee p roposa l  c en t e r ed  
on i t s  complexity, i t s  f a i l u r e  t o  provide  much n e t  a d d i t i o n a l  
revenue, and i t s  tendency t o  f r e e z e  e x i s t i n g  p a t t e r n s  o f  reve-  
nue d i s t r i b u t i o n  among c l a s s e s  and i n d i v i d u a l  u n i t s  of  l o c a l  
governmen t . 

I n  October o f  1969, t h e  budget f o r  t h e  1969-71 biennium 
having been balanced by a combination o f  t i g h t  budget ing 
and a patchwork o f  t a x  i n c r e a s e s ,  The Ohio Education Assoc ia t ion  
moved t h e  i s s u e  of  income t a x a t i o n  a s t e p  f u r t h e r  through i t s  
sponsorship  o f  a two-day con£ e rence  on longer-run problems 
and s o l u t i o n s  i n  schoo l  f inanc ing .  The conference  brought  
t o g e t h e r  r e p r e s e n t a t i v e s  of  major s t a t ew ide  o r g a n i z a t i o n s ,  key 
l e g i s l a t o r s ,  and p u b l i c  f inance  e x p e r t s  from t h e  u n i v e r s i t i e s .  
Though s p e c i f i c  r e s u l t s  a r e  hard  t o  p i n p o i n t , ' i t  i s  widely 
be l i eved  t h a t  t h i s  conference marked a s i g n i f i c a n t  advance i n  
r e a l i s t i c  t h ink ing  o f  key i nd iv idua l s  on t h e  f i s c a l  prqblems 
o f  t h e  s t a t e  and on t h e  a l t e r n a t i v e s  f o r  d e a l i n g  w i t h  them. 

Considera t ion  o f  va r i ous  forms o f  pe r sona l  and co rpo ra t e  
income t a x a t i o n  cont inued i n  and around t h e  l e g i s l a t u r e  i n  
e a r l y  1970, w i th  a t  l e a s t  a h a l f  dozen v a r i a n t s  r e c e i v i n g  
a t t e n t i o n .  No a c t i o n  w a s  taken.  On adjournment o f  t h e  108 th  
General Assembly i n  June,  1970, t h e  House Ways and Means 
Committee was d i r e c t e d  t o  cont inue  t o  s tudy t h e  va r ious  pro- 
posa l s  be fo r e  it and t o  t r y  t o  work .out an accep t ab l e  compro- 
m i s e  by t h e  t i m e  of  t h e  convening o f  t h e  new General Assembly 
i n  January ,  1971. 

Growth o f  Pub l i c  Support  

The e v o h t i o n  o f  income t a x a t i o n  a s  a major p u b l i c  
i s s u e  i s  marked a l s o  by t h e  p o l i c y  p o s i t i o n s  t aken  by t h e  



major i n t e r e s t  groups. E f f o r t s  by t h e  l a r g e  s t a t ew ide  
organiza t ions-organized l a b o r ,  t h e  S t a t e  Council  o f  R e t a i l  
Merchants, t h e  Chamber o f  Commerce, t h e  League o f  Women Voters ,  
t h e  farm o rgan i za t i ons ,  t h e  educat ion  o rgan i za t i ons ,  and o t h e r s  
--to formula te  a p o s i t i o n  on t a x  p o l i c y  involved more o r  less 
a c t i v e  d i s cus s ion  of  t h e  i s s u e s  by t h e i r  membership and, l a t e r  
on,  l e d  t o  d i s semina t ion  o f  t he  o rgan i za t i on  views t o  t h e  
l e g i s  l a  t u r e  and t h e  gene ra l  pub l i c .  

P r i o r  t o  t h e  Thatcher  s tudy  i n  1961-62, t h e  idea o f  
s tate  income t a x a t i o n  had l i t t l e  o r  no o rgan ized  backing i n  
Ohio. Among t h e  f i r s t  groups t o  endorse t h e  income t a x  a s  
t h e  key element i n  a  program o f  t a x  reform f o r  Ohio were t h e  
Ohio Farm Bureau Federa t ion  and t h e  Ohio Education Assoc ia t ion .  
L a t e r  t he se  w e r e  jo ined by o t h e r  o rgan i za t i ons  i n t e r e s t e d  p r i -  
mar i ly  i n  i nc r ea sed  funding f o r  selected programs and on ly  
s econda r i l y  i n  t h e  source .  

I n  many states t h e  l a b o r  unions have provided a s t r o n g  
impetus toward income t a x a t i o n ,  viewing t h i s  a s  t h e  on ly  way 
t o  s h i f t  a  l a r g e r  sha r e  of  t h e  t a x  l oad  t o  h ighe r  income groups. 
I n  Ohio t h e  l a b o r  movement, a s  r e p r e s e n t e d  by t h e  s tate  AFL-CIO, 
avoided endorsement o f  a  pe r sona l  income t a x ,  though they 
c o n s i s t e n t l y  and s t r o n g l y  favored a co rpo ra t e  income levy .  
Labor ' s  p o s i t i o n  on a pe rsona l  income t a x ,  a s  is  d'iscussed 
later  i n  more d e t a i l ,  v a r i e d  throughout  t h e  s i x t i e s  from 
one o f  t a c i t  suppor t  t o  o u t r i g h t  oppos i t ion .  A t  t h e  same 
t i m e  t h e  unions,  through an ex t ens ive  program o f  l o c a l  edu- 
c a t i o n a l  seminars,  d i d  much t o  i n c r e a s e  members' awareness 
of t h e  i s s u e s  and a l t e r n a t i v e s  i n  s t a t e  f i s c a l  po l i cy .  

The development t h a t  most f o r c i b l y  brought  s t a t e  t a x  
p o l i c y  t o  p u b l i c  a t t e n t i o n  was a rash  o f  schoo l  c l o s ings  
ac ross  t h e  s t a t e  i n  1969. Youngstown schoo ls  c l o s e d  f o r  
f i v e  weeks a t  t h e  end o f  c a l enda r  y e a r  1968, and 10 o t h e r  
systems w e r e  f o r ced  t o  suspend c l a s s e s  i n  t h e  f a l l  of  1969 
f o r  va ry ing  pe r i ods  f o r  l ack  o f  money. I n  each ca se  t h e  cause  
was d e f e a t  ( o r  a  series of  d e f e a t s )  o f  proposed schoo l  l e v i e s  
by t h e  l o c a l  v o t e r s .  Although o t h e r ,  n o n f i s c a l  , con t rove r s i e s  
w e r e  of  t en  t h e  r o o t  of  t h e  problem, t h e  d e f e a t s  w e r e  widely 
i n t e r p r e t e d  as s i g n i f y i n g  r e f u s a l  of  l o c a l  p roper ty  t axpayers  
any l onge r  t o  bea r  t h e  b r u n t  of  r i s i n g  schoo l  c o s t s  and a s  a  
demand f o r  an en la rged  s t a t e  r o l e  i n  schoo l  f inanc ing .  The 
ensuing d i s cus s ion  i n  t h e  p r e s s ,  i n  l o c a l  communities, and i n  
t h e  l e g i s l a t i v e  h a l l s  produced genera l  consensus t h a t  some 
b a s i c  changes i n  t a x  s t r u c t u r e  w e r e  needed. 

The p o l i t i c a l  campaigns o f  1970 demonstrated t h a t  t a x  
reform, which less than a decade e a r l i e r  was mentionable 
only i n  a  whisper ,  had f i n a l l y  emerged a s  t h e  number one i t e m  
on t h e  p u b l i c  agenda. The p la t fo rms  o f  both  major p a r t i e s  
c a l l e d  f o r  p roper ty  t a x  r e l i e f .  Both gube rna to r i a l  cand ida tes  



i n d i c a t e d  t h e i r  i n t e n t ,  i f  elected, t o  p r e s s  £of enactment  
o f  some form of income t a x ,  though t h e  p r e c i s e  form of  t a x  
was l e f t  vague, a s  was t h e  m a t t e r  o f  whether it would apply t o  
i n d i v i d u a l s  a s  w e l l  a s  co rpo ra t i ons .  The Republican cand ida te ,  
Roger Cloud, appeared t o  f avo r  t h e  county income t a x  approach 
he had f i r s t  proposed i n  1961. H i s  opponent opposed t h e  county 
t a x  approach, i n s i s t i n g  t h a t  any new income t axes  must be 
s t a t e - l e v i e d  and s t a t ew ide  i n  coverage. I n  t h e  November 
e l e c t i o n  Democrat John J. G i l l i g a n  was e l e c t e d  governor,  though 
Republicans r e t a i n e d  f i r m  c o n t r o l  o f  bo th  houses i n  t h e  General 
Assembly. 

One o f  t h e  f i r s t  a c t i o n s  o f  t h e  new governor-e lec t  was 
t o  appo in t  a 34-member " C i t i z e n s  Task Force on Tax Reform", 
charging it t o  r e p o r t  t o  him one month a f t e r  h i s  i naugu ra t i on  
recommending a t a x  program t h a t  would r a i s e  a d d i t i o n a l  reve-  
nues "when and i f  needed" and c o r r e c t  i n e q u i t i e s  and d e f e c t s  
i n  t h e  e x i s t i n g  t a x  s t r u c t u r e .  H i s  charge  t o  t h e  Task Force 
epphas i zed t h a t  i t s  d e l i b e r a t i o n s  and recommendations w e r e  
t o  be f r e e  of  any c o n s t r a i n t s  whatsoever from him o r  h i s  
admin i s t r a t i on .  The Task Force i t s e l f  was i n s i s t e n t  on i t s  
t o t a l  autonomy. I n  view o f  t h e  gene ra l  knowledge o f  t h e  
governor -e lec t ' s  own views on t a x  p o l i c y ,  t h i s  s t a n c e  sugges t s  
t h e  g r e a t  confidence he  appa ren t l y  f e l t  t h a t  t h e  Task Force,  
i f  it took i t s  job s e r i o u s l y ,  could n o t  f a i l  t o  come t o  a 
consensus i n  suppor t  o f  an income t a x  program such as he w a s  
known t o  f avo r  . 

A s  a consensus b u i l d i n g  under taking t h e  Task Force  w a s  
success£  u l  beyond most peoples'  expec t a t i ons .  The membership 
o f  t h e  Task Force,.  c o n s i s t i n g  w i th  only  one o r  two excep t ions  
o f  p r e s i d e n t s  o f  s t a t ew ide  o r g a n i z a t i o n s  t h a t  had an impor tan t  
s t a k e  i n  s tate  t a x  po l i cy ,  r ep r e sen t ed  t h e  f u l l  spectrum o f  
op in ion  t o  b e  found i n  t h e  s tate .  Y e t  i t s  key recommendation-- 
t h a t  t h e  s t a t e  should  move promptly t o  adopt  a g radua ted- ra te  
pe r sona l  income t a x  and a co rpo ra t e  n e t  income t a x ,  and g r a n t  
subs t a n  t i a l  (though s e l e c t i v e )  p roper ty  t a x  r e l i e f  --bore t h e  
endorsement o f  30 o f  t h e  34 members. S i g n i f i c a n t l y ,  t h e  
d i s s e n t e r s  inc luded  t h e  t h r e e  l a b o r  union r e p r e s e n t a t i v e s ,  
who h e l d  f i r m  t o  t h e i r  p o s i t i o n  o f  r e f u s i n g  t o  endorse  a pe r sona l  
income t a x  un l e s s  accompanied by fa r - reach ing  changes and i n -  
c r e a s e s  i n  bus ine s s  t axe s .  One r e p r e s e n t a t i v e  o f  a conserva t ive  
bus iness  o rgan i za t i on ,  appa ren t l y  unable t o  swallow t h e  income 
t a x  concept ,  ab s t a ined .  

The G i l l i g a n  Tax Program 

The Task Force r e p o r t e d  t o  the Governor on February 15.  
Exact ly  one month l a t e r  t h e  Governor submit ted  h i s  budget and 
t a x  p roposa l s  f o r  t h e  1971-73 biennium. The budget  proposed 
s i z a b l e  i n c r e a s e s  i n  almost  every  ca tegory  o f  s t a t e  spending.  
To f inance  t h e  i n c r e a s e s  he  proposed a fa r - reach ing  program 
o f  t a x  r e v i s i o n  i nc lud ing :  



A persona l  income t ax ,  t o  be  l e v i e d  on a d j u s t e d  
g ro s s  income a s  de f ined  f o r  f e d e r a l  income t a x  
purposes (wi th  minor ad jus tments ) ,  a t  t h e  fo l lowing  
r a t e s  : 

Adi us t e d  Gross Income 

Less than $3,000 
$3,000 - $6,000 
$6,000 - $1Ot00O 
$10,000 - $15,000 
$15,000 - $20,000 
$20,000 - $25,000 
$25,000 - $35,000 
$35,000 - $50,000 
$50,000 and ove r  

RATE - 

A c r e d i t  of  $10 was t o  be  al lowed f o r  each e l i g i b l e  
pe rsona l  exemption. 

A f r a n c h i s e  t a x  t o  be  l e v i e d  on corpora te  n e t  income 
a s  de f ined  f o r  f e d e r a l  purposes,  w i th  income o f  i n t e r -  
s t a t e  corpora t ions  t o  be a l l o c a t e d  according t o  a  3- 
f a c t o r  formula, t h e  r a t e  t o  be 4 %  on t h e  f i r s t  $10,000 
o f  income, 8% on t h e  balance.  

For  homeowners and r e n t e r s ,  a  p roper ty  t a x  " c i r c u i t  
breakerf '  i n  t h e  form o f  a c r e d i t  a g a i n s t  pe r sona l  income 
t a x  f o r  100% o f  p roper ty  t axe s  i n  excess o f  5% o f  AGI, 
with  a refund o f  excess c r e d i t s .  A s i m i l a r  bu t  more 
generous c i r c u i t  b reaker  was proposed f o r  s e n i o r  
c i  ti zens . 
For co rpo ra t i ons ,  a  p roper ty  t a x  c i r c u i t  b reaker  i n  
t h e  form of  a c r e d i t  a g a i n s t  co rpora te  income t a x  f o r  
80% o f  p roper ty  t axe s  i n  excess  of 25% 'of Ohio income, 
wi th  a 5-year carryover  f o r  excess  c r e d i t s .  

Repeal of  t h e  e x i s t i n g  corpora te  f r a n c h i s e  t a x  o f  
0.5 pe r cen t  on n e t  worth. 

Repeal of  the s t a t e  t a x  on i n t a n g i b l e  pe rsona l  
p roper ty  excep t  f o r  f i n a n c i a l  i n s t i t u t i o n s ,  which i s  
e s s e n t i a l l y  a  5% t a x  on i n t e r e s t  and div idend income. 

A genera l  ro l l -back  of  school  p roper ty  t axe s ,  a s  p a r t  
of  a r ev i s ed  formula f o r  s t a t e  school  a s s i s t a n c e .  

An ex tens ion  of  t h e  s t a t e  s a l e s  and use  t a x  t o  cover 
many bus iness  purchases formerly exempted. 

Th i s  program p a r a l l e l e d  very c l o s e l y  t h e  Task Force 'recom- 
mendations. The p r i n c i p a l  depa r tu r e  was t he  proposed narrowing 
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o f  t h e  " d i r e c t  use"  r u l e  ( i t e m  8 above), which w a s  opposed 
by t h e  Task Force and by most bus ine s s  groups,  b u t  s t r o n g l y  
favored by organized l abo r .  This  f e a t u r e  o f  t h e  program 
la te r  became one of  t h e  ch i e f  bones o f  con ten t ion .  

The proposed t a x  program was c a l c u l a t e d  t o  gene ra t e  $1,115 
m i l l i o n  i n  new revenue i n  i t s  f i r s t  f u l l  yea r  of  o p e r a t i o n  
( f i s c a l  1972) . Of t h i s  amount, $415 m i l l i o n  was t o  be e a t e n  
u p .  i n  t a x  r e l i e f ,  l e av ing  a n e t  ga in  o f  $700' m i l l i o n .  Th i s  
would amount t o  an i n c r e a s e  o f  about  50 pe r cen t  i n  s t a t e  g e n e r a l  
fund revenues,  b u t  it would have l e f t  Ohio s t i l l  below t h e  
n a t i o n a l  average i n  p e r  c a p i t a  t a x  l e v e l s  and i n  most c a t e g o r i e s  
o f  p u b l i c  expend i tu res .  

The Response i n  t h e  House o f  Represen ta t ives  

A s  w a s  t o  be expected ,  t h e  i n i t i a l  response  from t h e  
Republican l e g i s l a t i v e  l e a d e r s h i p  w a s  one o f  d i s b e l i e f  and 
ou t rage  over  t h e  s i z e  of  the budget  and the s i z e  and shape 
o f  t h e  t a x  program. Vows w e r e  made t o  g r e a t l y  reduce t h e  
expend i tu re  package, b u t  no rash  promises w e r e  made t o  
s c u t t l e  the t a x  program. Democrats i n  t h e  - l e g i s l a t u r e  g e n e r a l l y  
expressed cau t i ous  approval .  

To exped i t e  ~ e g ~ s l a t i v e  a c t i o n  t h e  House of  Represen ta t ives  
d iv ided  t h e  Adminis t ra t ion  program i n t o  3 s e p a r a t e  b i l l s ,  one 
con ta in ing  t h e  educa t ion  f i nanc ing  p o r t i o n s ,  a  second con t a in ing  
a l l  o t h e r  app rop r i a t i ons ,  and a t h i r d  con t a in ing  t h e  t a x  pro- 
posa l s .  Hearings were begun immediately w i th  promises by t h e  
House l e a d e r s h i p  t o  aim t o  complete a c t i o n  by mid-May. The 
Ways and Means Committee, which handled t h e  t a x  program, heard  
numerous wi tnesses  endorse t h e  gene ra l  approach wi th  few o r  no 
modi f i ca t ions .  No major i n t e r e s t  groups came o u t  i n  f i r m  op- 
p o s i t i o n  t o  t h e  income t a x  concept  though many argued t h a t  t h e  
t o t a l  package was t oo  l a r g e .  Business groups focused t h e i r  
cri t icism on t h e  proposed narrowing of  t h e  d i r e c t  use exclu-  
s i o n  r a t h e r  than  on t h e  income t a x  p roposa l s .  Simultaneously 
n e g o t i a t i o n  and deba te  was going on i n  p a r t y  caucuses and i n  
p r i v a t e  s e s s i o n s  among l e g i s l a t i v e  l e a d e r s  and r e p r e s e n t a t i v e s  
of  t h e  Adminis t ra t ion .  

A s  t h e  weeks went by it became ev iden t  t h a t  t h e  Republicans,  
who c o n t r o l l e d  t h e  House wi th  5 4  members t o  t h e  Democrats' 4 5 ,  
w e r e  n ea r i ng  agreement on a s c a l e d  down educa t ion  program and 
a g r e a t l y  reduced gene ra l  app rop r i a t i ons  b i l l  t o  o f f e r  a s  a l t e r -  
n a t i v e s  t o  t h e  Adminis t ra t ion  program, b u t  t h a t  deep d i v i s i o n s  
e x i s t e d  w i th in  t h e  caucus on t h e  t a x  program. 

While t he  Democrats b ided t h e i r  t i m e ,  House Republicans 
engaged i n  a  b i t t e r  3-way s t r u g g l e .  One group opposed any form 
o f  pe r sona l  income t a x ,  f avo r in g  i n s t e a d  a g r e a t l y  reduced 
spending program t o  be f inanced i f  necessary  by an i n c r e a s e  



i n  s a l e s  t ax .  A second group favored an income* t a x  t o  raise 
new money and t o  accomplish some s t r u c t u r a l '  reform, b u t  i n s i s t e d  
t h a t  such a t a x  should- t a k e  t h e  form of  a f l a t  r a t e  county income 
t a x ,  t o  be enac ted  i n  each of  t h e  s t a t e ' s  88 coun t i e s  under a - 
l e g i s l a t i v e  mandate, and t o  r e t u r n  a l l  i t s  revenue t o  l o c a l  
governments i n  t h e  county of  o r i g i n .  A t h i r d  group favored a 
personal  income t a x ,  b u t  on ly  i f  it were a s tate  income t a x  
with graduated  r a t e s .  

Other  d i f f e r e n c e s  e x i s t e d  w i th in  both  p a r t i e s  over  such 
matters a s  t h e  form and amount o f  p roper ty  t a x  r e l i e f ,  t h e  
proposed r e p e a l  o f  t he  i n t a n g i b l e s  t a x ,  and t h e  balance  be- 
tween bus iness  and persona l  t axe s .  The key i s s u e  w a s  t h e  
e x t e n t  o f  s a l e s  t a x  broadening i n  t h e  a r e a  of  bus iness  purchases .  
While the major bus iness  o rgan i za t i ons  were u n i t e d  i n  determined 
oppos i t i on  t o  any narrowing of  t h e  d i r e c t - u s e  exc lus ion ,  organized 
l a b o r  was j u s t  as f i rm ly  committed t o  ach iev ing  a narrowing o r  
t o t a l  r e p e a l  of t h i s  exc lu s ion ,  a s  t h e  p r i c e  o f  t h e i r  suppor t  
f o r  a t a x  program con t a in ing  a pe rsona l  income t ax .  

The mid-May t a r g e t  d a t e  f o r  complet ing House a c t i o n  came 
and went wi thou t  any t a x  b i l l  having been r epo r t ed  o u t  of  
t h e  House Ways and Means Committee. Meanwhile t h e  Republican 
caucus had reached agreement on an a l t e r n a t i v e  schoo l  f inance  
and genera l  app rop r i a t i ons  package. Near t h e  end o f  May, t h e  
House l e ade r sh ip ,  s e e i n g  no e a r l y  s o l u t i o n  t o  t h e  t a x  deadlock, 
decided t o  go ahead and r e p o r t  o u t  t h e  expend i tu re  program 
f o r  f l o o r  a c t i on .  I n  a h e c t i c  s e s s i o n  t h e  ~ e p u b l i c a n - d r a f t e d  
app rop r i a t i ons  .and educa t ion  b i l l s  w e r e  r e p o r t e d  o u t  o f  committee 
by a s t r a i g h t  p a r t y - l i n e  vo t e  and, under a suspension o f  t h e  
r u l e s ,  s e n t  d i r e c t l y  t o  t h e  f l o o r  of the, House. 

There fol lowed a pa r l i amenta ry  maneuver t h a t  dese rves  t o  
go, down i n ' t h e  books. Immediately a s  t h e  f l o o r  was opened f o r  
debate  on t h e  b i l l  (which most Democratic l e g i s l a t o r s  had n o t  
seen,  much less read)  a Republican l e g i s l a t o r  r o s e  t o  move 
amendment of  t h e  b i l l  t o  s u b s t i t u t e  i n  i t s  e n t i r e t y  t h e  
language o f , t h e  o r i g i n a l  admin i s t r a t i on  b i l l .  Democrats, 
caught by s u r p r i s e  and aware t h a t  they could  n o t  muster  vo tes  
t o  pass t h e  Admin i s t ra t ion  budget i n t a c t ,  caucused b r i e f l y  and 
then jo ined  Republicans i n  vo t ing  unanimously a g a i n s t  t h e  
proposed amendment. 

House Democrats no  doubt  expected  t h a t  by d e f e a t i n g  t h e  
i n - t o t o  s u b s t i t u t i o n  o f  t h e  Adminis t ra t ion  budget  they would 
ga in  t h e  oppo r tun i t y  t o  propose s p e c i f i c  amendments t h a t  might 
ga in  approval ,  and thereby r e s t o r e  a t  l e a s t  some o f  t h e  c u t s  
conta ined i n  t h e  Republican b i l l .  They w e r e  qu ick ly  d i s -  
abused of  t h i s  no t ion ,  however, f o r  when they moved amendments 
t o  r e s t o r e  s p e c i f i c  s e c t i o n s  of  t h e  Adminis t ra t ion  b i l l  t h e  
Speaker r u l e d  such amendments o u t  of o r d e r  on ground t h a t  
t h e  ma t t e r  had a l ready  been considered and d i sposed  o f .  The 
conclusion of t h e  s e s s i o n  saw a f r u s t r a t e d  and angry Democratic 
minor i ty  h e l p l e s s  t o  b lock passage o f  t h e  Republican budget ,  which 
c a r r i e d  by a n e a r  p a r t y  l i n e  vo t e .  



I n  s team-rol ler ing i ts  own expendi ture  program, however, 
t h e  House l eade r sh ip  committed a s t r a t e g i c  e r r o r .  The expen- 
d i t u r e  program was c l e a r l y  a Republican program. While con- 
s ide rab ly  smal le r  than t h a t  proposed by t h e  Administrat ion,  
it s t i l l  contained enough inc reases  t o  r e q u i r e  a d d i t i o n a l  
t axes .  House Democrats, smarting from t h e i r  merc i less  bea t ing  
on t h e  budget, w e r e  now conten t  t o  s i t  back and da re  Republi- 
cans t o  come up wi th  t h e i r  own t a x  program. Divided a s  they 
w e r e ,  t h i s  proved no easy task .  

The expendi ture  program having been moved on t o  t h e  
Senate,  the  s t r u g g l e  i n  t h e  House over  t h e  t a x  program in -  
t e n s i f i e d .  Repeated e f f o r t s  by t h e  l eade r sh ip  t o  fashion a 
compromise t a x  program f a i l e d .  The f i s c a l  year  came t o  a 
c lo se ,  n e c e s s i t a t i n g  l e g i s l a t i v e  ac t ion  on an i n t e r i m  budget, 
and s t i l l  no t a x  program had been repor ted  o u t  of  t h e  Ways 
and Means Committee, 

F i n a l l y  i n  mid- ~ u l y  , a f t e r  i n t e n s i v e  backstage nego- 
t i a t i n g ,  agreement was reached t o  vote  o u t  a compromise t a x  
program and b r ing  it before  t he  House. The compromise re- 
sembled t h e  Governor's i n i t i a l  proposal  i n  broad o u t l i n e  b u t  
was considerably reduced i n  s i z e .  I t  contained t h e  following 
f ea tu re s .  

Corporation f r anch i se  t a x  based on t h e  g r e a t e r  of  
(a) p re sen t  f i v e  m i l l  t a x  on n e t  worth o r  (b)  a new 
t ax  on n e t  income o f '  4 %  on f i r s t  $25,000 and 8% 
on balance.  

Graduated s t a t e  income t a x  'imposed on ind i -  
v'iduals a t  r a t e s  from 1% t o  4% of f e d e r a l  
ad jus ted  gross  income, al lowing $500 exemptions 
f o r  dependents up t o  c o n s t i t u t i o n a l  l i m i t  of  
$3000. 

Tangible personal  proper ty  t a x  assessment l e v e l s  
reduced i n  annual s t e p s  from 70% (5 years )  and 50% 
( 4  years )  t o  40% f o r  a l l -  t axab le  proper ty .  

Approximate 10% across-the-board reduct ion i n  r e a l  
e s t a t e  , t axes ,  f inanced by using income t a x  funds 
'to pay p a r t  o f  r e a l  e s t a t e  t a x  b i l l s .  The reduc- 
t i o n  would apply t o  both i nd iv idua l s  and' business 
bu t  no t  t o  personal  proper ty .  

Repeal of  i n t ang ib l e s  t axes  on s tocks ,  bonds, 
investments,  etc. ; Taxes on shares  o f  f i n a n c i a l  
i n s t i t u t i o n s  and dea l e r s  i n  i n t a n g i b l e s  would be 
increased  one m i l l  each; domes t i c  insurance 
company t ax  increased from two t o  t h r e e  m i l l s .  



6. P roper ty  t a x  exemptions for aged 65 and 
o l d e r  homeowners.. . . $1,000 of  a s s e s sed  va lue  
r ega rd l e s s  o f  income and $2,500 o f  a s s e s s e d  
value  i f  income is less than $6,000--financed 
by e s t a t e  t a x  i nc r ea se .  

7. S u b s t a n t i a l  narrowing of  t h e  "d i rec t -use"  exc lus ion  
under t h e  s a l e s  t ax .  

I n  f l o o r  a c t i o n ,  two s i g n i f i c a n t  amendments weke adopted. 
One, an obvious concession t o  Democrats s t i l l  enraged over  
t h e  t a c t i c s  used on t h e  expendi ture  b i l l ,  r e s t o r e d  about  
$167 m i l l i o n  t h a t  had been c u t  from t h e  admin i s t r a t i on  
budget.  Although t o  add an app rop r i a t i on  i t e m  t o  a  t a x  b i l l  
might seem t o  v i o l a t e  House r u l e s  of  procedure,  t h e  i s s u e  
w a s  n o t  r a i s e d .  

The second amendment was f a r  more c o n t r o v e r s i a l .  The 
l e a d e r s h i p  of  both  p a r t i e s  i n  t h e  House ev iden t l y  . be l i eved  
they  had s u f f i c i e n t  vo tes  t o  pass t h e  compromise package i n  
i t s  e n t i r e t y .  On t h e  f l o o r ,  however, an amendment was o f f e r e d  
by a conserva t ive  Republican t o .  l e a v e  t h e  d i r ec t -u se  exclu-  
s i o n  unchanged ( e .  , t o  e l im ina t e  i t e m  7 i n  t h e  above l i s t ) .  
To t h e  apparent  s u r p r i s e  of  t h e  l e a d e r s  t h e  amendment c a r r i e d ,  
a l l  a f f i r m a t i v e  vo tes  be ing  cast by Republicans. h m e d i a t e l y  
l abor -o r ien ted  l e g i s l a t o r s ,  b e l i e v i n g  they had been double- 
c rossed  on t h i s  c e n t r a l  p o i n t  i n  t h e i r  t a x  program, t h r ea t ened  
t o  withdraw t h e i r  suppor t  from t h e  compromise t a x  package. 
Quick a c t i o n  by Adminis t ra t ion  f o r c e s  headed o f f  t h e  r e v o l t  
and t h e  compromise package was passed wi thout  t h e  c o n t r o v e r s i a l  
p rov i s ion  narrowing t h e  d i r e c t  use  exc lus ion .  

The House passed t a x  program was e s t ima t ed  t o  produce, 
n e t ,  morea than $1.0 b i l l i o n  i n  new revenue i n  t h e  f i s c a l  
1971-73 biennium. . This f e l l  about  $73 mi l l i on  s h o r t ,  however, 
of  cover ing t h e  appropriations-educat'ion b i l l  approved earlier.  

Senate Action 

A s  t h e  Senate began i t s  d e l i b e r a t i o n s  on t h e  budget- 
t a x  program, t he  S t a t e  was a l ready  s e v e r a l  weeks i n t o  t h e  
1971-73 biennium. The Senate  Ways and Means Committee 
began work promptly on t h e  b i l l  passed by t h e  House, h e l d  
two weeks o f  hea r ings ,  and a t  t h e  end o f  J u l y  s e n t  t h e  b i l l  
t o  subcommittee f o r  c r i t i c a l  review and a p p r a i s a l .  

. Unlike t h e  House, t h e  Ohio Senate  had n o t  had t h e  expe- 
r i e n c e  o f  having considered income t a x  p roposa l s  i n  t h e  
preceding s e s s ion .  Most s e n a t o r s  had a r e l a t i v e l y  open mind 
on t h e  i s s u e s  and w e r e  n o t  bound by p u b l i c  s t a tements  o r  
commitments. I n  p a r t i c u l a r ,  no s ena to r s  w e r e  committed 
e i t h e r  i n t e l l e c t u a l l y ,  emot ional ly ,  ' o r  p o l i t i c a l l y  t o  t h e  



i d ea  of a f l a t  rate county income t ax ,  which had proved such 
a troublesome d i v e r s i o n  i n  t h e  House. 

Never theless  i d e o l o g i c a l  c leavages  were quick  t o  form. 
Perhaps s u r p r i s i n g l y ,  t h e  co rpo ra t e  income t a x  was r e l a t i v e l y  
nonco n t rove r s i a l ,  a s  had been t r u e  a l s o  i n  t h e  House. Con- 
t roversy  cen t e r ed  r a t h e r  on t h e  pe rsona l  income tax .  Among 
Republicans t he  b a s i c  d i v i s i o n  was between a ma jo r i t y  who 
opposed t h e  pe rsona l  income t a x  and t h e  expend i tu re  i n c r e a s e s '  
t h a t  would have n e c e s s i t a t e d  it, p r e f e r r i n g  i n s t e a d  a sma l l e r  
expend i tu re  package f inanced by a s a l e s  t a x  i n c r e a s e  (perhaps 
coupled wi th  a corpora t ion  income t a x )  , and a minor i ty  who 
favored o r  would a t  l e a s t  accep t  a pe r sona l  income t ax .  Among 
Democrats t h e  d i v i s i o n  w a s  between t hose  who would go a long 
wi th  a pe r sona l  income t a x  and t hose  who w e r e  determined t o  
oppose it un l e s s  t h e  b i l l  r e s t o r e d  t h e  d i r ec t -u se  amendment, 
which was e l im ina t ed  on t h e  f l o o r  of t h e  House, o r  i nc luded  
some o t h e r  a d d i t i o n s  t o  bus ine s s  t axe s .  

A s  August wore on, t h e  Senate  Ways and Means Committee 
bus ied  i t s e l f  wi th  t e c h n i c a l  and p e r f e c t i n g  r e v i s i o n s  i n  t h e  
income t a x  b i l l .  Many of  t h e s e  r e s t o r e d  p rov i s i ons  t h a t  w e r e  
con ta ined  i n  t h e  o r i g i n a l  Adminis t ra t ion  proposal  b u t  were 
knocked o u t  by t h e  House. A t  t h e  same t i m e  it r ead i ed  an 
a l t e r n a t i v e  sm a l l e r  package cen t e r ed  on a co rpo ra t e  income t a x  
p lus  a sales t a x  r a t e  i nc r ea se .  

Labor Day came and went w i th  n e g o t i a t i o n s  s t i l l  con t inu ing  
behind t h e  scenes  i n  an unsuccess fu l  e f f o r t  t o  l i n e  up enough 
v o t e s  t o  pass  e i t h e r  t h e  "high budget"  w i th  a pe r sona l  and 
co rpo ra t e  income t a x  o r  t h e  "low budget" w i th  a co rpo ra t e  t a x  
p lu s  a s a l e s  t a x  i nc r ea se .  

I n  t h e  Ohio Senate  1 7  vo tes  are needed t o  pa s s  a b i l l .  
A t  no t i m e  could  more than a h a l f  dozen Republican vo t e s  ( o u t  
o f  20) be counted f o r  t h e  income t a x  program. This  meant 
t h a t  Democrats had t o  muster  11 o r  12 of  t h e i r  1 3  vo t e s  i f  
t h e  b i l l  w e r e  t o  pa s s .  But a b l o c  o f  about  6 l abo r -o r i en t ed  
Democratic s e n a t o r s  s t e a d f a s t l y  r e f u s e d  t o  g ive  t h e i r  suppo r t  
t o  t h e  b i l l  un l e s s  it inc luded  a s i g n i f i c a n t  narrowing o f  
t h e  d i r e c t  use r u l e .  Moves i n  t h a t  d i r e c t i o n ,  however, would 
cause l o s s  o f  some'of t h e  Republican vo t e s  needed f o r  passage .  
Various a l t e r n a t i v e s  w e r e  exp lo red  i n  behind-the-scenes 
n e g o t i a t i o n s ,  i nc lud ing  adding new t axes  on f i n a n c i a l  i n s t i -  
t u t i o n s ,  insurance  companies and e x t r a c t i v e  i n d u s t r i e s .  But 
each l o s t  about  as many vo t e s  on one s i d e  a s  it ga ined  on t h e  
o t h e r .  Some Democratic s t r a t e g i s t s ,  convinced t h a t  it would 
be  a m i s t a k e  t o  pa s s  a "Democratic" tax-program,  favored  
l e a v i n g  it t o  t h e  Republican ma jo r i t y  t o  be l l  t h e  c a t .  Re -  
pub l icans  w e r e  equa l l y  r e l u c t a n t  t o  b e a r  t h e  onus f o r  any new 
t axes .  

F i n a l l y  it was t he  Republican ma jo r i t y  t h a t  broke t h e  
deadlock. I n  l a t e  September t h e  Senate  by a near.  p a r t y  l i n e  
vo t e  approved a g r e a t l y  reduced budget  t o  be f inanced  by a 



new corpora te  n e t  income t a x  p l u s  an i n c r e a s e  i n  . t he  s a l e s  
t a x .  The s p e c i f i c  p rov i s ions  were : 

A corpora te  f r a n c h i s e  ( n e t  income) t a x  of  3% p e r c e n t  
on t h e  f i r s t  $25,000 and 6% p e r c e n t  on t h e  balance .  

S a l e s  t a x  i n c r e a s e  .from 4 t o  5% pe rcen t .  

Extension o f  t h e  sales t a x  t o  c e r t a i n  s e r v i c e s ,  
mostly s e r v i c e s  t o  bus inesses .  

I nc r ea se  o f  t h e  c i g a r e t t e  t a x  from 1 0  t o  15  c e n t s  
p e r  pack coupled wi th  exemption from sales t a x  f o r  
a n e t  i n c r e a s e  of  3 c e n t s  p e r  pack, p l u s  a new t a x  
o f  one c e n t  on each c i g a r .  

An i n c r e a s e  i n  t h e  rate o f  t a x  on d e p o s i t s  and s h a r e s  
o f  f i n a n c i a l  i n s t i t u t i o n s .  

An i n c r e a s e  i n  t h e  t a x  on domestic  insurance  companies. 

P roper ty  t a x  exemptions f o r  aged homeowners, 

A r educ t ion  i n  t a n g i b l e  pe rsona l  p roper ty  assessment 
l e v e l s  t o  45% ove r  a 5-year pe r iod .  

The b i l l  w a s  e s t ima t ed  t o  y i e l d  an a d d i t i o n a l  $700 m i l l i o n  
f o r  t h e  biennium (based on a November 1, 1971 e f f e c t i v e  d a t e ) .  
Seventeen Republican s e n a t o r s  and one Democrat voted  f o r  t h e  
b i l l ;  twelve Democrats and 3 Republicans opposed it. 

Senate  approval  of  a corpora te  income t a x  - sales t a x  
package he lped  i n  some ways t o  c l e a r  t h e  a i r .  Many who w e r e  
lukewarm o r  . h o s t i l e  t o  new income taxes 'came t o  see t h a t  t h e r e  
w e r e  a l t e r n a t i v e s  t h a t  w e r e  even worse. Almost no.'one openly 
favored t h e  Senate  program. Spending l obb i e s  opposed i t  on 
ground t h a t  it simply did n o t  r a i s e  enough money, Labor ' s  
oppos i t i on  t o  a s a l e s  t a x  i n c r e a s e  w a s  more f e r v e n t  t han  t o  
t h e  income t ax .  And bus ine s s  groups pe rce ived  t h a t  enactment 
o f  a corpora te  income t a x  unaccompanied by a pe r sona l  income 
t a x  would almost  c e r t a i n l y  por tend  f u r t h e r  i n c r e a s e s  i n  bus ine s s  
t axe s  i n  t h e  f u t u r e ,  Recognizing t h e  p o l i t i c a l  o b s t a c l e s  a 
f u t u r e  l e g i s l a t u r e  would f ace  i n  cons ide r ing  a pe rsona l  income 
t a x ,  t h e  co rpo ra t e  t a x  a l r e ady  having been enac ted ,  bus ine s s  
tended,  t o  view t h e  two t axe s  a s  c a rd s  t h a t  had t o  be p layed  
t oge the r ,  n o t  s i n g l y .  

With adopt ion of  the Senate  b i l l  wi th  i t s  r a d i c a l  
d i f f e r e n c e s  from t h e  House-passed b i l l  t h e  i s s u e  went t o  
conference committee where i n t e n s  i f  i ed  n e g o t i a t i o n s  continued.  
But s e v e r a l  new elements  w e r e  added. One was t h e  c o n f l i c t  
between Senate  and House l e a d e r s .  The l a t t e r  had b l e d  and 
d i e d  t o  achieve  House agreement on an income t a x  program, on ly  
t o  see it s c u t t l e d  i n  t h e  Senate .  Nor had t h e  House e v e r  g iven 



ser ious  considerat ion t o  the elements contained i n  t h e  Senate- 
passed b i l l .  A second new element was i n j e c t e d  when spokesmen 
f o r  organized labor  softened t h e i r  opposit ion t o  a personal 
income tax,  implying t h a t  a compromise might be possible  t h a t  
would receive the  votes of the  labor-oriented b loc  i n  t h e  Senate. 

The e n t i r e  month of October was consumed i n  in t ens ive  
backstage negot ia t ions a s  the Conference Committee (cons is t ing  
of two Republicans and one Democrat from each house) s t ruggled  
t o  put  together  a compromise program t h a t  could pass both 
houses. Because of the  be la ted  winning over of the  labor  b loc  
i n  t h e  Senate t o  a personal income t ax ,  a t t e n t i o n  focused almost 
exclusively on the  income t ax  package. But agreement proved t o  
be e lus ive .  The package t h a t  would ensure near-unanimous Demo- 
c r a t i c  support  ( including addi t iona l  business taxes)  , could not  
r e t a i n  c r u c i a l  Republican votes .  When changes were proposed 
t o  a t t r a c t  Republican votes,  some Democratic support  would 
vanish. 

A s  negot ia t ions  dragged on, pro-sales t a x  forces  i n  both 
houses grew increasingly r e s t i v e  and pressured the  leadersh ip  
t o  allow the  Senate budget-tax package t o  be brought t o  a vote.  
Early i n  November t h e  Conference Committee acceded to* t h i s  
course of ac t ion  and reported ou t  a budget c a l l i n g  fox a 1% 
cent  increase  i n  the  r e t a i l  s a l e s  t a x  and a corporate n e t  income 
t a x  of 4% on the  f i r s t  $18,000 of corporate income and 7% on 
the  remainder. Administration spokesmen and o t h e r  supporters  
of  the  house-passed personal ahd corporate income tax program 
expressed confidence t h a t  t h e  House ( t o  which the  compromise 
would go f i r s t )  would r e j e c t  the  Senate approach, Their  con- 
fidence was borne o u t  when on November 9 the  House voted 66 t o  
2 8  t o  r e j e c t  t h e  Conference Committee repor t .  A l l  votes t o  
pass  came from Republicans ; voting t o  r e j e c t  the  compromise 
were 2 4  Republicans and 42 Democrats. 

The House vote f i n a l l y  l a i d  t o  r e s t  t a l k  of a sa les - tax  
so lu t ion  t o  the  1971-73 budget c r i s i s  and c leared  the  a i r  f o r  
se r ious  consideration o f '  t h e  income t ax  approach. The quest ion 
of exact  form remained. A second Conference Committee, appointed 
a f t e r  r e j e c t i o n  of the s a l e s  tax  package, went t o  work quickly 
and on November 12 reported ou t  a proposal containing as  i t s  
major f ea tu res  : 

Corporate n e t  income t a x  t o  be lev ied  i n  addi t ion - t o  
the  e x i s t i n g  net-worth based f ranchiseTax..  

Graduate r a t e  personal income tax.  

"Circuit-breaker" approach t o  t a x  r e l i e f  f o r  homeowners, 
and f o r  corporations.  

Reduction i n  assessment l e v e l s  f o r  a l l  forms of 
business tangib le  personal property.  



5. 3-cent i n c r e a s e  i n  t h e  s t a t e  c i g a r e t t e  t ax .  

6 .  P roper ty  t a x  exemption f o r  aged homeowners. 

7 .  Rate i n c r e a s e s  i n  t axe s  on banks -and insurance  
companies. 

Op t imi s t i c  expec t a t i ons  t h a t  t h e  magic formula had' been 
found co l l ap sed  when Governor G i l l i g a n ,  apparen t ly  t o  t h e  
s u r p r i s e  o f  l e g i s l a t i v e  l e a d e r s  i n  h i s  own p a r t y ,  l a b e l e d  t h e  
compromise unacceptable on ground t h a t  it was exces s ive ly  
favorab le  t o  c e r t a i n  bus ine s s  i n t e r e s t s .  When it came t o  a 
vo t e  i n  t h e  Senate  on t he  n e x t  day (November 13)  it w a s  re- 
j e c t e d  by a vo te  o f  23 t o  10.  Nine o f  t h e  10 vo t e s  t o  approve 
came from Republicans . 

The fo l lowing week a t h i r d  conference committee t r i e d  i t s  
hand a t  f i n d i n g  a s o l u t i o n .  The i r  a t t e n t i o n  focused on t h e  
so - ca l l ed  Taft-Flannery compromise, which had been worked o u t  
ove r  a pe r i od  of  weeks by Sena to r  William W. T a f t  (R-Cleveland) 
and Represen ta t ive  James J. Flannery (D-Cleveland) . Following 
t h i s  b a s i c  p lan  t h e  committee w i th in  a  week r epo r t ed  a personal -  
co rpo ra t e  income t a x  program d i f f e r i n g  from t h e  one p r ev ious ly  
r e j e c t e d  i n  t h e  fo l lowing r e s p e c t s  ( i n  add i t i on  t o  minor 
d i f f e r e n c e s  i n  r a t e  s t r u c t u r e s )  : 

1. Corporate t a x  t o  be. t h e  g r e a t e r  o f  e x i s t i n g  net-worth 
f r a n c h i s e  t a x  o r  new n e t  income t ax .  

2.  No reduc t ion  i n  assessment l e v e l  f o r  machinery and 
equipment. 

3. New s t a t e  severance t a x .  

4 .  Across t h e  board reduc t ion  i n  real e s t a t e  t a x e s  i n s t e a d  
of  c i r cu i t - b r eake r .  

Other fea tures- -graduated  pe rsona l  income t a x ,  c i g a r e t t e  t a x  
inc reases ,  homestead exemption, and o t h e r s  w e r e  t h e  same a s  i n  
t h e  previous  package. 

Hopes again  ran  h igh t h a t  t h i s  compromise would ga in  t h e  
necessary  1 7  Senate vo tes  and break t h e  long s t a l ema te .  But 
again  something went wrong. When t h e  b i l l  came up on ~ o v e m b e r  
22  it failed by a vote  of 1 7  t o  15.  Twelve Democrats and 3 
Republicans favored t h e  compromise; one Democrat and 16 
Republicans opposed it. 

A week l a t e r  on November 2 9 ,  a  Republican s e n a t o r  moved 
t o  r e co ns ide r  t h e  b i l l ,  I t  i s  thought  by some t h a t  a t  t h a t  
t i m e  t h e  necessa ry  vo tes  might have been mustered f o r  passage ,  
But Democratic s e n a t o r s ,  pos s ib ly  because o f  a  mixup i n  
s i g n a l s ,  voted a g a i n s t  r econs ide ra t ion ,  t hus  f i n a l l y  k i l l i n g  



t h e  Taft-Flannery compromise. Thereupon a f o u r t h  Senate-  
House Conference Comrni ttee was appointed.  

Using t h e  Taf t -Flannery compromise a s  a s t a r t i n g  p o i n t ,  
the f o u r t h  Conference Committee over  a  pe r i od  o f  a  week worked 
o u t  a s l i g h t l y  modified package and r e p o r t e d  it o u t  on 
December 9 .  L a t e r  t h e  same day t h e  Sena te  f i n a l l y ,  f o r  t h e  
f irst  t i m e ,  voted  f o r  an income t a x  package. The vo t e ,  1 7  
t o  15 ,  found 6 Republicans j o in ing  11 Democrats i n  suppo r t  of  
t h e  compromise, whi le  2 Democrats and 1 3  Republicans opposed 
it. The n e x t  day t h e  House added i t s  approval  by a vo t e  of  
56 t o  42--13 Republicans vo t i ng  f o r  t h e  b i l l  and 2 Democrats 
a g a i n s t .  Thus ended t h e  l o n g e s t  l e g i s l a t i v e  s t a l ema te  i n  Ohio 
h i s t o r y .  On December 20, amid g r e a t  ceremony, Governor 
G i l l i g a n  s i gned  the tax-budget b i l l .  iht0 l a w ,  g i v i n g  Ohio 
i t s  f i r s t  s t a t e  pe r sona l  and corpora te  income t axe s .  

The b a s i c  elements  o f  t h e  t a x  program a s  f i n a l l y  adopted 
are as fol lows:  

Graduate pe r sona l  income t a x ,  based e s s e n t i a l l y  on 
f e d e r a l  a d j u s t e d  g ro s s  income, w i th  $500 a l lowed 
f o r  each dependent up t o  a maximum o f  $3,000, w i t h  
r a t e s  o f  35% on t h e  f i r s t  $5,000; 

1% on $5,000 - $10,000; 
2% on $10,000 - $15,000; 
25% on $15,000 - $20,000; 
3% on $20,000 - $40,000; 
335% on income above $40,000 

Corpora te  f r a n c h i s e  t a x  based on t h e  g r e a t e r  o f  (a) 
4% o f  f i r s t  $25,000 of  n e t  income p l u s  8% o f  ba lance ,  
o r  (b) 35% o f  n e t  worth.  

Tangible pe rsona l  p roper ty  assessment l e v e l s  reduced 
f o r  i n v e n t o r i e s  from 50% t o  45% over  a 3-year p e r i o d  
and f o r  f u r n i t u r e  and f i x t u r e s ,  from 70% t o  50% o v e r  
a  5-year pe r i od .  Machinery and equipment unchanged 
a t  50%. 

New s t a t e  severance  t a x  o f  49 p e r  t on  on coa l  and 
s a l t ,  1 C  p e r  ton. on l imes tone ,  dolomite ,  sand and 
g r a v e l ,  3C: p e r  b a r r e l  on o i l  and 1 C  p e r  1,000 cub i c  
f e e t  on n a t u r a l  ga s .  

I nc r ea se  from 10C t o  15% pe r  pack i n  c i g a r e t t e  t a x ,  
accompanied by exemption from s a l e s  t a x  f o r  a  n e t  
i n c r e a s e  o f  3C p e r  pack. 

I nc r ea se  from 
i n s t i t u t i o n s ,  
i n  t a n g i b l e s .  

2 t o  3 m i l l s  i n  t a x  on s h a r e s  of  f i n a n c i a l  
and from 5 t o  6 m i l l s  f o r  d e a l e r s  i n  



7. I nc r ea se  from 2 t o  3 m i l l s  i n  t a x  on n e t  worth 
o f  domestic  insurance  companies. 

8. Across t h e  board reduc t ion  i n  ( rea l  estate t a x e s  
of  5% i n  f i r s t  y e a r ,  10% t h e r e a f t e r ,  revenue 
l o s s  of  l o c a l  governments t o  be  made up by 
s t a t e  payment . 

9 .  Proper ty  t a x  exemption f o r  homeowners aged 
65 o r  o l d e r ,  ranging from $5,000 o f  a s s e s sed  
va lua t i on  f o r  those  w i th  family income under 
$4,000 t o  no exemption i f  income exceeds $8,000. 

The budget a s  f i n a l l y  adopted c a l l e d  f o r  t o t a l  gene ra l  
fund expend i tu re  of $ 4 . 3  b i l l i o n  f o r  t h e  biennium (Table 1). 
This  was an i n c r e a s e  of  more than 40% over  t h a t  of  t h e  
1969-71 biennium, b u t  was 24% lower than Governor G i l l i g a n  
had reques ted  i n  March. 

The new t axes  provided i n  t h e  compromise package would 
r a i s e  $938 m i l l i o n  i n  new revenue,  o r  l e s s  than h a l f  t h e  
amount c a l l e d  f o r  by t h e  Gove.rnor's o r i g i n a l  program (Table 2 ) .  
Some of  t h e  d i f f e r e n c e  was accounted f o r  by t h e  postponement 
of  e f f e c t i v e  da t e s ;  t hus  t h e  pe r sona l  income t a x  f i n a l l y  
adopted was e s t ima t ed  t o  c o n s t i t u t e  only  a l i t t l e  more than 
a t h i r d  a s  much as t h e  o r i g i n a l  proposed f o r  t h e  biennium, 
though on a f u l l  y e a r  b a s i s  t h e  y i e l d  was e s t ima t ed  a t  about  
h a l f  t h a t  of t h e  Admin i s t ra t ion ' s  p roposa l .  The n e t  new reve-  
nue, a f t e r  allowance f o r  reduced o r  r epea led  t a x e s ,  w a s  es t i -  
mated a t  $701 m i l l i o n ,  compared wi th  almost  $1 .5 b i l l i o n  
c a l l e d  f o r  by t h e  Governor 's  budget .  

The F i s c a l  R e a l i t i e s  - An Inexorab le  Force 

I t  can f a i r l y  be  s a i d  t h a t  t h e  G i l l i g a n  Admin i s t ra t ion  
and t he ,  109th  Ohio General Assembly d i d  n o t  t a c k l e  t h e  i s s u e  
of  t a x  reform and new s t a t e  income taxes  pure ly  o u t  o f  i d e a l -  
i s t i c  concern f o r  a  b e t t e r  ba lanced and more e q u i t a b l e  t a x  
s t r u c t u r e .  More impor tant  was t h e  s imple f a c t  t h a t  t h e  s t a t e  
needed more money. Rarely i f  eve r  does a  s t a t e  under take  
major t a x  s t r u c t u r e  changes excep t  i n  con tex t  o f  a  f i s c a l  
crisis.  While Ohio ' s  f i s c a l  crisis was l e s s  dramat ic  than  
those  of  many o t h e r  s t a t e s  it was neve r the l e s s  genuine. The 
s e v e r i t y  o f  t h e  problem i s  i n d i c a t e d  by t h e  f a c t  t h a t  n e a r l y  
a l l  t h e  s t a t e ' s  p o l i t i c a l  l e a d e r s ,  whatever t h e i r  o t h e r  
d i f f e r e n c e s ,  agreed on one p o i n t :  something had t o  be done. 

The f i s c a l  c r i s i s  i n  Ohio d i d  n o t  involve  accumulated 
deb t s ,  unpaid b i l l s  o r  a  badly unbalanced budget;  t h e  con- 
s t i t u t i o n  and s t a t u t e s  o f  Ohio a r e  very r e s t r i c t i v e  on d e f i c i t  
f inancing.  I n s t e a d  it took t h e  form of a  g r adua l l y  widening 
gap between demand f o r  p u b l i c  s e r v i c e s  and t h e  a b i l i t y  o f  
t he  s t a t e  and i t s  l o c a l  governments t o  respond. The r e s u l t  
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These 5 f e a t u r e s  of  t h e  Ohio s t a t e  l o c a l  t a x  s t r u c t u r e ,  
a l l  l e g a c i e s  of  p o l i c y  dec i s i ons  adopted long ago under q u i t e  
d i f f e r e n t  economic cond i t i ons ,  h e l p  t o  exp la in  Ohio ' s  i n a b i l i t y  
by t h e  l a t e  s i x t i e s  t o  f inance  p u b l i c  s e r v i c e s  a t  l e v e l s  con- 
s i s t e n t  wi th  t h e  demands and a s p i r a t i o n s  of i t s  c i t i z e n s .  They 
h e l p  t o  e x p l a i n ' a l s o  t h e  almost  unanimous p r e s su re s  i n  1971 f o r  
a d d i t i o n a l  s t a t e  t a x  revenues,  and t h e  considerably  less than 
unanimous b e l i e f  t h a t  income t a x a t i o n  would n o t  only  produce 
t h e  needed revenues b u t  would a l s o  remedy some chron ic  
s t r u c t u r a l  d e f e c t s ,  

Municipal Income Taxes 

The f i s c a l  s i t u a t i o n  of  Ohio i n  1971 was v a s t l y  complicated 
by t h e  e x i s t e n c e  of  more than 300 municipal  income t axe s .  Only 
Pennsylvania r i v a l s  Ohio i n  t h e  widespread use  of t h i s  form of  
t a x ,  These t axe s ,  though varying i n  r a t e  and a d m i n i s t r a t i v e  
procedures and i n  t h e i r  t r ea tment  o f  commuter e a rn ings ,  w e r e  
uniform i n  coverage ("earned"  income, both  pe rsona l  and corpora te )  
i n  t h e  absence o f  exemptions o r  nonbusiness deduc t ions ,  and i n  
having f l a t  rates, 

The circumstances t h a t  l e d  t o  t h e  emergence and spread  
o f  municipal  income t axe s  i n  '0hio were reviewed e a r l i e r .  I n  
r e t r o s p e c t ,  i t  would probably have been w i s e r  f o r  Ohio t o  
develop .some o t h e r  answer t o  i t s  urban f i s c a l  problems. By 
1971, however, it was t oo  la te  t o  cons ide r  d i smant l ing  t h e  
municipal  income t a x  s t r u c t u r e .  The p r a c t i c a l  i s s u e  was 
whether and how t o  i n t e g r a t e  municipal  income t axe s  w i t h  a 
new s t a t e  personal  and corpora te  income t ax .  The recommendations 
of  t h e  C i t i z e n s  Task Force on Tax Reform, t h e  Governor's t a x  pro- 
gram, and every ve r s i on  o f  t h e  income t a x  t h a t  was g iven s e r i o u s  
cons ide r a t i on  i n  t h e  l e g i s l a t u r e ,  a l l  l e f t  t h e  e x i s t i n g  s t r u c t u r e  
of  munic ipal  income t axe s  s t r i c t l y  a lone .  

I n  some r e s p e c t s  t h e  ex i s t ence  o f  many c i t y  income t a x e s  
may have paved t h e  way f o r  enactment of  a s t a t e  income t ax .  
The c i t y  t a x ,  though d i f f e r e n t  i n  form from a s t a t e  income 
t a x ,  gave 4 o u t  of 5 Ohioans f i r s t  hand f a m i l i a r i t y  w i t h  an 
income t a x  o t h e r  than t h e  f e d e r a l .  Also t h e  bus ine s s  community, 
exper ienc ing  t h e  growing complexi t ies  and c o s t s  o f  m u l t i p l e  
f i l i n g s  of  municipal  r e t u r n s ,  came gradua l ly  t o  see m e r i t  
i n  a s i n g l e  s t a t e  t a x  as a p r e f e r a b l e  a l t e r n a t i v e  o r  a t  l e a s t  
a s  a way of f o r e s t a l l i n g  f u r t h e r  l o c a l  enactments ,  Labor t o o  
had reason t o  p r e f e r  a graduated  s t a t e  t a x  t o  t h e  f l a t  rate 
"wage" t a x .  

On balance ,  however, t h e  c i t y  income t axe s  w e r e  a stum- 
b l i n g  b lock ,  Ne i the r  bus iness  nor  l a b o r  groups w e r e  numbered 
among t hose  pushing f o r  a s t a t e  income t a x ,  s o  t h e i r  d i s l i k e  
o f  t h e  municipal  t axes  proved no t  t o  be  a dec id ing  f a c t o r .  



Municipal o f f i c i a l s ,  on t h e  o t h e r  hand, d i s l i k e d  t h e  i d e a  
of  t h e  s t a t e  f i s h i n g  f o r  revenues i n  t h e i r  pond. They were 
concerned a l s o  over  t h e  p o s s i b i l i t y  t h a t  t h e  s t a t e  might 
f o r ce  "piggy-backing" o f  municipal  t axe s  on t h e  s t a t e  t ax .  
To do s o  would n e c e s s i t a t e  adopt ion of  some uniform r u l e  
governing t a x a t i o n  of  commuter income, - i n  p l ace  o f  t h e  
v a r i e t y  of  p a t t e r n s  t h a t  had evolved i n  t h e  s e v e r a l  metro- 
p o l i t a n  a r e a s  o f  t h e  s t a t e .  Moreover piggy-backing would 
probably r e q u i r e  abandoning t h e  bus iness  p o r t i o n  of  ' t he  
c i t y  t a x ,  w i th  revenue consequences ranging from n e g l i g i b l e  
t o  d e v a s t a t i n g  f o r  i n d i v i d u a l  c i t ies .  T h e o r e t i c a l l y  t h e  
revenue l o s s  t h a t  would b e  i n f l i c t e d  on cities could  be  
compensated by d i s t r i b u t i o n  of  a p o r t i o n  of  s t a t e  income 
t a x  revenues.  I n  p r a c t i c e ,  however, it is n e a r l y  imposs ib le  
t o  dev i s e  a d i s t r i b u t i o n  formula t h a t  would even roughly match 
t h e  p a t t e r n  of  revenue l o s s  among c i t ies .  

Because of  t h e s e  concerns t h e  municipal  o rgan i za t i ons  
opposed a s t a t e  income t a x  u n t i l  t h e  l a t e  s i x t i e s .  I n  1969 
t h e  Ohio Municipal League modified i t s  p o s i t i o n  from o u t r i g h t  
oppos i t i on  t o  one of  i n s i s t i n g  on adequate p r o t e c t i o n  t o  t h e  
f i s c a l  p o s i t i o n  of  c i t ies ,  should  t h e  s tate  e n t e r  t h e  income 
t a x  f i e l d .  Subsequently t h e  League concen t ra ted  i ts  e f f o r t s  
on seek ing  (1) t o  avoid  a fo rced  r e p e a l  o r  piggy-backing o f  
municipal  l e v i e s ;  ( 2 )  t o  ga in  t h e  r i g h t  t o  l evy  a 2% ( r a t h e r  
than only  1%) t a x  by councilmanic a c t i o n  (i .e., wi thou t  p r i o r  
referendum) ; and (3) t o  ga in  a s i z a b l e  sha r e  o f  any new state 
d i s t r i b u t i o n s  t o  l o c a l  governments. 

P ressures  f o r  p rope r ty  t a x  r e l i e f  --- 
Ohio ' p rope r ty  t axe s  i n  1971, even w i th  t h e  i n c r e a s e s  

o f  t h e  previous  two decades, w e r e  n o t  e s p e c i a l l y  h igh  i n  
comparison wi th  t h e  s t a t e s .  They d id ,  however, gene ra t e  a 
g r e a t e r  p ropo r t i on  of  s t a t e - l o c a l  t a x  revenue than  was common 
among t h e  s t a t e s .  P roper ty  t axe s  unavoidably p l aced  p a i n f u l  
burdens on some ( t h o s e  w i th  low income/property r a t i o s )  , even 
a t  low average r a t e s .  These f i s c a l  f a c t s ,  coupled w i th  t h e  
p o l i t i c a l  f a c t  t h a t  va r i ous  i n f l u e n t i a l  groups f e l t  them- 
s e l v e s  t o  be unduly burdened, made p r e s su re  f o r  p rope r ty  
t a x  r e l i e f  one o f  t h e  main cons ide r a t i ons  i n  t h e  1971 t a x  
reform movement. 

Sen io r  c i t i z e n s  a r e  an o rgan ized  and i n f l u e n t i a l  group 
i n  Ohio, a s  i n  many o t h e r  s t a t e s .  Because many r e t i r e d  pe r -  
sons l i v e  on reduced incomes, because p roper ty  t axe s  on t h e i r  
homes o f t e n  con t inue  t o  r ise,  and because few o f  them have 
c h i l d r e n  i n  p u b l i c  schoo ls ,  t h e  c a se  is  made t h a t  it is  "only 
f a i r "  t h a t  they  b e  given p rope r ty  t a x  rel ief .  Most commonly 
r e l i e f  i s  sought  i n  t h e  form of exemption o f  p a r t  of t h e  
a s s e s sed  value  o f  a home owned and occupied by a s e n i o r  c i t i -  
zen. 



~ e s p o n d i n g  t o  t h e s e  concerns and p res su res ,  t h e  Ohio 
General  Assembly i n  19 70 proposed a  c o n s i t u t i o n a l  amendment 
a u t h o r i z i n g  enactment  of such  an exemption, and it was over-  
whelmingly approved by t h e  v o t e r s  i n  November. Most l e g i s -  
l a t o r s  i n t e r p r e t e d  t h e  r e s u l t s  a s  a  mandate t o  e n a c t  a 
s e n i o r  c i t i z e n  p r o p e r t y  t a x  r e l i e f  measure. The revenue 
l o s s ,  which cou ld  va ry  from perhaps  $5 m i l l i o n  t o  a s  much 
as $50 m i l l i o n  depending on t h e  form and g e n e r o s i t y  o f  t h e  
exemption, had t o  b e  recognized  i n  t h e  1971 f i s c a l  program. 

Farmers and homeowners w e r e  a l s o  s t r o n g  i n  t h e i r  p r e s -  
s u r e s  f o r  p r o p e r t y  t a x  r e l i e f .  Bes ides  look ing  f o r  r e l i e f  
from f u t u r e  p r o p e r t y  t a x  i n c r e a s e s ,  which enactment  o f  a  new 
e l a s t i c  form of  t a x  would t e n d  t o  b r i n g ,  t h e s e  groups w e r e  
demanding r e d u c t i o n s  i n  e x i s t i n g  p r o p e r t y  t a x  l e v e l s .  The 
f a c t  t h a t  e a r l i e r  income t a x  p r o p o s a l s  such a s  t h a t  advanced 
by t h e  Sea ly  Committee i n  1968 and 1969 had emphasized prop- 
e r t y  t a x  r e d u c t i o n  l e d  t o  h igh  e x p e c t a t i o n s .  The form of  
r e l i e f  was thought  less impor tan t  than  t h e  amount, Some 
favored  a  " c i r c u i t  b reaker ' '  approach t o  t a x  r e l i e f ,  o t h e r s  
a  rate r o l l b a c k ,  s t i l l  o t h e r s  an across- the-board  c u t  i n  
p r o p e r t y  t a x  b i l l s ,  and a few h e l d  o u t  f o r  o u t r i g h t  r e p e a l  
of  t h e  p r o p e r t y  t a x .  

The b u s i n e s s  community, i n  a d d i t i o n ,  has  l o n g  g iven  h igh  
p r i o r i t y  i n  i t s  t a x  re form recommendations t o  r educ ing  o r  
r e p e a l i n g  t h e  t a x  on t a n g i b l e  p e r s o n a l  p r o p e r t y ,  Ohio p l a c e s  
heavy t a x  burdens on b u s i n e s s  i n v e n t o r i e s ,  machinery and equip-  
ment and f u r n i t u r e  and f i x t u r e s .  The s t a t e  h a s  developed 
unusua l ly  e f f e c t i v e  a d m i n i s t r a t i v e  p rocedures  f o r  l i s t i n g  and 
v a l u i n g  such p r o p e r t y .  I t  a l s o  has  a unique  s t a t u t o r y  c l a s -  
si f i c a t i o n  of  p r o p e r t y  t h a t  r e s u l t s  i n  t a n g i b l e  p e r s o n a l  
p r o p e r t y  b e i n g  a s s e s s e d  f o r  t a x a t i o n  a t  h i g h e r  pe rcen tages  

. o f  cash  va lue  (50% t o  70%, depending on t h e  class o f  
p e r s o n a l t y )  than  apply  t o  r e a l  e s t a t e  (30-40%, depending 
on t h e  county)  . The b u s i n e s s  community has  l o n g  argued,  p l a u s i -  
b l y  enough b u t  w i t h  l i t t l e  e f f e c t ,  t h a t  it makes no s e n s e  t o  
assess p e r s o n a l  p r o p e r t y  a t  a  h i g h e r  r a t i o  than  real  e s t a t e ,  
and t h a t  heavy t a x e s  on t a n g i b l e  p e r s o n a l  p r o p e r t y  a r e  ineq-  
u i t a b l e  and produce adver se  economic e f f e c t s .  Because o f  
the revenue l o s s  invo lved ,  t h e  l e g i s l a t u r e  had been r e l u c t a n t  
t o  accede t o  p r e s s u r e s  f o r  t a n g i b l e  p e r s o n a l  p r o p e r t y  t a x  

5 ~ n t e r e s t i n g l y  t h e  Ohio c o n s t i t u t i o n  c o n t a i n s  a s i m i l a r  
" a u t h o r i z i n g "  amendment g r a n t i n g  t h e  Genera l  Assembly power 
t o  e n a c t  a  p e r s o n a l  income t a x  a t  f l a t  o r  g r a d u a t e  rates. 
Th i s  amendment, adopted  i n  1912, h a s ,  n e v e r  been viewed by t h e  
Genera l  Assembly a s  a  "mandate". 



r e l i e f ,  though some reduc t ions  were g r an t ed  i n  1967 t o  
farmers and merchants .  Addi t iona l  r e l i e f  was c e r t a i n  t o  
r e c e i v e  h igh p r i o r i t y  e s p e c i a l l y  i f  new t axes  were t o  be  
imposed on bus iness .  

The n e t  r e s u l t  of  t h e  s t r o n g  p r e s su re s  from t h e s e  
sources- -senior  c i t i z e n s ,  farmers ,  homeowners, and bus iness  -- 
was t h a t  t h e  admin i s t r a t i on  and l e g i s l a t u r e  a l i k e  recognized 
a s  a  f a c t  of l i f e  t h a t  a  l a r g e  p a r t  of t h e  revenue from 
any new t axes  would need t o  go f o r  p roper ty  t a x  r e l i e f .  

THE COALITION O F  INTEREST GROUPS 

Analys ts  of t h e  p u b l i c  policymaking p rocess  o f t e n  a t t a c h  
c r u c i a l  s i g n i f i c a n c e  t o  t h e  r o l e  p layed by t h e  va r ious  i n t e r e s t  
groups. The p o s i t i o n s  taken a t  va r ious  t i m e s  by i n f l u e n t i a l  
groups mark t h e  mi les tones  i n  t h e  evo lu t i on  of  a  p u b l i c  p o l i c y  
i s s u e .  Eventual  enactment comes upon formation of a  "minimum 
winning c o a l i t i o n "  of  p r e s su re  groups.  This  p rocess  can b e  
seen a t  work i n  t h e  t a x  r e v i s i o n  episode i n  Ohio. 

Organized suppor t  f o r  a  program of t a x  re£orm based on 
pe rsona l  and corpora te  income taxes  developed slowly and la te .  
Even dur ing  t h e  1970 gube rna to r i a l  campaign, when bo th  can- 
d i d a t e s  were openly t a l k i n g  income t a x a t i o n  ,. on ly  a f e w  
major groups w e r e  on r eco rd  i n  favor  of such a program. Some 
o f  t hose  t h a t  one might o r d i n a r i l y  expec t  t o  f i n d  i n  t h e  van- 
guard w e r e  ho ld ing  back. I t  i s  f a r  from clear i n  Ohio ' s  ex- 
pe r i ence  t h a t  "p ressure"  groups p r e s su red  p o l i t i c a l  l e a d e r s  
i n t o  t a x  reform. The f i s c a l  r e a l i t i e s  di-scussed i n  t h e  pre-  
ceding s e c t i o n  s e e m  t o  have been more i n f l u e n t i a l .  The slow- 
ness  of  major groups t o  g e t  behind a s p e c i f i c  t a x  reform program 
probably r e f l e c t s  l a c k  of  t e c h n i c a l  knowledge on t h e  s u b j e c t  
on t h e  p a r t  of  bo th  of  l e a d e r s h i p  and members, a  r e l u c t a n c e  
t o  defy an incumbent admin i s t r a t i on ,  and perhaps a f e e l i n g  
t h a t  t h e  e f f o r t  would be  f u t i l e .  

Among t h e  major s t a t ew ide  o rgan i za t i ons ,  one o f  t h e  f i r s t  
t o  back enactment o f  new s t a t e  income t axe s  was t h e  Ohio Farm 
Bureau Federa t ion .  The l a r g e s t  and most i n f l u e n t i a l  o f  Ohio ' s  
farm o r g a n i z a t i o n s ,  t h e  OFBF maintained a s t r o n g  i n t e r e s t  
i n  t a x  reform d a t i n g  from i t s  co-sponsorship of  t h e  Thatcher  
s tudy i n  1962. I t  saw income t a x a t i o n  a s  a  means o f  ga in ing  
r e l i e f  from t h e  inexorab le  rise i n  p roper ty  t a x e s ,  t o  which 
farmers a r e  e s p e c i a l l y  vu lnerab le .  On t h e  o t h e r  hand t h e  
income tax, persona l  o r  co rpo ra t e ,  would have a r e l a t i v e l y  
l i g h t  impact on farmers,  e s p e c i a l l y  i f  t h e  pe rsona l  t a x  i n -  
volved exemptions o r  c r e d i t s  and graduated  r a t e s .  U n t i l  1970 
t h e  OFBF p o s i t i o n  cons i s t ed  of gene ra l  endorsement of  t a x  
reform cen t e r ed  on income t a x a t i o n .  A t  that t i m e  t h e  o rgan i -  
z a t i on  developed a s p e c i f i c  program and succeeded i n  ga in ing  



varying degrees  of coopera t ion  from o t h e r  farm groups--the 
' Grange, t h e  Nat ional  Farmers Organizat ion ,  and t h e  Farmers 
Union--in p r e sen t i ng  a  un i t ed  f r o n t  t o  t h e  Adminis t ra t ion  
and t h e  109th General Assembly a s  it addressed t h e  t a x  po l i cy  
i s s u e .  

The Ohio Education Assoc ia t ion ,  ano ther  e a r l y  proponent 
group, was probably t h e  most i n f l u e n t i a l  o rgan i za t i on  backing 
t h e  income t a x  program. While sha r i ng  t h e  concern o f  t h e  farm 
groups ove r  eve r - r i s i ng  p roper ty  t axe s ,  t h e  OEA ' s  p r i n c i p a l  
o b j e c t i v e  was t o  gain  a d d i t i o n a l  revenue f o r  p u b l i c  schoo ls .  
The OEA f i r s t  endorsed income t a x a t i o n  a s  t h e  r o u t e  t o  more 
adequate school  suppor t  i n  t he  e a r l y  s i x t i e s .  However by 
1965 t h e  o rgan i za t i on  had come t o  t h e  view t h a t ,  d e s p i t e  t h e i r  
p re fe rence  f o r  an income t a x ,  t h e  s a l e s  t a x  was t h e  - most l i k e l y  
source  o f  a d d i t i o n a l  schoo l  funds.  Accordingly OEA took t h e  
l e a d e r s h i p  i n  p l ac ing  on t h e  b a l l o t  i n  t h e  1965 gene ra l  elec- 
t i o n  an i n i t i a t i v e  proposal  t o  i n c r e a s e  t h e  s t a t e  s a l e s  t a x  
from 3% t o  4 % ,  the a d d i t i o n a l  revenue t o  be earmarked f o r  
schoo ls .  

Following t h e  d e f e a t  of  tLie proposal  by a s u b s t a n t i a l  
margin, t h e  o rgan i za t i on  s h i f t e d  i ts  emphasis t o  income 
t a x a t i o n ,  emphasizing t h e  g r e a t e r  e l a s t i c i t y  t h a t  such a 
revenue sour'ce would have. During 1969 and 1970, OEA w a s  
prominent i n  i t s  suppor t  o f  some form of income t a x  i n  t h e  
hear ings  conducted by t h e  House Ways and Means Committee--though 
a s  no ted  e a r l i e r  no th ing  came of  t h e s e  e f f o r t s .  I n  t h e  1970 
gube rna to r i a l  campaign t h e  OEA broke wi th  i t s  long e s t a b l i s h e d  
t r a d i t i o n  by endors ing t h e  G i l l i g a n  candidacy,  c i t i n g  h i s  more 
favorab le  a t t i t u d e  toward s i g n i f i c a n t l y  i nc r ea sed  s t a t e  school  
a i d ,  and h i s  w i l l i ngnes s  t o  recommend a  s t a t e  income t a x  (pe rsona l  
and -corpora te )  to  r a i s e  t h e  necessary  funds.  

Other  educat ion-or iented  groups a l s o  adopted pro-income 
t a x  p o s i t i o n s  dur ing  1970 and e a r l y  1971. Among t h e s e  w e r e  
t h e  Ohio School Boards Assoc ia t ion ,  t h e  Buckeye Assoc ia t ion  
of School Adminis t ra tors ,  t h e  Ohio Council  of  PTA1s, and t h e  
Ohio Pub l i c  School Employees Assoc ia t ion .  

By t h e  t i m e  t h e  109th  General Assembly convened i n  
January 1971, o t h e r  f u n c t i o n a l  i n t e r e s t  groups w e r e  g r adua l l y  
coming t o  s e e  income t a x a t i o n  a s  t h e i r  b e s t  hope f o r  i nc r ea sed  
s t a t e  suppor t .  The Ohio C i t i z e n s  Council  f o r  Heal th  and W e l -  
f a r e  and t h e  Cleveland Welfare Federa t ion ,  both impor tant  and 
i n f l u e n t i a l  o rgan i za t i ons ,  had long favored i nc r ea sed  s tate  
wel fa re  suppor t  wi thou t  naming p r e f e r r e d  sources .  By t h e  
s p r i n g  of  1971 they had gone on record  i n  f avo r  o f  income 
t a x a t i o n .  The same evo lu t ion  of a  more s p e c i f i c  pro-income 
t a x  p o s i t i o n  occurred  a t  about  t h e  same t i m e  i n  va r ious  i n -  
f l u e n t i a l  "pub l i c  i n t e r e s t "  groups such a s  t h e  League o f  Women 
Voters  and t h e  Ohio Council  of  Churches. 



N e u t r a l i z i n s  P o t e n t i a l  Ormosition 

J u s t  as s i g n i f i c a n t  a s  t h e  alignment o f  f o r c e s  favor ing  
t h e  income t a x  program i s  t h e  l i s t  o f  groups whose p o t e n t i a l  
oppos i t i on  w a s  b lun ted .  I n  a  conserva t ive  s t a t e  l i k e  Ohio, 
one must normally expect  s t r o n g  organized oppos i t i on  t o  new 
t a x e s ,  e s p e c i a l l y  income-based t axe s .  Business groups 
e s p e c i a l l y  would t end  t o  be  i n  oppos i t ion .  One o f  t h e  most 
i n t e r e s t i n g  a spec t s  o f  t h e  Ohio exper ience  i s  t h e  manner i n  
which some of  t h e s e  p o t e n t i a l  sources  of  o rgan ized  oppos i t i on  
w e r e  n e u t r a l i z e d .  

F i r s t  it must be  no ted  t h a t  t h e  pre-1971 t a x  s t r u c t u r e  
o f  Ohio s t r u c k  ha rd  a t  bus iness  i n  s e v e r a l  ways. The p rope r ty  
t a x ,  e s p e c i a l l y  on t a n g i b l e  pe rsona l  p roper ty ,  was regarded by 
bus iness  a s  heavy and i n e q u i t a b l e ,  and i t s  s t e ady  r i se  was 
viewed w i t h  apprehension. The corpora te  f r a n c h i s e  t a x  on n e t  
worth was perhaps even more i n e q u i t a b l e  i n  i t s  impact. S ince  
i t s  r a t e  had been i nc r ea sed  repea ted ly  au r ing  t h e  previous  
decade, bus iness  had good reason t o  f e a r  t h a t  t h i s  would aga in  
b e  an obvious source  o f  a d d i t i o n a l  revenue. 

There w e r e  o t h e r  p o s s i b l e  t a x  i n c r e a s e s  t h a t  bus iness  
f e a r ed  even more than a corpora te  and persona l  income t a x .  
Some segments viewed l o s s  o f  t h e  " d i r e c t  use" exc lu s ion  f o r  
bus iness  purchases  a s  a  f a r  g r e a t e r  t h r e a t .  S t i l l  o t h e r s  
f e a r ed  p o s s i b l e  ex tens ion  of t h e  s a l e s  t a x  t o  many c a t e g o r i e s  
o f  pe r sona l  s e r v i c e s .  Throughout t h e  bus iness  community t h e  
labor-sponsored TRAC program ( t o  be  d i scussed  i n  a  l a t e r  
s e c t i o n )  was seen a s  t h e  most ominous t h r e a t .  Consequently 
some o f  t h e  bus iness  o rgan i za t i ons  saw persona l  and corpora te  
income t axe s  as a less b i t t e r  p i l l  than some o t h e r s  they 
might b e  fo rced  t o  swallow. And some saw p o s s i b i l i t y  of  
ga in  i f  enactment of such a t a x  program w e r e  coupled wi th  
r educ t i ons ,  e s p e c i a l l y  i n  t a n g i b l e  pe rsona l  p roper ty  t axe s .  

The combination of f e a r  of  a  worse a l t e r n a t i v e  and hope 
f o r  some long-sought t a x  r e l i e f  caused s e v e r a l  impor tant  
bus iness  o rgan i za t i ons ,  i f  n o t  t o  - campaign f o r  t h e  income 
t a x  program, a t  l e a s t  no t  t o  oppose it. This was t h e  s t a n d  
adopted by t h e  Ohio Chamber of  Commerce. The S t a t e  Council  
of  R e t a i l  Merchants, though con t inu ing  t o  favor  ex t ens ion  of  
t h e  s a l e s  t a x  t o  s e rv i ce s ,  saw an income t a x  program l i nked  
wi th  reduc t ion  of  pe r sona l  p roper ty  t axe s  on i n v e n t o r i e s  a s  
an accep t ab l e  compromise. The Ohio Manufacturers Assoc ia t ion  
c o n s i s t e n t l y  opposed t h e  income t a x  program, though n o t  ve ry  
vehemently. 

The p o t e n t i a l  oppos i t ion  of s e v e r a l  o t h e r  powerf u l  bus iness  
l obb i e s  w a s  ave r t ed  by l e av ing  them o u t  o f  t h e  proposed t a x  
program. P a r t l y  because of complex t e c h n i c a l  problems, b u t  
p a r t l y  for t a c t i c a l  reasons ,  both t h e  recommendations' o f  t h e  
C i t i z e n s  Task Force on Tax Reform and t h e  Governor 's  subse- 
quent  p roposa l s  s p e c i f i c a l l y  exempted insurance  companies, 
p u b l i c  u t i l i t i e s ,  and f i n a n c i a l  i n s t i t u t i o n s  from any new 



t axe s ,  a t  t h e  same time excluding them from a l l  t h e  t a x  re- 
l i e f  p rov i s i ons  of  t he  proposed b i l l .  This outcome w a s  w e l -  
comed by t h e s e  i n d u s t r i e s ,  most of which had f e a r e d  t h e  wors t  
from t h e  new Governor. A t  t h e  same t i m e  t h e  G i l l i g a n  Admini- 
s t r a t i o n  announced p l a n s  f o r  a  thorough study o f  t h e  t a x  
s i t u a t i o n  of t he se  i n d u s t r i e s ,  h i n t i n g  t h a t  t h e i r  t u r n  would 
come i n  1972 o r  1973. 

Another p o t e n t i a l  source  of powerful oppos i t i on  was t h e  
l i b r a r i e s .  I n  Ohio, p u b l i c  l i b r a r i e s  had long been suppor ted  
by revenues from t h e  i n t a n g i b l e s  pe r sona l  p roper ty  t a x .  
Though i n  name and i n  l e g a l  form a  t a x  on p roper ty  ( p r i n c i -  
p a l l y  s tocks  and bonds owned by i n d i v i d u a l s )  , t h e  i n t a n g i b l e s  
t a x  a c t u a l l y  app l i ed  t o  income from i n t e r e s t  and d iv idends ,  
and thus  looked l i k e  an income tax .  I t  was gene ra l l y  agreed 
t h a t  cons ide r a t i ons  o f  e q u i t y  a s  w e l l  a s  o f  p r a c t i c a l  p o l i t i c s  
would r e q u i r e  r epea l i ng  t h e  i n t a n g i b l e s  t a x  along wi th  enac t -  
ment o f  a  pe r sona l  income t ax ,  i n  o rde r  t o  avoid  "double 
t axa t i on . "  Such a  course  would, however, l e ave  t h e  l i b r a r i e s  
wi thout  a  source  o f  suppor t .  

Two p l ans  w e r e  developed, e i t h e r  o f  which would hold  
l i b r a r i e s  e s s e n t i a l l y  harmless.  One would have J e t a i n e d  t h e  
i n t a n g i b l e s  t a x  b u t  avoided double t a x a t i o n  by a l lowing personal  
income taxpayers  t o  c r e d i t  p a r t  o r  a l l  t h e i r  i n t a n g i b l e s  t a x  
toward t h e i r  income t a x  l i a b i l i t y .  The o t h e r  would have r epea l ed  
t h e  i n t a n g i b l e s  t a x  b u t  e s t a b l i s h e d  a  s e p a r a t e  fund from revenues 
from t h e  new income t a x .  This  fund would i n  t u r n  b e  d i s t r i b u t e d  
by t h e  s t a t e  t o  l i b r a r i e s  i n  a - f a s h i o n  designed t o  l e ave  a l l  
l i b r a r i e s  a t  l e a s t  a s  we l l  o f f  a s  they had been. To f u r t h e r  
sweeten t h e  package f o r  l i b r a r i e s  t h e  Adminis t ra t ion  proposed 
t o  inc lude  i n  t h e  1971-73 budget  a long-sought app rop r i a t i on  
t o  f i nance  development of  a  r eg iona l  network o f  p u b l i c  l i b r a r i e s .  
A s  a r e s u l t  t h e  l i b r a r y  o rganza t ions ,  i n s t e a d  o f  opposing t h e  
income t a x  program, devoted t h e i r  e f f o r t s  toward working o u t  t h e  
b e s t  p o s s i b l e  arrangement f o r  sha r i ng  i n  t h e  income t a x  revenue. 

Thus t h e s e  emerged among t h e  major s t a t ew ide  i n t e r e s t  
groups a  con f igu ra t i on  i n  which a  few powerful groups w e r e  
decidedly  favorab le  t o  t h e  t a x  program, and most o f  t h e  o t h e r s  
w e r e  e i t h e r  lukewarm o r  n e u t r a l .  One may w e l l  wonder why 
enactment d i d  n o t  come promptly and by nea r  unanimous vo te .  
There w e r e  s e v e r a l  elements i n  t h e  exp lana t ions  i nc lud ing  
i n e r t i a ,  f e a r  of r e t r i b u t i o n  from t h e  masses of  v o t e r s ,  i n a b i l i t y  
t o  agree  on d e t a i l s ,  and p o l i t i c a l  jockeying by bo th  p a r t i e s  
t o  p in  t h e  new t a x  p a r t l y  o r  e n t i r e l y  on t h e  o t h e r .  

The -- P o s i t i o n  of Organized Labor 

Perhaps t h e  most impor tant  s tumbling block was organized 
l abo r .  I n  o t h e r  s t a t e s ,  l abo r  o rgan i za t i ons  have o f t e n  
f i gu red  prominently i n  t h e  c o a l i t i o n  of  i n t e r e s t  groups p r e s s -  
i n g  f o r  t a x  reform wi th  emphasis on pe rsona l  and co rpo ra t e  



income taxes .  Labor almost  always has been found i n  suppor t  
' of heav i e r  corpora t ion  t axe s ,  p a r t l y  under t h e  impression 

t h a t  "bus iness"  b e a r s  t h e  burden r a t h e r  than "people ,  I' p a r t l y  
recogniz ing t h a t ,  whether t h e  t a x  is borne by consumers o r  by 
s tockho lders ,  t h e  inc idence  w i l l  b e  l a r g e l y  ou t -o f - s t a t e .  
Personal  income t axe s ,  on t h e  o t h e r  hand, have u sua l l y  been 
suppor ted  by l a b o r  because o f  t h e  oppor tun i ty  they a lone  
a f f o r d  t o  in t roduce  some p r o g r e s s i v i t y  i n t o  s t a t e  t a x  s t r u c t u r e s .  
This cons ide r a t i on  i s  e s p e c i a l l y  impor tant  when t h e  income t a x  
i s  seen a s  an a l t e r n a t i v e  t o  h igher  s a l e s  t a x e s .  

Although organized l a b o r  favored bo th  pe r sona l  and 
co rpo ra t e  income t axe s  dur ing t h e  f i f t i e s  and e a r l y  s i x t i e s ,  
by t h e  l a t t e r  p a r t  o f  t h e  decade l a b o r  was no l onge r  among 
those  groups p r e s s i n g  f o r  a  pe r sona l  income t a x .  The AFL-CIO, 
jo ined by t h e  United Auto Workers, h e l d  t h a t  s i n c e  t h e  e x i s t i n g  
Ohio t a x  s t r u c t u r e  was very favorab le  t o  bus ine s s ,  any new 
revenues should be de r i ved  from new bus ine s s  t axes  o r  from 
c l o s i n g  loopholes  i n  e x i s t i n g  t axe s  on bus iness .  Recognizing 
t h e  s t r o n g  i n f l u e n c e  of  bus iness  o r g a n i z a t i o n s  i n  t h e  Ohio 
l e g i s l a t u r e  and a n t i c i p a t i n g  t h a t  e f f o r t s  would be made t o  
seek any needed new revenues from an i n c r e a s e  i n  t h e  s a l e s  t a x ,  
l a b o r  moved i n  t h e  l a t e  s i x t i e s  t o  develop i t s  own t a x  program 
and, i f  necessa ry ,  t o  p l ace  it be fo re  t h e  v o t e r s .  The r o u t e  
l a b o r  chose t o  fo l low involved a  seldom used p rov i s i on  o f  t h e  
Ohio Cons t i t u t i on  t h a t  a l lows v o t e r s  t o  i n i t i a t e  l e g i s l a t i v e  
cons ide r a t i on  o f  a  proposed b i l l  and i f  no s a t i s f a c t o r y  a c t i o n  
is  taken ,  t o  p l ace  t h e  l e g i s l a t i o n  i n  t h e  b a l l o t .  

During 1970 t h e  Ohio AFL-CIO and UAW, through t h e i r  Tax 
Reform Action Committee (TRAC) , developed a  b i l l  t h a t  would: 

Permit  exemptions and g radua t ion  of  r a t e s  under 
municipal income t a x  ordinances  ; 

Provide f o r  a  homestead exemption f o r  r e t i r e d  
homeowners age 65 o r  over ;  

Redefine pe rsona l  p roper ty  t o  i nc lude  commercial 
motor v e h i c l e s  and t o  p rov ide  t h a t  t h e  t a x  on 
commercial motor v e h i c l e s  b e  c r e d i t e d  t o  t h e  
coun t i e s  of  t h e  S t a t e  f o r  t h e i r  l o s s  i n  revenues 
due t o  t h e  homestead exemption; 

Make n a t i o n a l  banks, b u i l d i n g  and loan a s s o c i a t i o n s ,  
insurance  companies and pub l i c -  u t i l i t i e s  s u b j e c t  
t o  t h e  co rpo ra t e  f r a n c h i s e  t a x ;  

Change the method o f  va lu ing  corpora te  sha r e s  f o r  
t h e  corpora te  f r a n c h i s e  t a x  t o  one based on 
n e t  income and e s t a b l i s h  a  t a x  r a t e  o f  f ou r  
pe rcen t  on t h e  f i r s t  twenty-f ive thousand 
d o l l a r s  of n e t  income p l u s  seven p e r c e n t  on 
t h e  excess  over  twenty-f ive thousand; 



6 .  Change t he  premium t a x  on domestic insurance  companies 
t o  t h e  same a s  t a x  p laced on insurance  companies i n -  
corpora ted  o u t  of  s t a t e ;  

7. El iminate  t h e  " d i r e c t  use" exc lus ion  from s a l e s  and 
use t a x e s ,  b u t  permit  exemption where t h e  i t e m  pur- 
chased w i l l  become a component p a r t  o f  a product ;  

8. Provide f o r  a severance t a x  on n a t u r a l  r e sources ;  and 

9 .  Repeal l e g i s l a t i o n  pe rmi t t i ng  coun t i e s  t o  e n a c t  
t a x e s  a t  t h e  determinat ion of  t h e  Board of County 
Commissioners. 

During November and December, 1970, TRAC vo lun t ee r s  c i r -  
c u l a t e d  p e t i t i o n s  and obta ined  t h e  necessary  s i g n a t u r e s  ( 3 %  o f  
t h o s e  vo t i ng  f o r  Governor a t  t h e  November e l e c t i o n ) ,  the reby  
a s s u r i n g  t h a t  t h e  TRAC program would be  p laced  be fo r e  t h e  
l e g i s l a t u r e '  f o r  cons ide ra t ion .  A t  t h e  same t i m e  l a b o r  
l e a d e r s h i p  vowed t h a t  i f  t h e  l e g i s l a t u r e  f a i l e d  t o  a c t  favorably  
on t h e  i n i t i a t e d  b i l l ,  it was determined t o  t a k e  t h e  n e x t  s t e p ,  
i .e. , ga in  an a d d i t i o n a l  3% s i g n a t u r e s  and p l a c e  t h e  proposal  on 
t h e  b a l l o t .  

Labor d i d  n o t  c la im t h a t  t h e  TRAC program r ep re sen t ed  
genuine " t a x  reform". They viewed it r a t h e r  a s  a s topgap,  
p r e f e r a b l e  t o  a s a l e s  t a x  i n c r e a s e ,  b u t  l e av ing  b a s i c  s t r u c t u r a l  
problems unsolved. Nor d i d  l abo r  f l a t l y  oppose a pe r sona l  i n -  
come t a x ,  though t h i s  component was conspicuously absen t  from 
the TRAC package. I n s t ead ,  l a b o r  took t h e  p o s i t i o n  t h a t  they 
would oppose any new taxes  on i n d i v i d u a l s ,  i nc lud ing  a pe rsona l  
income t a x ,  un less  and u n t i l  a l l  o r  most o f  t h e i r  proposed 
bus ine s s  t axes  had been enacted.  This p o s i t i o n  p u t  t h e  l a b o r  
o rgan i za t i ons  i n  a s t ance  i f  n o t  square ly  opposed t o  t h e  
Governor 's  t a x  program, a t  l e a s t  i n  an uneasy and t e n t a t i v e  
compromise. 

The TRAC program was c l e a r l y  an embarrassment t o  t h e  Gover- 
nor ,  who had been e l e c t e d  wi th  l a b o r  suppor t .  I t  seemed t o  
p l a c e  a gun t o  h i s  head. I t  diverged i n  s i g n i f i c a n t  r e s p e c t s  
from t h e  Governor's own t a x  p roposa l s ,  and it would have r a i s e d  
cons ide rab ly  less revenue than t h e  Governor thought  would be  
needed. The TRAC program was viewed w i th  even g r e a t e r  alarm 
by t h e  bus iness  community, which f ea r ed  t h e  s educ t i ve  v o t e r  
appeal  of  a s i z a b l e  t a x  program wi th  .no v i s i b l e  impact on t h e  
i n d i v i d u a l  taxpayer.  

A s  t h e  Admin i s t ra t ion ' s  t a x  pro.gram made i t s  slow and 
t o r t uous  way through l e g i s l a t i v e  channels ,  t h e  l a b o r  o rgan i za t i ons  
d i d  n o t  h e s i t a t e  t o  use  t h e  t h r e a t  of  t h e  TRAC program t o  ga in  
maximum leverage .  The p rospec t  of a p l e b s c i t e  on a program 
c o n s i s t i n g  exc lu s ive ly  of bus iness  t axes  unques t i onab ly  made 
bus iness  i n t e r e s t s  more w i l l i n g  t o  compromise. And t h e  p rospec t  
o f  d e f e a t  o f  t h e  pe rsona l  income t a x  so  s t r ong ly  d e s i r e d  by 



admin i s t r a t i on  f o r c e s  unquest ionably caused them t o  f i g h t  
more s t e a d f a s t l y  f o r  t h e  bus iness  t a x  components, wi thou t  
which l a b o r  suppor t  would vanish.  

The "minimum winning c o a l i t i o n "  t h a t  even tua l l y  brought  
t h e  income t a x  program i n t o  law was a  cu r i ous  amalgam. I ts  
most prominent members were The Ohio Education Assoc ia t ion  and 
The Ohio Assoc ia t ion  of  R e t a i l  Merchants,  t h e  former s e e i n g  
i n  t h e  income t a x  t h e  p rospec t  f o r  added suppo r t  f o r  schoo ls ,  
t h e  l a t t e r  s ee ing  it a s  an a l t e r n a t i v e  t o  a  s a l e s  tax i n c r e a s e ;  
t h e  farm groups,  which saw t h e  income t a x  a s  an a l t e r n a t i v e  t o  
h ighe r  p roper ty  t axes ;  t h e  "pub l i c  i n t e r e s t "  l o b b i e s ,  which 
saw it a s  a  s t e p  toward a  more adequate,  f l e x i b l e ,  and e q u i t a b l e  
t a x  s t r u c t u r e ;  and t h e  we l f a r e  o r g a n i z a t i o n s ,  who hoped t o  ga in  
i nc r ea sed  we l f a r e  funds from income t a x  revenues. L e s s  promi- 
nen t  w e r e  c e r t a i n  bus iness  groups which saw it a s  t h e  lesser 
o f  va r ious  e v i l s ,  o r  t h e  p r i c e  t o  be p a i d  f o r  t h e  t a n g i b l e  
pe rsona l  p roper ty  t a x  r e l i e f .  Re luc tan t  suppo r t e r s  inc luded  
t h e  l a b o r  o rgan i za t i ons ,  who he ld  t h e  ba lance  o f  power and who 
exp lo i t ed  t h i s  s t r a t e g i c  p o s i t i o n  t o  t h e  f u l l e s t .  

. CAN ANYTHING BE LEARNED? 

Ohio ' s  exper ience  over  t h e  p a s t  2% decades t ends  t o  b e a r  
o u t  t h e  t h e s i s  o f  a  coma- convulsion^ syndrome t h a t  c h a r a c t e r i z e s  
t h e  t a x  policymaking p rocess .  Ohio managed throughout  most 
o f  t h i s  pe r i od  t o  avoid conf ron t ing  i t s  f i s c a l  problems. The 
growing inadequacy of  revenues from t h e  e x i s t i n g  t a x  s t r u c t u r e  
and t h e  worsening inba lances  i n  t a x  burdens w e r e  ignored o r  
covered up a s  long a s  p o s s i b l e .  When a t  l a s t  t h e  p o l i t i c a l  
c o s t  o f  cont inued i n a c t i o n  ro se  t o  t h e  p o i n t  where it exceeded 
t h e  c o s t  of  doing something, t h e  coma' phase gave way t o  a  yea r  
o r  more of  convuls ive  maneuvering on t a x  po l i cy  which pa ra lyzed  
t h e  s t a t e  l e g i s l a t u r e ,  racked t h e  i n t e r n a l  power s t r u c t u r e  of  
both  p a r t i e s ,  fo rced  t h e  admin i s t r a t i on  t o  make d r a s t i c  c u t s  
i n  expend i tu res ,  and s t i r r e d  t h e  gene ra l  p u b l i c  from i t s  u sua l  
l e t h a r g y  i n t o  a f renzy of  l e t t e r  w r i t i n g ,  lobbying,  and forming 
of  "ad hoc" committees. 

One cannot  avo id  f e e l i n g  t h a t  t h e r e  must be  a b e t t e r  way 
t o  make t a x  po l i cy .  I f  r a t i o n a l  a n a l y s i s  o f f e r s  any hope i n  
dea l i ng  wi th  s o c i a l  and economic problems, e f f o r t s  must be 
made t o  s u b s t i t u t e  reasoned cons ide r a t i on  o f  p o l i c y  i s s u e s  
and a l t e r n a t i v e s  f o r  t h e  half-baked and p o t e n t i a l l y  d i s a s t r o u s  
s o l u t i o n s  worked o u t  i n  a  s p i r i t  o f  de spe ra t i on .  I t  i s  worth 
cons ide r ing  whether t h e  Ohio episode g ives  any i n s i g h t s  i n t o  
how t h e  t a x  policymaking p rocess  might become more r a t i o n a l .  

Causes of  t h e  Coma-Convulsion Svndrome 

The r o o t s  of  Ohio ' s  1971 bou t  w i th  t a x  reform a r e  complex 
and deep. Any a t t empt  t o  s imp l i fy  and g e n e r a l i z e  must do 
v io lence  t o  t h e  f a c t s  i n  some degree and omit  many s u b t l e  i n -  
f l uences .  Never the less  it seems p o s s i b l e  t o  i d e n t i f y  t h r e e  



under ly ing  and i n t e r r e l a t e d  causes  t h a t  a l lowed t h e  s t a t e  t o  
. reach a  p o i n t  where d r a s t i c  a c t i o n  was c a l l e d  f o r .  Each o f  
t h e  t h r e e  i n  t u r n  s u g g e s t s  some p o s s i b l e  s t e p s  which, i f  t aken  
i n  t i m e ,  cou ld  perhaps have a v e r t e d  o r  e a s e d  t h e  subsequent  
convu l s ion .  

The f i r s t  cause  was f i s c a l .  Ohio experienced 25 y e a r s  o f  
coma because  of a  f i s c a l  s i t u a t i o n  t h a t  a l lowed c i t i z e n s  and 
p o l i t i c a l  l e a d e r s  a l i k e  t o  b e l i e v e  t h a t  a l l  was w e l l  and 
n o t h i n g  needed t o  be  changed. The w a r t i m e  s u r p l u s  he lped  
Ohio t o  g e t  through more than  a  decade o f  pos twar  expans ion  
w i t h o u t  any s e r i o u s  f i s c a l  problems. To be s u r e ,  t h e  r e c e s s i o n  
o f  1958-61 brought  on f i s c a l  problems,  b u t  t h e s e  were weathered 
by e x p e n d i t u r e  r e s t r a i n t  coupled w i t h  modest increments  i n  
e x i s t i n g  t a x e s .  Throughout most o f  t h e  s i x t i e s  a s u p e r f i c i a l l y  
s t r o n g  f i s c a l  p o s i t i o n  was main ta ined  by g e n e r a l  economic ex- 
pans ion ,  con t inued  t i g h t - f i s t e d  budget ing  and f u r t h e r  inc remen ta l  
changes i n  e x i s t i n g  t a x e s .  

Qhio 's d e c e n t r a l i z e d  revenue s t r u c t u r e ,  i n  which a  rela- 
t i v e l y  l a r g e  s h a r e  o f  s t a t e - l o c a l  t a x  revenue i s  r a i s e d  l o c a l l y ,  
c o n t r i b u t e d  t o  t h e  f a l s e  sense  t h a t  a l l  was w e l l .  Although 
s t e a d i l y  r i s i n g  p r o p e r t y  t a x e s  and munic ipa l  income t a x e s  caused  
growing u n r e s t ,  few people  r ecogn ized  t h e s e  a s  t h e  outcome o f  
s ta te  t a x  p o l i c i e s .  School boa rds ,  mayors, c i t y  c o u n c i l s  and 
county commissioners w e r e  seen  as t h e  c u l p r i t s ,  w h i l e  t h e  s t a t e  
l e g i s l a t u r e  and a d m i n i s t r a t i o n  w e r e  l o n g  a b l e  t o  view t h e  
problems as l o c a l  r a t h e r  t h a n  s t a t e w i d e  i n  n a t u r e .  Those who 
made s t a t e  t a x  p o l i c y  a l s o  w e r e  f i r m  i n  t h e i r  c o n v i c t i o n  t h a t  
r e s p o n s i b l e  government r e q u i r e s  t h o s e  who spend p u b l i c  money t o  
b e a r  t h e  r e s p o n s i b i l i t y  f o r  r a i s i n g  t h e  revenue .  

That  an emerging f i s c a l  c r i s i s  cou ld  have evo lved  a lmost  
unno t i ced  i n  Ohio i s  perhaps  s u r p r i s i n g  i n  view o f  t h e  unusual  
degree  t o  which Ohio makes t a x  p o l i c y  by p l e b i s c i t e .  A s  h a s  
been n o t e d  Ohio h a s  e x c e p t i o n a l l y  r e s t r i c t i v e  p r o p e r t y  t a x  
and  d e b t  limits, which n e c e s s i t a t e  f r e q u e n t  v o t e r  r e f e r e n d a  
on f i s c a l  m a t t e r s .  One might t h i n k  t h a t  t h i s  would create 
among the c i t i z e n s  a  he igh tened  awareness  o f  t a x  problems,  
advance warning o f  coming crisis ,  and perhaps  g r e a t e r  s o p h i s -  
t i c a t i o n  i n  e v a l u a t i n g  a l t e r n a t i v e s .  Such seems n o t  t o  have 
been t h e  c a s e .  The Ohio e x p e r i e n c e  g i v e s  no c l e a r  s u p p o r t  t o  
t h e  n o t i o n  t h a t  e x t e n s i v e  c i t i z e n  p a r t i c i p a t i o n  through t h e  
referendum p r o c e s s  c o n t r i b u t e d  t o  t h e  r a t i o n a l  t a x  pol icymaking.  

T h i s  o b s e r v a t i o n  s u g g e s t s  a  second cause  o f  t h e  coma- 
convuls ion  syndrome i n  Ohio--the g e n e r a l  l a c k  o f  p u b l i c  aware- 
n e s s  and under s t and ing  o f  t a x  m a t t e r s .  I f  Ohioans w e r e  
p robab ly  no less  w e l l  informed on such i s s u e s  than t h e  c i t i z e n s  
o f  o t h e r  s t a t e s ,  they  a lmost  c e r t a i n l y  w e r e  n o t  b e t t e r  informed 
Desp i t e  t h e  e x c e l l e n t  i n f o r m a t i o n  s e r v i c e  p rov ided  on a  s tate-  
wide b a s i s  by t h e  Ohio P u b l i c  Expendi ture  Counci l  and by such  
l o c a l  o r g a n i z a t i o n s  as Governmental Research I n s t i t u t e  i n  
Cleveland,  few Ohioans knew how s c h o o l s ,  w e l f a r e ,  p a r k s  or any 
o t h e r  p u b l i c  se rv i ' ce  a r e  f i n a n c e d ,  where t h e  money comes from 



>r where t h e i r  t a x  d o l l a r s  go, o r  even t h e  d i f f e r e n c e  between 
Local, s t a t e ,  and f e d e r a l  t a x e s .  S t i l l  fewer had any con- 
2eption of  how t o  eva lua t e  t a x  s t r u c t u r e s  o r  t a x  p o l i c i e s  
zxcept i n  c r u d e s t  t e r m s  o f  d i r e c t  pe r sona l  impact .  Almost 
lo one recognized p u b l i c  s e r v i c e s  a s  having any p o s i t i v e  va lue  
to them o r  as being i n  any way a f f e c t e d  by t a x  d e c i s i o n s .  

Even among i n t e r e s t  groups t h a t  had a  d i r e c t  and con t inu ing  
s take  i n  t a x  po l i cy  t h e  l e v e l  of  . t e c h n i c a l  t a x  unders tanding,  
3 t  l e a s t  i n  Ohio, was so  low t h a t  p o l i c y  p o s i t i o n s  w e r e  sometimes 
taken t h a t  could  be shown t o  be con t ra ry  t o  t h e  very i n t e r e s t s  
the o rgan i za t i on  purpor ted  t o  s e rve .  Likewise few l e g i s l a t o r s  
had a  g r a sp  o f  any dimension of  t a x  policymaking o t h e r  than 
t he  l e g a l  and t h e  p o l i t i c a l .  Economic e f f e c t s ,  admin i s t r a t i on ,  
and taxpayer  compliance problems w e r e  u sua l l y  ignored.  Con- 
sequent ly  l e g i s l a t i v e  a t t e n t i o n  tended t o  focus on narrow 
l e g a l i s t i c  t e c h n i c a l i t i e s  of  t a x  laws and p roposa l s  f o r  re- 
v i s i on ,  r a t h e r  than on broad po l i cy  i s s u e s .  

The same l a ck  o f  understanding o f  and i n t e r e s t  i n  t a x  po l i cy  
c a r r i e d  over  i n t o  s t a t e  admin i s t r a t i on  i n  Ohio. For many yea r s  
t h e r e  was l i t e r a l l y  no one i n  Ohio whose job it was t o  look a t  
t h e  s t a t e - l o c a l  t a x  s t r u c t u r e  i n  b roades t  terms and t o  make recom- 
mendations on t a x  po l i cy .  Though Ohio has  ove r  t h e  y e a r s  been 
lucky t o  have some o f  t h e  n a t i o n ' s  most d i s t ingu i shed '  and e f f e c t i v e  
t a x  commissioners, t h e  r e s p o n s i b i l i t i e s  o f  t h e  p o s i t i o n  have 
u sua l l y  been considezed t o  c e n t e r  on execu t ion  r a t h e r  than making 
o f  t a x  p o l i c y .  Recent governors have had l i t t l e  i n t e r e s t  i n  t a x  
p o l i c y  (except  from a  pure ly  p o l i t i c a l  s t andpo in t )  and l i t t l e  
access  t o  adv ice  on t h e  s u b j e c t .  

The t h i r d  cause,  which is  r e a l l y  i n sepa rab l e  from t h e  
f i r s t  two, i s  t h e  e x i s t e n c e  throughout  Ohio ' s  long  comatose 
phase o f  a  p o l i t i c a l  s i t u a t i o n  t h a t  l e d  t o  f i s c a l  problems be ing  
c o n s i s t e n t l y  swept under t h e  rug.  A s  no ted  e a r l i e r ,  t h e  DiSa l l e  
d e f e a t  i n  1962 was widely i n t e r p r e t e d  a s  a  r e a c t i o n  t o  t a x  i n -  
c r e a s e s  h i s  admin i s t r a t i on  ha s  i n i t i a t e d .  The no-new-taxes p o l i c y  
o f  h i s  successor  e f f e c t i v e l y  r u l e d  o u t  any cons ide r a t i on  of  funda- 
mental t a x  r e v i s i o n  f o r  an 8-year pe r iod .  I t  a l s o  guaranteed 
t h a t  change, when i t  d id  come, wouEd appear a s  a  r a d i c a l  break 
w i th  t r a d i t i o n .  

P o s s i b l e  Remedies - .  . . .  . . , . . .  - .  t 

I f  t h e  causes  of t h e  coma-convulsion syndrome i n  Ohio 
a r e  indeed t hose  o u t l i n e d  above, c e r t a i n  k inds  of remedies 
a r e  implied.  Some changes i n  t h e  way s t a t e s  manage t h e i r  
p u b l i c  a£ f a i r s  might a v e r t  f i s c a l  c r i s e s ,  improve p u b l i c  
understanding and discourage  i r r e s p o n s i b l e  p o l i t i c a l  maneu- 
ver ing.  To be r e a l i s t i c ,  however, one must probably recog- 
n i z e  t h a t  i n  democrat ic  p o l i t i c a l  systems major: po l i cy  changes 
seldom t a k e  p l a c e  u n t i l  an i n t o l e r a b l e  s i t u a t i o n  or a  c r i s i s  
develops.  A l l  t h a t  can r e a l l y  be hoped f o r  i s  t h a t  t h e  coma 
phase can be  shor tened and t h e  c r i s i s  be made less conv'ulsive. 



The Ohio e x p e r i e n c e  p o i n t s  up most c l e a r l y  t h e  need 
f o r  c o n t i n u i n g  a t t e n t i o n  t o  t a x  p o l i c y  on t h e  par t  o f  t o p  
l e v e l  pol icymakers  i n  b o t h  l e g i s l a t i v e  and a d m i n i s t r a t i v e  
b ranches .  I t  should  b e  t h e  o b j e c t i v e  o f  pol icymakers  t o  
d e f i n e  c l e a r l y  t h e i r  p o l i c y  g o a l s  i n  such  m a t t e r s  a s  t h e  
p r o p o r t i o n a t e  dependence on v a r i o u s  t a x  s o u r c e s ,  t h e  b a l a n c e  
between l o c a l l y - r a i s e d  and s t a t e - r a i s e d  revenues ,  t h e  d e s i r e d  
degree  o f  t a x  s t r u c t u r e  e l a s t i c i t y ,  t h e  p r o p e r  s t a t e  s h a r e  o f  
l o c a l  s choo l  c o s t s  and t h e  s t a t e  r o l e  i n  s u b s i d i z i n g  o t h e r  
l o c a l  s u b d i v i s i o n s .  Def in ing  o b j e c t i v e s  i m p l i e s  t h o u g h t f u l  
c o n s i d e r a t i o n  t o  such  i s s u e s  a s  t a x  e x p o r t i n g ;  t h e  e f f e c t s  
o f  t a x a t i o n  on i n d u s t r i a l  l o c a t i o n ,  urban growth p a t t e r n s ,  
and housing;  t h e  i n c i d e n c e  of  t a x e s  by income group;  t h e  
p r o p e r  r o l e  of b u s i n e s s  t a x e s  ; t h e  r e l a t i o n  o f  s t a t e - l o c a l  
t a x e s  t o  b e n e f i t s  r e c e i v e d ;  and t h e  n a t u r e  and e x t e n t  o f  
geograph ic  s p i l l o v e r s  o f  e x p e n d i t u r e  b e n e f i t s .  The i s s u e s  
h e r e  a r e  enormously complex. Never the le s s  t h i s  does n o t  
excuse  t h e i r  b e i n g  t o t a l l y  i g n o r e d ,  as was t h e  case f o r  y e a r s  
i n  Ohio. 

Also  needed i s  c o n t i n u i n g  a t t e n t i o n  t o  long-range  t r e n d s  
i n  s t a t e - l o c a l  revenues and e x p e n d i t u r e s ,  i n  o r d e r  t h a t  p o l i c y -  
makers can a n t i c i p a t e  emerging f i s c a l  problems and make p l a n s  f o r  
d e a l i n g  w i t h  them b e f o r e  they  r each  crisis p r o p o r t i o n s .  Ohio h a s  
r e c e n t l y  begun t o  g i v e  c o n s i d e r a t i o n  t o  t h e  long-range r e s u l t s  
o f  t a x  p o l i c y  d e c i s i o n s  a s  w e l l  as o f  e x p e n d i t u r e  programs. 
Had h i g h - l e v e l  a t t e n t i o n  been g iven  r o u t i n e l y  t o  such  matters 
a decade ago some problems might have been avoided .  

I t  is  r e l a t i v e l y  s imple  t o  s a y  t h a t  o b j e c t i v e s  shou ld  
b e  d e f i n e d  and long-range p l a n s  made. The d i f f i c u l t y  l i e s  
i n  i n s t i t u t i o n a l i z i n g  t h e  p rocess  and a s s u r i n g  t h a t  it is  
c a r r i e d  o u t .  One p o s s i b i l i t y  would b e  t h e  e s t a b l i s h m e n t  o f  
a permanent Economic Advisory Counci l  t h a t  would concern  
i t s e l f  w i t h  s t a t e - l o c a l  f i s c a l  problems, a l o n g  w i t h  o t h e r  
economic i s s u e s .  Another mode t h a t  i s  found i n  a  few s ta tes  
i n v o l v e s  a permanent Tax S t r u c t u r e  Study Committee, r e s p o n s i b l e  
t o  t h e  Governor o r  t o  t h e  l e g i s l a t u r e  f o r  i d e n t i f y i n g  and s tudy-  
i n g  emerging f i s c a l  problems and making w e l l  p u b l i c i z e d  recom- 
mendat ions.  Numerous o t h e r  arrangements  can b e  v i s u a l i z e d .  
Conceivably,  a  f e d e r a l  matching g r a n t  f o r  long-range f i s c a l  
p l ann ing  cou ld  s e r v e  a s  an e f f e c t i v e  inducement.  While a l l  
such arrangements  have t h e i r  problems and can e a s i l y  b e  sub-  
v e r t e d  f o r  p o l i t i c a l  purposes  o r  r ende red  i n e f f e c t u a l ,  e x p e r i -  
men ta t ion  a long  t h e s e  l i n e s  i n  a  few s t a t e s  g i v e s  cause  f o r  
encouragement.  

Improving t h e  l e v e l  of  t e c h n i c a l  under s t and ing  o f  t a x  
m a t t e r s  by l e g i s l a t o r s  i s  s t i l l  more d i f f i c u l t ,  b u t  e q u a l l y  
impor tan t .  Most l e g i s l a t o r s  b r i n g  l i t t l e  t e c h n i c a l  knowledge 
t o  t h e  job,  l e a r n i n g  on t h e  job what they  b e l i e v e  is  n e c e s s a r y ,  
most ly w i t h  l o b b y i s t s  a s  t u t o r s .  I n  r e c e n t  y e a r s  s e v e r a l  s ta tes  
have i n s t i t u t e d  t h e  p r a c t i c e  o f  h o l d i n g  s h o r t  o r i e n t a t i o n  



courses  f o r  l e g i s l a t o r s ,  t h e  aim be ing  t o  impar t  a  modicum 
o f  e x p e r t i s e  on such i s s u e s  a s  educat ion ,  we l f a r e ,  and 
t axa t i on .  Ohio experimented i n  1969 w i th  a l e g i s l a t i v e  
seminar of t h i s  s o r t ,  wi th  on ly  p a r t l y - s a t i s f a c t o r y  r e s u l t s .  
Another planned f o r  e a r l y  1971 was cance l l ed  because o f  an 
untimely b l i z z a r d .  One wonders how l e g i s l a t i v e  a c t i o n  on t h e  
t a x  p roposa l s  might have d i f f e r e d  had t h e  seminar been he ld .  

I n  t h e  long run,  however, it must be  assumed t h a t  
government w i l l  under take  a c t i v i t i e s  t h a t  a r e  p o l i t i c a l l y  
r i s k y  on ly  i f  p u b l i c  op in ion  f o r c e s  them t o  do s o ,  o r  i f  t h e  
p o l i t i c a l  r i s k  is  reduced t o  an accep t ab l e  l e v e l .  Thus t h e  
b a s i c  need i s  f o r  i nc r ea sed  f i s c a l  awareness on t h e  p a r t  o f  
t h e  p u b l i c  a t  l a r g e  and g r e a t e r  s o p h i s t i c a t i o n  i n  ana lyz ing  
i s s u e s  and a l t e r n a t i v e s .  Among t h e  ma t t e r s  on which i m -  
proved p u b l i c  unders tanding s e e m s  most needed are t h e  
economic and s o c i a l  b e n e f i t s  o f  p u b l i c  expend i tu res ,  t h e  
f u n c t i o n a l  r e s p o n s i b i l i t i e s  o f  va r ious  l e v e l s  o f  government, 
t h e  sources  o f  governmental revenue, and some fundamentals 
o f  t a x  po l i cy .  

A major o b s t a c l e  t o  ga in ing  improved p u b l i c  understand- 
i n g  is t h e  widespread opinion t h a t  t a x  p o l i c y  i s  hope l e s s ly  
d u l l ,  o r  complex, o r  both .  I t  was f o r  t h e s e  reasons  t h a t  
t h e  Ohio League o f  Women Voters  even by 1971 had given l i t t l e  
s tudy  t o  t h e  t o p i c  d e s p i t e  i t s  obvious t i m e l i n e s s  and c r u c i a l  
importance. Another problem is  t h e  d e a r t h  of  non techn ica l  
m a t e r i a l s  al though such c o n t r i b u t i o n s  a s  Ecker-Racz's r e c e n t  
book The P o l i t i c s  and Economics o f  S t a t e  and Local  Finance 
sho'bld go f a r  t o  m e e t  t h i s  need. Educat ional  seminars are 
p o t e n t i a l l y  va luab le .  I n  Ohio such seminars have been 
sponsored throughout  t h e  s t a t e  by such o r g a n i z a t i o n s  as t h e  
AFL-CIO, t h e  A g r i c u l t u r a l  Extension Se rv i ce ,  and The Municipal 
League. The e f f e c t i v e n e s s  o f  educa t i ona l  e f f o r t s  o f  t h i s  s o r t  
could  be enhanced i f  t h e  p rocess  could  somehow be  a c t i v a t e d  
be fo r e  t h e  i s s u e s  reach t h e  crisis s t a g e .  The u n i v e r s i t i e s  no 
doubt  can do a f a r  more e f f e c t i v e  job of  educa t ion  on t a x  
p o l i c y ,  bo th  i n  t h e  r e g u l a r  curr iculum and i n  con t inu ing  
educat ion programs. 

The p r e s s  p l ays  a  dominant r o l e  i n  educa t ing  t h e  p u b l i c  
on f i s c a l  ma t t e r s .  I n  Ohio, p r e s s  ( i nc lud ing  r a d i o  and TV) 
coverage o f  t h e  controversy  over  t a x  po l i cy  was very uneven. 
Some segments gave t h e  ma t t e r  much a t t e n t i o n ,  o t h e r s  very 
l i t t l e .  S t i l l  g r e a t e r  was t h e  v a r i a t i o n  i n  q u a l i t y  o f  cover- 
age.  Some i n d i v i d u a l  r e p o r t e r s  were s o p h i s t i c a t e d  i n  t h e i r  
g r a sp  of  t h e  i s s u e s  and accu ra t e  i n  r e p o r t i n g  them, whi le  
o t h e r s  c o n s i s t e n t l y  misunderstood, ga rb led  and d i s t o r t e d .  
E d i t o r i a l  comment va r i ed ,  p r e d i c t a b l y  and a p p r o p r i a t e l y ,  from 
s t r o n g l y  pro-income t a x  t o  s t r o n g l y  a g a i n s t ,  L e s s  appro- 
p r i a t e l y ,  much on both  s i d e s  was e v i d e n t l y  based on mis infor-  
mation and misunderstanding,  



A b e t t e r  educa ted  and informed p r e s s  could  h e l p  enor -  
mously t o  in~prove  p u b l i c  under s t and ing  o f  f i s c a l  matters, 
b u t  t o  accomplish t h i s  i s  no  e a s y  m a t t e r .  Perhaps  s c h o o l s  
o f  jou rna l i sm might  r e q u i r e  o r  a t  l e a s t  encourage t h e i r  
s t u d e n t s  t o  t a k e  courses  i n  p u b l i c  f i n a n c e ,  and p o s s i b l y  i n  
o t h e r  t e c h n i c a l  a r e a s  where p u b l i c  p o l i c y  i s s u e s  f r e q u e n t l y  
ar ise .  Another p o s s i b i l i t y  might  be  t o  o f f e r  s h o r t  cour ses  
under  u n i v e r s i t y  sponsor sh ip  a t  which e d i t o r s  and members 
o f  t h e  working p r e s s  cou ld  be  exposed t o  a s y s t e m a t i c  un- 
b i a s e d  summary o f  b a s i c  p u b l i c  f i n a n c e  f a c t s  and p r i n c i p l e s .  

F i n a l l y ,  t h e r e  a r e  c e r t a i n  changes i n  t a x  s t r u c t u r e s  
themselves  t h a t  cou ld  h e l p  g r e a t l y  a l l e v i a t e  t h e  coma- 
convuls ion  syndrome. Rev i s ions  t o  b r i n g  abou t  g r e a t e r  e l a s -  
t i c i t y  dese rve  h igh  p r i o r i t y .  Though an e l a s t i c  t a x  s t r u c -  
t u r e  i s  c e r t a i n l y  no gua ran tee  o f  immunity t o  s t a t e  f i s c a l  
crises, it is  obvious t h a t  t h e  ma la i se  i s  worse when t a x  
revenues  t e n d  c o n s t a n t l y  t o  l a g  behind  economic growth and 
i n f l a t i o n .  To this end,  adop t ion  o f  g r a d u a t e d  p e r s o n a l  
income t a x e s  i n  s t a t e s  t h a t  do n o t  have them, o r  making more 
e f f e c t i v e  u s e  of  them i n  s t a t e s  t h a t  do ,  would make f o r  
h e a l t h i e r  s t a t e - l o c a l  f i s c a l  sys tems.  The f e d e r a l  govern- 
ment can a i d  i n  t h i s  p r o c e s s .  C r e d i t s  a g a i n s t  f e d e r a l  income 
t a x  f o r  s t a t e  income t a x e s  p a i d ,  :and i n c r e a s e d  f e d e r a l  a s s i s -  
t a n c e  i n  a d m i n i s t e r i n g  such  t a x e s ,  might  s e r v e  a s  e f f e c t i v e  
inducements t o  needed s t a t e  t a x  changes . 

Another  way t h e  f e d e r a l  government can h e l p  s t a t e s  t h a t  
a r e  c o n s i d e r i n g  new o r  i n c r e a s e d  s ta te  income t a x e s  i s  throuqh 
s t r u c t u r a l  improvement i n  t h e  f e d e r a l  income t a x .  Because 
s t a t e s  a r e  f o r  p r a c t i c a l  purposes  t i e d  c l o s e l y  t o  t h e  concepts  
and r u l e s  o f  t h e  I n t e r n a l  Revenue Code, any l o o p h o l e s  o r  ineq-  
u i t i e s  i n  t h e  f e d e r a l  income t a x  t e n d  a u t o m a t i c a l l y  t o  b e  
i n c o r p o r a t e d  i n t o  t h e  s t a t e  t a x .  The s p o t l i g h t  t h a t  was 
t u r n e d  on f e d e r a l  t a x  avoidance i n  connect ion  w i t h  d e b a t e  on 
t h e  Tax Reform A c t '  o f  1969 l e f t  many Ohioans convinced t h a t  
t h e  income t a x ,  f a r  from b e i n g  an e q u i t a b l e  t a x ,  i s  s o  r i d d l e d  
wi th  loopho les  a s  t o  be  t h e  very  a n t i t h e s i s  o f  t a x  " reform".  
Opponents o f  t h e  Ohio income t a x  p r o p o s a l  w e r e  a b l e  t o  a rgue  
wi th  t e l l i n g  e f f e c t  t h a t  on ly  t h e  middle income wage e a r n e r  
would end  up paying  t h e  t a x  w h i l e  t h e  wea l thy ,  w i t h  a c c e s s  
t o  e x p e r t  t a x  a d v i c e ,  would e scape  untouched.  

Re laxa t ion  o f  e x i s t i n g  t a x  l i m i t a t i o n s  and referendum 
requ i remen t s  would do much t o  f a c i l i t a t e  s t a t e - l o c a l  
f i n a n c i n g ,  e s p e c i a l l y  i n  s t a t e s  l i k e  Ohio t h a t  employ 
h i g h l y  r e s t r i c t i v e  p r o v i s i o n s .  These c o n s t r a i n t s  a r e  o f  
cour se  e n t i r e l y  se l f - imposed  and can o n l y  be e a s e d  o r  re- 
moved by t h e  peop le  themselves .  A t  t h e  p r e s e n t  t i m e  i t  s e e m s  
i n c o n c e i v a b l e  t h a t  t h e  peop le  o f  Ohio might  e v e r  v o t e  t o  
e a s e  t h e  c o n s t i t u t i o n a l  r e s t r i c t i o n  on t a x  l e v i e s  o r  on 
borrowing.  But  t i m e s  and a t t i t u d e s  change. S t a t e s  t h a t  do 



n o t  l a b o r  under such f i s c a l  c o n s t r a i n t s  should p r o f i t  from 
Ohio 's  example and shun them. I n  t h e  meanwhile s t a t e s  l i k e  
Ohio might exp lore  s t a t u t o r y  r o u t e s  toward e a s i n g  such f i s c a l  
c o n s t r a i n t s ,  and new ones should  c e r t a i n l y  be avoided.  

L a s t l y ,  i t  would s e e m  t h a t  f i s c a l  crises a t  t h e  s t a t e -  
l o c a l  l e v e l  cou ld  perhaps be avoided i f  pol icymakers a t  a l l  
l e v e l s  o f  government were t o  g ive  continuous a t t e n t i o n  t o  t h e  
p roper  sha r i ng  o f  r e s p o n s i b i l i t y  f o r  f inanc ing  governmental 
f unc t i ons .  I n  Ohio, t h e  growing r e luc t ance  o f  l o c a l  p roper ty  
taxpayers  t o  vo te  school  t a x  l e v i e s  can be  i n t e r p r e t e d  a s  a 
r e f l e c t i o n  o f  t h e  i n c r e a s i n g l y  s t a t ew ide  ( o r  indeed nat ionwide) 
n a t u r e  of  t h e  b e n e f i t s  from a  func t ion  t h a t  n o t  t oo  many y e a r s  
ago was seen a s  p r ima r i l y  l o c a l  and i s  s t i l l  l a r g e l y  l o c a l l y  
f inanced.  I t  i s  a t  l e a s t  p o s s i b l e  t h a t  t h e  r e c u r r i n g  f i s c a l  
problems o f  t h e  s t a t e s  a r e  symptomatic of  a  s i m i l a r  problem i n  
which s t a t e s  cont inue  t o  be  he ld  p r i m a r i l y  r e spons ib l e  f o r  
f i nanc ing  func t i ons  (e . g  . , wel f a r e )  which have become l a r g e l y  
n a t i o n a l  i n  t h e  scope o f  t h e i r  b e n e f i t s .  I f  t h e  f e d e r a l  
government and t h e  s t a t e s  w e r e  t o  avoid  s add l i ng  sma l l e r  u n i t s  
o f  government wi th  t h e  burden o f  f i nanc ing  s e r v i c e s ,  cha r ac t e r -  
i z e d  by l a r g e  s p i l l o v e r s ,  some r e c u r r e n t  s t a t e - l o c a l  f i s c a l  
problems might be  eased.  
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