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CHAPTER 1
STATE~LOCAL REVENUE SYSTEMS AND EDUCATIONAL FINANCE

Educational finance occupies a prominent position in the
State-local fiscal structure. buring most of the past twenty
years, the fiscal reqUirementS‘asSociated'with.rising school
enrollments, suburban growth and urban poverty resulted in
substantial upward pressures on expenditures, Aided by a rising
economic tide through most of the period, and abetted by the
growing role of Federal and State governments, school finance
problems have been held to manageable prbportions in most States.

Two recent developments portend more serious difficulties
in school finance, both immediately and in the future,

The California_State Supreme Court declared that State's
method of financing education with the local property tax
unconstitutional, A Federal judge in Minneapolis applied the
same reasoning to Minnesota's State school aid system; All other
States, save Hawaii, have similar educational financing structures.

The public has come to question seriously whether the funds
provided for elementary and secondary education are being effectively
spent. President Nixon reflected the contemporary attitude toward
education in his 1970 message on educational reform when he
said, '"We will ask the Congress to supply many more dollars for

education as we get more education for the dollar."
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Thus, the court decisions and the public's demand for
better educational performance confront virtually every State
with the task of re-examining its State-local fiscal relationships.
School budgets have not stabilized, They continue to rise
in response to both program improvements and the impact of
inflation, Urban school systems particularly report a fiscal
crunch between the steadily increasing teacher pay won in hard
bargaining by strong teacher unions and the slow natural growth
in local property tax collections. The schools and their
spokesmen -turn increasingly to the State and Federal government
for help., Thus, a once highly local governmental function has
evolved into an intergovernmental issue requiring a re-examination
of the financing role of the different governmental levels.

.........

The School Financing Mix

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

Table 1-1,--State and Local Expenditure for Education (other than higher)
By Governmental Source of Financing, Selected Years 1942-1969

Fiscal Amount - Federal State Local
‘Year (in millions) Aid funds ‘funds
1969 $35,687 8.6 40.8 50.6
1967 $28,986 10,2 38,6 51.2
1957 '$11,994 3.1 36.7 60.3
1942 - $ 2,290 5.8 32.9 61.3

Source: ACIR staff computations based on U,S, Bureau of the Census data



In 1965 as part of an anti-poverty effort the Federal dqllar
support jumped with the passage of the Elementary and Secondary
Education Act. After this transfusion of Federal support,
however, the upward pace of State-local spending for schools out~
distanced growth in Federal categorical school aid.

The locally financed share of school costs has declined
relative to both the State and Federal share, but local schools
have claimed a rising portion of the local property tax, In 1942,
the schools required a mere one-third of the $4.3 billion local
property tax-yield. By 1970, the schools required 50 percent
of the $33 billion local property tax take.

Table 1-2,--School Share of Local Property Taxes,
Selected Years 1942-1969

Local ‘Percent distribution by type of governmment
property
Fiscal taxes School Townships and 3/
Year (millions) districts 1/ Cities 2/ Counties 2/ special districts
1942 § 4,347 32.9 39.0 20.1 8.0
1952 8,232 39,2 32,7 19.8 8.3
1957 12,285 42,8 29.7 19,2 8.3
1967 25,418 48.9 24 .8 18.5 7.8
1969 29,692 50.0 24,1 18.1 7.8
1970 32,963 50.3 23,7 18.1 7.9

1/ Includes est, amounts allocable to dependent city and county school
systems,

2/ Excludes est. amounts allocable to dependent school systems,

3/ Townships property taxes in several States are used in part to support
dependent school systems,

Source: ACIR staff computations based on U.S. Bureau of the Census data
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“The Loc¢al Scéne

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

School budget and bond elections yield considerable evidence
of stress in-the present State-local revenue system, The National
Center for Educational Statistics reported for fiscal 1969 the
lowest percentage of successful school bond elections, 56.8
percent, of any year since their study was initiated in 1959, Y
Robert J. Goettel told the American Educational Research Association
that the 137 school budget defeats in New York State in 1969

represented 20 percent of the original submission budget electionms,

" 1/ National Center for Educational Statistics;'Bdﬁd‘saléS‘for‘Public
" 'School Purposes 1968-1969,
Washington: Department of Health, Education and Welfare, 1971,
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whereas in 1965 the 16 defeats represented 1.7 pexcent of such

elections.l/ While it is difficult to assess the part played by
the mounting school property tax load in these defeats, it is
safe to assume that this factor reinforced any nonfiscal factors
that may have motivated a citizen to cast a "no" vote,

To minimize inequities resulting from reliance on the local
property tax and to assure a continued local financial contribution
for school support, it has been suggested that at a minimum the
property tax ought to be rehabilitated by: (a) improving assessment
administration under strong State supervision, and (b) granting
tax relief--financed by State or Federal govermments--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

I/ Robert J, Goettel, ""The Relationship Between Selected 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,
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determine the role of each tax source in the State-local revenue
system and thereby the distribution of the burden of their

educational aid system,

State Aid
A long tradition dating back to Elwood Cubberley in 1905

views the State as the source of funds for equalizing variations
in local fiscal capacity. The default of the States in the
performance of the equalization role is acknowledged and understood.
A recent study described the current deficiencies in State
equalization as follows:

When all state aid (foundation program or basic

state aid plus special aids) is added to total

local school revenue, the revenue per pupil in

average daily attendance was significantly

positively correlated with the valuation of

property per pupil in eight of the ten States:

studied. This means that state funds were in-

sufficient in amount or were apportioned in such

a manner as to fail to overcome the disequalizing

effect of variations in amount of local revenue
available per pupil.l/

Having analyzed State equalization experience, Paul Cooper
sounded the following note of despair: 'The least that can be
said is that, after more than sixty years of experience with the
foundation program equalization approach; little progress has
been made toward making equal (educational) opportunity available."2/
The Speaker of the Minnesota House pinpointed the reason for the

lack of equalization in State aid distribution in these terms:

1/’R L, Johns et a1¢ (éds ),

‘Status and’ ImQQCt‘of Educational’ F1nanCe Programs,

Gainesville: National Educational Finance Project, 1971, p.-206.
2/ Paul D, Cooper, "State Takeover of Education Financing," 'National

‘Tax Journal, 24:347 (September, 1971).
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"It's not politically feasible if you have complete equalization.
The richer districts would have no aid and the poorest would get
the greatest amount " Y

"“Competition for Funds

During the fifties and siktiesﬂeducation generally received
first crack at both local property tax resources and State aid
funds; It had number one prioritf as the nation entered the
Space Age. The growing fiscal pinch at local- government level
and particularly in the central cities gradually forced State
and Federal legislators to reappraise their priorities. Proponents
of urban aid at both the State and National levels have grown up to
challenge educators for public funds. Health programs, too, are
likely to grow as effective competitors for public funds.

Increasingly-educators are confronting a '"'show me" attitude
on school spending. To preserve or increase the schools' share
of the State-local budget in the face of steady or declining
enrollments educators will have to develop reliable measures of
student achievement and show real improvements.

A New 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 distria

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

© 1/ Minneapolis Tribune, July 30, 1971
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influence the provision of a major governmental activity (education)
designed to redistribute economic opportunity.

The Advisory Commission on Intergovernmental Relations and
others have argued that the provision of education should not
depend to any significant extent on the distribution of local
property tax resources. Nor should educational support depend on
the distribution of local nonproperty tax resources, should other
forms of local taxation be proposed as alternatives. The solution
implied by the ACIR approach requires that either State govern;
ments or the Federal government or both stand ready with the
revenue and aid systems powerful enough to obliterate disparities
in local taxing capacity.

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

major share of school costs,

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

This study finds that the States will have to acquire a
revenue generating system powerful enough to support the bulk of
public school costs if the provision of elementary and secondary
education is not to be influenced by disparities in local fiscal
capacity. The study describes the State revenue system implied
by this requirement and assesses the prospect of achieving the
objective,

Because the States collectively finance only 41 percent of
public school costs currently they could expect serious political

and fiscal difficulties in moving quickly to displace the local
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property tax for schools--now a $20 billion undertaking that grows each
year. The political price demanded by taxpayers in exchange for enabling
the State to increase income and sales tax rates ‘sharply might well be an
effective limit on local property taxes at the level established after
dropping the lévy for school support.

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

position,

Until the decade of the sixties many State governments managed to get
along by relying on selective sales taxes and either a general sales tax
or a personal income tax, The selective sales taxes--alcoholic beverage,
beer, and cigarette taxes--have little automatic or built-in revenue growth.
“The general sales tax outperforms them considerably. Growth in the sales
tax yield comes from both an increased volume of consumer spending and
from rising prices. The yield of this tax therefore grows at about the
pace the economy grows. But, the revenue source with the best potential
for keeping up with expanding State revenue requirements is the personal
income tax,

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

Increasing reliance on both income and sales taxes has brought
about a significant increase in the State portion of total State and local
tax collections. The greater growth responsiveness of State sales and
especially income taxes compared to the local property tax will further

enhance the States' position as time passes.
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‘Table 1-3,~-State and Local Tax Collections
Fiscal Years 1964 and 1970

1964 ‘1970
Amount Amount
(millions (millions
~of of
Item . dollars) " 'Pércent ‘dollars) " 'Peérceént
All State § Local
taX€S.essensans 49,837 100.0 - 86,795 100.0
State..eeeesens 25,111 50.4 47,962 55.3
Local.viveenans 24,726 49,6 38,833 44,7
By type of tax:
Property...... 22,350 44,8 34,054 39.2
General sales &
gross receipts.. 7,612 15.3 16,128 18.6
Individual income... 3,978 8.0 10,812 12,5
Corporation net ‘
inCoOmMe.vasecansans 1,775 3.6 3,738 4,3
Motor fuel sales.... 4,228 8.5 6,324 7.3
Motor vehicle §
operators licenses.. 2,067 4,1 2,904 - 3.3
All other..eeveesecass 7,827 15,7 12,835 14.8

Source: U.S. Department of Commerce, Bureau of the CensuSiGovernmental'FinanCeg
in 1969-70.

Equipped, as many States now are, with a powerful and diversified
tax system, they are in a position to avoid the inequities that inevitably
arise with intensive use of regressive type taxes such as sales and
property levies. For example, several States have pioneered innovative
income tax programs to shield low income persons from undue tax burdens.
The personal income tax is an especially valuable revenue instrument
in a State-local tax system, It has an automatic growth in yield that

most nearly resembles the growth in State-local expenditures.
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It opens several possibilites for tax coordination to improve
the overall equity of the State;local reyenue system, especially
income tax credit-tax rebate possibilities in the property and
sales tax fields.

NeW'DimenSionS'in‘StateéLocalfTax‘Pdlicy

The interaction of State tax policy on local taXes is
belatedly claiming legislative attention, Perhaps the most
noteworthy effort in this connection is the work of the Massachusetts
Special Commission to Develop a Master TaX Plan. The major Master
Tax Plan proposal is to fix by law the relative amounts of revenue
to be raised by the three major tax measures--property, income,
~and sales. This would be done by a commission composed of State
legislative and executive branch members and representatives of
local government empowered to establish the tax rates necessary
to maintain the-Trelationship between tax sources on a year-by-year
basis,
The underlying premise of the Master Tax Plan proposal is
that the legislature must henceforth consider both the package
of public services the State-local revenue system will support
and the quality of the major tax measures that comprise the revenue
system. The property tax would no longer be used, in effect, as
the residudl tax iﬁstrument--to fill the gap between an established
expenditure level and available revenue from nonproperty tax sources,
The growth of Federal aid and the insistent State-local demand
for more of it has spurred policymakers at all governmental levels

to give more consideration to the impact of Federal policies on
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State-local fiscal problems. For example, Congressional action
on welfare reform, revenue sharing or direct aid to schools or
cities might so alter the task assigned traditionally to the
State-local revenue system as to undermine all efforts to increase
reliance on State personal income taxation,

Indeed, the decision of Congress on Federal policy proposals
now under discussion will have a profound impact on the role
of the States in the Federal system, A massive increase in
Federal aid to local schools, for example, would introduce a new
element in the debate on how to redress the fiscal imbalance among
governmental levels., Not only would this be a rival to other
major Federal fiscal moves, but substantial aid to education would

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

.......

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

policy alternatives,

1. The Traditional Functional Aid Approach--Inject into

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

2. A 'Self Help Approach--Enable the States to finance
most of the cost of local schools by helping them
to help themselves on the revenue front, Spec-
ifically this would call for the use of Federal tax
credits to encourage a substantial increase in State
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personal income tax use and perhaps the use of
incentive grants to encourage the States to

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

‘The '"Fiscal 'Relief'" Approach--Reduce fiscal tensions

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

and by the introduction of a general revenue sharing
program with State and local governments,

An Eclectic Federal Aid Approach--Select from the
above three policies those elements that appear to
offer the best ingredients of a well-rounded Federal
aid program for State and local governments and the
Nation's school districts,
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CHAPTER 2

THE PRESENT STATE-LOCAL REVENUE SYSTEM

DESCRIPTION

Revenue Yield

In the fiscal year 1969-70 State and local governments raised
$109 billion in own-source revenues, comprised of $87 billion in tax
receipts and $22 billion in charges and miscellaneous general rev-
enue. Of the tax revenues, 55 percent was collected by the States
themselves and the remainder by local governments,

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

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

As can be seen from the table, States do not place equal reliance

on the same taxes. Some States use certain taxes heavily and others not
at all. The range of variations in the use of different taxes is shown
in Table 2-2. The table compares actual tax collections with potential
collections. Potential collections were calculated by applying, tax by
tax, the U. S. average rate to each State's share of the base of each
tax measure. It should be noted particularly that there are a few States
"which are still lacking either a personal income tax or a general sales
tax. 1In the property tax field the State with the highest revenue

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

with the least effort.
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TABLE 2-1
STATE AND LOCAL TAX REVENUE BY SOURCE, BY STATE, 1970

Millions of Dollars

Total LOCAL TAXES STATE _TAXES
State State General
: and Total Property Other Total Sales or Individual]
Local Gross Income
Taxes Receipts
UNITED STATES, TOTAL 86,823.7 38,861.7 | 132,991.1 5,870.6 47,962.0 14,177.1° 9,182.9
ALABAMA_ _..891.1 |  233.8 | 112.7 121.1 657.4 212.4 85.1
| ALASKA 126.0 40,1 30.7 9.4 86.0 -- 32.5
| _ariZona - 753.9 279.6 225.6 54,0 4743 173.7 65.0
| _ARKANSAS 484,0 _132,.6 123.8 8.7 351.4 108.7 42.5
CALIFORNIA 11,160,4 | 5,662.9 1 _ 4,997.5 | 665.4 5,497.5 1,756.9 1,150.6
| coLoraoo 9231 454.1 393.3 60.8 470.1 137.8 129.1
| _CONNECTICUT 1,470,0 728.2 723.1 5.1 741.8 258.7 4.9
DELAWARE 246,6 50,9 45,5 5.4 195.6 -~ 68.5
| _DIST. OF COLUMBIA 390,.9 390.9 127.8 263,1
FLORIDA 2,355, 7 934,6 167.5 167.2 1,421.1 658,2 -
GEORGIA 1,431,0 489.7 | _433.8 55.9 | 941.3 335.8 184.9
HAWAN 440,6 100,2 75.1 24,4 340.5 162.7 105.0
| 1oano 247.6 ) P N 2.2 155.9_ 41.7 36.7
|_teLinors 5,410.1 2,541.4 314.6 2,868.7 1,008,2 575.6
INDIANA 1,854.6 852.2 3.8 1,002.4 380.7 216.4
1owA 1,232.7 604,3 6.2 628.3 ?23.5 112.7
KANSAS 887.5 456.5 12,7 431.0 165.4 78.4
I R T LT 65.4 703.0 | 267.7 121.4
1,205.9_ 155.7 838.8 166.5 48.0
1,2 207,6. 83.2 18.9
229.4 1,082.1 236.8 413.4
SETTS e 12,2 10 1,393.7 168.4 518.0
150.6 2,365.1 | 878.5_ 415.3
16.3 1,021,0 195.6 345.7
o 16.1 485.8 227.9 44.2
_MISSOURS e 142.4 o 344.8 129.7
MONTANA . . 5.7 “ -- 38.9
| weorasxa - 9.4 K )
. Y 20,9 54,7 -
_NEW HANMPSHIRE 1.3 -- 3.5
NEW JERSEY __3,206,0 1,873.7 1.68%.2 189.6 1,332.3 355.6 17,6
NEW MEXICO _ _365.1 91.6 8.0 |  23.6 273.5 __85.7 | _ _ 35.7
[ “wew vork 1711,899.1 | 5,782.6 4,315.6 | 1,467,0 6,116.5 1,012,0° 7,506.4
_HCITH CARDLINA 1,580.1 389.9 376.0 14.0 1,190.2 264.5 270.9
| _NoRTH DakCIA 232,.1 110.5 106.7 3.8 121.6 42.9 15.4
orio 3,656.3 1,702.6 658.8 --
| OKLAHOMA 782.7 502.1 93.8 50.5
| _orEcom 836.1 430,7 == 213.1
PENNSYLVARIA 4,734.1 2,777.6 1 948.4 --
RHODE ISLAND 387.6 B 228.7 78.3 18.6
SOUTH CAROLINA 710.4 9.4 543.7 192.6 95.4
SOUTH DAKOTA 265.2 4 6.8 112.7 47.7 -
TENNESSEE 1,096.2 301.7 107.5 686.9 241.2 12.1
YEXAS 3,540.7 1,371.0 194,56 1,675.1 552.6 --
UTAH 396,9 130.1 __15.3 251.6 91.0 61.3
VERMONT 209.3 72.8 1.4 135.2- 17.1 43.7
VIRGINIA 1,581.5 625.8 434.2 191.7 955.7 210.0 282.8
WASHINGTON 1,510.1 482.0 416.9 65.2 1,028.0 546.2 .-
WEST VIRGINIA 525.2 140.2 122.3 17.9 385.0 181.7 40.1
WISCONSIN 2,246.6 913.8 901.9 12.0 1,332.8 272.6 489.9
WYOMING 144.1 59.7 57.7 2.0 84.5 31.0 ~-

See footnotes at end of table.
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TABLE 2-1
STATE AND LOCAL REVENUE BY SOURCE, BY STATE, 1970

(Continued)
_ SIATE_TAXES
CORPORATION SELECTIVE SALES AND MROSS RECELPTS PROPERTY
INCOME
STYATES
TOTAL MOTOR ALCOHOLIC TOBACCO OTHER
- ... FUELS | BEVFRAGES | PRODUCTS o
UNITED STATES, TOTAL 3,737.9 }13,076.5 6,282.9 1,420,2 2,308,0 | 3,065.% T,09T.7
aLaBAuA 30.8 249.5 _ | 116.8 41,7 36.9 54.2 22,9
[ aasca 5.3 20.4 10.4 A 2.7 2.9 <=
ARIZONA 20,9 113.2 3 ~ 9.2 19.5 19.5 67.8
ARKANSAS 26,2 1242 | 7.9 1i.4 23.4 4,5 -9
[ caLirorna 587.6 | 1,251,9 | 672.4 105.8 235.3 | 238.4 233.5
COLORADO 33.5 111.6 71.8 11,2 12.3 | 16.3 1.1
CONNECTICUY 119.5 258.1 99.2 23.7 56,1 73.0 .- -
DELAWARE . 13.4 42.8 18.3 3.6 9.0 11.9 )
DIST. OF COLUMBIA
FLORIDA --- 490.6 225.4 120.5 39.2 105.4 33.6
GEORGIA 84,7 274.9 154.7 57.8 40,5 21.9 3.1
HAWAIL 14,6 51.2 17.7 7.5 5.8 20.2 - - -
1IDAHO 11.1 39.0 L._.25.3 3.9 4.9 4.9 .8
omors 141.0 797.9 1 73113 67.0 153.1, 266.4 2.5
INDIANA 8.6 276.5 | " 192.8 19.9 39.9~ 24.3 22.8
[ iowa 24,3 156.1 100.8 9.0 29.8 16.4_ 4.1
WKANSAS 19.3 123.5 81.4 10.0 20.4 11,7 10.4
| _xenvucky 39.5 189.5 104.6 14,3 11.9 58.7 26,6
LOUISIANA 34.8 234.1 119.8 31.3 33.2 49.8 26.9
[ waine 8 65.6 36.6 4.1 14.7 9.6 3.8
wARYLAND 60.1, 253.1 1113 1 15 26.5 99.6 34.1
MASSACHUSETTS 218.3~ 356.8_ | _135.8 54,8 75.2 90.9 .3
‘ 194, 6 273.7 63.9 85.9 | 64.1 83.0
| weinesora 79.8 122.9 34,1 49.4_ 61,0 5.8
| _wississippy . 19.9 1 __ 88.5 13.1 19.7 20.5 3.9
[ wissouRt 198.7 12.3 47.1 23.9 2.8
|_MONT ANA 48.2_ 6.3 3.8 7.3 8.1
| neDRASKA 96.1 6.4 12.0 .10 2.0
NEVADA __ 73.8 5.4 1.7 36,7 4.3
_NEW HAMPSHIRE ]l . 62.8 .23 13.9 22,8 3.5
MEW JERSEY 169.2 454.9 43,6 118.2 92.8 49,8
NEW MEXICO 8.1 70,2 4.5 10.5 12.7 14.5
[ wewvoak T T TEGY 3| TTL17408 T Ti12.6 T TTT%6.6 | T TA30.8T T 12.4
NG TH CAROLINA 112.4 383.2 57.3 11.7 100.5 23.7
| _MORTH DAKOTA 3.0 341 5.5 6.3 3.5 s
[ owio - - - 660,6 61.2 121.5 157.7 58.6
oL anoma 27.5 83,4 18.2 38.0 36.3 - -
| _OREGON 39.9 90.1 2.4 12.3 10.9 2.9
PENNSYLVANIA 529,8 815.3 345.0 88.3 185.7 196.4 32.0
RHODE ISLAND 23.1 79.1 27,7 5.8 4.9 30,6 - .-
SOUTH CAROLINA 42,3 174.2 87.2 37.5 17.4 32.0 1.7
|_souTw DAKOTA .8 47.3 24,0 5.2 7.0 11.0 - - -
TENNESSEE 59.6 232.7 130.6 23.2 50,7 28.1 - - -
TExas - - - 760.4 312.3 54,6 186.4 207.1 6h.1
UTAH 11.8 51.7 37.8 2.3 5.4 6.2 12,8
VERMONTY 5.8 48.8 16.1 9.5 6.5 16.7 -2
VIRGINIA 67.4 282.3 146.5 34,2 13.8 87.8 12,6
WASHINGYON - - - 267.9 140.9 39.5 37.1 50.4 113,1
WEST_VIRGINIA 3.9 118.5 49.9 17.3 14,0 37.2 .3
WISCONSIN 104.7 267.7 130.5 26.3 58.9 52.0 72.3
WYOMING - - - 22,1 16.4 .9 3.2 1.7 10.8

See footnotes at end of table.
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TAPLE 2-1
STATF AND LOCAL REVENUE BY SOURCE, BY SYATE, 1470

(Continued)
STAIE TAXES
. LICENSE
States I Motor E_TAXES
Total Vehicle & Alcoholic Death Document All Other
Operators Beverages Other & Gift & Stock Taxes
Transfers eemens
UNITED STATES, TOTAL 4,615.3 2,955.8 119.6 1,540.0 996.4 380.6 703.5
ALABAMA 51.2 25.8 1.9 23.5 1.4 1.9 2.2
| _ALASKA 14,7 5.8 .8 8.2 2 -~ 12.9
ARIZONA 29.4 21.1 .8 7.5 4.2 - - T
[ ankansas 40,3 29.9 -] 9.9 Vi - = 1.8
CALIFORNIA 358.5 271.3 20.0 67.2 156.9 -~ 1.6
COLORADO 43.9 | 27.1 1,2 15.6 11,9 - - 1.1
COMNECTICUT 58.0 46.9 4.2 6.9 42.6 - = - -
| oELAwARE T 63.0 10,3 .3 52.3 5.4 2.3 - -
| _DIST. OF coLuMBIA _
FLORIDA 176.5 114.7 2.3 59.6 16.0 45.9 .2
GEORGIA 51.3 37.3 KA 213.5 5.6 * .9
MAWAILL 4,2 a1 = 4.1 2.3 W4 - -
1DAHO 25.6 | ___14.8 | b 10,4 .8 - - 3
ILLINOIS 277.9 231.2 1.1 45.6 63.7 2.0 - -
INDIANA 81.7 63.5 7. 11.0 15.0 - - .3
T iowa 90,0 80.7 2.4 6.9 16.8 .9 - -
| _xawsas 46,2 . 35.4 b 10,4 7.2 - = .6
_xenTUCKY 4 44,8 ) 30.7 .8 13,3 12,4 1.0 .2
LOUISIANA 70.7 27.9 1.5 41.4 6.7 - 251.0
MAINE 22,9 14,7 21 1.6 4,9 - = *
| maryLAND 69.2 57.4 .2 11.6 11,9 W2 3.4
| _massachusevTs 84,7 50.2 .4 34.1 43.4 3.7 - -
| _MICMIGAN 307.8 154.5 Sel__1__ 147.6 26,5 -- 1,7
MINNESOTA 84.6 66.8 s 17.5 20.0 3.0 19.0
| _Micsissipet 31.8 14,4 . 17.3 2.0 -_= 14,3
N 111.6 75.1 1.4 35.0_ | 12.0 - - - -
15.0 7.9 .8 6.3 4.2 - - 4.7
33,2 25.4 .1 7.6 .8 <5 .8
NEvaDA 15.4 .95 * 5.9 - = .6 .3
_NEW_HAMPSHINE ] 19.2 13.6 . 5.4 3.8 A 1.7
| wew scmsey 2196 | 133.4 1.0 85.2 65.6 oz - -
NEw MEXICO 22.2 ez p 2 1 5.8 1.7 | i I 35.4 ]
{ wew york 323.0 240.9 33.2 48.8 127.9 266.8 - -
ML TH CAROLINA 116.5 67.1 .3 49.1 18.9 - -
| NORTH DAKOTA 20.8 16,7 .2 3.9 .8 - = 3.2
[owio 306.8 159.2 10.0 137.6 17.9 - - - -
OKLAHOMA 80.9 65.7 -8 14,4 14.5 1.0 50.5
| _oreGoN 68.8 48.5 <7 19.5 14.1 -~ 1.9
PENNSYLVANIA 322.7 126.2 8.1 188.4 98.9 30.6 -
RHODE ISLAND 20.6 16.3 .1 4.3 8.6 .3 --
SOUTH CAROLINA 31.4 17.8 1.2 12,4 3.5 2.7 - -
SOUTH DAKOTA 15.0 10.7 .1 4.1 2,0 - - *
TENNESSEE 116.4 62,6 R 53.4 18.1 4.9 1.9
| _TEXAS 301,7 165.8 3.1 132.8 23.1 * 273,2
UTAH 15.6 10.6 21 4,9 3.l - 423
VERMONT 15,3 12.2 .2 2.9 2.3 1.0 0.9
VIRGINIA 79,1 63,2 .6 15,3 12,2 8,2 1.2
WASHINGTON 74,2 49.6 2,0 22,5 25.4 1.3 ==
WEST VIRGINIA 34,2 27.4 1.0 5.8 5.0 8 i
WISCONSIN 91,3 71,4 .1 19,9 32.6 3 1.1
¥YOMING 15.8 10.0 * 5.7 0.6 -= 4.3
* Less than $50,000.
1/ Iocludes related license taxes
2/ 1Includes portions of the corporation excise taxes and surtaxes measured by
corporate excess. Separation not available.
Source; U.,S. Bureau of the Census, Governmental Finances in 1969-70; State
Government Finances in 1970,
A




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

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

Type of tax
Highest State Lowest State High-low range

All taxes . . 138 (N.Y.) 71 (Nev.) 1.9to1
“Personal taxes'’.

Including residential property . 168 (Hawaii) 54 (Neb.) 3.1t

E xcluding residential property 228 (Hawaii) 38 (Neb.) 6.1t01
“Business taxes’’:

including farm property 140 (Catif.) 46 {(W.Va.) 3.0t01

Excluding farm property 149 (ldaho) 45 (W.Va.) 3.3t01
Property taxes . . . . . . 155 (Minn.) 37 (Ala.) 42t01

Local property taxes on —

Nonfarm residential property . 181 (S. Dak.) 17 (La.) 10.6 to 1
Business property 165 (Mont.) 24 (Del.) 6.9to1

Sales and gross receipts taxes:

All. 215 (Hawaii) 47 (Neb., Ore.) 46to1

General 277 (Hawaii) 0 {several) XXX

Selective . 160 (Wash.) 70 (Mo.} 23to 1
Individual income 315 (Wis.) 0 (several) XXX
Corporation . 338 (Del.) 8 (1) 42.3t0 1
Motor vehicle 267 (Mass.) 29 (La.) 9.2t01
Death and gift 200 (Wash.) 0 (Nev.) XXX

Note: Personal taxes are defined as (1) comprising all general and selective
sales taxes, individual income and earnings taxes, death and gift
taxes, and local nonfarm residential property taxes or (2) excluding

residential property taxes.

Business taxes are defined as (1)

comprising corporation taxes, severance taxes, and local taxes on
business and farm property or (2) excluding farm property taxes.

Source: ACIR, Measuring the Fiscal Capacity and Effort of State and

Local Areas.
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Revenue Growth

State-local government revenues have demonstrated a very rapid
rate of growth in recent years., Nationwide, State-local revenue
yields from own sources were only $9.5 billion in 1942. As a pro-
portion of the Gross National Product, State-local receipts have grown
from six percent in 1942 to eleven percent in 1970,

Among the 8S8tates Nevada showed the largest percentage increase
in the amount of own source revenue between 1942 and 1969. (See Appendix
Table 1.) North Dakota showed the least percentage increase. The
State-local tax take in Nevada was twenty times greater in 1969 than
it was in 1942, 1In North Dakota it was only about five times greater.

When State and local own source revenue is compared on a per
capita basis, Georgia showed the largest percentage increase between
1942 and 1969. New Hampshire showed the least percentage increase.

Per capita State and local revenue from own sources in Georgia went
from $36 to $363 between 1942 and 1969. In New Hampshire it went from
$79 to $366 per capita between 1942 and 1969. Over this span of 27
years, New Hampshire achieved the distinction of being the only State
without either a broad-based sales or personal income tax and had

the lowest per capita revenue from State revenue sources--$156 com-
pared to a national level of $244,

Between 1942 and 1969, the State portion of own source revenues
increased more rapidly than the local portion in all but seven States--
Arizona, Arkansas, California, New Mexico, Ohio, Oklahoma and Washington.

Since State revenues are mainly from nonproperty tax sources and local
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revenues are, in the main, property taxes, the evident tendency in
most States was to reduce reliance of the State-local sector on the
property tax.

Balanced Use of Income and Sales Taxes

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

Prior to 1930 fifteen States had successfully imposed a personal
income tax. The general retail sales tax had yet to be discovered,
But by the end of the thirties sixteen States had enacted both a
general sales tax and a personal income tax to overcome the impact
of the Depression.on State-local revenues. (These States were Alabama,
Arizona, Arkansag, California, Colorado, Hawaii, Iowa, Kansas, Louisiana,
Mississippi, Missouri, New Mexico, North Carolina, North Dakota, Oklahbma,
and Utah,) By enacting general sales taxes, Maryland in 1947 and Georgia
and South Carolina in 1951 joined the group of States using two major
broad-based tax sources at the State level. The dual tax ranks re-
mained unchanged at nineteen States throughout the remainder of the 1950's,

Between 1960 and the present, however, seventeen more States were
added to the dual tax ranks. Eight States began levying a general sales
tax as part of a revenue system that 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 States enacted a broad-based personal income tax to complement
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a general retail sales tax already on the statute books. (Illinois, Indiana,
Ohio, Maine, Michigan, Pennsylvania, Rhode Island, and West Virginia.)
Nebraska adopted a general sales and a personal income tax simultaneously
as an integrated State revenue package.

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

system capable of producing substantial amounts of revenue,

Business Taxes

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

severance taxes, and document and stock transfer taxes. (Table 2-4)
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TABLE 2-3.-—-RELATIONSHIP 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)

Total State and local taxes

State and local taxes
on business

Taxes on business as
% of total taxes

STATES

% change

1967 1962 1957 1967 1962 1957 1967 | 1962 | 1957 |,0.527089
United States  $61,000,3 $41,554.2 $28,645.1  $17,934.0 $13,329.9 $9,791.7 29.4 32.1 34.2  <14.0
Alabama 677.4 436.7 318.4 154.6 106.7 82.8 22.8 24.4 26.0 -12.3
Alaska 85.8 52.4 n.a. 23.5 16.1 n.a. 27.4 30.7 n.a. n.a.
Arizona 523.7 328.0 182.6 139.4 98.5 59.7 26.6 30.0 32.7 -18.7
Arkansas 392.5 254.8 177.5 82.1 58.6 47.3 20.9 23,0 26.6 -21.4
California 7,785.2  5,142.9  3,304.0 2,391.0 1,637.5 1,082.7 30.7 31.8 32.8 - 6.4
Colorado 677.7 475.7 313.2 190.8 148.1 98.2 28.2 31.1 31.4  -10.2
Connecticut 982.6 "684.0 460.8 308.2 234.3 150.4 31.4 34,3 32.6 - 3.7
Delaware 177.6 112.3 58.6 51.2 34.3 16.3 28.8 30,5 27.8 + 3.6
Dist. of Col. 274.9 183.0 142.7 78.7 55.0 44,3 28.6 30,1 31.0 - 7.7
Florida 1,623.1 1,061.3 663.3 416.0 330.3 214.9 25.6 31.1 32.4 -21.0
Georgia 1,025.0 627.4 467.9 256.3 167.4 118.7 25.0 26.7 25.4 1.6
Hawaii 300.5 173.8 n.a. 48.0 30.1 n.a. 16.0 17.3 n.a. n.a.
Idaho 205.2 136.4 99.8 62.2 46.0 34.4 30.3 33,7 34.5 -12.2
1llinois 3,249.6  2,461.9 1,723.7 804.2 683.4 516.4 24.7 27.8 30.0  -17.7
Indiana 1,471.3 951.1 635.3 399.2 363.5 236.5 27.1 38.2 37.2 -27.2
Iowa 918.9 638.3 487.6 170.0 139.9 96.8 18.5 21.9 19.9 - 7.0
Kansas 717.1 518.6 367.4 185.7 149.3 109.3 25.9 28.8 29.7 -12.8
Kentucky 674.2 466.8 323.1 136.4 111.7 93.9 20.2 23.8 28.9 -30.1
Louisiana 958.8 655.1 497.2 488.8 348,9  238.8 51.0 53.3 48.0 + 6.3
Maine 253,2 197.3 140.0 63.4 51.6 40.5 25.0 26.2 28.9 -13.5
Maryland 1,172.4 713.8 460.2 291.9 189.3  132.3 24.9 26.5 28.7 -13.2
Massachusetts 2,004,2 1,422,7 1,014.9 530.5 440.6  341.2 26.5 31.0 33.6  -21.1
Michigan 2,715.2  1,896.2 1,319.9 838.1 655.5  490.9 30.9 34.6 35.3 -12.5
Minnesota 1,256.4 868.6 597.9 409.3 311.4 237.6 32.6 35.9 39.7 -17.9
Mississippi 461.3 316.8 233.5 128.3 104.7 75.9 27.8 33.0 32.5 -14.5
Missouri 1,198.9 818.6 551.2 285.9 219,7 158.0 23.8 26.8 28.7 -17.1
Montana 212.8 162.1 125.4 76.4 60.7 48.6 35.9 37.4 38.8 - 7.5
Nebraska 389.6 270.7 200.1 77.1 58.2 46.5 19.8 21.5 23.2 -14.7
Nevada 166.2 95.2 59.9 57.3 32.0 22.1 34.5 33.6 36.9 - 6.5
New Hampshire 176.9 125.5 86.6 45.1 35.1 27.5 25.5 28.0 31.8 -19.8
New Jersey 2,239.8  1,507.9 987.1 724.4 561.4 402.7 32,3 37.2 40.8  -20.8
New Mexico 271.8 187.2 127.6 86.7 68.2 35.7 31.9 36.5 28.0  +13.9
New York 8,423.6  5,451.5 3,711.6 2,617.2  1,755.1 1,305.0 31.1 32,2 35.2 -11.6
North Carolina  1,129.3 738.8 501.5 316.5 217.3 162.8 28.0 29.4 32.5 -13.8
North Dakota 178.4 134.9 107.8 40.7 31.7 25.0 22.8 23.5 23.2 - 1.7
Ohio 2,612.1 1,980.2 1,398.2 872.1 687.4  439.2 33.4 34.7 31.4  + 6.4
Oklahoma 629.0 458.1 344.7 200.3 141.9 117.5 31.8 31.0 34.0 - 6.5
Oregon 631.3 417.9 347.9 201.8 144.0 123.2 32.0 34.5 35.4 - 9.6
Pennsylvania 3,261.8  2,335.6 1,769.8 915.6 689.3 676.3 28.2 29.5 38,2 -26.2
Rhode Island 266.9 188.7 129.7 75.5 53.8 43.1 28.3 28.5 33.2 -14.8
South Carolina 510.8 330.6 244 .8 147.3 89.2 69.6 28.8 27.0 28.4 + 1.4
South Dakota 204.5 152.2 112.2 38.6 29.4 20.8 18.9 19.3 18.5 +2.2
Tennessee 820.7 528.3 402.8 210.4 143.8 106.8 25.6 27.2 26.5 - 3.4
Texas 2,471.2  1,850.8 1,253.3 982.5 836.7 652.6 39.8 45.2 52.1 -23.6
Utah 299.6 205.1 136.3 86.9 69.1 52.1 29.0 33.7 38.2 -24.1
Vermont 133.9 92.1 64.5 32.2 24,1 17.3 24.0 26.2 26.8  -~10.4
Virginia 1,070.7 623.5 423.0 285.0 213.5 157.5 26.6 34.2 37.2 -28.5
Washington 1,108.6 759.6 511.8 313.9 225.0 156.4 28.3 29.6 30.6 - 7.5
West Virginia 400,4 306.4 218.9 145.1 110.6 90.8 36.2 36.1 41.5 -12.8
Wisconsin 1,517.6 974.6 706.6 407.6 291.1  250.5 26.9 29.9 35.5 -24.2
Wyoming 110.3 82.0 60.3 44,2 29.0 24.3 40.1 35.4 40.3 - 0.5

rl1.a. Data not available.
Excluding unemployment compensation.

Source: Estimates prepared by ACIR 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.
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TABLE 2-4.— STATE AND LOCAL TAXES WITH AN INITIAL IMPACT ON BUSINESS,

BY TYPE OF TAX, BY STATE, 1967!
[Excluding Sales Taxes]
(In millions of doliars)

States Total

Licensesé/ Severance

United States... 17,934.0

Alabama.......... .. 154.6
Alaska...... [ 23.5
Arizona.......... .. 139.4
Arkansas........... 82.1
California....... os 2,391.0
Colorado....evcouus 190.8
Connecticut...... .o 308.2
Delaware.......... . 51.2
Dist. of Columbia.. 78.7
Florida.......... .o 416.0
Georgid.ss.ceuianias 256.3
Hawaii.......... N 48.0
Idaho [N 62.2
Iliinois...... ceene 804.2
Indiana,......... . 399.2
IOWa: cveenannnnans 170.0
KansasS,..oeeeennsoe 185.7
Kentucky........ vee 136.4
Louisiana......... : 488.8
Maine.........o... . 63.4
Maryland........... 291.9
Massachusetts...... 530.5
Michigan.......... . 838.1
Minnesota......... . 409.3
Mississippi........ 128.3
MissoUri,.....c.o... 285.9
Montana.......... .. 76 .4
Nebraska.......... . 77.1
Nevada........... .. 57.3
New Hampshire...... 45.1
New Jersey........ . 724.4
New MexicO..e..... . 86.7
New York.......... . 2,617.2
North Carolina..... 316.5
North Dakota....... 40.7
Ohiose. eiunrnnnn .. 872.1
Oklahoma.,........ .. 200.3
Oregon....seeeeees . 201.8
Pennsylvania....... 915.6
Rhode Island....... 75.5
South Carolina..... 147.3
South Dakota...... . 38.6
Tennessee........ .. 210.4
TeXA8S et eresnnosn .o 982.5
vtah.....ovviun .. 86.9
Vermont.......oo s 32.2
Virginia......... . 285.0
Washington....... .. 313.9
West Virginia...... 145,1
Wisconsin.......... 407.6
Wyoming........ caee 44.2
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and stock Other
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577.1 234.9 149.3
1.8 1.6
4,1 - -
4.5 -- -
1.5 - 15.7
1.1 -- -
-- 1.8 .-
-- 1.5 --
.2 27.8 --
- .1 -
.2 -- -
.3 -- --
.5 --
.2 .9 --
215.3 -- --
.- .1 .-
-- 1.8 --
1.0 - 128
21.0 1.3 --
11.2 - --
6/ -- -
3.5 -- --
.7 - --
s/ -
.1 - --
31.3 -- --
-- 161.5 --
3.5 -- --
45.5 -- -
.8 -~ --
-- 24.3 -
-- 2,2 -
.2 -- -~
-—- 2.5 --
224.7 .1 -
3.3 ~- --
.3 5.6 --
-- 1.1 --
- .8 -
.1 ~- -
.1 - --

1 Excluding unemployment compensation.
2|nsurance premium, utility, and genera! gross receipts taxes on business firms.
3corporatian franchise and miscellaneous business and occupational licenses.

S Business activities tax.
61 ess than $50,000.

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

Bureau of the Census, and U.S.



MAJOR ISSUES

Distribution of tax burdens and expenditure benefits

The fairness of a state~local fiscal system depends on
two things-=-the distribution of benefits from government expendi-
tures and the distribution of the tax burden, While there are
no hard data on the subject, economic theory suggests that state
and local taxes are somewhat regressive, but that the benefits
of state and local expenditures are largely pro-poor, Therefore,
on balance, it is likely that the state-local fiscal system
redistributes resources from the upper to the lower income
brackets,

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

plus transfer payments received, Of the taxes shown, the federal

lW. Irwin Gillespie, "Effect of Public Expenditures on the
Distribution of Income," in Richard A, Musgrave (ed.), Essays in
Fiscal Federalism, Washington: Brookings Institution, 1965;
George Bishop, Tax Burdens and Benefits of Government Expenditures
by Income Class. New York: Tax Foundation, 1967.
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TABLE 2-5,--FACTOR INCOME, TRANSFERS, TAX PAYMENTS, AND EXPENDITURE

BENEF ITS BY ADJUSTED MONEY INCOME BRACKET, 1968

Adjusted money Under
income bracket $2000
Total factor income 6.2
Transfer payments received 6.6
Total taxes paid 3.1
Total federal taxes 1.4
Personal income tax 0.0
Corporate income tax 0.4
Social Security tax 0.5

Total state & local taxes 1.7
Property tax 1.0

Sales tax 044

Gov't expenditure benefits 19,6
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($ Billions)

$8000- $10000- $15000-  $25000
9999 14999 24999 & over

93,7 219,5  190,3 145,9
5.2 8.6 5,7 2.1
274 65.5 57.1 54,6
17.9 43,6 39,3 43,9
6.9 19,2 18,9 22,7
2.7 64 7.5 15,3
5.8 12,7 8.8 2.8
9.5 21.8 17.8 10,8
3ol 8,0 649 3.6
3.1 645 45 2.2
2749 47.6 26,1 8,0

Source: Roger A, Herriot and Herman P, Miller, ''Changes in the Distribution of Taxes Among Income
Groups: 1962 to 1968,'" Paper presented at meeting of American Statistical Association,

August, 1971, Tables 2, 4, and 7.
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income tax is steeply progressive throughout, while the sales and
property taxes both display regressive elements,

The work of Gillespie, Bishop, and Herriot and Miller
rests on three crucial assumptions, First, the distribution of
the benefits of non=-specific public goods, such as police and fire
protection, by number of families assumes that a dollar of private
income is worth the same to a poor family as to a rich one, Henry
Aaron and Martin McGuire have recently shown that if a dollar spent
on private goods is worth less to an individual as his income rises,
then the standard analysis understates the tax burden on the poor
and overstates their evaluation of public goods., At the other
end of the scale, Aaron and McGuire suggest that the traditional
view overstates the burden of the fiscal system on the rich,
since it places too little weight on their desire for publicly
provided goods and services.1 If the satisfaction that the
individual gains from an additional dollar of private income
declines particularly rapidly as income rises, the burden of
the fiscal system will weigh entirely on the middle income
groups, with both low- and high-income individuals receiving
net gains,

Second, Gillespie and his followers have assumed that the
residential portion of the property tax is borne by individuals
in proportion to their spending for housing, and that the

business property tax is passed on to consumers in proportion to

1Henry Aaron and Martin McGuire, '"Public Goods and Income
Distribution," Econometrica, 38: 907-20 (November, 1970).
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their overall consumption expenditures, This follows the approach
of Dick Netzer, who considers the property levy to be a kind of
excise tax on housing and other goods.l

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

Under either analysis of the property tax, the levy is
proportional for the broad middle range of incomes, but regressive
for those in the lowest brackets, Using the excise tax approach,
Miller and Herriot found the effective rate of the property tax
roughly constant for families with incomes between $6,000 and

$25,000, but sharply highér below that level, as shown in Table 2-6,

1D;i.ck Netzer, Economics of the Property Tax, Washington:
Brookings Institution, 1966, chap. 3.

2Peter Mieskowski, ""The Property Tax: An Excise Tax or a
Profits Tax?" Yale University, unpublished Cowles Foundation
discussion paper, November, 1970.
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TABLE 2-7.,--TAXES AS PERCENT OF.
INCOME FROM CAPITAL, 195359

Corporate Property Total
Profits Tax Tax
(Fed. & State)

All nonwfinanciél 23.1 14.2 37.3
Manufacturing 40.7 6.7 47.4
Residential real estate 1.2 26,7 27.9
Agriculture, forestry,

and fishing 0.9 16.5 17.4
Mining 19.4 10.9 30.3
Construction 27.2 9.2 36.4
Trade 22.9 9.2 32.1
Transportation 28.3 17.6 45.8
Communications and

Utilities 33.9 16.8 50.7
Services 18.1 15.9 34.0

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

The third crucial assumption in incidence analysis
concerns the distribution of the burden of business taxes,
particularly the corporation net income (profits) tax. Many
writers have held that much of the burden of this tax is
shifted to consumers in the form of higﬁer prices. But more
recent and careful investigations suggest that capital bears
almost the full amount of the tax.l Gillespie and Miller and
Herriot adopt a compromise between these two poles and assume
that two~thirds of the corporate income tax is distributed in
proportion to dividends, and the remainder in proportion to
general consumptioﬁ expenditures,

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

making greater use of the personal income tax,

1J. Cragg, A, Harberger, and P, Mieskowski, "Empirical
Evidence on the Incidence of the Corporation Income Tax,' Journal
of Political Economy, 75: 811-21 (December, 1967); Robert J,
Gordon, "The Incidence of the Corporation Income Tax in U.S.

Manufacturing," American Economic Review, 57: 731-58 (September,
1967), :
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TABLE 2-8,--AVERAGE WEALTH OF FAMILIES, 1962

Income Average Wealth/  Value Home:
Bracket Family Income of home equity/
Wealth equity income
$ 0 - 2999 $§ 7,609 5.1 $§ 3,204 2.1
3000 - 4999 10,025 2.5 3,390 0.8
5000 - 7499 13,207 2.1 4,495 0.7
7500 = 9999 19,131 2.2 7,075 0.8
10000 - 14999 28,021 2.2 9,566 0.8
15000 - 24999 62,996 3.1 15,053 0.8
25000 - 49999 291,317 7.8 32,528 0.9
50000 - 99999 653,223 8.7 38,298 0.5
100000 and over 1,698,021 - 88,248 -

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

There is, in fact, a growing consensus that income
is the most appropriate measure of ability to pay. This is
reflected in the recent increase in use of the proportional
or progressive income tax.‘ Further, the income .tax mechanism
is coming into use to blunt the regressive impact of Qroperty'

and sales taxes.

Forty States now have broad-based personal income tax

~laws. The States that have had income taxes for some time have made
increasing use of this tax source. State personal income taxes,which
represented 4.5 parcent of State and local general revenues from own
sources in 1957, accounted for 8.4bpercent of the total by 1970, 1In
ten States, the personal income tax yielded 15 percent or more of
total State-local own source revenue in 1969. In 1957, just three
States--Alaska, Delaware, and Oregon--used the personal income tax

to that same degree. (See Appendix Table 10.)

As State policymakers have confronted the need to impose heavier
tax burdens on individuals and families, they have become more sensitive
to the regressive impact of the general retail sales tax and the local
residential property tax. Fifteen States grant food purchases out=-
right exemption from their sales levies to help minimize regressivity.
Twenty-~six State»séles tax laws give purchases of drugs and medicines
similar treatment. These techniques are costly in terms of revenue
foregone, because they apply across the board to all taxpayers re-
gardless of their income status. They are also costly of admin-

istration because they require vendors to distinguish between taxable
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and exempt sales and sales tax auditors to ferret out fraudulent
exemption claims.
Indiana demonstrated that the regressive impact of one tax can
be substantially mitigated by using the personal income tax as a
coordinating device. 1In 1963, Indiana adopted personal income tax credits
for tax payments on food and prescription medicines with cash refunds for
persons with incomes either too low to take full advantage of the
tax credit or with incomes below the filing requirement. When Ne-
braska adopted its integrated personal income and sales tax pack-
age in 1967, the sales tax credit-rebate approach was included.,
Iowa and Hawaii went a step further than Indiana by providing for
a credit that diminished with the size of the taxpayer's income.
Wisconsin extended the credit-rebate idea.ﬁb.local res-
idential property tax in 1964 by permitting the elderly to credit
excessive local property tax payments (essentially over 5 percent
of household income) against their State income tax liability.
Elderly renters were granted this relief also,fér it was assumed
that 25 percent of their shelter payments go into property taxes.
Because the great majority of the beneficiaries have little or no
State income tax liability, they have in effect a negative tax credit
and are entitled to cash rebate.
The idea of using the State tax systém and more specifically
the State personal income tax as a tax coordinating device has

grown in favor with State tax policy makers, (See Table '2-9,)
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TABLE 2~ ,== STATE USE OF PERSONAL INCOME TAX CREDITS AND CASH REBATES TO MINIMIZE OR OFFSET

THE REGRESSIVITY OF SALES AND PROPERTY TAXES'

Amount

State Z::ii:f adt:at;d of credit Law Administrative Procedure
Colorado ........... For sales tax 1965 $7 per personal Chap. 138, Art. 1, {secs. Credit to be claimed on income tax returns. For resident
paid on food exemption {exclu- 138-1-18 & 138-1-19 individuals without taxable income a refund will be
sive of age and added by H.B. 1119, granted on such forms or returns for refund as pre-
blindness) laws 1965, effective scribed by the Director of Revenue.
6/1/65)
Hawaii ............. For consumer- 1965 Varies based on Chap. 121 (Secs. 121-12-1 The Director of Taxation shall prepare and prescribe -
type taxes income? & 121-12-2 added by Act the appropriate form or forms to be used by taxpayers
155 laws 1965) in filing claims for tax credits. The form shall be made
For drug or 1970 do Act 180, Laws 1970; an integral part of the individual net income tax return.
medical expenses sec. 235-66 In the event the tax credits exceed the amount of the
the income tax payments due, the excess of credits over
For household rent 1970 do Act 180, Laws 1970 payments due shall be refunded to the taxpayer.
Idaho . ............. For sales taxes paid 1965 and $10 credit per Chap. 195, laws 1965. Credit (or rebate if credit exceeds tax liability) to be
1969 personal exemption Chap. 456, laws 1969; claimed on income tax returns. For resident individuals
(rebate applicable Sec. 63-3024 (d) (65 and over) without taxable income a refund will be
to taxpayers 65 and granted on such forms or returns for refund as pre-
. over only) scribed by the State Tax Commission.
Indiana . ............ For sales tax paid on| 1963 $8 per personal Chap. 50 {Chap. 30, Sec. Credit to be claimed on income tax returns. If an in-
food exemption (exclu- 6d added by H.B. 1226, dividual is not otherwise required to file a return, he
sive of age and laws 1963, 1st sp. sess., may obtain a refund by filing a return, completing
blindness) effective 4/20/63) such return insofar as may be applicable, and claiming
such refund.
Kansas ............. For senior citizen 1970 Varies, based on Chap. 403 (H. B. 1253, Tax credit {or rebate if credit exceeds tax liability).
homestead relief income and amount Laws 1970) The department of revenue shall make available suitable
of property tax forms with instructions for claimants, including a form
which may be included with or a part of the individual
income tax blank.
Massachusetts . ....... For consumer-type 1966 $4 for taxpayer, Chap. 62 (Sec. 6b added Same as Indiana.
taxes $4 for spouse, if by ch. 14, Acts 1966)
any, and $8 for
each-qualified depen-
dent*

See footnotes at the end of table.
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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 Z:i:f adT):at: " ':;nc ?':;itt Law Administrative Procedure
Minnesota . . ......... For senior citizen 1967 Varies with income Chap. 32 (H.B. 27) Tax credit or refund to be claimed on income tax return.
homestead relief® from 75% to 10% of Article VI Department of Taxation shall make available a separate
net property tax or schedule for information necessary to administration of
equivalent rent not of this section and the schedule shall be attached and
to exceed $600 (Max. filed with the income tax return. Cash refund granted if
credit $450) property tax credit exceeds State personal income tax
liability.
Tax relief for 1967 3.75% of the total Chap. 32 (H.B. 27) Same as above.
renters. amount paid by claim- Article XVII
ant as rent, not
to exceed $45°
Nebraska ........... For sales tax paid on| 1967 $7 per personal ex- H.B. 377, laws 1967 Credit to be claimed on income tax returns. Refund will
food emption (exclusive of be allowed to the extent that credit exceeds income tax
age and blindness) payable but no refund will be made for less than $2.
Vermont . ........... For sales tax paid 1969 Varies, based on H.8. 125, laws 1969; Credit to be claimed on income tax returns. Credits
income and num- Chap. 152, Sec. 5829 properly claimed by resident individuals who have no
ber of personal income or no income subject to Vermont tax will be
exemptions (other allowed the full amount of the credit as a refund.
than age and
blindness)’
For senior citizen 1969 Equal to the H.B. 222, laws 1969; The credit may not exceed the property tax, but if
property tax relief amount by which Chap. 139, Sec. 5901 income tax liability is less than the credit the difference
property taxes between the liability and the credit will be refunded.
or rent constitut-
ing property
taxes on their
households exceeds
7% of the individ-
uals total house-
hold income mutti-
plied by the local
rate factor®

See footnotes at the end of table.
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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)

Type of Year Amount . .
State credit adopted of credit Law Admlmstr_atwe Procedure
Wisconsin . .......... For senior citizen 1963 Varies, based on Chap. 71 (Sec. 7109 Tax credit or refunded to be claimed on income tax return.
homestead tax relief income and (7) added by ch. 566 The Department of Taxation shall make available a
amount of prop- (A.B. 301) eff. 6/10/64. separate schedule which shall! cal! for the information
erty tax or rental Ch. 580 (A.B. 907) re- necessary to administering this section and such schedule
payment pealed & recreated Sec. shall be attached to and filed with the Wisconsin income
71.09(7) effective Dec. 19, tax form. Cash refund granted if property tax credit
1964. exceeds State personal income tax due.
Washington, D.C. ...... For sales tax paid 1969 Varies, based on P.L.91-106 (H.R. 12982) Tax credit or refund to be claimed on income tax return.

on food

income® (credit
applicable to low

income taxpayers only)

Yifa 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).

2 The credits for consumer-type taxes are based on ““modified adj

d gross i

** (regular

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.

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

4Credit:s are only all d if total

5 All homeowners residing in their own homes are all

d a direct red

of taxpayer and spouse, if any, does not exceed $5,000 for the taxable year.

of their property taxes due by means of the Homestead 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 thelr tax loss from the state property

tax relief fund.

SElderly may choose this relief or senior citizen relief but not both.

7Ranges from $12 to $81 for taxpayers having less than $1,000 total household income to $0 to $36 for those having between $6,000 and $6,999 income, based on number of personal exemptions,

8-The commissioner shall

\ly 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 quintiles from such array

with those having the lowgst effactive tax rates being in the first quintile. The local rate factors shall be as follows: first quintile, 0.6; second quintile, 0.8; third quintite, 1.0; fourth quintile, 1.2; fifth quintile,
1.4. The amount of property taxes or rent constituting property taxes used in computing the credit are limited to $300 per taxable year,

9 Low income taxpayers (AGI nat over $6,000) are allowed a credit ranging from $2 to $6 per personal exemption, depending upon the

Source: Commerce Clearing House, State Tax Reporter.

payer’s income b
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State

Colorado

Maine

Pennsylva-
nia

TABLE 2-9,-=STATE USE OF PERSONAL INCOME TAX CREDITS AND CASH REBATES
TO MINIMIZE OR OFFSET THE REGRESSIVITY OF SALES AND PROPERTY TAXES (Cpntlnued)

Type of
credit

For senior citizen
property tax relief
(homeowners and
renters)

For senior citizen
property tax relief
(homeowners and
renters)

For senior citizen
homestead relief

Year
Adopted

1971

1971

1971

Amount of
credit

Varies with income
up to $3700; limi-
ted to 50 percent
of tax or $200

Varies with income

up to $4000; limi-

ted to property tax
paid or 20 percent

of rent

Varies with income
up to $7500; limi-
ted to $200

Law

Chap. 138, ss, 1-20
and 21.

Title 36. €hap. 901,
ss. 6101-6120

No. 3, Acts of 1971

Administrative Procedupe

Credit claimed on income tax rhturns
or, for those having no taxablé income,
on forms prescribed by the Department
of Revenue

Forms to be made available by the State
Tax Assessor

Rules to be prescribed and suitable
forms to be provided by the Department
of Revenue °



Fiscal imbalance

In a federal system functions are assigned to
levels of government so as to balance the desire for popular
control and participation with the internalization of cost
and benefit spillovers and the realization of economies of
scale. The present distribution of program responsibilities
indicates that this balance has not been achieved in several

important areas, especially education and welfare.

A primary criterion for a high quality state=-local
revenue system is that the area over which taxes are levied
should approximate the area in which benefits are distributed,
A government sewrvice should be paid for by residents of the
region affected, not just by inhabitants of the town where it
is located.. In the case of education, much of its financing
depends on units of government so small that the fruits of
tax sacrifices spill over to other jurisdictions through
the subsequent migration of children. Education also leads
to social and technological improvements that increase produc-
tivity and well-being for everyone, not just those who receive
it. Since the community does not receive all of the benefits
of its educational spending, it will spend less for schooling

than it would otherwise. The existence of out-migrants and
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generalized benefits makes education seem more costly than it
really is, thereby discouraging local outlays.

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

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

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

must be levied statewide.

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

2
E.g., Samuel Bowles, "Towards Equality?'", in Equal Educa-

tional Opportunity, Cambridge: Harvard University Press, 1969,
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The present system of financing many redistributive
activities, including education, largely by local taxes Conflicts
with the nation's stated aim of halting‘and reversing urban
decay and the flight to the suburbs. Much of this conflict
would still exist even if other local taxes were to replace
the property tax but part is attributable to the nature of
the property tax itself.

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

different and unknown, we cannot tell which is more cost

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

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

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

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

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

reduction in the quality of urban living.

Industrial location and tax competition

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

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

We can pick out, however, the other industries which
are most heavily taxed under the property tax from the data in
Table 2-5. Next to residential housing, those sectors which
bear the greatest burden are, in descending order, transporta-
tion, utilities, agriculture, and services. The high taxes
on urban transportation facilities are particularly important,
since higher transportation prices encourage decentralization
of industry and population. There are also great variations
in taxation within these industries. Electric and gas utilities
are taxed more heavily than petroleum companies, discouraging
the use of gas and electricity for heating. Railroads pay
substantially more property taxes than motor carriers,
increasing the cost and reducing the attractiveness of rail
transportation for both people and goods. One result of
this has beén tﬁe shift of urban rail passenger facilities
to public ownership, where property taxes are not paid or
some explicit subsidy is given.

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

location, but state 6fficials clearly believe this to be so.

1 o

John F. Due, "Studies of State-Local Tax Influences
on the Location of Industry," National Tax Journal, 14: 163-173.
(June, 1969), p. 171.
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Governor Nelson A. Rockefeller recently told the New
York State legislature:

The vitality of the state's economic structure

depends on the competitive position of New York

State as a place to invest money, produce goods and

services, and provide ever-expanding and improving

job opportunities and the growth of aur tax base

necessary to support government services. It was

clear that, under all of these circumstances, a

major tax increase would erode the foundations of

the state's economy. Therefore it was essential to

hold down tax increases and to cut back on state

spending, even though the latter was bound to haye

a serious effect on the level of state services.
0f course, New York's position is unique in that it is a high
tax area located between two non-income tax states, Connecticut
and New Jersey. But each state similarly feels itself to be
in a special position. The director of the Connecticut State
Revenue Task Force, foriinstance, has emphasized the importance
attached by many people to the recent growth in corporate
headquarters in the area of the state closest to New York City.
"As in most locational decisions," he writes, ''the reasons for
these moves are several, and it is difficult to say with
certainty which was the crucial factor. It is easy to assume,
therefore, that the absence of a personal income tax in

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

2
natural fear of relinquishing this advantage."

1
Governor Nelson A. Rockefeller, Special Message to the
New York Legislature, April 22, 1971. '

2
Letter from Murray Drabkin, March 9, 1971.
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The existence of interstate tax competition thus causes
state governments to keep especially tight rein on their
budgets. In the foregoing example, Connecticut, New Jersey, and
New York could spen& more, increase tax collections, and not
affect their relative competitive position if some cooperative
agreement were possible. Connecticut and New Jersey might
agree to introduce a state income tax if New York promised to
increase its4existing levy. The understanding these states
might reach need not take the form of establishing the same tax
structure. For example, New York could agree to increase its
income tax if Connecticut and New Jersey increased their sales
taxes. If such cooperation is not feasible, a program of‘
federal credits for state use of the income tax could also allow

states to increase their spending without altering their

attractiveness to individuals and industry.
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Governmental fragmentation

The reliance on local taxes to fingnce redistributive
expenditures also distorts the pattern of governmental organi-
.zation in metropolitan areas. It fosters a large number of
small local units and encourages them to exclude persons and
industries which are deemed to represent a potential fiscal
burden to the community. Once again, this is due to the
maldistribution of governmental responsibilities, not to the
property tax.

Under present arrangements in most states it is
advantageous for persons of similar incomes to cluster in
small, homogeneous communities. If everyone in the locality
is approximately as well off, the scope for redistribution is
minimal, and the tax burden on the individual will be relatively
light. This pattern will be maintained by the willingness of
upper income individuals to pay higher land and housing costs
in order to live in a community with a higher quality of public
services and fewer redistributive activities. Stratification
of communities by wealth may occur as long as rich people
prefer to spend a larger portion of their incomes on public
goods, even if the benefits are generalized rather than accruing
specifically to low income individuals.1 But local attempts at

redistribution will exacerbate the problem.

lBryan C. Ellickson, '"Metropolitan Residential Loca-
tion and the Local Public Sector," Unpublished Ph.D. disserta-
tion, Massachusetts Institute of Technology, Department of
Economics, June, 1970.

2-33



To the extent that the land and housing markets do not
automatically result in complete stratification by income,
communities may also make use of zoning ordinances to keep out

~land uses which are considered to incur more costs than the tax
revenues they bring in. In particular, since schooling

is the major item in local budgets, this fiscal zoning often
takes the form of requiring large lots. ' If single-family

homes must be located on plots of one, two, five, or even ten
acres, city fathers expect that they will pay enough property
taxes to meet the costs of educating the children likely to
live therein. (This same situation would exist even if the
local property tax were replaced by a local sales or income tax.)
Similarly, since industry does not produce any direct burden on
the schools, most localities consider it highly desirable.

In a growing number of cases cities and towns even attempt to
limit incoming firms to offices, laboratories, and so-called
clean industry in a further effort to improve their fiscal
picture. The evidence of this fiscal mercantilism continues to
appear around the country.l

The rub, of course, is that people follow industry,
and while one locality benefits itself by obtaining a new firm

but excluding its employees, other communities will have to

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

School Property Tax Revenue Produced by Types of Residential
Property,'" The Municipality [League of Wisconsin Municipalities],
August, 1971; Peter Almond, "Industrial Park is a Tax Saver,"
Cleveland [Ohio] Press, September 1, 1971, p. G-1; Richard
Reeves, "Land is Prize in Battle for Control of Suburbs,"

New York Times, August 17, 1971, pp. 1, 39.
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educate the employees' children without sharing in the firm's
tax payments. Workers are also hurt by being forced to live
far from their job.

The situation has become particularly acute in the
New York metropolitan area. On the New Jersey side of the
Hudson over four-fifths of thg vacant land in the suburban
fringe (Monmouth, Morris, and Somerset Counties) is zoned for
single family homes on plots of one acre or more. Less than
one percent is zoned for apartment dwellings.l In the New York
suburbs the minimum price of new homes ranges from $30,000 in
Suffolk County to $50,000 in Westchester County.2 As a result,
blue-collar workers taking jobs in the suburbs cannot afford to live
near their work and must face expensive, time-consuming travel eachj
day from a home in the city to their place of employment.

Of course, the problem of fiscal zoning would not
exist if governmental jurisdictions were larger, so that each
land use decision would have a much smaller effect on the total
fiscal picture. But the pressures that lead to fiscal zoning
also act to oppose governmental consolidation, whatever the
canons of equity and efficiency would suggest.

Local governments cannot be expected to give up their
autonomy voluntarily unless it is to their own benefit.

Therefore, shifting the financing of education and other

1
Governor William T. Cahill, "A Blueprint for Housing

in New Jersey,'" Special Message to the New Jersey Legislature,
December 7, 1970.

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

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

The area-wide scope of many local problems--economic
development, housing, recreation, waste disposal, transportation,
law enforcement--needs no documentation here. The development
of the needed area-wide solutions, however, is seriously
impaired by the desire of localities to maintain their own
separate tax base. If school financing were removed from the
local property tax, and if local taxes financed primarily local
services, governmental consolidation would become more a matter
of efficiency than of distribution. Residents of upper income
communities would then find that consolidation paid in terms

of providing better local government.

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

Although state and local tax systems have been remarkably
productive revenue raisers, this has been accomplished only through
frequent increases in tax rates. From 1959 through 1970 state
legislatures enacted a total of 36 major new taxes and increased
rates of existing major taxes 410 times. Over the same period the
federal government has been able to make several tax reductions.

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

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

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

the elasticity of that tax will be seven divided by five, or 1l.4.

2=37



A number of previous studies of state-local finances have
provided elasticity estimates for the major state-local taxes.
Some of these afe shown in Table 2-10. The diversity of figures
‘for each category arises for several reasons. First, the defi-
nition of a given type of tax is not uniform. In some states
almost all income is taxable; in others, there are substantial
exemptions, deductions, and exclusions. The general sales tax
base sometimes includes food, clothing, and major services
(see Table 3-3 and the accompanying discussion); elsewhere
these items are not taxed. Second, the evidence suggests that
the elasticity of a uniformly defined tax will vary from year
to year and state to state. Third, even if the tax base and
time period are clearly specified, economic data do not lend
themselves to unambiguous interpretation. There are several
ways of computing elasticities--employing tax collection data
or relying on base data and rate schedules, constraining or
not constraining certain coefficients, using one or more
independent variables. A recent study concludes that even the
most refined elasticity estimates are of minimal value for
short-run revenue forecasting.l For all these reasons
specific elasticity estimates should not be given much weight
in the determination of tax policy.

Since there have been no recent comprehensive estimates

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

'1Robert E. Berney, "Income Elasticities for Tax Revenues:
Techniques of Estimation and Their Usefulness for Forecasting,"
Unpublished Washington State University working paper, presented
at the conferences of the Western Economic Association,

August 30, 1971.
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TABLE 2-10.--ESTIMATED INCOME ELASTICITIES
OF MAJOR STATE-LOCAL TAXES

TAX

Personal income

Corporate income

General property

General sales

Motor fuels

Tobacco

Total state revenue

(excluding
property tax)

AT CONSTANT RATES

INVESTIGATOR

Harris

Harris

Groves and Kahn
Netzer

Planning Division
Harris

Peck

Harris"

Netzer

Planning Division

Mushkin

Mushkin

Netzer

Bridges _
Planning Division
McLoone

Rafuse

Mushkin

Davies

Rafuse

Peck

Netzer

Harris

Davies , .
Planning Division
Davies

Peck

Planning Division
Harris

Rafuse

Netzer
Harris
Planning Division

Legler and Shapiro

Netzer
Legler and Shapiro
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AREA

Arkansas
United States
United States
United States
Arizona

New Mexico

Indiana
United States
United States
Arizona

Florida

United States
United States
United States
Arizona

United States
United States
North Dakota

Arkansas
United States
Indiana
United States
United States
United States
Arizona
Tennessee

Indiana
Arizona
United States
United States

United States
United States
Arizona

California
United States
Iowa
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TABLE 2-11.--BIBLIOGRAPHY ON
TAX ELASTICITIES

Arizona, Department of Economic Planning and Development,
Planning Division. Arizona Intergovernmental Structure:
A Financial View to 1980. Phoenix: 1971

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

Bridges, Benjamin, Jr. "The Elasticity of the Property Tax Base:
Some Cross Section Estimates,' Land Economics, 40: 449-51
(November. 1964)

Davies, David G. "The Sensitivity of Consumption Taxes to
Fluctuations in Income, "National Tax Journal, 15:281-90
(September, 1962).

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

Groves, Harold M., and C. Harry Kahn., '"The Stability of State ‘and
Local Tax Yields,'" American Economic Review, 42:87-102
(March, 1952).

Harris, Robert. Income and Sales Taxes: The 1970 Outlook for
States and Localities. Chicago: Council of State
Governments, 1966,

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

Legler, John B., and Perry Shapiro. ''The Responsiveness of State
Tax Revenue to Economic Growth," National Tax Journal,
21:46-56 (March, 1968).

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

Mushkin, Selma. Property Taxes: The 1970 Outlook. Chicago: Council
of State Governments, 1965.
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TABLE 2-11, Continued

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

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

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

Rafuse, Robert W., Jr. "Cyclical Behavior of State-Local Finances,"
in Richard A. Musgrave (ed.), Essays in Fiscal Federalism.
Washington: . Brookings Institution, 1965.

2-41



calculations for six states and selected subdivisions. For the
major state taxes, the elasticities of tax collections at
constant rates are expressed in relation to state personal
;ncome. For the property tax, the increases in state equalized
valuations are compared to disposable personal income as esti-

mated by Sales Management magazine. These property tax

elasticity estimates should therefore be considered tentative
until they can be recomputed using income data from the 1970
Census of Population. All estimates refer to the taxes as
curfently in effect in each state and are based on as many
years of data as the requirement of consistency will allow.

In Hawaii all assessing of property is done by the
state. The county is the unit of assessment in Kentucky,
Maryland, and Oregon. And in New Jersey and New York valuation
is a municipal responsibility. Kentucky and Oregon both do a
creditable job of assessing at or near to full property value.
Hawaii's assessments approximate the established goal of
seventy percent of market value. And each'New Jersey locality
is mandated to adhere to the assessment ratio determined by the
County Tax Board. All six states conduct periodic assessment
ratio’'studies, used primarily to distribute school aid.

The ACIR elasticity estimates are shown in Tables 2-12
and 2-13. From these several conclusions may be drawn. First,
the personal income tax 1s the most elastic tax source available
to state governments. This is followed in order by the corporate

income tax, the general sales tax, the property tax, and the
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1% a4

Hawaii
Kentucky
Maryland
New Jersey
New York

Oregon

TABLE

Personal
Income Tax

1.47

1.94

1. 49*

1.80

.95%

2-12.-~ESTIMATED ELASTICITIES OF

MAJOR STATE TAXES

Corporate
Income Tax

.98

1.19

.58

.72

1.13

General
Sales Tax

1.29

.92

ll08

1.17*%

.85%

Motor Fuels
Tax

48

.75

.80

.74

.70

Cigarette

Tax

.30

Isa

.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
Hawaii Hawaii Co. 2.06
Honolulu Co. 0.89
Kauai Co. 1.08
Maui Co. 1.55
Kentucky  Bell Co. 1.15
Boone Co. 0.69
Boyd Co. 0.87
Bullitt Co. 1.60
Calloway Co. 1.42
Campbell Co. 0.24
Daviess Co. 0.94
Fayette Co. 0.66
Hardin Co. 1.95
Harlan Co. -0.73
Hickman Co. 1.67
Hopkins Co. 0.71
Jefferson Co. 0.50
Jessamine Co. 1.05
Kenton Co. 0.76
Laurel Co. 0.69
McCracken Co. 0.74
Madison Co. 1.07
Muhlenberg Co. 0.66
Pike Co. 1.82
Pulaski Co. 1.35
Robertson Co. 1.14
Rockcastle Co. 0.74
Rowan Co. 0.91
Simpson Co. 1.31
Union Co. 2.66
Warren Co. 1.04
Maryland Allegany Co. 1.00
Anne Arundel Co. 0.90
Baltimore City 1.25
Baltimore Co. 0.45
Calvert Co. 1.42
Caroline Co. 1.27
Carrol Co. 0.70
Cecil Co. 1.40
Charles Co. 2.11
Dorchester Co. 0.93
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TABLE 2-13, Continued

STATE JURISDICTION ELASTICITY
Maryland Frederick Co. 1.23
Garrett Co. 1.96
Harford Co. 1.14
Howard Co. 1.11
Kent Co. 2.25
Montgomery Co. 1.16
Prince Georges Co. 1.61
Queen Annes Co. 1.31
St. Marys Co. 3.95
Somerset Co. 2,22
Talbot Co. 1.16
Washington Co. 1.13
Wicomico Co. 0.97
Worcester Co. 1.91
New Jersey Burlington City (Burlington Co.) 0.43
Camden City (Camden Co.) 0.39
Dover Town (Morris Co.) 0.69
Freehold Boro (Monmouth Co.) 0.87
Hamilton Twp. (Mercer Co.) 0.75
Hunterdon Co. 0.90
Irvington Town (Essex Co.) 0.47
Jersey City (Hudson Co.) 0.88
Lakewood Twp. (Ocean Co.) 0.75
Lodi Boro (Bergen Co.) 1.40
Millville City (Cumberland Co.) 0.47
Morris Co. 0.85
Newark City (Essex Co.) 0.38
Ocean Co. 0.68
Pleasantville City (Atlantic Co.) 0.71
Red Bank Boro (Monmouth Co.) 0.55
Salem Co. 1.17
Somerset Co. 1.02
Somerville Boro (Somerset Co.) 0.89
Summit City (Union Co.) 0.46
Sussex Co. 0.63
Trenton City - 0.27
Warren Co. 1.36
Wayne Twp. (Passaic Co.) 0.97
Wildwood City (Cape May Co.) 2.03
Woodbridge Twp. (Middlesex Co.) 0.66
Woodbury City (Gloucester Co.) 0.29
New York Albany City (Albany Co.) 0.34
Allegany Co. 0.46
Amsterdam City - 9.21
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STATE

New York

Oregon

TABLE 2-13, Continued

JURISDICTION

Babylon Village (Suffolk Co.)
Chenango Co.

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

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

Lewis Co.

New Rochelle City (Westchester Co.)
New York City

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

Rockland Co.

Scarsdale Town (Westchester Co.)
Scoharie Co.

Spring Valley Village (Rockland Co.)
Suffolk Co.

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

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

Lane Co.
Lincoln Co.
Linn Co.
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ELASTICITY

0.77
0.18
- 0.12
0.63
0.94
1.04
2.27
0.52
0.51
1.41
0.52
0.71
0.81
0.38
0.79
0.28
1.03
0.80
0.55
0.11
0.70

. .
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TABLE 2-13, Continued

STATE JURISDICTION ELASTICITY

Oregon Malheur Co. 1.00
Marion Co. 0.94
Morrow Co. 0.57
Multnomah Co. 0.84
Polk Co. 0.57
Sherman Co. 0.00
Tillamook Co. 1.83
Umatilla Co. 0.23
Union Co. 0.79
Wallowa Co. 0.67
Wasco Co. 0.77
Washington Co. 0.89
Wheeler Co. 1.08
Yamhill Co. 1.29

Source: ACIR staff calculations based on data from the Office of
Regional Economics, Sales Management, and state revenue
departments and boards of equalization.
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various selective excise taxes. Second, the elasticity of

a given type of tax will vary with the definition of the tax
base and from state to state. Third, the elasticity of the
property tax varies widely from locality to locality and, to
a lesser extent, among states, This variation cannot be
described in general terms, since high and low elasticity
jurisdictions are found both in urban, suburban, and rural
areas., Thesé sharp differences show that local elasticities
can be strongly influenced by changing growth patterns and
indicate the limited usefulness of elasticity estimates for
small areas.

The increase in the market value of property, of
course, does not represent an automatic addition to the tax
rolls. While new construction is brought to the assessor's
attention by building permits and is promptly taxed, greater
diligence i1s required to keep up with the appreciation of
land and existing structures. While comprehensive figures on
the volume of new construction by area cannot be obtained,

the available fragmentary data show surprising consistency.
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In Hawaii new construction accounted for 43 percent of the in-
crease in assessments between January 1, 1968, and July 1, 1971.
The percentage for the individual islands ranged from 51 on Oahu to
23 on Hawaii.1

Between January 1, 1969, and January 1, 1970, the value of taxable
real estate in Kentucky increased 6.98 percent. Of this, additions to
the stock of taxable real property accounted for 2.80 percent, or
two-fifths of the total.?2

During the decade of the sixties, new construction in Washington
added $6.0 billion to that state's property tax base. Thirty-five
pércent of the increase in taxable property values in the ten-year
period is attributable to this cause.3

On the average, therefore, new construction appears to account
for some forty percent of the possible additions to the property tax
rolls. If existing buildings were not reassessed and new construction
represented the only additions to the tax roll, the base elasticity
of the property tax would be somewhere between 0.3 and 0.4, instead
of 0.8 or 1.0. The higher elasticity can only be captured by prompt

response of the assessor to changes in market values.

1Letter from Mrs. Iola Rhyme, Tax Research and Planning Officer,
Department of Taxation, State of Hawaii, July 29, 1971.
2Robert D. Rader, Kentucky Department of Revenue Memorandum,
"Fina} Report on 1970 Ratio Study," May 14, 1971.
Washington, Department of Revenue, Newsletter, May 3, 1971.
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It should not be concluded from this discussion that a
higher elasticity is always bettér than a lower one. Writers
in the state-local finance area have frequently implied this
to be the case, but seldom with any substantive analysis.

The elasticity problem is frequently stated as a problem of an
elasticity‘gap between revenues and expenditures. With revenue
elasticity less than expenditure elasticity, frequent tax

rate increases'are required to maintain budgetary balance.

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

One problem with an elasticity much greater than one is
that while tax receipts increase faster than income when the
economy is growing, they also decline faster than income in a
recession. At the federal level, where deficits are readily
financed, the rapid decline in the tax take is an importantb
automatic stabilizer for smoothing out cyclical fluctuations
in the economy. Since the federal government has responsibility

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

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

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

system elasticity within these limits.
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Property tax administration

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

The division of the property tax base into thousands.
of pieces under the present system of local or county
assessment accentuates the administrative difficulties of the
property tax. Some property is not easily confined within
the arbitrary boundaries of political subdivisions. Values
determined for property in one jurisdiction may bear little or

no relation to assessment of similar property by a

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

mapping, and other technical assistance.

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

financing.

2-53



Closing the gap between assessment law and practice ranks with
uniformity of assessment as a major challenge of property tax ad-
ministration. Nationwide the average overall level of realty as-
sessment rose only from 29 percent in 1961 to about 31 percent in
1966. All the statistical evidence and actual experience points
to the conclusion that the higher the official valuation the great-
er the assessment uniformity. Only a few States have experienced
sharp jumps in assessment levels according to the Census reports.
Most of these were mandated by courts. Where a major upward shift
occurred as in Florida, Georgia, Kentucky, New Jersey and North
Carolina there was a marked improvement in the uniformity of as-

sessment for one-family houses. (See Table 2-14.)

Some states have left themselves little prospect of
either closing the gap between assessment law and practice
or achieving greater assessment uniformity because they have
failed to provide themselves with the basic data obtainable
through a real estate transfer tax. In 1965, when Congress
repealed the federal documentary tax, it did so prospectively
so as to allow states and localities to enter the field
without loss in the continuity of information that flowed as
a by-product of the tax. Many states took advantage of the

opportunity, but thirteen did not--

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

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

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

Statewide Average Coefficient of Intra-Area
Assessment Ratio Dispersion For Nonfarm House *
State For Nonfarm Houses Assessments, Median Area of Those Surveyed
1961 1966 1961 1966
Florida 4754 78.3 22.3 14.2
Georgia 25.2 39.7 30.5 16.9
Kentucky 29.0 91.4 27.3 15.8
New Jersey 27.0 66.1 31.8 18.1
North Carolina 35.7 53.1 24,9 17.7

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

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

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

State and local government revenues from own sources
exceed $110 billion., This equals eleven percent of Gross
National Product and is more than 160 percent greater than
state~local receipts a degade ago, States and localities make
use of a variety of personal taxes--primarily the property tax,
general and selective sales taxes, and the individual income
tax--as well as several levies on business,

Four aspects of the state~local revenue system impair
its productivity and equity:

1, the regressive impact of property, general sales,
and selective excise taxes,

2, the imbalance between fiscal resources and certain
functional responsibilities of government,

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

4, the difficulties in assuring -equitable administration
of the property tax.

Possible solutions to these problems wlll be discussed in the

following chapter.
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CHAPTER 3

ACHIEVING A HEAVY-DUTY STATE-LOCAL REVENUE SYSTEM

Minimizing use of local taxes for schools

Because the support of elementary and secondary education
comprises the single largest segment of the combined state and
local governmental budget, the financing of education shapes the
entire state-local fiscal picture. In Chapter 2 we attributed
part of the weakness in existing state-local revenue systems to
che lack of balance between fiscal and functional responsibilities
at the loc;alﬁlevel.l

Local revenue sources are best suited to finance functions
whHose benefits accrue mainly to those who are located in the area
where the revenues are raised. The local tax base is not
appropriate for financing a major governmental fesponsibility
of widespread public benefit, such as elementary and secondary
education. A local cax is also incapable of equalizing educational
opportunity for children in rich and poor localities. It is
therefore fundamental to the achievement of a heavy-duty state-
local revenue system that .the states minimize the dependence of
the public schools on the local property tax or ocher local taxes.

Our recommendation does not imply that the states should
finance schools at the current average expenditure level. The
appropriate level of funding might be greater or less than it is
at present, but that is an issue separate from the one considered
here.

Increased state responsibility for school support

In® the United States as a whole in the 1969 fiscal year, local

revenue sources contributed 50.5 percent of total public spending

lSee PP. 2=-25 to 2-26.



1/

for education other than higher education.=' State sources contributed
40,9 percent, and Federal aid contributed the remaining 8.6 percent.
There is considerable variation among States, however, in the division
of financial responsibility between State and local governments, as
can be seen in Table 3~1. State support of schools ranged from 84.1
percent of school spending in Hawaii to 9.6 percent in New Hampshire,
State and local taxes and Federal aid are not the only sources
of school financing. A portion of local revenues and a much smaller
portion of State revenues for schools come from service charges for
school lunches, tuition, and other items, Deduction of local charges
from the amount of school expenditures financed locally provides some
indication of the amount of school financing provided by the local pro-
perty tax, Table 3-1 reveals that for the nation as a whole, property
taxes financed less than half (45.4 percent) of total school spending in
1969, 1In Alabama, Delaware, Florida, Hawaii, Mississippi, New Mexico,
and North Cafolina, the local property tax provided less than 20 per-
cent of school expenditures. But in Nebraska, New Hampshire, New
Jersey, Oregon, and South Dakota, more than 65 percent of school
spending was financed by local taxation. Local taxes funded more
than 50 percent of school spending in 21 States in fiscal 1969.

Local tax sources provided apprecximately $16.2 biiiion for school

[

support in 1969. The State-by-State estimate of the amouiic oi -oca
tax support ror schools is shown in Table 3-2, This is the amount
which must be replaced by revenues from some other source if the

dependence of public schools on local taxes is to be minimized.

A/Included in these expenditures are $1.9 billion for State super-
vision of schools and colleges, State tuition grants, fellowships, aid
to private schools, and educational programs for the handicapped,
adults, Veterans, and other special classes.,
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The revenue from local charges for schools was $1.8 billion
in 1969, as shown in Table 3-2, These charges are the amounts
received for school lunches, tuition, books, tickets to athletic
events, and other commodities and services benefiting the person
charged -- the revenue of the enterprise or business-type activities
of school systems. Ideally they should exactly balance the costs
of such activities., . In the interests of decentralization, it would
seem desirable to keep such activities and their financing at the
local level. Some of these charges, however; such as tuition and
book fees, would not seem to be consistent with the provision of a
free public education for all children. It might therefore be

desirable to replace these charges with additional tax revenue.
In this case the amount of local revenue to be replaced would

be slightly more than the $16.2 billion of local tax revenues for

schools in 1969,

One method of phasing out the use of local taxes for schools is
for States to assume greater financial responsibilities for séhool
support. Indeed, the shift of financial responsibility for schools
away from the local property- tax to State revenue sources presents
a unique strategic opportunity. State takeover of school finances
implies emphasis on State imposed and administered taxes. The shift

to broadly-based State levies has the potential to:

(1) improve the distribution of the benefits and
burdens of supporting both schools and other
domestic governmental services;

(2) reduce the debilitating effects on local government
of tax and expenditure competition for people and
industry based on the provision and support of local
schools through the local property tax;

(3) dampen the role of the fiscal system in determining
the organization of local government into rich and
poor communities ipcluding residential and industrial
tax havens,
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TABLE 3-1

PERCENTAGE DISTRIBUTION OF EDUCATIONAL EXPENDITURES (OTHER THAN HIGHER EDUCATION) BY
GOVERNMENTAL SOURCE AND TYPE OF FINANCING, FISCAL YEAR 1969

State school Local school expenditure
expenditure from own funds
States Total from own funds Charges Federal
expenditure Totl! Taxes and Tot Taxesand [ g oo iunc T Al aid for
L al .
borrowing borrowing sales other | schools
UNITED STATES, TOTAL 1000 409 . 40.8 50.6 454 3.6 15 8.6
ALABAMA 1000 53.3 52.3 28.7 15.6 6.7 6.5 18.0
ALASKA 100.0 416 41.6 28.8 26.0 2.1 0.7 29.7
ARIZONA 100.0 52.6 525 36.1 305 38 1.8 1.3
ARKANSAS 100.0 439 439 36.8 28.3 55 3.0 19.3
CALIFORNIA 100.0 36.5 36.5 55.3 51.2 3.3 08 8.2
COLORADO 100.0 269 269 639 | 583 38 1.8 9.2
CONNECTICUT 100.0 31.0. 31.0 63.9 60.6 25 08 5.2
DELAWARE 100.0 704 703 224 18.3 3.6 0.6 71
DIST. OF COLUMBIA 100.0 — — 93.4 9G.6 2.2 05 6.6
FLORIDA 100.0 63.2 63.2 27.2 18.6 541 3.5 9.7
GEORGIA 100.0 515 51.4 35.1 27.3 5.6 22 135
HAWA 100.0 84.1 78.6 - - - — 16.4
IDAHO 100.0 37.8 376 51.6 46.0 43 1.4 10.6
ILLINOIS 100.0 284 28.4 65.6 60.3 3.2 2.1 5.9
INDIANA 100.0 35.6 35.5 59.5 52.3 4.7 25 5.0
IOWA 100.0 41.6 41.6 51.1 442 4.1 29 7.3
KANSAS 100.0 314 313 60.2 52.5 4.7 3.0 84
KENTUCKY 100.0 48.6 48.0 34.8 270 5.2 2.6 16.6
LOUISIANA 100.0 524 52.4 334 289 3.9 0.6 14.2
MAINE 100.0 339 333 56.5 53.6 2.0 ) 0.8 9.6
MARYLAND 100.0 308 30.7 62.3 57.9 3.6 08 7.0
MASSACHUSETTS 100.0 244 24.1 . 68.4 64.6 29 09 7.2
MICHIGAN 100.0 430 43.0 51.3 46.9 2.6 1.8 5.6
MINNESOTA 100.0 340 34.0 59.0 54.8 3.1 11 7.4
MISSISSIPPI 100.0 571 571 - 210 13.2 6.2 1.7 21.8
MISSOURI 100.0 334 334 58.0 50.2 48 30 8.6
MONTANA 100.0 31.7 316 58.0 54.4 25 1.1 103
NEBRASKA 100.0 174 171 74.2 66.4 4.7 3.1 8.5
NEVADA 100.0 50.3 50.1 41.7 38.1 29 0.7 8.0
NEW HAMPSHIRE 100.0 9.6 9.6 80.7 76.1 3.2 1.3 9.6
NEW JERSEY 100.0 243 243 69.5 66.1 23 1.1 6.1
NEW MEXICO 100.0 63.3 63.1 196 135 38 23 17.1
NEW YORK 100.0 54.6 54 .4 40.2 38.1 1.7 0.3 5.2
NORTH CAROLINA 100.0 64.6 64.1 205 10.8 7.2 25 149
NORTH DAKOTA 100.0 304 30.2 57.4 .51.2 3.6 26 123
OHIO 100.0 254 254 68.0 62.5 4.6 1.0 6.5
OKLAHOMA 100.0 371 37.1 454 379 4.8 2.7 175
OREGON 100.0 219 21.8 71.6 67.4 3.3 09 6.6
PENNSYLVANIA 100.0 46.6 46.6 46.3 413 34 1.6 7.0
RHODE ISLAND 100.0 46.2 44 .4 452 435 08 09 8.6
SOUTH CAROLINA 100.0 52.6 52.3 30.8 239 5.4 1.4 16.6
SOUTH DAKOTA 100.0 11.8 11.8 77.4 70.7 3.7 3.0 10.8
TENNESSEE 100.0 419 41.8 44 6 379 6.1 0.7 13.5
TEXAS 100.0 39.7 39.6 49.0 41.2 5.5 2.3 1.3
UTAH 100.0 . 486 48.5 43.6 38.9 39 0.8 7.7
VERMONT 100.0 45.2 452 46.6 445 1.3 0.8 8.0
VIRGINIA 100.0 44 .6 441 421 37.2 3.4 1.5 134
WASHINGTON 100.0 51.0 51.0 423 38.3 3.0 0.9 6.7
WEST VIRGINIA 100.0 48.5 48.5 34.6 29.3 3.5 1.9 16.8
WISCONSIN 100.0 26.6 26.5 67.0 63.3 25 1.1 6.4
WYOMING 100.0 35.7 35.7 55.8 50.6 3.2 21 84

Note: Detail will not necessarily add to total due to rounding,
Includes $50 million from charges, which provide less than 1% of State school expenditure except in the States of Alabama (1%);
Hawaii (5.5%); and Rhode Island (1.8%).

SOURCE: ACIR staff computations based on U.S. Census data.
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TABLE 3=2,.,~=EDUCATIONAL EXPENDITURES (OTHER THAN HIGHER EDUCATION) BY GOVERNMENTAL SOURCE
AND TYPE OF FINANCING, FISCAL YEAR 1969
{in Millions of Dollars)

Total Federal State school expenditures Local school expenditures
from own sources from own sources
States school aid for T p Taxes and Charge§
axes an

expenditures | schools Total borrowing Charges Total borrowing Total ([School lunch sales| Other
UNITED STATES, TOTAL 35,686.9 3,083.2 |14,599.6 14,549.5 60.0 18,044.1 16,215.1 1.829.0 1,284.0 545.0
ALABAMA 449.8 80.9 239.6 235.4 4.2 - 1293 70.0 59.3 30.2 291
ALASKA 75.7 225 315 315 . 21.8 19.7 2.1 1.6 0.5
ARIZONA 330.2 374 173.7 1735 0.2 119.1 100.8 18.3 12,5 5.8
ARKANSAS 2394 46.2 105.2 105.0 0.2 88.1 67.8 20.3 13.1 7.2
CALIFORNIA 3,968.6 325.2 1,448.8 1,446.8 2.0 2,194.6 2,033.0 161.6 129.0 326
COLORADO 381.1 349 102.7 102.7 * 2436 . 2223 21.3 14.5 6.8
CONNECTICUT 548.9 28.3 170.0 170.0 * 350.6 332.7 17.9 13.7 4.2
DELAWARE 1235 8.8 87.0 86.8 0.2 27.7 22,6 6.1 4.4 7
DIST. OF COLUMBIA 156.1 10.3 - - - 145.8 1415 4.3 3.5 .8
FLORIDA 1,060.1 1025 669.8 669.8 0.3 2879 | . 1973 90.6 538 36.8
GEORGIA 699.5 94.1 360.1 359.3 0.8 245.2 190.7 54.5 39.1 15.4
HAWAI 136.8 224 115.0 107.5 7.5 {-0.5) (-0.5)
IDAHO 1102.7 10.9 38.8 38.6 0.2 53.0 47.2 5.8 4.4 1.4
ILLINOIS 1,839.0 109.4 522.8 522.7 0.1 1,206.9 1,108.4 98.5 59.4 39.1
INDIANA 867.1 43.1 308.3 308.0 0.3 515.6 453.5 62.1 40.4 21.7
IOWA 557.8 40.5 232.1 2321 * 285.3 246.7 38.6 226 16.0
KANSAS 373.3 31.2 1174 117.0 0.1 2249 1959 29.0 17.7 11.3
KENTUCKY 4419 73.4 2146 2119 2.7 153.9 119.4 345 228 1.7
LOUISIANA 555.8 79.0 291.0 291.0 * 185.8 160.8 25.0 21.7 33
MAINE 142.2 13.7 48.2 47.3 09 80.3 76.2 4.1 29 1.2
MARYLAND 782.0 64.5 240.5 2403 0.2 486.9 452.8 34.1 278 6.3
MASSACHUSETTS 871.9 62.7 2126 209.9 2.7 596.6 563.3 33.3 25.2 8.1
MICHIGAN 1,829.2 103.2 787.2 787.0 0.2 938.8 858.2 80.6 471 3385
MINNESOTA 799.3 56.4 2.6 2714 0.2 4714 438.0 33.4 24.6 8.8
MISSISSIPPI 2859 62.4 163.3 163.2 0.1 60.1 376 225 17.7 4.8
MISSOURI 725.4 62.5 2420 2420 -0- 4209 364.0 56.9 34.8 224
MONTANA 118.7 12.2 37.6 375 0.1 68.9 64.6 4.3 3.0 1.3
NEBRASKA 260.2 220 45.2 44 4 0.8 193.1 1728 203 12.2 8.1
NEVADA 88.5 741 445 44.3 0.2 369 33.7 3.2 26 6
NEW HAMPSHIRE 98.5 95 9.5 9.5 -0- 79.5 75.0 4.5 3.2 1.3
NEW JERSEY 1,305.7 79.9 317.8 317.6 0.2 908.0 862.9 45.1 30.1 15.0
NEW MEXICO 198.6 33.9 125.7 125.4 03 38.9 26.8 124 7.5 4.6
NEW YORK 4,285.6 221.6 2,341.9 2,330.6 11.3 17219 1,6339 88.0 74.6 134
NORTH CAROLINA 667.1 99.4 431.1 4279 3.2 136.5 79 64.6 48.2 16.4
NORTH DAKOTA 109.6 135 33.3 33.1 0.2 62.9 56.1 6.8 3.9 29
OHIO 1,605.2 105.0 407.8 4074 0.4 1,092.2 1,002.7 89.5 74.1 15.4
OKLAHOMA 351.8 61.5 130.6 130.5 0.1 159.7 133.2 26.5 17.0 9.5
OREGON 416.3 27.3 91.2 90.9 0.3 298.0 280.7 173 13.7 3.6
PENNSYLVANIA 2,180.7 153.6 1,017.2 1,016.9 0.3 1,009.8 900.1 109.7 74.5 35.2
RHODE ISLAND 146.5 12.6 67.7 65.0 2.7 66.2 63.7 2.5 1.2 1.3
SOUTH CAROLINA 3758 62.4 197.7 196.7 1.0 1156 89.0 25.7 20.3 5.4
SOUTH DAKOTA 130.1 14.1 15.4 15.3 0.4 10607 92.0 8.7 4.8 39
TENNESSEE 499.1 67.3 209.3 208.5 0.8 22'5 189.0 33.5 30.2 3.3
TEXAS 1,674.3 189.2 664.3 663.1 1.2 820.8 690.3 130.5 91.5 39.0
UTAH 2119 16.4 103.0 102.7 0.3 92.4 82.5 9.9 8.2 1.7
VERMONT 7.4 5.7 323 323 * 33.3 31.8 1.5 0.9 .6
VIRGINIA 741.3 99.1 3304 327.2 3.2 311.8 275.5 36.3 25.1 1n.2
WASHINGTON 700.8 473 357.2 357.2 * 296.3 268.5 27.8 213 6.5
WEST VIRGINIA 248.9 41.9 120.8 120.7 0.1 86.2 729 13.3 8.7 4.6
WISCONSIN 785.3 50.6 208.8 208.4 0.4 525.9 497.0 28.9 19.9 9.0
WYOMING 71.8 6.0 25.6 25.6 0- 40.1 36.3 38 23 .5

*Less than $50,000
1Figures do not add to total due to rounding.

SOURCE: ACIR staff computations based on U.S. Census data. 3-5



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

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

Diversity, Broad Base, and Elasticity in State Taxes

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

Throughout the history of governmental finance some public
finance theorists and private citizens have championed one form of
tax or another as the most equitable way to distribute the cost of
governmental services. But those who take the ''single tax' approach
have never mustered sufficient support to accomplish their goal. Thus,
at the present time, 36 States levy both broad-based sales and personal

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

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

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

a moderate level. Low or moderate rates cause less distortion in
private sector decisions and therefore less redyction in economic
efficiency. Moderate rates also generate less incentive to avoid
or evade tax payment.

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

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

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

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

lodging, telephone and telegraph, gas and electricity, water, trans-



portation, rentals, and repairs. Some States tax industrial equip-
ment, while others exempt it if it is directly used in the produc-
tion of manufactured goods. Some States exempt food and glothing,
while others tax one or both,

The broadness of the sales tax base has an important effect on
the amount of revenue the tax produces. Table 3-3 shows the ratio of
actual sales tax base to a national average tax base in each of the
sales tax States for 1967. Ignoring the States with a multi-stage tax,
the most comprehensive sales tax base was two or three times as large as
the least inclusive. A State burdened with a narrow base must impose a
very high rate if it wishes to rely very heavily on the general sales tax,
Indeed, for the States with a very narrow base, broadening the base re-
presents an untapped source of considerable additional revenues. New
Jersey, for example, could have doubled its sales tax revenue without
any increase in tax rate by extending its tax base to cover the same

items as were taxable in Michigan.

The number of items covered by the sales tax also has a substantial
impact on how the burden of .the tax is distributed. Since low income
people spend. a greater fraction of their income than do high income
persons, a tax on all consumer purchases would be regressive. Ex-~
cluding services from the tax base makes the sales tax even more re-
gressive, since purchases of services become increasingly more im-
portant as one moves up the.income scale. Exemption of food makes
the sales tax nearly proportional, although only at the loss of sub=-

stantial revenue. The sales tax credit accomplishes the same end



at much lower cosc by returning a fixed sum to each person,
regardless of income.

A third important consideration relating to state tax
policy is the elasticity of the tax structure. The need for a
state tax structure with an elasticity in the range of 1.0 to
1.2 has already been discussed extehsively in Chapter 2.1 Since
the personal income tax is a high elasticity tax, increased use
of this tax source will increase the overall tax system elasticity,

which means bringing it closer to the acceptable range.

A strong personal income tax in a balanced system

In designing a state tax system sufficient to finance
the major portion of school costs, careful consideration must be
given to providing a diversity of tax sources, utilizing broad-
based taxes,-.and increasing the elasticity of the current inelastic
state-local tax structure. The overriding fiscal need of state
and local governments is a tax system with a strong revenue
growth potential that stems from use of both broad-based personal
income and général sales taxes. In order to displace the local
property tax as the major source of school funds and to equip
the states with a high-quality revenue system, the states should
initiate or intensity their use of the personal income tax.
States which make heavy use of the income tax have found it
superior to other revenue sources in terms of productivity,
elasticity, equity, and ease of administration. While three
of these criteria are reasonably objective, the question of
equity is very much a subjective matter. The arguments in this
chapter are based on a view that income is the most appropriate
measure of the ability .to pay taxes, and that a moderate degree

of progressivity in the tax structure is further desirable.

1See pp. 2-50 to 2-51.
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TABLE 3-3 -- RELATIVE BASES AND RATES OF STATE GENERAL SALES TAXES

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

* Multi-stage or gross income tax

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

@ Food taxed

Source: ACIR staff calculations based on Census Bureau and
Commerce Clearing House data
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Business Taxation

To some, business firms offer a highly visible, impersonal means
for raising revenues. Businessmen, naturally, feel that higher taxes
threaten their competitive position and their ability to continue
profitable operations in their present locations. In general, it
seems fair to say that there is no consensus on the types, variety
or amounts that business firms should pay to State and local govern-
ments, Public officials therefore have no hard-based economic ratiomnale
to rely on in setting their policies--they must take a pragmatic view
and attempt to strike a balance that assures that business pays its
"fair share" of taxes but that this share does not force business
firms to alter their location decisions.,

The current extent of State and local business taxation was

1/

discussed above in Chapter 2,~ If the use of local taxes for the
support of schools is minimized, businesses would be relieved of much
of their property tax burden. Legislators would then be required to
make a pragmatic decision on the extent to which corporate income tax

and other statewide business taxes ought to be expanded to replace

this burden,

1/
See p. 2-8.
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A new form of business taxation, the value added tax, has
recently been suggested as a potential source of state revenues.
The base for this tax is a firm's value added, the difference
between the cost of goods or services sold by the firm and the
cost of its material inputs, including the cost of capital.

Value added can also be arrived at by adding all the incomes
generated by the firm's production--wages and salaries, interest,
rent, and profits,

Depending on the nature of the depreciation allowance,
the value added tax can be shown to correspond to familiar existing
taxes, If machines are depreciated over their economic lifetime,
the base of the value added tax will be equal to national income;
this is known as the income value added tax and is equivalent to
a proportional income tax. Under the consumption value added
tax, firm purchases of new.capital equipment but not depreciation
are deductible from sales; the base of the CVA is ‘total consumer
expenditure, and the tax is equivalent to a consumption tax.

In the gross product version of the tax, neither depreciation nor
purchases on éapifél account are deductible; the base of this tax
is total gross mnatiomal product, and the tax is equivalent to a
sales tax on all final output.1

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

In particular, a state value added tax of the income type
would be ?quivalent to a proportional tax on all incomes génerated
in the state, whether accruing to residents or outsiders, By

contrast, a state personal income tax is levied against income

1William Oakland, "The Theory of the V lue Added Tax,"
National Tax Journal, June and September, 1967.
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earned by residents of the state and wage income of non-residents.
And a state corporate income tax falls initially on profit

income generated within the state, None of these statements,

of course, implies that these taxes are borne in the final
analysis by those who bear their initial impact.

A value added tax was actually in effect in Michigan,
under the name of the Business Activities Tax, from 1953 through
1967. 1Initially the Michigan tax was based on something akin
to gross product, with deductions allowed for explicit capital
rental costs, A 1955 amendment allowed depreciation charges to
be subtracted from the tax base, changing the levy into one
of the income value added type. In order to ease administration,
a specific dollar exemption was allowed for each firm, and
certain types of businesses were exempted completely from the
tax., In addition, firms were permitted a standard deduction
of fifty percent of gross receipts, if itemized cost deductions
did not equal this amount. These provisions, while destructive
of the value added concept, succeeded in eliminating a large
number of returns from small businesses whose payments would
not justify collection costs.

Because - of the equivalence between a value added tax and
an income or sales tax, the tax on value added has no economic
advantages over the other levies and shares their defects. From
a political point of view, however, the value added tax may be
superior, because it is paid initially by businesses and is not
immediately apparent to the public. Substantial use of the VAT
would reverse the recent trend toward reduced use of business

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

The property tax as a revenue source

The property tax is inferior to broad-based sales and
personal income taxes on grounds of equity, elasticity, and ease
of administration. Property value is not as good an indicator
of ability to pay as personal income. Property values do not
respond to growth in the economy as rapidly as either the general
sales or personal income tax base. The property tax is developed
by a process of valuation on the part of assessment personnel who

must be highly trained if the process is to be accurate. Income
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and sales taxes, in contrast, have their respective tax base
measures established objectively by market forces beyond the
control of the tax administrator.

But the property tax also has some unique benefits as a revenue
source., Real estate cannot be picked up and moved to escape taxation,
To a limited extent the property tax captures for the public sector
a portion of the unearned increment on land value which society be-
stows. The tax is a way of getting from business and absentee land-
lords a contribution in support of local government. Where local
services supported by the property tax enhance property values the
tax takes on the aspects of a payment for benefits received--a con-
cept fully recognized in economic theéory.

Compared to other major revenue- producers, the property tax
tends to be difficult to administer. But a large part of this
problem is due not so much to the tax itself as to its application
on a local basis. Although the trend over the years has been away
from State use of the property tax, a statewide property tax is
preferable in many respects to a local levy., As a result States
such as Massachusetts are now taking a new interest in using the
real property tax as a State tax. A State property tax, even as a
small supplement to the local levies, will give the States a real
stake in good administration and would probably yield great divi-

dends in improved equity.
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Until an increased income tax can be fully implemented, a
statewide property tax might provide a means for reducing the
dependence of public schools on local taxes. Such an arrangement
appeals to some economists who are concerned that an abrupt shift
from property to non-property taxes for school support would
result in a substantial and unwarranted increase in the value
of existing property. The extent of the gains, it any, as well
as their timing are impossible to predict. A transitional statewide
property tax, particularly one of uncertain duration, might allow
time for some adjustment in the real estate market and reduce the
possibility of unwarranted enrichment of property owners.

However, the introduction of a statewide uniform property tax
for general revenue purposes to help support schools would fall
short of achieving the degree of taXpayer equity, responsiveness
of the tax system to economic growth and ease of administration
that heavier reliance on a State personal income tax would produce.
The statewide uniform property tax would serve poorly as a sub-
stitute for structural reform of the State-local revenue system,

Improving Property Tax Administration

Better property tax administration is desirable in order
to achieve greater uniformity of assessment and thereby enhance the
acceptability of the tax. Assessing is a ministerial function, in
theory at least, which contrasts with the policymaking functions of
setting the tax rate to determine whether more or less revenue

will be obtained from the property tax.
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Imprbved administration will‘usually Tequire larger ex-
penditures, Such items as training and certification of assessors,
ahnual,reassessment, taxpayer notification, improved appeals
mechanisms, and strong State supervision will require additional
funds, In the longer run, however, it seems likely that more
uniform assessments will make people more content with the
property tax system and more willing to bear higher tax burdens.

By all indications the property tak is currently the most
unpopular of all major taxes. Much of this dislike is probably due
to the high rates prevailing in many local areas, especially in
the northeast. But the disparities in assessments certainly win
the property tax no friends. An intra-area dispersion coefficient
of fifteen percent is generally considered indicative of good
assessment practices, but even this means that, under a full-value
assessment regime, half of all properties will be assessed at less

than 85 percent or more than 115 percent of their true 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,"
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he notes, '"is less than half the best dispersion coefficient that
“

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

With dispersion coefficients this small, ninety percent of all assess-

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

nine percent within seven to fourteen percent of true value.

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

2/

percent of personal income in 1970,—° The personal income tax also
places heavy compliance costs on individual taxpayers, while the ex-
penses of administering the property tax are almost entirely reflected
in the government budget.

The conclusion to be drawn is that modern, professional administra-
tion of the property tax can-produce great dividends. While assessment
of wealth may never be as accurate as measurement of income, the two
can be brought much closer together. And although people will never

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

ble taxing capacity.

1/

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

Z/Sur:vex_of Current Business, July 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 tax 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 growth" 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 region's 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
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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 taxing approach does not eliminate tax
competition among regions, it does produce a coincidence of interests
for communities within a given region. In large part, therefore,
it eliminates the incentives for fiscal zoning and the barriers to
governmental consolidation discussed in Chapter 2, Equally important,
greater uniformity in property tax rates will reduce tax induced
rifferences between housing costs within the taxing region, While
a metropolitan area is not large enough to internalize all the spill=~
overs from education, it is of appropriate size for the performance
of many other governmental functions, The main drawback to regional
financing of education is that it cannot eliminate income disparities
among different regions.  Also, the extent of redistribution possible
within a given area is severely limited by the potential out-migration
of high income residents, just as the middle class is leaving the cities
today. Of course, if the State requires regional financing by law,
fleeing the area would not provide an escape. But as 1;ng as a legislated
regional approach is feasible, there would seem to be little reason not
to move school finance all the way up to the State level.

Tax Rates Required For State Financing of Schools

To get an idea of the dimensions of the tax structure changes re-
quired to permit the shifting of responsibility for major financial
support of schools to the State, we have computed the level of tax
rates required to permit States to finance 90% of the 1969 level of

State and local expenditures for local schools after deduction of
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local school charges (school lunch sales, tuition, etc.) and Federal
aid.lehe dollar amounts required for each State are given in Appendix
Table 18. The approximate nature of these data should be emphasized.
Interest expenditures are not included in school expenditures since the
Census Bureau does not break down interest expenditure according to
function. Also, the amount of Federal aid deducted includes some

$0,4 or $0.5 billion for educational programs other than local schools.
But these estimates do provide some indication of the revenue required
for State financing. It should be noted that these figures relate
exclusively to expenditures for local schools., The costs of State
educational administration and services, aid to private schools, and
special programs for the handicapped, adults, veterans, and other
special classes are not included. Presumably these will continue

to be financed by the States in addition to the 90% of local school
costs.

In the following tables, (3-4, .3-5, 3-6, and 3-7), the first column
presents actual tax rates in 1969, The State general sales tax rate is the
rate which was in effect at the end of the 1969 fiscal year. The State per-
sonal income tax rate is expressed as a percentage of adjusted gross income
in calendar year 1968, as defined for Federal income tax purposes. For
the total of all other State and local tax revenue, and for State
corporate income tax, rates are expressed as percentages of each State's
personal income in calendar year. 1968, The actual dollar amounts of
State and local tax collections in fiscal 1969 are given in Appendix

Table 17.

l/The approach taken here is to investigate the tax changes
required to raise the specific amount of revenue needed to finance
the support of schools. This is in contrast with the procedure of
simply determining the amount of revenue collected with a tax system
of specified characteristics, without regard to the needs for these
revenues, For an example of the latter approach, see John Due,
"Alternative Tax Sources for Education,'" in R.L., Johns, et al, (eds.),
Economic Factors Affecting the Financing of Education. Gainesville,
Fla,: National Educational Finance Project, 1970.
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The tax rates required for financing 90% of school costs were
calculated for four different situations. Case 1 is based on the
assumption that any additional school costs which must be shifted
to the State to reach the 90% figure are financed by State personal
income and general sales taxes. In accordance with the principle of
balanced use of these two tax sources, total revenues from the two
taxes combined (including additional school costs) are reallocated
so that an equal amount is collected from each., In the one case
where the State is already financing more than 90% of school costs,
it is assumed that total revenue from State personal income and
general sales taxes will remain the same, and this amount is
reallocated equally between the two sources., It should be noted
that we are assuming in this exercise that total school expenditures,
and therefore the total of State and local tax revenues, remain
constant with the State assumption of 90% of school costs. We are
simply shifting all but 10% of school costs from the local property
tax to the State income and sales taxes. Therefore total revenue
from State income and sales taxes will rise.by the amount shifted
to the State, and the total of all other State and local taxes will
fall by an equal amount. The dollar amounts of tax revenues under
these assumptions are given in Appendix Table 18.

The complexities involved in the decision of how much of the
tax burden to place on business was discussed above. To provide some
indication of the results of increasing the corporate income tax propor-

‘tionately with the personal income tax to finance additional school
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costs, we have assumed in Case 2 that the corporate income tax is
increased Alqng with the personal income and general sales taxes

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

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

State financing of 90% of school costs imposes sharp increases
in State revenue requirements in many States, as can be seen in
Tables 3-4, 3-5, and 3-6, and Appendix Tables 18 and 19. The
increases would be reduced considerably if the Federal Government
were to assume the full costs of public welfare programs. Indeed,
the arguments for shifting the educational function to the State
level also imply the desirability of making welfare a Federal res-
ponsibility, In Case 3 it is assumed that the Federal Government
funds all welfare programs. State personal income, general sales,
and corporate income taxes are reduced by the amount of State public
welfare expenditures from own sources (Appendix Table 20), while
maintaining the same porportional relationship among the three
taxes as in Case 2., The total of State and local taxes other than
State personal income and general sales taxes is further reduced
by the amount of local public welfare expenditures (Appendix Table 20).
Resulting tax revenues appear in Appendix Table 21,

The Nixon administration's general revenue sharing plan would
also greatly ease the pain of shifting educational financing to the

State level, In Case 4 we have further reduced general sales,
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personal income, and corporate income taxes by the amount which each
State would receive under the revenue sharing proposal (as shown.
in Appendix Table 20), again maintaining the same proportional
relationship among taxes ad in Case 2. We have also reduced
local taxes by the local share of revenue sharing funds (Appendix
Table 20). The resulting dollar amounts of tax revenues are given
in Appendix Table 22,

Chapter 4 presents a complete discussion of the implications
of Federal financing of public welfare and Federal revenue sharing
for school finance and for the improvement of State-local tax

systems,
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TABLE 34 ,--
STATE PERSONAL INCOMEE TAX RATES
AS PERCENT OF FEDERAL ADJUSTED GROSS INCOME IN 1968

STATES Present
System, Case 1 Case 2 Case 3 Case 4
1969 -
UNITED STATES, TOTAL 2,2 1/ 3,0 2.8 2,5 2.3
ALABAMA 1.2 2,5 2,2 2.0 1.6
AL ASK A 3.4 2,7 2.8 2.4 2.0
ARIZONA 1.3 3.4 3.2 3.0 2.7
ARKANSAS 1,1 2.5 2.5 2.2 1.9
CALIFORNIA 1,7 3.5 3.2 2.7 2.5
COLORADO 1.9 3.8 3.5 3.2 2.9
CONNECTICUT - 2.1 2.1 1.8 1.6
DELAWARE 3.7 2.2 2.4 2.1 1.8
IS FrOF-COLUMBA—

FLORIDA - 2.1 1.8 1.7 1.5
GEORGIA 1.4 3.0 2.7 2.5 2.3
|_HAWAL 4.1 5.3 8.2 4.7 4.4
IDAHO, 2.6 3.9 3.7 3.5 3.1
ILLINOIS - 2.6 2.3 2.1 2.0
INDIANA 1.3 3.3 3.2 3.1 2.9
10wA 1,5 3.7 3.5 3.2 2.9
KANSAS 1.3 3.4 3.1 2.8 2.6
KENTUCKY 1.7 3.5 3.2 3.0 2.6
LOUISIANA 0,6 2,2 1.7 1.4 1.1
MAINE - 3.0 2.5 2.3 2.0
MARYLAND 2.4 3.3 3.2 2.9 2.7
MASSACHUSETTS 2,6 3,1 3.1 2.3 2.1
| _MICHIGAN 1.5 3.6 3.1 2.8 2.6
| _MINNESOTA 3.2 4,4 4.3 4.1 3.8
[ _mississier) 0.6 3.1 2.0 1.8 1.5
| _wissourt. 1.0 3.0 2.9 2.6 2.4
| _MONTANA 2,2 3.0 3.0 2.7 2.5
NEBRASKA 1.1 3.8 3.6 3.4 3.2
NEVADA - 2,3 2.0 1.8 1.6
NEW HAMPSHIRE - 1.7 1.5 1.3 1.2
NEW JERSEY, - 2.2 2.2 2.0 1.8
NEW MEXICO 1.0 2.8 27.6 2,3 1.8
NEW YORK 3.5 3.3 3.4 2.8 2,6
| _NC YH CAROLINA 2.3 2.4 2.4 2.3 2.0
| _NORTH DAKOTA 1,2 4,0 3,8 3.5 3.1
OHIO - 2.4 2.0 1.8 1,7
OKLAHOMA 0.9 2.2 2,0 1.6 1.3
OREGON 3.8 4,2 4,1 3.9 3,6
PENNSYLVANIA 2.4 2.5 2,2 2.0
RHODE ISLAND —-— 2.3 2.4 1,8 1,6
SOUTH CAROLINA 1.7 2.9 2.7 2.6 2.3
SOUTH DAKOTA - 4,4 3.8 3.6 3,3
TENNESSEE - 2.3 2.3 2.1 1.9
TEXAS - 1,9 1,6 1.5 1,3
UTAH 2.2 3, 3.7 3.4 3.1
VERMONT 3.3 " 2.9 2,9 2.5 2,1
VIRGINIA 2.4 3,0 2.9 2,8 2.5
_WASMINGTON - 3.7 3.2 2.8 2,5
WEST VIRGINIA 0.9 3.4 3.3 3.0 ~ 2.6
| WISCONSIN 4.0 4.3 4.3 4,0 3,7
WYOMING —— 3.9 3.3 3.2 2,9

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

Source: ACIR staff-calculations based on data in Appendix Tables 17 through 22,
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TABLE 3«5,
STATE GENERAL SALES TAX RATES

Present
STATES System,
end of Case 1 Case 2 Case 3 Case 4
fiscal 1969
UNITED STATES, TOTAL 3 5.9 27 3.7 7 3.4 3.1 %7
| _ALABAMA 4 3.2 2.9 2.6 2.2
ALASKA - 3.0 3.1 2‘.() .2
ARIZONA 3 2.8 2.5 2.4 2.2
[ ARKANSAS 3 2.8 2.4 2.2 1.9
CALIFORNIA 4 5.3 4,7 3.9 3.7
[EEIOHADO 3 5.1 4,8 4,2 3.9
_CONNECTICUT 3.5 4.6 4.7 3.9 3.7
DELAWARE - 5.6 6.0 5.2 4.5
-BALT,-OF-COLUMBIA-
FLORIOA 4 2.4 2.0 1.9 1,7
GEORGIA 3 2,8 2.5 2.4 2.1
HAWAI 4 3,3 3,2 2.9 2.7
IDAHO 3 4.5 4.3 4.0 3.6
ILLINOIS 4,25 4,2 3.6 3.3 3.1
INDIANA 2 2,6 2.6 2.5 2.3
10WA 3 3.7 3,5 3.2 3.0
KANSAS 3 4.1 3.8 3.5 3.2
KENTUCKY S 4.5 4.1 3.8 3.4
LOUISIANA 2 2.0 1.6 1.3 1.0
MAINE S 4.8 4.1 3.6 3.3
MARYLAND 4 10.6 10.4 9.3 8.8
MASSACHUSETTS 3 10.4 10.1 7.5 6.9
MICHIGAN 4 4.7 4.1 3.7 3.4
| _MINNESOTA 3 7.3 7.1 6.7 - 6.3
| _MISSISSIPPL S 3.1 1.9 1.8 1.5
MISSOUR] 3 3.6 3.5 3.1 2.9
MONTANA - 3.4 3.3 3.1 2.8
| _NEBRASKA 2 3.7 3.5 3.3 3.1
NEVADA 3 2.4 2,0 1.9 1,7
NEW HAMPSHIRE - 3.3 2.8 2.6 2,3
NEW JERSEY 3 5.7 5.7 5.1 4,8
NEW MEXICO 3 2.1 1.9 1.6 1.3
NEW YORK 3 8.8 ~ 8.9 7.5 7.0
NC “TH CAROLINA 3 3.1 3.1 3.0 2.6
| NORTH DAKOTA 3 4.1 3.9 3.6 3.2
onio ] 4.8 4.1 3.7 3.4
OKLAHOMA 2 2.8 2,5 2.0 1.6
OREGON - 5.5 5.5 5.1 4.8 |
PENNSYLVANIA 6 5.4 5.4 4.8 4.4 i
RHODE ISLAND S 3.3 4.5 3.4 3.0 |
SOUTH CAROLINA 4 4,1 __},8 3.7 3.2
SOUTH DAKOTA 3 5.0 4.3 4.1 3,8
TENNESSEE 3 2.5 2.5 2.3 2.0
TEXAS 3 3.4 2.9 2.7 2.3
UTAR 4 5.6 5.3 5.0 4,5
VERMONT 3 5.2 5.3 4.4 3,8
VIRGINIA 3 5.5 5.4 5.2 4,7
WASHINGTOMN 4.5 3.1 2.7 2.3 2.1
WEST VIHGINIA 3 2.3 2,2 2.0 1.7
WISCONSIN 3 13,0 12,9 12,0 11,2
WYOMING 3 3,1 2,6 2.5 2.2

1/ Median State rate,
Source: ACIR staff calculations based on data in Appendix Tables 17 through 22,
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TABLE 3-6.-=
STATE CORPORATION INCOME TAX RATES
AS PERCENT OF STATL PLERSONAL INCOME IN 1968

STATES Present
System Case 1 Case 2 Case 3 Case 4
1969
UNITED STATES, TOTAL U.61 17 v.ol 0,80 0.71 0.65
ALABAMA 0.35 0.35 0.67 0.59 0.50
ALASKA 0.38 0.38 0,31 0,26 0.22
|_ARIZONA 0,36 0.36 0.85 0,82 0.73
ARKANSAS 0.49 0.49 1,08 . 0,97 0,83
CALIFORNIA 0.77 0.77 1.41 1.18 1.11
COLORADO 0.47 0.47 0.88 0.79 0,73
CONNECTICUY 0,68 0.68 0,63 0.53 0,50
OELAWARE 0.75 0,75 0.48 0.41 0.36
OIS T OF-GOLUMEPA
FLORIDA - -— 0.51 0.49 0.42
GEORGIA 0.58 0.58 1.08 1.00 0.90
HAWAII 0.51 0.51 0.64 0.58 0.54
IDAHO 0,53 0,53 - 0,77 0,72 0,64
ILLINOIS - -— 0.65 0.59 0.56
INDIANA 0.05 0.05 0.13 0.12 0,11
[iowa 0.27 0,27 0.60 0.55 0,51
KANSAS 0.27 0,27 0.64 0.58 0.54
KENTUCKY 0.46 0.46 0.88 0.81 0.72
LOUISIANA 0.35 0.35 1,02 0.82 0,63
MAINE - —— 0.71 . 0,63 0,57
MARYLAND 0,39 0.39 0,52 0.47 0,44
MASSACHUSETTS 0,88 0,88 1.04 0.77 0.71
[_MICHIGAN 0,67 0.67 1,42 1,27 1,18
MINNESOTA 0,68 0.68 0.91 . 0,87. 0,81
[uississiren 0.68 0.68 2.26 2,04 1.69
MISSOURI 0,12 0,12 0,36 0,32 0.29
MONTANA 0.40 0.40 0.53 0,49 0.44
NEBRASKA . 0.15 0.15 0.49 0.47 0.44
NEVADA - t me 0.58 0,55 0,49
NEW HAMPSHIRE - - 0.42 0,38 0,35
NEV JERSEY 0,56 0,56 0.61 0,55 0.52
NEW MEXICO 0,19 0,19 ]_o0.51 0.44 0.34
NEW YORK 0,81 0.81 —_0.78 0.66 0,62
NC "TH CAROLINA 0.82 0.82 0,86 0.83 0,72
[ NORTH DAKOTA 0.13 0.13 0.43 0,40 0,34
[ onio . — 0.58 0.52 0.48
| _OKLAHOMA 0.30 0.30 0.69 0,55 0.44
| _OREGON 0,56 . 0,56 0,61 0.57 0,54 -
PENNSYLVANIA 0,71 0.71 0,68 0.60 0.56
RHODE ISLAND 0.87 0.87 0,69 0,51 0.46
SOUTH CAROLINA 0.64 0,64 0,97 0.96 0,83
SOUTH DAKOTA 0.03 0,03 0.91 0.86 0,80
TENNESSEE 0.60 0.60 0.63 0.59 0.52
TEXAS - - 0,44 0,40 0,30
UTAH 0,37 0,37 0,63 0,59 0,53
| _veEnmonT 0.43 0,43 0.38 0.32 0.28
VIRGINIA 0.48 0,48 0,58 0.56 ._ 0,51 ;
WASHINGTON — — 0.89 0.78 0,71 !
WEST VIRGINIA 0.09 0,07 0,34 0,31 0,27 |
WISCONSIN 0.71 0.71 0.77 0.72 0,67 i
WYOMING —— -— 0.87 0.84 0,75 |

1/ Average rate for the 40 states with a corporation income tax,

Source: ACIR staff calculations based on data in Appendix Tables 17 through 22,
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TABLE 3-7,-=
TOTAL OF STATE AND LOCAL TAX REVENUES OTHER THAN STATE PERSONAL

INCOME TAX AND GENERAL SALES TAX AS PERCENT OF STATE PERSONAL INCOME IN 1968

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

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

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

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

2, State revenue system productive enough to finance
most of the cost of elementary and secondary pub-
lic education.

At the present time, only two States--Hawaii and North Carolina--

score high marks on both of these major tests.

In this chapter, we take the analysis to its policy conclusion=-

is it reasonable to assume that most of the other State legislative

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

period of timg--say, five years?

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

Prospegts for Reform From Within the System

There are two internal forces that are pushing State policy makers
in the general direction of major tax reform,
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First, there is the unrelenting pressure provided by growing ex~

penditure demands-~a factor that is forcing State legislators to create

a strong dual income and sales tax system. A measure of the pressure

on State governments can be seen in the major recommendations in

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

One of the most dramatic effects of this expenditure demand is

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

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

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

taxes in particular has created its countervailing force~~there is

increasing discussion of a "taxpayers revolt,'" In April 1971,

Lou Harris reported that 64 percent of the American people felt

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

1/

in the previous year and 54 percent in 1969.=

1
—/Louis Harris, "The Harris Survey," The Washington Post.
April 18, 1971, p. G4.
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TABLE 4-1

MAJOR RECOMMENDATIONS IN GOVERNORS' BUDGET MESSAGES, 1968-1971

State

Arkansas

Connecticut

Delaware

Florida

Georgia

Indiana

Iowa-

Kansas

Maine

Maryland

Year

1971

1969

1971

1969

1968

1971

1970

1971

1971

1971

1969

1971

1969

Recommendations

Broaden sales tax base to include various
services and cigarettes.

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

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

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

Adopt 4% tax on commercial leases and office
rentals,

Adopt constitutional amendment to permit
corporate income tax and abolish capital
stock tax.

Adopt income tax credit for sales tax paid.

Increase state taxes to provide property
tax relief and increase state financing
of school costs to 50%; adopt new tax of
44 on nonreturnable, nondisintegrating
containers, new sewer user charge, and
new employers' payroll surtax to finance
job training.

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

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

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

Expand sales tax base.

Broaden sales tax base.
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TABLE 4-1 (Continued)

State Year Recommendations
Massachusetts 1971 Broaden income and sales tax bases
Michigan 1971  Replace school property taxes with increased

personal income tax and a 2% value-added
tax; restore income tax credits for
property tax and city income tax paid,

Minnesota 1971 Increase personal income taxes progressively;
eliminate preferential treatment of capital
gains and deductibility of federal
income tax; broaden sales tax base; use
higher taxes to increase school aid and
relieve property taxpayers; limit property
taxes,

Montana 1971 Disallow federal income tax deduction on
personal income tax; replace $600 dependency
deduction with a $20 credit.

New Hampshire 1971  Adopt 3% state income tax with a property
tax credit; adopt temporary (one year) 1%
payroll tax; repeal tax on intangibles
income, commuters' income tax, and head
and poll taxes.

North Carolina 1969  Adopt tobacco excise tax.

Ohio 1971 Adopt individual and corporate income tax
with property tax credit; use revenue to
raise school aid and assume county welfare
functions; limit property taxes.

Oregon 1969  Adopt 3% sales tax.

1971  Adopt income tax credit for property tax
paid; conduct study of property tax relief.

Pennsylvania 1969  Adopt individual income tax.

1970 Adopt personal income tax; provide property
tax relief for aged.

1971  Adopt 5% personal income tax, with credit
of 30% of all local nonproperty taxes.

Rhode Island 1968  Adopt personal income tax.
1969  Adopt 10% tax on investment income.
1971  Adopt graduated personal income tax;
repeal taxes on unincorporated businesses

and investment income,
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State

——trp—

South Carolina

South Dakota

Vermont

Washington

TABLE 4-1 (Continued)

Year

1971

1971

1969

1971

1971

Recommendations

Adopt property tax homestead exemption for
senior citizens, phased in slowly to ease
local government revenue losses.

Enact 3% personal income tax and 5% corporate
income tax, with credits for ad valorem taxes
paid on merchandise inventories and for
property taxes of elderly.

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

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

Adopt constitutional amendment to
authorize new flat rate income tax.



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

more taxes unless taxes and spending were reduced.

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

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

system by a margin of seven to one ip 1969, while Washington State

voters turned down an income tax proposition by three to one in 1970.
Despite its high marks as a test of ability to pay, the popu-

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

lished fact, In 1970, Alabama voters rejected a proposal calling for
an increase in personal income tax rates and'in the same year the South
Dakota electorate turned'down a plan to enact a personal income tax.
This summer the Connecticut legislature enacted a personal income tax
only to find public reaction so bitter that it quickly repealed this
tax and raised the rate of the existing general sales tax to a
record—breaking 6-1/2 per cent. Enough voters were irritated by the
Maine income tax to obtain a November 1971 referendum on this levy
despite the fact that it has been in operation almost two years.
The electorate, however, voted to retain the income tax. The Montana
legislature asked the voters to decide whether the State should enact
a general sales tax or sharply increase the existing State personal
income tax, and the voters chose the latter.

Taxation by referendum may reach the ultimate in Missouri. There

is a move afoot in that State to amend the Constitution so as to require
4-6



that every tax increase--State énd local--be subject to the vote of the
people. This demand was undoubtedly prompted in part by the fact that
the State legislature recently voted an increase in the State personal
income tax shortly after the electorate had voted down the same proposi=-
tion in an advisory referendum.

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

State-local finance family.

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

a strong leadership role in the enactment of Nebraska's dual income and sales
tax system.

Evaluation of the Expenditure Pressure Factor.

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

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

1
of State tax politics.™

1/The analysis of the Ohio experience was made by Professor Stocker
of Ohio State University and is appended with this report.
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Despite the growing tendency to block efforts to strengthen
the State tax system by means of referenda, it is probably safe to
assume that five or six of the 11 non-income tax States will be forced
.by mounting expenditure pressures and the demand for property tax relief
to adopt a State personal income tax within the next five years. It is
also reasonable to assume that at least one of the five non-sales tax
States will be pressured into the enactment of a consumer levy. Only a
massive increase in Federal aid flows could take most of the States off

the tax increase hook.

If this prediction proves accurate we can expect to see at least 42
States in the dual income-sales tax category within five years., Moreover,
many of the dual tax States now making relatively anemic use of either the
sales or the personal income tax will be forced by the pressure of events

to correct the imbalance.

The growing public dissatisfaction with the local »ropertv tax

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

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

suffered for the want of bitter critics, it is doubtful that it has
ever been subject to such strident criticism as is the case at the
present time. As this tax takes on a truly massive character (a
$40 billion annual revenue yield) its inherent defects--regressivity
and lack of uniformity-~take on an increasingly harsh character., The
property tax has a third weakness--the unequal distribution of tax re-
sources among local governments and school districts.

Growing public interest in State financing of education can be
largely traced to the demand for poth property tax relief and a more

equitable system for financing local schools. Support for full State
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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
role in financing local schools,l/ 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 Govermment , p, 14.
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1971--As a first step toward State funding, the
State of Maryland assumed full responsibility for
financing local school construction.

In its August 1971 decision (Serrano versus Priest),

the California Supreme Court gave vent to dissatisfaction with the

property tax when it declared unconstitutional a system-

“for financing education that permitted the accidents of

local property tax geography largely to determine the
amount of resources that could be placed behind the edu-
cation of a public school child.l/
On October 12, 1971, U.S. Education Commissioner, Sidney
P, Marland, Jr., told a convention of members of State boards
of education that reliance on property taxes to finance public
schools is "regressive, anachronistic, and resting upon inequity."g/
On October 15, 1971 U.S, District Judge Miles A,
Lord directed the Minnesota Legislature to overhaul
its educational finance system and re-enforced the Serrano
decision holding that "plainly put, the rule is that the
level of spending for a child's education may not be a func-

tion of wealth other than the wealth of the State as a whole."éj

lJThe implications of the Serrano decision on the development of
our State-local, fiscal system will be analyzed in greater detail in a
subsequent section of this chapter.

2jWashington Evening Star, October 13, 1971, p. Bl.

QJWashington Post, October 16, 1971, p. A3,
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On October 18, 1971, the New York Times, in a feature
story, reported that a majority of the prestigious Fleischf
mann Commission favors a plan to have New York State assume
full responsibility for distributing all funds for public
elementary and secondary schools.lJ

Despite its growing momentum, the full State funding movement

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

issue. Of the two, the money question probably stands out as the

more formidable problem for State legislators. The average State
would have to raise its revenue collections by 31 per cent in order

to underwrite 90 per cent of the cost of local schools (Table 4-2). In
many States the State tax hike would be far greater--Connecticut, 53
per cent; Nebraska, 70 per cent; New Hampshire, 79 per cent; New
Jersey, 63 per cent; Oregon, 60 per cent; and South Dakota, 89 per
cent,

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

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

fairly bristles with its own set of controversial tax implications.

l/New York Times, October 18, 1971, p, 1
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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)

Actual State Additional

Ty

90% of Expenditure State
State-Local for Local Additional Expenditure
Expenditure Schools From State Required
for Local Own Funds Expenditure as % of
States Schools, 19695/ 19693/‘ Required - 1969 Taxes
United States, Total 25,835.3 12,708.6 13,138.0 31.3
Alabama 232.7 189.7 43.0 7.5
Alaska 42,8 27.8 15.0 20.9
Arizona 231.8 157.1 74.7 18.2
Arkansas 138.7 86.2 52.5 16.5
California 3,038.9 1,346.6 1,692.3 32.3
Colorado 274.5 83.0 191.5 46.9
Connecticut 416.3 131.0 285.3 52.7
Delaware 85.2 72.2 13.0 8.3
Florida 741.6 627.6 114.0 9.0
Georgia 458.5 321.9 136.6 16.5
Hawaii 98.3 109.6 (-11.3) (-3.9)
Idaho 71.6 33.5 38.1 25.3
Illinois 1,405.6 455.6 950.0 49.3
Indiana 644 .2 263.1 381.1 43,2
Iowa 409.0 208.0 201.0 34.1
Kansas 268.8 103.1 165.7 43,0
Kentucky 268.0 179.2 88.8 13.6
Louisiana 385.4 268.2 117.2 15.1
Maine 100.0 35.7 64.3 40,6
Maryland 602.2 216.9 385.3 44,7
Massachusetts 658.9 170.8 488.1 39.6
Michigan 1,385.6 684.1 701.5 31.2
Minnesota 618.7 250.0 368.7 40.3
Mississippi 161.4 143.4 18.0 4.5
Missouri 524.9 220.5 304.4 42.8
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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)

(Continued) .
Actual State Additional
90% of Expenditure State
State-Local - for Local Additional Expenditure
Expenditure Schools From State Required
for Local Own Funds Expenditure as 7% of
States Schools, 19691] 19693/ Required 1969 Taxes
Montana 87.3 32.4 54.9 49,1
Nebraska 175.0 22.2 152.8 70.3
Nevada 67.4 41,1 26.3 20.9
New Hampshire 69.4 3.6 65.8 79.1
New Jersey 994.7 2444 750.3 63.5
New Mexico 129.0 117.9 11.1 4.7
New York 3,341.3 2,088.9 1,252.4 23.5
North Carolina 420.3 397.3 23.0 2.3
North Dakota 73.3 25.5 47.8 45.4
Ohio 1,238.9 377.6 861.3 55.9
Oklahoma 218.2 109.7 108.5 23.0
Oregon 318.2 74.0 244.,2 60.2
Pennsylvania 1,483.6 777.8 705.8 31.2
Rhode Island 94.1 41.0 53.1 26.5
South Carolina 217.3 154.2 63.1 13.6
South Dakota 91.6 9.7 81.9 89.1
Tennessee 327.9 176.5 151.4 23.4
Texas 1,180.8 623.6 557.2 32.6
Utah 158.7 93.8 64.9 31.9
Vermont 50.3 24,2 26.1 25.9
Virginia 491.4 270.4 221.0 23.9
Washington 541.4 333.2 208.2 21.2
West Virginia 157.8 102.7 55.1 15.9
Wisconsin 593.3 162.4 430.9 39.5
Wyoming 50.5 19.9 30.6 39.3

1/after deduction of local charges and miscellaneous revenue and Federal aid. Amount of
Federal aid deducted ($3.1 billion) 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



The most important of these would be the demand that the States
equalize property tax assessments both within and among local
assessment districts--a State responsibility now more honored in

the breach than in the observance. While most property tax

reformers would enthusiastically approve such a development, the
resulting shift in tax burden among various classes of taxpayers

is enough to make many State policy makers think long and hard before

endorsing a state-wide property tax.

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

Evaluation of the Property Tax Dissatisfaction Factor.

In view of the controversial character of this proposition, it is
doubtful if rising public dissatisfaction with the local property tax
alone can push many States into the full State funding camp within the
next five years. Thus, without outside help, progress toward full
State funding can be expected to be fairly slow. The full State funding
movement probably will require both a strong push from the courts and the
added impetus of Federal financial incentives if it is to become an accom-

plished fact in most States within five years.
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The Role of the Judges in Promoting
State-Local Fiscal Reform

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

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

Once full State funding is viewed as a logical if not a constitu-
tional imperative of Serrano, it then becomes reasbnable to anticipate
far-reaching reforms in the State-local tax system in order to under-
write full State funding of education. To be more specific, many States
would be required to make far more effective use of the personal income
tax and in some instances greater use of the sales tax. Moreover, many
States 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.
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This optimistic "stick of dynamite" thesis, however, is subject

to three important qualifications:

1. The explosive charge of the Serrano decision
may not prove to be as great as it appeared
on first inspection.

2. 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.

3. The U.S. Supreme Court might not be willing to

detonate the charge when it does take the issue
under review.

Analysis of the Serrano decision will support the conclusion that
the California Court ruling did not demand as radical a departure from
the status quo as that advocated by many public finance reformers.
Serranc 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 general level of school financing by
setting property tax levies.

If Serrano becomes ruling law, the States have a choice of
at least three basic remedies:

1. 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).

2. 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.
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3. Full State Funding--No Local Supplementation .
There is no question but what this alterna-
tive meets the equalization requirements of 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 only are the policy implications of Serrano not necessarily
as sweeping as those championed by many reformers, its leverage
effect will be difficult to calculate. Even if it upholds the
Serrano logic, the 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,

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

Federal Encouragement of State Use of the Personal Tncome Tax.

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

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

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

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

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

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

Once these two considerations are thrown on the scales, the number
of States that could take on the 90 per cent financing task with rela-
tive tax ease probably drops to the 16 States that in theory at
least could do the job with a tax increase of less than 5 per
cent. It should also be noted that 20 States are quite far removed from
the goal of 90 per cent financing even if the Federal Government took

over all of the welfare financing responsibility and enacted the Admini-
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Table 4-3

PERCENTAGE INCREASE IN 1969 STATE TAXES REQUIRED FOR STATE FINANCING OF 90% OF SCHOOL

COSTS ASSUMING THAT ALL FEDERAL AID (WELFARE RELIEF AND REVENUE SHARING) WAS EARMARKED FOR SCHOOLS

% Increase

in FY 1969 Taxes

Required to

State Portion
of Welfare

% Increase

in State Taxes

State Portion
of Revenue

% Increase
in State Taxes
Required with

Expand State Costs as Required With Sharing as Welfare Takeover
State Financing to % of FY 69 Federal Welfare %Z of FY 69 & Revenue

90% School Cost Taxes Takeover State Taxes2/ Sharing
United States, Total 31.3 9.9 21.4 6.3 15.1
Alabama 7.5 6.9 0.6 8.8 (-8.2)
Alaska 20.9 9.5 11.4 8.1 3.3
Arizona 18.2 3.1 15.1 7.5 7.6
Arkansas 16.5 6.9 9.6 8.5 1.1
California 32.3 15.7 16.6 5.2 11.4
Colorado 46.9 12,1 34.8 7.3 27.5
Connecticut 52.7 16.4 36.3 5.2 31.1
Delaware 8.3 7.7 0.6 6.2 (-5.6)

Florida 9.0 2.7 6.3 6.9 (-0.6)
Georgia 16.5 5.5 11.0 7.3 3.7
S Hawaii (-3.9) 7.4 (-11.3) 6.0 (-17.3)
Idaho 25.3 5.2 "20.1 7.9 12,2
Illinois 49.3 8.3 41.0 5.1 35.9
Indiana 43,2 3.3 39.9 6.8 33.1
Iowa 34.1 7.9 26.2 6.5 19.7
Kansas 43.0 8.8 34.2 6.6 27.6
Kentucky 13.6 5.7 7.9 7.9 0.0
Louisiana 15.1 8.8 6.3 8.8 (-2.5)
Maine 40.6 9.6 31.0 7.9 23.1
Maryland 44,7 10.8 33.9 5.7 28.2
Massachusetts 39.6 27.2 12.4 5.4 7.0
Michigan 31.2 9.9 21.3 5.7 15.6
Minnesota 40.3 4.6 35.7 6.7 29.0
Mississippi 4,5 5.9 (-1.4) 9.7 (-11.1)
Missouri 42.8 11.7 36.1 6.3 24.8



Table 4-3

PERCENTAGE INCREASE IN 1969 STATE TAXES REQUIRED FOR STATE FINANCING OF 90%Z OF SCHOOL

COSTS ASSUMING THAT ALL FEDERAL AID (WELFARE RELIEF AND REVENUE SHARING) WAS EARMARKED FOR SCHOOLS

(Continued)-

% Increase
in FY 1969 Taxes
Required to

State Portion
of Welfare

% Increase
in State Taxes

State Portion
of Revenue

% Increase
in State Taxes
Required with

Expand State Costs as Required With Sharing as Welfare Takeover
State Financing to 7% of FY 69 Federal Welfare % of FY 69 & Revenue
907 School Cost Taxes Takeover State TaxesZ Sharing
Montana 49.1 6.3 42.8 8.0 34.8
Nebraska 70.3 5.8 64.5 7.5 57.0
Nevada 20.9 3.3 17.6 5.6 12.0
New Hampshire 79.1 6.9 72.2 7.7 64.5
New Jersey 63.5 9.5 54.0 5.4 48.6
New Mexico 4.7 6.8 (-2.1) 9.6 (-11.7)
New York 23.5 13.7 9.8 4.9 4.9
North Carolina 2.3 2.1 0.2 7.7 (-7.5)
North Dakota 45.4 6.7 38.7 11.1 27.6
Ohio 55.9 9.8 46.1 6.2 39.9

Eo)

N Oklahoma 23.0 11.4 11.6 8.4 3.2
Oregon 60.2 7.7 52,5 7.1 45.4
Pennsylvania 31.2 9.7 21.5 5.8 15.7
Rhode Island 26.5 19.8 6.7 6.2 0.5
South Carolina 13.6 2.6 11.0 8.6 2.4
South Dakota 89.1 6.2 82.9 9.1 73.8
Tennessee 23.4 4.1 19.3 7.7 11.6
Texas 32,6 4,7 27.9 7.4 20.5
Utah 31.9 6.5 25.4 8.4 17.0
Vermont 25.9 10.3 15.6 7.4 8.2
Virginia 23.9 2.9 21.0 7.0 14.0
Washington 21.2 9.7 11,5 5.9 5.6
West Virginia 15.9 6.9 9.0 8.2 0.8
Wisconsin 39.5 6.6 32.9 6.5 26.4
Wyoming 39.3 2.8 36.5 8.2 28.3

l/For fiscal year 1969, $4138.8 billion.
2»/Based on Administration's proposal (S. 680) that earmarks $2635.2 billion for the States.

Source:

ACIR staff estimates.



stration's revenue sharing proposal. For this "far out" group of
20 States the necessary tax increase ranges from 23 per cent for
‘Maine to 74 per cent increase for South Dakota.

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

Evaluation of the Federal Role.

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

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

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

halting.
4-22



The Federal Government could encourage far more effective
State use of the income tax if it provided either a tax credit
or incentive grant. By the same token the Federal Government
could accelerate the move toward full State funding of educa-
tion if it also provided special assistance to those States that

are willing to take on this responsibility.
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California

California

Colorado

Connecticut

Illinois

Indiana

Indiana

Iowa

APPENDIX A

Ma jor Recommendations of State Tax Studies, 1968-1971

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

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

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

State Revenue Task Force, 1971 --piggyback income tax of not more
than 20% of federal income tax, except that capital gains be taxed

as ordinary income and interest on State and local bonds other

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

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

Governor's Revenue Study Committee, 1968-69 --flat-rate income tax

on both individuals and corporations; add selected services to

sales tax base.

School Finance Study for Commission on State Tax and Financing
Policy, 1970 --State assumption of costs of school operation,
maintaining local control, funded by changing present flat-rate
income tax to a graduated tax for both individuals and corporations.

Commission on State Tax and Financing Policy, 1968 --increase State
share of school costs to 507%;adopt much more equalizing plan of school
aid distribution; income tax credit declining with income for prop-
erty taxes paid; eliminate property tax on inventories and in-
tangibles tax; replace personal property tax on motor vehicles with

an excise tax.

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

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

on AGI.of all businesses and professions; provide State aid to
finance major share of welfare programs; change State aid to schools
from current equalization aid scheme to foundation grant program
with State funding initially at 80% of average per-pupil expenditure;
require local funding for schools to be based on both property tax
and a local income tax.



Massachusetts

Minnesota

Montana

New Hampshire

New Jersey

North Carolina

Ohio

Pennsylvania

Rhode Island

Master Tax Plan Commission, 1970 --percentage of total State-local
revenue to be raised from various sources to be specified by law,
with property taxes reduced to 427 and personal income tax and
sales tax set at 21% each; a revenue policy commission to alter
tax rates so as to maintain percentages; full State funding for
some percentage, say 807%,0f total local government expenditures;
State property tax; broadened bases for personal income tax and
for sales tax; corporate income tax subsituted for tax on deposits,
tangibles, and premiums,

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

Fiscal Affairs Study, 1970 --makes no recommendations; gives only
facts and analysis.

Citizens' Task Force, Subcommittee on Revenues, Expenditures, and
Tax Structure, 1969 --personal and corporate income tax at flat-rate
with personal exemptions; general sales tax if the income tax does
not provide sufficient revenue, with an income tax credit for sales
tax paid on necessities; possible use of tax credits for property
tax paid.

Tax Policy Committee --in the works.

Tax Study Commission, 1968 --authorize sales and income taxes for
local governments; adept federal personal exemptions system for
income tax; requiré central assessment of certain public utilities.

Citizens Task Force on Tax Reform, 1971 --personal income tax with
moderately graduated rates on AGI combined with tax credit for each
dependent, tax credit for property tax paid; flat-rate business in-
come tax on both corporations and unincorporated businesses, again
wit h a credit for property tax; services included in sales tax baze;
State collection of loeal income taxes.

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

Divison of Taxation Digest of Annual Reports, 1966-67 --tobacco
products tax of 207 of manufacturer's invoice cost to wholesaler;
broadened sales tax base; tax on yield from intangibles to replace
ad valorem tax on intangibles.



South Dakota

Texas

Washington

Washington

Wisconsin

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

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

Tax Advisory Council, Second Report, 1968 --constitutional amendment
to permit single-rate net income tax; ceiling on property tax rates;
partial replacement of property tax revenue with income tax revenue;
exemption of food and prescription drugs from sales tax; reduction
of sales tax rate; replacement of business and occupation tax with
corporate income tax.

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

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

CONSTITUTIONAL AND STATUTORYjLIMITATIONS'ON STATE -

AND LOCAL BORROWING and 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 rasising
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,

I1linois and Pennsylvania both eased their constitutional lim-
itations on State borrowing recently--Illinois 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.
z] Requires approval by two-thirds of (each house of) legislature.
3/ Requires approval by simple legislative majority.
E] 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.
10/ 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.
15/ 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

T 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.

l§/ 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.

20/ 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,

24/ 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.

26/ 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,
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TABLE C-1 -- STATE CONSTITUTIONAL LIMITATIONS ON STATE BORROWING, 1971 (CONCL'D)

27/ Referendum not required for debt created for "ordinary purposes of State government." 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 (1/20 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 CONSTITUTIONAL AND STATUTORY LIMITATIONS ON LOCAL GOVERNMENT POWER

TO ISSUE GENERAL OBLIGATION LONG~TERM DEBT, 1971 (cont'd)

State and types of local government

‘Raté Limit -
Citation! Percent AppIied,  exceeding
agatnstd tmpe’

Provisions for

Remarks

Colorado:
Counties

MunicipalitiesS
‘School districts

C-sa 0.6-1.2b__ EAV ' do.
ce 3d EAV___ oodo____.
S No lhit- No li-it- [Ty

ations ations

Connecticut No rate No rate egimemeume 3Debt restricted to 2 1/4 times the latest tax
linitations2limitationsa receipts. This limit can be increased for

certain purposes (e.g. sewers, school building
projects and urban renewal projects), Certain
kinds of debt (e.g. for water supply, gas,
electric and transit) are excluded from this
limit,

Delaware::

New Castle Countys S 3 . LAV ... None..._.... Requires 75% approval of County Council.

Sussex Countyb s .12 wnen LAV, None_____.. DRequires 80% approval of County Council.

Kent County No limit-

ations
Florida:

comti.‘ do n-.ndo-&n-wn C e emenem e m ey amgy

Municipalities s 102 ccnine LAVasucaz NoNGiau.w. 3May be modified by individual charters.

School districts No limit- No limite

ations ations
Georgia:

Counties c 7 v WAVemeoca MEoaacuc-w 8Up to 3 pexcent additional debt may be
authorized by general assembly, subject to
approval by & majority of voters, but such
additional debt must be retired in 5 years.

Municipalities C 2. . LAV cua M -

School districts C ? LAV ... .

Hawaii:
Counties c-S 15.cs MY None

'Sggstitﬁﬁggal limits repealed, effective
b0.6 'per'cent for counties having over $5,000,000

assessed valuation; 1.2 percent for counties with

less than $5,000,000 assessed valuation.

CcChartered and home rule municipalities may
establish their own limits.
dWater boards are excluded from limit.
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TABLE C-2 -- STATE CONSTITUTIONAL AND STATUTORY LIMITATIONS ON LOCAL GOVERNMENT POWER

TO ISSUE GENERAL OBLIGATION LONG-TERM DEBT,1971 (cont'd)

Rate Limit Provisions for,

State and types of local government Citation! Percent Applied exceeding Remarks
against limit
Kentucky:

Counties-- ae—=  C 22 MV Noneb - 3®plus 5 percent for roads

Municipalities C 3 to 10S. MV do Unless emergency public health or safety
should require,

School districts C 2 MV do - S1st- and 2d-class cities, and 3i-class
cities with more than 15,000 povulation,
10 percent; 3d-class cities with less than
15,000 population, and 4th-class cities
and towns, 5 percent; 5th- and 6th-class
cities and towns, .3 percent.

Louisiana:

Parishes (counties)eacen--- e nenen Cc 10 LAV None .

Municipalities. . Cc 10 LAV IS [, TR

School districts c 25 LAV do.

Maine: )

Counties__ No limita- No limita- .accccccccaa-

tions tions

Municipalities Cc 7.5 LAV None.

Maryland:

Counties (chartered) _______._.__._ s 15, .. LAV ) A maximum of 25 percent of local assessed
valuation is allowed for sewerage and
sanitation treatment facilities bonds.

Counties (nonchartered) No limita- No limita- ccccecenaaa ———

tions tions
Municipalities PRI | Y do
Massachusetts:

Counties__ No rate lim- No rate lim- __._........ %Each county bond issue is subject to

itations® itations® State legislative authorization,

Municipalities S (3] EAV (c) bDebt incurred for certain purposes is
expected, in some cases with separate
rate limits (for example, 10 percent for
water supply).

School districts S 21/25____ EAV () CAn additional S percent for towns and 2 1/2

c-9

percent for cities with approval of the
emergency finance board.
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TABLE €-3 -~ STATE CONSTITUTIONAL AND STATUTORY REFERENDUM REQUIREMENTS
FOR LOCAL GOVERNMENT ISSUANCE OF
GENERAL OBLIGATION LONG-TERM DEBT, 1971

State Citationl Referendum Approva12 Remarks
required

Alabamaccccmceccaae C ), . [P . M

Alask@eecvcmemanan- C ) SO P M

Arizondeeoecae- —— C Xeommmmcdocencane aM a Only for debt in excess of the
4-percent limit,

Arkansaseececccaua- c D, COT c—— M

Californiameeocao-- C-s Xemmmmaan cmm—— 2/3

Coloradoc —olo—ee-- c-s ) S ——— M

ConnectiCUtaccccace coccemmeeen None requiredeae wecaemca-

Delaware__.____.__. S ). S e M

Floridaeocemccaa-a Cc-S X eeem - M

Georgidmeeanvana- -- C ) R — —— M

Hawaiieacomaa cummee  eeemecese—- None requiredea- acecaco-e

IdahOeccccmcmccceae C-S Xemamcncececcaa- 2/3

I11in0iScemmcvcaeae S ) SO ———— M

Indian@eeecccaccaa- cumenne———— None required--- oooo. ———

Iowame-o. P —— ) D - 2/3

Kansas S Xercecoccoaccana= M

Kentuckyeeememaua —— Cc-S ), R ———— 2/3

Louisiana__——ocoee- C ) S, P M

Maine &______ ————- S ) S M a Applies to municipalities only.

Maryland 3eeoo--. - C D, S - M Do.

MassachusettS—m-—e= === ———————— None required 2= a-acc-c-- 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.

Michigan_._______. - S . CR I, M

Minnesota @ __..__. S Xemmecmcmc—————— M a Does not -apply to Minneapolis,
St. Paul, and Duluth.

Mississippicece--ua S X8 s - 3/5 a Only on petition of 20 percent
of the electors for county
bonds; 10 percent or 1,500,
whichever is less for municipal
bonds.

MiSSOUT e ccaen c . SO - 2/3

Montana._.._- —— S X Qcececaccem aM 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.,

Nebraska oo oo moceeee Cc-S ), R aM a 55 percent for school districts.

Nevadaeecacccarc-a- S . S, M

New Hampshire @---- 3 . U, 2/3 a Not applicable to cities”or
counties

New JeTsey-——e-coee S None required 8. wa-w~--n~~ 3 Except for debt issued by
certain classes of school
districts (simple majority).

New MexicOmemeaaao - C Xecomamcmcmemma M

New YOrKeceeceomme-n s None required 3. w-cew---- a Except for debt issued by

See footnotes at end of table,

certain classes of school
districts (simple majority).



TABLE C-3 -- STATE. CONSTITUTIONAL AND STATUTORY REFERENDUM REQUIREMENTS
FOR LOCAL GOVERNMENT ISSUANCE OF
GENERAL OBLIGATION LONG-TERM DEBT, 1971 (concl'd)

State Citation! Referendum Approval? Remarks
requir
North Carolina...... c ), S aM a Referendum is not required
if (1) the amount of issue
does not exceed 2/3 of the net
debt reduction for the
preceding year, or (2) the
purpose of the issue is for a
“necessary expense,"
North Dakota--——-- - c-S ) S s 2/3 a Simple majority for county
th ots bonds; 60 percent for muni-
cipalities and school districts
with over 5,000 population,
ChiOecceanaa.- ———— s ) S P M
OK1ahOmE - e e e eeeee s X8 e 3/5 a Except that in the case of
county hospital bonds a
referendum is required on
petition only (20 percent of
the electors).
Oregon..cccccccacana S ), S M
Pennsylvanis.---- s O s M a Applies only to debt in excess
of statutory limit up to
specified maximum.
Rhode Island...._.-~- s Neocoocamccoocnn M
South Carolina ®-.. c ) M a Applies only to debt issued by
cities and towns.
South Dakot8—-eeee c-s Xeccreronmoranen 3/5
Tenn None required ®- .oocoo... 8 Except that a 3/4 majority
vote is required for issuance
of general obljigation
industrial development bonds,
TeXaScccceaccmnnn - ) Xecemmercccnenn-= M
Utah S Xeecaranwrneamee M
yomont--oooooooeo- : T ” Applies t debt onl
v ia 8 iaane c Xecoceronmmaneon N 8 Applies to county debt omly,
irginia No referendum required in
counties that elect to be
treated as cities.
Washington.-ooeeeow c None required 8. o .cou-... & Except for township debt (2/3
shington od majority) and debt issued in
excess of constitutional limits
(3/5 majority).
West Virginia...... C-S . S, 3/8
Wisconsin & ___._.. s b S M s Applies only to school dis-
tricts and townships. No
referendum required for county
or municipal bond issues,
Wyomingeccecccacu-a C-S ) S, ————— M

IThe citation is either the State's constitution (C), statutes (S), or both (C-S).

2p simple majority (a favorable majority of 50 percent plus 1 of all votes subject to counting on
the question) is indicated by '"M"; where more than a simple favorable majority is required, the
required percentage is entered.

Note:

debt issued by cities, counties, and school districts in each State,

(see table -

issued by special districts and for specific purposes.
special provisions in this tabulation.

Source:
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Advisory Commission on Intergovernmental Relations.

This table deals only with referendum requirements that apply generally to general obligation
As in the case of debt limits
) there are numerous exceptions and special provisions, particularly regarding debt
No attempt has been made to treat those



TABLE C-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

Type of limitation Rate limit Provisions for exceeding limit
Debt pecified
State and types of local 1 2 »|" Number 5 service | purpose Apptoved8
government ' Jcitation'] Scope’ Method™{of mills | Coverage” | exclusion] levies’ |increases Remarks
Alabama: a a
CountieS...eeeeeesces. C-8 Specific. Rate., 5....s. All...... Partial”, None.... None...... Up to 2.5 mills for debt service, plus
MunicipalitieS.veseees C veedoene. oodo.. S5P..... Allc..... ...do%... ...dOi.. ....dO.... another 2.5 mills for debt incurred prior
School districts...... C «eodo.... ..do.. 8-9e,,, All...... None..... ...d0... <...dO.... to 1875.
bBut, numerous municipalities have been
authorized higher limits by constitu-
tional amendments.
cExcluding schools.
dAn additional 10 mills for servicing debt
incurred prior to 1875.
eSubject to voter approval. Additional
school district and countywide school
levies authorized, subject to voter
approval,
a
Alaska: Municipalities.. § Overall.. ..do.. 30,.,,, All...... All...ee. ,,.d0... ....d0.... ZIncludes cities and boroughs as well
as schools.
-
Arizona: a
CountieS,eseseesceseses S Specific. ..do?, 20%.... General.. All...... Fewseeeeo Voted..... :::,1:5thm:omﬁoixzig:::nzgeth:e::;::nt
MunicipalitieS...oeve. S veedoee.. (b) (b) veeed0uss Allieeves FeWerees ov.edo.... y may P

School districts, no
rate limitations
(but voters must
approve budget)..... S cesdoees. (c)

esessan seesdoe,s None.,.... None....

Cc-18

eeeedOeess

year's levy by more than 10 percent.
Counties with more than $200,000,000
assessed valuation are excluded from
this limitation.

bTax levies are limited to an increase
of 10 percent over the previous year's
amount, except for certain purposes,

cExcept for increased enrollment, prior
year's budget may not be exceeded by
more than 6 percent.



TABLE Ce4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

(Continued)
Type of limitation Rate limit Provisions for exceeding limit
Debt pecified
State and types of local 2 of Number 4 s service | purpose | Approvedy
government lcttation | Scopa” [Method”jof mills | Coverage” | exclusion] levies? |increases Remarks
Arkansas:
Counties..ceeeeeescsee C=S Specific. Rate.. 5..400. General., Partial®, Seveulb. None...... “Another 5 and 3 mills may be levied for
Municipalitiesccceees. C-8 e0ed0i0ae 04800s Secceee  2000d00es  oseedo®. (00dOiees 2eeedOean servicing debt incurred prior to adoption
School districts...... s eee@0,00e +.dO.. -lsc-ooo All....oo None,.... Nome..,.. (d)-o...o- of the tax limitation and {ts amendments.
1lst and 2nd class cities may also levy
another 5 mills for servicing debt in-
curred for specified purposes.
bs‘mb_jec:t to voter approval.
°Conmnity junior college districts, 10
mills,
dAn additional voluntary tax in any school
district in a city with a population ex-
ceeding 40,000 if approved by a majority
of the property owners.
California:
Counties.ceveosscveess S ese80c0ce 008000 (8)ceee  (@)eeecee (B)ecenee (R)ecoece (8)encceee %1here is no general limitation on counties,
Municipalitieseceseses S eeed0eses oodo.. 10..... General.. All...... Several.. Voted..... but county levies authorized for a few
School districts.ccess S veed0.iee oodo., 8-25.5D ,,,.do... All.sesee FEWeeeooe v00ed0ocss specified purposes are subject to rate
Special districts..... 8 eee80s00s oed0es (C)eese  (Cleseeee (Cleveeee (€leceecee (€)eveceen limitations. There are no limitations on
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county debt service levies.

bror any 1 school district, the rate limi-
tation is the sum of the individual rates
applicable to the specific grades taught.

STax levies , including maximum rates in some
cases, are authorized by legislative acts
under both general . and special laws.
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TARR C-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

(Continued)
Type of limitation Rate limit Provisions for exceeding limit
Debt [pecified
State and types of local 1 2 2] Number 4 sl service | purpose App_rfweda
government Citation | Scope Method™{of mills | Coverage™ | exclusion] levies7 ]increases Remarks
Hawaii (no linitltionl). XYY sevcecess occvsses sssessse sssesevee 200080000 20000000 0000c0000OS
Idaho:
CountieS..evececccncee S Specific. Rate,. 13-17‘.. General.. All...c.. Numerous, None.eeeeee 213 mills or a levy sufficient to raise .
Municipalities.ccoeces s eeel0scee oed0se 30scseee ceoed0eoe Allisssne 00680ccee s0sel00ncss $150,000, whichever is greater, in counties
School districts...... S eeed0c0ee ¢0d0se 30cceces oeced0iee Alliieces ¢0:d0ceee Votedieeeos having an assessed valuation of $7,5°0,000
or more and 17 mills where the assessed
valuation is less than $7,500,000,
Illinois:
'countie"ooocc'oo.oooo S oo.d°ucu. eedO.. 1'2‘..0. ....dob... All‘.....‘ Numerous. cesed0eececes ‘B‘Bed upon Ponuution 31ze’ except for
Hunicipalitieau...... S ese@0.00e 00dO,s 2.,50C,,. eessdoP,, Allciceses ¢0030cues ceevdOeceans. bCOOk COl.Il\ty, the limit is 3.9 mills,
Townshipsessesacesccas S eved0scee ¢4dO.. (d)ooc-' (d)oo.o o Allececes s0ed0c0ee 0seeG0cccns For .'COtPOtate" purposes.
School districts..ee.. s e0ed0ccee o0dO,e 9'16‘..: General®. All.'..... e0ed0coss 0eeed0cccee E"CIM"“S charter cities (10 mills) and
spe(‘-ul d‘-'ttict.-oo.o S veedOeces o¢odO,e (f)c.-o‘ Alleceoce Allsccece NODRooooo eeeed0ccoee ¢Ch1°‘8°-
No limitation on the corporate levy, but
specific limitations for specific purposes.
or "education," based upon the grade
level; except the limit is 17.l1 mills for
ft:he Chicago school district. -
Limits vary with the type of district.
Indiana: a
*All taxi ~unil‘.l...... S Ovetlll.. Rate.. 12.5-20. Genel.‘ll.. Allooo-o' re'oooovo (b)toooooot *Rate limit ineffective when mrseﬂd-el
*mnicip.'l tieSevccecce s SPGCifi-C- 0ed0se 12,5€.40 eeeedOcee Allissese FeWeooooso (b)-tctocoo are declared l'oca11Y'
School dictrictl._..... S ese80c0ee o0d0.. 109.5(‘)- Allececes Allicocsee Noneeeooo NODR.osooee "Ptoperty situated outside of cities and
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towns--12.5 mills; property within cities
and towns--20 mills,
bBy application to State Board of Tax
Commissioners.
“Within the overall limits.
tside the overall limits.



TABLE C-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

(Continued)
Type of limitation Rate limit Provisions for exceeding limit
Debt pecified
State and types of lacal 1 2 a| Number 5 service | purpose | Approvedg
government Citation’] Scope Method”Jof mills | Coverage” | exclusion] levies/ |increases Remarks
Iowa: a a

Counti€Sececsscscsases S eeed0soee ¢¢d0ss 3=4.5 .ss General.. All...... Numerous. ...¢d0.ess« ~ The greater the assessed valuation, the

MLCipalitiesoo-o-o-o S eeed0sces 00d0ce 30cceveee 00008000 Alligeeee o00d0ccee s0e0ed0cenee blower the limit,

School districtS8eceeee S eeed0,cee +080ce (b)eceess c0eed0ees NONEeasee e00d0uvee (Cleseseees Uniform county-wide levy set by statutory
formula, 1972 levies frozen at 1971
dollar levels except as authorized by
School Budget Review Committee. Area vo-
cational schools and area community col-
leges are permitted to be established in
merged areas (2 or more county school
systems or parts thereof) with a 3/4-mill
rate limit, plus an additional 3/4-mill
if approved by voters.

Subject to evaluation by School Budget
Review Committee,
Kansas: b

Counties eeessesesses S eoed0cses 00800 3.5=645 & seeed0ees Allieeees Numerous. (C)eeeessee NOTE: The so-called "tax 1id" law (Ch,

Municipalitiesa.....- S evedOeces oodo,. 1-3'13d-- veeed0see Alleceese eeedOeece (C)ooo.oaoo 402, Laws of 1970) suspended operation of

School districts®.... s eeed0.ees (@)oo (€)esee.s Operating Allieeeces e0ed00see (£)eeecesss the property tax limitations until Dee, 31,

Townshipsa........... S eeed0sces Rate.s 0,58,.00+ Generalss All.ceces seedOecen (c)--oooooa 1972, by prohibiting a local taxing unit

C-22

to levy an aggregate rate (with certain ex-
ceptions, such as debt service levies) that
would produce an amount in excess of the
aggregate amount levied in 1969 for use in
1970 (base year).

8Each taxing jurisdiction is required to re-
duce its property tax levy or levies by the
amount it receives from the State as its
share of the local ad valorem tax reduction
fund. The tax rates, within the statutory
limitations, are computed on the basis of
the reduced levies.

Based on assessed valuation: less than $13
million or population below 3,500, 6.5 mills;
$13 million to $30 million, 4.25 mills; $30
million to $140 million, 3.5 mills; over
$140 million, 4.25 mills, But the total for
all purposes (with certain exceptions) shall
be 5.3~8.75 mills, based on assessed valua-
tion with modifications for population size,



TABLE C-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

(éontinued)

Type of limitation

Rate limit

Provisions for exceedini limit

State and types of local

government i

ansas (Continued)

entucky:
CountieSeesescsceseses
Municipalities..coeese
School districts....ee
Special districts.....

cxuuonl

2

Scope

He_thod of nuh’.

Number

Cove tn;g’

Appt?VCd.
increases

Debt pecified
service | purpose

exclusion] levies?

Remarks

Lo

Specific,
eesed0cce
seeel0eae

Rate..
eed0.e
(d)ees
Rate..

S.o---ooo General..
7.5-15c-0 .'oodoo.-
(d)oco.|¢ Allocecee
5.-....-0 General..

Partia bc FeWasooee NONB.csseee
000080 oo FeWarooes c0ee800cecs
Allcicoees NODBosooo VOted®, o0
Parthlb. FeWeeooes NODBosooaee

C-23

SVoted at election or authorized by State
‘board of tax appeals and limited to 25
percent above the statutory limits, but
a%ee NOTE above.

Based on class of city (with modifications
for population size in the case of lst-
class cities). For all purposes (except
debt service and certain other purposes)
the limits range from 11 to 33.5 mills.
The amount a district can budget or expend
for operating expenses per pupil is limited
to 104 percent of the amount legally budget~
ed for operating expenses per pupil in the
preceding school year subject to a reduc-
tion in State aid for any excess amount
expended.

Voted at election or authorized by school
budget review board, not limited to a
specified amount, but see NOTE above.
8pggregate limitation of 2.5 mills for all
levies, with certain exceptions.

%But levy is limited to a 10 percent increase
pover the previous year's revenue.
Additional levies are permitted to service
debt outstanding prior to adoption of the
tax limitation, and debt approved by 2/3
of the voters.
SThe greater the population, the higher the
rate,
Tax levies are limited to an increase of 10
percent over the previous year's revenue.
to 5 mills for school construction, or
for lease payments on buildings financed
through the issue of revenue bonds,



TABLE C~4  --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

{Continued)
Type of limitation Rate limit Provisions for exceeding limit
Debt [Specified
State and types of loca 1 ) o] Number 4 5 sgrviceé purpose Apprpveds
government Citation | Scope Method™jof mills | Coverage™ | exclusion| levies? |jincreases Remarks
Louisiana: a a
Parishes (counties).. c eeeed00ee 24d0ce bococcoss eoed0seee Alliceees FeWeosoos Voted eesee Up to 5 mills, each, for specific pur-
Municipalities....... Cc eesed0ese .o0do,. 7"1°b-.¢c esed0ieee All.ceses FeWeroose oesedo?, ., poses, not to exceed 25 mills for all
School districtS.s... c eeesd0cies ¢ed0c. Sceecscse Alleseess All.oees. NONE.oess o00.d0C,.00 pspecial purposes.
: 7 mills, except 10 mills for charter
cities and certain other cities.
Up to 7 mills for school support, and
another 5 mills for school maintenance
and repair, for a maximum period of 10
years.
Maine (no limitations) cee eesscsacs sessss sesecsses sesssssse sscsecess eesessees eesesssiese
Maryland (no limitations) ... ©9090008e S4BT S0CNLLIVD LEVLEEELE CE0ECENEE 9000000 E G0 ERERS
Massachusetts (no limitations) cessscese sestss eesseses sessscecs eetssseece sssesecse sescssevess
Michigan: a
All taxing units®.... C Overall.. Rate.. 15°...... All...... All.cee.. Feweuso.o VotedS...,. LXCOPE cities, villages, charter counties,
Cities, villages charter townships, charter authorities, or
charter counties other authorities, the tax limitations of
?
etc. (see @).veeee. 8 Specific. ..do.. 20%...... All...... Nome..... (d)eeeees eenido...., Vhich are provided by charter or by gen-
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beral law.

18 mills if separate tax limitationms for
any county for the townships and for
school districts therein are adopted by a
cmajority of votesxs,

Limited to 50 mills and 20 years.
Specified rate limits, ranging up to 20
mills are provided outside the overall
limits depending upon type of local unit,
and existence of charter, In some in=
stances, additional levies for special
purposes are permitted.



TABLE C=4" -~STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

fbontinued)

Type of limitation

Rate limit

Provisions for exceeding limit

Debt pecified
State and types of local N 2 a| Number . 5 service | purpose | Approved,
government Citation | Scope Method~jof mills" | Coverage” | exclusion] levies/ |increases Remarks
Minnesota:

CountieSecocosvcccncse

citiesocooocnncooaooon

VillageSeceasooocoscee
Township8eeceescscacenae
School districts......

Special districts.....

] Specific. Rate or
amount
S eeesd0... Rate &
dollars
per
capita.
seeed0ees sodo,,
PPN I P Rate..
eseedo,.. Dollars
per
capita
or per
pupil.
S .oocdo.o. Rate or
amount,

nwn

Various®. General... All...... FeW...... NOD@.ooeeo®

40 seeese o00ed0ccss Nmboaoo Few.oaoss

35‘:....00 eeeed0cces All,.c.eo Numerous.

Variousd, esssdOeces Noneb.o.s None..eoo

(e)..-.'. eeee80s0ss nloo'o.o FeWeeeooeo

v.f’.mfu ve0ed0scee Allosose. Numerous.

C-2§

eseed0esone

[P . PRPPN
e000G00sssn

eeeeldOcceee

.oo.dOtooao

‘5 mills in counties with population of
100,000 or greater. For counties with
less than 100,000 population the limit
is the greater of (1) the amount produced
by a levy of 15 mills, and (2) $125,000
pte $160,000, according to population,
Not applicable to cities operating under
any special law or under any form of char-
ter; nor to a 3d-class city contiguous to
a city of the lst~class located in a
different county; nor to a city of the 4th~
class located in a county containing a city
of the 1st-class. The maximum levy in all
cities 18 $54 per capita, including debt
service, plus upward adjustments commen-
surate with increases in the BLS Consumer
Price Index. However, deficiency levies. for
cdebt: service are not limited,
Applicable to villages with assessed valua-
tion of less than $500,000. For villages
with assessed valuation of more than $500,000
the maximum mill rate is 30 plus cost-of-
living increases, Additional millages are
allowed for specified purposes. For all
aPurposes, the limit is $54 per capita.
5 mills for poor relief; 25 mills for road
and bridge purposes; 5 mills for road emer-
gencies; and 5 or 10 mills for other pur-
poses (not applicable to debt service).
There is an overall limit of 17 mills vhen-
ever 17 mills would produce $1,000 or more
of taxes per section., However, deficiency
.levies for debt service are not included.
Greater of $326 ($390 for 1970 and 1971) per
resident pupil plus debt service or $85 to
$109 per capita, depending upon population,
plus upward adjustments commensurate with
increases in the BLS Consumer Price Index.
A school district may exceed the limit by
up to 5 percent subject to holding a public



TABLE C-4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
10 RAISE PROPERTY TAX REVENUE, 1971
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Type of limitation Rate limit Provisions for exceeding limit
Debt |[Specified]
State and types of local N 2 a| Number , service | purpose | Approvedg
government citation| Scope Method fof mills | Coverage” | exclusion] levies? |increases Remarks
Minnesota (Continued) hearing on the proposed increase.
fLimitations, when specified, are expressed
in mills, dollar amounts, or per capita
dollar amounts.
Mississippis a a
CountieSeeeescsssscsse S esssd0..s Rate,, 6-12"..00 ceeedOeece Allegeooe FeWeeeees (D)eveceeees ~The greater the assessed valuation, the
MunicipalitieS... S veeel0cscs ce0es 15ceeesee 0000d00ces Allsceece FEWeasooe NONCovesoas blower the limit,
School districtS..... ] veeedOees 2ed0ee 25%..0000 Alliceeces Allicoees FeWoseoso Votedeeese. An additional 2 mills may be levied by

Missouri:
CountieSessoceccsscs
MunicipalitieSs.cecss
School districts....
TownshipSeeesscessss

Cc-S Specific. Rate..
c-S veeed0ess oodoee
C-S vesedOees ¢edO.e
s veeedOses oodo.s

3,5-5.0%. General... All...... Several.. Voted®
10C. 0000 eeoadOeeee Allicesae
6.5-12,59 ,...d0eese All.seaee
2..000050 ss0ed0ccee Allco-ooc

eoed0ceee ,",do ssese
eeedOecae

v0ed0csee NONCoeosaoo

veeedo® 0

C-26

counties with an assessed value of less than
$8,000,000, 1 mill by counties with above
$8,000,000, subject to petition for an elec-
tion.
®For county school districts, the difference
between the minimum support program and 25
mills or 10 mills whichever produces the
greater amount; for municipal school dis-
tricts, the difference between the minimum
25 mills, or 15 mills, whichever produces
the greater amount.

83 5 mills in counties with over $300 million

assessed valuation; 5 mills in all other .
bcounties.

Limited for 4-year periods and, for cities,

to 3 mills.
®The statutes impose a 5-mill limit on towns

and villages. .St. Louis is permitted the
sum of municipal and county limitations,

School districts formed of cities and towns

including St, Louis, 12.5 mills; other dis-
etricts, 6.5 mills,

Voted levies cannot exceed 3 times the basic

rate for a l-year period (2 years in cities
of 75,000 population or more).
Provided that the combined township and
county rate may not exceed the constitu-
tional limit established for county pur-
poses.,

£
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Type of limitation

Rate limit

Provisions for exceeding limit

Debt pecified
State and types of local 1 2 o| Number , 5| service] purpose Approved
—_____ government Citation | Scope Method“jof mills | Coverage™ | exclusion] levies? |increases Remarks
Montana: b
Counties,cssvcccescece S e00e80ce0 o0d0,, 22-26‘... oooo‘O-.;. All..cc.. Numerous. Voted ..... .Dependins on class of county (population
Hun!.clp.litiel...-.... S e00e80cee c0d0es 24C.uc0ee 0000800 000e Allecosocs c00ed0eee cceedo®,,,e si.ze).
School districts.ccecee s PRI . 7. PR (d).'- (d)...... (d)o..oo.- (d)oo-oo. (d)oo-c:o (d)uotooolo For certain SPeCified purposes.
Provided, thac cities whose indebtedness
equals or exceeds the constitutional limi-
tations, the maximum levies for general
municipal and administrative purposes
shall be 15 mills. An all purpose annual
levy, not to exceed 65 mills, in lieu of
the multiple levies now in existence.
dHlndaCory countywide levies of 25 mills
for elementary schools and 15 mills for
high schools in connection with State school
foundation program. Where State appropria-
tions are not sufficient to fund the foun-
dation program fully, counties are required
to impose additional levies to make up for
the deficiency. School districts may levy
additional amounts (above the foundation
program) up to 15 mills for elementary
schools and 14 mills for high schools).
Nebraska:
Counties.ceececscessse C-8 eseed0,.. Rate.. S.eeeseee All.oeoi.. All%..,., None..... Voted...... .chept for servicing debt incurred prior
DOcevecosssscccasces S eesedO,0s oodo.. 10-12b,., Genersl... AllC..... Numerous. None.....c. to adoption of the constitutional amend-
Municipalities.cceeeee S ceeedOo.. oudo.. 25-30%.., All....... AlIS.,,.. None..... (@)ececcoes ment, voter approval is required.
School districts..,... s vees80,0c +.do,., lzfocanno Allecenees Allco..oo eeeedO,.. VOted, oeeeo Based upon populati.on size. The consti-
rmh‘»’.-o-ooooo.-.-- S veeed0aee oe80ce Bocevovee Alliceceee Allc-.-on 000080, NOD@osoonee tutional limits are stated in terms of

C-27

"actual value" of property, but the statu-
tory limits are in terms of "assessed value"
which is defined as 35 percent of "actual”
value. .
:Subject to voter approval.

25 mills for lst-class cities, 30 mills

for 2d-class cities. The city of Lincoln
is permitted 9.75 mills and Omaha, 14.4
mills.

Subject to voter (55 percent) approval, the
city of Omahs and lst-and 2d-class school
districts may levy additional taxes; a 60-
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~--STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER

"TABLE"C-3 -
TO RAISE PROPERTY TAX REVENUE, 1971
(Continued)
Type of limitation Rate limit Provisions for exceeding limit
Debt pecified
State and types of local N 2 o] Number s service] purpose Am:u:ov"d8
government Citation’] Scope” |Method“jof mills | Coverage” | exclusion] levies? |increases Remarks

New York: b

CountieSececscososoce Cc eseed0ces o0dO.. 15'2“.. All seeieee Allecocoe NoDB.oooo (‘)oo'cooooo NOTE: Rate limitations in New York apply

!ﬁmlclp‘litigl....... [+ eeeed0ses oedO,s 20°..... uld'QCQQQ Alliceoee ce0ed0eee NONB.cseoooe lgainat the average full value of real

Certain :chool dis- £ b 8 estate for the preceding 5 years,

tricts®.cececcecnee [ eeeedO0,0e oodo., 12,5-20 All ceeees Allicecce s0sed0oee Voted®,eeees &
V111‘ses'.......iﬂiob c '..‘d°..' ‘ldo.C 20..00.. AIIOO‘..O. Allnl....' .Q..do..l mll....'. me 1m£t 13 15 mills’ b“t it my be 1n-

c-29

creased to 20 mills by resolution of the
county board of supervisors approved
either by 2/3 of voters or by simple
majority vote followed by a mandatory

bteferendum.

cExcluding capital construction.

The limit for New York City is 25 mills
(for combined county, city, and school

purposes). For cities with populations
over 125,000, the limit includes taxes

for schools.

Excluding capital construction (but for
New York City the amount of the capital
improvement must be charged against the

.debl: limit),

School districts that are coterminous
with or partly within cities having less
fl:hal'l 125,000 population.

The basic rate is 12.5 mills, but districts
having higher rates prior to-1947 are per-
mitted to retain them, up to a 20-mill
limic,

Byoters may authorize additional levies,
at 2.5 mills per election, up to 20
mills (exclusive of capital improve-
mants).
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TABLE Co4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

(Continued)
Type of limitation Rate limit Provisions for exceeding limit
' Debt pecified
State and types of local 2 Number 5 service ] purpose | Approvedy
government Citation"} Scope Method“fof mills | Coverage” | exclusion levies’/ |increases Remarks

North Dakota:
Counties.cccovcenccses
Citie8.ceceececssncee
School districts.....
Civil townships......
Park districts.......

Specific. Rate,. 20‘...... General... All...... Numerous. Voted®...... ‘Up to 50 percent in excess of legal limits
eesed0.0s 40d0.e 3170 iies ceeedOicee Allivesee c0es80cee .o..doB. ..., ,for 1 year.
eeee@0.e. o.do,. 19-34C... ....d0.... Alliieeee c0eedO... o...dod..... “Cities with populations over 5,000 may
veeed0.ss c0doe. 18.v4see. Alliessees Alliesses e00ed0.0s ooocdo®..... levy an additional 0.05 mills per 1,000
veeed@0cee 00do.. 4. ..000 Allicceeee Alliseese (@)eceeee oeaodof.,... persons over 5,000 up to 33 mills and upon
majority vote may increase maximum levy to
37 mills.
For any one school district, the rate limi-
tation is the sum of the individual rates
applicable to the specific grades taught.
The basic limit is 19 mills, going up to
34 mills for districts offering 4 years of
high school. Districts having over 4,000
population and providing & years of high
school may remove all limitations with
approval of a majority of the voters.
Up to 25 percent in excess of legal limits,
provided that if 60 percent of voters
approve, up to 75 percent in excess ma,
be levied. See also note (c) sbove.
Plus another 4 mills for the purchase of
fairport property.
An additional 6 mills.

nununn

Ohio: All taxing units. C-8 Overall.. ..do.. 10..¢00e. Alliccees. Allb..... None..... ....doc..... 'Excluding cities with charters permitting
rates in excess of their share of the
overall rate.

For servicing debt authorized by the voters.
Taxes levied to service debt not authorized
by election must be approved by the voters.
Subject to numerous provisions regarding
purposes of levies and the machinery for
obtaining voter approval.

C-31
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TABLE ' C-4° --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

Type of limitation Rate limit Provisions for exceeding limit
' Debt pecified )
State and types of local ll 2 Number 4 5 service ; purpose Apprwgds
government Citation'] Scope” |Method”jof mills | Coverage” | exclusion] levies? |increases Remarks
Texas:
Counties..ccceeceeese C veeeOrre oed0eue Buueenns. AL, ..., Partial®, (8)eeeees eeeed0urnee ®All purposes, except an additional 3 mills
Municipalities: may be levied for farm-to-market roads.
Noncharter (general bFor debt service of bonds for specified
) ) c eseed0.es ..dO... e"""" Alliceoese .o._dob-oo None..... NOD@.veovase purposes including construction and improve-
Charter (home rule) C-$ cesedOoss 20d0aas 15=257.., Alliseeeee NOMEuoese o0oeedOiee +00ed0.ee... Ment of roads, reservoirs, dams, etc.
School districts.... C-§ eeesd0.i0s 1ed0see 15% c00ee Alliciieee c0ed0ueee 20eedO0ues onsedOuceos. CExcept, if authorized by the legislature,
VillageS.ceosecesoee § sesed0iee ee0.us 2.5000000e Allisaeses e0e@0c0ee vecedOise o9eed0oecse. VOLers may approve a 1.5-mill tax for roads.
dcities over 5,000 population may levy 25
milis, unless their charters specify other-
wise.
€Junior college districts are also permit-
ted to levy a 10-mill tax. All school
taxes, however, are subject to majority
voter approval.
Utah:
Counties....cocoennns s veeedoe.. ..do... 16-18%,.. All..... All...... Several.. ....do...... “Counties with more than $20,000,000 assess-
Municipalities ed valuation are permitted only 16 mills.
(cities) .cccvncunee S eeeed0ees +.d0... 35....... General... All...... ....d0.¢. .00.ed0.s0es. PUSchool districts must levy sufficient taxes
School districts s rridone (B)evnn (B)uunnns (B)ovacrns Alluoun.. Fewb.. ... Voted®,..... to support the State education program. A
TOWNS . ccceesonroncnns s «esedo... Rate... 16....... General... All...... Several.. ....do ..... district may levy an additional tax to pro-

Vermont (no limitatioms) ...

Virginia (no limitatfiomns) ...

eeecseses seccese

tsccseveee

sssceccoce’

C-38

eesvecscrcnce

vide for an amount up to 10 percent of the
c-lni-un basic program.

An additional 10 mills is permitted for
capital improvements, plus an additional
10 mills for maintenance and operation,
‘both subject to voter approval.

A 4-mill additional tax is permitted, sub-

ject to 2/3 voter approval.



TABLE C-4 --STATE 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 local 1 2 4 Number 5 service ] purpose | Approvedg
government Citation’] Scope Method"jof mills Coverage” | exclusion] levies/ [increases Remarks
Washington:
All taxing units?..... @ Overall.. Rate.,. 22b...... All....... All....... None..... Voted...... aExcept port and public utility districts.
Counties....ooeeeeeees S Specific. ..do... 9%....... All....ov. Alleeueree ovevdOeee vev.doeeens To be reduced to 21 mills beginning with
Municipalities........ § eeeodo... Lido... 7.5% 0.0 Alleieiies Alliiieee. eeee800ee veu.dOens.. levies made in 1971. There is an addi-
School districts...... § veeedoles codo... 7S 00000 Alliaies, Alleeiele. beldoss Leoodoe .. tional statutory dollar limit within the
Special districts..... § eee.do... oedo... (d)...... All.. .00 AlLLLieee. o0..dOee. se..dOae..s overall mill limit, which is based upon in-
Townships.....veeveeee S cevedo.e. sdoaes (@) eeenee (@) ieenies (@) iiniees (@ ciivne (@) inennnn. creases in the tax base (assessed value).
Subject to voter authorized increases, the
dollar amount by which a levy may be in-
creased is restricted to an increase
resulting from "normal' growth in the tax
base (i.e., growth other than that result-
ing from an increase in the assessment
ratio).
Within the overall limit.
dNumerous special districts may levy taxes
within the overall limits. Note, however,
the exception of port and public utility
districts.
eTownships share on a prorated basis with
other junior taxing jurisdictions, in the
available "floating" millage with amounts
to 6 mills in unincorporated areas.
West Virginia:
All taxing units...... C-§ overall.. ..do... 5-20%... Alib...... (b)evese.. None..... Voted®..... @A separate overall rate limit applies to
Counties.....cevevsee. S Specific. ..do... 1.430 - All....... Nonme....eo ....do..s ....do®.... each of 4 classes of property, and is
5.720%. apportioned by statute among the various
Municipalities........ § veerdoess oodou.. 1,25-5%. All.....ev 2200dOises weeedoo.. ....doC.... types of government, including the State.

School districts...... S
(county-wide)

ve..do... ..do... 2.2958 All....... All.......

9182..

C-36

eeeedO..e

veeodo®....

Thus, of the 5 mills allowed on class 1
property, municipalities are currently
allotted 1.250 mills, counties 1.430 mills,
school districts 2.295 mills, and the State
0.025 mill. The allocation of the rates
allowed the other 3 classes is in the same
proportion. The & classes are: l--intangi-
ble and agricultural personal property; 1l--
owner-occupied residential property and
farm occupied and cultivated by owners or
bona fide tenants; 111--all other property



TABLF."C~4 --STATE CONSTITUTIONAL AND STATUTORY RESTRICTIONS ON LOCAL POWER
TO RAISE PROPERTY TAX REVENUE, 1971

Type of limitation Rate limit Provisions for exceeding limit
: Debt pecified
State and types of local N 2 a| Number 4 5 service | purpose Apptovgds
_Rovernment’ Citation’] Scope” |Method“{of mills | Coverage™ | exclusion’] levies? [increases Remarks
West Virginia (continued) situated outside municipalities; and IV--
all other property situated inside munici-
palities. ’
Bpebe service for school districts is
excluded from the limitations.
€sSchool districts may increase their levies
by 100 percent for a 5-year period; all
other governments may increase their levies
by 50 percent for a 3-year period.
‘Wisconsin: N
Counties...ccccveveeece S Specific. Rate... 10%...... General... All...... Few..... None....... 2pxcept that counties containing only one
Municipalities......... § eeeedOoees o.do.e. 3570000 sesedoLees All...... FeWeeoo. ooo.do..... town, and the towns in such counties, are
School districts....... allowed a 15-mill limit.

(no llmltltlonl)c bExcept a limit of only 11 mills for Mil-
TOWNSB.secoesscocosnsnss S eessdo... .odo... 108...... General... All...... Few..... ....d0O..... waukee; municipalities including Milwaukee,
Villages.......cccnc00. S eeesd0.ve ..do... 10.00veie voo.dOoooe. All . .c.. Few..... Voted“..... which operate schools are allowed addition-

al rates for school purposes.
€school district limits repealed by 1967
legislation.
dpn additional 10 mills only.
Wyoming:
Counties.......cc0000.. C-8 veeedo... oodo... 120,00 All....... Alli..... Nome...s +...dOu.ses 20f which 3 mills are for county schools.

DOtevrcocccnnnnannses S vseedo... ..do... Up to 8”. General... All...... Several. Voted®..... The greater the assessed valuation, the
Municipalities......... C eeesdo... ,.d0... Bogeseses All..c..u. All...... None.... None....... lower the limit.

School districts....... S veeedOsce oodo.e. 1870000 Al cee. AllLoevee oevodo.. Voted...... SFor a year's duration, an additional 2-mill

tax for current expenses is permitted.

For grades 1 to 8, 11 mills, and another

7 mills for high schools. In addition there
is a mandatory countywide school levy of 12
mills.

c-37



TABLE C-4° --STATE 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 local 1 2 2| Number 5 serviceﬁ purpose | Approvedg
_government Citation’] Scope Method”jof mills | Coverage” | exclusion] levies/ |increases Remarks

lThe citation for the limitations is either the State's constitution (C), statutes (S), or both (C-S).

2the scope of the limitations is either overall (all taxing units) or specific (applicable only to a particular class of local government).

3The rate limitation method is commonly used by States. Footnotes in this column refer to other methods (e.g., budgetary control) listed in the
""Remarks" column.

The 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.

5Typ1ca11y the rate limitations apply to general purposes (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."

6The 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.

TFor 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.

8Entries in this column indicate whether local Jjurisdictions 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 effect
as of mid-1971. In some ingtances 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
{Dollar amounts in millions)

State and local generat revenue

Percentage increase

-States from own sources
1969 1953 1942 1942 to 1969 1953 to 1969

UNITED STATES, TOTAL $94,748.4 $24,4428 . $9,560.2 891.1 287.6
ALABAMA 19218 288.3 94.0 1,0034 289.1
ALASKA

ARIZONA 826.2 148.2 404 1,945.0 457.5
ARKANSAS 584.0 169.8 65.5 791.6 2439
CALIFORNIA 12,8221 2,587.4 764.1 1,578.1 395.6
COLORADO 1,052.0 263.7 949 1,008.5 2989
CONNECTICUT 1,394.4 ' 339.9 163.2 810.2 310.2
DELAWARE 280.7 51.7 17.2 1,632.0 4429
DIST. OF COLUMBIA 386.6 1227 50.6 664.0 216.1
FLORIDA 2,739.6 615.6 136.3 1910.0 431.3
GEORGIA 1,684.7 404.3 115.7 1,356.1 316.7
HAWAII

IDAHO 299.0 97.6 36.1 728.3 206.4
ILLINOIS 4,897.6 1,337.9 6285 679.3 266.1
INDIANA 2,1789 620.0 2218 882.4 2514
IOWA 1,361.7 448.7 176.1 667.6 201.2
KANSAS 1.033.7 3248 1166 794.2 218.3
KENTUCKY 1,1708 269.4 107.1 993.2 334.6
LOUISIANA 1,547.1 460.9 145.1 966.2 235.7
MAINE 359.4 127.9 54.3 661.9 181.0
MARYLAND 1.878.5 362.6 1209 14538 418.1
MASSACHUSETTS 28414 880.5 3854 637.3 222.7
MICHIGAN 4,694.0 1,188.7 4274 998.3 294.9
MINNESOTA 1,953.8 557.0 233.0 738.5 260.8
MISSISSIPPI 763.4 203.6 819 832.1 275.0
MISSOUR! 1,758.0 469.8 2048 758.4 274.2
MONTANA 3119 103.0 46.7 667.9 202.8
NEBRASKA 693.3 199.7 75.7 8159 247.2
NEVADA 2854 46.1 13.2 2,062.1 519.1
NEW HAMPSHIRE 262.6 80.7 38.0 691.1 225.4
NEW JERSEY 3,405.6 833.1 378.0 801.0 308.8
NEW MEXICO 472.7 124.0 321 1,372.6 281.2
NEW YORK 12,4720 3,256.3 1,507.5 7213 283.0
NORTH CAROLINA 17214 457.2 1638 950.9 276.5
NORTH DAKOTA 321.7 11941 57.7 4575 170.1
OHIO 4,195.7 1,175.3 493.1 750.9 257.0
OKLAHOMA 1,022.4 334.8 127.2 703.8 205.4
OREGON 1,024.9 287.2 9.1 1,025.0 256.9
PENNSYLVANIA 4,738.6 1,373.2 7118 566.0 245.1
RHODE ISLAND 402.7 1174 52.5 667.0 2439
SOUTH CAROLINA 785.6 252.9 81.3 866.3 210.6
SOUTH DAKOTA 301.8 108.2 495 509.7 1789
TENNESSEE 1,283.7 330.6 1171 996.2 288.3
TEXAS 4,085.6 1,081.3 3188 1,181.6 2778
UTAH 4425 11185 1.4 968.8 296.9
VERMONT 198.4 54.4 238 733.6 264.7
VIRGINIA 1,796.0 3819 1321 1,259.6 370.3
WASHINGTON 18445 481.8 166.1 1,081.6 2828
WEST VIRGINIA 602.1 196.3 94.6 536.5 208.3
WISCONSIN 2,262.2 636.6 266.8 7479 2554
WYOMING 195.7 60.5 208 8409 2235

SOURCE: U.S. Census of Governments data.



STATE GENERAL REVENUE FROM OWN SOURCES-—-PERCENTAGE INCREASE

TABLE 2

1942 to 1969 and 1953 to 1969
{Dollar amounts in millions)

State general revenue from own sources

Percentage increase

States
1969 1953 1942 1942 to 1969 1953 to 1969
UNITED STATES, TOTAL $49,069.1 $11,7560.1 $4,2739 1,048.1 3176
ALABAMA 691.1 1824 574 1,104.0 278.9
ALASKA
ARIZONA 495.0 88.0 26.0 1,803.8 462.5
ARKANSAS 368.3 1114 439 7388 2306
CALIFORNIA 5,938.4 1,236.9 3674 1,516.3 380.1
~ COLORADO 524.1 1284 440 1,091.1 308.2
CONNECTICUT 664.5 156.2 63.2 9514 325.4
OELAWARE ) 202.5 37.31 1.8 1,616.1 4429
DISTRICT OF COLUMBIA
FLORIDA 14238 269.1 65.3 2,080.4 429.1
GEORGIA 950.3 2349 63.3 1,401.3 304.6
HAWAII
IDAHO 176.9 470 158 1,019.6 276.4
ILLINOIS 2,183.2 637.2 236.2 824.3 306.4
INDIANA 1,1229 3204 1078 941.7 250.5
IOWA 698.1 189.3 79.1 782.6 268.8
KANSAS 483.7 1563.7 495 877.2 214.7
KENTUCKY 778.6 149.5 59.2 1,216.2 420.8
LOUISIANA 1,044.9 340.2 929 1,024.8 207.1
MAINE 196.0 64.0 25.2 677.8 206.3
MARYLAND 1,001.7 186.4 53.8 1,761.9 437.4
MASSACHUSETTS 1,390.6 340.7 130.1 968.9 308.2
MICHIGAN 2,640.1 649.2 207.2 1,174.2 306.7
MINNESOTA 11126 2743 116.5 855.0 305.6
MISSISSIPPI 482.6 124.2 46.4 940.1 288.6
MISSOURI 820.7 2198 88.1 831.6 273.4
MONTANA 147.3 49.2 18.1 713.8 199.4
NEBRASKA 291.4 74.2 278 948.2 292.7
NEVADA 1446 20.3 5.2 2,680.8 6123
NEW HAMPSHIRE 1120 329 15.6 6179 240.4
NEW JERSEY . 1,418.5 226.3 109.2 1,199.0 526.8
NEW MEXICO 340.1 96.3 239 1,323.0 253.2
NEW YORK 6,057.4 1,189.0 507.3 1,094.0 409.5
NORTH CAROLINA 1,187.2 315.1 109.2 987.2 276.8
NORTH DAKOTA 1835 69.2 29.7 517.8 165.2
OHIO 1,874.2 534.6 239.8 681.6 250.6
OKLAHOMA 6384 2239 80.1 698.0 185.1
OREGON 518.2 146.3 419 1,136.8 254.2
PENNSYLVANIA 25278 656.7 306.1 7258 284.9
RHODE ISLAND 239.7 60.1 18.5 1,195.7 208.8
SOUTH CAROLINA 551.6 1768 50.3 996.6 213.8
SOUTH DAKOTA 134.6 475 20.7 550.2 183.4
TENNESSEE 731.7 196.6 58.4 1,1529 272.2
TEXAS 2,128.6 536.5 157.4 1,252.4 296.8
UTAH 262.2 67.8 22.7 1,055.1 353.6
VERMONT 124.0 29.3 12.0 933.3 323.2
VIRGINIA 1,106.9 227.0 798 1,287.1 387.6
WASHINGTON 1,1509 298.1 97.6 1,079.2 286.1
WEST VIRGINIA 4119 134.4 61.0 575.2 206.5
WISCONSIN 1,286.9 2795 1221 954.0 360.4
WYOMING 108.8 33.1 9.6 1,033.3 228.7

SOURCE: U.S. Census of Governments data.



TABLE 3

LOCAL GENERAL REVENUE FROM OWN SOURCES-PERCENTAGE INCREASE

1942 to 1969 and 1953 to 1969
{Dollar amounts in millions)

Local general revenue from own sources

Percentage increase

States
1969 1953 1942 1942 to 1969 195310 1969
UNITED STATES, TOTAL $45,679.2 $12,692.6 $5.286.3 764.1 2699
ALABAMA 4308 105.9 36.6 1,077.0 306.8
ALASKA .
ARIZONA 331.2 60.2 144 2,200.0 450.2
ARKANSAS 215.6 58.4 216 898.1 269.2
CALIFORNIA 6,883.7 1,350.6 396.6 1,635.7 409.7
COLORADO 527.9 135.3 50.9 937.1 290.2
.CONNECTICUT 730.0 183.7 90.1 710.2 297.4
DELAWARE 78.1 14.4 54 1,346.3 4424
DIST. OF COLUMBIA 386.6 122.7 50.6 664.0 215.1
FLORIDA 13158 246.5 _*710 1,763.2 4338
GEORGIA 7344 169.4 52.4 1,3015 3335
HAWAII
IDAHO 122.1 50.6 203 5015 141.3
ILLINOIS 2,714.5 800.7 392.3 591.9 239.0
INDIANA 1,056.1 299.6 1139 827.2 2625
IOWA 653.6 259.4 97.0 573.8 152.0
KANSAS 550.0 1714 66.1 732.1 2214
KENTUCKY 392.2 119.9 480 7171 227.1
LOUISIANA 502.2 120.7 52.3 860.2 316.1
MAINE 1634 63.9 20.1 4615 155.7
MARYLAND 876.8 176.2 67.1 1,206.7 397.6
MASSACHUSETTS 1,450.7 539.8 255.3 468.2 ~ 168.7
MICHIGAN 2,053.9 539.4 220.1 833.2 280.8
MINNESOTA 841.2 2827 116.6 621.4 197.6
MISSISSIPPI 280.8 79.4 355 691.0 253.7
MISSOURI 937.3 250.0 116.6 703.9 2749
MONTANA 164.6 53.9 28.6 4755 205.4
NEBRASKA 4019 1255 479 739.0 2202
NEVADA 140.8 25.7 79 1,682.3 447.9
NEW HAMPSHIRE 150.6 478 224 572.3 216.1
NEW JERSEY 1,987.1 606.8 268.7 639.5 2215
NEW MEXICO 132.6 27.7 8.3 1,497.6 3718.7
NEW YORK 6.414.7 2,067.4 1,000.2 5413 210.3
NORTH CAROLINA 534.1 142.1 54.7 876.4 2759
NORTH DAKOTA 138.1 499 280 393.2 176.8
OHI0 23215 640.7 253.3 816.5 262.3
OKLAHOMA 384.0 1109 47.3 7118 246.3
OREGON 506.7 140.9 49.2 929.9 259.6
PENNSYLVANIA 22108 7165 405.4 445.3 208.6
RHODE ISLAND 162.9 57.0 339 380.5 185.8
SOUTH CAROLINA 234.0 770 31.0 654.8 2039
SOUTH DAKOTA 167.2 60.7 2838 480.6 1755
TENNESSEE 652.0 134.0 58.7 840.4 3119
TEXAS 1,957.0 544.7 161.4 11125 269.3
UTAH 180.3 53.7 18.6 869.4 235.8
VERMONT 745 25.1 1.8 631.4 196.8
VIRGINIA 689.1 154.9 52.3 1,217.6 344.9
WASHINGTON 693.6 183.7 58.6 1,083.6 277.6
WEST VIRGINIA 190.2 60.9 336 466.1 2123
WISCONSIN 975.3 357.2 144.7 574.0 173.0
WYOMING 86.9 27.4 1.3 669.0 217.2

SOURCE: U.S. Census of Governments data.



TABLE 4
PER CAPITA STATE AND LOCAL GENERAL REVENUE FROM OWN SOURCES

1942, 1953 and 1969

Per Capita State and local Per capita
States general revenue Percentage increase as percent of
from own sources U.S. average

1969 1963 1942 1942 to 1969 1953 to 1969 1969 1963 1942
UNITED STATES, TOTAL $471.75 $154.40 $71.39 560.8 205.5 ,100 100 100
ALABAMA 317.n 93.65 31.98 - 893.5 239.3 67 61 45
ARIZONA 488.03 166.14 77.07 533.2 193.7 103 108 108
ARKANSAS 292.72 93.90 33.10 784.4 211.7 62 61 46
CALIFORNIA 659.46 21284 98.78 567.6 209.8 140 138 138
COLORADO 500.94 183.13 85.26 487.5 1735 106 119 119
CONNECTICUT 464 .81 160.50 85.51 443.6 189.6 99 104 120
DELAWARE 519.73 145.54 61.80 - 741.0 2571 110 94 87
DIST. OF COLUMBIA 484 .46 144.92 59.48 7145 234.3 103 94 83
FLORIDA 431.15 156.77 63.35 780.6 175.0 91 102 89
GEOQORGIA 363.01 113.25 36.05 907.0 2205 77 73 50
IDAHO 416.44 165.06 75.47 451.8 152.3 88 107 106
ILLINOIS 443.34 148.49 78.00 468.4 198.6 94 96 109
INDIANA 425.73 148.58 63.24 573.2 186.5 90 96 89
IOWA 486.05 169.08 72.21 573.1 187.5 103 110 101
KANSAS 445.34 163.94 65.69 5779 171.6 94 106 92
KENTUCKY 362.24 91.04 38.30 8458 2979 77 59 54
LOUISIANA 413.12 161.77 57.00 6248 165.4 88 105 80
MAINE 367.44 141.32 64.68 468.1 160.0 78 92 91
MARYLAND 498.92 142.23 60.49 7248 250.8 106 92 85
MASSACHUSETTS 519.72 184.60 88.19 489.3 181.5 110 120 124
MICHIGAN 535.47 173.07 77.01 595.3 2094 114 112 108
MINNESOTA 528.06 181.78 87.54 503.2 1905 112 118 123
MISSISSIPPI 32347 94,99 37.08 772.4 2405 69 62 52
MISSOURI 377.98 11545 53.49 606.6 2274 80 75 75
MONTANA 449.39 168.38 90.12 398.7 166.9 95 109 126
NEBRASKA 478.47 150.06 61.11 683.0 2189 101 97 86
NEVADA 624.43 232.69 96.11 549.7 168.4 132 151 135
NEW HAMPSHIRE 366.25 147.56 78.98 363.7 148.2 78 96 11
NEW JERSEY 476.43 161.84 8796 441.6 194.4 101 105 123
NEW MEXICO 47557 164.22 64.04 642.6 189.6 101 106 90
NEW YORK 680.75 21049 11594 487.2 2234 144 136 162
NORTH CAROLINA 330.71 109.40 45.91 620.3 202.3 70 71 64
NORTH DAKOTA 523.04 190.56 99.01 428.3 174.5 11 123 139
OHIO 390.66 137.41 70.76 452.1 184.3 83 89 99
OKLAHOMA 398.14 157.02 57.44 593.1 163.6 84 102 80
OREGON 504.35 176.73 82.32 512.7 185.4 107 113 115
PENNSYLVANIA 401.47 129.16 73.32 447.6 2108 85 84 103
RHODE ISLAND 44201 143.70 70.13 530.3 207.6 94 93 98
SOUTH CAROLINA 291.84 112.70 40.49 620.8 159.0 62 73 57
SOUTH DAKOTA 457 99 164.26 84.02 4451 178.8 97 106 118
TENNESSEE 322.12 99.88 39.83 708.7 2225 68 65 56
TEXAS 365.20 128.46 4751 668.7 184.3 77 83 67
UTAH 423.45 148.69 71.94 488.6 184.8 90 96 101
VERMONT 451.98 145.51 69.26 562.6 210.6 96 94 97
VIRGINIA 384.65 108.53 43.49 784.5 254.4 82 70 61
WASHINGTON 542.18 194.42 82.14 560.1 178.9 115 126 115
WEST VIRGINIA 331.00 98.56 51.66 540.7 2358 70 64 72
WISCONSIN 534.40 180.50 87.40 511.4 196.1 113 117 122
WYOMING 611.50 207.24 82.94 637.3 195.1 130 134 116

SOURCE: U.S.Census of Governments data.



TABLE 5

PER CAPITA STATE GENERAL REVENUE FROM OWN SOURCES
1942, 1946, 1953 and 1969

Per Capita State General Per Capita
Revenue Percentage increase as percent of
States from own sources U.S. average

1969 1953 1942 1942 to 1969 1953 to 1969 1969 1953 1942
UNITED STATES, TOTAL $244.31 $ 74.62 $32.12 660.6 2274 100 100 100
ALABAMA 195.70 59.26 19.52 902.6 230.2 80 79 61
ARIZONA 292.39 98.65 49,63 489.1 196.4 120 132 155
ARKANSAS 184.64 61.62 22.20 731.7 199.6 76 83 69
CALIFORNIA 305.43 101.74 47.50 543.0 200.2 125 136 148
COLORADO 249.57 89.17 39.53 531.3 1799 102 119 123
CONNECTICUT 221.49 73.75 35.26 528.2 200.3 91 99 110
DELAWARE 375.09 105.07 42.39 7849 257.0 154 141 132
FLORIDA 224.07 81.82 30.36 638.0 1739 92 110 95
GEORGIA 204.77 65.80 19.71 938.9 211.2 84 88 61
IDAHO 246.34 7953 33.03 645.8 209.7 101 107 103
JLLINOIS 197.62 59.62 29.31 574.2 2315 81 80 9
INDIANA 219.40 76.78 30.75 613.5 185.8 90 103 96
tOWA 251.04 71.33 3243 674.1 2519 103 96 101
KANSAS 208.40 77.59 28.12 641.1 168.6 85 104 88
KENTUCKY 240.89 50.62 21.16 1,038.4 376.8 99 68 66
LOUISIANA 279.02 119.41 36.47 665.1 133.7 14 160 114
MAINE 200.40 70.72 30.03 567.3 1834 82 95 93
MARYLAND 266.06 73.13 26.90 889.1 263.8 109 98 84
MASSACHUSETTS 254.38 7143 29.77 754.5 256.1 104 96 93
MICHIGAN 301.17 94.53 37.34 706.6 218.6 123 127 116
MINNESOTA 300.70 89.52 43.76 587.2 2359 123 120 136
MISSISSIPPI 204.51 57.96 20.99 874.3 252.8 84 78 65
MISSOURYI 176.45 54.02 23.02 666.5 226.6 72 72 72
MONTANA 212.28 80.39 34.96 507.2 164.1 87 108 109
NEBRASKA 201.08 55.75 2245 795.7 260.7 82 75 70
NEVADA - 316.32 102.53 38.31 725.7 208.5 129 137 119
NEW HAMPSHIRE 156.26 60.15 32.37 382.7 159.8 64 81 101
NEW JERSEY 198.44 4396 25.42 680.6 3514 81 59 79
NEW MEXICO 342.14 127.55 47.56 6194 168.2 140 171 148
NEW YORK 330.62 76.86 39.02 747.3 330.2 135 103 121
NORTH CAROLINA 228.09 75.40 30.59 645.6 2025 93 101 95
NORTH DAKOTA '298.44 110.72 50.96 485.6 169.5 122 148 159
OHIO 174.50 62.50 34.42 407.0 179.2 YAl 84 107
OKLAHOMA 248.61 105.02 36.10 6588.7 136.7 102 141 112
OREGON 255.02 90.03 37.85 573.8 183.3 104 121 118
PENNSYLVANIA 214.17 61.77 31.55 578.8 246.7 88 83 a8
RHODE ISLAND 263.17 73.74 24.76 962.9 256.9 108 99 77
SOUTH CAROLINA 204.90 78.34 25.07 7173 161.6 84 105 78
SOUTH DAKOTA 204 .32 72.08 35.16 481.3 183.5 84 97 109
TENNESSEE 183.62 59.40 19.87 824.1 209.1 75 80 62
TEXAS 190.28 63.74 23.46 7111 198.5 ‘78 85 73
UTAH 250.94 77.07 39.55 634.5 225.6 103 103 123
VERMONT 282.37 78.34 3491 708.9 260.4 116 105 109
VIRGINIA 237.08 64.51 26.27 802.5 267.5 97 86 82
WASHINGTON 338.32 120.30 51.33 559.1 181.2 138 161 160
WEST VIRGINIA 226.44 67.81 33.29 580.2 2339 93 91 104
WISCONSIN 304.01 79.25 39.99 660.2 283.6 124 106 125
WYOMING 339.91 113.36 38.10 792.2 199.9 139 152 119

SOURCE: U.S. Census of Governments Data.
]



TABLE 6

PER CAPITA LOCAL GENERAL REVENUE FROM OWN SOURCES
1942, 1953 and 1969

Per Capita local Per capita
States general revenue Percentage increase as percent of
from own sources U.S. average

1969 1953 1942 1942 to 1969 1953 to 1969 1969 1953 1942
UNITED STATES, TOTAL | $227.44 $ 79.78 $39.27 479.2 185.1 100 100 100
ALABAMA 122.01 34.39 12.46 879.2 254.8 54 43 32
ARIZONA 195.63 67.49 2744 6129 189.9 86 85 70
ARKANSAS 108.07 32.28 1091 890.6 234.8 48 40 28
CALIFORNIA 354.05 111.10 61.28 590.4 218.7 156 139 131
COLORADO 251.38 93.96 45.73 449.7 167.5 111 118 116
CONNECTICUT 243.33 86.75 50.26 384.1 180.5 107 109 | 128
DELAWARE 144 63 40.47 19.41 645.1 2574 64 51 49
DIST. OF COLUMBIA 484 .46 144.92 59.49 714.4 2343 213 182 151
FLORIDA 207.08 74.95 32.99 627.7 176.3 91 94 84
GEORGIA 158.24 47.45 16.34 868.4 2335 70 59 42
IDAHO 170.10 85.53 42.44 300.8 989 75 107 108
ILLINOIS 245.72 88.87 48.69 404.7 176.5 108 T 124
INDIANA 206.33 71.80 32.49 635.1 187.4 91 90 83
10WA 235.01 97.75 39.77 490.9 1404 103 123 101
KANSAS 236.94 86.35 37.57 530.7 1744 104 102 96
KENTUCKY 121.35 40.52 17.16 607.6 199.5 53 51 44
LOUISIANA 134.10 42.36 20.53 553.2 216.6 59 53 52
MAINE 167.04 70.60 34.65 382.1 136.6 73 88 88
MARYLAND 232.86 69.10 33.58 593.4 237.0 102 87 86
MASSACHUSETTS 265.34 113.17 58.42 354.2 134.5 117 142 149
MICHIGAN 234.30 78.54 39.67 490.6 198.3 103 98 101
MINNESOTA 227.36 92.26 43.78 4193 146.4 100 116 11
MISSISSIPPY 118.96 37.03 16.09 639.3 221.3 52 46 41
MISSOUR! © 201.53 61.43 30.46 561.6 228.1 89 77 78
MONTANA 237.11 87.99 55.15 329.9 169.5 104 110 140
NEBRASKA 277.39 94 .31 38.66 6175 194 .1 122 118 98
NEVADA 308.11 130.16 57.80 433.1 136.7 135 163 147
NEW HAMPSHIRE 209.99 87.41 46.61 350.5 140.2 92 110 119
NEW JERSEY 277.99 117.88 62.53 3446 135.8 122 148 159
NEW MEXICO 133.43 36.67 16.47 710.1 2639 59 46 42
NEW YORK 350.13 133.63 76.93 355.1 162.0 154 167 196
NORTH CAROLINA 102.62 34.00 16.32 569.8 201.8 45 43 39
NORTH DAKOTA 224.60 79.84 48.05 367.4 181.3 99 100 122
OHIO 216.16 74.91 36.34 494.8 188.6 95 94 a3
OKLAHOMA 149.53 52.00 21.34 600.7 187.6 66 65 54
OREGON 1249.33 86.70 44.47 460.7 187.6 110 109 113
PENNSYLVANIA 187.30 67.39 41.78 348.3 1779 82 84 106
RHODE ISLAND 178.84 69.96 45.37 2942 155.6 79 88 116
SOUTH CAROLINA 86.94 34.36 15.42 463.8 153.0 38 43 39
SOUTH DAKOTA 253.67 92.18 48.87 419.1 175.2 112 116 124
TENNESSEE 138.50 40.48 19.96 §93.9 2421 61 51 51
TEXAS 174.92 64.72 24.05 627.3 170.3 77 81 61
UTAH 172.51 71.62 32.39 432.6 1409 76 90 82
VERMONT 169.61 67.17 34.34 393.9 162.5 75 84 87
VIRGINIA 147.57 44.02 17.22 757.0 235.2 65 55 44
WASHINGTON 203.86 7412 30.81 561.7 175.0 90 a3 78
WEST VIRGINIA 104.56 30.76 18.36 469.5 2400 46 39 47
WISCONSIN 230.39 101.25 47.40 386.1 1275 101 127 121
WYOMING 271.59 93.88 44.84 505.7 189.3 119 118 114

SOURCE: U.S. Census of Governments Data. ‘



TABLE 7 — PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM FEDERAL AID,
. BY STATE, SELECTED YEARS, 1942 THROUGH 1970

State 1970 1967 1962 1957 1953 1942
UNITED STATES, Total ........ .. 16.7 16.9 135 10.1! 10.5' 8.2!
Alabama ......co000n eeaeeen 26.2 246 24.0 19.9 178 1.5
Alaska . . ....oovnnn e . 8.5 51.8 338 {24.4) n.a. n.a.
Arizona .......... hee e 183 21.6 16.6 12.8 144 15.2
Arkansas . ........ et 254 27.8 24" 18.8 22.2 1.4
California . . . . . A e 19.2 19.0 14.¢ 10.7 1.4 8.2
Colorado ........ heeesaaanaan 18.7 18.7 16.2 14.7 16.1 144
Connecticut . .....c.o0seeaanonce 13.0 13.5 10.7 54 6.6 6.2
Delaware . ........... e eeaaene 12.7 134 9.8 9.1 9.8 10.6
Dist. of Columbia .......... PP 376 31.8 26.8 18.0 12,6 154
Florida ............. creraeaen 13.0 14.9 11.0 10.0 9.8 8.2
GEOIGIa . .o ovvevvvnnnanan s 19.0 21.0 19.6 143 17.6 10.1
Hawaii . oo oo eneeveann e . 213 23.2 194 {14.6) n.a. n.a.
Idaho ... cvvvevvnnovvnarnns . 204 18.8 214 15.9 . 1865 14.8
HNOIS « v v oo viee e ecensanannns 14.2 13.6 1.2 © 6.9 8.5 6.9
Indiana ............ e e 125 123 10.8 6.8 7.5 9.1
jowa ....... e Ceeenees 14.2 15.0 12.4 9.8 9.6 7.7
KaANS3S . « v v vvecneceranennnncns 15.8 14.9 13.0 1.7 12.7 10.7
Kentucky . .. oo oo v vvvonnnnnn .. 228 270 203 14.5 17.2 11.0
Louisiana . ..... s aae e 20.5 21.2 19.7 14.8 17.1 9.3
MaiNE . .vvvevrescvnnasannnnns 18.2 19.2 15.7 121 109" 9.6
Maryland . ......ov iinneenanens 134 12.8 12.2 8.4 7.9 6.7
Massachusetts . ......... P, 15.8 14.0 11.0 7.2 7.9 7.0
Michigan .......c..vuvreerenns 138 14.6 11.2 7.9 83 '7.1
MinNesota . .....c.conveeeosasos 155 - 16.4 12.2 9.8 9.6 9.1
MisSISSIPPI « oo vvnn e cenae 243 25.4 20.7 17.0 18.5 129
MISSOUR « 2 o v vvvansnsaneoans . 18.6 18.5 179 16.5 18.1 12.0
MONtana. . .....vvevenosnns e 25.7 247 209 17.7 176 12.5
Nebraska . ......ccveteenroaenn 139 18.4 15.0 121 11.2 11.8
Nevada .......co00enveraonsons 184 240 18.2 174 19.6 25.8
New Hampshire . . .. .......... [P 174 16.9 17.9 9.3 9.6 ‘9.3
New Jersey . . ...covevoneossnens 123 11.2 8.7 4.6 5.0 4.2
NewMexiCo . ....covvevonnnnnes 274 30.1 223 22.5 18.0 13.3
New York ..... e e 136 11 71 5.5 5.4 38
North Carolina ....... seraaeraas 17.2 18.2 15.1 16.3 116 8.1
NorthDakota .......... e 186 19.8 16.5 123 13.0 89
Ohio ......... Creeraseee e 14.0 144 12.7 8.0 7.9 8.2
Oklahoma ........ heereseaens 248 249 21.5 17.6 19.0 14.4
Oregon ......... Ceeraaaeas . 20.3 18.3 18.8 13.9 12.7- 1.8
Pennsylvania . . .......... PPN 15.1 146 11.0 6.4 7.4 8.3
Rhode Island . ....... eeaeeaes 204 19.7 13.6 12.2 10.6 6.5
South Caroling . ........onuuvens 19.3 19.2 17.6 13.3 14.4 15.1
SouthDakota ............... . 213 21.7 23.7 16.6 16.2 1.4
TENNessee . .......coosves e 224 238 203 14.3 17.3 105
TeXaS . ...vveerennanse PR . 179 18.0 13.8 128 12.6 9.7
Utah .......... e teseaeneas .. 254 259 19.9 14.6 17.6 173
Vermont ...... Ceeeresanens e 226 250 28.8 13.1 129 108
Virginia ....... [P e 17.0 185 16.1 9.3 10.7 8.7
Washington . ............ i 16.6 16.9 14.2 1.2 123 14.5
WestVirginia ..........co00vees 28.6 27.0 19.2 12.7 16.1 114
Wisconsin . . .. ..... e PR 1.8 12.3 1.2 7.1 7.7 6.9
Wyoming .. .....coivnanaaanes . 283 314 30.7 249 20.5 16.8

‘Ex:luding Alaska and Hawaii.

Source: U.S. Buresu of the Census, Governments Division, verious reports.



TABLES — PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM TAXES,
BY STATE, SELECTED YEARS, 1942 THROUGH 1970

State 1970 1967 1962 1957 1953 1942
UNITED STATES, Total .......... 66.4 66.9 713 75.5! 76.6' 81.9!
Alabama . ...., e e 51.7 54.5 57.4 62.6 65.5 76.4
Alaska . ... v L. 10.0 298 386 {61.9) n.a. n.a.
Arizona . ..... ... ..., 64.3 61.8 66.8 69.6 69.7 721
Arkansas . ..............0..... 55.6 56.8° 60.7 66.5 65.5 75.3
California . .................... 65.5 66.3 72.2 75.7 74.5 80.3
Colorado ......... weiraresavan 62.8 63.4 67.4 69.6 713 74.6
Connecticut . .................. 746 73.8 76.9 83.0 82.2 87.9
Delaware ................... .. 65.0 62.6 719 65.5 62.0 80.6
Dist. of Columbia ............ e 54.2 59.7 62.8 73.6 79.4 77.0
Florida ......... ceessssesaens 65.9 64.8 69.6 72.2 771 77.9
Georgia ...... Cesrensetteeaea 59.7 60.0 624 69.1 68.8 71.7
Hawaii .. ............ Ceee e 64.8 63.2 64.1 (70.1) n.a. n.a.
ldaho ...............covunn. 61.4 63.0 62.8 68.2 70.2 69.7
Hinois..........co0vevun.. e 74.0 72.7 77.0 82.3 83.3 87.3
Indiana ......... e etier e 67.8 69.5 72.0 77.2 80.9 82.7
fowa........ Cedetenetnanen . 68.6 68.0 72.8 77.2 77.9 80.8
Kansas . ....... it 65.0 67.4 71.8 74.6 77.6 81.7
Kentucky : .......... e 58.9 55.1 64.2 70.8 713 79.1
Louisiana . ...........000uuun.. 56.8 58.2 60.9 62.7 68.1 76.5
Maine ............cc... RN 69.8 67.8 73.8 77.1 80.8 84.3
Maryland . ............... P 71.2 723 729 76.6 783 82.6
Massachusetts .................. 73.6 749 78.9 83.5 83.4 86.4
Michigan ....... Cereeraaan ST 68.3 67.0 73.3 77.2 774 80.6
Minnesota ............... PR 65.0 65.7 71.0 74.0 74.9, 76.3
Mississippi .. ... et s e 57.1 55.6 61.9 67.7 704 77.3
Missouri .. .......cniinnnn.. . 65.4 66.1 69.7 72.0 73.1 80.1
Montana .......... Cererseaen 58.4 58.9. 64.0 68.1 65.9 72.5
Nebraska .............. e 64.6 61.3 66.0 719 73.2 75.4
Nevada ...................... 60.8 56.5 62.1° 64.1 61.6 63.4
New Hampshire . . . .............. 66.8 68.0 69.5 775 78.2 81.1
Newldersey . ................... 74.2 74.9 77.7 81.7 83.1 87.7
NewMexico ................... 50.2 48.2 54.4 63.2 59.0 67.5
NewYork .................... 734 74.7 79.0 81.4 82.9 88.5
NorthCarolina ................. 65.9 65.8 69.0 69.5 77.0 81.9
NorthDakota .....,............ 55.4 50.6 59.5 64.5 62.8 69.9
Ohio ... ... ..., 66.4 66.7 70.7 76.0 76.4 81.1
Oklahoma .................... 53.2 55.1 60.9 65.9 68.3 77.5
Oregon .. ......civvvuniinnn. 60.0 61.0 63.2 72.3 73.2 75.5
Pennsylvania . ............... . 71.5 71.6 75.4 81.8 81.2 83.0
Rhodelsland .................. 67.6 68.9 774 79.0 80.8 88.0
SouthCarolina ................. 63.0 63.0 65.0 69.7 7341 75.3
SouthDakota .................. 61.2 60.9 61.1 67.7 70.8 7.2
Tennessee . ................... 59.0 69.5 64.9 71.6 71.8 80.9
TeXaS ..t 62.1 61.9 67.8 68.7 69.4 76.9
Utah ... ... . i, 57.7 58.4 66.3 71.2 69.9 74.6
Vermont . .................... 65.2 63.4 62.9 77.5 82.0 83.5
Virginia . . ........ ... . .. 66.1 65.8 66.0 74.0 73.7 77.3
Washington . .................. 62.9 63.8 66.3 71.0 704 74.3
West Virginia . ................. 56.9 58.2 67.8 74.4 74.5 81.6
Wisconsin . . ............00..... 73.4 729 75.1 80.5 79.7 79.6
Wyoming ..................... 48.5 48.1 50.5 56.1 62.5 65.8
1 Excluding Alaska and Hawsii.
Source: U.S. Bureau of the Census, Gover . reports.



‘TABLE 9 — PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM PROPERTY TAXES,
BY STATE, SELECTED YEARS, 1942 THROUGH 1970

State 1970 1967 1962 1957 1953 1942

UNITED STATES,Total .......... 26.1 28.6 32.7 337 34.3 435!
Alabama .. .....iiiiiininaans 79 9.7 116 12.6 15.7 24.8
Alaska . . .overinie e e e 24 1.3 8.8 (13.6) n.a. n.a.

Arizona . .... e P - 25.0 28.1 319 323 30.8 348
APKENSAS .« . vereeeea e 143 14.8 17.2 17.6 16.3 23.1

California . ... ... e Ceeiens 30.7 34.1 36.2 35.8 34.5 40.1

Colorado . .... e e 26.8 29.1 32.1 354 34.4 42,2
Connecticut . ............ eeeaen 36.7 384 41.2 415 437 50.5
Delaware .........ccocovn cvees 121 12.4 14.7 15.7 183 23.0
Dist. of Columbia ...... e 17.7 20.2 23.2 274 359 433
Flofids ......... e beeeeaenes 224 26.1 287 25.6 26.7 34.8
GeOrgia +vvvvvenennansen cerees 18.2 18.8 19.9 20.0 20.8 32.0
Hawaii . .oovvvennn 1.1 12.8 103 (11.1) ge. n.a.
idaho .. ... i 224 232 305 343 35.3 433
MNOIS .« o v veeenennnnns ceeeees 30.5 355 41.2 425 433 48.4
INGIBNG +ovvverrennnensssnenns 319 336 40.5 424 39.7 45.6
T SN e 335 343 412 37.7 428 447

Kansas . .. .. J Ceeeeea 333 339 40.2 433 41.0 49.8
KeNtUCKY « « e v vvevacisonsees e 135. 149 19.4 25.7 28.4 37.2
LOUISIBNA . o vvv e enn e 1.2 1.9 13.8 13.7 15.2 25.7
MAINE ..vvvvvvnrennonannns . 319 329 390 385 413 52.8
Maryland ....ooeeenn. e 23.1 29.8 304 326 33.2 47.7
Massachusetts .. ........ Cieeeens 37.0 38.8 478 48.4 48.4 58.1

Michigan ..... et ... 215 29.4 36.1 35.6 34.1 42,6
MIinnesotd ..mmeeeveeneocnoesss 251 326 39.0 383 38.4 43.0
MisSiSSiPPi +evveeenann e 13.7 15.4 185 18.6 220 317
Missouri . . . ... e . 26.2 27.0 29.7 320 31.0 39.8
MONtana ............ e 31.7 33.0 36.3 397 36.0 49.6
Nebraska ... .. e, 340 44.3 46.6 50.3 525 52.1

NEevada .. ...oovvvvnnoannccncns 209 22,6 20.3 23.1 30.0 38.9
New Hampshire . . . ......... e 418 431 44.2 48.7 46.5 49.1

NEW JErSeY . . vvvvneennoeennnns 40.1 427 50.3 52.3 §5.8 66.0
New Mexico ..vvevenonens AU 11.3 10.8 13.7 12.4 125 23.1

New York ......... e 26.7 294 35.1 38.8 37.7 51.6
North Carolina .. .....ooeeves. o 16.7 17.4 19.2 18.6 213 25.6
North Dakota ... ..ouvevenanann. 258 25.8 31.4 34.1 31.6 46.9
ORIO « v vtteeeeneeeeiaanennnns 314 345 36.6 365 36.1 38.8
Oklshoma ......... e e 16.2 18.1 19.0 20.0 19.9 27.7
Oregon . .vvvvennnsonns e 28.3 28.9 30.0 30.7 31.8 39.1

Pennsylvania . . . ... PN 21.1 24.1 26.2 27.3 31.8 424
Rhode IS1angd . ... oovvuveannnnns 274 314 37.0 39.8 36.6 5.1

South Caroling . ......c.oueernn.. 141 134 15.8° 16.0 17.8 27.8
SouthDaKOMa . .o\ vveveerennnn. 336 34.1 35.7 39.4 40.1 43.8
TENNESSEE . oo v ieeenae e 16.2 17.4 216 20.7 21.9 35.7
TeXaS . .viiii e 25.2 28.1 30.7 31.7 321 42.6
Utah oottt it e 20.8 24.1 29.3 31.2 317 39.7

Vermont ..........oo.. e 2238 254 28.4 348 36.7 42.1

VIrginia ... vvviiieee s 18.7 19.8 237 230 25.7 30.6
Washington .. ......coeuveveenns 22.1 196 205 21.0 21.2 25.0
West Virginia ... .. e 13.3 15.5 18.4 18.9 180 26.7
WISCONSIN & o v veveeenneeaeeees 31.8 304 418 417 44.2 44.5
WYOMING oo e e v veeennneennnns 230 26.3 270 28.8 30.8 35.9

! E xcluding Alaska and Hawaii.

Source: US. Bureau of the Census, Governments Division, various reports.



TABLE] () - PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM INDIVIDUAL I;\ICOME TAXES,

BY STATE, SELECTED YEARS, 1942 THROUGH 1970

State 1970° 1967 1962 1957 19563 1942
UNITED STATES, Total .......... 8.2 6.4 5.2 4.6%° 3.9% 2.6
Alabama . ............... e 5.1 49 4.0 6.2° 5.1 1.9
Alaska .................cuu... 2.6 7.8 9.0 {14.7) n.a. na.
Arizona ............. e 55 3.1 3.0 5.7% 33 1.7
Arkansas ............. e 4.9 45 29 2.0 1.8 1.5
California . . .. ... et e 6.8 43 4.2 3.3 3.2 35
Colorado ..............cueuu... 8.8 7.3 8.1 5.1 4.4 2.8
Connecticut . .................. 0.2 - - - - -
Delaware . .................... 18.5 19.1 22.2 16.1 5.4 7.9
Dist.of Columbia ............... 11,5 10.7 9.6 13.4¢ 9.5% 9.3°
Florida ...................... - - - - - -
GeOorgia . ....ovir i 7.7 5.9 43 3.8 2.8 3.5
Hawaii .. ..............couuu.. 154 134 11.2 (10.6) n.a. n.a.
Idaho . ...................... 9.1 9.6 9.9 6.9 5.8 2.1
llinois . . . ......... e e 7.9 - - - - -
Indiana ...................... 7.9 75 - - - -
fowa ......... ... ... i, 6.3 7.9 4.8 4.5 3.7 36
Kansas . ...................... 5.7 6.7 38 2.7 3.2 2.0
Kentucky . . ................... 11.9 9.8 8.2 12.3 9.0 3.2
Louisiana .. ...o.vvrunnann..... 23 22 1.8 3.7¢ 3.3% 23
Maine ............... ... 3.5 - - - - -
Maryland . .............. PN 22.7 13.3 10.1 85 6.3 4.1
Masschusetts . .. ............... . 13.5 10.0 99 9.1 7.8 5.1
Michigan ..................... ' 9.6 1.5 - - - -
Minnesota ................... . 134 13.0 10.0 7.9 7.6 39
Mississippi . ....... et 3.8 1.3 1.6 1.7 2.2 25
Missouri . .. ... ..., 7.9 74 7.9 6.2° 5.0 3.2
Montana ..................... 8.2 6.7 5.6 4.1 39 1.6
Nebraska ..................... 49 - - - - -
Nevada ...................... - - - - - -
New Hampshire . . ............... 1.0 1.0 09 1.4 1.4 1.6
Newdersey . .................. 0.4 04 0.3 - - -
NewMexico ................... 4.9 2.1 26 2.2¢ 1.4 2.2¢
NewYork ..............0.00... . 18.3 16.5 14.3 104 9.8 6.2
NorthCarolina ................. 11.3 11.0 89 7.3 7.2 3.5
North Dakota . . . ... e 37 3.1 2.9 2.1 26 1.5
Ohio ......oiiiiiiiiiiinnann, 40 3.0 26 29 1.3 -
Oklahoma .................0 .. 34 28 3.9 24 2.2 24
Oregon ..........00ivenennnnn 15.3 14.8 13.7 19.1 13.2 6.9
Pennsylvania . . ............. e 5.2 5.0 49 4.2 3.7 2.7
Rhodeisland .................. 32 - - - - -
SouthCarolina ................. 8.5 1.7 5.8 4.6 4.3 25
SouthDakota . ........... R, - - - - - 0.7
Tennessee - . ............ PN 0.7 0.7 0.8 0.8 0.9 14
Temas ......... P . - - - - - -
Utah (... ittt ii i, 8.9 78 5.5 6.2 3.9 26
Vermont ............. e . 13.6 119 8.7 10.9 9.7 3.1
Virginia . ...t i e 11.8 1.8 9.7 16.0 7.9 22
Washington . ................. . . - = - - -
WestVirginia .................. 4.3 3.9 46 - - 24
Wisconsin .. ................... 16.0 17.7 1.4 125 9.3 4.9
Wyoming .................u... - - - - - -
Note: Includes minor of local corp ion i taxes. Sep

! Distribution of iocal government receipts by State partially estimated.

Excluding Alaska and Hawaii.

Includes corporation income taxes for Atabama, Arizona, District of Cotumbia, L.ouisi Mi: i, and New Mexico.
‘Includos corporation income taxes for Alabama, District of Columbia, Louisiana, and Missouri.

Includes corporation income taxes for District of Columbia, Missouri, Ne.v Mexico, and North Dakots.
Sincludes corporation income taxes.

Source: Bureau of the Census, Governments Division, various reports,



TABLE 11- PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM CORPORATION INCOME TAXES,
BY STATE, SELECTED YEARS, 1942 THROUGH 1970

State 1970 1967 1962 1957 1953 1942
UNITED STATES, Total ... .. e 29 25 23 262 3o 2.6
AlZDAME ..o eveiie s 1.8 2.4 1.3 s s 18
Alaska ....... [ e 0.4 1.2 1.3 (2.2) n.a. n.a.
Arizona . .....eceiienns PPN 1.8 1.7 1.1 s 2.0 25
Arkansas . .......ccocccu0nenrae 3.0 3.6 2.5 3.6 39 17
California . . ... Ceerrasrereus e 35 39 4.1 3.8 4.1 4.1
Colorado . .......covivevnrannns 23 24 29 1.0 1.8 1.1
Connecticut .. ......couinunnnnn 6.1 6.0 4.3 5.4 5.5 6.3
Delaware .. ......covuvevennnens 35 45 4.7 - - -
Dist.of Columbia ............... 45 3.2 35 s s s
Florida. . .......... .o s - - - - - -
Georgia . .....onvvenionaaanonn 35 38 2.5 3.2 29 5.3
Hawaii « oo vvvevnieeanenonnnnan 21 22 27 {2.9) n.a. n.a
tdaho ... ... coviiiiiinean 28 29 24 28 3.0 3.5
IHNOiS . . . v oo i ii e i i e i n i e e 1.9 - - = — -
indiana ........... b e e e 03 0.7 - - - -
JOWE . v ee i venninnnenennaeon 14 0.9 0.5 0.6 0.5 0.6
Kansas . . . covvennseroronanaons 14 2.2 1.2 0.9 0.9 1.0
Kentucky + v v v v e eecnnnenannns 24 3.3 2.9 3.8 3.0 2.8
Louisiana . . ... ... e 1.6 2.1 2.2 s 25
Maine ........covemeeeennnnne 15 - - - - -
Maryland . . ... e e 2.3 2.2 2.0 3.2 4.1 L 013
Massachusetts . ... ocovvevannennns 5.7 21 1.8 2.5 26 0.2
Michigan . ....ooeiievrnncoose 3.3 - - - - -
Minnesota . .........< e e . 3.1 3.6 29 27 2.6 29
MisSiSSIPPi « . oo ovvenn e et 1.7 20 2.6 4.0 3.6 29
MISSOUM « v v veeeenaneecannsnnns 09 0.8 1.0 s s s
MONtAaNa . ...oovvnecnoonsnnnas 2.0 2.1 1.8 1.3 1.3 29
Nebraska ........ @it 0.9 - - - - -
Nevada ....... e et - - - - - -
New Hampshire . . . ...........0. - - - - - -
Newdersey .............. derane 39 1.6 13 - - -
New MeXiCo .. vovenvrvrnnnnnnns 1.1 1.1 1.1 $ 0.7 s
NewYork ......conoicvenennnn . 43 3.9 4.3 5.5 6.6 5.1
NorthCarolina ........cco0vunen 4.7 5.7 5.3 6.3 7.4 9.2
North Dakota . . ... e 0.7 09 0.8 0.7 0.7 s
Ohio ............ Ceee e - - - - - -
Oklahoma ............0n Ceee s 1.9 1.9 1.9 20 21 3.0
Oregon . ......eecevvnnacnaa s 29 3.1 3.2 4.3 8.7 4.6
Pennsylvania . . . ......c.ovvenen.n 8.0 54 4.8 7.6 9.6 5.5
Rhodeisland ...........cco0vrn 4.0 45 3.9 4.8 5.9 -
SouthCarolina ..........cc00.0n 3.8 53 3.5 49 5.0 6.5
SouthDakota .................. 0.2 0.2 0.2 0.1 0.1 0.6
Tennessee .........cc00- e 3.2 3.1 26 35 4.1 23
Texas .......cc000n s - - - - - -
Utah ......... e . 1.7 2.1 23 43 2.2 23
Vermont ....... e 1.8 23 1.7 2.7 3.7 2.1
Virginia .. .cvviiniie i 28 3.0 3.2 4.1 4.8 4.3
Washington ..........c0cu0vennn - - - - - -
WestVirginia . ...........00cuus 04 - - - - -
Wisconsin . .. ..... it 34 49 4.1 6.3 74 79
Wyogning ..................... - - - - - -
(Note: Minor of local corp ion i taxes (other than D.C.) included with individus! i taxes. Separation not availsble.
lEm:lm:ling Alaska and Hawaii.

Combined corporation and individual income taxes are tabulated with individual i taxes for A s, Arizone, District of Columbis,
Louisiana and Missouri.
:Combined corporation and individual i taxes ore tabulated with individual income taxes for Alabama, District of Columbis, Louisisns end Missouri.
‘Combined corporation and individual incoms taxes are d with individual i taxes for District of Columbia, Missouri,
New Mexico and North Dakota.

s(:cm\bined corporation and individual i taxes sre tabulated with ividual i taxes.

“$Includes portion of the corporation excise taxes and surtaxes measured by COrporate excess. Seperation not availsble.

Source: Bureau of the Census, Governments Division, various reports.



TABLE 12- PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM.GENERAL SALES AND

GROSS RECEIPTS TAXES, BY STATE, SELECTED YEARS, 1942 THROUGH 1970

State 1970! 1967 1962 1957 1953 19422
UNITED STATES,Total .......... 12.3 1.1 104 10.6° 10.5° 6.1?
Alabama ..................... 14.9 16.5 14.6 15.1 16.0 8.8
Alaska . . ... i, 0.5 1.7 2.6 (4.1) n.a. n.a.
Arizona . ............ .0 ... 18.3 15.0 17.2 14.6 14.1 11.2
Arkansas . .......... 00000, 12.5 12.8 145 133 131 10.9
California . . ...... e et 13.2 11.9 13.9 17.3 17.5 16.1
Colorado .............. ... 12.2 11.2 9.4 10.6 12.2 9.3
Connecticut . ............ e 13.1 10.9 11.0 14.2 10.2 -
Delaware . .................... - - - - - -
Dist. of Columbia ............... 9.9 9.4 8.8 10.5° 11.0 -
Florida ...................... 18.4 12.0 11.9 10.9 10.9 -
Georgia . ...........0i. ., 14.0 14.2 15.6 18.3 19.9 -
Hawaii . ...................... 23.9 219 243 (26.5) n.a. n.a
Idaho ....................... 10.3 10.1 — - - -
Winois . . .. ... ... ... . 16.0 17.7 16.3 16.3 14.1 12.7
Indiana ...................... 13.9 14.2 15.5 15.0 213 13.8
lowa .......... ... ..., 12.4 84 9.5 13.7 12.2 1.1
Kansas . ..............0c.vuuns. 10.7 1.1 11.0 10.4, 12.6 10.1
Kentucky .. ...oovinennnn .. 16.4 1.1 13.3 - - -
Louisiana . . ................... 131 124 10.1 12.0 12.1 0.1
Maine . ............iivuunn.. 15.4 14.6 11.0 9.4 9.7 -
Maryland ............. e 8.9 8.4 9.3 7.6 8.0 -
Massachusetts . ............. P 4.4 43 - - - -
Michigan ..................... 14.0 16.8 17.8 18.2 21.0 18.0
‘Minnesota . .............0...... 76 - - - - -
Mississippi ... 0ot e e 19.8 17.2 16.8 171 13.8 10.5
Missouri . . ........ et 14.1 14.1 10.9 13.1 154 12.7
Montana ..................... - - - - - -
Nebraska ...........c.c.0uu... 8.2 - - - - -
Nevada ..... e e e e e 13.2 8.0 9.9 10.5 - -
New Hampshire . .. .............. - - - - - -
Newdersey . ..........cvvnn. 8.3 7.0 - - - -
NewMexico ................... 13.1 139 12.7 15.6 17.3 14.0
New York ....... e . 9.8 96 - 8.2 .8.8 10.0 -
NorthCarolina ............... .. 1o 1.7 123 10.2 10.7 8.8
NorthDakota .................. 10.2 6.7 6.5 8.5 9.3 6.9
Ohio .. ... ettt 12.0 94 9.4 12.7 14.8 12.0
Oklahoma .................... 115 7.7 8.0 9.5 10.5 9.2
Oregon ..............0... e - - - - - -
Pennsylvania........... et 14.3 14.1 13.2 8.7 0.2 0.5
Rhodedsland .................. 13.7 12.6 10.9 9.2 10.2 -
South Carolina ......... e 17.1 14.0 14.5 16.2 15.6 -
SouthDakota ............. PR 11.0 9.2 6.9 7.8 9.6 6.5
Tennessee . ............0000... 16.8 16.2 13.8 16.4 12.8 -
Texas ...... P, 12.6 6.5 5.4 - - -
Utah ................... e 14.7 124 13.5 12.2 12.7 10.6
Vermont .......... e 53 - - - - -
Virginia .. ... 11.6 8.1 0.1 0.1 0.2 -
Washington . .................. 22.7 245 25.1 27.3 25.3 220
West Virginia . ................. 19.7 18.5 216 26.8 278 29.0
Wisconsin . .. ..oiiini i 8.9 4.7 1.1 - - -
Wyoming ........... T, 104 8.5 7.6 8.9 10.8 8.4

'Distribu(ion of local government receipts by State partialty estimated.

Distribution by State of local general and selective sales and gross receipts taxes ($123 million) is not available for 1942 and are included

3 in the mi ous taxes gory.
Excluding Alaska and Hawaii.

Source: U.S. Bureau of the Census, Governments Division, various reports.



TABLE 13 — PERCENTAGE AT STATE-LOCAL GENERAL REVENUE FROM SELECTIVE SALES AND
GROSS RECEIPTS TAXES, BY STATE, SELECTED YEARS, 1842 FTHROUGH 1970

State 1970' 1967 1962 1957 1953 1942
UNITED STATES, Total .......... 109 114 127 1437 14.9° 1527
Alabama ........ eerrraeasas . 16.5 15.5 189 20.6 184 227
Alaska . ....... feteaeee s v 1.6 56 8.1 (13.7) n.a. na.
Arizona .......cc0000 ceeaeaes 109 10.0 9.6 12.0 14.4 16.4
Arkansas . .......... ceeeane e 146 143 158 19.7 20.2 27.1
California . . . .. RPN e 8.0 8.0 8.9 10.1 9.8 10.2
Colorado ...... e, 8.2 86 8.7 10.3 12.1 10.7
Connecticut . .......oc0veeesuns 131 124 1486 14.5 14.9 18.0
Delaware ........... e 113 1.7 138 15.7 17.6 211
Dist.of Columbia ............... 9.1 115 124 15.7 17.3 16.5
Florida ........... e 17.6 17.3 19.3 244 27.5 26.5
Georgia . .......cc00enaaennan 124 13.7 15.5 18.6 17.9 281
Hawaii . . .. cv v eeinveeeananans 9.2 9.5 119 {14.1) n.a. n.a.
Idaho ........ P 9.7 9.8 1.1 143 15.0 158
Minois . ............ [ 119 126 12.2 14.2 15.9 15.1
Indiana .........cc0eiennianns 10.1 9.6 111 12.7 125 15.0
fowa .......... et e 8.7 9.7 9.6 115 9.2 109
Kansas . ..... Mhetaasiaraseaeas 9.5 8.6 9.5 111 12.6 114
Kentucky . . c v e v v cvinnaonsannss 11.7 121 15.0 21.7 233 26.1
Louisiana . .. ..o v - 115 1.5 13.7 175 20.0 250
Maine ......cocevvneannnonecs 121 13.7 15.9 -19.5 19.3 ’ f8.6
Maryland ........ N 10.2 13.2 14.8 17.3 17.8 18.1
Massachusetts . ......co00... P 9.3 10.8 10.5 . 11.8 125 10.5
Michigan ............. Ceeee e 8.2 94 9.6 10.8 104 9.7
Minnesota .........co0tueneann 105 104 115 13.7 15.0 15.1
Mississippi . ... 0000 fee e 124 135 14.7 17.1 19.8 214
Missouri . ........... e e 100 100 119 11.8 12.1 10.0
MONtanNa .. ......evvevmnnnnsnn 10.2 10.4 126 13.7 15.1 125
Nebraska .....ccocuieueeernacns : 108 123 13.0 14.8 15.2 174
Nevada ............. e 18.2 16.3 184 18.0 17.8 1.7
New Hampshire . . . ..... Heeosenan 171 15.7 15.7 15.8 16.7 171
NewJdersey . ......... PPN 133 15.2 17.0 18.6 16.8 10.7
NewMexico .....ccoveevenecess 10.2 9.7 119 12.8 16.1 16.0
NewYork .........coivevennnes 8.6 9.6 10.8 10.7 11.5. 119
NorthCarolina ........o0o0vv0ann 16.0 138 16.0 18.6 20.6 215
NorthDakota . ...........00unnn 83 7.7 93 10.8 113 9.5
(07,77 Y e 12.0 129 14.5 15.4 15.2 20.2
Oklahoma ...........coivevnnn 13.2 13.3 15.2 16.7 18.3 19.7
Oregon ..... e P 6.9 7.9 7.2 8.9 11.6 149
Pennsylvania . ..« ..cvceeearerenn 124 124 14.0 14.8 17.6 15.2
Rhodelsland ..............c0. 138 142 185 17.9 19.8 17.2
SouthCarolina ........cc00ueann 15.5 17.7 20.0 224 238 31.2
SouthDakota ............ PPN 109 11.0 11.2 114 13.7 12.7
Tennessee . .......... Cereeaes 136 14.0 16.3 19.8 219 275
TexXas .......ccoveenencannons 140 147 163 174 173 211
Utah ...... e eeeese e . 79 7.8 96 11.2 12.2 109
Vermont ... ......coueeeennean 15.2 15.6 15.2 16.3 18.7 19.7
Virginia . . .. vov it i in e 141 1438 193 19.4 25 24.7
Washington . .......... ... e 13.1 139 14.8 16.7 179 18.2
WestVirginia .................. 13.0 135 15.7 19.2 200 129
Wisconsin . . . .....cvvieeenonnns 8.8 99 10.8 124 10.7 12.8
Wyoming .. ...........c00n0ennn 7.6 7.0 7.7 10.0 12.5 135

t Dumbunon of local government receipts by State partially estimated.
Distribution by State of local general and selective sales and gross receipts taxes {$123 million) is not svailsble 'ov 1942 and sre included
in the miscellaneous taxes Y.
JE:clndmg Alaska and Hawaii.

Source: U.S. Bureau of the Census, Governments Division, various reports.



TABLE 14 - PERCENTAGE OF STATE- LOCAL GOVERNMENT REVENUE FROM MISCELLANEOUS TAXES,
(OTHER THAN INCOME, SALES AND PROPERTY) BY STATE, SELECTED YEARS, 1942 THROUGH 1970

States 1970 1967 1962 1957 1953 1942!
UNITED STATES,Total .......... 6.0 7.0 8.0 9.8? 10.0° 1.9
Alabama ............ e e 5.5 5.7 7.0 8.1 10.2 16.4
Alaska . ... it i e 25 5.9 8.8 {13.7) n.a. n.a.
Arizona ........ et e, 28 3.8 4.0 5.1 5.1 5.5
Arkansas . ...........0iin... 6.3 6.7 7.9 10.3 10.2 11.0
California..................... 33 4.2 49 5.4 5.4 6.3
Colorado ............. e . 45 4.8 6.1 7.3 6.5 8.5
Connecticut . ...... [ 5.4 6.0 5.8 74 8.0 13.1
Delaware ..................... 19.6 14.8 16.4 17.8 20.8 28.6
Dist.of Columbia ............... 1.5 4.6 5.3 6.8 5.7 79
Florida ................ e 7.5 9.3 9.7 1.4 1.9 16.6
Georgia . ........ 0., 3.9 3.7 4.5 5.1 44 8.8
Hawaii . ..., ... e e 3.1 34 3.7 (4.9) n.a. n.a.
Idaho . ...................... 71 75 8.9 10.1 11.0 5.0
Ninois . . .. ... ... 5.8 6.9 74 9.2 10.2 1
Indiana ...................... 3.7 3.8 4.9 7.2 74 8.3
fowa . ..... . it e 6.3 6.9 7.3 9.3 9.6 9.9
Kansas .. .....coviiivnnn.n. 4.4 4.9 6.0 6.2 73 7.7
Kentucky . . ........coivinnnn.. 3.0 4.0 5.3 7.4 7.6 9.8
Louisiana . . ................... 171 18.1 19.4 15.8 17.5 20.9
Maine ....................... ' 54 6.6 7.9 9.7 10.5 12.9
Maryland . ... ... ... . ... 4.0 54 6.2 74 8.9 114
Massachusetts .. ................ 3.7 8.3 8.9 1.7 121 125
Michigan ..................... 5.7 10.0 9.8 12.6 11.9 10.3
Minnesota .................... 53 6.1 7.6 1.4 1.1 11.4
Mississippi .. ........... ... ... 5.7 6.2 7.8 9.1 9.0 8.3
Missouri .. ....... e e 6.3 6.7 8.2 9.0 9.6 14.4
Montana ..................... 6.3 6.7 7.7 9.4 9,5 5.9
Nebraska ..................... 5.8 4.7 6.5 6.7 6.5 5.9
Nevada ...................... 8.5 9.7 13.5 124 13.8 12.8
New Hampshire . . . .............. 71 8.1 8.7 1.6 - 135 13.3
Newdersey . ... ..0 v ieunnnnn 8.2 8.1 8.8 10.8 104 11.0
NewMexico . .................. 9.6 10.6 123 10.2 10.9 12.2
New York .......... e 5.7 5.7 6.3 71 7.3 13.7
NorthCarolina .............. e 6.2 6.1 7.3 8.5 9.8 13.3
NorthDakota .................. 6.7 6.2 8.6 84 7.4 5.1
Ohio ... . ittt 7.0 6.9 76 8.5 9.0 10.1
Oklahoma ....... e 7.0 11.2 129 15.4 15.3 15.5
Oregon . .......coivivninnnnnn 6.6 6.3 8.6 9.4 10.9 10.0
Pennsylvania . . .........o00vun.. 10.5 10.6 123 19.3 183 16.7
Rhode Island ...... e 5.5 6.1 71 7.4 83" 15.7
South Carolina ............ e 4.0 4.8 54 6.6 6.7 7.3
SouthDakota .................. 5.5 6.4 71 9.0 7.3 6.9
Tennessee . ............0.0..... 8.5 8.1 9.7 10.4 10.3 14.0
Texas ....vovvvennnnn. e 10.3 126 154 19.6 20.0 13.2
Utah ............... [N .. 3.7 42 6.1 7.1 7.2 8.5
Vermont ............cc0uvuunn 6.5 8.2 8.9 12.7 13.2 16.5
Virginia ... ... i 7.1 8.2 10.0 1.5 13.6 15.5
Washington .. ................ . 5.0 5.7 5.9 6.9 6.0 9.1
West Virginia .................. ) 6.2 6.7 7.4 9.5 8.7 10.6
Wisconsin . . ................... 45 5.3 6.2 75 8.0 9.5
Wyoming ..................... 7.5 6.3 8.2 8.3 8.4 8.0

! Includes $123 million local general and selective sales and gross receipts taxes. Distribution by State is not available.

€ xcluding Alaska and Hawaii.

Source: U.S. Bureau of the Census, Governments Division, various reports.



TABLE 15-PERCENTAGE OF STATE-LOCAL GENERAL REVENUE FROM CHARGES AND MISCELLANEOUS

GENERAL REVENUE, BY STATE, SELECTED YEARS, 1942 THROUGH 1970

State 1970 1967 1962 1957 1953 1942

UNITED STATES, Total .......... 16.9 16.3 15.2 14,4 12,9 99!
Alabama ..... e rieeens e 220 20.9 . 18.6 175 16.7 12.1
Alaskd . .....cvcues Ceseseesune 81.4 18.6 276 (13.7) n.a. n.a.
Arizona . ...... Cere e Caeeeen 17.3 16.6 16.6 17.6 15.9 12.7
Arkansas ........... Ceseasnes . 189 15.4 15.2 14.7 124 133
California . . ........ PP e 15.2 14.7 13.8 13.6 141 115
Colorado ........... e 18.4 179 16.4 15.6 13.6 11.0
CONNECLICUL v v v oo v v enenooansons 12.3 12.7 125 115 11.2 5.9
Delaware .. ......cooeoneocenns 22.2 24.0 18.3 25.4 183 8.7
Dist.of Columbia ............... 8.1 8.6 104 - 8.4 8.1 7.6
FIOMDA .. vovvernernnnnneonenn 211 203 19.4 17.8 13.0 13.8
GEOrgia . .....iorranacon e 213 18.9 18.0 16.7 136 12.2
Hawaii . . o v v ovvcnsvaonsansonas 139 136 16.6 (15.4) na. n.a.
1daho ..o iv it 18.2 18.2 15.9 15.9 14.4 15.4.
HNOIS + o v v v e e e envvcnnvannaans 11.8 13.8 1.7 10.8 8.1 5.8
Indiana ......co000n e 19.7 18.2 17.2 16.0 1.7 8.2
JOWB o v cveeeieaecenanansioees 17.2 17.0 14.8 13.0 125 1.5
KaNSas . « oo veovvenannsnasssns 19.1 17.7 16.3 13.7 9.7 7.5
KENUCKY & v v v vevveenne v ns 18.3 17.9 15.6 14.6 1.5 3.9
LOUISIAND . v v oo oo vnvovnansacsen 22.7 20.6 19.4. 226 148 14.2
MaiNe . ....covverornnrsnaannns 11.9 13.0 10.5 10.8 8.2 6.1
Maryland . .....oovinenonanannn 15.3 15.0 14.9 149 13.8 10.7
MassaChusetts . . ... ..ovevoooenn 10.5 1149 10.1 93 8.7 6.6
Michigan ........cooeeeeannens 179 18.4 15.5 14.9 14.3 12.3
MiNNESOta . oo ernonsnoasons 19.4 17.9 16.7 16.3 15.5 14.6
MiSSISSIPPI « o oo v vnvoansanonns 18.6 19.0 174 15.3 1 9.8
CMISSOURT + v v vv e me e 15.9 15.4 124 11.5 8.8 8.0
MONEANE . .o v v v oo v vanosonaseos 15.9 16.4 15.1 14.2 16.8° 15.0
Nebraska . .....cocovneoeonnnns 215 20.3 19.0 16.1 15.6 12.8
Nevada . .....cconvunnanocenne 20.8 19.4 196 - 18.5 18.7 10.7
New Hampshire . .. ....ocvnveeeen . 187 15.1 . 126 13.2 12.2 9.5
NewdJersey . ...ooovvuons PRI 13.4 13.9 136 13.7 119 8.1
NewMexico . ...ocvnunenns P 224 21.7 233 243 23.0 19.2
 NewYork ........ seeeenens . 13.0 14.2 139 13.1 1.7 1.7
North Carolina . ........ PP 16.8 - 16.1 159 14.3 114 10.0
North Dakota ....... eeereaaeas 25.9 29.6 . 241 23.2 242 21.2
(o] 117 T I I 19.6 18.9 16.6 16.1 15.7 10.7
Oklahoma . .......ccveeeeruren . 220 20.0 17.6 16.6 12.7 8.2
OFegon .. .covinnnnnnansnensas 19.6 19.7 17.9 13.8 14.1 12.7
Pennsylvania . . v .ooveeeenonnenns 133 138 13.5 1.7 113 8.7
Rhodelsland .........ccoeveee . 120 115 9.0 8.8 8.6 5.5
SouthCarolina ...........cccv0es 177 17.8 174 171 126 9.7
South Dakota . ........ Ceeeaeae 175 174 15.3 15.8 13.0 175
TeNNESSEE . .. covvnocrnoasonns 18.6 16.6 14.8 14.0 109 8.5
Texas ....... e e 20.0 20.1 184 18.5 179 135
Utah ...... PP 16.9 15.8 - 138 143 125 8.1
VermONnt .. ..vveecoecenassoess 124 11.6 8.3 9.4 5.2 5.6
Virginia .. vvvvvvenannneanennos 16.9 15.7 17.9 16.6 16.8 14.0
Washington . ........c.ccoeeeenn 20.5 19.3 19.5 17.8 173 11.2
West Virginia .. ..vovvieeecennen 14.5 14.8 13.0 129 9.5 6.9
WISCONSIN & o v oo v een e 14.8 14.7 13.7 124 12.6 134
Wyoming ....... e i 231 20.5 18.8 19.1 16.9 174

‘Exciuding Alaska and Hawaii.

Source: U.S. Bureau of the Census, Governments Division, various reports,



TABLE 16-~DISTRIBUTION OF LOCAL GOVERNMENT GENERAL REVENUE
BY SOURCE AND BY TYPE OF GOVERNMENT, SELECTED YEARS 1942-1970

All local governments Percent distribution by type of government

Fiscal Amountl Percent
Year (millions) distribution Cities? School Counties? Townships §
by source districts3 Special districts
Total General Revenue (Local Revenue & Federal-State Aid)
1942 $ 7,075 100.0% 37.0% 33.7% 22.0% 7.3%
1952 16,952 100.0 32.0 38.4 20.7 8.9
1957 25,916 100.0 30.3 41.9 19.5 8.3
1967 60,236 100.0 26.8 47.0 17.8 8.5
1970 82,683 100.0 26.8 46.8 18.2 8.2
Intergovernmental Revenue (Federal and State Aid)
1942 1,785 25.2 24,0 43,8 27.8 4.5
1952 5,281 31.2 18.7 49.9 26.2 5.2
1957 8,049 31.1 17.6 53.6 23,5 5.3
1967 21,897 36.4 17.7 58.2 18.5 5.5
1970 31,291 37.8 19.6 56.6 18,5 5.3
General Revenue From Local Sources (Taxes and Charges)
1942 5,290 74.8 41.4 30.3 20.0 8.3
1952 11,671 68.8 38.0 33.3 18,3 10.5
1957 17,866 68.9 36.1 36.6 17.7 9.6
1967 38,340 63.6 32.0 40,5 17.4 10.1
1970 51,392 62.2 31.2 40.9 18.0 10.0
Local Property Taxes
1942 4,347 61.4 39.0 32.9 20.1 8.0
1952 8,282 48.9 32.7 39,2 19.8 8.3
1957 12,385 47.8 29,7 42.8 19,2 8.3
1967 25,418 42.2 24,8 48,9 18,5 7.8
1970 32,963 39.9 23,7 50.3 18.1 7.9
Local Nonproperty Taxe )
1942 358 5.1 70,1 - 14,0 10.1 5.9
1952 1,184 7.0 75.7 16.0 6.2 2.1
1957 1,901 7.3 72.5 16.4 8.5 2.7
1967 3,897 6.5 70.9 15.9 10.4 2.8
1970 5,871 7.1 65.9 17.5 13.7 2.9
Local Charges and Miscellaneous General Revenue

1942 584 8.3 41.6 21.2 25.0 12,2
1952 2,205 13.0 37.4 20,2 19.0 23.4
1957 3,580 13.8 38.8 25.9 17.6 17.8
1967 9,025 15.0 35.5 27.5 17.2 19.9°
1970 12,558 15.2 34.5 27.2 19,6 18.7

1Includes the following approximate amounts of dupiicative interlocal transactions: 1970-$1.8 bil.;
1967-$1.5 bil.; 1957-$500 mil.; 1952-$100 mil,; 1942-$50 mil.

2Excludes est, amounts allocable to dependent school systems,
3Includes est. amounts allocable to dependent city and county school systems.
4Includes direct Federal-local aid as well as Federal aid channeled through the States.

Source: ACIR Staff computations based on U.S. Bureau of the Census data,



Table 17, -
Ten Bevenues of Present State-Local Tax System,
1968-69
(in Millions of Dollars)
~1 Total State State Total State]. State
States tate-local | Personal General Local Taxes | Ccsporate
Tax Receipt | Income Tax | Sales Tax |exc. State Income
Personal Inq{ Tax
coms & General
Sales Taxes
UNITED STATES, TOTAL 76 _370.6 77_&31.1 12, 4$3.3 56 'g;t!.'l' 3179.8
[ aLasam 192.6 1.9 1974 £30,3)° 290
ALASKA 119, 1 as5.3 e 4.3 4.2
ARIZONA bS4.5 c2.k 142.5 $=4.3 12,1
440,58 32.7 1862.7 29,1 2.4
cALL 10 $93,1 1,0%6.9 L2432 11,2219 £9a.5
COLORADO 00,2 103.§ 133,28 =319 33.0
" COMNECTICUT L1265 - 1741 1,002, ¢ 36.4
DELAWARE 2l 0 Ll % — 139.6 19,1
=010 5-0P-0OLVNOHY
—orscer-oouyuery
FLORIDA 2,.096.0 - §173.8 §,5a3.2 d
QEORGIA 1,51 5 139.3 - 3020 g0%.3 k-
AWA! 3352 2.5 1291 1522 v8.7
IDANO 435.5 3x.S kcd. AL J i52.6 1.0
LLINOIS R Y — 929.¢ 2128, % -
INDIANA L 1ie.t 1%1.S 24 1,1149.5° z.32
10WA 1,.0%¢.7 196,9 A07.% 2%k, 3 ELA |
KANSAS . {oL Mo 7.4 132:.% £9%.2 il
KENTUCKY 23720 102,60 247,27 £41,17 29.4
LOULSIANA I 1S, G i S 152, 3% 911.3 kWA
| paine 201, 2 — 10, 4. 2304 -
MARYLAND 1, 5%5.9 N4 j2. % LE20.1 S4.1
TS 4, 4743 #8536 12,3 A Rad 4 1281
MICHIGAN 2 %41 290,34 1942 a, 691 a8
TA i,.503.7 304%.5 174.0 1.0, 6 } B
MISSISSIPPL £71.0 0.4 113, 3701 33.3
MISSOURI 1, 400.1 1IR3 als.2 986.2 2.5
MONTANA 242.2 3.2 — Al . 98|
MEBRASKA ca4. 2 6.6 .4 “412.7 6.9
NEVADA a2, == CLN-§ 168.9 -
NEW HAMPSHIRE [ YT i - — 24,7 -——
MEW JERSEY .98 % - 26%9 A 6277 156.4
MEW MEXICO 3314 19. 61 _%22.7 29,3 S.
NEW YORK 10, 5841 2151, 6 492.2 7937 1063
NOATH CAROLINA 1, 3%7.2 234, 6 26 p¥.0 125
NORTH DAKOTA -27.9 IL A 2.6 SR.3 Sam
OHI0 3 2%, 0 - %50.7 2,663.3 —
OKLANOMA 137 472 29 03,3 -+t
OREGON IR6.4 2042 - Sga.t 375
PENNSVLVANIA 4 007, 4+ - 9.3 3 116.3 2140
| _nuooe sLano 2450 - 72, 27a.51 - az.0
SOUTH CAROLINA 505.3 | CXd 1272 3IR3.N ¥o.8
SOUTH DAKOTA a23%. 5 - L oW 1L R 0.6
TENNESSEE 1,005,5 — 2:2%.9 126 b Gi.&
TEXAS An?i.1 - 440, fa EWCEN] -
UL 2419 =5.9 aS.2 ECER | 18,7
| VERMONTY 168.7 240 - 13,7 .5
yincinia 1 4%, 7 2734 125.2 1.006,D 1.5
wAsHiNGTOM 1,395.2 - 523.3 ‘263.0 -
| WEST VIRGINIA 472, 1 21,0 12721 290, 5 N
Jisconsin | 258.5 “41.9 Lia.B La19-8 101, 0
| wvoumg 133.4% ted 298 102.9 -
Source: ACIR staff calculations based on U. $. Census data.
R




Table 18.
Tax Revenues Required for State Financing of 90% of .
School Costs - Case 1. Equal Use of Sales and Income Taxes

(in Millions of Dollars)

902 of Actual State Additional State -State Total State| State
States State-Local | Expenditures State 1 Personal General Local Taxes| Corporation
Expendituresd for Local Expenditure Income Tax Sales Tax |exc. State Income
for Local | Schools Prom Required Required | Required |Personal Inq Tax
Schools, 1 Own F’nda, come and General
19692/ 19693 Sales Taxes
UMITED STATES, YOTAL A5 £8¢.3 13, 108.6 13 123.0 16.539.9 6 539.9 +3,190,7 2,.179.7
ALABAMA -y 129.7 $3.D 187 6 1574 #3232 23.¢
ALASKA [ S AR - /S0 303 aa.a ©9.X +.z
ARIZONA 221.Y /57114 24.2 132.5 -5 PR 379.5 1¥. !
ARKANSAS (27,7 BGaa 3.5 2.0 120 -6 2.4
CALIFORNIA 2.0:2.9 139¢.% 1633 .» -5 VY] FEAW ] L0386 Sda. &
SOLORADO 2746 230 131. § 2039 80319 32244 32.9
_CoMMECTICUY 41,3 131.0 28%.3 429.7 2312 T112.1} 26.2
DELAWARE <. 5 2.3 132.0 313 273 [13¢.6 15,1
SBISBrOr-S O INBA -
FLORIOA 2L, €376 1Y.0 2429 3921 1493, -
SEORGIA $532. S 339 136.6 | FRTIRY 2919 ©e7.7 23.2
[ waway 92.2 10N e C-11,3) T NN 1577 3.7
10AKO W INS 33.5) 231 $72.85 KivS 120.5 9.0
ILLINOIS L&D Y556 480.0 Y69.2 Ty 2178.32 -
INDIANA ALY 363) 2211 Y560 43560 793.H g.v
1owa 409,0 Aog.o Ac| .o 3521 28 72.1 S6S.3 4. )
KANSAS 2618 1o3l 165.2 1878 1278 ¥3Z.S 20}
xENTUCKY 1520 1114 233 PRI 8230 453.9 39,4
LOUISIANA . 29¢ & 2A48.2 112.2 1o 2 0.3 T4 1 kTHA
e (00,0 3357 vl . e2.9 L2.q T —
MARYLAND 602.3 2069 1253 1 Y306 Y430.¢ L3%.7 54,7
MASSACHUSETTS ©<?9 1308 42e.) S Y95 $41.S £3715,2 125,1
wcHIGAN 1 1:25.06 624 2018 Y2 19422 1 267.4 Ala?
| miemesora “11.7 A S$0.0 2062.7 Y239 4239 655.9 2.6
| Mssissiepy el 193.9 2.0 196,90 106.0 289.4 32.z
mssoun €349 330 | 304.9 2533 248 .3 8.2 18.5
MONTANA 7.3 33,4 S99 Y20 430 1£2.2 1.1
NEBRASKA : 18D as.al - /53.3 123.9 1279 a6, 9 6.9
NEVADA 474 TN A3 353 XXy 1420 -
NEW HAMPSHIRE o4 26 3.8 2a 3 533 14%.9 -
NEW SERSEY 994,17 ayyy /50,3 So7. & 07 o 1 %37. 4 18L.G
NEw Mexico 139.0 L2 ) $6.2 S6.2 20%.3) S.\
NEW YORK 3302 a023.9 1252.¢4 205 .4 NS4RS b 49,2 Ll0. 2
NOITH CAROLINA §20.2 2322 3.2 8511 A\ 845.0 s <
NORTH DAKOTA 232 5.5 4928 &%, 489 110, 2.3
omio 1,22%.9 3776 Bly.3 2410 24910 1023, 0 ~=
OKLANOMA 1Y, s 10Y.7 108.5 12V-6 1a\. 6 493.¢ 2.1
OREGON i 21%.5 240 244.2 234.3 3ay4.a 247¢.9 371.2
PENNSYLVANIA L+22.4 2778 208.3 79%.S 29345 LN FR TN
RHODE iSLAND 94,1 Y. o S3) éa.» L8 iy a¥.1
SOUTH CAROLINA 247.2 1759.2 o3 143 4 1434 330,90 $o. &
SOUYH DAKOTA ETWA 2.7 213 55.3 £2.3, 19 0. b
TENNESSEE 2599 176.5 18\.9 Y 90.3 110,23 [ el. &
TEXAS 1 129.2 Gar g 573 4959 4939 286" -=
uTAn i“2.7 13.8 e4.9 1e.4 0.5 1609 10,7
VERMONT [ ECRY AU 260 20,0 136 £.6
VIRGINIA 499, 4 alo.4 A2 Le 2202 2293 LL.0 % NG
WASHINGTON LY. 4 2233.3 2o 3.3 370. 4 3.3 Gt E =
WEST VIRGINIA V2L 193.7 <51 A 1306 2 iy 41
WISCONSIN £932.2 1ea.-¥ 2.4 Soy,» Soy. 8 L &) 104,80
wYOMING 50.5 11.9 29 6 30, 30.01 7a.2 -

1/ See explanation in Text, p. 3 AA.

2/ After deduction of local charges and miscellaneous revenue and Federal aid,

T Amount of Federal aid deducted ($3.1 billion) 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.
3/ 1Includes direct and intergovernmental expenditure.

Source: ACIR staff calculations based on U. S, Census data.




Tax Revenues Requi
90% of School Costs - Case 2.
Increase in Corporation Income Tax

Table 13, .
red for State Financing of
Proportionate

(in Millions of Dollars) -

State State Total State] State !,
Personal General Local Taxes| Corporatio
States Income Tax | Sales Tax |exc. State Income
Required Required |Personal Inj Tax
come & General
Sales Taxes
UNITED STATES, TOTAL 15, 337,01 15 397 45,5766 S, 4at-71
| _avamama LN 144, ScY. £e.2
ALASKA 10.6 20 %29 3.5
ARIZOWA 1as.1 1as.1 $ow 3 *2.9.
ARKANSAS 3.5 23 a23.2 CLNA
CALIFORNIA 1986 (o 19 %6G.4 L S25.% 10%3.9
COLORADO 194 % 1942 H20.6 60,2 :
) TicuY . a33. 2324 J10.,3 115
DELAWARE 27.9 39.9 1.3 9.2
DSy OP-SOUNMNOA -
“piomioa 293.% a931x| 1sony 100.1
_7LOAIDA
SEORGIA 2600, 1 YN 2313 136.%
HAWAL 109.9 1049.9 1&i- 5 L4 1
10ANO 58,3 55,3 24,9 T
ILLINOIS 2325 1228 Atel.4 2736
|_INDIANA 49,8 449, 8 24 a1, 2
10WA 4.4 2424 59s5.9 St (e
L KANSAS 1732 123.2 $ShL.@ 42, 3
KENTUCKY 204,23 A0y 3 4384 24%. 2
LOUISIANA 12%.2 az.a 1%59.2 9.7
[ _mane S7.4 52.6 124.1 19. G
MARYLAWD $21.2 al.2 h1-XM-10 -73.5
MASSACHUSETTS 5331 Sa3.l 14001 218.0
MICHIGAN 123,.0 g33.0 31011 S22
MINNESOTA $09.1 +09, I3 TNA ST
| wississIePy . al. b 435.% 0.2
mssoum 24,7 Q47 116,73 S3.%
MONTANA 4. ® i g 160.2 la. B
| _nEBRAsKA 121.% 1219 Ag0.9 23.Q
NEVADA “30. 1 30.1 15,9 10,3
NEW HAMPSHIRE % A 221 1seS5 9.6
NEW JERSEY S00.0 %006 10L& 220, 7
MEW MEXICO 5a.4 Sa.4] _Ale. 8 3.6
[ wew vonx 20638 20633 hu1e. S sis.4
|_moTH canoLna At 2439 3149.4 116.9
MORTH DAKOTA [P B, 1S, S 1.3
oMI0 033. 1 6331 2 017.% AS. %
OKLAHOMA - 107.2 107.2 S22 9.3
OREGON a23.3 233,85 %4 0.2
PENNSYLVANIA g03. 5 303.5 a _400.4 2240
RHODE ISLAND 3.4 L5.6 A33. % A2 4
SOUTH CAROLINA 131,23 131.3 342,27 63.0
SOUTH DAKOTA 49. 3 49 % 132.9}) 17,1
TENNESSEE 188. ¥ 122.R £21.% L't ¢
TEXAS 6.2 T3-S 23315 14S.3
yTAH 6.7 .2 168, 8 18,3
VERMONT 30.3 20,3 [¥-%. 1! s.o
VIRGINIA 332.§ 332.% 299.7 32.1
WASHINGTON 3te.3 216.3 263.7 107.9
WEST VIRGINIA 1.0 11e.0 A46.1 {(s.3
WISCONSIN =00, 500,06 2523 1095
WYOMING A% & 5.4 1.3 2.1

1/ See explanation in text, p. 3-23.

Source: ACIR staff calculations based on U. S. Census data.




Table 20,

Eotimated Additional Scate and Local Funds
Resulting From Federal Welfare Takeover

and x.venuevsharing, By State

State State-Local Public Nixon Administration
Welfare Exgendituru Revenue Sharing Plan
19691/ of $5 Billion Appropriation
State Local State Local
UMITED STATES, TOTAL 2L 388 B/439 2.€35.2 NETVX 4
ALABAMA 22.5 2.2 J0.¢ 3,5
ALASKA £ - - I8 25
ARIZONA /2.6 2.7 _J0.8 20,
ARKANSAS 249 2 Q77 (5.9
CALIFORNIA 5. & 222.3 2234 26,9
COLORADO 4#9.2 yA R 229 0.2
_CONNECTICUT 58.6 7.8 250 310
DELAWARE /. / 20 2.7 3.7
DISY, OF COLUMBIA —_ -- -2 hoilhg
FLORIDA 338 /8.7 F720 204
GEORGIA /50 9.5 rx P7%4 !
HAWAILY 2. o.f Z3 &.0
1DANO 78 3.0 178 1 Sl
ILLINOIS 0.7 a./ Vd A7) 2218
INDIANA N¥A4 307 59.7 EYwi
owa %4.7 ¥4 Irs 6.0
KANSAS 340 - - 754 257
KENTUCKY 374 3./ 3.0 o5
LOUISIANA L8,/ yA ) 615 2.9
L MAINE /5 EX /2.5 0¥
MARYLAND 23./. 237 43 “3.3
MASSACHUSET TS 33523 2059 566 £5.7
MICHIGAN 223.6 53.5 L2489 £00.3
| _wnesova /.2 S5.7 6ry %%.4
| _saississipey o3 2 257 R
[ smssoum 727 57 759 Y
| _MONTANA 2L 7é 1 £9 2.7
| _neBRAsKA /2.6 - - /6.4 226
NEVADA A/ 57 yA) 4.8
| _MEW HAMPSHINE 5.7 2.3 44 2.6
NEW JERSEY LLL2 £ 670 £9.7
NEW MEXICO 4.2 o2 79.9 29
NEW_YORK 732.3 325,92 2529 2747
NORTH CAROLINA 24,4 /3.6 78/ 352
NORTH DAKOTA 7/ 2.8 /1.7 7.r
onto L5.Y 72.9 iTadl 1176
OKLAHOMA 518 48 7.8 23,9
OREGON /N /2.3 J&7 287
PENNSYLVANIA 220.4 5.4 /213 /4.9
RMODE ISLAND 32.7 2.2 xR A 2 ¥
SOUTH CAROLINA /33 27 39.8 /6.9
SOUTH DAKOTA 5.7 2.6 S.< 0.9
TENNESSEE 24.5 /3.5 2.5 373
vEXAs 2./ 4.7 216.6 L/6.¥
UTAN /3.2 /2.3 17.0 22:7
VERMONT 10.% 2.3 75 Z.5
VIRGINIA 2e. Y 3¢.¥ LY 5 Yo,
WASHINGTON 34,7 - - S7Y 344
| wEsT viRcinia JY4 0 2.6 255 /3.2
WISCONSIN 747 35/ 7.5 3.4
wYOMING 2.3 3./ &Y 5./

Source:

U. S. Census and U, S, Treasury Data

1/ Expenditures from own sources (net of intergovernmental
grants-in-aid).




Table 21,

of Welfare Cou-_i

Tax Revenues Required for State Finsncing o
902 of School Costs - Cast 3.

£

Federal Takeover

(in Millions of Dollars)
State State Total State] State LB
State Personal Geteral Local Taxes] Corporatiop
Income Tax | Sales Tax |exc. State Incone
Required Required |Personal Inf Tex
come & Ceneral
waveo staves, tovar | 13 057.3] 43,65 $3,420.6 4 zom. 4l
ALASAMA 32.7 132.7 $94.9 49. ¢
ALASKA \1.S i7.S o2y 3.0
ARIZONA ne. v 119.2 3949.% el
75.0 15.0 2620 resrs
|_CALIFORNIA (66, | AW L 036, AnG.D
| _cotonaoo 113.5- 173-5 4.0 S3.6
_COMNECTICUT 195.3 195.3 63%.6 YN
DELAWARE 3% 5 3% S 12,9 2.4
SIPTUT TSI
PLORIDA 2794 A9y 'S XA 5.2
seonata 442, 0 242,00 3.2 1273
pawan Y] 100.0 15%9.2 152
10ANO sL g S 2 1at. 13.5
sLLinois 1599 2%59.9 24279 259,35
WMOIARA $is. b $+35.4 1Z0.0 -V
|_towa ALY A4 S6a.Y 49.9
KANSAS 1%, 8 153.%8 #52.5 )
RENTYCKY ‘122, 8 1RE.S 479.8 9.0
LOUISIANA 103.7 103. 7 238.9 20.6
L MAINE Sl Si.t AR0.S 1 2.4
MARVLAND 378. 4 3724 32,2 PO
MASSACHUSETTS 393.92 393.9 [ 146.2 tated
SCHIGAN 7135, 5 73%.S A 000, O +0%,.0
A 390.2 2990.2 230.9 10462
| _Mss1ss1PPy G-} ai.! 422,06 93.%
mISOUR) 3023.2 203,23 08,0 7.5
MONTANA 8.7 32.7 [EAT 4 10.0
NEBRASKA Lidaol b, 279.2 21.9
NEVADA 25,3 2%.3 16,6 9.7
NEW HAMPSHIRE AS.1 an. 2 1+3.4 1.2
NEW JERSEY 4%2.% ¢83.% | 2766 154 . 4
NEW MEXICO 45,2 Y-5.2 4.7 1.7
NEW YORK 1921 1 7w3. 1 £ 99%.6 $9i. 4
| _woavH canoLma A%Q. 3 45,3 £3).7 113.2f
MORTH OAKOTA 42,9 4.9 TN 7% 1
ono SGX. ¢ S X 4 L9 193.2
OKLAHOMA $5.9 £5.59 S1%.2 33.7
<0t.3 alPe 3 2328 23.3
PENNSYLVANIA 109.3 209, 32 a 311.9 FC I
RHODE 1SLAND .o 4?6 022 S
SOUTH CAROLINA 3.2 136.3| 2326 0.5
SOUTH DAKOTA $+7. 4 ¥-7. 4 130. & Joo 2
TENNESSEE iy iy AL 3 1724 0.8 L0.5
TEXAS A93.0 aql.o 23081 132.6
uTAN 8.7 20.7 15,9 1.0
. VERMONT AS8.S 5.5 105.0 4.2
VIRGINIA FEW 332.8 Tl 4 19.3
WASHINGTON 275,% X78.2 741-9 a4 3
|_west virginia { 0% 7 0% 1 2 Ly, O - 13.2
He-3 Y633 2984 103.4
|_wvouma a7 A%, 2 1.z L4+

1/ See explanation in text, p. 3-23.

Source: ACIR staff calculations based on U. S. Census data.




~Table 227. 1
Tax Revenues Required for State Financing of 90%
of School Costs - Case 4, F7d0r11 Ceneral
Revenue Sharingls
(in Millions of Dol ars) :
State State Total State State
States ‘jPersonal General Local Taxes| Corporation -
Income Tax | Sales Tax |exc. State Income
Required Required |Personal In- Tax
come & General
Sales Taxes| .
UNITED STATES, YOTAL 13 _Syy & 1a, S4%.5 40 72:9.9 4 316.7
ALAPAMA 106, 5 106,21 L 3 4.8
ALASKA (4. I 4 2.l T
ARIZONA 106,50 106.6 KL Ay 36,5
ARKANSAS W (s JAHA “45.9 - 2.4
CALIFORNIA Lovy. 7 1554, 7 S 601,35 R4 4
coLoRADO 160.6G 12,6 248.% 4%.6
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TABLE 23

ESTIMATED LOCAL PROPERTY TAXES FOR SCHOOLS
AS A PERCENTAGE OF TOTAL LOCAL PROPERTY TAXES,
BY STATE, 1970
(Dollar. amounts in millions)

Local property tax revenue, 1970
State Total Schoo.l 's portion
% of
- X Amount total
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ACIR staff estimates based on various reports of

U.S. Bureau of the Censys, Governments Division,
for the years 1967 and 1970.

SOURCE:
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In December 1971 a reluctant, agonized, and bitterly
divided Ohio General Assembly enacted that state's first
state taxes on personal and corporate income. The final
action came after almost nine months of debate and nego-
tiation within the legislature. It ended six months of
piecemeal interim financing to which the state was forced
to resort while the legislature groped its way toward agree-
ment on a state budget and on the taxes to finance it.

In taking the plunge into the politically treacherous
waters of income taxation, the 109th Ohio General Assembly
brought to an end a period of almost 40 years in which no major
tax structure revisions had been enacted. The structure of
Ohio state and local taxation did of course evolve during this
period, changing shape in several fundamental ways. The muni-
cipal income tax, for example, rose in the 1950's and 1960's
to a fiscal prominence matched in few other states. Property
taxes also went higher and higher, and rates of existing state
taxes were increased, some several times. But these changes
were gradual and almost imperceptible, and few of them came
about as a result of overt legislative action. Those that
did involved only incremental increases of rates or extensions
of coverage in existing statutes. It could fairly be said
that the 1971 tax program was the first major tax legislation
enacted in Ohio since the adoption of the state sales tax in
1935.

THE EVOLUTION OF TAX REFORM AS A PUBLIC POLICY ISSUE

The 1971 tax revision did not burst on the scene suddenly
and unheralded. Only those who were totally ignorant of fiscal
affairs and those who determinedly refused to face reality could
have failed to recognize the inexorable forces working toward
tax structure revision centered on personal and corporate income
taxes. The actions of the legislature in 1971 were the culmi-
nation of fiscal and political forces that had been at work
since at least as far back as World War II.

During the Second World War Ohio, like the other states,
enjoyed a fiscal idyll that has not been experienced since.
Spurred by wartime economic growth and inflation, the flow of
revenues far outran expenditures, which were held down by
shortages of materials and labor. Unprecedented surpluses
accumulated. Tax rates could of course have been reduced, but
legislators and administrators alike anticipated that the
postwar years would be a time of catching up on facilities
and programs that had been deferred first by a decade of de-
pression and then by the war.

At the start of the 1948 fiscal year the state held an
accumulated general fund surplus of about $216 million.
During the ensuing decade this surplus was gradually eaten
up. In only 2 of the 10 fiscal years spanning the period
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July 1, 1947 thru June 30, 1958, was there a general fund
surplus. The cumulative deficit for the decade was nearly

$200 million. The state obviously did utilize the wartime
surplus to expand postwar programs beyond the level made
possible by existing taxes. Views may differ on whether or
not this policy was fiscally "responsible." 1In any case,

it had the unfortunate effect of obscuring the fact that

the state was living beyond its means. It allowed the

people of Ohio to become 1lulled into the conviction that fiscal
conservatism was synonymous with avoidance of tax increases and
that revenues generated by economic growth would, with prudent
management, suffice indefinitely to meet the state's needs.

While the state government was living partly on the
wartime fiscal surplus, local governments generally enjoyed
no such cushion. Municipalities were first to experience
the squeeze. Tackling the backlog of current and capital
expenditures under conditions of postwar price inflation,
many Ohio cities soon were forced to seek additional taxes,.

Their situation was identical to that faced by cities
through the nation, but with two significant exceptions. First,
under Ohio's constitutional limit of 10 mills on the aggregate
property levy, cities along with other taxing units were required
to go to the electorate for approval of any "outside" millage.
Most officials, especially in the larger cities, became convinced
that efforts to gain voter approval of further increases in
municipal property taxes would be futile. The second difference
was that under Ohio's unique "pre-emption" doctrine! local
governments were constitutionally forbidden to impose any tax
already used by the state. The effect was to block cities from
enacting local "piggy-back" sales taxes, a movement that took
root in several other states at about that time.

Prevented by the 10-mill limit from gaining additional
property tax revenues, and by the pre~emption doctrine from
supplemental sales taxes, Ohio cities began to turn to the one
major revenue source left open to them--the municipal income tax.
Starting with Toledo in 1946 the number of Ohio municipalities
levying such taxes has grown to more than 300 by 1971. The
significance of this movement to the process of tax reform can
scarcely be exaggerated. As the cities acquired a vested
interest in the income tax, they formed a powerful bloc in
opposition to state entry into the field. Many people thought

The judicial doctrine of pre-emption holds that the state
legislature, in adopting any form of tax, implies its intention
to exercise its control over local taxing authority so as to
prohibit local taxes on the same or a similar subject without
express authorization of the legislature.
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that the pre-emption doctrine would require that if the state
were to enact any form of income tax, the municipal taxes would
of necessity fall. Even if this concern is groundless, as most
now agree, cities would nevertheless be at a disadvantage in
competing against the state for revenues from this source.

By the mid-1950's it became evident that the free ride the
state had been enjoying was coming to an end. 1In 1956, with
the election of 5~-term (10 years) Governor Frank J. Lausche
to the U.S. Senate, Republican C. William O'Neill gained the
governorship. Facing the alternatives of austerity or in-
creased state taxes, the governor and the legislature chose
the former, thereby maintaining the status quo for 2 more years.

The DiSalle Era

In 1958, the Democratic party scored one of its rare sweeps
in normally Republican Ohio. Partly as a result of a strategic
blunder in placing a "right-to-work"” issue on the November
ballot, the Republicans lost the governorship to Michael V.
DiSalle, along with control of both houses in the General As-
sembly and John W. Bricker's seat in the U. S. Senate. The
election demonstrated the political power of organized labor
when aroused from its lethargy by a clear threat to its
interests.

Taking office in January 1959 as Ohio's first 4-year-term
Governor, DiSalle encountered the same choice--whether to live
with austerity or to break what had now become a tradition by
seeking increased state taxes. Unlike his predecessors, DiSalle
presented the General Assembly with a significantly enlarged
budget to be financed by a variety of changes in existing taxes.
The key revenue proposal was to broaden the base of the 3%
retail sales and use tax by (a) including a variety of personal
services and (b) narrowing the existing "direct use" exclusion
that removed many business purchases from the tax base. Other
elements included increasing rates of the corporation franchise
tax (levied on corporate net worth) and the cigarette tax, and
increasing the mark-up on liquor sold through the state liquor
monopoly .

Despite control by his party of both houses in the
General Assembly, Governor DiSalle was unable to gain en-
actment of his tax program. The sales tax broadening
proved especially unpopular. In the final analysis the
legislature went only so far as to add two cents to the
cigarette tax (raising it from 3 to 5 cents per pack) and
to raise the franchise tax from one to three mills per
dollar of net worth. The ligquor mark-up was also increased.

In the second biennium of his 4-year term, facing a
Republican legislature, the governor submitted a budget
requiring additional tax revenues but containing no specific
proposals. Instead he indicated his willingness to sit
- down with legislative leaders to fashion a bipartisan tax



program. The Republican leadership would have nothing of
that and instead pared the budget to stay within revenue
from existing sources.

DiSalle paid dearly for having violated Ohio's
no-tax-increase tradition. In November 1962 "High-Tax Mike,"
as his opponents tagged him, was resoundingly defeated by
James A. Rhodes, whose promise to Ohiocans was "no new or
increased taxes." The lesson was clear for all to see, that
the people ¢f Ohio do not look kindly on the political leader
who dares to raise taxes.

The Rhodes Fiscal Policy

Having committed himself to hold the line on taxes,
Governor Rhodes faced the classic political dilemma of
meeting public service needs and fashioning a distinctive
"program" without spending more money than could be raised
from existing sources. That the Governor was able to ride
out this dilemma through 8 years of popularity must be attributed
partly to good fortune, partly to ingenuity, and partly to
ballyhoo.

The good fortune consisted of the economic recovery of
the sixties, which gave Ohio a rate of growth above the
national average and swelled the revenue flow accordingly. In
contrast, the economic weakness of 1959-61 had contributed
much to the fiscal problems of the DiSalle administration.

There were several elements of ingenuity in the Rhodes
fiscal program. One was to resort to borrowing for financ-
ing of functions that had previously been handled for the most
part on a pay-as-you-go basis. The administration proposed, and
the voters approved, a $250 million bond issue for "public
works" in 1963, a $500 million highway bond issue in 1964,
a $290 million issue in 1965 for "Development Revenue," and a
$759 million issue for "public capital improvements" (highway
and other) in 1968.

It would be hard to maintain that there was anything
fiscally unsound about this policy. The successive bond issues
still left Ohio with a low state debt in relation to the size
of the state's economy. And borrowing is universally recog-
nized as a sound and prudent way to finance capital improves=
ments. Yet their effect, as with all bond issues; was to
encumber future revenues to provide immediately capital facilities
that otherwise would have had to wait. 1In time it also placed
increased demands on current revenues to operate and maintain
these new capital facilities as they came on line. And it
allowed Ohio voters to continue on in the happy belief that
additional public services and facilities could be provided
at no additional cost in taxes.

Another element of ingenuity is found in the gradual,
almost imperceptible, reinterpretations of the "no new taxes"
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policy. Very early it became evident that in an economy
of rapidly growing public service demands a hold-the-line
" policy at the state level has the effect of shifting a
larger part of the state-local fiscal burden to local govern-
ments. It amounts to forcing local governments to raise rates
of taxes subject to their control--in Ohio, the property tax
and the municipal income tax. Both revenue sources shot up
during the 1960's, though few Ohioans recognized this as a
direct consequence of state fiscal policy.

By 1967, at the start of Governor Rhodes' second term,
it was evident that some modifications must be made. The
program that was decided on by the Governor and his party's
leadership in the General Assembly, and subsequently
enacted, authorized a variety of permissive local taxes,
including a "piggy-back" county sales tax, a hotel and
motel room tax, an auto license tax and a tax on utility bills.
It was argued that these taxes, being optional and local, did
not violate the no-new-state-taxes pledge.

Two years later, as the budget was being prepared for
the last biennium of the Rhodes administration, tentative
discussion was given to the idea of county income taxes,
either optional or mandatory. Either would take some pressure
off the state general fund, and the resulting taxes
could be termed local rather than state taxes. Never-
theless the idea was dropped when the Governor asserted his
continued firm opposition to any form of income tax.

Many things contributed to the success of the no-new-
tax policy: stringent economies; buoyant revenues supported
by economic recovery; large-scale borrowing; increasing local
property taxes; spreading use of municipal income taxes; and
opening up other nonproperty taxes to local use. In 1967,
at the start of Governor Rhodes' second term, emphasis shifted
to the word "new" in the "no-new taxes" slogan. References
to "no-new-or-increased taxes" were carefully avoided. The
reason soon became evident. The Governor's fiscal program
for the 1967-69 biennium, as worked out in compromise with
legislative leaders, called for an increase in the retail
sales and use tax from 3 to 4 percent; an increase in the
cigarette tax from 5 to 7 cents per pack; and an increase in
the corporation franchise tax from 3/10 to 4/10 of one per-
cent on net worth. Nor was that all. Public utility
excise tax rates were increased in fiscal 1969 and again in
1970. In fiscal 1970 the cigarette tax was increased
again, to 10 cents per pack, and the corporate franchise
tax went to 5/10 of one percent. Yet, because of
the ingenuity with which slogans were gradually modified,
few Ohioans would have accused Governor Rhodes of
having violated his pledge on taxes.

-5



Finally the success of the Rhodes fiscal policy must
be attributed partly to ballyhoo. The Governor himself
projected a personal image of tremendous energy and enthu-
siasm. His repeated assertions that Ohio was far outstripping
the rest of the nation in economic growth engendered wide
acceptance of the notion that growth would somehow solve the
state's fiscal problems. His profound conviction, against
all evidence, that whatever economic growth Ohio enjoyed was
attributable to a "favorable tax climate" solidified support
for his hold-the-line tax policy; his pride in Ohio's low-tax
position, coupled with'noisy claims to Ohio's national leader-
ship in this or that public service area, drowned out the
evidence of gradual deterioration.

This fiscal policy, based on a unique blend of chutzpah,
luck, skill and ballyhoo, maintained the Rhodes administration
in high popularity throughout its 8-year tenure. That it
postponed, obscured and aggravated many problems cannot
be denied. The fiscal legacy left by the Rhodes administration
gives plausibility to the wry suggestion of one astute observer,
that the State Constitution (which now limits a governor to two
terms) should be amended to provide that if a governor serves
two consecutive terms, he must serve a third.

Income Taxation--Its Emergence as an Issue

When DiSalle took office in 1959, there was virtually no
talk of a state income tax. Despite fiscal problems that
impelled the Governor to present a radical and, for that time
mammoth fiscal package, little or no discussion was given to
the possibility of proposing state personal and corporate
income taxes. By 1970, little more than a decade later,
both major party candidates for governor were announcing that,
if elected, they would present a tax reform program centered
on some form of statewide income tax., By what process did
income taxation emerge from a latent issue, of concern only
to scholars, reformers and eccentrics, to a major question
of public policy?

Though the intellectual roots of the state income tax
issue go deep into Ohio history, for present purposes it is
enough to go back to 1961. In that year the Ohio General
Assembly considered income tax legislation for the first time.
The proposal, sponsored by Republican House Speaker Roger
Cloud (later to become State Auditor and the party's candidate
for Governor in 1970) called for permissive local school dis-

“trict income taxes. The intent was to ease burdens on local
property taxes, without involving the state in any new taxes.
Later on in the session the proposal was modified to allow
county income taxes for school purposes, but no action was
taken.

Also in 1961 the Ohio AFL-CIO, The Ohio State Council of
Retail Merchants, The Ohio Education Association, and The Ohio
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Farm Bureau Federation, feeling that the time had come for a
comprehensive study of Ohio's tax system, combined forces

to sponsor such a study. They retained the late Dr., George
W. Thatcher, then Chairman of the Economics Department of
Miami University, who in turn enlisted the help of other dis-
tinguished economists on the faculties of Ohio's colleges

and universities. The result was a 255-page report? that
reviewed:

1. The major sources of taxation in Ohio and their
impact;

2. The principal areas of possible sources of
additional tax revenue;

3. The probable yields of these additional tax
sources; and

4, Advantages and disadvantages of .each.

The report considered each of these areas in a thorough,
scholarly and objective manner. It offered no recommenda-
tions, but merely reviewed the problems and the alternatives.
Nevertheless because of the clear preponderance of evidence
supporting income taxation the report has been widely inter-
preted as having pointed toward state taxation of both
personal and corporate income as the key elements in a
desirable program of tax revision.

In the 1963 legislative session, with a Republican
governor in office, House Speaker Cloud revived his 1961
proposal for optional county income taxes as a possible
answer to the pressing financial problems of schools. The
bill passed the House but died in the Senate,

Public discussion of tax policy, including income taxa-
tion, advanced another notch in 1965, when the General Assembly,
in a bill sponsored by Republican Rep. Charles H. Kurfess
(later to become Speaker of The House of Representatives)
created the Ohio Tax Study Commission. The Commission was
directed to conduct a comprehensive study of the state and
local tax structure of Ohio, including the problems of admin-
istration and collection, distribution of tax revenue, and
inequities in the existing tax structure. It was also asked
to consider and recommend changes in the tax laws deemed
beneficial to the citizens of Ohio and the operations of
state and local government.

The Commission consisted of 15 members--8 legislators
equally divided by party and 7 citizen members. A staunch
conservative, former Senate Republican Leadexr C. Stanley Mechen,
was chosen as Chairman. For the better part of a year the
Commission held public hearings throughout the state. 1In
mid-1966 a study staff under the direction of Dr. Frederxrick

2Tax Revision Alternatives for the Tax System of Ohio,
George W. Thatcher, Director (Columbus, 1962).
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D. Stocker of Ohio State University was employed to prepare

a series of staff papers on various topics. These formed a
large part of the input to the Commission's deliberations, and
were published along with the Commission's report,?®

The Commission report, published in June, 1967, called
for a shift in emphasis away from property-based taxes and
toward income-based taxes. In a key passage the report
stated:

The present dependence on property taxation
is so great that the Commission proposes that if
large additional revenues are needed the General
Assembly should give serious consideration to
enactment of a state personal and corporate income
tax, replacing considerable amounts of the present
taxation on property, and forestalling, in some
measure, the additional property taxation that
otherwise would be inevitable in the future.®*

As has been noted, the administration and legislature
turned in 1967 to sales tax and excise tax increases and to
permissive local taxes, rather than to the income tax the
Commission recommended. Nevertheless in that same year
the Ohio House of Representatives appointed a Select
Committee on Local Tax Revision under the chairmanship of
Rep. Albert H. Sealy, Jr., to follow up on the general
recommendations of the 1967 OTSC and to prepare a proposal for
the consideration of the legislature. Significantly, the
Committee's scope was confined to local tax revision. 1Its
focus was on implementing the OTSC recommendation for de-
emphasis of property taxation and greater use of income
taxation, within the framework of local taxation.

The Sealy Committee held numerous public hearings
throughout the state and explored in depth several approaches
to tax reform, all involving statewide taxes on personal and
corporate income accompanied by large-scale property tax
reductions. Late in 1968 the Committee submitted its recom-
mendations, the key features of which were:

1. Enactment of a state tax of 5% on corporate and
unincorporated business net income.

2. Repeal of the 0.5% tax on corporate net worth.

3. A phase-out of the property takx on inventories over
a 4-year period.

30hio Tax Study Commission Report, Columbus, 1967.

“Ibid., p. xi. (Italics in original.)
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4, Allowance of a credit for other tangible personal
property taxes against business franchise tax
liability.

5. Imposition of a state-administered 1% "local
government income tax", all the revenue from
which would go to local governments in the
county of origin. The tax was to be based on
federal AGI as reported on individual returns,
allowing personal exemptions but no nonbusiness
deductions.

6. Repeal of the intangible personal property tax.

7. A complex system of distributing revenues
among local governments, designed to protect
~ each unit of government from any revenue loss
resulting from the changes.

The House Ways and Means Committee held hearings during
1969 on this proposal, along with a number of other tax
revision proposals involving personal and corporate income
taxes. Criticism of the Sealy Committee proposal centered
on its complexity, its failure to provide much net additional
revenue, and its tendency to freeze existing patterns of reve-
nue distribution among classes and individual units of local
government.

In October of 1969, the budget for the 1969-71 biennium
having been balanced by a combination of tight budgeting
and a patchwork of tax increases, The Ohio Education Association
moved the issue of income taxation a step further through its
sponsorship of a two-day conference on longer-run problems
and solutions in school financing. The conference brought
together representatives of major statewide organizations, key
legislators, and public finance experts from the universities.
Though specific results are hard to pinpoint, 'it is widely
believed that this conference marked a significant advance in
realistic thinking of key individuals ©on the fiscal problems
of the state and on the alternatives for dealing with them.

Consideration of various forms of personal and corporate
income taxation continued in and around the legislature in
early 1970, with at least a half dozen variants receiving
attention. No action was taken. On adjournment of the 108th
General Assembly in June, 1970, the House Ways and Means
Committee was directed to continue to study the various pro-
posals before it and to try to work out an acceptable compro-
mise by the time of the convening of the new General Assembly
in January, 1971.

Growth of Public Support

The evolution of income taxation as a major public
issue is marked also by the policy positions taken by the
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major interest groups. Efforts by the large statewide
organizations--organized labor, the State Council of Retail
Merchants, the Chamber of Commerce, the League of Women Voters,
the farm organizations, the education organizations, and others
--to formulate a position on tax policy involved more or less
active discussion of the issues by their membership and, later
on, led to dissemination of the organization views to the
legislature and the general public,

Prior to the Thatcher study in 1961-62, the idea of
state income taxation had little or no organized backing in
Ohio. Among the first groups to endorse the income tax as
the key element in a program of tax reform for Ohio were the
Ohio Farm Bureau Federation and the Ohio Education Association.
Later these were joined by other organizations interested pri-
marily in increased funding for selected programs and only
secondarily in the source.

In many states the labor unions have provided a strong
impetus toward income taxation, viewing this as the only way
to shift a larger share of the tax load to higher income groups.
In Ohio the labor movement, as represented by the state AFL-CIO,
avoided endorsement of a personal income tax, though they
consistently and strongly favored a corporate income levy.
Labor's position on a personal income tax, as is discussed
later in more detail, varied throughout the sixties from
one of tacit support to outright opposition. At the same
time the unions, through an extensive program of local edu-
cational seminars, did much to increase members' awareness
of the issues and alternatives in state fiscal policy,

The development that most forcibly brought state tax
policy to public attention was a rash of school closings
across the state in 1969. Youngstown schools closed for
five weeks at the end of calendar year 1968, and 10 other
systems were forced to suspend classes in the fall of 1969
for varying periods for lack of money. 1In each case the cause
was defeat (or a series of defeats) of proposed school levies
by the local voters. Although other, nonfiscal, controversies
were often the root of the problem, the defeats were widely
interpreted as signifying refusal of local property taxpayers
any longer to bear the brunt of rising school costs and as a
demand for an enlarged state role in school financing. The
ensuing discussion in the press, in local communities, and in
the legislative halls produced general consensus that some
basic changes in tax structure were needed.

The political campaigns of 1970 demonstrated that tax
reform, which less than a decade earlier was mentionable
only in a whisper, had finally emerged as the number one item
on the public agenda. The platforms of both major parties
called for property tax relief. Both gubernatorial candidates
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indicated their intent, if elected, to press for enactment

of some form of income tax, though the precise form of tax

was left vague, as was the matter of whether it would apply to
individuals as well as corporations. The Republican candidate,
Roger Cloud, appeared to favor the county income tax approach
he had first proposed in 1961. His opponent opposed the county
tax approach, insisting that any new income taxes must be
state~levied and statewide in coverage. In the November
election Democrat John J. Gilligan was elected governor, though
Republicans retained firm control of both houses in the General
Assembly.

One of the first actions of the new governor-elect was
to appoint a 34-member "Citizens Task Force on Tax Reform",
charging it to report to him one month after his inauguration
recommending a tax program that would raise additional reve-
"nues "when and if needed" and correct inequities and defects
in the existing tax structure. His charge to the Task Force
emphasized that its deliberations and recommendations were
to be free of any constraints whatsoever from him or his
administration. The Task Force itself was insistent on its
total autonomy. In view of the general knowledge of the
governor-elect's own views on tax policy, this stance suggests
the great confidence he apparently felt that the Task Force,
if it took its job seriously, could not fail to come to a
consensus in support of an income tax program such as he was
known to favor.

As a consensus building undertaking the Task Force was
successful beyond most peoples' expectations. The membership
of the Task Force,. consisting with only one or two exceptions
of Presidents of statewide organizations that had an important
stake in state tax policy, represented the full spectrum of
opinion to be found in the state. Yet its key recommendation--
that the state should move promptly to adopt a graduated-rate
personal income tax and a corporate net income tax, and grant
substantial (though selective) property tax relief--bore the
endorsement of 30 of the 34 members. Significantly, the
dissenters included the three labor union representatives,
who held firm to their position of refusing to endorse a personal
income tax unless accompanied by far-reaching changes and in-
creases in business taxes. One representative of a conservative
business organization, apparently unable to swallow the income
tax concept, abstained.

The Gilligan Tax Program

The Task Force reported to the Governor on February 15.
Exactly one month later the Governor submitted his budget and
tax proposals for the 1971-73 biennium, The budget proposed
sizable increases in almost every category of state spending.
To finance the increases he proposed a far-reaching program
of tax revision including:
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1. A personal income tax, to be levied on adjusted
gross income as defined for federal income tax
purposes (with minor adjustments), at the following

rates:

Adjusted Gross Income RATE
Less than $3,000 1%
$3,000 - $6,000 1 1/2%
$6,000 - $10,000 2%
$10,000 - $15,000 3%
$15,000 - $20,000 4%
$20,000 - $25,000 5%
$25,000 - $35,000 6%
$35,000 - $50,000 7%
$50,000 and over 8%

A credit of $10 was to be allowed for each eligible
personal exemption.

2. A franchise tax to be levied on corporate net income
as defined for federal purposes, with income of inter-
state corporations to be allocated according to a 3-
factor formula, the rate to be 4% on the first $10,000
of income, 8% on the balance.

3. For homeowners and renters, a property tax "circuit .
breaker" in the form of a credit against personal income
tax for 100% of property taxes in excess of 5% of AGI,
with a refund of excess credits. A similar but more
generous circuit breaker was proposed for senior
citizens.

4. For corporations, a property tax circuit breaker in
the form of a credit against corporate income tax for
80% of property taxes in excess of 25% of Ohio income,
with a 5-year carryover for excess credits.

5. Repeal of the existing corporate franchise tax of
0.5 percent on net worth.

6. Repeal of the state tax on intangible personal
property except for financial institutions, which is
essentially a 5% tax on interest and divideénd income.

7. A general roll-back of school property taxes, as part
of a revised formula for state school assistance.

8. An extension of the state sales and use tax to cover
many business purchases formerly exempted.

This program paralleled very closely the Task Force recom-
mendations. The principal departure was the proposed narrowing
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of the "direct use" rule (item 8 above),whlch was opposed
by the Task Force and by most business groups, but strongly
favored by organized labor. This feature of the program
later became one of the chief bones of contention.

The proposed tax program was calculated to generate $1,115
million in new revenue in its first full year of operation
(fiscal 1972). Of this amount, $415 million was to be eaten
up in tax relief, leaving a net gain of $700 million. This
would amount to an increase of about 50 percent in state general
fund revenues, but it would have left Ohio still below the
national average in per capita tax levels and in most categories
of public expenditures.

The Response in the House of Representatives

As was to be expected, the initial response from the
Republican leglslatlve leadership was one of disbelief and
outrage over the size of the budget and the size and shape
of the tax program. Vows were made to greatly reduce the
expenditure package, but no rash promises were made to
scuttle the tax program. Democrats in the legislature generally
expressed cautious approval.

To expedite legislative action the House of Representatives
divided the Administration program into 3 separate bills, one
containing the education financing portions, a second containing
all other appropriations, and a third containing the tax pro-
posals. Hearings were begun immediately with promises by the
House leadership to aim to complete action by mid-May. The
Ways and Means Committee, which handled the tax program, heard
numerous witnesses endorse the general approach with few or no
modifications. ©No major interest groups came out in firm op-
position to the income tax concept though many argued that the
total package was too large. Business groups focused their
criticism on the proposed narrowing of the direct use exclu-
sion rather than on the income tax proposals. Simultaneously
negotiation and debate was going on in party caucuses and in
private sessions among legislative leaders and representatives
of the Administration.

As the weeks went by it became evident that the Republicans,
who controlled the House with 54 members to the Democrats' 45,
were nearing agreement on a scaled down education program and
a greatly reduced general appropriations bill to offer as alter-
natives to the Administration program, but that deep divisions
existed within the caucus on the tax program.

While the Democrats bided their time, House Republicans
engaged in a bitter 3-way struggle. One group opposed any form
of personal income tax, favoring instead a greatly reduced
spending program to be financed if necessary by an increase
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in sales tax. A second group favored an income’ tax to raise

new money and to accomplish some structural reform, but insisted
that such a tax should take the form of a flat rate county income
tax, to be enacted in each of the state's 88 counties under a
legislative mandate, and to return all its revenue to local
governments in the county of origin. A third group favored a
personal income tax, but only if it were a state income tax

with graduated rates.

Other differences existed within both parties over such
matters as the form and amount of property tax relief, the
proposed repeal of the intangibles tax, and the balance be-
tween business and personal taxes. The key issue was the
extent of sales tax broadening in the area of busihess purchases.
While the major business organizations were united in determined
opposition to any narrowing of the direct-use exclusion, organized
labor was just as firmly committed to achieving a narrowing or
total repeal of this exclusion, as the price of their support
for a tax program containing a personal income tax.

The mid-May target date for completing House action came
and went without any tax bill having been reported out of
the House Ways and Means Committee. Meanwhile the Republican
caucus had reached agreement on an alternative school finance
and general appropriations package. Near the end of May, the
House leadership, seeing no early solution to the tax deadlock,
decided to go ahead and report out the expenditure program
for floor action. In a hectic session the Republican-drafted
appropriations .and education bills were reported out of committee
by a straight party-line vote and, under a suspension of the
rules, sent directly to the floor of the House.

There followed a parliamentary maneuver that deserves to
go down in the books. Immediately as the floor was opened for
debate on the bill (which most Democratic: legislators had not
seen, much less read) a Republican legislator rose to move
amendment of the bill to substitute in its entirety the
language of .the original administration bill. Democrats,
caught by surprise and aware that they could not muster votes
to pass the Administration budget intact, caucused briefly and
then joined Republicans in voting unanimously against the
proposed amendment.

House Democrats no doubt expected that by defeating the
in-toto substitution of the Administration budget they would
gain the opportunity to propose specific amendments that might
gain approval, and thereby restore at least some of the cuts
contained in the Republican bill. They were quickly dis-
abused of this notion, however, for when they moved amendments
to restore specific sections of the Administration bill the
Speaker ruled such amendments out of order on ground that
the matter had already been considered and disposed of. The
conclusion of the session saw a frustrated and angry Democratic
minority helpless to block passage of the Republican budget, which
carried by a near party line vote.
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In steam-rollering its own expenditure program, however,
the House leadership committed a strategic error. The expen-
diture program was clearly a Republican program. While con-
siderably smaller than that proposed by the Administration,
it still contained enough increases to require additional
taxes. House Democrats, smarting from their merciless beating
on the budget, were now content to sit back and dare Republi-
cans to come up with their own tax program. Divided as they
were, this proved no easy task.

The expenditure program having been moved on to the
Senate, the struggle in the House over the tax program in-
tensified. Repeated efforts by the leadership to fashion a
compromise tax program failed. The fiscal year came to a
close, necessitating legislative action on an interim budget,
and still no tax program had been reported out of the Ways
and Means Committee.

Finally in mid-July, after intensive backstage nego-
tiating, agreement was reached to vote out a compromise tax
program and bring it before the House. The compromise re-
sembled the Governor's initial proposal in broad outline but
was considerably reduced in size. It contained the following
features.

1. Corporation franchise tax based on the greater of
(a) present five mill tax on net worth or (b) a new
tax on net income of' 4% on first $25,000 and 8%
on balance.

2. Graduated state income tax imposed on indi-
viduals at rates from 1% to 4% of federal
adjusted gross income, allowing $500 exemptions
for dependents up to constitutional limit of
$3000.

3. Tangible personal property tax assessment levels
‘reduced in annual steps: from 70% (5 years) and 50%
(4 years) to 40% for all  taxable property.

4. Approximate 10% across—-the-board reduction in real
estate taxes, financed by using income tax funds

‘ to pay part of real estate tax bills. The reduc-
tion would apply to both individuals and business
but not to personal property.

5. Repeal of intangibles taxes on stocks, bonds,
investments, etc.; Taxes on shares of financial
institutions and dealers in intangibles would be
increased one mill each; domestic insurance
company tax increased from two to three mills.
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6. Property tax exemptions for aged 65 and
older homeowners,...$1,000 of assessed value
regardless of income and $2,500 of assessed
value if income is less than $6,000--financed
by estate tax increase.

7. Substantial narrowing of the "direct-use" exclusion
under the sales tax.

In floor action, two significant amendments were adopted.
One, an obvious concession to Democrats still enraged over
the tactics used on the expenditure bill, restored about
$167 million that had been cut from the administration
budget. Although to add an appropriation item to a tax bill
might seem to violate House rules of procedure, the issue
was not raised.

The second amendment was far more controversial. The
leadership of both parties in the House evidently believed
they had sufficient votes to pass the compromise package in
its entirety. On the floor, however, an amendment was offered
by a conservative Republican to.leave the direct-use exclu-
sion unchanged (i.e., to ellmlnate item 7 in the above list).
To the apparent surprise of the leaders the amendment carried,
all affirmative votes being cast by Republicans. Immediately
labor-oriented legislators, believing they had been double-
crossed on this central point in their tax program, threatened
to withdraw their support from the compromise tax package.
Quick action by Administration forces headed off the revolt
and the compromise package was passed without the controversial
provision narrowing the direct use exclusion.

The House passed tax program was estimated to produce,
net, more than $1.0 billion in new revenue in the fiscal
1971-73 biennium. ' This fell about $73 million short, however,
of covering the appropriations—-education bill approved earlier.

Senate Action

As the Senate began its deliberations on the budget-
tax program, the State was already several weeks into the
1971-73 biennium. The Senate Ways and Means Committee
began work promptly on the bill passed by the House, held
two weeks of hearings, and at the end of July sent the bill
to subcommittee for critical review and appraisal.

Unlike the House, the Ohio Senate had not had the expe-
rience of having considered income tax proposals in the
preceding session. -Most senators had a relatively open mind
on the issues and were not bound by public statements or
commitments. In particular, no senators were commltted
either intellectually, emotionally, or politically to the
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idea of a flat rate county income tax, which had proved such
a troublesome diversion in the House.

Nevertheless ideological cleavages were quick to form.
Perhaps surprisingly, the corporate income tax was relatively
noncontroversial, as had been true also in the House. Con-
troversy centered rather on the personal income tax. Among
Republicans the basic division was between a majority who
opposed the personal income tax and the expenditure increases’
that would have necessitated it, preferring instead a smaller
expenditure package financed by a sales tax increase (perhaps
coupled with a corporation income tax), and a minority who
favored or would at least accept a personal income tax. Among
Democrats the division was between those who would go along
with a personal income tax and those who were determined to
oppose it unless the bill restored the direct-use amendment,
which was eliminated on the floor of the House, or included
some other additions to business taxes.

As August wore on, the Senate Ways and Means Committee
busied itself with technical and perfecting revisions in the
income tax bill. Many of these restored provisions that were
contained in the original Administration proposal but were
knocked out by the House. At the same time it readied an
alternative smaller package centered on a corporate income tax
plus a sales tax rate increase.

Labor Day came and went with negotiations still continuing
behind the scenes in an unsuccessful effort to line up enough
votes to pass either the "high budget" with a personal and
corporate income tax or the "low budget" with a corporate tax
plus a sales tax increase.

In the Ohio Senate 17 votes are needed to pass a bill.
At no time could more than a half dozen Republican votes (out
of 20) be counted for the income tax program. This meant
that Democrats had to muster 11 or 12 of their 13 votes if
the bill were to pass. But a bloc of about 6 labor-oriented
Democratic senators steadfastly refused to give their support
to the bill unless it included a significant narrowing of
the direct use rule. Moves in that direction, however, would
cause loss of some of the Republican votes needed for passage.
Various alternatives were explored in behind-the-scenes
negotiations, including adding new taxes on financial insti-
tutions, insurance companies and extractive industries. But
each lost about as many votes on one side as it gained on the
other. Some Democratic strategists, convinced that it would
be a mistake to pass a "Democratic" tax program, favored
leaving it to the Republican majority to bell the cat. Re-
publicans were equally reluctant to bear the onus for any new
taxes.

Finally it was the Republican majority that broke the

deadlock. In late September the Senate by a near party line
vote approved a greatly reduced budget to be financed by a
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new corporate net income tax plus an increase in .the sales
tax. The specific provisions were:

1. A corporate franchise (net income) tax of 3% percent
on the first $25,000 and 6% percent on the balance.

2. Sales tax increase from 4 to 5% percent.

3. Extension of the sales tax to certain serv1ces,
mostly services to businesses.

4. Increase of the cigarette tax from 10 to 15 cents
per pack coupled with exemption from sales tax for
a net increase of 3 cents pexr pack, plus a new tax
of one cent on each cigar.

5. An increase in the rate of tak on deposits and shares
of financial institutions.

6. An increase in the tax on domestic insurance companies.
7. Property tax exemptions for aged homeowners.

8. A reduction in tangible personal property assessment
levels to 45% over a 5-year period.

The bill was estimated to yield an additional $700 million
for the biennium (based on a November 1, 1971 effective date).
Seventeen Republican senators and one Democrat voted for the
bill; twelve Democrats and 3 Republicans opposed it.

Senate approval of a corporate income tax - sales tax
package helped in some ways to clear the air. Many who were
lukewarm or hostile to new income taxes came to see that there
were alternatives that were even worse. Almost no. ‘one openly
favored the Senate program. Spending lobbies opposed it on
ground that it simply did not raise enough money. Labor's
opposition to a sales tax increase was more fervent than to
the income tax. And business groups perceived that enactment
of a corporate income tax unaccompanied by a personal income
tax would almost certainly portend further increases in business
taxes in the future. Recognizing the political obstacles a
future legislature would face in considering a personal income
tax, the corporate tax already having been enacted, business
tended to view the two taxes as cards that had to be played
together, not singly.

With adoption of the Senate bill with its radical
differences from the House-passed bill the issue went to
conference committee where intensified negotiations continued.
But several new elements were added. One was the conflict
between Senate and House leaders. The latter had bled and
died to achieve House agreement on an income tax program, only
to see it scuttled in the Senate. Nor had the House ever given
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serious consideration to the elements contained in the Senate-
passed bill. A second new element was injected when spokesmen
for organized labor softened their opposition to a personal
income tax, implying that a compromise might be possible that
would receive the votes of the labor-oriented bloc in the Senate.

The entire month of October was consumed in intensive
backstage negotiations as the Conference Committee (consisting
of two Republicans and one Democrat from each house) struggled
to put together a compromise program that could pass both
houses. Because of the belated winning over of the labor bloc
in the Senate to a personal income tax, attention focused almost
exclusively on the income tax package. But agreement proved to
be elusive. The package that would ensure near-unanimous Demo-
cratic support (including additional business taxes), could not
retain crucial Republican votes. When changes were proposed
to attract Republican votes, some Democratic support would
vanish.

As negotiations dragged on, pro-sales tax forces in both
houses grew increasingly restive and pressured the leadership
to allow the Senate budget~tax package to be brought to a vote.
Early in November the Conference Committee acceded to this
course of action and reported out a budget calling for a 1%
cent increase in the retail sales tax and a corporate net income
tax of 43 on the first $18,000 of corporate income and 7% on
the remainder. Administration spokesmen and other supporters
of the house-passed personal and corporate income tax program
expressed confidence that the House (to which the compromise
would go first) would reject the Senate approach., Their con-
fidence was borne out when on November 9 the House voted 66 to
28 to reject the Conference Committee report. All votes to
pass came from Republicans; voting to reject the compromise
were 24 Republicans and 42 Democrats.

The House vote finally laid to rest talk of a sales-tax
solution to the 1971-73 budget crisis and cleared the air for
serious consideration of' the income tax approach. The question
of exact form remained. A second Conference Committee, appointed
after rejection of the sales tax package, went to work quickly
and on November 12 reported out a proposal containing as its
major features:

1. Corporate net income tax to be levied in addition to
the existing net-worth based franchise tax.

2. Graduate rate personal income tax.

3. "Circuit-breaker" approach to tax relief for homeowners,
and for corporations.

4. Reduction in assessment levels for all forms of
business tangible personal property.
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5. 3-cent increase in the state cigarette tax.
6. Property tax exemption for aged homeowners.

7. Rate increases in taxes on banks -and insurance
companies.

Optimistic expectations that the magic formula had been
found collapsed when Governor Gilligan, apparently to the
surprise of legislative leaders in his own party, labeled the
compromise unacceptable on ground that it was excessively
favorable to certain business interests. When it came to a
vote in the Senate on the next day (November 13) it was re-
jected by a vote of 23 to 10. Nine of the 10 votes to approve
came from Republicans.

The following week a third conference committee tried its
hand at finding a solution. Their attention focused on the
so-called Taft-Flannery compromise, which had been worked out
over a period of weeks by Senator William W. Taft (R-Cleveland)
and Representative James J. Flannery (D-Cleveland). Following
‘this basic plan the committee within a week reported a personal-
corporate income tax program differing from the one previously
rejected in the following respects (in addition to minor
differences in rate structures):

1. Corporate tax to be the greater of existing net-worth
franchise tax or new net income tax.

2. No reduction in assessment level for machinery and
equipment.

3. New state severance tax.

4. Across the board reduction in real estate taxes instead
of circuit-breaker.

Other features--graduated personal income tax, cigarette tax
increases, homestead exemption, and others were the same as in
the previous package.

Hopes again ran high that this compromise would gain the
necessary 17 Senate votes and break the long stalemate. But
again something went wrong. When the bill came up on November
22 it failed by a vote of 17 to 15. Twelve Democrats and 3
Republicans favored the compromise; one Democrat and 16
Republicans opposed it.

A week later on November 29, a Republican senator moved
to reconsider the bill. It is thought by some that at that
time the necessary votes might have been mustered for passage.
But Democratic senators, possibly because of a mixup in
signals, voted against reconsideration, thus finally killing
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the Taft-Flannery compronise. Thereupon a fourth Senate-
House Conference Committee was appointed.

Using the Taft-Flannery compromise as a starting point,
the fourth Conference Committee over a period of a week worked
out a slightly modified package and reported it out on
December 9. Later the same day the Senate finally, for the
first time, voted for an income tax package. The vote, 17
to 15, found 6 Republicans joining 11 Democrats in support of
the compromise, while 2 Democrats and 13 Republicans opposed
it. The next day the House added its approval by a vote of
56 to 42--13 Republicans voting for the bill and 2 Democrats
against. Thus ended the longest legislative stalemate in Ohio
history. On December 20, amid great ceremony, Governor
Gilligan signed the tax-budget bill.into law, giving Ohio
its first state personal and corporate income taxes.

The basic elements of the tax program as finally adopted
are as follows:

1. Graduate personal income tax, based essentially on
federal adjusted gross income, with $500 allowed
for each dependent up to a maximum of $3,000, with
rates of 4% on the first $5,000;

1% on $5,000 - $10,000;

2% on $10,000 - $15,000;
2%% on $15,000 - $20,000;
3% on $20,000 - $40,000;
3%% on income above $40,000

2. Corporate franchise tax based on the greater of (a)
4% of first $25,000 of net income plus 8% of balance,
or (b) %% of net worth.

3. Tangible personal property assessment levels reduced
for inventories from 50% to 45% over a 3-year period
and for furniture and fixtures, from 70% to 50% over
a 5-year period. Machinery and equipment unchanged
at 50%.

4, New state severance tax of 4¢ per ton on coal and
salt, 1¢ per ton on limestone, dolomite, sand and
gravel, 3¢ per barrel on oil and 1¢ per 1,000 cubic
feet on natural gas.

5. Increase from 10¢ to 15¢ per pack in cigarette tax,
accompanied by exemption from sales tax for a net
increase of 3¢ per pack.

6. Increase from 2 to 3 mills in tax on shares of financial
institutions, and from 5 to 6 mills for dealers in
intangibles.
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7. Increase from 2 to 3 mills in tax on net worth
of domestic insurance companies.

8. Across the bocard reduction in real estate taxes
of 5% in first year, 10% thereafter, revenue
loss of local governments to be made up by
state payment.

9. Property tax exemption for homeowners aged
65 or older, ranging from $5,000 of assessed
valuation for those with family income under
$4,000 to no exemption if income exceeds $8,000.

The budget as finally adopted called for total general
fund expenditure of $4.3 billion for the biennium (Table 1).
This was an increase of more than 40% over that of the
1969-71 biennium, but was 24% lower than Governor Gilligan
had requested in March.

The new taxes provided in the compromise package would
raise $938 million in new revenue, or less than half the
amount called for by the Governor's original program (Table 2).
Some of the difference was accounted for by the postponement
of effective dates; thus the personal income tax finally
adopted was estimated to constitute only a little more than
a third as much as the original proposed for the biennium,
though on a full year basis the yield was estimated at about
half that of the Administration's proposal. The net new reve-
nue, after allowance for reduced or repealed taxes, was esti-
mated at $701 million, compared with almost $1.5 billion
called for by the Governor's budget.

The Fiscal Realities - An Inexorable Force

It can fairly be said that the Gilligan Administration
and the, 109th Ohio General Assembly did not tackle the issue
of tax reform and new state income taxes purely out of ideal-
istic concern for a better balanced and more equitable tax
structure. More important was the simple fact that the state
needed more money. Rarely if ever does a state undertake
major tax structure changes except in context of a fiscal
crisis. While Ohio's fiscal crisis was less dramatic than
those of many other states it was nevertheless genuine. The
severity of the problem is indicated by the fact that nearly
all the state's political leaders, whatever their other
differences, agreed on one point: something had to be done.

The fiscal crisis in Ohio did not involve accumulated
debts, unpaid bills or a badly unbalanced budget; the con-
stitution and statutes of Ohio are very restrictive on deficit
financing. 1Instead it took the form of a gradually widening
gap between demand for public services and the ability of
the state and its local governments to respond. The result
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Table 2

OHIO GENERAL REVENUE FUND: Estimated Revenue Impact of
Proposed Changes, 1971-73 Biennium

Executive House Senate Final
Budget Bill Bill Enactment
REVENUE GAIN FROM NEW OR INCREASED TAXES
Personal income tax $1,488.3 $1,090.5 - $525.3
Corporate income tax (net)! 352.0 345.0 216.2 340.0
Revision of direct use 287.7 - - -
Cigarette tax (net increase) - - 67.6 61.4
Mixed beverage tax - - .3 .3
Domestic insurance companies - 1.4 1.4 1.4
Financial institutions and dealers
in intangibles - 3.1 3.1 3.1
Severance tax - - - 6.5
Sales tax increase - - 448.3 -
Cigar tax - - 7.3 -
TOTAL $2,128.0 $1,440.0 $744.2 $938.0
REVENUE LOSS FROM REDUCED OR REPEALED TAXES
Homeowner property tax credits 200.0 - - -
Business property tax credits 80.0 - - -
Intangibles tax repeal 98.8 98.8 - -
Homestead exemption (senior citizens)? - 45.0 30.0 30.0
Tangible personal property tax
reduction? 3 - 33.7 16.5 11.5
Real estate tax reduction? 252.2 243.0 - 195.3
TOTAL $ 631.0 $ 379.5 $ 46.5 $236.8
NET NEW REVENUE $1,497.0 $1,060.5 $697.7 $701.2

lNet revenue gain, after subtraction of revenue loss from repeal or revision
.0of existing franchise tax.

20n accrual basis.
310ss of revenue to local governments, not compensated for by state payments.

Source: Ohio Department of Taxation and Department of Finance.
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was closed schools, decertified state hospitals ‘and mental
‘institutions, substandard state pay scales, welfare payment
rates well below the state's own minimum standard, and an
inability to fund new initiatives in control of drug abuse,
environmental protection and other areas of growing public
concern.

In 1969-70 the state of Ohio and its local governmental
subdivisions spent 17 percent less per capita than the nation-
al average (Table 3). The state ranked 40th in the nation in
per capita support of public services, and 9th among the top
11 industrial states. The same general relationship held for
most of the major functions. Since Ohio is somewhat above
the national average in per capita income, the state's rank
in expenditure per $1000 of income was still lower. More-
over, Ohio's position, always relatively low, had deterio-
rated markedly and steadily over the years (Table 4).

Some may argue, of course, that low spending is not
necessarily an indication of low public sector performance,
but may reflect exceptional efficiency. This argument was
in fact stressed by the Rhodes Administration and its sup-
porters. It may also be argued that low public expenditure
is merely a reflection of voters' preference patterns for
private as opposed to public use of available resources.
Both arguments, though impossible to prove or disprove,
have some plausibility in the Ohio situation. Yet there is
reason to believe that Ohio's low public spending results
to a large extent from built-in limits on the ability of
Ohio's revenue structure to generate “"enough" revenue.
There are, in other words, institutional barriers in Ohio
that tend to hold public expenditure to a level well below
that which would equate marginal benefits with marginal
costs. Five such barriers are discussed in the following
sections.

The Ohio Tax Structure - a "Fine 01d Antique"

Various structural features of Ohio's state-local tax
system impede the raising of public revenue. These features
are all associated with the fact that Ohio retained into
the seventies a tax structure that was essentially a product
of the depression years of the thirties. Many of its features
had been deliberately designed to meet problems of that
time. It is hardly surprising that they proved ill suited
to the needs and demands of a rapidly growing, inflation-prone
economy .

1. Low elasticity. In times of depression or fear of
depression, stability in revenue becomes a prime objective.
But in times of economic growth and rising prices, revenue
inflexibility presents a problem. According to the Advisory
Commission on Intergovernmental Relations, in 1968 Ohio's
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Table 4

OHIO IN RELATION TO U. S. AVERAGE AND TOP 11 INDUSTRIAL STATES,
Selected Categories of State and Local Expenditure
Selected Years, 1957 to 1969-1970

1957 1962 1964 1969-70

Total General Expenditure per capita -

Ohio as percent of U, S, average 94% 89% 85% 83%

Rank among 11 industrial states 8 9 10 9

Rank among 50 states and D, C, 32 38 40 40
Total General Expenditure per $1, 000 Personal Income -

Ohio as percent of U, S, average 84 87 83 81

Rank among 11 industrial states 8 9 9 10

Rank among 50 states and D, C. 43 45 48 49

Source: U.S. Bureau of the Census, Governmental Finances in 1969-70.
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state tax system was least elastic of all the states (Table 5).
Low elasticity reflects Ohio's heavy relative dependence on (1)
property-based taxes, which are inherently unresponsive to
economic change, and which in Ohio are especially inelastic
because of a unique rate roll-back provision designed to
offset growth in revenue due to reappraisal; and (2) sales

and excise taxes, which also have low elasticity, the former
because it does not reach the most expansive component of
consumer expenditure (i.e., personal services), and the latter
because they are tied to number of units sold (e.g., 10¢

per pack of cigarettes) and not to the price of the item.

The inelasticity of Ohio's revenue structure goes far
to explain why its taxes remained so low in relation to fis-
cal capacity, despite rate increases in property taxes, ex-
cise taxes, the sales tax, and the corporation franchise
tax.

2. Uneven impact. While Ohio pre-1971 taxes average
low, they impact very unevenly. Some people, some businesses,
and some communities are hit very hard, while others are
almost completely missed. Many highly profitable and rapidly
growing industries and economic activities lie beyond the reach
of the existing tax system. In general these are activities
(e.g., consulting, advertising, the professions) -that gen-
erate large income but have little taxable property. The
cause of the problem again lies in heavy reliance on sales
taxes and property taxes. Property taxes, because they are
such an important part of Ohio's tax system and because they
are levied by many hundreds of small local units, are
especially uneven. '

Many people have speculated on the question of what
sets the limit to a state's ability and willingness to tax
its people and its industry. One possible answer is that
the limit is reached at the point where a few sizable
and vocal segments of the taxpaying public can argue convinc-
ingly that higher taxes would wreak serious hardship on its
members. In a state where the tax structure places great
purdens on some while others escape almost untouched, this
ceiling may be reached at a fairly low level of average tax
burden. This appears to have been the case in Ohio.

3. Regressivity. Ohio's state and local taxes, in
terms of effective rate on family income, were estimated as
of 1968 to average more than 2-1/2 times as heavy on fami-
lies with income under $3,500 than on families with $50,000
or more (Table 6). Other studies show much the same pattern.
Moreover, Ohio's pre-1971 tax structure was apparently more
regressive than those of most other states.

Part of the reason for the regressivity of Ohio's tax
structure is the sales tax, which tends to be regressive in
its impact. Because of the exemption of food for off-prcaises
consumption, however, the Ohio sales tax is not strongly
regressive and in fact appears to be roughly proportional
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TABLE s

RESPONSE OF STATE TAX STRUCTURE TO ONE PERCENT
CHANGE IN PERSONAL INCOME, 1968

Estimated Ranking
State Elasticity (from highest)

Ohio .79 50
Texas .80 49
New Jersey .82 47
Connecticut .84 46
Pennsylvania .86 43
Illinois .92 37
Michigan 1.04 25
Indiana 1.09 20
California 1.13 16
Maésachusetts 1.21 11
Wisconsin 1.21 10
Minnesota 1.22 9
New York 1.32 4
All States 1.08

Source: ACIR, State and Local Finances: Significant
Features 1967 to 1970, p. 67.
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TABLE 6
DISTRIBUTION OF STATE-LOCAL TAX BURDENS RELATIVE TO
FAMILY INCOME SIZE, 50 STATES AND ALL-STATE AVERAGE,
1968

(Tax Burdens as Percentages of Income)

Adjusted Gross Income, Family of Four, 1968

State $3,500 §$5,000 $7,500 $10,000 $17,000 $25,000 S$50,000
California 12.1 9.8 8.3 7.9 6.3 6.9 6.6
Connecticut 14.6 11.7 9.5 8.2 5.9 5.6 4.4
Indiana 15.4 13.1 11.2 10.1 7.5 7.3 5.7
Massachusetts 14.3 12.1 11.2 10.3 7.6 7.5 5.5
Michigan 12.9 11.1 9.5 8.9 6.9 6.8 5.2
Minnesota 12.2 11.3 10.8 10.7 8.4 8.7 6.8
New Jersey 16.3 13.4 10.9 9.6 6.7 6.5 5.2
New York 13.2 11.5 10.5 10.2 8.3 9.7 9.8
‘Ohio 10.9 9.1 7.6 6.8 4.8 4.7 3.9
Pennsylvania 15.4 13.0 11.1 9.9 7.0 6.7 5.2
Texas 11.3 9.1 7.5 6.5 4.6 4.5 3.7
Wisconsin 15.7 13.8 12.5 12.2 9.3 9.9 8.2
All States 12.8 10.9 9.4 8.7 6.5 6.5 5.4

Source: Stephen E. Lyle and Don M. Soule, "Interstate Differences in
Family Tax Burden," National Tax Journal, December 1969, pp. 433-445.
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to income except in the lowest and highest brackets (Table 7).
The most important reason is the property tax, which in its
final incidence is usually thought to be very regressive.

The regressivity of Ohio's tax structure is another
legacy of depression tax policy; when everyone's income is
low, the only way to raise revenue is by taxing the poor.
The degree of regressivity in a state's tax structure bears
a plausible relation to the willingness of citizens to tax
themselves. It may be that the people of Ohio have been
saying in effect "we don't want any increased public services
if we will have to pay for them through the same old unfair and
regressive taxes." Such an attitude would help to explain
Ohio's unusually low level of state-local taxes.

4. Fiscal disparities. Ohio's heavy relative depen-
dence on local taxes, especially property taxes, has produced a
situation of fiscal mismatch between public service needs
and taxable resources. Among school districts, for example,
assessed value in 1970 ranged from $205,000 per pupil in the
industrial enclave of Cuyahoga Heights to a low of $3,090 in
a rural district in Ross County. School levies ranged from
45.8 mills in Chardon (Geauga County) and Perry Local (Lake
County) to 9.1 mills in Cuyahoga Heights. Generally speaking,
property-rich districts tend to spend more per pupil and to
tax at lower rates. One result is a pattern of inequality
in school support and in tax levels on homeowners and businesses.
Another is that despite Ohio's abundant taxable resources, much
of the tax base lies beyond the reach of the local government
units that need the revenue.

The problem reflects Ohio's great relative emphasis
on local (as opposed to state) taxes and in the fragmentation
of the local tax base. Forty years ago a large part of
economic activity was local in character and public services
often matters of purely local concern. But by 1971 local
fiscal self-reliance retained little viability as a state
tax policy.

5. The property tax limit. The Ohio Constitution
limits to 10 mills the aggregate of all levies that may be
imposed on any property, except by vote of the people. This
limit, which is probably the most restrictive to be found
anywhere in the nation, has had the effect of requiring local
governments--especially school districts--to depend on
voter-approved levies for the revenues on which their very
existence depends. For a variety of reasons that need not
be detailed here, voters often reject proposed property tax
levies. 1In Ohio, school operating levies long were a special
case, almost always receiving approval. Throughout the 1960's,
however, there was a decline in the percentage of proposals
gaining approval. At the same time the average property tax
rate increased steadily, as did the share of school revenues
obtained from the local property tax. By 1971, it seems fair
to say, many Ohioans had pretty much had it with the property
tax.
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These 5 features of the Ohio state local tax structure,
all legacies of policy decisions adopted long ago under quite
different economic conditions, help to explain Ohio's inability
by the late sixties to finance public services at levels con-
sistent with the demands and aspirations of its citizens. They
help to explain also the almost unanimous pressures in 1971 for
additional state tax revenues, and the considerably less than
unanimous belief that income taxation would not only produce
the needed revenues but would also remedy some chronic
structural defects.

Municipal Income Taxes

The fiscal situation of Ohio in 1971 was vastly complicated
by the existence of more than 300 municipal income taxes. Only
Pennsylvania rivals Ohio in the widespread use of this form of
tax. These taxes, though varying in rate and administrative
procedures and in their treatment of commuter earnings, were
uniform in coverage ("earned" income, both personal and corporate)
in the absence of exemptions or nonbusiness deductions, and in
having flat rates.

The circumstances that led to the emergence and spread
of municipal income taxes in Ohio were reviewed earlier. In
retrospect, it would probably have been wiser for Ohio to
develop some other answer to its urban fiscal problems. By
1971, however, it was too late to consider dismantling the
municipal income tax structure. The practical issue was
whether and how to integrate municipal income taxes with a
new state personal and corporate income tax. The recommendations
of the Citizens Task Force on Tax Reform, the Governor's tax pro-
gram, and every version of the income tax that was given serious
consideration in the legislature, all left the existing structure
of municipal income taxes strictly alone.

In some respects the existence of many city income taxes
may have paved the way for enactment of a state income tax.
The city tax, though different in form from a state income
tax, gave 4 out of 5 Ohioans first hand familiarity with an
income tax other than the federal. Also the business community,
experiencing the growing complexities and costs of multiple
filings of municipal returns, came gradually to see merit
in a single state tax as a preferable alternative or at least
as a way of forestalling further local enactments. Labor too
had reason to prefer a graduated state tax to the flat rate
"wage" tax.

On balance, however, the city income taxes were a stum-
bling block. Neither business nor labor groups were numbered
among those pushing for a state income tax, so their dislike
of the municipal taxes proved not to be a deciding factor.
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Municipal officials, on the other hand, disliked the idea
of the state fishing for revenues in their pond. They were
concerned also over the possibility that the state might
force "piggy-backing"” of municipal taxes on the state tax.
To do so would necessitate adoption of some uniform rule
governing taxation of commuter income,-in place of the
variety of patterns that had evolved in the several metro-
politan areas of the state. Moreover piggy-backing would
probably require abandoning the business portion of 'the

city tax, with revenue consequences ranging from negligible
to devastating for individual cities. Theoretically the
revenue loss that would be inflicted on cities could be
compensated by distribution of a portion of state income

tax revenues. In practice, however, it is nearly impossible
to devise a distribution formula that would even roughly match
the pattern of revenue loss among cities.

Because of these concerns the municipal organizations
opposed a state income tax until the late sixties. 1In 1969
the Ohio Municipal League modified its position from outright
opposition to one of insisting on adequate protection to the
fiscal position of cities, should the state enter the income
tax field. Subsequently the League concentrated its efforts
on seeking (1) to avoid a forced repeal or piggy-backing of
municipal levies; (2) to gain the right to levy a 2% (rather
than only 1%) tax by councilmanic action (i.e,, without prior
referendum); and (3) to gain a sizable share of any new state
distributions to local governments,

Pressures for property tax relief

Ohio property taxes in 1971, even with the increases
of the previous two decades, were not especially high in
comparison with the states. They did, however, generate a
greater proportion of state-local tax revenue than was common
among the states. Property taxes unavoidably placed painful
burdens on some (those with low income/property ratios), even
‘at low average rates. These fiscal facts, coupled with the
political fact that various influential groups felt them-
selves to be unduly burdened, made pressure for property
tax relief one of the main considerations in the 1971 tax
reform movement.

Senior citizens are an organized and influential group
in Ohio, as in many other states. Because many retired per-
sons live on reduced incomes, because property taxes on their
homes often continue to rise, and because few of them have
children in public schools, the case is made that it is "only
fair" that they be given property tax relief. Most commonly
relief is sought in the form of exemption of part of the
assessed value of a home owned and occupied by a senior citi-
zen.

- 34 -



Responding to these concerns and pressures, the Ohio
General Assembly in 1970 proposed a consitutional amendment
authorizing enactment of such an exemption, and it was over-
whelmingly approved by the voters in November. Most legis-
lators interpreted the results as a mandate to enact a
senior citizen property tax relief measure.® The revenue
loss, which could vary from perhaps $5 million to as much
as $50 million depending on the form and generosity of the
exemption, had to be recognized in the 1971 fiscal program.

Farmers and homeowners were also strong in their pres-
sures for property tax relief. Besides looking for relief
from future property tax increases, which enactment of a new
elastic form of tax would tend to bring, these groups were
demanding reductions in existing property tax levels. The
fact that earlier income tax proposals such as that advanced
by the Sealy Committee in 1968 and 1969 had emphasized prop-
erty tax reduction led to high expectations. The form of
relief was thought less important than the amount. Some
favored a "circuit breaker" approach to tax relief, others
a rate rollback, still others an across-the-board cut in
property tax bills, and a few held out for outright repeal
of the property tax.

The business community, in addition, has long given high
priority in its tax reform recommendations to reducing or
repealing the tax on tangible personal property. Ohio places
heavy tax burdens on business inventories, machinery and equip-
ment and furniture and fixtures. The state has developed
unusually effective administrative procedures for listing and
valuing such property. It also has a unique statutory clas-
sification of property that results in tangible personal
property being assessed for taxation at higher percentages
. of cash value (50% to 70%, depending on the class of
personalty) than apply to real estate (30-40%, depending
on the county). The business community has long argued, plausi-
bly enough but with little effect, that it makes no sense to
assess personal property at a higher ratio than real estate,
and that heavy taxes on tangible personal property are ineqg-
uitable and produce adverse economic effects. Because of
the revenue loss involved, the legislature had been reluctant
to accede to pressures for tangible personal property tax

SInterestingly the Ohio Constitution contains a similar
"authorizing" amendment granting the General Assembly power
to enact a personal income tax at flat or graduate rates.
This amendment, adopted in 1912, has never been viewed by the
General Assembly as a "mandate".
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relief, though some reductions were granted in 1967 to
farmers and merchants. Additional relief was certain to
receive high priority especially if new taxes were to be
imposed on business.

The net result of the strong pressures from these
sources--senior citizens, farmers, homeowners, and business--
was that the administration and legislature alike recognized
as a fact of life that a large part of the revenue from
any new taxes would need to go for property tax relief.

THE COALITION OF INTEREST GROUPS

Analysts of the public policymaking process often attach
crucial significance to the role played by the various interest
groups. The positions taken at various times by influential
groups mark the milestones in the evolution of a public policy
issue. Eventual enactment comes upon formation of a "minimum
winning coalition" of pressure groups. This process can be
seen at work in the tax revision episode in Ohio.

Proponent Groups

Organized support for a program of tax reform based on
personal and corporate income taxes developed slowly and late.
Even during the 1970 gubernatorial campaign, when both can-
didates were openly talking income taxation, only a few
major groups were on record in favor of such a program. Some
of those that one might ordinarily expect to find in the van-
guard were holding back. It is far from clear in Ohio's ex-
perience that "pressure" groups pressured political leaders
into tax reform. The fiscal realities discussed in the pre-
ceding section seem to have been more influential. The slow-
ness of major groups to get behind a specific tax reform program
probably reflects lack of technical knowledge on the subject
on the part of both of leadership and members, a reluctance
to defy an incumbent administration, and perhaps a feeling
that the effort would be futile.

Among the major statewide organizations, one of the first
to back enactment of new state income taxes was the Ohio Farm
Bureau Federation. The largest and most influential of Ohio's
farm organizations, the OFBF maintained a strong interest
in tax reform dating from its co-sponsorship of the Thatcher
study in 1962. It saw income taxation as a means of gaining
relief from the inexorable rise in property taxes, to which
farmers are especially vulnerable. On the other hand the
income tax, personal or corporate, would have a relatively
light impact on farmers, especially if the personal tax in-
volved exemptions or credits and graduated rates. Until 1970
the OFBF position consisted of general endorsement of tax
reform centered on income taxation. At that time the organi-
zation developed a specific program and succeeded in gaining
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varying degrees of cooperation from other farm groups--the
"Grange, the National Farmers Organization, and the Farmers
Union--in presenting a united front to the Administration

and the 109th General Assembly as it addressed the tax policy
issue.

The Ohio Education Association, another early proponent
group, was probably the most influential organization backing
the income tax program. While sharing the concern of the farm
groups over ever-rising property taxes, the OEA's principal
objective was to gain additional revenue for public schools.
The OEA first endorsed income taxation as the route to more
adequate school support in the early sixties. However by
1965 the organization had come to the view that, despite their
preference for an income tax, the sales tax was the most likely
source of additional school funds. Accordingly OEA took the
leadership in placing on the ballot in the 1965 general elec-
tion an initiative proposal to increase the state sales tax
from 3% to 4%, the additional revenue to be earmarked for
schools.

Following the defeat of the proposal by a substantial
margin, the organization shifted its emphasis to income
taxation, emphasizing the greater elasticity that such a
revenue source would have. During 1969 and 1970, OEA was
prominent in its support of some form of income tax in the
hearings conducted by the House Ways and Means Committee--though
as noted earlier nothing came of these efforts. In the 1970
gubernatorial campaign the OEA broke with its long established
tradition by endorsing the Gilligan candidacy, citing his more
favorable attitude toward significantly increased state school
aid, and his willingness to recommend a state income tax (personal
and -corporate) to raise the necessary funds.

Other education-oriented groups also adopted pro-income
tax positions during 1970 and early 1971. Among these were
the Ohio School Boards Association, the Buckeye Association
of School Administrators, the Ohio Council of PTA's, and the
Ohio Public School Employees Association.

By the time the 109th General Assembly convened in
January 1971, other functional interest groups were gradually
coming to see income taxation as their best hope for increased
state support. The Ohio Citizens Council for Health and Wel-
fare and the Cleveland Welfare Federation, both important and
influential organizations, had long favored increased state
welfare support without naming preferred sources. By the
spring of 1971 they had gone on record in favor of income
taxation. The same evolution of a more specific pro-income
tax position occurred at about the same time in various in-
fluential "public interest" groups such as the League of Women
Voters and the Ohio Council of Churches.
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Neutralizing Potential Opposition

Just as significant as the alignment of forces favoring
the income tax program is the list of groups whose potential
opposition was blunted. In a conservative state like Ohio,
one must normally expect strong organized opposition to new
taxes, especially income-based taxes. Business groups
especially would tend to be in opposition. One of the most
interesting aspects of the Ohio experience is the manner in
which some of these potential sources of organized opposition
were neutralized.

First it must be noted that the pre-1971 tax structure
of Ohio struck hard at business in several ways. The property
tax, especially on tangible personal property, was regarded by
business as heavy and inequitable, and its steady rise was
viewed with apprehension. The corporate franchise tax on net
worth was perhaps even more inequitable in its impact. Since
its rate had been increased repeatedly during the previous
decade, business had good reason to fear that this would again
be an obvious source of additional revenue.

There were other possible tax increases that business
feared even more than a corporate and personal income tax.
Some segments viewed loss of the "direct use" exclusion for
business purchases as a far greater threat. Still others
feared possible extension of the sales tax to many categories
of personal services. Throughout the business community the
labor-sponsored TRAC program (to be discussed in a later
section) was seen as the most ominous threat. Consequently
some of the business organizations saw personal and corporate
income taxes as a less bitter pill than some others they
might be forced to swallow. And some saw possibility of
gain if enactment of such a tax program were coupled with
reductions, especially in tangible personal property taxes.

The combination of fear of a worse alternative and hope
for some long-sought tax relief caused several important
business organizations, if not to campaign for the income
tax program, at least not to oppose it. This was the stand
adopted by the Ohio Chamber of Commerce. The State Council
of Retail Merchants, though continuing to favor extension of
the sales tax to services,saw an income tax program linked
with reduction of personal property taxes on inventories as
an acceptable compromise. The Ohio Manufacturers Association
consistently opposed the income tax program, though not very
vehemently.

The potential opposition of several other powerful business
lobbies was averted by leaving them out of the proposed tax
program. Partly because of complex technical problems, but
partly for tactical reasons, both the recommendations of the
Citizens Task Force on Tax Reform and the Governor's subse-
quent proposals specifically exempted insurance companies,
public utilities, and financial institutions from any new
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taxes, at the same time excluding them from all the tax re-
lief provisions of the proposed bill. This outcome was wel-
comed by these industries, most of which had feared the worst
from the new Governor. At the same time the Gilligan Admini-
stration announced plans for a thorough study of the tax
situation of these industries, hinting that their turn would
come in 1972 or 1973.

Another potential source of powerful opposition was the
libraries. In Ohio, public libraries had long been supported
by revenues from the intangibles personal property tax.
Though in name and in legal form a tax on property (princi-
pally stocks and bonds owned by individuals), the intangibles
tax actually applied to income from interest and dividends,
and thus looked like an income tax. It was generally agreed
that considerations of equity as well as of practical politics
would require repealing the intangibles tax along with enact-
ment of a personal income tax, in order to avoid "double
taxation.”" Such a course would, however, leave the libraries
without a source of support.

Two plans were developed, either of which would hold
libraries essentially harmless. One would have retained the
intangibles tax but avoided double taxation by allowing personal
income taxpayers to credit part or all their intangibles tax
toward their income tax liability. The other would have repealed
the intangibles tax but established a separate fund from revenues
from the new income tax. This fund would in turn be distributed
by the state to libraries in a-fashion designed to leave all
libraries at least as well off as they had been. To further
sweeten the package for libraries the Administration proposed
to include in the 1971-~73 budget a long-sought appropriation
to finance development of a regional network of public libraries.
As a result the library organzations, instead of opposing the
income tax program, devoted their efforts toward working out the
best possible arrangement for sharing in the income tax revenue.

Thus these emerged among the major statewide interest
groups a configuration in which a few powerful groups were
decidedly favorable to the tax program, and most of the others
were either lukewarm or neutral. One may well wonder why
enactment did not come promptly and by near unanimous vote.
There were several elements in the explanations including
inertia, fear of retribution from the masses of voters, inability
to agree on details, and political jockeying by both parties
to pin the new tax partly or entirely on the other,

The Position of Organized Labor

Perhaps the most important stumbling block was organized
labor. 1In other states, labor organizations have often
figured prominently in the coalition of interest groups press-
ing for tax reform with emphasis on personal and corporate
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income taxes. Labor almost always has been found in support

" of heavier corporation taxes, partly under the impression

that "business" bears the burden rather than "people," partly
recognizing that, whether the tax is borne by consumers or by
stockholders, the incidence will be largely out-of-state.
Personal income taxes, on the other hand, have usually been
supported by labor because of the opportunity they alone

afford to introduce some progressivity into state tax structures.
This consideration is especially important when the income tax
is seen as an alternative to higher sales taxes.

Although organized labor favored both personal and
corporate income taxes during the fifties and early sixties,
by the latter part of the decade labor was no longer among
those groups pressing for a personal income tax. The AFL-CIO,
joined by the United Auto Workers, held that since the existing
Ohio tax structure was very favorable to business, any new
revenues should be derived from new business taxes or from
closing loopholes in existing taxes on business. Recognizing
the strong influence of business organizations in the Ohio
legislature and anticipating that efforts would be made to
seek any needed new revenues from an increase in the sales tax,
labor moved in the late sixties to develop its own tax program
and, if necessary, to place it before the voters. The route
labor chose to follow involved a seldom used provision of the
Ohio Constitution that allows voters to initiate legislative
consideration of a proposed bill and if no satisfactory action
is taken, to place the legislation in the ballot.

During 1970 the Ohio AFL-CIO and UAW, through their Tax
Reform Action Committee (TRAC), developed a bill that would:

1. Permit exemptions and graduation of rates under
municipal income tax ordinances;

2. Provide for a homestead exemption for retired
homeowners age 65 or over;

3. Redefine personal property to include commercial
motor vehicles and to provide that the tax on
commercial motor vehicles be credited to the
counties of the State for their loss in revenues
due to the homestead exemption;

4. Make national banks, building and loan associations,
insurance companies and public utilities subject
to the corporate franchise tax;

5. Change the method of valuing corporate shares for
the corporate franchise tax to one based on
net income and establish a tax rate of four
percent on the first twenty-five thousand
dollars of net income plus seven percent on
the excess over twenty-five thousand;
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6. Change the premium tax on domestic insurance companies
to the same as tax placed on insurance companies in-
corporated out of state;

7. Eliminate the "direct use" exclusion from sales and
use taxes, but permit exemption where the item pur-
chased will become a component part of a product;

8. Provide for a severance tax on natural resources; and

9. Repeal legislation permitting counties to enact
taxes at the determination of the Board of County
Commissioners.

During November and December, 1970, TRAC volunteers cir-
culated petitions and obtained the necessary signatures (3% of
those voting for Governor at the November election), thereby
assuring that the TRAC program would be placed before the
legislature for consideration. At the same time labor
leadership vowed that if the legislature failed to act favorably
on the initiated bill, it was determined to take the next step,
i.e., gain an additional 3% signatures and place the proposal on
the ballot.

Labor did not claim that the TRAC program represented
genuine "tax reform". They viewed it rather as a stopgap,
preferable to a sales tax increase, but leaving basic structural
problems unsolved. Nor did labor flatly oppose a personal in-
come tax, though this component was conspicuously absent from
the TRAC package. Instead, labor took the position that they
would oppose any new taxes on individuals, including a personal
income tax, unless and until all or most of their proposed
business taxes had been enacted. This position put the labor
organizations in a stance if not squarely opposed to the
Governor's tax program, at least in an uneasy and tentative
compromise.

The TRAC program was clearly an embarrassment to the Gover-
nor, who had been elected with labor support. It seemed to
place a gun to his head. It diverged in significant respects
from the Governor's own tax proposals, and it would have raised
considerably less revenue than the Governor thought would be
needed. The TRAC program was viewed with even greater alarm
by the business community, which feared the seductive voter
appeal of a sizable tax program with no visible impact on the
individual taxpayer.

As the Administration's tax program made its slow and
tortuous way through legislative channels, the labor organizations
did not hesitate to use the threat of the TRAC program to gain
maximum leverage. The prospect of a plebscite on a program
consisting exclusively of business taxes unquestionably made
business interests more willing to compromise. And the prospect
of defeat of the personal income tax so strongly desired by
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administration forces ungquestionably caused them to fight
more steadfastly for the business tax components, without
which labor support would vanish.

The "minimum winning coalition" that eventually brought
the income tax program into law was a curious amalgam. Its
most prominent members were The Ohio Education Association and
The Ohio Association of Retail Merchants, the former seeing
in the income tax the prospect for added support for schools,
the latter seeing it as an alternative to a sales tax increase;
the farm groups, which saw the income tax as an alternative to
higher property taxes; the “public interest" lobbies, which
saw it as a step toward a more adequate, flexible, and equitable
tax structure; and the welfare organizations, who hoped to gain
increased welfare funds from income tax revenues. Less promi-
nent were certain business groups which saw it as the lesser
of various evils, or the price to be paid for the tangible
personal property tax relief. Reluctant supporters included
the labor organizations, who held the balance of power and who
exploited this strategic position to the fullest.

CAN ANYTHING BE LEARNED?

Ohio's experience over the past 2% decades tends to bear
out the thesis of a coma-convulsion syndrome that characterizes
the tax policymaking process. Ohio managed throughout most
of this period to avoid confronting its fiscal problems. The
growing inadequacy of revenues from the existing tax structure
and the worsening inbalances in tax burdens were ignored or
covered up as long as possible. When at last the political
cost of continued inaction rose to the point where it exceeded
the cost of doing something, the coma'phase gave way to a year
or more of convulsive maneuvering on tax policy which paralyzed
the state legislature, racked the internal power structure of
both parties, forced the administration to make drastic cuts
in expendjtures, and stirred the general public from its usual
lethargy into a frenzy of letter writing, lobbying, and forming
of "ad hoc" committees.

One cannot avoid feeling that there must be a better way
to make tax policy. If rational analysis offers any hope in
dealing with social and economic problems, efforts must be
made to substitute reasoned consideration of policy issues
and alternatives for the half-baked and potentially disastrous
solutions worked out in a spirit of desperation. It is worth
considering whether the Ohio episode gives any insights into
how the tax policymaking process might become more rational.

Causes of the Coma-Convulsion Syndrome

The roots of Ohio's 1971 bout with tax reform are complex
and deep. Any attempt to simplify and generalize must do
violence to the facts in some degree and omit many subtle in-
fluences. Nevertheless it seems possible to identify three
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underlying and interrelated causes that allowed the state to
YXeach a point where drastic action was called for. Each of
the three in turn suggests some possible steps which, if taken
in time, could perhaps have averted or eased the subsequent
convulsion.

The first cause was fiscal. Ohio experienced25 years of
coma because of a fiscal situation that allowed citizens and
political leaders alike to believe that all was well and
nothing needed to be changed. The wartime surplus helped
Ohio to get through more than a decade of postwar expansion
without any serious fiscal problems. To be sure, the recession
of 1958-61 brought on fiscal problems, but these were weathered
by expenditure restraint coupled with modest increments in
existing taxes. Throughout most of the sixties a superficially
strong fiscal position was maintained by general economic ex-
pansion, continued tight-fisted budgeting and further incremental
changes in existing taxes.

Qhio's decentralized revenue structure, in which a rela-
tively large share of state-local tax revenue is raised locally,
contributed to the false sense that all was well. Although
steadily rising property taxes and municipal income taxes caused
growing unrest, few people recognized these as the outcome of
state tax policies. School boards, mayors, city councils and
county commissioners were seen as the culprits, while the state
legislature and administration were long able to view the
problems as local rather than statewide in nature. Those who
made state tax policy also were firm in their conviction that
responsible government requires those who spend public money to
bear the responsibility for raising the revenue.

That an emerging fiscal crisis could have evolved almost
unnoticed in Ohio is perhaps surprising in view of the unusual
degree to which Ohio makes tax policy by plebiscite. As has
been noted Ohio has exceptionally restrictive property tax
and debt limits, which necessitate frequent voter referenda
on fiscal matters. One might think that this would create
among the citizens a heightened awareness of tax problems,
advance warning of coming crisis, and perhaps greater sophis-
tication in evaluating alternatives. Such seems not to have
been the case. The Ohio experience gives no clear support to
the notion that extensive citizen participation through the
referendum process contributed to the rational tax policymaking.

This observation suggests a second cause of the coma-
convulsion syndrome in Ohio--the general lack of public aware-
ness and understanding of tax matters. If Ohioans were
probably no less well informed on such issues than the citizens
of other states, they almost certainly were not better ‘informed
Despite the excellent information service provided on a state-
wide basis by the Ohio Public Expenditure Council and by such
local organizations as Governmental Research Institute in
Cleveland, few Ohioans knew how schools, welfare, parks or any
other public service are financed, where the money comes from
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>r where their tax dollars go, or even the difference between
local, state, and federal taxes. Still fewer had any con-
ception of how to evaluate tax structures or tax policies
axcept in crudest terms of direct personal impact. Almost

10 one recognized public services as having any positive value
to them or as being in any way affected by tax decisions.

Even among interest groups that had a direct and continuing
stake in tax policy the level of technical tax understanding,
at least in Ohio, was so low that policy positions were sometimes
taken that could be shown to be contrary to the very interests
the organization purported to serve. Likewise few legislators
had a grasp of any dimension of tax policymaking other than
the legal and the political. Economic effects, administration,
and taxpayer compliance problems were usually ignored. Con-
sequently legislative attention tended to focus on narrow
legalistic technicalities of tax laws and proposals for re-
vision, rather than on broad policy issues.

The same lack of understanding of and interest in tax policy
carried over into state administration in Ohio. For many years
there was literally no one in Ohio whose job it was to look at
the state-local tax structure in broadest terms and to make recom-
mendations on tax policy. Though Ohio has over the years been
lucky to-have some of the nation's most distinguished and effective
tax commissioners, the responsibilities of the position have
usually been considered to center on execution rather than making
of tax policy. Recent governors have had little interest in tax
policy (except from a purely political standpoint) and little
access to advice on the subject.

The third cause, which is really inseparable from the
first two, is the existence throughout Ohio's long comatose
phase of a political situation that led to fiscal problems being
consistently swept under the rug. As noted earlierx, the DiSalle
defeat in 1962 was widely interpreted as a reaction to tax in-
creases his administration has initiated. The no-new-taxes policy
of his successor effectively ruled out any consideration of funda-
mental tax revision for an 8-year period. It also guaranteed
that change, when it did come, would appear as a radical break
with traditionm.

Possible Remedies

If the causes of the coma-convulsion syndrome in Ohio
are indeed those outlined above, certain kinds of remedies
are implied. Some changes in the way states manage their
public affairs might avert fiscal crises, improve public
understandlng and discourage irresponsible political maneu-
verlng. To be realistic, however, one must probably recog-
nize that in democratic political systems major policy changes
seldom take place until an intolerable situation or a crisis
develops. All that can really be hoped for is that the coma
phase can be shortened and the crisis be made less convulsive.
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. The Ohio experience points up most clearly the need

for continuing attention to tax policy on the part of top
level policymakers in both legislative and administrative
branches. It should be the objective of policymakers to
define clearly their policy goals in such matters as the
proportionate dependence on various tax sources, the balance
between locally-raised and state-raised revenues, the desired
degree of tax structure elasticity, the proper state share of
local school costs and the state role in subsidizing other
local subdivisions. Defining objectives implies thoughtful
consideration to such issues as tax exporting; the effects

of taxation on industrial location, urban growth patterns,
and housing; the incidence of taxes by income group; the
proper role of business taxes; the relation of state-local
takes to benefits received; and the nature and extent of
geographic spillovers of expenditure benefits. The issues
here are enormously complex. Nevertheless this does not
excuse their being totally ignored, as was the case for years
in Ohio.

Also needed is continuing attention to long-range trends
in state-local revenues and expenditures, in order that policy-
makers can anticipate emerging fiscal problems and make plans for
dealing with them before they reach crisis proportions. Ohio has
recently begun to give consideration to the long-range results
of tax policy decisions as well as of expenditure programs.
Had high-level attention been given routinely to such matters
a decade ago some problems might have been avoided.

It is relatively simple to say that objectives should
be defined and long-range plans made. The difficulty lies
in institutionalizing the process and assuring that it is
carried out. One possibility would be the establishment of
a permanent Economic Advisory Council that would concern
itself with state-local fiscal problems, along with other
economic issues. Another mode that is found in a few states
involves a permanent Tax Structure Study Committee, responsible
to the Governor or to the legislature for identifying and study-
ing emerging fiscal problems and making well publicized recom-
mendations. Numerous other arrangements can be visualized.
Conceivably, a federal matching grant for long-range fiscal
planning could serve as an effective inducement. While all
such arrangements have their problems and can easily be sub-
verted for political purposes or rendered ineffectual, experi-
mentation along these lines in a few states gives cause for
encouragement.

Improving the level of technical understanding of tax
matters by legislators is still more difficult, but equally
important. Most legislators bring little technical knowledge
to the job, learning on the job what they believe is necessary,
mostly with lobbyists as tutors. In recent years several states
have instituted the practice of holding short orientation
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courses for legislators, the aim being to impart a modicum
of expertise on such issues as education, welfare, and
taxation. Ohio experimented in 1969 with a legislative
seminar of this sort, with only partly.satisfactory results.
Another planned for early 1971 was cancelled because of an
untimely blizzard. One wonders how legislative action on the
tax proposals might have differed had the seminar been held.

In the long run, however, it must be assumed that
government will undertake activities that are politically
risky only if public opinion forces them to do so, or if the
political risk is reduced to an acceptable level. Thus the
basic need is for increased fiscal awareness on the part of
the public at large and greater sophistication in analyzing
issues and alternatives. Among the matters on which im-
proved public understanding seems most needed are the
economic and social benefits of public expenditures, the
functional responsibilities of various levels of government,
the sources of governmental revenue, and some fundamentals
of tax policy.

A major obstacle to gaining improved public understand-
ing is the widespread opinion that tax policy is hopelessly
dull, or complex, or both. It was for these reasons that
the Ohio League of Women Voters even by 1971 had given little
study to the topic despite its obvious timeliness and crucial
importance. Another problem is the dearth of nontechnical
materials although such contributions as Ecker—-Racz's recent
book The Politics and Economics of State and Local Finance
should go far to meet this need. Educational seminars are
potentially valuable. In Ohio such seminars have been
sponsored throughout the state by such organizations as the
AFL~CIO, the Agricultural Extension Service, and The Municipal
League. The effectiveness of educational efforts of this sort
could be enhanced if the process could somehow be activated
‘before the issues reach the crisis stage. The universities no
doubt can do a far more effective job of education on tax
policy, both in the regular curriculum and in continuing
education programs.

The press plays a dominant role in educating the public
on fiscal matters. In Ohio, press (including radio and TV)
coverage of the controversy over tax policy was very uneven.
Some segments gave the matter much attention, others very
little. Still greater was the variation in guality of cover-
age. Some individual reporters were sophisticated in their
grasp of the issues and accurate in reporting them, while
others consistently misunderstood, garbled and distorted.
Editorial comment varied, predictably and appropriately, from
strongly pro-income tax to strongly against. Less appro-
priately, much on both sides was evidently based on misinfor-
mation and misunderstanding.
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A better educated and informed press could help enor-
mously to improve public understanding of fiscal matters,
but to accomplish this is no easy matter. Perhaps schools
of journalism might require or at least encourage their
students to take courses in public finance, and possibly in
other technical areas where public policy issues frequently
arise. Another possibility might be to offer short courses
under university sponsorship at which editors and members
of the working press could be exposed to a systematic un-
biased summary of basic public finance facts and principles.

Finally, there are certain changes in tax structures
themselves that could help greatly alleviate the coma-
convulsion syndrome. Revisions to bring about greater elas-
ticity deserve high priority. Though an elastic tax struc-
ture is certainly no guarantee of immunity to state fiscal
crises, it is obvious that the malaise is worse when tax
revenues tend constantly to lag behind economic growth and
inflation. To this end, adoption of graduated personal
income taxes in states that do not have them, or making more
effective use of them in states that do, would make for
healthier state-local fiscal systems. The federal govern-
ment can aid in this process. Credits against federal income
tax for state income taxes paid, and increased federal assis-
tance in administering such taxes, might serve as effective
inducements to needed state tax changes.

Another way the federal government can help states that
are considering new or increased state income taxes is through
structural improvement in the federal income tax. Because
states are for practical purposes tied closely to the concepts
and rules of the Internal Revenue Code, any loopholes or ineg-
uities in the federal income tax tend automatically to be
incorporated into the state tax. The spotlight that was
turned on federal tax avoidance in connection with debate on
the Tax Reform Act of 1969 left many Ohioans convinced that
the income tax, far from being an equitable tax, is so riddled
with loopholes as to be the very antithesis of tax "reform".
Opponents of the Ohio income tax proposal were able to argue
with telling effect that only the middle income wage earner
would end up paying the tax while the wealthy, with access
to expert tax advice, would escape untouched.

Relaxation of existing tax limitations and referendum
requirements would do much to facilitate state-local
financing, especially in states like Ohio that employ
highly restrictive provisions. These constraints are of
course entirely self-imposed and can only be eased or re-
moved by the people themselves. At the present time it seems
inconceivable that the people of Ohio might ever vote to
ease the constitutional restriction on tax levies or on
borrowing. But times and attitudes change. States that do
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not labor under such fiscal constraints should profit from
Ohio's example and shun them. In the meanwhile states like
Ohio might explore statutory routes toward easing such fiscal
constraints, and new ones should certainly be avoided.

Lastly, it would seem that fiscal crises at the state-
local level could perhaps be avoided if policymakers at all
levels of government were to give continuous attention to the
proper sharing of responsibility for financing governmental
functions. In Ohio, the growing reluctance of local property
taxpayers to vote school tax levies can be interpreted as a
reflection of the increasingly statewide (or indeed nationwide)
nature of the benefits from a function that not too many years
ago was seen as primarily local and is still largely locally
financed. It is at least possible that the recurring fiscal
problems of the states are symptomatic of a similar problem in
which states continue to be held primarily responsible for
financing functions (e.g., welfare) which have become largely
national in the scope of their benefits. If the federal
government and the states were to avoid saddling smaller units
of government with the burden of financing services character-
ized by large spillovers, some recurrent state-local fiscal
problems might be eased.
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