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PREFACE

This staff study explores alternative approaches to two quantitative
measures useful in evaluating intergovernmental tax and grant-in-aid
policies: (a) The relative capacities of States and their local govern-
ments to finance governmental programs out of their own tax resources,
generally designated as State-local fiscal capacity; and (b) the extent to
which State and local governments actually utilize their fiscal capacity,
i.e., the comparative tax effort they are presently making.

- The Commission’s concern with these measures stems in part out
of its responsibilities in the area of Federal grants-in-aid and in part
out of its interest in State and local tax policies and practices. Under
Public Law 86-380, 86th Congress, the Advisory Commission is required,
among other duties, to—

“(1) bring together representatives of the Federal, State, and
local governments for the consideration of common problems;

“(2) provide a forum for discussing the administration and
coordination of Federal grant and other programs requiring inter-
governmental cooperation;

“(3) give critical attention to the conditions and controls involved
in the administration of Federal grant programs.”

At its third meeting held on May 25, 1960, the Commission dis-
cussed the question of whether a measure of fiscal capacity for purposes
of grant-in-aid distribution could be developed which would be more
accurate and equitable than State per capita income.

However, in directing its staff to undertake a pilot study of improved
measures of fiscal capacity and tax effort, the Commission had no expec-
tation of developing a set of numbers which would be immediately usable
for the distribution of Federal grants-in-aid to States, or in the distribu-
tion of State aid to local governments, or in the shaping of State tax
programs. Consequently, the scope of this document is more limited. It
seeks to focus attention on the complex set of problems implicit in such
questions as: How can the ability of a State to raise revenue be compared
with that of its neighbors? How best to measure one State’s effort to
tax itself with the comparable efforts made by other States?

Considerable work was done in this area about two decades ago.
Relatively little has been added since that time. During the interval
a substantial body of relevant new economic data has been developed.
During the interval, also, the volume of intergovernmental financial aids
and the level of State and local taxation increased substantially. These
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developments have enhanced the importance of devising measures of
fiscal capacity and tax effort. At the same time, however, they have
augmented the building blocks with which such measures might be
constructed. : :

The present study draws upon this larger body of information—on
the distribution of economic and tax resources among the States and on
the structure of State and local tax systems—in assessing various facets
of fiscal capacity and tax effort. It develops alternative approaches to
their measurement, identifies the differences between them, underscores
their respective limitations, and pinpoints the very substantial areas
which require further research.

The issue of how most equitably to distribute Federal and State
grants-in-aid is a most provocative one and the measurement of fiscal
capacity and tax effort is central thereto. Therefore, readers of this
report are urged to view the work described herein critically, to voice
their doubts and reservations and lend their assistance to the improve-
ment of yardsticks for measuring State and local fiscal capacity and tax
effort. The direction of further work on this subject will necessarily be
influenced by these reactions.

This is a staff information report to be distinguished from the
Commission’s own reports on substantive policy issue$. It contains no
recommendations or policy conclusions. None should be read into it.

Publication of the report as a staff document was approved by the
Commission at its meeting on May 5, 1962.

WiLLiaM G. CoLMAN,
Executive Director.
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Chapter 1
CONCEPTS OF FISCAL CAPACITY AND TAX EFFORT

Fiscal capacity is a quantitative measure
intended to reflect the resources which a tax-
ing jurisdiction can tax to raise revenue for
public purposes. Tax effort is a closely re-
lated measure quantifying the extent to
which a government actually uses its capac-
ity to raise revenue through taxation.!

The capacity of a people to contribute to
the support of their government is deter-
mined by many factors including the popu-
lation’s total resources—its income, wealth,
business activity, etc.; the demands made
upon these resources, including those made
upon them by other governmental jurisdic-
tions; the quantlty and quality of govern-
mental services provided and the impor-
tance the people assign these services as
compared with their private wants. The
evaluation of some, probably most of these
factors, involves subjective judgments par-
ticularly for governments which function
with the consent of the governed. The level
of taxation a people deems to be reasonable
and its political leadership finds acceptable
depends, in addition to the factors cited,
upon innumerable less tangible elements of
time and circumstance. The willingness to
pay taxes is likely to be enhanced if the tax
instrument, with its level of tax rates, is re-

* Throughout the following discussion we have ignored
revenue sources other than taxation, although not all State
and local revenues come from taxes. Other sources of
locally raised revenue include service charges, insurance
trust fund receipts, and income from proprietary activities
such as the sale of public utility services. These other
sources account for about a quarter of all government
revenues, and are expanding. In addition, States and lo-
calities have access to long-term borrowmg for financing
part of their capital outlays.

garded as fair and conforms with familiar
established institutions; if the public need
for the programis acute, as in an emergency;
and if the governmental program has wide-
spread public support.

Taxable capacity is difficult, probably
impossible, to assess in absolute terms, ex-
cept possibly with benefit of an endless num-
ber of specifically identified assumptions.
Our interest here, however, is not in measur-
ing the absolute fiscal capacity of States or
local governments to finance public func-
tions, but only in estimating their relative
capacities. How does the ability to con-
tribute to government in one State or one
city compare with the corresponding ability
in another? We are seeking to identify
some dependable guidelines or yardsticks
because they are required for a variety of
purposes. These include the development
of State and local tax programs, budget pro-
jections, and intergovernmental compari-
sons for guiding the allocation of Federal
financial aid among the States and of State
financial aid among local governments.

This Commission’s interest in the meas-
urement of fiscal capacity and tax effort
grows out of its interest in the allocation of
Federal and State grants and the need for
yardsticks to facilitate interstate fiscal com-
parisons.

Federal aids to State and local govern-
ments (from budget and trust accounts)
are approaching an annual level of $10
billion. They now provide about one-
seventh of general revenues available to
State and local governments. In connection

3



with most of these grant programs the ques-
tion is often raised whether or not their dis-
tribution among the States should take into
account variations in the fiscal capacities of
the States, in their ability to finance govern-
mental services out of their own resources,
and, if so, how this capacity should be meas-
ured. A number of Federal grant programs
now in operation use personal income of the
residents of the State as a measure of State
capacity.

Parallel considerations arise with regard
to the relationship of the taxable capacity
of local governments to the financial aid
provided by State governments. State
financial aid to local governments, financed
in part from Federal aid to States, topped
$9 billion in fiscal year 1960 and currently
probably exceeds $10 billion by a substantial
margin. Governors and State legislatorsare
seeking for tools with which to evaluate the
distribution of State aid among their numer-
ous political subdivisions in terms of their
relative capacities to help themselves from
their own local resources.

Measures of fiscal capacity and tax effort
are helpful also to State and local officials
and citizens’ groups concerned with types
and levels of taxation. When a State’s
general tax policy is subjected to review
some of the first questions usually raised
are: How does our State compare with its
neighbors in fiscal capacity? How do our
tax revenues compare with tax revenues in
States with similar capacity or similar eco-
nomic structure? When specific changes
in tax bases or tax rates are contemplated—
particularly the imposition of a new tax—
interstate comparisons are frequently made.
Answers are requested to questions like:
What is the size of the actual or potential
tax base in our State? To what extent is
this base taxed in other States? How much
revenue could be raised if we taxed the base
at the effective rates prevailing in neighbor-
ing (or similar) States?

4

State and local governments have need
for estimates of fiscal capacity to enable
them to predict future tax revenues and
public service demands. Answers are
needed to questions like: Will present State
and local revenue systems be adequate to
meet expected demands for public expendi-
tures in the future? What levels of tax rate
are in prospect assuming continuation of
existing programs? Are shifts to new fi-
nancing methods indicated? Answering
these questions requires estimating both
future demands for public expenditures and
future tax revenues.

W hat is Fiscal Capacity?

There are essentially two approaches to
answering the question: How does the fiscal
capacity of one State compare with that of
other States? One approach looks to the
economic indicators, notably to measures of
income in the State out of which State and
local taxes can be paid and compares it
with the income of other States. The other
approach is to evaluate the taxable re-
sources—the tax bases—available within a
State; to estimate the amount of revenue
they would produce if subjected to various
levels of taxation; and to compare these re-
sults with comparable calculations for other
States.

We treat these as separate approaches
although they tend to merge into one an-
other. The economic indicator of most
general applicability is income, but, as sub-
sequent discussion makes clear, income
measures can be refined in diverse ways to
make them more meaningful as indicators
of fiscal capacity and most such refinements
are steps in the direction of conformity with
the definition of the base of some particular
kind of tax. Conversely, a combination of
tax bases is likely to include economic indi-
cators such as property, income, business re-
ceipts, or retail sales, because they serve as



the basis for the kinds of taxes employed by
State or local governments.

Income as a gage of fiscal capacity.
Taxes are generally paid out of current in-
come. Unless a community is drawing
down its capital stock, its income is a
measure of its capacity to meet both public
and private needs.

For the country as a whole the total value
of currently producéd goods and services
available for public and private uses can be
measured either as total net income received
by (or accruing to) individuals, or as the
value of total net product. These two
measures are identical nationally, since the
income accruing to individuals equals the
value of their product. However, the two
measures need not be, and indeed are not,
the same for individual States, since income
is not necessarily received where the prod-
uct is produced.

The personal income estimates prepared
in the Office of Business Economics of the
Department of Commerce are the most
comprehensive measures of income received
now available on a State-by-State basis.
They serve a wide range of purposes for
which regional economic indicators are
needed. Important among these are their
use in some Federal grants-in-aid programs
as an element in determining the allocation
of funds, and their application by State offi-
cials in developing estimates of revenue for
State budgets. In its most recent report on
Revenue Estimating (p. 10) the Federation
of Tax Administrators states, “Since the
level of State revenue is determined prin-
cipally by what people spend and what they
earn, the two aggregates used most fre-
quently in the revenue estimating process
are the personal income and disposable per-
sonal income series ¥ * *

State personal income data are employed
also in evaluation of tax programs of the
States, as fairly standard indicators of rela-

five capacity against which to measure tax
«effort. Most State tax study groups use the
relationship of tax .collections to personal
income as a yardstick in appraising tax ef-
fort and the potential for additional taxa-
tion. Moreover, increasingly State personal
income data are being adopted as a frame-
work for estimates of income by counties,
to supplement the information on local fiscal
capacity provided by statistics on the value
of taxable property.’

As an alternative to measuring income
where it is received, one can, at least in the-
ory, measure income where it is produced
and use this as a yardstick of fiscal capacity.
One way to measure income produced by
States is to aggregate the value added to
current production by the stages of produc-
tion which occur in each State. Thus only
a portion of the value of an automobile
coming off the assembly line in Detroit rep-
resents income produced in Michigan—a
large portion represents value added by
producers of steel in Indiana, rubber in
Ohio, etc.

The operations of interstate corporations
are complex, however, and the assignment
of their product or income to particular
States, except on a where-paid-out basis,
poses difficult measurement problems.

Is income produced in a State a better
measure of taxpaying capacity than per-
sonal income received? Not necessarily.
State and local taxes are of many kinds
and fall on both the sources and the uses of
income. Income is taxed as it is received
in the form of wages and salaries, interest
and dividends. Income is taxed as it is used
for consumption via general sales and excise
taxes. In addition, income is taxed as it is
produced. For example, State and local

? Where the local government is limited to property tax-
ation, the value of taxable property is the most rele-
vant indicator of fiscal capacity. Increasingly, however,
local governments are reaching out for other tax sources.

5



governments impose taxes on the extraction
of natural resources and on production at
situs.

States individually can do something
which collectively they cannot do. Because
of the free movement of goods and services
across State boundaries, States can “export”
their taxes. This means that though the
tax is imposed in one State it in fact reduces
the income of someone residing in another
State. There are a number of ways in
which this can be accomplished. The most
obvious example is a business tax imposed
at the site of production. The individuals
who lose income as a result of this tax may
be the employees who suffer reduction in
wages and salaries, the owners of the busi-
ness who lose profits, or the consumers of
the product who must pay a higher price,
depending upon the incidence of the tax.
If the people whose income is thereby re-
‘duced reside in States other than that in
which the business is located, the tax has
been “exported.”

The result of exported taxes is that the
residents of States or localities whose taxes
are exported enjoy the services provided by
the revenue from the exported tax without
having to pay for them.’

If all States, in an effort to export their
taxes, derived revenue mainly from taxes on
production, then income produced would
certainly be a better measure of capacity
than income received. But States are un-
able to do this and must rely heavily on
nonexportable taxes aswell. One constraint
on exported taxes is retaliation by other
States. Each State necessarily must look
at the tax policies of its neighbors, for inter-
state tax competition is a familiar restriction
on State fiscal operations. Another con-

31t is conceivable, of course, that in special situations
the revenues from these taxes are utilized in whole or in
part to cover the cost of governmental services provided to
the taxed industry itself.

6

straint is interstate mobility. If taxes on
industry are too high, the owners of the in-
dustry may be tempted to move it to another
State with more favorable industrial taxes.
Thus the tax base on which the exported
tax is levied may be moved. Purchases
may be similarly mobile. Tourists, for
example, may fill their gasoline tanks before
entering and just after leaving the State
with particularly high gasoline taxes.

The extent to which States actually do
export taxes was studied some years ago.*
The results indicate that, although all
States export part of their taxes, by and
large, tax imports balance tax exports.
The States for which this was found not to
be true are those with large mineral re-
sources. By tapping their resources
through business taxes, including property
levies and severance taxes, these few States
manage to export more taxes than they
import.

Tax Yields as a gage of fiscal capacity

Although taxes are generally paid out of
the income stream at some point, individual
income is by no means the only (or even
the principal) basis on which State and
local taxes are assessed. Indeed, the tax
which yields the greatest amount of revenue
to State and local governments in the ag-
gregate is the property tax—a tax based not
on income, but on certain forms of wealth.
Property, family income, business trans-
actions, consumption of a wide variety of
products or of special commodities such as
gasoline and tobacco, production, and
corporate income are some of the major
bases taxed in varying degrees under exist-
ing State and local tax laws.

The same types of tax bases are not uni-
formly available to all the States. States

J. Wilner Sundelson and S. J. Mushkin, The Measure-
ment of State and Local Tax Effort, Social Security Board,
Bureau Memorandum No. 58, June 1944.



with extensive natural resources use sever-
ance levies to retain within their borders a
part of the income derived from these re-
sources. Minnesota taxes its iron ore out-
put; Texas and Oklahoma their petroleum
and natural gas output. New York, with

“its concentration of security markets, im-
poses a levy on stock transfers. Delaware,
with its large incorporating business, raises
an appreciable amount of revenue from
corporation franchise taxes. Kentucky,
with its large bourbon production, is able to
derive considerable revenue from the taxa-
tion of liquor products.

If by “capacity” we mean the potential

ability of States and localities to raise reve-
nue through taxation, a direct measure
of this potential is the comparative yield
of a uniform tax system in each State. If
the uniform system reflects the present State
and local tax structure, its yield will not
necessarily correspond closely to personal in-
come. For, although the Federal Govern-
ment relies heavily on the individual income
tax for revenue, the States (and the local
units within them) rely primarily on prop-
erty and consumer taxes whose yields may
not be closely related to the level of personal
income. In fiscal year 1960, individual in-
come taxes provided only 7 percent of State
and local tax collections. These considera-
tions suggest that it would be instructive to
develop measures of taxable capacity which
reflect the potential yields of the types of
taxes on which State and local governments
actually rely in raising revenue.

A major problem in using the revenue
yield estimates of a uniform tax system as
the gage of fiscal capacity revolves around
the composition of that tax system. What
kinds of taxes should be included and how
much weight should each be assigned?
While the 50 States generally use many of
the same kinds of taxes, they use them in
different combinations with infinite vari-

ations in detailed provisions. One-third of
the States do not impose a general sales tax;
one-third do not tax personal income ; some
tax both and some tax neither and no two
of the sales or income taxes are exactly alike.
Even greater variations prevail in the se-
lected business taxes.

These variations in tax structure are the
result of each State’s accommodation to its
own combination of economic, political, and
social factors—an accommodation which
ultimately produces a unique tax structure
in each State. The States of Washington
and Hawaii rely heavily on consumer taxes;
Delaware and Oregon on income taxes;
New Jersey and Nebraska on property taxes;
Alabama on business licenses; Texas and
Louisiana on severance taxes. Variations
in tax administration introduce additional
differences, especially striking in property
taxation.

Beyond the selection of taxes to be in-
cluded in the tax system employed for meas-
uring relative tax capacity is the question of
weight to be given the various bases and
taxes when combining them into a single
index. Among the weighting systems which
have been used or suggested are the follow-
ing: (1) Thedifferent bases can be weighted
in proportion to the revenue derived from
them by State and local governments as a
whole (fig. 1). This is the weighting
system employed in the “representative tax
system”—a yardstick described in chapter
3 of this report; (2) alternatively, the bases
can be weighted by applying to all States the
average effective tax rates of the States actu-
ally imposing each type of tax; and (3)
finally, some ideal or hypothetical tax rate
structure can be used.

For purposes of the yardstick which we
call the representative tax system, we have
defined the relative taxable capacities of the
States (including their political subdivi-
sions) as the amount of revenue they could
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raise (relative to one another) if all em-
ployed an identical tax system, one which
represents the average of currently em-
ployed State-local tax structures. More spe-
cifically, we proceeded as follows. (1) We
identified the taxes (including their princi-
pal provisions) presently in common use by
State and local governments. (2) For each
such tax we made estimates of the tax base
(uniformly defined) in all States, including
those States which do not now employ this
type of tax. The term “tax base” is the
quantitative measure of the object, activity,
etc., to which the tax applies; i.e., the value
of taxable property for the property tax, the
amount of sales of goods and services for
the general sales tax, the number of packs
of cigarettes sold for the tobacco tax, the
distribution of personal incomes for the in-
dividual income tax, etc. (3) We fixed the
rate of each of the taxes included in the
representative tax system at a level which,
when applied to the base of the particular
tax, produced an amount of revenue for the
States in the aggregate which was approxi-
mately equal to the total collections in all
the States for this type of tax in the fiscal
year 1960. We term this yardstick the rep-
resentative tax system because it represents
a cross section of the tax practice which cur-
rently exists in the States, including their
local governments.

Fiscal capacity and revenue require-
ments. We have identified the fiscal capac-
ity of a State with the resources (measured
by income or the yield of some combination
of taxes) available to the State for public
expenditures. But little interest attaches
to capacity, as such, unrelated to public
needs. An important reason for developing
a measure of capacity is to provide answers
to questions like: How adequate is the
capacity of State A to meet its needs? or
how do States A and B compare in capacity
to meet public expenditure requirements?

To answer these questions we need a meas-

ure of State needs as well as State capacity.

To make interstate comparisons of ex-
penditure requirements, it is necessary to
define these requirements. Should our
comparison be on the basis of a uniform
level of service for all persons in the United
States? If so, which services? Should it
be only those services which are presently
provided in all the States? If so, in some
average amount or some ideal amount?

One common procedure—adopted for
convenience in this report—is to express
capacity on a per capita basis. For exam-
ple, when personal income is used as a
measure of fiscal capacity, comparisons be-
tween States are often stated in terms of
personal income per capita. This implies
that a State’s public expenditure needs vary
directly with its population. If State A has
twice as much personal income as State B,
but also twice as many people, the capaci-
ties of the two States to meet public needs
are assumed to be roughly the same.

The use of total population as the sole
indicator of needs for public services clearly
leaves much to be desired. Among other
things, the age distribution of the popula-
tion affects public expenditure require-
ments, since relatively large amounts of
public funds normally go to educate the
young and assist the elderly. Furthermore,
States with great concentrations of popula-
tion in urban centers have larger budg-
etary requirements than sparsely populated
States.

One possibility is to take as our measure
of the needs of all the States the types and
amounts of services provided to more than
half the population of the United States.
We can thus make interstate comparisons
of fiscal capacity assuming that all the
States will provide those services which
most of the population currently receives
and that the amounts spent to provide those
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services will be some average of what is
presently spent in the United States. This
procedure, too, has serious deficiencies for
variations in the quantity and quality of
local and State services, reflecting the will
of the particular electorate, is one of the
hallmarks of democracy. However, for
purposes of guiding the distribution of
financial aid from a higher level of govern-
ment, this kind of consideration can per-
haps be disregarded.

Another method of taking account of the
differences in the needs of the various States
is to set up some yardstick of ideal levels and
types of services. For example, it might be
assumed that every school-age child in the
United States should be entitled to 12 years
of education at public expense whose qual-
ity is determined by some minimum ex-
penditure per child. Similarly, the need
for expenditures on fire or police protection
might be determined by value of residential
and industrial property in the State. In
setting up an ideal measure of each State’s
needs, consideration would have to be given
to which services should be provided (and
this may vary by State or region) and in
what amounts.

It might be noted that in the last analysis
our judgment as to the level of service will
have to assume that quality and amount
spent for the service are synonymous. The
relationship between measures of capacity
and need is considered in more detail in
appendix A.

What is Tax Effort?

Tax effort can be defined as the extent to
which a given State makes use of its fiscal
or taxable capacity. If two States have the
same fiscal capacity (however this capacity
is measured), but State A collects more tax
revenues than State B, then State A may be
said to be making a greater tax effort. For
purposes of this definition it is not relevant

10

that State A is able to export a large por-
tion of its taxes to other States. All taxes
paid to A are counted as part of A’s tax
effort, since they represent a use of A’s
available fiscal capacity. This is the sense
in which tax effort is used in this report.

One might also be interested in compar-
ing the tax burdens borne by the residents
of different States. Estimates of relative
tax burden answer the question: How
much sacrifice do the residents of State A
have to make compared to those of State B
in order to maintain a given level of public
expenditures? A measure of tax burden
should relate the taxes paid to a State by its
own residents to some measure of their
ability to pay.

As an approximate measure of ability to
pay one might use per: capita personal in-
come after deduction of Federal taxes and
of minimum necessary personal expendi-
tures, but further refinements would be
useful. In particular, consideration should
be given to the distribution of personal in-
come within the various States. Two States
with the same average per capita incomes
and average per capita tax collections may
be said to have the same capacity and tax
effort. However, the tax burdens imposed
on groups of individuals in the same or
similar economic circumstances may be
very different because income is differently
distributed within the two States. In one
State there may be a cluster of families at
each end of the income scale. In the other,
incomes may be more evenly distributed.

In addition, one might wish to consider
the tax burdens falling on particular groups
in the economy. Individuals might be
classified and compared by the amount of
their income, the source of their income, or
the uses of their income. Such a compari-
son would involve rich versus poor, wage
earners versus investors, those whose income
is used primarily for consumption versus



those who devote a large part of their in-
come to various forms of saving. Such
measures would consider questions like: Is
greater burden involved if a given amount
of money is raised from the top 10 percent
of the income distribution than if it is raised
proportionately from all groups; if raised
from a tax on wages than from capital
gains; if raised from a tax on producers of
automobiles than from corner druggists; if
it is raised from users of tobacco and alcohol
than if raised from general sales?

Finally, it should be remembered that for
some purposes measures of the burden of
taxation are not very useful in themselves
unless coupled with measures of the benefits
conferred by the corresponding public ex-
penditures. Only if estimates of the burdens
borne and benefits received by various
groups in the population can be developed
is it possible to draw definitive conclusions
about the net effect of governmental pro-
grams on the welfare of the community as
a whole and of its constituent groups. Those
whose concern with relative fiscal capacity
is associated with the allocation of financial
aid among States or local governments will
be concerned more with the relationship of
fiscal capacity and tax effort to the require-
ments for financing a foundation level of
benefits (in education, public welfare, pub-
lic health, etc.) rather than with total re-
quirements for these programs. This is
especially true if the objective of the par-
ticular grant is to insure that the recipient
jurisdiction’s revenues from its own sources
together with the grant are adequate to pro-

vide a basic level of service deemed essential
in the national or State interest.

It should also not be forgotten that bene-
fits as well as taxes can be exported—
through the provision of public services to
residents of other States (tourists, for ex-
ample) or through the emigration of the
State’s residents who have benefited from
public services (such as education and
health services) by increasing their produc-
tive capacity. This is but another way of
saying, as has been said already, that differ-
ent purposes call for differently constructed
measures of fiscal capacity and tax effort.

In the chapters which follow we explore
in detail alternative approaches to the meas-
urement of the relative fiscal capacities of
the States, including their subdivisions. We
treat States together with their local gov-
ernments because the wide variations in the
division of responsibilities and revenue re-
sources between State and local govern-
ments would make interstate comparisons
on any other basis meaningless.

The next chapter explores indexes of
capacity based on income. This is followed
in chapter 3 by the development of indexes
reflecting the estimated yield of a represent-
ative tax system. These two approaches
are then contrasted and analyzed in chap-
ter 4. Measures of tax effort based on these
indexes of capacity are assessed in chapter
5. The overall findings are summarized in
chapter 6.°

5 Because figures are rounded to the nearest even num-

ber, the detail in some of the table columns does not add
to the total.
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Chapter 2
INCOME FLOWS AND CAPACITY

Analyses of the fiscal capacity of govern-
mental jurisdictions conventionally center
on the personal income of their population.
This is understandable because, in the long
run, taxes, certainly most of them, are paid
out of income. We recognize that this is
not invariably true in the short run, for peo-
ple and businesses occasionally dip into cap-
ital for all kinds of purposes, including taxes.
Deficit enterprises number in the millions,
in good and bad years and some of their
taxes, e.g., property taxes, are affected by
the condition of their profit position only
very slowly, if at all. Families, too, occa-
sionally live in part on capital and pay taxes
from capital funds. But, in the long run,
taxes are normally paid out of income.

The relationship of taxes to personal in-
come relevant for the Nation as a whole is
less close for its constituent parts, for the
States and their local governments. States
derive a relatively small proportion of their
tax revenues from direct levies on personal
income; a substantial part of their tax reve-
nue is raised by tapping the income stream
at other stages in its flow from production
to profit taking. Hence, other measures of
income flow, such as measures of income at
point of production, may be at least as rele-
vant to measuring State capacity as is per-
sonal income, which reflects the income flow
at its ultimate stage.

Personal income, family income, corpo-
rate income, and income produced each
have relevance, separately and in combina-
tion, for State and local fiscal capacity. We

turn first to personal income and examine
its meaning in this context.

Personal Income

Personal income estimates prepared by
the Office of Business Economics in the De-
partment of Commerce represent the most
comprehensive economic index now avail-
able on a State-by-State basis. Personal in-
come for a State is defined by the Office of
Business Economics as the current income
received by its residents from all sources:
from business establishments, Federal and
State and local governments, households
and institutions, and from foreign countries.
All forms of income flowing to persons from
these sources are included: wages and sal-
aries, various types of supplementary earn-
ings termed “other labor income,” the net
income of owners of unincorporated business
(including farms), net rental income (in-
cluding imputed income of owner-occupied
homes), dividends, interest, and govern-
ment and business “transfer payments”
(consisting in general of disbursements to
individuals for which no services are ren-
dered currently, such as unemployment ben-
‘efits, relief, and veterans’ pensions). As
defined, “residents” include individuals,
nonprofit institutions, private trust funds,
and private pension, health, and welfare
funds. Incomes of individuals physically
residing in a State, whether civilian or mili-
tary, are included without regard to perma-
nent or legal residence.

While the State estimates are subject to
a margin of error, the extent of the error
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within the context of the personal income
concept is believed to be relatively small.
The largest component of total personal in-
come (about two-thirds on a nationwide
basis) is wages and salaries. Wages and
salaries are based almost entirely on earn-
ings data assembled in connection with the
administration of the unemployment in-
surance taxes. Nationally, the industries
covered by this program account for three-
fourths of total payrolls. Civil Service
accounting records, special censuses, and
agency records provide the required data
for the classes of employment not covered
by unemployment insurance programs (e.g.,
agriculture, private hospitals, and religious
organizations). State-by-State estimates of
proprietors’ income, while still subject to
serious shortcomings, have in recent years
been strengthened by the work of the Agri-
cultural Marketing Service on farm income,
the more extensive tabulations of business
income made available by the Internal Rev-
enue Service, and the data on self-employ-
ment income gathered as a byproduct of the
administration of the old-age and survivors
insurance program. The property income
component—rent, interest, and dividend in-
come—has a lower order of reliability than
most other types of State income flows.
This generalization applies particularly to
rental income and interest, which together,
however, comprise currently only 9 percent
of national personal income.

The estimates of personal income for the
United States, the regions, and for each of
the States are shown in table 1 for the years
1959, 1960, and 1961.* The relative impor-
tance of the farm, government, and private
nonfarm sectors as sources of personal in-
come in the States is indicated in table 2.
A more detailed distribution of civilian in-
come by industrial sources is shown in table
3. The interstate variation in the distribu-

* The regional classification of the States used through-
out this report is the classification developed by the Office
of Business Economics of the Department of Commerce
for regional income comparisons.

14

tion of income reflects the wide differences
among States in industrial characteristics
and in government transfer payments.

For purposes of the present study, our
concern extends beyond considerations of

TaABLE 1.—Per Capita Personal Income, by State,
1959, 1960, and 1961

Percent
State and region 1959 | 1960 | 1961 | 1961 of
1959

United States....... $2, 160 |$2, 223 (82, 265 108
New England........| 2,388 | 2,471 | 2,542 106
Maine............. 1,800 | 1,900 | 1,891 105
New Hampshire....| 1,980 | 2,074 | 2,119 107
Vermont........... 1,798 | 1,859 | 1, 891 105
Massachusetts. . . . .. 2,437 | 2,519 | 2,614 107
Rhode Island....... 2,166 | 2,228 | 2,296 106
Connecticut. . ...... 2,781 | 2,863 | 2,926 105
Mideast............. 2,515 | 2,591 | 2,633 105
New York......... 2,709 | 2,789 | 2,839 105
New Jersey......... 2,591 | 2,665 | 2,716 105
Pennsylvania. . . . ... 2,201 | 2,266 | 2,280 104
Delaware. .. ....... 2,927 | 3,013 | 3,026 103
Maryland.......... 2,326 | 2,394 | 2,478 107
District of Columbia.| 2,868 | 3,008 | 3,059 107
Great Lakes......... 2,316 | 2,373 | 2,386 103
Michigan.......... 2,253 | 2,322 | 2,278 101
Ohio.............. 2,283 | 2,339 | 2,337 102
Indiana........... 2,101 | 2,179 | 2,212 105
Illinois. . .......... 2,571 | 2,613 | 2,663 104
Wisconsin.......... 2,122 | 2,171 | 2,216 104
Plains.............. 1,988 | 2,071 | 2,137 107
Minnesota. ........ 1,971 | 2,054 | 2,127 108
owa.............. 1,970 | 2,003 | 2,163 110
Missouri........... 2,158 | 2,199 | 2, 260 105
North Dakota. .. ... 1,557 | 1,741 | 1,484 95
South Dakota. . . .... 1,502 | 1,842 | 1,804 120
Nebraska.......... 1,966 | 2,113 | 2,156 110
Kansas............ 1,990 | 2,068 | 2,156 108
Southeast............ 1,566 | 1,607 | 1,653 106
Virginia........... 1,792 | 1,848 | 1,911 107
West Virginia. ... .. 1,635 | 1,674 | 1,689 103
Kentucky.......... 1,514 | 1,543 | 1,626 107
Tennessee.......... 1,508 | 1,545 | 1,594 106
North Carolina. . . .. 1,500 | 1,574 | 1,640 109
South Carolina... .. 1,333 | 1,397 | 1,441 108
Georgia........... 1,557 | 1,608 | 1,644 106
Florida............ 1,962 | 1,988 | 1,993 102
Alabama. ......... 1,420 | 1,462 | 1,484 104
Mississ’ppi......... 1,153 | 1,173 | 1,233 107
Louisiana.......... 1,605 | 1,604 | 1,624 101
Arkansas........... 1,327 | 1,341 | 1,420 107
Southwest........... 1,883 | 1,912 | 1,953 104
Oklahoma. . ....... 1,789 | 1,848 | 1,879 105
Texas............. 1,908 | 1,924 | 1,972 103
New Mexico. ...... 1,820 | 1,806 | 1,821 100
Arizona........... 1,912 | 2,011 | 2,036 106




TaBLE 1.—Per Capita Personal Income, by State, 1959,
1960, and 1967—Continued

Percent
State and region 1959 | 1960 | 1961 | 1961 of
1959

Rocky Mounein..... $2, 029 ($2, 108 [$2, 184 108
Montama. ......... 1,978 | 2,018 | 2,007 101
Idako............. 1,802 | 1,796 | 1,854 103
Wyoming.......... 2,240 | 2,334 | 2,364 106
lorado.......... 2,186 | 2,320 | 2, 449 112
Utah.............. 1,848 | 1,910 | 1,979 107
FarWest............ 2,555 | 2,633 | 2,678 105
2, 380 106
2, 280 104
2, 960 109
2,784 104
2,718 107
2,306 109

Source: U.S. Department of Commerce, Survey of Current
Business.

the quality of personal income estimates,
per se, to the meaningfulness of personal
income as a measure of State fiscal capacity.
Its special weaknesses and limitations in this
respect are discussed briefly below.
Deduction of Federal taxes. The ac-
ceptance of personal income received by
the residents of the States as an index of

their relative capacities to devote funds to
public and private purposes neglects the in-
come withdrawn from the States by Fed-
eral taxes. The Federal tax structure, uni-
formly applied to the diverse income struc-
tures in the States, results in different Fed-
eral tax withdrawals, suggesting that the
personal income figures should be corrected
for the differential impact of these Federal
taxes, and, as a minimum, for Federal in-
dividual income tax withdrawals.

A fairly extensive study of Federal tax
withdrawals from personal income made in
1954 details the conceptual and measure-
ment problems involved in adjusting for
these withdrawals. This study, as well as
the work done by the Office of Business
Eeonomics on developing estimates of per-
sonal taxes by States, points to the conclu-
sion that the relative position of the States
is affected very little by an adjustment for
Federal tax withdrawals.” Table 4 gives
the relative position of the States measured

? Selma Mushkin and Beatrice Crowther, Federal Taxes
and the Measurement of State Capacity, U.S. Department

of Health, Education and Welfare, Public Health Service,
2nd Print, December 1954 (processed).

TABLE 2.—Composition of Personal Income, by State, 1960
[Percentage distribution]

Government income

Total disbursement 2 Private

State and region personal | , Farm nonfarm

income income ! income 3

Federal | State and
local

United States. . .............coi ittt 100 3.7 11.2 7.4 77.7
New England........... ... ... ittt 100 1.2 11.3 6.6 80.9
Maine. ... ... e 100 5.2 15.1 6.9 72.8
NewHampshire............... ..., 100 1.4 14.3 6.3 78.1
Vermont. . ... ... e e 100 6.1 10.7 7.8 75. 4
Massachusetts. ................. ... iiiiiiiiinnnn. 100 .5 12. 4 6.8 80.3
RhodelIsland....................... .. ... cciiiiein... 100 4 15.5 7.4 76.7
CoNNECtiCUL. . ... \i it 100 9 7.0 5.7 86.3
Mideast. . . ......... e 100 1.0 10. 6 6.9 81.6
NewYork...... ... . ... . . 100 .8 8.3 7.9 83.0
New Jersey.. ... i 100 .8 9.1 5.9 84.2
Pennsylvania.......................... ... ... 100 1.2 10. 6 6.1 82.1
Delaware. .. ...ttt 100 2.8 8.1 5.0 84.2
Maryland................ ... 100 1.4 19.1 6.7 72.8
District of Columbia.....................0.............. 100 |.......... 42.1 5.0 53.0

See footnotes at end of table.




TaBLE 2.—Composition of Personal Income, by State, 1960—Continued
[Percentage distribution]

Government incomeé

Total disbursements 2 Private

State and region personal | _Farm nonfarm

income income ! income 3

Federal | State and
local

Great Lakes. . ........ ... ... . . . 100 2.5 8.4 6.7 | 82.3
Michigan. . ....... ..o i 100 1.7 7.6 7.8 82.9
Ohio. o 100 1.8 8.8 6.1 83.2
Indiana........ ... i i 100 4.2 8.4 6.5 80.9
INOIS. ... 100 2.4 8.8 6.4 82.5
Plains. . . ... e 100 9.8 10. 8 7.3 72.1
MiINnesota. . ...ttt e 100 7.4 8.9 8.3 75. 4
JoWa. ..o 100 12.5 9.8 7.3 70. 4
MIiSSOUI . oo v 100 5.0 10. 4 6.2 78.5
NorthDakota..................... ... iiiiin. 100 22.3 12. 8 9.1 55.9
SouthDakota......................................... 100 25.2 13.5 7.6 53.7
Nebraska.........ooiiin it 100 13.8 12.7 7.1 66. 4
Kansas.................. S 100 10. 6 13.1 7.6 68.7
Southeast..............coiiiiiiiii i 100 59 14.6 7.7 71.8
Virginia. . ........ ... .o, e e 100 3.5 23.0 6.4 67.1
West Virginia.............co i 100 1.8 11.3 7.2 79. 6
Kentucky. ... ... oo 100 7.3 14.9 7.2 70.7
Tennessee. . ...t e e 100 5.0 12.2 7.6 75.2
NorthCarolina....................0iiiiiiiininnnnn.. 100 9.3 11.9 7.2 71. 6
South Carclina. . ........c.c.iiiiiiiiniiiiiinnnn, 100 6.3 16.0 7.1 70. 6
[0 5 - A 100 5.1 14.7 7.4 72.8
Florida........ ..ottt et 100 4.5 13.3 7.2 74.9
Alabama.......... ... 100 5.4 16.5 8.3 69. 8
MISSISSIPPE . & ¢ ve vt e 100 11.6 15. 4 9.5 63.5
Louisiana................ccoivieiiiiinaa..., e 100 3.8 9.9 11.2 75.1
Arkansas. . ............ i 100 14.5 13.9 8.1 63.5
Southwest. .. .......ooiiiiii i 100 6.4 12.9 7.7 73.0
Oklahoma.............. ... ..o i 100 7.5 14.9 9.0 68.7
eXaS. . oot 100 6.0 12.1 | 6.9 75.0
New Mexico. ..., P 100 6.2 17.0 10.8 66.0
AriZOna... ... .. ..o 100 7.5 12.3 9.1 71.1
Rocky Mountain............................ciiin... 100 7.3 13.0 8.6 71.0
Montana.......... ...t 100 13.0 13.7 8.7 64.5
Idaho. .. ... ... ... . . e 100 13. 4 12.3 8.2 66. 1
Wyoming. .. ... ... ... .. 100 8.8 10.5 8.5 72.3
Colorado. ....c.ooiii 100 5.1 12. 6 8.8 73.5
Utah. . ... 100 3.2 15.3 8.4 73.2
Far West. .. ... 100 3.6 11.5 8.9 76.1
Washington. . ........... ... ... ... ... i 100 4.1 14.3 8.7 72.9
Oregon. ...t 100 4.7 10.3 8.5 76.6
Nevada 100 2.3 12.0 7.4 78.3
California 100 3.4 1.1 9.0 76.5
Alaska. ... ... e 100 .5 40.9 7.6 51.0
Hawaii 100 6.5 26.6 8.0 58.8
! Consists of net income of farm proprietors, farm wages, for social insurance), other labor income, interest and

and farm “other” labor income, less personal contribu-
tions under the OASI program.

% Consists of income disbursed directly to persons by
the Federal and State and local governments. Com-
prises wages and salaries (net of employee contributions
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transfer payments.

3 Equals total personal income less farm income and
Government income disbursements.

Source: Computed from U.S. Department of Com-
merce, Survey of Current Business, August, 1961.
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by personal income minus Federal personal
direct taxes and nontax payments and dis-
posable income (i.e., personal income less
Federal, State, and local taxes). Both of

TABLE 4.—Total Personal Income, Personal In-
come After Federal Payments, and Disposable
Income, by State, 1959

[Per capita as a percent of U.S. average]

Personal income
Disposable
State and region Less Fed- | personal
eral pay- | income
Total | ments (tax
and non-
tax)
United States. . ........ 100 100 - 100
New England ........... 111 110 110
Maine................ 83 85 85
New Hampshire. ....... 92 92 93
Vermont.............. 83 85 84
Massachusetts. ......... 113 113 112
Rhode Island. ......... 100 100 100
Connecticut. . ......... 129 127 127
Mideast . ............... 116 115 115
New York............. 125 123 123
New Jersey............ 120 119 119
Pennsylvania........... 102 102 102
Delaware.............. 136 132 134
Maryland.............. 108 106 107
District of Columbia....| 133 129 132
GreatLakes............. 107 107 108
Michigan.............. 104 105 106
Ohio.................. 106 106 107
97 98 29
119 118 119
98 929 97
92 93 92
91 92 91
91 92 91
100 101 101
72 73 Ul
70 70 69
91 91 93
92 92 91
72 74 74
Virginia............... 83 84 83
West Virginia.......... 76 77 78
Kentucky...... e 70 71 70
Tennessee............. 70 71 71
North Carolina......... 69 72 72
South Carolina......... 62 64 64
Georgia............... 72 74 74
Florida....... e 91 92 91
Alabama.............. 66 67 67
Mississippi............. 53 56 56
Louisiana.............. 74 76 76
Arkansas.............. 61 63 64

TABLE 4.—Total Personal Income, Personal Income
After Federal Payments, and Disposable Income, by
State, 1959—Continued

[Per capita as a percent of U.S. average]

Personal income
Disposable
State and region Less Fed- | personal
eral pay- | income
Total | ments (tax
and non-
tax)

Southwest. ............. 87 88 88
Oklahoma............. 83 84 84
Texas. .....cooueuennnn. 88 89 89
New Mexico........... 84 85 84
Arizona............... 89 89 84

Rocky Mountain. ....... 94 94 93
Montana.............. 92 93 93
Idaho................. 83 85 84
Wyoming.............. 104 105 101
Colorado.............. 101 101 100

................. 86 86 86

Far West............... 118 118 117
Washington............ 104 103 104
Oregon................ 102 101 98
Nevada............... 126 123 121
California............. 124 123 123
Alaska................ 117 119 119
Hawaii............... 96 100 99

Source: Department of Commerce, Office of Business
Economics and Bureau of the Census.

these series are shown alongside total per-
sonal income before any tax deductions.

Farm income. The comparability of the
farm and nonfarm sectors in the Office of
Business Economics’ estimates of State per-
sonal income has been questioned. At pres-
ent, the rental value of farm dwellings is
valued in terms which essentially reflect
farm price levels rather than prices
for dwellings in the city. More
specifically, it has been urged that farm
dwellings be valued at urban prices to
achieve greater comparability and that the
value of food and fuel consumed on the
farm be valued at urban retail prices rather
than on the basis of the prices at which
these products are sold commercially by the
farmer as they are at present.
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Retail prices of food, on the average, are
about twice as high as prices at the farm.
The rental value of owner-occupied dwell-
ings in urban areas is also about twice that
on farms.

Studies have been made of these adjust-
ments in the course of the consideration of
new Federal grant programs, using personal
income as an allocation factor and also as
part of the research on farm parity prices.
The studies suggest (a) that greater com-

parability between farm and nonfarm areas

would be gained by a revaluation of prices
of food consumed on the farm, and (b)
that a revaluation of rental values of owner-
occupied farm dwellings is not justified
because of the different quality of farm-
housing.

Estimates of the changes which would
occur in the personal income ranking of the
States if an adjustment were made to value
food and fuel consumed on the farm at
urban prices (using data on nationwide
price differentials in the absence of State-
by-State information), however, show little
change in the relative position of the States.
A similar finding was reached when both
food and fuel consumed on the farm and
the value of owner-occupied dwellings were
adjusted to urban prices.

Refining the measurement of imputed in-
come makes personal income a better meas-
ure of the relative capacity of the States for
some purposes. However, imputed income
(such as the value of home-produced food )
is generally not taxed. Hence, if personal
income is to be used as a measure of the
source of taxpayments imputed income
items should be excluded.

While attention has largely been focused
on adjustments of personal income for Fed-
era] taxes and for comparability between

20

TABLE 5.—Percentage of Families and Unrelated
Individuals in Each State With Less Than Specified
Incomes, 1959

Percent with incomes less
than—
State and region
$3,000 | $2,000 | $1,000
New England:
Maine.................. 36.8 25.2 13.2
New Hampshire.......... 30.2 21.2 12.3
Vermont. ............... 38.1 27.0 16.0
Massachusetts. . .......... 26.6 18.8 10.1
Rhode Island............ 32.0 22.9 11.9
Connecticut.............. 20.9 14.8 8.3
Mideast:
New York............... 26.1 18.0 10.3
New Jersey 21.8 15. 3 8.6
Pennsylvania. 28.0 19.7 11. 4
Delaware.....:.......... 27.8 19.7 10.8
Maryland 26.7 19.0 10.7
District of Columbia 31.9 22.1 12. 8
Great Lakes:
Michigan................ 26.1 19.0 10.7
hic......c.oivviuan. 26.4 19.2 10.9
Indiana................. 28.9 20.8 12.0
Ilinois. ................. 26.3 19.0 11.1
Wisconsin. . . ............ 28.9 20.6 11.5
Plains:
Minnesota. .. ............ 33.1 23.6 12.9
Towa.................... 36.8 26. 4 14.6
Missouri................. - 38.3 28.1 15.6
North Dakota............ 40.2 28.0 14.7
South Dakota...."....... 44.8 32.5 18.1
Nebraska................ 37.4 25.6 13.3
Kansas.................. 34.6 24. 8 13.2
Southeast:
Virginia............ R 38.7 27.8 15.3
West Virginia. ........... 40.7 30.2 18.0
Kentucky................ 46.3 34.6 19.7
Tennessee............... 46. 2 33.7 19.5
North Carolina........... 45.9 32.9 18.6
South Carolina........... 48.5 35.9 21.8
Georgia. ................ 44,1 31.4 17.0
Florida.................. 40.2 27.5 14. 1
Alabama................ 46. 2 34.3 19.9
Mississippi............... 58.7 45.8 28.0
Louisiana................ 44.6 32.6 17. 4
Arkansas................ 55.2 41.2 22.9
Southwest:
Oklahoma............... 42.1 31.2 16.0
Texas......oooovviunn.n. 38.8 28.0 15. 4
New Mexico............. 33.4 23.8 12.5
Arizona. ................ 33.1 23.8 13.0
Rocky Mountain:
Montana................ 33.5 23.6 11.8
Idaho................... 31.9 21.8 10.5
Wyoming................ 27.4 18.6 8.9
Colorado................ 31.4 21.9 9.9
Utah.................... 26.4 19.1 10.6
Far West:
Washington.............. 29.1 21.2 9.5
Oregon.................. 29.7 21.3 11.0
Nevada................. 25.9 18.0 8.8
California............... 27.5 19.7 9.5
Alaska.................. 35.7 26.7 9.7
Hawaii.................. 31.3 21.5 2.3

Source: Census of Population, 1960. Series PC(1) C,
General Social and Economic Characteristics.



farm and nonfarm income, there are other
characteristics of the personal income series
which affect its usefulness as a measure of
fiscal capacity in terms of source of income
out of which taxes are paid.

Corporate income. The source of cor-
porate income taxpayments is not measured
by personal income. This is so regardless of
what is assumed regarding the incidence of
corporate income taxes; that is, whether it
is assumed that they are shifted forward
to consumers, or are paid out of profits by
reducing dividends, or are paid out of un-
distributed corporate earnings.

Capital gains. Ability to command pub-
lic or private goods and services is affected
by the amount of capital gains and losses.
Personal income estimates (as well as most
regional income series), however, exclude
these gains and losses. The omission over-
looks a flow of potential purchasing power
which is comparable to other categories of
income.

Government and nonprofit institutional
income. The use of personal income as a
capacity measure avoids the complex prob-
lem of designing a system of weights im-
plicit in many alternative measures of
capacity. The problem of weighting in a
sense disappears in that all of the com-
ponents of the income count are additive.
It must be recognized, nevertheless, that
the potential claim made by State and local
taxes per dollar of this income differs ac-
cording to its source. Federal civilian or
military payrolls in an area are not always
accompanied by the same State or local po-
‘tential tax claim as the payrolls of a private
manufacturing plant. The Federal school
assistance program in federally affected
areas operated under Public Laws 815 and
874 was enacted in part as a payment in lieu
of local property taxes on Federal establish-
ments, and various proposals for other Fed-

eral payments in lieu of property taxes also
reflect this. Nonprofit institutions, includ-
ing educational institutions and hospitals,
pose a similar problem of differential access
of State and local taxes to a dollar of income.

“Other labor income” and transfer pay-
ments. Employer contributions to private
pension, health, and welfare funds are in-
cluded as part of personal income and na-
tional totals of these amounts are allocated
among States on the basis of payrolls, in-
dustry by industry.

Additions to wages through fringe bene-
fits, however, do not represent the same
amount of tax potential as an increased
wage. Apart from the problem of em-
ployer contributions used for reserve ac-
cumulations, the States and localities do not
have as much opportunity to extract tax
dollars from fringe benefits as from other
income sources. This differential would
remain even if benefits paid out were sub-
stituted for employer contributions.

Income flows represented by such Gov-
ernment transfer payments as social in-
surance benefits, military pensions, terminal
leave payments, veterans allowances, and
public assistance payments, similarly are not
available for State and local taxation in the
same way as other income items.

Apart from Government income dis-
bursements, including transfer payments
and Federal, State, and local payrolls, the
changes which would result from adjust-
ment of personal income are not likely to
alter significantly the relative income posi-
tion of the States. The Government com-
ponent, however, comprises very different
proportions of income in the States (table
2). The Federal income disbursements
alone range from 7 percent of total personal
income in Connecticut to 23 percent of total
personal income in Virginia, 27 percent in
Hawaii, and 41 percent in Alaska.
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Family and Individual Income

As we have noted, personal income esti-
mates are derived from data on wages, in-
terest, rent, and other items paid out by
businesses and government. This proce-
dure probably yields reasonably accurate
estimates of total personal income received
in the Nation and in its geographic subdi-
visions. However, personal-income esti-
mates do not give us any information on how
the income is distributed among families and
individuals. For this we have to turn to the
family and individual income data collected
by the Bureau of the Census.

In connection with the decennial Census
of Population and the Current Population
Survey, families and individuals are asked
to state the amount of income they received
in the past year from various sources. Esti-
mates of total income obtained in this way
are probably less accurate than those com-
puted from data furnished by business and
government, but they have the major ad-
vantage that they throw light on the num-
bers of individuals and families with in-
comes of various sizes.

Income of families and individuals in
each State as reported in the Census of Pop-
ulation is not defined in the same way as
personal income in the estimates prepared
by the Office of Business Economics. Com-
ponents of income included in per-
sonal income but excluded from cen-
sus family income, moreover, are more
important in some States than in others.
For this reason the relative positions of the
States tend to shift somewhat when total
family income is substituted for personal
income as an index of fiscal capacity.

The differences between the composition
of the Office of Business Economics’ per-
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sonal income and the Census Bureau’s fam-
ily income series are summarized below :

Income item Personal Family
income income
Income retained by private | Included. .| Excluded.
&cmion, trwst and welfare
nds.
Income of nonprofit institutions. Included. .| Excluded.
Income of institutional residents | Included. .| Excluded.
including members of Armed
Forces living on post.
Income persons who die | Included. .| Excluded.
during year.
Value of food and fuel produced | Included. .| Excluded.
and consumed on farms.
Net rental value of owner- | Included. .| Excluded.
occypied homes.
Wagesinkind............... Included. .| Excluded.
Imputed interest. . ........... Included. .| Excluded.
Value of farm inventory changes. | Included. .| Excluded.
Personal contributions for social | Excluded. .| Included.
insurance.
Periodic payments received | Excluded..| Included.
from life insurance companies.

Based on materials included in Selma F. Goldsmith,
“The Relation of Census Income Distribution Statistics
to Other Income Data” in National Bureau of Economic
Research, An Appraisal of the 1950 Census Income Data,
Studies in Income and Wealth, Vol. 23 pp. 65-107.

The total family income count in the
census is considerably lower—some 15 per-
cent lower—than that of personal income
for the Nation. The largest part of the dif-
ference in total income is attributable to
differences in the content of the income esti-
mates, but part is also due to understatement
of income in field interview compilations of
income information. The income reported
by the family is probably based on memory
rather than on records, and in the majority
of instances on the memory of some one per-
son, usually the wife of the family head. On
the average, respondents tend to understate
their family’s income—sometimes deliber-
ately, but probably more often because they
forget to mention minor or irregular sources
of income or because they are ignorant of -
the incomes of other family members.



Distribution of Income

Capacity to pay taxes is affected by the
distribution of inceme as well as its average
level, and States with similar per capita in-
comes frequently have very different income
distributions.
~ Families and individuals with incomes be-
low the minimum necessary for adequate
food and shelter are generally considered to
have little or no ability to pay taxes. This
is the philosophy behind the personal ex-
emptions and exemptions for dependents al-
lowed under Federal and State income
taxes.

At the other end of the income distribu-
tion, States may be limited in their access
to very high incomes because of the ease
with which these high income taxpayers can
move across State lines.

The proportion of families and unrelated
individuals in each State with incomes be-
low $1,000, $2,000, and $3,000 is shown in
table 5. In table 6 the States are arrayed
according to the propeortion of low-income
families in their population and the propor-

tion of total income received by these low-
income families.

It has sometimes been suggested that ca-
pacity of the States be measured in a way
which would exclude the incomes of those
with little ability to pay taxes. As one ap-
proximation to such a capacity index, census
income data were adjusted to exclude the
income of those families below the $2,000
income level and of unrelated individuads
below the $1,000 income level. As may be
seen in tables 8 and 16, this adjustment does
not alter the relative positions of the ates
appreciably.

Moreover, the belief that low-income
families have little tax capacity does not
insure their freedom from taxation. Vari-
ous studies are available on the dis-
tribution of State and local taxes by
family income group and the share of in-
come in each income interval devoted to
State .and local taxes. Ome of the recent
estimates of the distribution of the tax bur-
dens (1958) is summarized below.

State and Local Taxes as a Percentage of Total Income by Income Class, Calendar Year 1958

Family personal-income class
Source Total
Under [$2,000 to|$4,000 to{$6,000 to($8,000 to| $10,000 | $15,000

$2,000 | $3,999 | $5,999 | $7,999 | $9,999 to and

$14,999 | over
Individual income....................... 0.5 0.8 0.6 0.2 0.2 0.3 0.7 0.5
Corporation income...................... .2 .2 .1 1 .2 .2 .4 .2
Excisesandsales........................ 4.8 3.9 3.7 3.6 3.5 3.2 2.1 3.3
Estateand gift. ................... ... | ... ..., AT PO O I .5 .1
Property.............. .. .. 5.9 4.6 4.1 3.7 3.4 2.8 2.1 35
Total, excluding social insurance. . .. 11.3 9.4 8.5 7.7 7.2 6.5 5.9 7.5

Source: George A. Bishop, ‘““Tax Burden by Income Class,” National Tax Fournal (March 1961) 14: 54.

Far from showing that low-income families
have little tax capacity, the above estimates
indicate that low-income families pay out
larger proportions of their incomes for State
and local taxes than high-income families.

Income Produced

The importance of business taxes in the
State and local tax structure suggests use of
an economic measure of capacity which as-
signs income to the place of production



TABLE 6.—Percent of Total Number of Families and Unrelated Individuals and Percent of Total Income Accounted. .
Jor by Specified Income Groups, by State, 1959

Percent of Families with income under $2,000 and un-
Rank in total income related individuals with income under
average per | accounted for $1,000 as a percent of total number of
capita by families families and unrelated individuals
State personal with income Rank
income (low | under $2,000
to high), and unrelated
1959-61 individuals State Percent ;-
with income :
under $1,000
Mississippi...........ooouu..., 1 10. 6 1 | Mississippi.................... 42.5
Arkansas....................... 2 9.3 2 |Arkansas..................... 37.7
South Carolina................. 3 6.5 3 | South Carolina.............. .. 31.9
Alabama...................... 4 6.4 4 | Alabama..................... 31.4
Kentucky...................... 6 6.2 5| Kentucky..................... 30.9
Tennessee...................... 5 6.0 6 | Tennessee......... e 30.3
North Carolina. ................ 7 5.7 7 | North Carolina................ 28.6
Louisiana...................... 10 5.4 8 | Louisiana..................... 28.4
South Dakota.................. 12 5.4 9| Georgia...................... 27. 4
Georgia....................... 9 5.3 10 | West Virginia................. 27.3
West Virginia........... R 11 5.0 11 | South Dakota................. 27.0
Oklahoma..................... 15 4.8 12 { Oklahoma.................... 25.9
North Dakota.................. 8 4.3 13 j Texas. ....................... 23.6
issouri....................... 31 3.9 14 | Missouri...................... 23.5
Texas........oooviieninia... 20 3.9 15 | North Dakota................. 22.5
Nebraska. ..................... 28 3.6 16 | Virginia....,................. 22.1
Vermont....................... 16 3.6 17 | Vermont. . /.................. 21.7
Towa.......................... 24 3.5 18 | Florida....................... 21.5
Virginia....................... 17 | 3.5 19 fowa........ ... Ll 21.3
Florida.............. ... e 21 3.4 | 20 ! Nebraska................. ... 20. 4
Maine......................... 18 3.4 21 [ Kansas....................... 19.4
Kansas........................ 27 3.0 22 | Maine....................... 19.1
New Mexico. . ................. 13 2.9 23 § New Mexico.................. 19. 1
Idaho......................... 14 2.8 24 | Minnesota. .. ................. 18.8
Minnesota. .................... 25 2.8 25 {Arizona...................... 18.3
Montana............ ... R 23 2.7 . 26 | Indiana...................... 17.0
Arizona............... e 22 2.6 27 {Montana..................... 17.0
Indiana..................... .. 29 2.4 28 | Idaho..................... ... 16.5
RhodeIsland.................. 32 2.3 29 | Wisconsin. . .................. 16. 4
Wisconsin................... ... 30 2.3 30 | New Hamsphire.......... .. ... 16.1
New Hampshire. ... ............ 26 2.2 31 | RhodeIsland................. 16. 1
Oregon........................ 34 2.2 32 | Pennsylvania.................. 15.9
Pennsylvania................... 35 2.2 33 | District of Columbia........ ... 15. 8
Colorado. ..................... 39 2.1, 34 1 Oregon....................... 15.8
California...................... 46 2.0 35 | Ohio........ e 15. 4
Ohio.......................... 40 2.0 36 | Michigan.................. ... 15.3
Utah.......................... 19 2.0 37 | Delaware..................... 15.1
Michigan. ... .................. 36 1.9 38 | Ilhinois....................... 15.0
Washington. . .................. 38 1.9 39 (Utah...................... ... 14.7
Wyoming...................... 37 1.9 40 [ Maryland.................... 14.6
Delaware...................... 51 1.8 41 [ Colorado.................. .. 14.5
District of Columbia........ ... .. 50 1.8 42 | Washington................ ... 13.8
Ilinois. . ...................... 43 1.8 43 | New York.................... 13.7
aryland....... ... ... . ... ... 41 1.8 44 | Massachusetts. . ............. .. 13.3
Massachusetts. .. ............... 42 1.6 45 | Wyoming..................... 13.2
NewYork..................... 47 1.6 46 | California.................... 12. 8
Alaska......... ... ... ... ... .. 45 1.4 47 | Alaska....................... 12.2
Hawaii................ ... .. 33 1.4 48 | Hawaii....................... 11.6
Nevada........................ 48 1.3 49 | Nevada...................... 1.6
New Jersey..................... 44 1.3 50 | New Jersey................... 11.6
Connecticut.................... © 49 1.1 51 | Connecticut................... 10.9

Source: U.S. Department of Commerce—Office of
- Business Economics, Survey of Current Business, August 1961

and April 1962, and Bureau of the Census, Ungged States

rather than place of residence. Dilferences
between persomal income and income pro-
duced may be Hustrated by drawing on a -
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Census of Population, 1960; series PC(1)C, general social
and economic characteristics.

simplified example of a firm located in
Michigan owned by investors in Delaware.
At the end of a year’s operation the value of



the product of the firm (excluding the costs
of materials used up in the production proc-
ess) might total $1 million. Of this $1
million let us further assume $800,000 was
paid out in wages and salaries to employees
working and living in Michigan. Of the
remaining $200,000, half was distributed in
dividends to the investors in Delaware and
the remaining half was retained for corpo-
rate use. An allocation of income on a
personal income basis would place the
$800,000 of wages and salaries in Michigan,
and $100,000 as dividends in Delaware.
Corporate undistributed earnings would not
be included in the income flow count. If,
however, income produced were being
measured all of the $1 million would be
attributed to Michigan in which the value
had been added. }

Estimates of income produced serve to
emphasize regional specialization of key na-
tional industries and to focus on the special
tax resources available to States by virtue of
the location of these special industries.
Steel production in Indiana and Maryland,
citrus production in California and Florida,
salmon fisheries in Washington, tobacco
processing in North Carolina, all are illustra-
tive of this. Data on income produced
would provide an index of the capacity of
the States resulting from the location of key
industries there.

Value of net output of goods and services
in a State could be provided (1) by sum-
ming values added by each class of industry
in each State or (2) by adding together the
returns to each of the factors of production,
wages, and salaries in each State, capital
costs, and so forth.

The possibilities of deriving aggregate
outputs of goods and services in each State
by addition of value added by industrial sec-
tors has been explored fairly extensively and
considerable progress has been made toward
developing such a set of figures. A major

hurdle in measuring income paid to factors
of production (on which research is con-
tinuing) is theproblem of measuring returns
to capital where the production occurs.

The National Planning Association has
developed a set of estimates of product, by
States, adjusted to the gross national prod-
uct estimates. For the agricultural, manu-
facturing and mining sectors, these figures
are derived by adding to employee compen-
sation and noncorporate business income by
States, estimates of the “residual” product
amounts by States. The “residuals” in turn
are determined in each State by the amount
of value added in that State, industry by in-
dustry, after payrolls are deducted. The
components of the residual include interest,
dividends, business transfer payments, cor-
porate income taxes, retained earnings,
capital consumption allowances, and direct
business taxes as well as an inventory ad-
justment. Ratios of each of the compo-
nents of income produced (other than earn-
ings) to the total of the residual for each
industry are assumed to be uniform through-
out the Nation. For example, if corporate
undistributed profits account for 10 percent
of the residual income amount in textile
manufacturing nationally, corporate undis-
tributed profits are also assumed at 10 per-
cent of the residual product (after deduct-
ing payrolls) of textile mills in each State.
For other sectors (for which value added
data were directly available), national
totals were distributed in proportion to em-
ployee compensation. The industrial dis-
tribution of product in each State is shown
intable 7.

While-the estimates of income produced
derived in this way by the National Plan-
ning Association are approximate, they
serve to suggest differences between the rel-
ative edigfacity position of the States when
measured by personal iné®me and by in-
come gwsduced (table 8). These differ-
ences are discussed in chapter 4.



L4

TABLE 7.—Income Produced, by Source, by State, 1957

[Percentage distribution]
Transpor-
Con- tation, Finance,
Agricul- tract | Manu- | communi- insur- Govern-
State and region Total | ture | Mining |construc-| factur- | cations, |Trade| ance, |Services| ment
tion ing and and real
public estate
utilities

United States. ......... 100 5.0 2.8 5.0 29.9 9.7 (17.0 11.3 10. 6 8.8
NewEngland........... 100 1.8 W2 4.9 35.9 7.7 | 16.5 13.0 11.5 8.4
Maine................. 100 6.4 .2 4.9 32.2 9.9117.4 8.7 9.0 11.1
New Hampshire........ 100 3.5 .1 5.0 37. 4 8.1]14.8 9.9 11.0 10.0
Vermont.............. 100 10. 8 1.2 4.2 30.8 9.6 | 14.3 9.2 11.9 7.9
Massachusetts.......... 100 .9 .2 4.4 33.0 8.21]17.8 13.8 12.9 8.8
Rhode Island. ......... 100 .8 .1 4.5 35.1 7.7 | 16. 8 12.3 10.1 12.7
Connecticut.........:...| 100 1.5 .1 6.1 42.6 6.1 14.2 13.7 10.0 5.6
Mideast. .. ............. 100 1.3 .8 4.4 31.4 10.3 | 17.6 13.6 12.3 8.2
New York............. 100 1.2 .2 4.1 25.8 10.2 | 19. 8 17.5 14.0 7.4
New Jersey............ 100 1.2 .3 4.8 41.1 9.7 | 15.1 10.3 10.5 7.1
Pennsylvania........ ... 100 1.7 2.5 4.4 39.7 11.0 | 15.5 9.3 9.6 6.3
Delawarc .............. 100 3.4 ........ 8.2 33.0 10.2 | 15.0 9.8 11.5 8.9
aryland.............. 100 2.1 .3 6.0 29.1 10.3 | 15.3 9.8 9.7 17.5
D'lstnct of Columbia. . 100 |........]........ 3.9 4.4 10.5 | 20.5 13.6 23.0 24.1
GreatLakes............. 100 4.1 .9 4.8 40.3 9.0 | 16.1 9.6 9.0 6.1
Michigan.............. 100 2.7 1.0 4.3 45.7 7.5 1 15. 4 7.8 9.1 6.4
hio.................. 100 2.7 .9 5.2 42.7 9.3 16.0 8.7 8.5 6.1
Indiana............... 100 6.1 .9 4.5 43.8 8.9 14.8 8.4 6.8 5.8
Illinois. ............... 100 4.1 1.1 5.0 34.0 10.0 | 17.3 12. 1 10.5 5.8
Wisconsin.............. 100 9.0 .5 4.6 38.7 8.0 | 15.5 9.0 8.4 6.3
Plains.................. 100 14.8 2.3 4.9 21. 4 11.1 | 18.0 10.5 9.3 7.6
Minnesota............. 100 11.3 4.1 5.7 20.6 11.0 | 19.0 11.4 10.0 6.9
Iowa.................. 100 25.5 .6 4.1 21.4 8.5 | 16.2 9.2 8.1 6.4
Missouri............ ...] 100 6.6 1.0 4.7 26.9 12.2 |1 19.8 11.9 10.3 6.7
North Dakota.......... 100 30.9 2.5 6.6 3.4 11.9 | 19.9 7.3 8.7 8.8
South Dakota.......... 100 36.9 2.7 5.1 6.5 6.6 | 16.2 7.3 8.2 10.4
Nebraska.............. 100 23.4 .9 4.2 13.8 11.2 | 16.6 12.2 8.8 8.8
Kansas....... R 100 9.4 5.4 5.0 24.1 13.0 | 15.9 8.2 8.5 10.6
Southeast............... 100 6.7 4.4 5.2 25.9 9.5 ] 16.5 10.4 9.8 11.7
Virginia............... 100 4.5 2.4 5.0 24. 8 10.1 | 14.7 10.0 8.6 19.9
West Virginia.......... 100 2.3 26.2 5.0 24. 4 11.6 | 12.5 6.1 6.5 5.4
Kentucky 100 8.3 7.8 4.1 31.3 10.0 | 14.0 7.4 8.1 9.1
Tennessee 100 6.8 1.3 4.2 28.5 8.9 19.0 11.4 10.3 9.6
North Carolina. . 100 9.0 .4 3.6 38.5 7.1 | 14.7 8.7 8.5 9.6
South Carolina 100 8.0 .3 4.4 32.1 6.3 | 14.8 10.7 9.2 14.1
Georgia............... 100 58 .7 4.1 26.3 9.7 ] 18.8 12.5 9.9 12.2
Florida................ 100 59 1.0 8.6 | 11.7 9.8 | 21.6 14.8 14. 8 11.7
Alabama.............. 100 6.1 3.4 5.2 28.0 8.9 153 10.9 9.4 12.6
Mississippi............. 100 15.0 2.3 4.0 20.6 9.1116.3 9.4 10.7 12.6
Louisiana.............. 100 3.9 9.7 6.7 24.2 10.9 | 15.9 9.2 10.0 9.3
Arkansas.............. 100 16.2 3.1 4.3 20.1 11.4 | 16.2 8.3 8.8 11.6
Southwest. ............. 100 6.2 13.9 5.2 18.3 9.6 | 16.6 | 10.3 9.6 10.3
Oklahoma............. 100 6.0 20.3 4.3 16.0 9.2 | 15. 6 9.3 8.4 11.1
eXAS. . ... ... 100 5.8 12.0 5.0 20.7 9.8 | 17.0 10.8 9.4 9.5
New Mexico........... 100 6.1 18.7 6.8 7.1 9.5 ] 13.8 8.0 13.9 16.2
Arizona............... 100 9.9 14.0 7.8 10.5 8.5|17.3 9.9 10. 2 | 11.9
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TABLE 7.—Income Produced, by Source, by State, 1957—Continued
[Percentage distribution]

Transpor-
Con- tation, Finance,
Agricul- tract | Manu- | communi- insur- Govern-
State and region Total | ture | Mining |construc-| factur- | cations, |Trade| ance, |Services| ment
tion ing and and real
public estate
utilities
100 10.8 8.8 6.5 14.2 12.0 | 17.3 9.8 9.3 11.2
100 19.3 9.9 5.1 11.3 13.5 | 16.5 7.3 8.1 8.8
100 20. 4 5.5 6.8 13. 4 11.4 | 16.7 7.9 8.5 9.4
100 12.1 16.2- 6.7 9.8 16.1 | 12.6 7.0 8.2 11.4
100 6.7 5.9 7.0 15.2 11.1 | 18.8 11.8 11.1 12. 4
100 5.5 13.0 6.4 16.9 11.4 | 17.1 10.1 7.8 11.9
100 4.9 2.1 5.6 24.9 9.7 | 17.8 11.8 12.1 11.1
100 6.3 .8 5.6 26.2 10.1 | 18.1 10. 8 9.1 13.0
100 7.8 .7 4.9 24.3 12.6 | 19.7 10.5 10. 1 9.4
100 3.6 10.7 8.2 8.6 9.8 | 14.1 5.6 28.0 11.4
100 4.5 2.2 5.6 25.0 9.4 | 17.7 12.3 12. 4 10.9

Source: Based on unpublished data, National Planning Association.

TABLE 8.—Per Capita Income for Selected Income Series, by State, 1959 !

Income of families
and unrelated indi-
Personal viduals, 1959 3
State and region income, Income | Composite
1959 3 produced 8| series ¢
Above
Total minimum
amount ¢

United States. . ..........cottiiitiiinneeinanneennnn. $2, 160 $1,872 $1, 822 $2, 720 $2, 382
NewEngland..................ooi i, 2,388 2,046 2,011 2,743 2, 463
Maine. ... e .. 1, 800 1, 531 1, 480 1,953 1,795
New Hampshire .. 1, 980 1, 810 1,771 2, 264 2,038
BT ¢ 17 ¢V 1,798 1, 531 1, 477 2,120 1, 904
Massachusetts. . .........ooutnivtniinnennnenennnneannns 2, 437 2,077 2,044 2, 862 2, 555
RhodelIsland...................iiiiiiiiiiinnannnn. 2,166 1, 830 1,788 2, 425 2,192
ConNECCUL . . ...\ ie it iene e et e 2, 781 2,390 2,363 3,125 2,813
Mideast.. ...t e 2,515 2,133 2,097 3,091 2,716
New YorK. ..ottt i e 2, 709 2,258 2,223 3,477 3,016
New Jersey. . ..ot e 2, 591 2, 300 2,271 3,011 2, 689
Pennsylvania............. ..., 2,201 1, 869 1, 828 2, 640 2,342
Delaware. . ... ..ot e e 2,927 2,121 2,082 2, 650 2, 542
Maryland. ............c i e 2, 326 2,035 2,000 2, 559 2,319
Districtof Columbia................................... 2,868 2,394, 2, 349 4,319 3,589
GreatLakes. . ........... ... i, 2,316 2,007 1, 967 2,962 2,585
Michigan........... ..ottt 2,253 1, 957 1, 919 ' 2,745 2,432
(10 1= 2,283 1,976 1, 937 2, 884 2,527
INARANA. .. oo oo e 2,101 1, 851 1, 807 2,777 2, 407
THHNoiS. . ... . oot i i e e 2,571 2,205 2,166 3,430 2, 949
Wisconsin. . ... ... .ot i i i i e 2,122 1, 861 1, 819 2,612 2,309

See footnotes at end of table.
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TABLE 8.—Per Capita Income for Selected Income Series, by State, 1959 '—Continued

Income of families
and unrelated indi-
Personal viduals, 1959 3
State and region income, Income | Composite
1959 2 produced 5 series 8
Above

Total minimum

amount 4
Plains. . . ... $1, 988 $1, 699 $1, 640 $2, 610 $2, 263
MiInnesota. . ...ttt 1,971 1,752 1,702 2,631 2,273
Towa. ..o 1,970 1, 655 1, 598 2, 609 2,258
Missouri. ... 2,158 1,765 1, 696 2,806 2,441
NerthDakota...............oiiiiiiiiinnn.. 1, 557 1, 369 1, 311 2,166 1, 855
South Dakota,.........c.oooiuiiii i, 1, 502 1,330 1, 258 2,213 1, 860
Nebraska....... O 1,966 1, 640 1, 581 2,712 2,319
Kansas............o.o 1, 990 1,788 1,734 2,373 2,110
Southeast. ............c..oooiii 1, 566 1,373 1,297 1, 985 1,745
Virginia. . ... o 1,792 1, 614 1, 557 2, 302 2,011
West Virginia .. 1, 635 1, 370 1, 301 2,198 1, 903
Kentucky..........ooii i 1, 514 1,332 1, 250 2,007 1, 741
Tennessee. .........ccovviiiiiinn i, PO 1, 508 1, 326 1, 246 1, 886 1, 662
North Carolina..................... ..., 1, 500 1, 267 1,194 2,069 1,786
South Carolina...........................coiuin... 1,333 1,149 1,075 1, 626 1, 452
Georgia. ..o 1, 557 1,373 1, 301 2,007 1,756
Florida.............o i 1,962 1,786 1,721 2,264 2,038
Alabama........... ... .. 1, 420 1, 256 1,176 1,760 1,555
MissiSSIPPI . o v v 1,153 974 871 1, 315 1,199
Louisiana. .......... ... ... i 1, 605 1,391 1, 315 2,203 1,895
Arkansas........... ... .. i 1, 327 1,130 1,024 1,513 1,375
Southwest. ..o 1,883 1, 661 1,597 2, 581 2,213
Oklahoma............. ... ... ... ... i 1,789 1, 633 1, 554 2,421 2,085
TeXaS. . oot 1, 908 1, 647 1, 583 2,624 2,248
New MexXicOo. ... ..ottt e 1, 820 1, 639 1, 591 2,513 2,151
Arizona..... ... ... .. e 1,912 1, 832 1,785 2, 600 2,231
Rocky Mountain........................ooiiiiiuiinnn.. 2,029 1,799 1,759 2,639 2,294
Montana..........ooiiiii 1,978 1, 699 1, 654 2, 621 2,273
Idaho. . ... ... 1, 802 1, 631 1, 585 2, 286 2, 005
Wyoming. ..o 2,240 1,917 1, 880 2,925 2,542
Colorado........ccooiviiiii 2,186 1,919 1,878 2,737 2, 400
Utah. ... ..o 1, 848 1,722 1, 688 2,617 2,226
Far West. . ... 2,555 2,277 2,240 3,154 2,773
Washington. ................ ... .. ... 2,249 2,055 2,016 2,767 2,430
OregON. . ..ottt 2,201 1,963 1, 920 2,556 2, 287
Nevada. . ... ..o 2,713 2,410 2,376 3,869 3,262
California............... ... ... ... 2, 668 2,365 2,330 3,302 2, 900
ASKA . L v 2,523 2,327 2,295 3,177 2,795
Hawaii.. ... 2,081 1,902 1, 876 2,619 2,315

1 Based on total population excluding Armed Forces
overseas as of July 1, 1959.

2 As reported in U.S. Department of Commerce, Survey
of Current Business, August 1961.

3 As reported by Bureau of the Census in series PC(1)C,
General Social and Economic Characteristics of the U.S.
Census of Population: 1960.
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4 Excludes income of families with income under $2,000
and income of individuals with income under $1,000.

5 Estimated, 1959 (1957 estimates by National Planning
Association increased to 1959 on basis of percentage change
in wages and salaries 1957-59).

¢ Composite of 1959 personal income (less Federal pay-
ments), income produced (1959 estimated), and corporate
net income in 1959.



-A Composite Index

Some State and local taxes seem closely
related to personal income, others to income
produced, and still others to corporate in-
come. Hence, an index which combines
these income measures may reflect the in-
come flows available to the States for tax
purposes more accurately than any of the
income measures taken alone.

The problem of what weights to give the
different income measures in a composite
index has been widely discussed. A logical
solution is to assign the income sources used
to pay State and local taxes weights which
reflect the average extent to which each
source is drawn upon in the payment of
State and local taxes. The classification
of taxes in the national economic accounts
provides a basis for such a weighting sys-
tem. The steps used to arrive at a com-
posite index are described below.

Starting from the classification of taxes
now used by the Department of Commerce,
National Income Division, in developing
the national economic accounts, taxes were
grouped into three categories: (1) per-
'sonal direct taxes, (2) business taxes, and
(3) corporate income taxes. With one
exception, taxes were grouped as is done in
the gross product and national income ac-

counts. The exception is the tax on resi-
dential real estate which was included here
as a personal tax rather than a business levy.
In the national gross product, residential
real estate taxes are included with business
taxes because “housing” is part of the busi-
ness sector of the gross product estimate.
Personal direct taxes include State and local
income taxes, estate and gift taxes, motor ve-
hicle licenses, poll taxes, and miscellaneous
licenses and permits. Business taxes in-
clude sales and excise taxes, both general
and selective, and property taxes. Corpo-

rate income taxes include State taxes as-
sessed on corporate profits.

Nontax payments to governments are also
divided between direct personal payments
to government and business payments.

In 1959, the aggregate State and local
tax and nontax payments amounted to
$37.2 billion; of this total $6.4 billion or
17.2 percent were classified by the National
Income Division as personal direct taxes,
and $29.6 billion, or 79.6 percent as business
taxes. The rest, 3.2 percent, represented
the State corporate net income tax liability.
If taxes on residential real estate are re-
classified by combining them with personal
direct taxes, the percentage distribution of
State and local tax and nontax payments
becomes 33.1 percent, personal direct taxes;
63.7 percent, business levies; and 3.2 percent
corporate net income taxes.

Each of these categories of State and
local levies may then be assigned to their
appropriate income flow index: personal
direct levies to personal income, business
levies to income produced, and corporate
net income taxes to corporate income in
each State. Weighting personal income,
income produced, and corporate net income
by the proportion of State and local levies
paid out of each of the three types of in-
come yields a composite index of capacity of
State ‘and local governments which takes
account of the different stages of the in-
come flow at which taxes are imposed.
More specifically, the following procedure
was used:

(1) Personal income in each State in
1959 (less direct Federal personal taxes)
was weighted by the proportion of personal
direct levies to total State and local levies.

(2) Income produced in each State as
estimated by the National Planning Associ-
ation for 1957 was adjusted to a 1959 level,
using the percentage change in total wages
and salaries between 1957 and 1959 in each
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State as the adjustment index. The product
~ estimates for 1959 were weighted by the pro-
portion of indirect business levies to total
State and local revenue.

(3) Corporate net income was esti-
mated, defining this income as the
amount of corporate profits determined by
the average allocation formula applied by
States, for State corporate tax purposes.
This corporate net income figure essentially
assumes an average relationship between
corporate income in a State and the three
allocation factors: corporate property, pay-
rolls, and sales. (The corporate income
used in this weighted average is derived as
indicated in appendix B.)

\

(4) The composite income index was-~
divided by total population to show the rel-
ative capacity positions of the States (table
8).

To summarize, State and local taxes are
generally paid out of income, and the vari-
ous types of income flows can be combined
to reflect the extent to which each consti-
tutes a source of taxpaymefits. An alter-
native approach to the measurement of tax
capacity involves evaluating tax bases
(rather than sources of taxpayments) com-
bining these bases into an index of capacity.
This approach is developed in the next
chapter.



Chapter 3
y THE REPRESENTATIVE TAX SYSTEM APPROACH

A direct approach to measuring the com-
parative capacities of the 50 States to raise
tax revenue from their own resources is to
calculate what a tax structure applied uni-
formly in each of them would produce in
revenue. Unfortunately, however, there is
no obvious or unique answer to the question
what that tax structure should consist of;
what kinds of taxes, exemptions, and tax
rates it should contain.

Calculations of the yield of a uniform tax
system for all the States were made nearly
three decades.ago on the basis of a so-called
model State and local tax system." The
model used was essentially one developed
by the National Tax Association, but with
a different set of tax rates. It was a fruit-
ful and stimulating undertaking and ought
perhaps be repeated in the light of the cur-
rent thinking about the composition of a
model tax system. This possibility was ex-
plored in connection with the present proj-
ect and found impracticable.

Views on the content of a model or ideal
State-local tax system vary widely. No at-
tempt has been made in recent years to
crystallize them into a consensus. While
this Commission has already considered a
number of tax issues, there is as yet not
enough on its record to enable the staff to
design a State and local tax structure with
any confidence that it would reflect the

* Mabel Newcomer, An Index of the Taxpaying Ability
of State and Local Governments (New York: Bureau of

Publications, Teachers College, Columbia University,
1935).

thinking of the Commission’s membership.
Nor is a technical project on the develop-
ment of fiscal capacity indexes the appro-
priate vehicle for the Commission to de-
velop its ideal State and local tax system.
Indeed, the concept of a model tax system
has implications for public policy (but not
necessarily for fiscal capacity measure-
ment) purposes which may be at variance
with the Commission’s underlying philos-
ophy that local conditions, preferences, and
objectives are so varied among the 50 States
as to preclude a single tax model appro-
priate for all the States.

Another possibility for measuring the
States’ comparative fiscal capacity is to
select several of the now existing State tax
systems, sufficient in number to illustrate the
different patterns in use, and to calculate
the yield of each for all of the States. One
might select the tax systems of one or more
States which rely principally on property
taxation, one or more which rely principally
on income taxation, one or more which rely
principally on consumer taxes, and so forth.
Such a selection would pose problems, for
no two State systems are exactly alike, but
these problems are surmountable. Calcu-
lations of this magnitude, however, are
beyond our present staff resources.

Still another approach and the one here
pursued is to construct a representative tax
system—a single tax system designed to be
representative of the tax practice which now
prevails across the country. The represent-
ative tax system is an average of the tax
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structures which actually exist in the States,
and implies no subjective staff judgment
about their quality or desirability. The
rationale for using the yield of the repre-
sentative tax system is that comparisons of
State fiscal capacity have meaning only in
terms of the kinds of taxes and tax rates
actually in use by the States, actually within
their reach politically. The average tax
structure actually in being would appear
to be more meaningful as a yardstick of
capacity than some ideal system judged to
be desirable in the abstract. Public accept-
ability of tax programs—types of taxes and
rates—changes over time. The average of
present systems is a reflection of the politi-
cally acceptable here and now. We hasten
to emphasize, however, that the representa-
tive tax system concept is by no means free
of problems, many of which flow from the
limitations which necessarily attach to an
average of the varied characteristics which
prevail in the 50 State tax systems. Several
of these problems are identified in the sub-
sequent discussion.

Inclusion of Particular Taxes

In constructing a representative tax sys-
tem it was necessary first to decide what
taxes should be included and how the bases
of these taxes should be defined. In an
effort to make the system representative of
current practice in the States the criterion
adopted was to include in the system any
tax employed by States where more than
half the Nation’s population lives. Thus,
property, sales, income, tobacco, and liquor
taxes were included because enough States
employ these taxes to account for more than
half of the United States population.

In general, a comparable criterion was
applied in defining the base of each tax.
For example, personal property (except
household goods) was included in the prop-
erty tax base because this is the practice in
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States with over half of the Nation’s popu-
lation; and food and medicine were ex-
cluded from the retail sales tax base because
States which exclude them from their sales
tax account for over half of the popula-
tion of the taxing States.

In the case of taxes on selected business
activities which happen to be concentrated
in a small number of States, this criterion
was modified to include any tax in use in
enough States to account for more than half
the potential tax base. This additional cri-
terion accounts for the inclusion of sever-
ance taxes on gas and oil and stock-transfer
taxes in the representative tax system.
While the latter are imposed by only four
States, these four States include New York,
where more than half the Nation’s stock
transfers take place. Similarly, while States
with severance taxes do not account for half
of the Nation’s population, they do account
for more than half of the Nation’s gas and
oil production. We did not attempt to
identify any other levies imposed in States
as a consequence of their access to a large
share of the national base. Generally, other
levies of this type account for a small share
of total State and local taxes even in the
State which has a favored position. There
are exceptions such as the gambling tax,
which is important in Nevada. For pur-
poses of the representative tax system, it
was not included separately, but was com-
bined with amusement taxes.

‘We considered and rejected the argu-
ment that taxes on activities concentrated
in a few States ought to be excluded from
the representative system because they fall
largely on nonresidents of the taxing State.
They do form part of the capacity of the
taxing State and contribute to its rev-
enues, although their payment may not in-
dicate a “burden” on the citizens of the
State, as has been noted in the first chapter.



One of the questions encountered in con-
structing a representative tax system is
whether benefit levies, earmarked taxes,
and user charges should be included. The
gasoline tax, for example, is presumed to be
paid by those who benefit most directly
from highways. Especially if the proceeds
are earmarked for highways, the gasoline
tax does not differ very much from a high-
way toll. It does not seem logical to ex-
clude the earmarked gasoline tax, which is
as much a part of State capacity as any
other tax. Indeed, a good case can be
made for including tolls and other fees for
public services because they substitute for
general-purpose taxes and bear much the
same relation to capacity as taxes imposed
to finance the same services. It was de-
cided, nevertheless, to restrict the repre-
sentative system to taxes and to follow the
classification used by the Bureau of the
Census in its statistics on Government
Finances. This results in the inclusion of
all taxes, whether earmarked or not, with
the exception of unemployment compensa-
tion taxes, which are treated separately in
Government Finances. All user charges
were excluded with the single exception of
the net profit of liquor stores in the States
with alcoholic beverage monopoly systems.
Departing from Census of Governments
practice, the net profits of liquor stores in
these States were combined with alcoholic
beverage taxes because State excise and
State monopoly systems are alternative
taxation methods.

This selection procedure produced a
representative tax system composed of the
following 15 taxation categories:

(1) Property

(2) Gencral sales and gross receipts

(3) Motor fuel sales

(4) Tobacco sales _

(5) Alcoholic beverage sales (including net prof-

its of State liquor monopolies)
(6) Amusements

(7) Public utility receipts

(8) Insurance premiums

(9) Individual income

(10) Corporate income

(11) Estates and inheritances

(12) Motor vehicle and operators’ licenses
(13) Severance taxes

(14) Document and stock transfers

(15) Miscellaneous

The first 14 categories omit certain State
and local taxes, most of which are employed
in relatively few places and produce rela-
tively small amounts of revenue. Accord-
ingly, an additional category, “Miscel-
laneous,” was added so that the total yield
of the representative tax system would
exactly equal the total yield of actual State
and local tax systems (including liquor
store profits) for fiscal year 1960. It is
implicit in the representative tax system ap-
proach—a yardstick based on actual State
tax practice—that the weights assigned to
the different taxes correspond to the actual
contribution they are making to State and
local tax collections.  Since the most recent
year for which official data are available for
State and local tax collections is 1960, the
weights employed are those for 1960. The
weight assigned to category (15) “Miscel-
laneous taxes” corresponds to the difference
between total State and local tax collections
and the collections from the 14 identified
categories.

Total State and local collections in 1960
by source are shown in table 9. The weight
assigned the various taxes in the representa- -
tive tax system correspond to dollar amounts
shown in this table. A telescoped summary
of these data was presented in figure 1.
More detailed collection data on a State-by-
State basis are presented in tables 10 and 11.

Representative Tax Rates

The time-consuming element in measur-
ing fiscal capacity on the basis of a repre-
sentative tax system is developing the tax
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TasLe 9.—State and Local Tax Collections, by
Source,r 1960

Amount |Percentage
Tax (in distri-
millions) bution
Property......c.ooveiiiiiininnnn 2 $15, 866 43.6
General sales and gross receipts. . . . 5,177 14.2
Selective sales and gross receipts:
Motor fuel................. 3,369 9.3
Tobacco.........oovvvnnnn. 988 2.7
Alcoholic beverages......... 31,049 2.9
Public utilities.............. 657 1.8
Insurance.................. 535 1.5
Amusements. . ............. 455 .2
Income and death taxes:
Individual income.......... 82 452 6.7
Corporation income......... 41,617 4.4
Death taxes................ 8412 1.1
All other:
Motor vehicle taxes and op-
erators’ licenses........... 32, 303 6.3
Severance.................. 2416 1.1
Document and stock transfers. 7110 .3
Miscellaneous. ............. 1, 353 3.7
Total................... 36, 358 100.0

! Includes Alaska and Hawaii. Exclusive of all employ-
ment taxes. State employment tax collections in fiscal 1960
were approximately }8)2 billion. These collection figures
include penalties and interest, but are after refunds which
are substantial in the case of State gasoline taxes.

2 Property tax collections exclude $542 million motor
vehicle property taxes, which are included in motor vehicle
taxes and operators’ licenses, and include $3 million sev-
erance taxes on timber.

3 Includes $134 million license tax collections and $242
million net liquor stores revenue.

4 Includes the following license tax revenue: Public utili-
ties, $24 million; amusements, $6 million; and corporation
income, $426 million.

8 Includes minor amount of local corporation income taxes,

101 Minor amount for Washington, D.C., included in “All
other.”

7 State collections and District of Columbia only. Minor
amounts of local insurance tax collections included in
“Other selective sales and gross receipts.”” Local document
and stock transfer taxes included in ‘“All other.”

Source: Department of Commerce, Bureau of the Census,
Governments Division.

bases for the constituent taxes, the amount
of taxable property, personal income, cor-
porate income, etc., separately for each of
the States. This step necessarily precedes
the determination of the rates for the sep-
arate taxes.

The rate of each tax in the representative
system was set at a level such that when it
was applied to the tax base in all States, it
yielded the same amount of revenue as the
States derived collectively from this type of
tax in 1960. For example, total collections

34

from general sales and gross receipts taxes
in 1960 ($5.2 billion) were divided by the
estimated aggregate base for such a tax in
all the States ($176.1 billion) to yield a
representative rate of 2.9 percent. Since
only about two-thirds of the States now em-
ploy a general sales or gross receipts tax, the
representative tax rate is lower than both
the maximum and the average sales tax rate
now in use. The effective rates used in the
representative tax system are summarized
in table 12.

The aggregate yield of the representative
tax system for the 50 States is identical with
the amount of revenue, tax by tax, State and
local government collected in the base year
1960. In individual States, however, the
yield of the representative tax system can be
higher or lower for any one source and for
all tax sources in the aggregate than actual
1960 tax collections. The fact that a State
relies heavily on property taxes for its State
and local revenue, for example, does not
necessarily mean that it will rank high in
an array of property-tax yields under a rep-
resentative tax system. Since in the repre-
sentative system the tax rate applied to prop-
erty value is the same for all States, rank is
determined by the value of the property in
the State compared to the value of property
in other'States.

Table 13 shows the yield of the repre-
sentative tax system in each State by source.
This may be compared with table 10, which
shows actual State and local collections in
1960 in each State by source. Table 14
shows what percent of the total yield of each
type of tax under the representative tax
system is accounted for by each of the States.
For example, under the representative tax
system, New York would produce 13.4 per-
cent of the total income tax yield, but only
7 percent of the motor vehicle taxes.

Table 15 shows what percent of the total
yield of the representative tax system in each
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[Percentage distribution}

TasLe 11.—State and Local Tax Collections, by Source, by State, 1960—Continued
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Source: Computed from table 10.

*Less than 0.05 percent.




TABLE 12.—Summary of Tax Rates Used in Representative Tax System

Tax

Rates used

Property................. IR TR R R R
General sales and gross receipts. . .................
Selective sales and gross receipts:
Motor fuel. ...ooovvveniiiiiaaeeenneiann
TODACCO . « v v vvee ettt
Alcoholic beverages. ..ot
Public utilities. . . ...
INSUIANCE. . .. .ovvviien e eans

AMUSCINENTS. . oo ovv et ineeanarncnaeenes
Income and death taxes:

Individual income. . ....... ..ot

Corporation inComMe. . .......ooovrvrernreen.n.

Death taxes. ... ....oovvvrrniriarnnecoacenses
All other:

Motor vehicle taxes and operators’ licenses. .. ...

Severance (oil and gasonly).............. ...

1.4 percent of estimated full taxable property.
2.9 percent of estimated taxable retail sales.

5.5 cents per gallon of gasoline consumed.

4.4 cents per standard pack of taxable cigarettes.

$4.43 per gallon of distilled spirits consumed.

2.9 percent of gross receipts (excludes carriers). :

1.8 percent of life premiums received and fire and casualty direct
remiums earned.

1.1 percent of receipts of amusement and recreation services.

®.
3.9 percent of estimated taxable corporate income.
10.3 percent of taxable estate as defined by Federal estate tax.

$32.64 per motor vehicle registered.
3.2 percent of the value of oil and gas production.

1 Graduated rate schedule. See appendix B.

TasLE 13.—Estimated Yield of Representative Tax System, Total and Selected Taxes, by State, 1960

[In millions of dollars]
Non-property
State and region Total | Property Motor
Sales vehicle All
Total | and gross | Income | taxes and | Death other
receipts operators’ taxes
icenses '
United States. . . ................ 36,358 | 115,866 | 20,493 | 212,193 |3 4,069 2,303 412 1, 516
NewEngland.................... 2,069 844 | 1,225 725 264 126 41 68
Maine. ..oovveeeennenennenns 154 60 94 62 14 12 2 4
New Hampshire................. 120 50 70 45 12 8 2 3
Vermont. . .....ceeeevenenennens 67 28 39 25 6 5 1 2
Massachusetts. . .........oovunnns 1, 000 406 594 353 132 56 18 35
RhodeIsland................... 151 59 92 54 18 11 4 5
Connecticut........ccovevnevnnnnn 575 240 335 186 82 34 14 19
Mideast. . .....covviiiieininann 7, 828 3,214 | 4,614 2, 646 1,110 419 129 310
New York......oovviiinnannn.. 3,562 1,438 | 2,124 1,183 546 162 70 163
New Jersey......ovoceeneeennnnn. 1, 296 538 758 445 180 74 16 43
Pennsylvania.................... 2,090 871 1,219 708 268 135 31 77
Delawage. . .. oovvveeennennennnns 102 41 61 35 16 6 1 4
Maryland............covvveenn. 584 252 332 194 76 36 7 18
District of Columbia............. 194 74 120 80 25 6 4 5
GreatLakes...................... 7,708 3,442 | 4,266 2,531 933 463 76 263
Michigan.............cooeveeenn. 1,576 679 897 530 198 103 13 54
(0] 117 AP 2,021 901 1,120 661 245 127 | . 20 67
Indiana..........c.cooiiinnn... 961 440 521 320 102 64 6 30
IHNOIS. ..o ovveeeeeeeienneeennns 2,373 1,077 | 1,296 754 304 119 30 89
Wisconsin. . .....voviiiniinaannn 778 346 432 266 85 50 7 24

See footnotes at end of table.
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TaBLE 13.—Estimated Yield of Representative Tax System, Total and Selected Taxes, by State, 1960—Continued

[In millions of dollars]
Non-property
State and region Total | Property Motor
: Sales vehicle All
Total | and gross | Income | taxes and | Death | other
receipts operators’ taxes
licenses
Plains........................... 3,346 1,578 | 1,768 1,121 282 229 28 108
Minnesota...................... 716 326 390 246 68 49 5 21
TIowa............... ...l 637 333 304 195 48 42 5 15
Missouri........................ 868 364 504 319 93 56 9 27
North Dakota................... 139 68 7 49 7 11 *) 4
South Dakota................... 148 77 ! 50 6 11 1 3
Nebraska....................... 341 175 166 106 24 23 3 10
Kansas......................... 497 234 263 157 37 37 5 27
Southeast......... e 5, 939 2,434 | 3,505 2,204 543 461 46 252
Virginia. ...l 650 274 376 244 63 45 5 19
West Virginia................... 278 112 166 102 28 19 2 15
Kentucky....................... 455 190 265 166 40 37 4 18
Tennessee..........oooveuvnnn. 515 208 307 197 50 41 3 16
North Carolina.................. 663 278 385 247 61 52 5 19
South Carolina.................. 291 111 180 117 25 28 2 8
Georgia. .......ovoiiieneiennan. 549 208 341 220 54 46 4 17
Florida...................oo.u 1,018 447 571 373 88 73 12 26
Alabama....................... 437 179 258 162 41 39 2 14
MissisSippi. ... oovveiii i 250 101 149 97 17 22 1 12
Louisiana....................... 582 220 362 189 55 37 4 78
Arkansas..................o0... 249 106 143 93 18 22 1 9
Southwest. ...................... 3,244 1,482 | 1,762 1, 000 259 210 25 267
Oklahoma...................... 441 170 271 158 36 37 3 38
Texas..........cooiiii. 2,340 1,102 | 1,238 692 186 140 19 201
New Mexico..........ooiivnn... 198 83 115 64 15 14 1 21
" Arizona................... ... 265 127 138 87 22 19 1 8
Rocky Mountain. ................ 1,018 488 530 319 81 71 7 52
Montana. ..............ooouue. 177 91 86 54 12 12 1 7
Idaho.......................... 146 71 75 48 10 12 1 3
Wyoming..............ooiununn. 108 50 58 30 6 6 1 15
Colorado. ................cuvutn 406 186 220 134 37 28 4 17
Utah.................... ... 184 89 95 56 15 13 1 10
FarWest.........coovvveviin... 5, 206 2,385 | 2,821 1,648 597 324 59 193
Washington..................... 593 257 336 204 66 43 5 17
Oregon.........covvvviininn.. 368 158 210 127 40 28 3 11
Nevada...........ooovieiinnnn, 85 36 49 34 7 5 1 -2
California...................... 4,029 1,881 | 2,148 1,233 468 239 49 158
Alaska................... ... 32 10 22 15 4 2 *) 1
Hawaii........................ 98 42 56 34 12 7 3

*Less than $500,000.

! Excludes $542 million motor vehicle property taxes,
which are included in “Motor vehicle taxes and operators’
licenses,” and includes $3 million severance taxes on timber.

2 Includes $242 million net liquor store revenue and the

following license tax revenue: Alcoholic beverages, $134
million; public utilities, $24 million; and amusements, $6
million.

? Includes $426 million corporation license taxes.



TasLe 14.—Estimated Yield of Representative Tax System, by Type of Tax, by State, 1960
[Percentage distribution]

Non-property
State and region Total | Property Motor

Sales and vehicle All

Total gross Income | taxes and | Death | other

receipts operators’ taxes

licenses

United States. . . ......ooeveeenn. 100.0 100.0 | 100.0 100.0 | 100.0 100.0 100.0 100.0
New England. ................... 5.7 5.3 6.0 59 6.5 5.5 10.0 4.5
Maine......coovevinninrnnanes .4 .4 .5 .5 .3 .5 .5 .3
New Hampshire................. .3 .3 .3 .4 .3 .3 .5 .2
Vermont. . . ...c.coovevneneensnns .2 .2 .2 .2 .1 .2 .2 .1
Massachusetts. . .........c.ooonnn 2.8 2.6 2.9 2.9 3.2 2.4 4.4 2.3
RhodeIsland................... .4 .4 .4 .4 .4 .5 1.0 .3
Connecticut. ... .....coovvneenenne- 1.6 1.5 1.6 1.5 2.0 1.5 3.4 1.3
Mideast . . .....cvvevinneiennnnnnn 21.5 20.3 22.5 21.7 27.3 18.2 31.3 20. 4
New York......oovviinninnnnn. 9.8 9.1 10. 4 9.7 13.4 7.0 17.0 10.8
New Jersey.....oocvvueennnnenns 3.6 3.4 3.7 3.6 4.4 3.2 3.9 2.8
Pennsylvania.................... 5.7 5.5 5.9 5.8 6.6 5.9 7.5 5.1
Delaware. ... ...coocveeinnennnss .3 .3 .3 .3 .4 .3 .2 .3
Maryland...........oovvinnnnn 1.6 1.6 1.6 1.6 1.9 1.6 1.7 1.2
stmct of Columbia............. .5 .5 .6 .7 .6 .3 1.0 .3
Great Lakes..................cn 21.2 21.7 20. 8 20.8 22.9 20.1 18.4 17.3
Michigan..........c.ooeeiiiinn 4.3 4.3 4.4 4.3 4.9 4.5 3.2 3.6
(0] 11 1- TR 5.6 5.7 5.5 5.4 6.0 5.5 4.9 4.4
Indiana. .........ccovennennnnns 2.6 2.8 2.5 2.6 2.5 2.8 1.5 2.0
THHNOIS. oo v e vee e een e 6.5 6.8 6.3 6.2 7.5 5.2 7.3 5.9
WiSCONSIN. ....vvveeninnennens 2.1 2.2 2.1 2.2 2.1 2.2 1.7 1.6
Plains. .. ....coveeiiennnnnnennns 9.2 9.9 8.6 9.2 6.9 9.9 6.8 7.1
Minnesota. ......covvvuevernnnnes 2.0 2.1 1.9 2.0 1.7 2.1 1.2 1.4
TOWA. . oo eiiaenenneenannns 1.8 2.1 1.5 1.6 1.2 1.8 1.2 1.0
MiSSOUTT. v e v veeceecnannnnnens 2.4 2.3 2.5 2.6 2.3 2.4 2.2 1.8
NorthDakota.........ccovvvenn. .4 .4 .3 .4 .2 .5 *) .3
South Dakota.........covcnuenen .4 .5 .3 .4 .1 .5 .2 .2
Nebraska.......covevueennneenns .9 1.1 .8 .9 .6 1.0 .7 .7
Kansas. ......oooveeenneecennnns 1.4 1.5 1.3 1.3 .9 1.6 1.2 1.8
Southeast..............cvoeeenn. 16.3 15.3 17.1 18.1 13.3 20.0 11.2 16. 6
Virginia. . ....ooieeiieiiiiienn 1.8 1.7 1.8 2.0 1.5 2.0 1.2 1.3
West Virginia...........c.ooonn. .8 .7 .8 .8 .7 .8 .5 1.0
Kentucky.....oovveenieneneeeen. 1.3 1.2 1.3 1.4 1.0 1.6 1.0 1.2
1.4 1.3 1.5 1.6 1.2 1.8 .7 1.1
1.8 1.8 1.9 2.0 1.5 2.3 1.2 1.3
.8 .7 .9 1.0 .6 1.2 .5 .5
1.5 1.3 1.7 1.8 1.3 2.0 1.0 1.1
2.8 2.8 2.8 3.1 2.2 3.2 2.9 1.7
1.2 1.1 1.3 1.3 1.0 1.7 .5 .9
.7 .6 .7 .8 .4 1.0 .2 .8
1.6 1.4 1.8 1.6 1.4 1.6 1.0 5.1
.7 .7 .7 .8 .4 1.0 .2 .6
8.9 9.3 8.6 8.2 6.4 9.1 6.1 17.6
1.2 1.1 1.3 1.3 .9 1.6 .8 2.5
TEXAS. .o vveeeeeeiaan s 6.4 6.9 6.0 5.7 4.6 6.1 4.7 13.3
New MexXico. .. covevnienenneenn. .5 .5 .6 .5 .4 .6 .2 1.4
AFiZONA. . .o eveieeree e .7 .8 .7 .7 .5 .8 .3 .5

See footnote at end of table.
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TaBLE 14.—Estimated Yield of Representative Tax System, by Type of Tax, by State, 1960—Continued
[Percentage distribution]

Non-property
State and region Total | Property Motor
Sales and vehicle All
Total gross Income | taxes and | Death | other
receipts operators’ taxes
licenses
Rocky Mountain. ................ 2.8 3.1 2.6 2.6 2.0 3.1 1.7 3.4
Montana....................... .5 .6 .4 .4 .3 .5 .2 .5
Idaho. .........ooomineennnn, .4 4 4 .4 .2 .5 .2 .2
Wyoming....................... .3 .3 .3 .2 .1 .3 .2 1.0
&Lolorado. . ..................... 1.1 1.2 1.1 1.1 .9 1.2 1.0 1.1
Utah........ooieonnenn, .5 .6 .5 .5 .4 .6 .2 .7
FarWest.................ooon... 14.3 15.0 13. 8 13.5 14.7 14.1 14.3 12.7
Washington. . .................. 1.6 1.6 1.6 1.7 1.6 1.9 1.2 1.1
Oregon...........ocevivvinnnn.. 1.0 1.0 1.0 1.0 1.0 1.2 .7 .7
Nevada......................... .2 .2 .2 .3 .2 .2 .2 .1
California....................... 11.1 11.9 10.5 10.1 11.5 10. 4 11.9 10. 4
Alaska...................o..... 1 it 1 1 1 a® 1
Hawaii..................o..... .3 .3 .3 .3 .3 30 .2 .2
*Less than 0.05 percent.
TABLE 15.—Estimated Yield of Representative Tax System, by State, by Type of Tax, 1960
[Percentage distribution]
Non-property
State and region Total | Property Motor
Sales vehicle All
Total | and gross | Income | taxes and | Death | other
receipts operators taxes
licenses
United States. .. ................ 100 43.6 | 56.4 33.5 | 11.2 6.3 1.1 4.2
NewEngland.................... 100 40.8 59.2 35.0 12.8 6.1 2.0 3.3
Maine.............. ... ... 100 39.0 61.0 40.3 9.1 7.8 1.3 2.6
New Hampshire................. 100 41.7 58.3 37.5 10.0 6.7 1.7 2.5
Vermont....................... 100 41.8 58.2 37.3 9.0 7.5 1.5 3.0
Massachusetts................... 100 40. 6 59. 4 35.3 13.2 5.6 1.8 3.5
Rhode Island................... 100 39.1 60.9 35.8 11.9 7.3 2.6 3.3
Connecticut. ... ................. 100 4.7 | 583 323 | 14.3 5.9 2.4 3.3
Mideast........covvveeennnnnnn. 100 41.1 58.9 33.8 14.2 5.4 1.6 4.0
New York. ....ooveuuuenenno... 100 40.4| 59.6 33.2 | 15.3 4.5 2.0 4.6
NewJersey..................... 100 41.5 58.5 34.3 13.9 5.7 1.2 3.3
Pennsylvania. . . 100 41.7 58.3 33.9 12. 8 6.5 1.5 3.7
Delaware....................... 100 40.2 59.8 34.3 15.7 59 1.0 3.9
Maryland....................... 100 43.2 56.8 33.2 13.0 6.2 1.2 3.1
District of Columbia............. 100 38.1 61.9 41.2 12.9 3.1 2.1 2.6
GreatLakes...................... 100 44.7 55.3 32.8 12.1 6.0 1.0 3.4
Michigan....................... 100 43.1 56.9 33.6 12. 6 6.5 .8 3.4
Ohio............ccoovvvt. 100 44. 6 55. 4 32.7 12.1 6.3 1.0 3.3
Indiana........................ 100 45.8 54.2 33.3 10. 6 6.7 .6 3.1
Illinois. ........................ 100 45. 4 54.6 31.8 12. 8 5.0 1.3 3.8
Wisconsin. ...................... 100 44.5 55.5 34.2 10.9 6.4 .9 3.1
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TasLe 15.—Estimated Tield of Representative Tax System, by State, by Type of Tax, 1960—Continued

[Percentage distribution]
Non-property
State and region Total | Property Motor
g Sales vehicle All
Total | and gross | Income | taxes and | Death | other
receipts operators taxes
licenses

Plains........covvrreeeceiinenes 100 47.2 52.8 33.5 8.4 6.8 .8 3.2
Minnesota.......c.covvvevnneenns 100 45.5 54.5 34.4 9.5 6.8 .7 2.9
TOWA. .ot oeeeneannns 100 52.3 47.7 30.6 7.5 6.6 .8 2.4
MISSOUTT. .o v voveemamneeeeeeens 100 41.9 58.1 36.8 10.7 6.5 1.0 3.1
NorthDakota.............. ... 100 48.9 51.1 35.3 5.0 7.9 .2 2.9
South Dakota................... 100 52.0 48.0 33.8 4.1 7.4 .7 2.0
Nebraska......c.oovuvueeennnsnss 100 51.3 48.7 31.1 7.0 6.7 .9 2.9
100 47.1 52.9 31.6 7.4 7.4 1.0 5.4

100 4.0 59.0 37.1 9.1 7.8 .8 4.7

100 42.2 57.8 37.5 9.7 6.9 .8 2.9

100 40.3 59.7 36.7 10.1 6.8 .7 5.4

100 41.8 58.2 36.5 8.8 8.1 .9 4.0

100 40. 4 59. 6 38.3 9.7 8.0 .6 3.1

100 41.9 58.1 37.3 9.2 7.8 .8 2.9

100 38.1 61.9 40.2 8.6 9.6 .7 2.7

100 37.9 62.1 40.1 9.8 8.4 .7 3.1

100 43.9 56. 1 36. 6 8.6 7.2 1.2 2.6

100 41.0 59.0 37.1 9.4 8.9 .5 3.2

100 40. 4 59.6 38.8 6.8 8.8 .4 4.8

Louisiana...........ooovveeeenns 100 37.8 62.2 32.5 9.5 6.4 .7 13.4
Arkansas. ............ccceoeannn 100 42.6 57. 4 37.3 7.2 8.8 .4 3.6
Southwest. .. ....cooovoneeecranes 100 45.7 54.3 30.8 8.0 6.5 .8 8.2
Oklahoma.........covvvnnnneenn- 100 38.5 61.5 35.8 8.2 8.4 .7 8.6
S < P 100 47.1 52.9 29.6 7.9 6.0 .8 8.6
New MeXiCO. . cvovvnrnnnnennnnns 100 41.9 58.1 32.3 7.6 7.1 .5 10. 6
ATZONA. . .oovvvvnvnnnnnnnnnnens 100 47.9 52.1 32.8 8.3 7.2 .4 3.0
100 47.9 52.1 31.3 8.0 7.0 .7 5.1

100 51.4 | 48.6 30.5 6.8 6.8 .6 4.0

100 48.6 51. 4 32.9 6.8 8.2 .7 2.1

100 46.3 53.7 27.8 5.6 5.6 .9 13.9

100 45.8 54.2 33.0 9.1 6.9 1.0 4.2

100 48. 4 51.6 30.4 8.2 7.1 .5 5.4

100 45.8 54.2 31.7 11.5 6.2 1.1 3.7

100 43.3 56.7 34.4 1.1 7.3 .8 2.9

100 42.9 57.1 34.5 10.9 7.6 .8 3.0

100 42. 4 57.6 40.0 8.2 5.9 1.2 2.4

100 46.7 53.3 30.6 11.6 5.9 1.2 3.9

Alaska. . ....coovnviiienaaneeeannn 100 31.2 68. 8 46.9 12.5 6.3 * 3.1
Hawaii.....ovooveveinenneaaeens 100 42.9 57.1 34.7 12.2 7.1 1.0 3.1

*Less than 0.05 percent.

State is attributable to each of the major
types of taxes. Note that there is consider-
able variation in these percentages due to
‘the variation in the relative importance of
the several tax bases in each State. Appre-
ciable variations remain even when regional

averages are computed. For example, the
property tax would account for 47.9 percent
of the total yield of the representative tax
system in the Rocky Mountain States and
only 41 percent in the Mideast. The re-
gional variations are illustrated in figure 2.
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Estimating the Tax Bases -

A very brief description is given here of
the methods used to estimate the base for
each of the 15 tax categories included in
the representative system. More details on
sources and computation procedures are pre-
sented in appendix B.

Property taxes. The application of the
representative tax system poses nearly as
many problems in the property tax area
alone as in all other taxes combined because
the American property tax is a very com-
plex, variegated institution. Since it is the
mainstay of local revenues and for more
than a century was a major State tax source
as well, it has been exposed to concentrated
economic and political pressures longer than
any other American tax. The combined im-
pact of these pressures, working with differ-
ing intensity in the different parts of the
country against increasingly large revenue
needs on the one hand and combinations
of legal restrictions on the other, produced
a variety unequaled in any other tax cate-
gory in use by State and local governments.
For purposes of the representative tax sys-
tem it was necessary to abstract from thesc
variations a consistently defined and uni-
formly measured property tax base.

Two general classes of property were in-
cluded; namely, rcal property consisting of
land and any structures or improvements on
it, and personal property including inven-
tories, livestock, and producers’ durable
equipment. Household goods such as furni-
ture were uniformly excluded. Automo-
biles also were excluded and the estimated
property taxes on automobiles were com-
bined with other motor vehicle taxes. In-
tangible personal property—money, bank
deposits, stocks, bonds, etc.—were excluded
to the extent permitted by the available
data.

The methods of estimating the compo-

" nents of the property tax base are described

in appendix B. The scope of that operation
together with some indication of the limi-
tations which necessarily attach to State-by-
State estimates of the value of taxable prop-
erty is suggested by the following summary
of methods employed in compiling the data
for the different classes of property obtained
from a variety of sources to a State-by-State
series of taxable property values.

a. Locally assessed land and structures other
than public utilities. Market values of nonfarm
property were estimated by applying the weighted
average of assessment ratios for locally assessed
property developed by the Census of Governments
to the assessed valuation of nonfarm property from
Census of Governments: Taxable Property Values
in the United States, 1957. Values of farm prop-
erty were obtained from 1959 Census of Agriculture.
All nonfarm land and structures were adjusted to
1959 values on basis of 1.455-percent rise in prop-
erty values for each 1-percent rise in State income
(from Raymond Goldsmith’s wealth estimates re-
lated to State personal income change 1956-58).

b. Public utility properties. Public utility prop-
erty taxes (railroads and other) were estimated on
the basis of the ratio of public utility assessments
to total property tax assessments using data in
Census of Governments: Taxable Property Values
in the United States, supplemented by unpub-
lished tabulations for 1961 on local assessments
of public utility properties. These taxes were ex-
cluded from the property-tax base total and distrib-
uted separately. While at the outset an attempt
was made to estimate the value of public utility
property, by State, this approach was rejected
(e¢ither because the data were not comparable from
State to State or not comparable to other property
values) in favor of an allocation of public utility
property taxes on the basis of general economic
indexes of public utility property holdings by State.

c. State assessed land and structures other than
public utilities. Value was estimated on the basis
of assessments in Taxable Property Values in the
United States, assuming a uniform assessment ratio
of 55 percent in the few States assessing nonutility
properties.

d. Nonfarm inventories. Estimated from Cen-
sus of Business data on sales-inventory ratios, by
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class of manufacturing, wholesaling, and retailing
(2-digit industrial classifications), assuming na-
tionwide ratios applied to the specific industrial
composition within each State as measured by
sales data, by industry, and by State.

e. Farm crop inventories. Estimates for 1959
prepared by Department of Agriculture.

f. Farm livestock. Obtained from the 1959
Census of Agriculture.

g Nonfarm equipment. Equipment purchases
by manufacturing and mining firms, by State, for
Census of Business years, were used to compute the
percentage State distribution of value of equip-

ment. The percentage distribution for intercensus -

years was estimated by interpolation of census data.

For construction equipment, national totals were
allocated on the basis of the State distribution of
wages and salaries in the construction industry. Of-
fice and store equipment was distributed by States
on the basis of the total of wages and salaries of
wholesale and retail trade, finance, and insurance.

National totals of the selected classes of equip-
ment purchases were obtained from Survey of Cur-
rent Business (unpublished estimates for years after
1954).

In computing the 1959 replacement cost of pro-
ducers’ durable equipment the following periods of
depreciation were applied on a straight-line basis:

17 years manufacturing equipment;
15 years mining equipment;

8 years construction equipment; and
15 years office and store equipment.

Price adjustments to a 1959 level were based on
implicit price deflators of the GNP series for pro-
ducers durable equipment cxpenditures from Sur-
vey of Current Business.

h. Farm equipment. Obtained from 1959 Cen-
sus of Agriculture (motor vehicles excluded).

i. Fisheries equipment. Total net book value of
fisheries from Statistcs of Income were allocated in
proportion to value of catches, by State.

The taxable property value totals devel-
oped by the procedures outlined above
aggregate over $1 trillion, composed as
follows:
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[In millions]

Total *$1, 020, 302
Land and structures. 811, 309
Public utilities @)
Other 1811, 309
Personal property:

Inventories 96, 921
Manufacturing 52, 400
Wholesale . _______________ 12,714
Retail 24,379
Farm crops 7,428

Livestock 17, 655

Producers’ durable equipment________ 94, 417

Public utilities ®

Manufacturing 62, 753

Mining 5,921

Office and store machines___________ 11, 280

Construction equipment____________ 2,786

Farm equipment ? 11,646

Fisheries 31

! Excludes public utilities.
* Excludes motor vehicles on farms ; includes tractors,
etc.

Total 1960 property tax collections, ex-
clusive of public utilities, were distributed
among the States in proportion to the State-
by-State distribution of estimated property
values. An estimate of the public utility
property values at market prices was not
attempted, because of the wide differences
among States in methods of valuation. In-
stead, property taxes on railroads by States
were distributed in proportion to railroad
wages and salaries, and property taxes on
other classes of public utilities in proportion
to gross receipts of utilities by States.

General sales and gross receipts taxes.
For the representative tax system, the base
of the general sales tax was defined in ac-
cord with the definition of the general sales
tax in States in which more than 50 percent
of the Nation’s population subject to a gen-
eral sales tax resides. While food and drugs
are taxed in half of the States, the more
populous States exempt these items and
also do not tax services except receipts from
hotels, motels, and tourist courts. Simi-



larly, the more populous States do not tax
public utility receipts under their general
sales tax. Feed and fertilizer also are typi-
catly exempt from retail sales taxes.

A representative tax base for the general
sales tax was defined as the sum of retail
sales adjusted as indicated below, plus the
receipts of hotels, motels, tourist courts, and
camps. Adjustments were made to ex-
clude 90 percent of gross sales of foodstores,
40 percent of drugstore sales, and 100 per-
cent of sales of farme feed and fertilizer
stores to represent the exempt retail sales.
To other taxable retail sales was added an
allowance for the final use of commodities
by business establishments as estimated
from census data on manufacturers’ and
construction equipment purchases by State.

The total taxable sales figure used for the
United States was $176.1 billion. Taking
total collections in 1960 as a percentage of
this base produced an effective rate of 2.9
percent.

Motor fuel taxes. The calculations for
the tax on metor fuel were based on the
volume of gasoline consumption, State by
State, published in the Bureau of Mines’
Mineral Yearbook. In 1960, total motor
fuel tax collections amounted to $3.4 bil-
lion, an average of about 5.5 cents per gal-
lon of gasoline consumed. This rate of tax
was applied to gasoline consumption in
each State.

Tobacco taxes. Cigarette consumption
in each State as estimated by the Depart-
ment of Agriculture was used as the base for
the tobacco taxes. Data were not avail-
able on cigar and other tobacco consump-
tion.

The nationwide base used for the Yepre-
sentative tax system totaled 22 billion packs
of cigarettes for 1960; this implies an
average tax rate of about a 4.5 cents per
pack and was applied uniformly to ciga-
rette consumption in each of the States.

Alcoholic beverage taxes. Estimated
consumption of distilled spirits for 1960 was
used as the base of alcoholic beverage
levies, including, in addition to taxes, the
net profits of liquor stores in monopoly
States. On the basis of total eollections
and beverage consumption in 1960, the
average tax equaled $4.45 per gallon of dis-
tilled spirits. This figure was applied uni-
formly to consumption in each State to
compute the value of the alcoholic beverage
tax component in the representative tax
system.

State and local levies on alcoholic bever-
ages include, in addition to excise taxes on
distilled spirtts, excises on fortified wine,
light wine, and beer. Similarly, licenses
are required not only of distillers but also
of brewers, wholesalers, retailers, and other
businesses and occupations engaged in the
production and distribution of alcoholic
beverages. In some liquor-monopoly
States, supplementary excises are also em-
ployed as an adjunct to their sales operation.

Data on the quantity of consumption of
different types of alcoholic beverages other
than distilled spirits are not available for all
the States, however, and even if they were
available the consumption figures by type
of beverage would have to be weighted for
differential tax rates.

Various dollar figures were tested as a
proxy base because of the incomplete con-
sumption data. Wholesale sales of alco-
holic beverage distributors and also retail
liquor store sales were analyzed. The
characteristics of these sales data suggested,
however, that the information on consump-
tion, although limited to distilled spirits,
provides a better measure of the total alco-
holic beverages tax base than either whole-
sale or retail sales. Furthermore, the bases
of the excises and licenses are typically not
dollar sales but quantity of alcoholic bever-
ages sold.
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Public utility taxes. Ultilities are subject
to special receipts taxes which vary in the
different States. In general, the States tax
such services to the public as transportation,
telegraph and telephone, electricity, gas,
and water. Gross operating revenues from
utility operations was defined as the base of
the tax for the representative tax system,
although statutory bases of these taxes vary
and include, in addition to gross earnings,
tonnage, mileage, or units of service sold.

State public utility tax receipts were clas-
sified where data were available by class of
public utility (railroads and other transpor-
tation, telephones, and telegraph, gas and
electricity, and others). Public utility taxes
on transportation were allocated among
States in proportion to railroad wages and
salaries as compiled for personal-income
estimates. Public utility taxes on telephones
and telegraph were allocated among States
in proportion to estimated local telephone
revenues. Public utility taxes on gas and
electric companies were distributed in pro-
portion to operating revenues obtained from
data compiled by State by the American
Gas Association and the Federal Power
Commission. For other utilities and in
States in which utility revenues were not
classified by type of utility the allocation
among States was proportionatc to the com-
bined revenues of gas, electric, and tele-
phone companies, estimated at $20.7 billion.
Excluding taxes on railroads and other
transportation, the tax collections on public
utilities amounted to *$597 million or the
equivalent of a 2.9-percent rate on these
partial utility revenues.

Amusement taxes. A wide variety of
amusement taxes, including taxes of admis-
sions to movies, to boxing matches, races,
bowling alleys, are levied by the States. Ex-
cept in one State, Nevada, gambling is not
legal. Some 24 States exempt parimutuel
wagering or betting from the prohibition
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against gambling. About $265 million
of the total State and local amusement
tax collections were from parimutuels,
but these were excluded from the amuse-
ment tax and included along with other
miscellaneous levies.

Within the criteria of the representative
tax system gambling as a tax resource could
appropriately be separated from other
amusement levies and assigned to Nevada.
Parimutuel betting similarly could be as-
signed to States where such betting is legal-
ized. The potential base of revenues from
this source could be assumed to be equal
to that currently made lawfully under exist-
ing revenue practices in each of these States.
In lieu of this, the total reported receipts
from amusement taxes and related licenses
in the States exclusive of parimutuels ($55
million) were distributed in proportion to

~ receipts of amusement places, as an indi-

cator of the relative amounts of the amuse-
ment base in the States.

Insurance premium taxes. Gross pre-
mium taxes are imposed by the States on the
basis of premiums paid on insurance policies.
These levies often are part of the regulatory
procedures of the States in administering
the State insurance laws. Premiums taxed
include both life and casualty insurance.
The base of the insurance tax used in the
representative tax system was defined as the
sum of life premiums received and fire and
casualty direct premiums earned (1959).
The nationwide . total for premiums was
$29.7 billion and the insurance taxes col-
lected averaged 2 percent of these premi-
ums. This 2-percent rate was applied uni-
formly to the value of premiums in each
State.

Individual income tax. Almost all the
States which employ individual income
taxes impose progressive rates. Hence, if
the representative system was to reflect pre-
vailing State practice, it was necessarv to



calculate, not a single representative tax
rate, but a representative rate structure. For
the base of the individual income tax we
needed State-by-State estimates of the num-
ber of persons and couples with taxable in-
comes of various sizes.

For convenience of estimation, taxable
income was defined as it is defined in the
Internal Revenue Code. In other words,
the individual income tax yields of the rep-
resentative system reflect the assumption
that all States employ a uniform set of rep-
resentative rates; that they employ the Fed-
eral Government’s practices with respect to
exemptions, deductions, and split income.
For the major elements in income taxation

these assumptions generally accord with

fact.

Obtaining income tax yields under the
representative tax system involved the fol-
lowing steps:

(a) Estimating an individual’s State tax
liability as a percent of his taxable income
(Federal definition) for various levels of
taxable income in each of the States which
allow no deduction of Federal income tax.

(b) Computing a weighted average of
the tax rates at each level of taxable income,
weighted by State population.

(¢) Repeating this procedure for joint
returns.

(d) Obtaining estimates of the number
of persons and couples with average taxable
incomes of various sizes in each State from
tabulations of Federal tax returns.

(¢) Applying the average rates (from b
and c) to these income distributions to ob-
tain a first estimate of the yield for each
State.

(f) Adjusting these yields proportion-
ately so that their sum equaled the total
collections from State and local individual
income taxes in 1960.

Corporate income tax. The preparation
of State-by-State estimates of the base for

corporate income taxation presented seri-
ous difficulties, both conceptual and prac-
tical. Tabulations of Federal income tax
returns could not serve as a point of de-
parture (as they did in the personal income
tax) because of the importance of corpora-
tions doing business and incurring tax liabil-
ity in States other than the one in which
they happen to file their Federal tax returns.
The Department of Commerce prepares es-
timates of personal income by States, but it
has not done the same for corporate income.
Asdiscussed in chapter 2, the National Plan-
ning Association has prepared State-by-
State estimates of national product compo-
nents (including corporate profits) on a
“where produced” basis. However, these
corporate profit estimates are not an appro-
priate base for State corporate income taxes,
in part because the States do not hold to a
“where produced” definition in taxing the
income of multistate corporations. To an
increasing extent States take the destination
as well as the origin of a corporation’s sales
into account in deciding how much of its
net income is taxable by them.

In the absence of comparable statistics
on corporate profits for all States, the tax-
able corporate net income reported in the
States which have corporate income taxes
was used as a basis for estimating corporate
net income in all States. Through the co-
operation of the Federation of Tax Admin-
istrators data were obtained from 30 of the
38 States which have corporate income
taxes, on taxable corporate net income re-
ported to the State for the income year
1959. These estimates were adjusted to
make them more comparable by adding
estimates of bank and public utility income
in the States which exempt such corpora-
tions from the tax and by adding estimates
of Federal tax paid in States which allow
corporations to deduct the Federal tax on
their State returns. There was no way of
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adjusting for the fact that the States use
different formulas for allocating the income
of multistate corporations, except to the
extent that the allocations were already re-
flected in the data supplied by the 30 States.

Estimates were made of the average re-
lationship between taxable corporate net
income in the 30 States and the three factors
most commonly used in allocation formulas:
the proportion of corporate property, of
payrolls, and of sales accounted for by the
State. Then this relationship was used to
estimate net corporate income for all the
States. Since the relationship between re-
ported corporate net income and these three
allocation factors is quite close, it did not
seem unreasonable to use this relationship
as the basis for estimating corporate income
for all the States.

Estate and inheritance taxes. The dis-
tribution of the base of these taxes by States
employed for purposes of the representative
tax system is that of the aggregate value of
net estates (after exemptions and deduc-
tions) reported for Federal tax returns in
Statistics of Income. In view of the wide
year-to-year fluctuations in the value of
estates potentially subject to death duties,
the calculations were actually based on the
average of three years’ State-by-State distri-
bution, 1955, 1957, and 1959. They do not
take account of death-tax liabilities to States
other than the State of the decedent’s last
residence, nor do they reflect the fact that
most States’ death taxes employ lower ex-
emptions than the Federal estate tax. The
revenue implications of these variations for
comparative revenue-raising ability are not
important.

For purposes of the total estimated yield
of the representative tax system, the total
$412 million death-tax collections of the
States were allocated among them in pro-
. portion to the value of net estates on Fed-
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eral estate-tax returns filed for the years
1955, 1957, and 1959.

Motor vehicle taxes and operators li-
censes. Motor vehicle registrations in each
State were used as an indicator of the rela-
tive magnitude of the base of various taxes
and licenses on motor vehicles and on opera-
tors of motor vehicles.

Motor vehicle taxes and licenses allocated
in proportion to motor vehicle registrations
included $542 million property taxes on
motor vehicles, $61 million sales levies on
motor vehicles, and $1,700 million motor
vehicle and operator license fees. The
combined total of these levies amounted to
$2.3 billion, or an average of $33 per motor
vehicle.

Severance taxes. The wide range of sev-
erance levies that are imposed by the States
were classified according to the type of re-
source taxed. Severance levies on petro-
leum and natural gas, which account for
the major share of all State severance tax
collections, were allocated among States in
accordance with Bureau of Mines data on
petroleum and natural-gas production by
States. Other severance taxes on mineral
output were allocated in proportion to the
total value of mineral production by States.
Severance levies on timberlands, only $3.5
million, were combined with property taxes.

Capacity to raise funds from petroleum
and gas severance levies was attributed by
this procedure to 33 of the States. Of these
33 States, 15 imposed severance levies in
1960.

Document and stock transfer taxes. We
were unable to find any State-by-State esti-
mates of stock and document transfers.
The use of sales data for the major stock ex-
changes was rejected on the ground that
there is no reason to assume that transfers
take place where the sales are made. Inthe
absence of other information we simply dis-
tributed State and local collections from



stock-transfer and other document taxes in
1960 among the States in proportion to col-
lections from Federal stamp taxes on docu-
ments and similar instruments.
Miscellaneous taxes. About $1.4 billion
of State and local tax collections in 1960
(4 percent of the total) could not be allo-
cated to any of the 14 tax bases discussed
above.: This amount was arbitrarily allo-
cated one-half on the basis of personal in-
come and the other half on the basis of

corporate income on the assumption that the
distribution of consumption levies included
in the miscellaneous category resembles the
distribution of personal income, and that
the business taxes follow the distribution of
corporate income.

The indexes of comparative State (in-
cluding local) fiscal capacities derived by
the representative tax system approach are
described and contrasted with income indi-
cators in chapter 4.
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Chapter 4
VARIATIONS IN CAPACITY AMONG STATES

If all of the various measures of fiscal
capacity showed the States in approxi-
mately the same relative positions it would
be a waste of time to quibble over which
one was conceptually the “best” measure.
But this is definitely not the case. The rel-
ative positions of the States differ greatly,
depending on which measure of fiscal ca-
pacity is used. Indeed, for some States there

is no single answer to the question: Is this ‘

State above or below the national average
in per capita fiscal capacity? The answer
depends on which measure of fiscal capac-
ity is employed.

In this chapter we will consider the rela-
tive positions of the States as measured by
several indexes of fiscal capacity: per capita
personal income, family and individual per
capita income (adjusted to exclude families
below subsistence level), per capita income
produced, per capita composite income
and per capita yield of a representa-
tive tax system. Since relative capac-
ity measured by the yield of the representa-

tive tax system is found to differ markedly .
from relative capacity measured by personal

income, much of the discussion will focus
on the differences between these two in-
dexes and the reasons for them.
Comparison of Personal Income and
Family Income

In table 16 the first column shows per-
sonal income (as defined by the Survey of
Current Business) per capita for each of
the States as a percent of the national aver-
age. The second column shows income of
families and unrelated individuals (as de-

fined by the Bureau of the Census) per
capita as a percent of the national average.
These are both measures of income received,
although they differ slightly in definition.
(See chapter 2.)

As may be seen by comparing the first
two columns of table 16, it makes little dif-
ference which measure of income received
is used as an index of fiscal capacity. In
28 States there is less than 3 percentage
points difference between the two columns
and in 44 States there is less than 6 percent-
age points difference. Only Delaware is
markedly affected. This is probably be-
cause a relatively large proportion of income
received in Delaware is concentrated in the
high-income brackets, and these high in-
comes tend to be understated in census
family-income reports.

In the third column of table 16 family
and individual income was adjusted to ex-
clude families with incomes under $2,000
and individuals with incomes under $1,000.
The rationale for this adjustment was that
families and individuals with such low in-
comes cannot be said to have appreciable
taxable capacity. However, the adjustment
makes very little difference. The maximum
difference between the second and third
columns of table 16 is 4 percentage points
in Arkansas and Mississippi.

Comparison of Income Produced and
Personal Income

When one shifts from measures of income
received to measures of income produced,
more marked differences appear in the rela-
tive positions of the States. This is clear if
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TasLE 16.—Selected Income Series in 1959, and Actual Tax Collections and Estimated Yield of Representative Tax

System in 1960, by State

[Per capita as a percent of U.S. average]

Iﬁcome of families

an® unrelated indi-
. Personal viduals, 1959 2 Income Actual Yield of
State and region income pro- Compos- | tax col- | represent-
19591 duced ¢ | ite series 8 | lections | ative sys-
Above tem
Total | minimum
amount 3
United States.................... 100 100 100 100 100 100 100
New England..................... 111 109 110 101 103 109 97
Maine. ..., 83 82 81 72 75 99 78
New Hampshire.................. 92 97 97 83 86 93 98
Vermont.........coveveeunneennns 83 82 81 78 80 110 85
Massachusetts. ................... 113 111 112 105 107 116 96
Rhode Island.................... 100 98 98 89 92 98 87
Connecticut. . .........c.coovvnn.nn 129 128 130 115 118 105 112
Mideast. .. ....covevvninineen.. 116 114 115 114 114 115 100
NewYork.......oovvviieiaaa .o, 125 121 122 128 127 143 105
New Jersey......ooovvnenieenn.n. 120 123 125 111 113 102 105
Pennsylvania.................... 102 100 100 97 98 87 91
Delaware. .. .....ooovinveieinn.. 136 113 114 97 107 98 112
land. . ..c.ooviiii 108 109 110 94 97 99 93
Disteict of Columbia.............. 133 128 129 159 151 107 126
GreatLakes...................... 107 107 108 109 109 100 105
Michigan. ...................... 104 105 105 101 102 109 29
OhiO. o veveeiiaee e 106 106 106 106 106 94 103
Indiana..........ccooovvunnn... 97 99 29 102 101 89 101
IMinois......covvvevnnninnnn..n 119 118 119 126 124 102 116
Wisconsin. ...................... 98 99 100 96 97 107 97
Plains. . . covvveeeieiiiiiiians 92 91 920 96 95 96 107
Minnesota.............couonis 91 94 93 97 95 108 103
Towa. .ot 91 88 88 96 95 103 114
MisSouri. ...oovvvvienriennnnn .. 100 94 93 103 102 75 99
NorthDakota.................... 72 73 72 80 78 29 108
SouthDakota.................... 70 u! 69 81 78 99 107
Nebraska.......coovvvinieann... 971 88 87 100 97 86 119
......................... 92 96 95 87 89 108 113
Southeast...............ccooooienn 72 73 71 73 73 71 76
Virginia. . ......oooviiiiaienn 83 86 85 85 84 68 81
West Virginia.................... 76 73 71 81 80 75 74
Kentucky.......ooovvvvvinnnn. 70 7 69 74 73 59 74
Tennessee. . ............ e 70 74| 68 69 70 67 71
North Carolina 69 68 66 76 75 69 72
South Carolina. ... 62 61 59 60 61 64 60
Georgia............. 72 73 71 74 74 70 69
Florida............... 91 95 94 83 86 91 101
Alabama................. 66 67 65 65 65 60 66
Mississippi 53 52 48 48 50 64 57
Louisiana. ...................... 74 74 72 81 80 93 88
Arkansas.................. ... ... 61 60 56 56 58 62 69
Seuthwest........................ 87 89 88 95 93 84 113
Oklahoma....................... 83 87 85 89 88 88 94
TEXAS. o vv et 88 88 87 96 94 80 120
New Mexico.......cooovvvviian. 84 88 87 92 90 86 102
Arizona............. .o oiiienns 89 98 98 96 94 103 99

See footnotes at end of table.
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TABLE 16.—Selected Income Series in 1959, and Actual Tax Collections and Estimated Yield of Representative Tax
System in 7960, by State—Continued

[Per capita as a percent of U.S. average]

Income of families
and unrelated indi-
Personal viduals, 1959 2 Income Actual Yield of
State and region income pro- Compos- | tax col- | represent-
19591 duced 4 | ite series® | lections | ative sys-
Above tem
Total minimum
amount 3
Rocky Mountain.................. 94 96 97 97 96 108 116
Montana.............c...co..o... 92 91 91 96 95 111 129
Idaho............... oot 83 87 87 84 84 96 108
Wyoming....................... 104 102 103 108 107 118 161
Colorado...........coovvviei... 101 103 103 101 101 114 114
Utah........................... 86 92 93 96 93 100 101
Far West. . .....ccoovivieniiinn . 118 122 123 116 116 133 119
Washington. . ................... 104 110 111 102 102 100 102
Oregon................ooooo.nn. 102 105 105 94 96 116 103
Nevada......................... 126 129 130 142 137 136 146
California....................... 124 126 128 121 122 138 126
Alaska.......................... 117 124 126 117 117 80 69
Hawaii......................... 96 102 103 96 97 117 76

1 As reported in U.S. Department of Commerce, Survey
of Current Business, August 1961.

2 As reported by Bureau of the Census in Series PC(1)C,
General Social and Economic Characteristics, of the U.S.
Census of Population: 1960.

3 Excludes income of families with income under $2,000
and income of individuals with income under $1,000.

per capita income produced expressed as a
percent of the national average (fourth
column of table 16) is compared with per-
sonal income per capita as a percent of the
national average (first column of table 16).
In Delaware, Maryland, Oregon, and all of
the New England States personal income is
appreciably higher than income pro-
duced—residents of thesc States are net
receivers of income produced in other
States. But income produced in Nevada,
Arizona, New Mexico, and the District of
Columbia goes on balance to residents of
other States. Absentee ownership of mines
in West Virginia and Utah and oil wells in
Texas is reflected in the fact that income
produced is relatively higher in these States
than personal income. On the other hand,
personal income in Florida is relatively
higher than income produced possibly be-

4+ Estimated, 1959 (1957 estimates by National Planning
Association increased to 1959 on basis of percentage change
in wages and salaries, 1957-59).

% Composite of 1959 personal income (less Federal pay-
ments), income produced (1959 estimated), and corporate
net income in 1959. )

cause of the large number of retired persons
living there.

Regional variation between the two series
is most marked in New England and the
Southwest. In New England, where divi-
dends and interest constitute a relatively
high proportion of personal income, per-
sonal income is higher than income pro-
duced. In the Southwest, where absentee
ownership is important, especially in min-
eral production, income produced is higher
than personal income.

The composite income index is a
weighted average of personal income, in-
come produced, and corporate income.
Due to the heavy weight given income pro-
duced (reflecting the heavy reliance of
State and local governments on indirect
business taxes), the composite index does
not differ greatly from income produced.
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Yield of a Representative Tax System and
Personal Income

The relative position of many States is
drastically altered when the yield of a repre-
sentative tax system is used as the measure
of capacity in place of a personal-income
measure. This can be seen in figures 3, 4,
and 5, and is also brought out in table 16.
The first column shows personal income
per capita for each State as a percent of
the national average. The last column
shows the estimated per capita yield of
the representative tax system in each State,
also expressed as a percent of the national
average. For many States (Vermont,
Ohio, Illinois, Wisconsin, Tennessee, and
North Carolina, for example) the two
measures are also identical. The South-
east ranks low on both measures and the Far
West ranks high. The Great Lakes region
is near the national average on both meas-
ures. The Plains States (especially North
and South Dakota), however, rank well
above the national average in per capita
yield of the representative tax system
and well below it in per capita income.
The Southwestern States (Oklahoma,
Texas, New Mexico, and Arizona) also rank
higher in the last column than in the first.
The shift of Texas from 12 percentage
points below the national average in per-
sonal income to 20 percentage points above
it in per capita yield of the representative
tax system is particularly noteworthy. The
Mountain States (Montana, Idaho, Wyom-
ing, Colorado, and Utah) also rank much
higher in taxable capacity as measured by
the yield of the representative tax system
than in personal income—the shifts being
particularly marked for Montana and Wyo-
ming.

By contrast, the populous Middle Atlantic
- and lower New England industrial States
" (Massachusetts, Rhode Island, Connecticut,

a

New York, New Jersey, Pennsylvania,
Maryland, and Delaware) rank much
higher in per capita personal income than
they do in the per capita yield of a repre-
sentative tax system.

What causes the relative capacities of the
States measured by the yield of the repre-
sentative tax system to differ so much from
their relative capacities measured by per-
sonal income? In particular, why do the
relative capacities of the Plains, Rocky
Mountain, and Southwestern States appear
so much higher under the representative tax
system than under personal income? And
why do the relative capacities of the New
England and Mideastern States appear so
much lower?

Very briefly, the answer is this: The
Plains, Rocky Mountain, and Southwestern
States have higher than average ratios of
taxable property to personal income and of
taxable sales to personal income, while the
New England and Mideastern States have
lower than average ratios. Hence, the
Plains, Rocky Mountain, and Southwestern
States rank higher on both property tax
yield and on nonproperty tax yield of the
representative tax system than they do on
personal income, while the opposite is true
of New England and the Mideast. (See
table 17 for relative property and nonprop-
erty tax capacity.) Some of the reasons for
these regional variations in the relation be-
tween tax bases and personal income are dis-
cussed below.

The Property Tax Base and Personal
Income

Since the representative tax system ré-
flects current State and local tax practice,
it places heavy emphasis on the property
tax—44 percent of the yield comes from
property taxation. This means that the per
capita yield of the representative tax system
tends to be high in States with high per cap-
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TasLE 17.—Total, Property, and Nonproperty Tax Yield Under Representative Tax System, by State, 1960

Per capita yield of representative tax system

State and region Total Property Nonproperty
Amount Percent of Amount Percent of | Amount Percent of
U.S. average U.S. average U.S. average
United States. . . ...cvvveeniennennnns $202 100 $88 100 $114 100
New England...............ooeninn 196 97 80 91 116 102
MaAINE . .o e e e e e 158 78 62 70 97 85
New Hampshire. ............oooeenen 197 98 82 94 115 101
VELTONt . « v v v v oo e e e eeenens 171 85 72 82 100 88
Massachusetts. . .. ..coovveeen oo 194 96 79 89 115 101
RhodeIsland..........coviivennnnns 176 87 69 78 107 94
ConNECHiCUL. .o v veve et imee e 226 112 94 107 131 115
MEEAST. « + v oo e eeeee e 203 100 83 94 120 105
New York. ..o viieeiniiiiiinenns 212 105 85 97 126 111
New Jersey. . ..oovnveeinrranneeane.s 212 105 88 100 124 109
Pennsylvania...........c.ooeoeoniene 184 91 77 87 107 94
DElaWare . . oo voe e 227 112 91 103 136 119
Maryland. .. ... . ooeeeee e 187 93 81 92 107 94
District of Columbia. . ................ 255 126 97 110 157 138
GreatLakes.... ...t 212 105 95 107 117 103
MIChIGAN. . .+ oo eeeee e 201 99 87 98 114 100
OhiO. .. oot 208 103 92 105 115 101
Indiana. . ....covvviivnnimnnnnneannnn 205 101 94 107 111 97
THHNOIS . o v oo vvvevee e e e 235 116 107 121 128 112
WISCONSIN . .o vt vveeee et e e 196 97 87 99 109 96
PLAINS . - oo 217 107 102 116 115 101
MinNesota. . .o oovvvevnrnnnrneannennn 209 103 95 108 114 100
JOWA . ot ot e ieeeiee e 231 114 121 137 110 96
MESSOUTT. o o cvve e e eeeieenim s 200 99 84 95 116 102
North Dakota.......cvoovuvennvnenenes 219 108 108 122 112 98
South DaKota . .« venvveeeeeaannees 217 107 112 127 104 91
Nebraska.......covvveniirneacnneaenns 241 119 124 141 117 103
KANSAS. o oo eveveeieenn e anienenns 228 113 108 122 121 106
SOULhEASt. - .o ovve e 153 76 63 71 90 79
Virginia. . .. ooooeie 163 81 69 78 95 83
West Virginia...........oooooeieonn 150 74 60 68 89 78
Kentucky. .. o.ovvvnerennneannneeneee: 149 74 62 71 87 76
T ONNESSEE . . v v eaeniaae s 144 71 58 66 86 75
North Carolina...........ccovvuneennen 145 72 61 69 84 74
South Carolina.........ovvvnvenenenns 122 60 46 52 75 66
GEOrgia. . .o ovvne e 139 69 53 60 86 75
Florida. ... ..o ovievrininaneaeens 204 101 89 101 114 100
Alabama. . . ... 134 66 55 62 79 69
MUSSISSIPDI .« + - - v e e e meeneeee e 115 57 46 52 68 60
Louisiana. .. ....ocovievrinnennnennnnn 178 88 67 76 111 97
Arkansas. . .. ....cerieiiia s 139 69 59 67 80 70
SOULRAWESE. - . <« o+ e eeneeeeanee e 228 113 104 118 124 109
Oklahoma. ........oovivinrenneennnns 189 94 73 83 116 102
T OXAS . o o o v oeveee e e 243 120 115 130 129 113
New MeXiCO. . v vvvviieniniaenennn 207 102 86 98 120 105
ATIZONA. . oot ieie et i 201 99 97 109 105 92




TasLe 17.—Total, Property, and Nonproperty Tax Yield Under Representative Tax System, by State,

7960—Continued
Per capita yield of representative tax system
State and region Total Property Nonproperty
Amount | Percentof | Amount | Percent of | Amount | Percent of

U.S. average U.S. average U.S. average

Rocky Mountain. ..................... $235 116 $113 128 $122 107
Montana. .........cooovvvuueinnnennnn 261 129 135 153 127 111
Idaho.........ooviiviiiinnn.. 218 108 106 120 112 98
Wyoming............... e 325 161 152 172 175 154
Colorado. .........ooviiiivinn... 231 114 106 120 125 110
Utah............. ... ..o oo, 205 101 100 113 106 93
Far West..........oooiviivinninnn, 241 119 110 125 130 114
Washington. . . ...........coo.voe..n. 207 102 90 102 117 103
Oregon........cooovviiiiiiennnnnnnn. 208 103 89 101 118 104
Nevada.........coovivniinineennne... 295 146 126 143 170 149
California.................... e 254 126 119 135 136 119
Alaska.............ccooiuiiioiiiiinl 140 69 44 50 96 84
Hawaii.............ooooiiiiiin, 153 76 65 74 87 76
ita property values. These are not neces- of New York? Or is the answer related to

sarily the same States with high per capita
incomes. In fact, the ratio of taxable prop-
erty to income varies widely by States and
shows a clear geographic pattern.

Estimates of the ratio of property values
to personal income by State are shown in
the first, column of table 18. The striking
thing about this array is that the Mountain
and Plains States are clustered at the top
and the New England and Middle Atlantic
States at the bottom. Note that the first
13 States are all west of the Mississippi and
the last 14 (exclusive of Alaska and Ha-
waii) are all east of it. The Southern,
Great Lakes, and Far Western States are
mostly near the middle. A graphic illus-
tration of this point may be found in figure
6.

The next question, of course, is: Why do
the ratios of taxable property to income
differ so widely among States? Is the
answer related to the value of residential
property? Do residents of North Dakota,
for example, have more valuable housing
relative to their incomes than the residents

income-producing property? If so, is ab-
sentee ownership the explanation? Is an
appreciable part of the income produced by
North Dakota property received by resi-
dents of other States, such as New York?
Or is the rate of return on income-produc-
ing property substantially lower in North
Dakota than in New York?

About 39 percent of the total value of tax-
able property in the United States is in non-
farm residential property, but the pro-
portion varies greatly by States as may be
seen in table 19. It is not possible to derive
ratios of the total value of housing to per-
sonal income by States, since the value of
farm housing is not separable from total
farm values. Estimates of the ratios of non-
farm housing values to personal income by
States are given in column 2 of table 20.
These ratios are high in two of the Rocky
Mountain States (Colorado and Utah), but
they are about average in the Southwestern
States and definitely low in the Plains States.
Adding the value of farm housing to the nu-
merator would raise these ratios more in the
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TaBLE 18.—Ratio of Estimated Property Values to Personal Inceme and Inccme Produced, by State, 1959

Personal income Income produced !
Rank
State Ratio State Ratio
SouthDakota.......covveenvenenninennon.. 5.04 1 South Dakota........................... 3.42
NorthDakota........ccvvvviennninnennn. 4.58 2 Montana................. [P 3.36
4. 45 3 Wyoming...............ooiiii e 3.36
4.39 4 North Dakota ) 3.29
4.10 5 Jowa...........coiiiiiiia. 3.06
4.03 6 Idaho..........coiiniiiiiii i, 3.05
3.86 7 Nebraska.........coviiiiieiinenneenn... 2.97
3.56 8 TEXAS. .ot e it e e e et e 2.93
3.45 9 Kansas.........cviieeenininnnnnnannnn, 2.87
3.43 10 Florida.........ccoiiiiiiiiiiii i, 2.73
3.29 11 Colorado. .........coviviiieinnnan.. 2.56
3.21 12 Arizona ........coviiiiiiiniinniineinnn. 2. 54
3.16 13 Utah. ... e e i 2.51
3.15 14 California. .. .............coviiiiin... 2.45
: 3.12 15 Arkansas. .. ......c.iiiiiiiiiiiie . 2.44
Nevada. ..ot ittt 3.09 16 New Hampshire...................... ... 2.43
California. . ....oovvvveoreeennenennenns 3.04 17 Minnesota. . ......coiiniii i 2.34
Indiana. . ......covimveimieenenieannenenns 2.91 18 Oregon...........coiiiiiiiiniiinenaan. 2.32
Arkansas................. 2.78 19 New Mexico. . ... coviiiiiiiiiiiinan. 2.29
New Hampshire 2.78 20 Delaware....... 2.25
Louisiana. . ........ccovimeeiniinneennnnnn 2.7 21 MissiSSIPPi.  « v o cvve i 2.24
North Carolina.......... e 2.71 22 VermMONt. o vttt eteie et eeenennannn 2.21
WISCONSIN . o o v et ie i ie i iiaiaanes 2.7 23 Indiana..............oiiiiiiiii, 2.20
TIHNOIS. oot ve v e ie ettt i 2.67 24 WiSCOnSIN . . .ot ve ittt it in it 2.20
Oklahoma........ccoivviiiiiiinnnn. 2.65 25 Nevada..........ooiiiiiiniiiinnnnn 2.17
Washington. . .......oooviviiae it 2. 62 26 Washington. ..............ooviiiiii. 2.13
Oregon. .....ovviiiiiereananee s 2.61 27 Michigan............. ...l 2.06
VEITNONE. .+ o v v oot ettt eene s naennenaens 2. 60 28 Maine. .. ...ttt 2.05
Ohio. ..ot e 2.59 29 Maryland. ........ ...l 2.05
Kentucky............. e 2.56 30 Ohio.....cov vt 2.05
MSSISSIPPI. < ¢« oo v 2.56 31 Connecticut. ....oovvvinreininie e 2.03
Michigan. . 2.51 32 Hinois. ... oo e 2.00
Virginia.......coooiiiiiiiie e 2.49 33 Alabama.................. oo 1.98
MISSOUTI. & v v vie et ee e eennaes 2.48 34 Louisiana.............. ... oo, 1.97
Alabama.........c.coviiiiiiiiiaii. 2.46 35 North Carolina.......................... 1.96
T ENNESSEE .« v v e e eee e 2.42 36 Oklahoma. ...............coiiiiiinn, 1.96
ConNECtiCUL. . .. vvie et 2.28 37 New Jersey.....oovvviiiiiniiiiinan... 1.94
Maryland......... ... 2.25 38 Kentucky.............ooooiiiiiiiiii, 1.93
New Jersey.....oovveviinnieeeeninaieee . 2.25 39 Tennessee. . . ..o.oiviiiiinnieninniannn.. 1.93
South Carolina...........coovvvineniennnn. 2.24 40 Virginia. ... 1.93
MaINE . oottt e 2.22 41 Missouri.........covvnnn. A, 1.91
Pennsylvania. . .......cooviniiniinn.n. 2.19 42 Rhode Island. . ......... ..ot 1.85
West Virginia...........cooiiiiiii e 2.17 43 South Carolina.......................... 1.83
District of Columbia....................... 2.13 44 Pennsylvania..................o.ooiiin.. 1.82
GEOTgia. . . .ot ii it 2.13 45 Massachusetts. . .......coviiiiiannn. 1.80
Hawaii....ooovriiniminiineiininneenns 2.12 46 Georgia. .....ov i 1. 65
Massachusetts. ... .. oo vviv e nnnennnnenns 2.11 47 West Virginia............... .o, 1. 61
Rhode Igland...........coviiininnninnnn. 2.07 48 New York. ..., 1.59
New York. ... ooviieieiii i i 2.05 49 District of Columbia. .................... 1. 41
Delaware.......oovviiiiniennnnneneaenens 2.04 50
Alaska. .. .oooviii i e 1.41 51

1 Excluding Alaska and Hawaii.

Plains, Rocky Mountain, and Southwestern
regions than in New England and the Mid-
east, where only a small proportion of the
population is engaged in farming. But there
is no reason to think this addition would
change the ratios very much.

Instead of adding farm housing to the
numerator, farm income was subtracted

62

from the denominator to obtain ratios of
nonfarm housing values to nonfarm income
(column 3 of table 20). The nonfarm
population of the Plains and Southwestern
States does not seem to have more valuable
housing relative to its income than the non-
farm population of New England and the
Mideast, and it seems likely that this state-
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TaBLE 19.—Estimated Market Value of Taxable
Property, by Type, by State, 1959*

[Percentage distribution]

Non-
State and region Total | Farm | farm | Other

resi-

dential

United States2......... 100 | 16.3 38.7 | 45.0
New England........... 100 | 3.3 47.6 | 49.1
Maine................ 100 | 9.8 40.6 | 49.6
New Hampshire 100 | 4.8 42.0 | 53.2
Vermont......... 100 | 20.3 36.0 | 43.6
Massachusetts. ... . ..l 100 1.6 48.1 50.3
Rhode Island.......... 100 | 1.8 49.4 | 48.7
Connecticut. .......... 100 2.8 50.4 | 46.8
Mideast................ 100 { 4.0 45.3 | 50.7
New York............. 100 | 3.1 43.3 | 53.6
New Jersey............ 100 | 2.6 45.2 | 52.3
Pennsylvania.......... 100 | 5.7 45.8 | 48.5
Delaware............. 100 | 8.4 52.7 { 38.9
Maryland............. 100 | 7.1 51.3 | 41.6
District of Columbia....| 100 [...... 55.5 | 44.5
Great Lakes. . .......... 100 | 14.5 41.3 | 44.2
Michigan............. 100 | 8.3 47.0 | 44.7
Ohio................. 100 | 9.9 45.2 | 44.8
Indiana............... 100 | 21.5 39.6 1 38.9
Illinois................ 100 | 17.3 37.2 | 45.5
Wisconsin. . ........... 100 | 20.2 35.4 | 44.3
100 | 42.1 24.7 | 33.3
100 | 31.8 24.2 | 44.0
100 | 52.0 21.1 26.8
i i 100 | 21.5 36.2| 42.3
North Dakota.......... 100 | 72.7 12.5 | 14.9
South Dakota.......... 100 | 71.5 13.5 | 15.0
Nebraska.............. 100 | 54.6 21.1 24.3
Kansas............... 100 | 44.5 23.1 | 32.4
Southeast............... 100 | 17.8 39.5 | 42.6
Virginia.............. 100 | 13.0 52.4 | 34.6
West Virginia.......... 100 | 9.4 35.3| 55.3
Kentucky............. 100 | 24.1 33.8| 42.1
Tennessee. . ........... 100 | 20.2 36.6 | 43.1
North Carolina........ 100 | 18.7 31.3 50.0
South Carolina........ 100 | 20.0 29.6 1 50.3
Georgia............... 100 | 17.7 42.1 40. 2
Florida............... 100 | 12.2 48.2 | 39.7
Alabama.............. 100 | 16.6 33.3} 50.1
Mississippi. . .......... 100 | 38.8 30.0 | 31.2
Louisiana............. 100 | 15.0 40.4 |  44.6
Arkansas.............. 100 | 31.5 33.7 34.8
Southwest.............. 100 | 23.0 26.8 | 50.2
Oklahoma............. 100 | 34.6 36.8| 28.6
Texas........cocvvunn. 100 | 19.4 24.3 56. 2
New Mexico........... 100 | 28.9 33.1 38.0
Arizona............... 100 | 35.2 31.4 33.4

TABLE 19.—Estimated

Market

Value of Taxable

Property, by Type, by State, 1959'—Continued

[Percentage distribution]

Non-
State and region Total | Farm | farm |Other

resi-

dential

Rocky Mountain........ 100 { 33.3 30.8 | 36.0
Montana.............. 100 | 52.8 22.3 | 24.9
Idaho................ 100 | 51.7 21.1 27.1
Wyoming............. 100 | 36.4 21.3 | 42.3
Colorado.............. 100 | 22.9 38.9 | 38.2
Utah................. 100 | 18.7 35.3 46.1
Far West. . ............. 100 | 13.3 40.7 | 45.9
Washington. . ......... 100 | 18.8 39.7 1 41.5
Oregon............... 100 | 24.0 38.3| 37.8
Nevada............... 100 | 20.3 30.7 | 49.0
California............. 100 |.11.6 41.3 47.1

1 Exclusive of public utility property and motor vehicles.
2 Excluding Alaska and Hawaii.

TaBLE 20.—Ratio of Nonfarm Residential Property
Values to Personal Income, by State, 1959

Residential property values
Ratio to per-
State and region sonal income
An(lount
In
s Non-
millions) Total | farm
income
United States!........... $393,910 | 1.03 1.08
NewEngland.............. 26,043 | 1.05 1.06
Maine.................. 1,555 | 0. 91 0.94
New Hampshire.......... 1,393 | 1.16 1.18
Vermont................ 650 | 0.94 0.99
Massachusetts. . .......... 12,588 | 1.02 1.02
Rhode Island. . .......... 1,891 | 1.03 1.03
Connecticut.............. 7,966 | 1.15 1.17
Mideast. . ................ 92,535 | 0.96 0.97
New York............... 39,906 | 0.88 0. 89
New Jersey.............. 15,708 | 1.02 1.03
Pennsylvania............. 24,758 | 1.00 1.01
Delaware................ 1,379 | 1.05 1.08
Maryland. .............. 8,189 | 1.15 1.17
District of Columbia. . .... 2,595 | 1.17 1.17
Great Lakes............... 90, 856 { 1.09 1. 12
Michigan................ 20,579 | 1.18 1.20
Ohio.................... 25,694 | 1.17 1.19
Indiana..........co..... 11,192 | 1.15 1.20
Hlinois.................. 25,423 | 0.99 1.01
Wisconsin. . ............. 7,968 | 0.96 1.02

1 Excluding Alaska and Hawaii.




TaBLE 20.—Ratio éf Nonfarm Residential Property
Values to Personal Income, by State, 1959—Continued

Residential property values
Ratio to per-
State and region sonal income
Amount
(In
millions) Non-
Total | farm
income

Plains.................... $24,996 | 0. 82 0.91
Minnesota. . ............. 5,022 | 0.75 0. 81
Iowa......oocovveeeie... 4,631 | 0.86 1. 00
Missouri..............o... 8,302 | 0.90 0. 96
North Dakota............ 557 | 0.57 0. 68
South Dakota............ 693 | 0.68 0.79
Nebraska................ 2,384 | 0.86 1. 00
Kansas............c.o.... 3,407 | 0.80 0.88
Southeast................. 61,206 | 1.02 1.09
Virginia................. 9,165 | 1.30 1.35
West Virginia............ 2,339 | 0.77 0.78
Kentucky................ 3,938 | 0.87 0.94
Tennessee. . ............. 4,731 | 0.88 0.94
North Carolina........... 5,716 | 0.84 0.93
South Carolina........... 2,093 | 0.66 0.71
Georgia................. 5,449 | 0.90 0.94
Florida.................. 14,252 | 1.54 1.63
Alabama................ 3,765 | 0.82 0. 87
Mississippi............... 1,915 | 0.76 0. 88
Louisiana................ 5,631 | 1.09 1.14
Arkansas................ 2,212 | 0.93 1.12
Southwest. . .............. 26,068 | 0.99 1.06
Oklahoma............... 4,022 | 0.97 1.04
Texas. .....oovvevnnnnn.n 17,682 | 0.98 1. 05
New Mexico............. 1,765 | 1.05 1.13
Arizona................. 2,599 | 1.09 1.18
Rocky Mountain.......... 9,708 | 1.13 1.23
Montana................ 1,309 | 0.99 1.15
Idaho................... 969 | 0.82 0.95
Wyoming................ 680 | 0.96 1.07
Colorado................ 4,715 | 1.26 1.33
Utah.................... 2,035 | 1.25 1.30
FarWest................. 62,498 | 1.21 1.26
Washington.............. 6,620 | 1.04 1.08
Oregon.................. 3,865 | 1.01 1.06
Nevada................. 718 | 0.95 0.99
California............... 51,295 | 1.26 1.31

ment is true of the total population as well.
High ratios of residential property values to
nonfarm income are found in Florida, Cali-
fornia, Utah, and Colorado.

Ratios of total farm, commercial, and
industrial property to personal income are

given in table 21. The ratios for the New
England and Mideastern States are even
lower here compared to the Plains, Moun-
tain, and Southwestern States than they are
in table 18, because a smaller proportion of
total property in the East consists of farm,
commercial, and industrial property (and
a larger part is nonfarm residential). (See
table 19.) Ratios of farm, commercial, and
industrial property to income produced are
also shown in table 21. The fact that these
ratios show somewhat less extreme variation
than the ratios to personal income suggests
that absentee ownership is part of the ex-
planation for the variation in the ratio of
income-producing property (i.e., farm,
commercial, and industrial) to personal in-
come. As noted earlier in this chapter, the
New England and Mideastern States are
net receivers of income produced in other
States, while the opposite is true of the
Plains, Rocky Mountain, and Southwestern
States.

Nevertheless, very striking differences re-
main in the ratio of income-producing prop-
erty to income produced. The ratio is much
higher in the Plains, Rocky Mountain, and
Southwestern States, where a large propor-
tion of property value consists of farms, than
in New England and the Mideast, where a
very small proportion consists of farms.
This suggests the not very surprising infer-
ence that the rate of return on farm prop-
erty is substantially lower than on other
types of income-producing property.

These findings are consistent with the
fact, well known to those familiar with
farmland values, that in the last few years
the price of farm acreage, especially in the
Plains and Southwestern regions, has been
rising rapidly to levels far out of line with
farm incomes. ‘A variety of explanations
have been offered for this inflation of farm-
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TABLE 21.—Ratio of Estimated Nonresidential Property Values to Personal Income and Income Produced, by State, 1959

Value of farm

Ratio of estimated nonresidential actual property values to—

roper a .
pgrggx:t tgfa:ital Personal income Income produced
nonresidential Rank
property values State Ratio State Ratio
82.6 | SouthDakota................... 4. 36 1 South Dakota................... 2.96
83.0 | North Dakota................... 4.03 2 North Dakota................... 2.88
46.3 | Wyoming....................... 3.56 3 Wyoming....................... 2.65
68.0 | Montana. ...................... 3. 46 4 Montana....................... 2.61
66.0 | Towa........................... 3.21 5 Iowa........................... 2.42
69.2 | Nebraska. ...................... 3.19 6 Idaho...................... .. .. 2.40
25.7 | Texas. .........cccovivvuun.... 3.05 7 Nebraska....................... 2.35
65.6 | Idaho.......................... 3.04 8 Texas........ooovvunnn... 2.22
57.8 | Kansas......................... 2.68 9 Kansas......................... 2.21
51.3 | Arizona........................ 2.38 10 Minnesota. ..................... 1.77
42.0 | Minnesota. ..................... 2.37 11 Arizona........................ 1.74
28.8 | Utah........................... 2.30 12 Utah........................ ... 1.63
29.3 [ Nevada......................... 2.16 13 Arkansas....................... 1.62
43.2 | New Mexico. . .................. 2.12 14 Colorado....................... 1.57
37.5 | Colorado. ...................... 1.98 15 Mississippi. ... ... ... 1.57
27.2 | North Carolina.................. 1.86 16 New Mexico.................... 1.53
47.5 | Arkansas........................ 1.84 17 Nevada........................ 1.50
19.8 | California....................... 1.79 18 California. ................... .. 1. 44
55.5 | Mississippi.......cooovvvni..... 1.77 19 Wisconsin...................... 1. 42
35.6 | Indiana. . ... P 1.76 20 Florida....................... .. 1.41
31.4 | Wisconsin....................... 1.76 21 New Hampshire................. 1.41
36.4 | Kentucky....................... 1.70 22 Vermont....................... 1.41
27.6 | Illinois. . ....................... 1. 67 23 Oregon......................... 1.39
54.7 | Oklahoma...................... 1. 67 24 North Carolina.................. 1 1.35
31.8 | Vermont........................ 1. 66 25 Indiana........................ 1.33
23.5 | Florida......................... 1. 65 26 Alabama....................... 1. 32
24.9 | Alabama....................... 1. 64 27 South Carolina.................. 1.29
38.8 |Oregon......................... 1.62 28 Washington. .. . .. A 1.29
25.2 | Louisiana....................... 1. 61 29 Kentucky 1.28
8.2 | New Hampshire.......... e 1.60 30 IHlinois......................... 1.26
33.6 | Missouri........................ 1.58 31 Oklahoma 1.24
28.5 | South Carolina.................. 1.58 32 Maine......................... 1.22
31.2 | Washington. . ................... 1.58 33 Tennessee 1.22
31.9 | Tennessee....................... 1.53 34 Missouri........................ 1.21
18.1 | Ohio........................... 1. 41 35 Louisiana 1.18
14.5 | West Virginia.................... 1.40 36 10, 1.12
16.5 | Maine.......................... 1.33 37 Michigan 1.09
15.7 | Michigan....................... 1.33 38 Delaware....................... 1.07
4.7 | New Jersey...................... 1.24 39 New Jersey..................... 1. 06
30.6 | Georgia. . ...................... 1.23 40 West Virginia................... 1.04
10.6 | Pennsylvania.................... 1.18 41 Connecticut.:................... 1.01
27.4 | Virginia........................ 1.18 42 Maryland. ..................... 1.00
5.5 NewYork...................... 1.16 43 Pennsylvania.................... .99
5.7 | Connecticut..................... 1.14 44 Georgia........................ .96
14.7 | Maryland..................... .. 1.10 45 Massachusetts. .................. .93
3.1 | Massachusetts. .................. 1.10 46 Rhode Island................... .93
3.6 | Rhode Island......... e 1.05 47 Virginia........................ .92
17.7 | Delaware....................... .94 48 New York...................... .90
0 District of Columbia.............. .94 49 District of Columbia............. .63

land values.?

* A study of the rise in farmland values and the factors
underlying the rise is now underway in the U.S. Depart-

Buyers have apparently been
eager to buy and hold farmland for a vari-
ety of purposes besides the expected income
from farming. They have sought farms and
ranches for residential and recreational use,
for mineral rights, and in anticipation of
capital gains as cities expand, new high-

ment of Agriculture.
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operations.

farm income.

ways are built, and new industries are devel-
oped. Moreover, farmers have generally
striven for more land to enlarge their scale of
Even when forced to sell,
they have tended to reinvest in farmland.
This combination of heavy demand and re-
luctant supply has driven farmland prices
‘up far beyond their expected relation to



Effect of Alternative Estimates of Property
Values

In obtaining estimates of the yield of the
representative tax system we experimented
with several alternative procedures for cal-
culating the property tax base to see how
heavily our results depended on the particu-
lar procedure chosen. In the first set of
procedures Census of Governments property
assessment data were combined with census
ratios of assessments to market values to
yield State-by-State figures on value of land
and structures. When the resulting meas-
ures of relative taxable capacity per capita
were examined, the Plains, Southwestern,
and Mountain States were surprisingly high.
The details of the estimating procedure were
then reviewed for a clue to the reasons for
this and were altered as follows:

(1) Since the sales ratios for “rural”
property values derived from the Census
of Governments study of the Taxable
Value of Property were based on recent
sales, they tend to give undue weight
to farm properties being converted to
suburban use. Property values in farm-
ing States thus appeared to be overesti-
mated. Accordingly, the Census of Agri-
culture estimates of farm values by States
were substituted for the rural property
component of the Census of Governments
estimates.

(2) The market value of State-
assessed property (more important in the
West than elsewhere) was first estimated
by assuming that State assessments bore
the same relationship to market value
that local assessments did. In States
where a large share of all properties is
assessed by the State rather than the local
government, this procedure tends to over-
estimate the total value of property. In
the final computations, taxes on public
utility properties, which account for $1.5

billion of the $15.9 billion property tax

collections, were separated from other

property tax collections and allocated on
the basis of gross public utility receipts by

State in the case of utilities other than

railroads, and on the basis of wages and

salaries by State in the case of railroads.

These adjustments are discussed in

greater detail in the property tax section

of appendix B.

Although these adjustments reduced some
of the extremely high estimates of relative
taxable capacity, which were found when
Census property values were used, notably
in Wyoming, Idaho, Utah, New Mexico,
they did not change the overall picture sub-
stantially. This suggests that the measures
of per capita yields of a representative tax
system are at least approximately correct
and reflect real phenomena, not statistical
aberrations. Better data and more refined
procedures would give more accurate meas-
ures of the yield of the representative tax
system, but the final results are not likely to
differ drastically from those developed here.

Nonproperty Tax Bases and Personal In-
come

The nonproperty tax yields of the States
under the representative tax system also
diverge markedly from personal income.
In general, this divergence reinforces rather
than offsets the divergence between prop-
erty tax yields and personal income.

Almost all of the low income States rank
higher in nonproperty tax capacity than
they do in personal income, while most of
the high income States rank lower in non-
property tax capacity than in personal in-’
come (table 22). All but 4 of the 31 States
with personal income below the national
average have nonproperty tax yields which
are higher relative to the national average
than their personal income. (The four ex-
ceptions are Indiana, Maine, Virginia and
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TABLE 22.—Comparison of Personal Income and Estimated Nonproperty Tax Yield of Representative Tax System, by
State, 71960

[Per capita as a percent of U.S. average]

Nonproperty taxes

! Personal
State and region income
Total General | Selective | Severance All
sales sales other
United States. . ............................ _ 100 100 100 100 100 100
NewEngland............................... 111 102 100 103 2 109
Maine.............oooiiiii 85 85 90 97 4 75
New Hampshire............................ 93 101 97 118 2 93
Vermont............ooviiiininininennannn. 84 88 97 92 13 82
Massachusetts. ............................. 113 101 103 97 2 107
RhodeIsland.............................. 100 96 93 92 1 107
Connecticut. .............coiiiinennnnenn .. 129 117 103 110 2 136
Mideast . ...t 117 105 103 100 13 116
New York..... ..., 125 111 107 103 4 127
New Jersey. . .ooooooevnnni, 120 109 103 110 4 116
Pennsylvania.....................cocven.. 102 95 93 90 26 102
Delaware. ............coiiiiiiiiinnennnn.. 136 121 107 121 1 136
108 94 20 95 4 100
135 138 162 149 ) 118
107 104 103 100 26 107
104 101 100 97 17 107
105 101 100 100 13 107
98 97 100 100 22 95
118 112 117 105 48 118
98 95 100 97 4 93
93 100 107 108 74 91
92 100 107 105 26 93
20 96 107 103 9 89
929 102 107 103 13 95
78 98 114 113 139 73
83 920 100 113 17 66
95 103 114 108 91 91
93 105 97 113 335 91
72 79 79 87 104 70
83 83 83 95 17 75
75 78 79 82 165 70
69 76 76 85 87 68
Tennessee. ...........viiiinen i 70 75 79 82 13 68
NorthCarolina............................. 71 74 76 82 4 68
South Carolina............................. 63 66 66 77 35 59
Georgia. . ...t 72 75 79 85 4 68
Florida.............. ... ... .. oiveiinannn. 89 100 110 110 9 89
Alabama..................... ... ... ... 66 69 69 74 22 66
Mississippi. . .. ... 53 60 59 69 126 48
Louisiana.................covvrinnnenennn.. 72 97 83 87 835 77
Arkansas. ................. ... 60 70 72 79 87 59
Southwest. ... .........ooiiiiereenenennen.. 86 109 97 108 596 271
Oklahoma..................covvveeinnnn... 83 102 920 108 509 84
TeXas. .. ... . e 87 113 100 110 674 93
NewMexico. .. ........oiiiiiiineninnnnnn.. 81 105 93 103 761 82
................................... 90 92 100 95 70 84
*Less than 0.5 percent



TasLe 22.—Comparison of Personal Income and Estimated Nonproperty Tax Yield of Representative Tax System, by
State, 1960—Continued

[Per capita as a percent of U.S. average]

Nonproperty taxes
. Personal .
State and region income
Total General | Selective | Severance All
sales sales other
95 107 110 108 300 95
91 111 117 118 230 95
81 926 114 100 26 86
105 151 124 138 1, 704 95
104 110 114 110 170 102
86 93 97 920 296 84
119 114 114 110 83 118
104 103 107 105 4 | 102
102 104 110 103 9 105
128 149 169 177 61 116
123 119 114 113 109 125
123 84 920 100 17 68
102 76 76 79 4 77

Wisconsin. On the other hand, 15 of the 20
States with per capita income at or above
the national average rank lower in nonprop-
erty tax yields per capita than they do in per-
sonal income. (The five exceptions are
Wyoming, Colorado, Oregon, Nevada, and
the District of Columbia. )

This finding is not surprising. General
and selective sales taxes account for 60 per-
cent of the nonproperty tax yield of the
representative tax system. It is well known
that low-income families spend a higher
proportion of their income on consumer
goods than high-income families. It fol-
lows that States with low average incomes
tend to have higher ratios of retail sales to
personal income than States with high av-
erage income (fig. 7 and table 23). Hence,
one would expect the sales tax yield of the
representative tax system to be higher rela-
tive to income in low-income States than
in high-income States.

Nevertheless, the magnitude of some of
the differences is surprising and some ex-
ceptions are noteworthy. North Dakota
moves from over 20 percentage points be-

low the national average in personal income
to more than a dozen points above in gen-
eral and selective sales tax yield under the
representative tax system. Wyoming shows
remarkably high sales tax yield and Colo-
rado ranks higher in sales tax yield than in
personal income—despite the fact that both
these States are above the national average
in personal income.

It should be remembered that food is not
taxed under the representative tax system.
In agricultural areas many families grow
their own food. These families probably
spend a higher proportion of their income
on nonfood consumer goods than do urban
families who have to purchase food. This
may account for the fact that sales tax
capacity is so much higher, relative to the
national average, than is personal income in
some of the agricultural States. Some farm
producers’ goods may also be included in
retail sales in these States.

Only a few States have substantial sever-
ance tax capacity, and these are heavily con-
centrated in the Southwest and Rocky
Mountain regions. Oklahoma, Texas, New
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TaBLE 23.— Total and Taxable Estimated Retail Sales as a Percent of Personal Income, by State, 1959

Total retail sales & Taxable retail sales 1
Rank
Percent of Percent of
State personal State personal
income income
North Dakota......................... 86 1 North Dakota....................... 73
SouthDakota......................... 83 2 South Dakota....................... 68
Idaho......... ... ..o, 77 3 Idaho............. ... ... ... ...... 64
Montana.........oovvieeniineennnnnnn 73 4 Nevada............................ 63
Arkansas...............oiiiiiiian. 7 5 Montana........................... 60
Nebraska.............. ..., 69 6 Florida............................. 57
Florida.............c.coviiiiiiin... 68 7 Nebraska........................ ... 56
Towa........coiiiiiiiiii i 68 8 Arkansas........................... 55
Vermont. . .......oouuieennennnenneenn. 68 9 District of Columbia.............. ... 55
Minnesota.............coiiiiin... 66 10 Towa............... ... ... ... ... 54
MissisSippi. . ..o v v 65 11 Minncgota .......................... 54
Tennessee. .. .....ovviienninnnnnnannn 65 12 Wyoming........................... 54
TexXas......ooviiiii 65 13 Arizona.............. .. ... ... .. 53
Arizona. .. .. ..., 64 14 Colorado........................... 52
Oklahoma............................ 64 15 Mississippi........coociiiiiiiL 52
Utah. ... ... . ... ... i 64 16 New Mexico........................ 52
Wyoming............................ 64 17 Tennessee. ......................... 52
District of Columbia................... 63 18 TeXaS. . .o e 52
Georgia..................il ST 63 19 Utah........... ... 52
Kansas..............oviiiiinneannan, 63 20 Vermont........................... 52
Maine................ ... ... . 63 21 Georgia......................... ... 51
New Hampshire....................... 63 22 Louisiana........................... 51
New Mexico.......................... 63 23 North Carolina...................... 51
Colorado................... e 62 24 Maine.......... ... i 50
Kentucky. ..., 62 25 Oklahoma.......................... 50
Louisiana. ........................ ... 62 26 Oregon.................c.ooovvii.. 50
North Carolina. ...................... 62 27 Alabama........................... 49
Oregon............... ..ot 62 28 Kansas............................. 49
Alabama........... ... ... ... ... 61 29 Kentucky............. ... ... ... ... 49
Missouri........... ... ... .. oL 61 30 MissQuri..........cooiiiii L, 49
Nevada................ ... 60 31 New Hampshire............ ... .. .. 49
South Carolina........................ 60 32 Indiana......................... ... 48
Washington. . ........................ 60 33 South Carolina...................... 48
Indiana......................... .. ... 59 34 West Virginia. . ..................... 48
Wisconsin. ........ e 59 35 Washington......................... 47
Virginia.............................. 58 36 Wisconsin. . ........................ 47
West Virginia......................... 57 37 Illinois. . ........................... 46
Michigan. .........................L 56 38 Virginia............ ... ... ... ..., 46
California............................ 55 39 Michigan........................... 45
Hinois................ ..., 55 40 California.......................... 44
Ohio. ...t 54 41 Ohio............. ... ............ 44
Massachusetts......................... 53 42 Massachusetts. . ..................... 43
Pennsylvania......................... 53 43 Pennsylvania..................... .. 43
RhodeIsland......................... 53 44 Rhode Island....................... 42
Maryland............................ 50 45 New Jersey......................... 40
New Jersey........................... 50 46 New York................ ... .. ... 39
New York............................ 49 47 Connecticut. ........................ 38
Delaware............................. 48 48 Delaware........................... 38
Connecticut. . ........................ 47 49 Maryland. .. ....................... 38
Hawaii.............................. 45 50 Hawaii............................. 36
Alaska............................ ... 41 51 Alaska................ ... ... ... .... 34

! Total retail sales plus receipts at hotels, motels, etc., manufacturing expenditures for new machinery and equipment,
value of construction machinery and equipment shipments; less hay, grain and feed store sales, 90 percent of food store

sales and 40 percent of drug store sales.

Mexico, and Wyoming have per capita sev-
erance tax yields under the representative
tax system which are 5 to 17 times as high
as the national average. Other high States
Louisiana, Kansas, West Virginia,

are:
Montana, Colorado, and Utah.

Since we have defined “tax effort” as the
extent to which a State uses its fiscal capac-
ity, the divergent measures of capacity
discussed in this chapter imply divergent
measures of tax effort. These are considered

in chapter 5.
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Chapter 5
VARIATIONS IN TAX EFFORT AMONG STATES

We have defined tax effort here as the
extent to which States and their local gov-
ernments use the fiscal capacity available
to them. Thus, by computing the per-
centage of capacity utilized by State and
local tax collections, we derive indexes of
tax effort. The standard of comparison in
each instance is the position of any one State
in relation to that of the average State.
The comparison of the actual tax collec-
tions of a State (including its local govern-
ments) with the hypothetical yield of the
representative tax system or with the aver-
age share of income devoted to State and
local taxes over the Nation indicates
whether the State is making a greater or
lesser than average tax effort.

Tax effort defined in this way has special
characteristics which warrant notice here
to provide perspective to the analysis of the

tax effort indexes developed in this study.

Allocation of Resources to the Public Sector

A high tax effort index does not neces-
sarily mean that taxes are diverting too large
a share of resources to State and local gov-

_ernmental programs. Nor does a low tax
effort index necessarily point to the need for
tax increases. The underlying differences
in the States’ economic structure preclude
such automatic interpretation of tax effort
indexes. States at varying stages of eco-
nomic development and experiencing dif-
ferent growth rates may elect to allocate
their resources differently between public
and private uses. Quite apart from differ-
ences in attitudes toward public versus

private purposes, one State may allocate a
small share of its resources to public pur-
poses in an effort to encourage industrial
development. The familiar advertisements
of low tax rates designed to attract indus-
trial plants evidence this. policy. Other
States may pursue a less advertised course
designed—within the limits of tax alterna-
tives available to them—to maximize pri-
vate investment funds.

States, moreover, may choose different
routes to identical objectives. While one
may hope to stimulate private industrial
development by keeping taxes low, others
may seek to do so by providing a high level
of public facilities and services, reflecting
the view that the newer electronic and
chemical industries place high value on the
availability of good-quality school, hospital,
library, higher educational, recreation,
water, and sanitation facilities. Invest-
ments in these facilities would be reflected
in tax effort indexes.

Public Expenditure Requirements

Nor does the same tax effort index for two
States necessarily mean that the same share
of requirements for public services is being
met. Evenif the “willingness” and capacity
to pay taxes in two States with very dif-
ferent expenditure levels are the same, dif-
ferences in population density and urbaniza-
tion may create such different requirements
for services customarily provided under
public auspices as to result in divergent tax
effort. The range and scope of public serv-

73



ices in a State whose population is concen-
trated in urban areas is very different from
the range and magnitude of public services
required in predominantly rural States.
The requirements of metropolitan commu-
nities for streets, mass-transportation facili-
ties, water, garbage collection and sewage
disposal, police protection, health inspection
of public eating places have to be met if the
city is to exist as a safe place in which to
live and work. The expenditures for these
services are reflected in tax effort. The
larger the concentration of the Nation’s pop-
ulation in metropolitan communities, the
larger the share of tax effort devoted to the
public-service component of metropolitan
living. Such tax effort denotes more than
government’s willingness to tax or the peo-
ple’s willingness to be taxed. And one
would expect that over the past decade or
so, with the increasing urbanization of the
population, the costs of these urban-type
services have increased and raised the gen-
eral or average of State and local tax effort.
By the same token, the effort of the predomi-
nantly rural States which require relatively
few of these urban-connected services would
have declined in relation to the national
average. _

In addition to differences among States
in the costs of essential governmental serv-
ices, there are differences in the proportion
~of the population consisting of the depend-
ent-age groups, the unemployed, and
those with needs for publicly assisted hous-
ing, which tend to result in variations in
expenditures and in effort to raise taxes.

Methods of Financing

Even if it were possible to assume sub-

stantial uniformity both in functions under-

taken and in the quality of services rendered
by the various jurisdictions, interstate dif-
ferences in combinations of financing meth-
ods employed would affect tax effort ranks,
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especially over short periods. The utiliza-
tion of user charges and other nontax reve-
nues and of borrowing to finance public serv-
ices in any period will affect a State’s tax
effort rank relative to the average. Only
if all States used substantially identical reve-
nue devices to meet costs would the tax effort
index provide a precise indication of the
relative extent capacity is applied to public
services. Part of this problem could be met
either by including public charges along
with taxes in determining tax effort or by
excluding benefit levies along with charges
where the benefit-payment relationships are
fairly clear cut.

Tax Severity and Tax Effort

An index of tax effort which relates one
State’s tax collections to its calculated tax
capacity and compares that tax effort index
with the national average of comparable in-
dexes computed for all the States does not
take account of differences in tax burdens
either on families or business firms. Tax
effort indexes, in other words, are not in-
dexes of tax severity. They make no al-
lowance for the differing absolute levels of
per capita income in the States. Admit-
tedly, the payment of a given percent of
income in taxes represents a greater effort
when per capita income is small than when
it is large. A tax severity index has been
proposed which would be computed by
dividing the tax effort indexes by per capita
personal income. The effect of the pro-
posed index can be illustrated by contrast-
ing the tax effort and tax severity indexes
of California and Colorado. In 1960 the
two States made approximately the same
tax effort or devoted about the same share
of their income to State and local taxes
(table 24). However, per capita income
in Californja . was 18 percent greater than
in Colorado. Therefore, the tax. sever-
ity index reflecting these differences in per



TaBLE 24.—Tax Effort Indexes—Actual Tax Collections in 1960 as a Percent of Selected Income Series in 1959 and of

Yield Under Representative Tax System, by State

Actual tax collections in 1960 as a percent of—

Personal income

Income produced

Composite income

State and region Yield
under
Percent Percent Percent | represent-
Percent related Percent related Percent related ative tax
to U.S. to U.S. to U.S. system
average average average
United States.................... 9.5 100 7.5 100 8.6 100 100
New England..................... 9.3 98 8.1 108 9.1 106 112
Maine................. ... ..., 11.3 119 10. 4 139 11.3 131 126
New Hampshire................. 9.6 101 8.4 112 9.3 108 95
Vermont........................ 12.5 132 10.6 141 11.8 137 130
Massachusetts.................... 9.8 103 8.3 111 9.3 108 121
Rhode Island.................... 9.1 96 8.2 109 9.0 105 112
Connecticut. .. .................. 7.8 82 7.0 93 7.7 90 94
Mideast. .. ....................... 9.4 929 7.6 101 8.7 101 115
New York....................... 10.7 113 8.4 112 9.7 113 136
New Jersey...................... 8.1 85 7.0 93 7.9 92 97
Pennsylvania.................... 8.1 85 6.7 89 7.6 88 96
Delaware. . ..................... 6.9 73 7.7 103 8.0 93 87
Maryland....................... 8.7 92 7.9 105 8.8 102 106
District of Columbia.............. 7.5 79 5.0 67 6.0 70 85
GreatLakes...................... 8.8 93 6.9 92 7.9 92 95
Michigan....................... 9.9 104 8.1 108 9.2 107 110
Ohio........................... 8.4 88 6.6 88 7.6 88 91
Indiana......................... 8.7 92 6.6 88 7.6 88 87
Hlinois.......................... 8.1 85 6.1 81 7.1 83 88
Wisconsin. ...................... 10.3 108 8.4 112 9.5 110 110
Plains. .......................... 9.8 103 7.4 99 8.6 100 89
Minnesota. .... . P 11.3 119 8.4 112 9.8 114 105
OWa. ...........% ... ... .... 10.7 113 8.1 108 9.3 108 91
Missouri........................ 7.1 75 5.5 .73 6.3 73 76
North Dakota.................... 12.9 136 9.3 124 10. 8 126 91
South Dakota.................... 13.3 140 9.1 121 10. 8 126 92
Nebraska..................... ... 8.9 94 6.5 87 7.3 85 72
Kansas......................... 11.0 116 9.3 124 10. 4 121 96
Southeast......................... 9.4 99 7.4 99 8.4 98 95
Virginia. . ................. ... .. 7.8 82 6.1 81 6.9 80 84
West Virginia.................,.. 9.2 97 6.8 91 7.9 92 101
Kentucky....................... 7.9 83 6.0 80 6.9 80 80
Tennessee....................... 9.0 95 7.2 96 8.2 95 93
North Carolina.................. 9.4 99 6.8. 91 7.9 92 96
South Carolina. ................. 9.8 103 8.0 107 9.0 105 106
Georgia......................... 9.2 97 7.1 95 8.2 95 102
Florida....................... .. 9.8 103 8.5 113 9.4 109 90
Alabama................. ... I . 8.6 91 6.9 192 7.9 92 91
Mississippi. . .................. .. 11.4 120 10.0 133 10.9 127 113
Louisiana. ................... ... 12.0 126 8.7 116 10.1 117 106
Arkansas..................... ... 9.5 100 8.4 112 9.2 107 90
Southwest........................ 9.2 97 6.7 89 7.8 91 74
Oklahoma.................... .. . 10.0 105 7.4 99 8.6 100 94
€XAS. ... ... - 8.7 92 6.3 84 7.3 85 67
New Mexico..................... . 9.9 104 7.2 96 8.4 98 84
Arizona.................... ... .. 11.5 121 8.4 112 9.8 114 104
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TaBLE 24.—Tax Effort Indexes—Actual Tax Collections in 1960 as a Percent of Selected Income Series in 1959 and of
Yield Under Representative Tax System, by State—Continued

Actual tax collections in 1960 as a percent of—
Personal income Income produced Composite income

State and region Yield

under
Percent Percent Percent | represent-
Percent related Percent related Percent related ative tax

to U.S. to U.S. to U.S. system

average average average

Rocky Mountain.................. 11.0 116 8.4 112 9.7 113 93
Montana...............covuunnn. 11.5 121 8.7 116 10.0 116 86
Idaho.......................... 11.0 116 8.6 115 9.9 115 89
Wyoming. .........covviunnnn... 10.9 115 8.3 111 9.6 112 73
Colorado.............c...oonn.. 10.8 114 8.6 115 9.8 114 100
Utah............ ..., 11.1 117 7.8 104 9.2 107 98
Far West.......cooviireenaunennan. 10.7 113 8.7 116 9.9 115 111
Washington. .................... 10.7 113 8.7 116 9.9 115 114
Oregon..........ccopiuiivenn.. 10.7 113 9.2 123 10.3 120 113
Nevada......................... 10. 4 109 7.3 97 8.7 101 93
California....................... 10. 8 114 8.7 116 9.9 115 109
Alaska................ ..o 6.7 a! 53 " 6.0 70 116
Hawaii.............. e 11.8 124 9.4 125 10.6 123 155

capita income would rank California sub-
stantially lower than Colorado. While this
measure of tax severity reflects the differ-
ences in per capita income, it takes no ac-
count of differences in the distribution of
income around the average.

Tax effort as used here does not purport
to reflect the relative severity of taxes, or
burdens of taxes, on families or business
firms. While these characteristics must be
borne in mind as caution signals, the tax
effort indexes do provide a summary view of
the relative use made by the States of the
capacity available to them. They provide
meaningful answers to a wide array of ques-
tions frequently raised in relation to State
and local tax policies and intergovernmental
financial aids.

Tax effort indexes provide at least a par-
tial guide to answering such questions as:
Which of the States could raise additional
taxes without impairing their competitive
position? How do the States for which
differential aids are proposed or granted
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differ in willingness to tax themselves? Are
public services in a State low because its tax
effort is low or because, despite an effort at
or above the national average, the State’s
limited capacity is unable to support higher
service levels? Are the States with rela-
tively high tax effort concemtrated in par-
ticular regions of the country, thus reflecting
regional tax or expenditure patterns? Are
the low-effort States principally industrial,
or predominantly agricultural?

Answers to these questions would assist
materially in the formulation of economic
and fiscal policies. It should be stressed
again, however, as we have emphasized else-
where in this document, that the numbers
and indexes here developed are not suffi-
ciently firm to serve these policy purposes.
They are inadequate for policy use because
the underlying data, borrowed and patched
from miscellaneous sources, are inadequate.
Our sole purpose here is to conceptualize
alternative techniques for measuring fiscal
capacity and tax effort, to identify the more



promising approaches, in order to guide the
direction of future efforts for developing
the basic economic data required for de-
veloping them.

Variations in Tax Effort Rankings

In this study we have developed and pre-
sented various indexes of fiscal capacity.
The different capacity positions of the
States, particularly the contrasting positions
of some States when ranked in relation to
per capita income and the per capita yield
of a representative tax system, necessarily
result in different tax effort rankings for in-
dividual States.

As figure 8 and table 24 show, about half
the States which appear to be making
above-average tax effort when collections
are related to personal income of the resi-
dents of the States shift below the national
average when collections are related to the
yield of a representative tax system. The
States that shift positions, however, are con-
centrated in the Plains and Rocky Moun-
tain region where high farmland prices in-
flate the property tax base potential and
therefore the capacity index when meas-
ured by the yield of a representative tax
system. States which retain their high tax
effort rank, whether personal incomes or
representative tax system yields are used
as the standard, include primarily the
States in the northern part of the United
States from the Atlantic coast to the Great
Lakes and those in the Far West along the
Pacific coast.

There is a similar geographic concentra-
tion of States with low tax effort rankings
under both indexes. Moreover the less-
than-average tax effort findings are more
consistent from capacity index to capacity
index. As figure 9 shows, 15 of the 19
States with less-than-average tax effort
based on the ratio of tax collections to per-
sonal income also have less than average

effort when taxes are related to the yield of
a representative tax system. States with
less-than-average-effort under both indexes
are located principally in the central por-
tion of the United States from the Atlantic
coast to Missouri.

A larger number of States appear to be
making average or above-average tax effort
when tax collections are related to personal
income than when these tax collections are
compared with the estimated yield of a rep-
resentative tax system. Using the latter
standard, 21 States in all appear to make an
average or above-average tax effort and 29
States and the District of Columbia have
an effort index below average (table 25).
When income becomes the standard against
which to test the effort expended in raising
taxes, 30 States show average or above-
average effort, and about 20 States less-
than-average effort. Thus it would appear
that a larger number of States are willing
to tap income flows for taxpayments at av-
erage or above-average levels than are will-
ing to assess tangible wealth by property
taxes (taxes which influence markedly the
effort position under a representative tax

system ).
States With High Tax Effort

What are the characteristics of the States
with a tax effort index 10 percentage points
or more above average—using this cutoff
point to indicate the State making a high
tax effort?

Twenty States have an effort index, based
on personral income as the indicator of ca-
pacity, 10 percentage points or more above
the national average. Of these 20 States,
Hawaii, Mississippi, Maine, New York,
Oregon, Vermont and Washington also im-
pose taxes which exceed by 10 percentage
points or more the estimated yield of a repre-
sentative tax system. The tax effort rank of
the seven States is comparably high when
tax collections are related to income pro-
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duced and also to a composite measure of
income sources available for taxpayments.
These seven States, widely dispersed geo-
graphically, have few characteristics in com-
mon. They include average-income States
with relatively high levels of public services
and very poor States with low or average
levels of public services. New York’s in-
come is high; Washington, Oregon, and
Hawaii have a per capita income close
to the United States average; the per
capita incomes of Maine and Vermont are
considerably below average and Mississip-
pi’s per capita income is the lowest in the
Nation. Tax collections per capita in each
of the States, with the exception of Missis-
sippi, are about average for the Nation or
above average. Mississippi’s tax collec-
tions per capita while low are higher than
those of a number of States with much
higher income. Despite its high tax effort,
Mississippi ranks low among the States in
most indexes of expenditure levels, in per
capita outlays for schools, health, etc.

States With Low Tax Effort

At the opposite end of the scale, there are
11 States with an effort index based on per-
sonal income which is 10 percentage points
or more below the average. There are 15
States with tax collections 10 percent-
age points below the estimated yield of a
representative tax system. Of these, only
Delaware, Illinois, Kentucky, Missouri, Vir-
ginia and the District of Columbia appear
consistently to be making a ‘tax effort at
least 10 percentage points below average,
whether the measure of tax effort used com-
pares actual tax collections to personal in-
come or to the yield of the representative
tax system. Delaware shifts its position
from a State with tax effort 10 percent or
more below average to a higher effort rank,
if income produced or the composite income
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index is applied as the norm against which
actual tax collections are assessed.

Which of the States have the capacity
to raise taxes without requiring a dispropor-
tionate tax effort? The States with a very
low tax effort index could impose additional
taxes if their citizens so elected and if needs
for public expenditure required such in-
creases. Where the indexes consistently
point to a low tax effort the availability of
unused fiscal resources is a logical presump-
tion. In a later section of this report, the
relative use of specific tax bases is discussed,
pointing to the types of taxes which are rela-
tively underutilized in States with a low
overall tax effort (Appendix C). Figure 10
illustrates effective tax rate wvariations
among the States.

Do the States with low per capita income,
who would benefit from any equalization
grant-in-aid program under present ar-
rangements, give evidence of willingness to
tax themselves? What, in other words, is
the tax effort index of these States?

The 12 States with the lowest per capita
income are, with the exception of North
Dakota and South Dakota, in the south-
eastern part of the United States. As indi-
cated earlier, the ability of these South-
eastern States to raise taxes is low no matter
which of the measures of capacity is ap-
plied. Three of the twelve States make a
tax effort above average under each of the
four tax effort indexes; four consistently
appear to make less than an average effort.
The tax effort position of two or three other
States shifts from less than average to aboye
average, depending upon the index used,
but only a few percentage points are in-
volved in the shift so that, in general terms,
the effort of these States is about average.
Only in North Dakota and South Dakota,
where the capacity rankings according to
the estimated yield of a representative tax
system are very much higher than the States’
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rank based on income, does the tax effort
index change from substantially above
average to one below average.

The question whether the States with
low per capita incomes are willing to tax
themselves cannot be answered unequivo-
cally. About half of the 12 States exploit
their tax resources at about the national
average rate or better; four tax themselves
less; and, for the remaining two States, the
answer depends upon the index of capacity
employed.

A comparable question may be posed
about the level of tax effort of the high-
income States; namely: Do these high-
income States have sufficient resources to
permit them to attain the levels of public
service their citizens are seeking without
undue tax effort? For four of these
States—namely, Connecticut, New Jersey,
Illinois, and Ohio—the answer seems to be
clearly in the affirmative. The tax effort
of these four States is consistently below
average regardless of the index employed
in the test. For three States, California,
Massachusetts, and New York, the answer
clearly is.in the negative. Each of these
States has a tax effort rank higher
than average under the four indexes. For
the remaining States, Alaska, Delaware,
Maryland, Nevada, and Wyoming, the
answer depends upon the yardstick applied
in assessing the fiscal resources available for
taxation.

Do expenditure variations among States
reflect differences in willingness to use the
fiscal capacity available to them? Oristhe
revenue-raising potential a more important
factor in determining expenditure levels?

A number of studies indicate the im- -

portance of fiscal capacity as a determinant
of variations in public expenditures, both
among cities and among States. While
within the context of this report it is not pos-
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sible to examine this problem, variations in
State and local expenditures for local schools
and in tax effort may be used as illustrative.
The selection of education is suggested by
the importance of education in State and
local budgets coupled with the relatively
small amount of Federal aid in suppoxt of
this function so that expenditure variations
reflect State and local revenues allocated
rather than Federal grants.

The overall tax effort indexes of the 12
States with the highest expenditures per
capita for local schools and of the 12 States
with the lowest expenditures per capita are
summarized below.

Educational Expenditures and Tax Effort Index:
Percent U.S. Averages

Tax Tax
Educa- | collections collections
tional related to related to
State expend- | composite yield of
itures income representa-
index index tive tax
system

12 States With Highest Educational Expenditures per Capita

Wyoming. ........ 159 112 73
Delaware......... 142 93 87
Alaska............ 138 70 116
California......... 131 115 109
Utah............. 128 107 98
Arizona.......... 127 114 104
Colorado. ........ 127 114 100
Oregon........... 127 120 113
Nevada........... 126 101 93
New Mexico. ...... 124 98 84
Washington....... 122 115 114
New York........ 117 113 136

12 States With Lowest Educational Expenditures per Capita

Kentucky......... 63 80 80
Arkansas.......... 65 107 90
Alabama......... 66 92 91
South Carolina. . . . 68 105 106
Rhode Island. .. ... 70 105 112
Georgia.......... 72 95 102
New Hampshire. . . 75 108 95
Tennessee......... 76 95 93
Mississippi........ 77 127 113
North Carolina. . .. 77 92 96
West Virginia. .. .. 77 92 101
Missouri.......... 83 73 76

As may be seen by comparing the tax
effort for the two groups of States, there are
low and high tax effort States in both ex-



penditure categories. When the tax effort
index is based on the relationship of tax
collections to the composite income sources
out of which taxes are paid, there is a fairly
sharp contrast in effort between the high-
and low-expenditure States. Only 3 of the
12 States with high per capita expenditures
for local schools have a tax effort below
average. Seven of the twelve States with
low expenditures make an effort below
average. When tax collections expressed as
a percent of the yield of the representative
tax system are used as the effort index, five
of the 12 States in the high-expenditure cat-
egory make less-than-average effort; five of
the 12 States with the low expenditures
- make above average effort.

The Limitations of Tax Effort Indexes

We have examined the several tax effort
indexes as possible alternatives and also used
the test of consistency of tax effort rankings
to indicate which of the States make a low
and which a high tax effort.

Both groups of capacity measures appear
to have usefulness as standards from which
to measure deviations in tax effort above
and below parity. The capacity of States
and localities to tax is restricted by the tax
practices customarily followed over the
country as a whole. This is the rationale
for using an effort index based on the repre-
sentative tax system. In the long run, how-
ever, all taxes, no matter what their nominal
base, are paid out of income flows. The
average share of income allocated to public
use as indicated by the percentage of this in-
come paid out in taxes provides a bench-
mark from which to determine whether a

State is making a standard tax effort or an
effort greater or less than standard.

Some high-income States may appear to
be making an unduly low effort when their
tax collections are related to income. Such
a tax effort measure standing alone, how-
ever, is inadequate in that it fails to consider
constraints on State and local taxation. In-
come may be high, but attempts to raise
effective rates beyond those prevailing in
neighboring States may encounter fears that
a flight of the tax base will be precipitated.
Fears that industry, purchases, and high-
income taxpayers may move out of the State
are important considerations in determining
tax policy. In other States income flows—
individual, corporate, and noncorporate—
may not be sufficient to support even an av-
erage tax structure. Failure of these States
to assess effective tax rates comparable to
the averages prevailing in the Nation may be
a reflection of their inability to impose taxes
because the tax bases available to them are
relatively limited.

This suggests that the relative tax effort
position of the several States is not neces-
sarily reflected by any one measure alone,
because the States’ tax policies operate
against two groups of restraints: (a) Those
imposed by prevailing concepts of what is
reasonable in terms of tax rates and combi-
nations of taxes, and (b) the size of income
flows out of which taxes are paid. If this
be the case, then the issue before us is not
choosing between two different approaches
to the measurement of tak effort, but, rather,
how best to make effective use of both of
them.
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Chapter 6
SUMMARY OF FINDINGS

Our purpose in undertaking this study
was to explore the feasibility of developing
improved measures of the comparative
fiscal capacities of State and local govern-
ments and the comparative tax efforts they
are making. Fiscal capacity is a measure
of the combined ability of the State and its
local governments to raise tax revenue for
financing governmental programs, while
tax effort is a measure of the relationship of
the taxes actually collected to fiscal capacity.

The State and its local governments are
treated as one entity partly because this ac-
cords with general practice in Federal-
State relations and partly in recognition of
the wide variations in the division of taxing
resources and program responsibilities be-
tween the States and their local units. The
emphasis here is on relative rather than ab-
solute fiscal capacities and tax efforts of the
States. The appraisal of a State’s fiscal
capacity in absolute terms is a political de-
cision it alone can make; it is not a re-
searchable problem.

The Commission, as already indicated,
had a twofold objective in authorizing a
staff study of State fiscal capacity and tax
effort on a pilot project basis: (1) To ex-
plore the feasibility of developing measures
of these variables for use in the consideration
of grants-in-aid and other intergovern-
mental fiscal relations, interstate tax com-
parisons, and long-term fiscal plans; and

(2) to illuminate the relationship between -

the relative capacities of the States to
finance governmental programs out of their

own resources and the average level of the
personal incomes of their residents, the
principal statistical indicator of economic
well-being regularly available on a State-by-
State basis.

We identified two distinct approaches to
the problem of measuring State fiscal
capacity and proceeded to explore both of
them. One approach focuses on the
sources out of which State and local taxes
are paid; the other on the bases upon which
State and local taxes are assessed.

The tax source or income approach
(chapter 2). Except in the rare instance
in which a community is drawing down its
capital stock, taxes are paid out of income.
Hence, it seems reasonable to use some
measure of the income of a community as
an indicator of its ability to raise revenue
through taxation. Income, however, may
be measured in various ways. The income
received by the residents of a State, for ex-
ample, is not necessarily equal to the income
produced by the factors of production
physically located in that State. More-
over, some components of the income stream
are less available as sources of State and
local tax payments than others. In chapter
2 various measures of income were de-
scribed, and the extent to which they cor-
respond to sources of State and local tax-
payments was discussed.

We first discussed personal income, which
is the most readily available measure of the
income received by the residents of a State.
This economic series is currently used in
some Federal grant programs to measure
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variations in fiscal capacity, and it is the
basis against which tax effort is commonly
measured in studies of comparative State
tax effort. Some limitations of the personal-
income series as a fiscal capacity measure
were discussed—for example, it does not re-
flect the fact that varying proportions of
the income of the residents of different States
are drawn off by Federal taxes and that
varying proportions of it consist of types of
income which do not ordinarily constitute
a source of taxpayments (home-produced
food, employee fringe benefits, income of
nonprofit institutions ), and some suggestions
were made for improving the interstate com-
parability of the series.

Some attention was also given to another
measure of income received: the family and
individual income statistics collected by the
Bureau of the Census. While less accurate
in the aggregate than the personal income
series, the census data have the advantage
that they permit interstate comparisons of
the distribution of income. It is often al-
leged that the income received by families
and individuals in the lowest income brack-
ets does not (or at least should not) consti-
tute a source of taxpayments, since these
people need all the income they have for
bare subsistence. Accordingly, we used the
census income statistics to compute esti-
mates of income received in each State,
excluding the incomes of individuals with
less than $1,000 and of families with less
than $2,000.

Next we turned to the problems involved
in developing measures of income produced
in each State by aggregating the values
added at the stages of production which
occur in each State.

We did not attempt to answer the ques-
tion whether income received or income pro-
duced best corresponds to the source of State
and local taxpayments. This question has
no simple answer. Some State and local
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taxes are paid out of income as it is pro-
duced (e.g., severance taxes on mineral pro-
duction) ; others out of income as it is re-
ceived by its ultimate recipients (e.g.,
individual income taxes); and others are
paid out of particular segments of the in-
come flow (e.g., corporate income taxes).
Accordingly, a composite income index was
suggested in which three measures of income
for each State were combined in a weighted
average—the weights reflecting the extent
to which, over the country as a whole, each
constitutes a source of State and local tax-
payments.

The tax base or representative tax system
approach (chapter 3). State and local
taxes are assessed on a variety of bases, of
which property and retail sales, general or
selective, are by far the most important. A
direct approach to measuring the relative
fiscal capacity of the States is to evaluate
the bases available for taxation in each
State and then to estimate the amount of
revenue each State could raise if all applied
a uniform tax system.

The results, of course, will be affected by
what tax system is chosen. If the uniform
tax system relies heavily on property taxa-
tion, for example, States with high property
values will appear to have high relative
fiscal capacity, and if it relies heavily on
sales taxation States with large volumes of
sales will appear to have high relative fiscal
capacity. In chapter 3 we described the
construction for this purpose of a “repre-
sentative tax system’—a system designed to
be representative of present State and local
tax practice.

We constructed the representative system
in several steps. First, we identified among
the taxes currently in use by State and local
governments those which satisfied either of
two tests. A tax was included in the repre-
sentative tax system if it was in use in States
which account for more than half the



Nation’s population or if the States using
it account for more than half the total
potential base for the tax. The tax rate
assigned to each tax included in the repre-
sentative tax system was derived by dividing
its aggregate State and local yield in 1960
by the aggregate base for that tax in all the
States (including those which do not now
employ this type of tax). This procedure
is equivalent to computing a weighted aver-
age of the tax bases in each State in which
the weights used are the aggregate revenues
derived from each tax base in 1960.

Since it reflected current State and local
tax practice, the representative tax system
gave heavy weight to the property-tax bases
(44 percent) and to general and selective
sales-tax bases (34 percent) and less weight
to other bases such as personal income (7
percent) and corporate income (4 percent).

Findings (chapters 4 and 5). The re-
sults of this study of fiscal capacity and tax
effort indicate that conclusions about the
relative capacity and effort position of a
number of States are strongly dependent on
which index is used. States in the South-
eastern part of the United States have far
less fiscal capacity than other areas, and
those in the Far West have far more, no
matter what index is used (fig. 11). The
relative-capacity position of the New Eng-
land and Mideastern States and of the
Plains, Rocky Mountain, and Southwestern
States appears quite different, however,
when different indexes are employed.

Differences among the various income se-
ries are not large. Only in a few States, no-
tably States in which mining and other
corporate firms pay dividends and interest to
their security holders in other States, is there
a shift in relative-income position. The
Plains, Rocky Mountain, and Southwestern
States generally rank higher in income pro-
duced than in income received, while the

opposite is true of the New England and ”

Mideastern regions.

Differences between the income series

and the yield of the representative tax sys-
tem, however, are very substantial. The
Plains, Mountain, and Southwestern States
rank much higher on the yield of the repre-

sentative tax system than they do on per-
In fact, these regions are
well above the national average in per

sonal income.

capita yield of the representative tax sys-
tem, although they are below the national
average in per capita personal income. The
New England and Mideastern States, by
contrast, rank substantially higher in per-
sonal income than they do in the yield of
the representative tax system.

Similar findings can be reported with re-
spect to the measurement of tax effort. We
have defined effort as the extent to which
a State uses its available fiscal capacity (ac-
tual tax collections divided by a measure of
capacity). Hence, conclusions about effort
depend on which measure of capacity is
used. The Plains and Mountain States, for
example, appear to be making a low effort
when capacity is measured by the represent-
ative tax system, but a more than average
effort when personal income is used.

A number of States show below-average
tax effort regardless of which capacity in-
dex is used. The States with the lowest tax
effort form a midcontinental band of States
east of the Mississippi and include both

high-income industrial States such as Con-

necticut and New Jersey, Ohio, and Illinois
and also several of the Southeastern States—
Virginia, Kentucky, Tennessee, and North
Carolina. The tax effort of the States in
the Far West is relatively high no matter
which index is used, as is the effort ranking
including such States as New York, Massa-
chusetts, Michigan, and Mississippi.

Why are such large differences found be-

tween the relative capacities of the States
89
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measured by personal income and the rela-
tive capacities measured by the yield of the
representative tax system? Part of the ex-
planation lies in the fact that the ratio of the
value of taxable property to personal income
varies greatly among the States and in a
definite geographic pattern. The Plains,
Rocky Mountain, and Southwestern States
have much higher ratios of taxable property
to personal income than do the New Eng-
land and Mideastern States.

This phenomenon, in turn, is attributable
to a combination of factors—the low fixed
capital requirements of distributive and
service trades concentrated in areas of great
population density, the older age of struc-
tures, both residential and industrial, in the
eastern part of the United States, and the
changes which have taken place in farmland
values. Of these factors, the most important
appears to be the inflation of farmland
values in recent years which has pushed the
market value of farm acreage far out of line
with agricultural income. Absentee owner-
ship of income-producing property in the
Plains, Rocky Mountain, and Southwestern
States also plays a role.

In addition, taxable sales to personal in-
come are higher in the Plains, Mountain,
and Southwestern States than in New Eng-
land and the Mideast (fig. 12 and table 23).
This, plus the existence of severance-tax
capacity in the Western States, explains why
nonproperty tax capacity (as well as prop-
erty tax capacity) is substantially higher
relative to personal income in the Plains,
Rocky Mountain, and Southwestern States
than in New England and the Mideast.

Issues raised with reference to grants, etc.
Which is the better method of measuring
capacity—the amount of income or the yield
of a representative tax system? Collater-
ally, which is the more equitable base upon
which to distribute Federal aid to the States
and State aid to local governments? There

~ furtherance of State programs.

are cogent arguments on both sides. The

basic case for using the representative tax

system is that the yield of such a system is the
relevant measure of the capacity of the
States to raise revenue under prevailing tax
structures. State and local governments
have traditionally relied heavily on property
and consumer taxation for revenue and will
probably continue to do so for some time to
come. The income tax is principally a Fed-
eral levy and is not very important in the
State and local revenue picture as a whole.
Hence, the yield of a representative tax sys-
tem, reflecting the potential yield of the
taxes on which State and local governments
actually rely, may be a more appropriate
measure of capacity than personal income.

Consider, in addition, the parallel prob-
lem of developing measures of local capacity
to be used in a statewide equalization
formula. Ina State which permits its local
units to impose only property taxes few
would deny that property values represent
a more appropriate measure of capacity to
support public programs than does personal
income. The representative system carries
over this point of view to the problem of
measuring State capacity. The States are
bound, not by Federal law, but by tradition
and cireumstance, to rely heavily on prop-
erty and consumption taxation and they
cannot be expected to shift this reliance
substantially in the foreseeable future.
The representative system reflects this
reliance.

A good case can also be made for the op-
posite point of view—that income is more
appropriate than the yield of a representa-
tive tax system as a measure of capacity, in-
cluding the use of such a measure as a basis
for Federal grants-in-aid in the support and
The argu-
ment runs as follows: (a) All taxes, no
matter what their nominal base, are ulti-
mately paid out of income, and income is
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the best measure of ability to pay taxes;
(b) property and sales taxes are:'less
equitable than income taxes because they
are not based on the individual’s ability to
pay; (c) State and local governments can-
not abandon property and sales taxation,
but the Federal Government would be com-
pounding the inequity by relating its grant
contributions to property and sales rather
than to income.

No attempt to resolve these issues is
made here. Indeed, an issue may not exist,
for the divergent indexes mean different
‘things in different contexts. The question
they pose is how they can best be employed
in combination, supplementing one another,
to assist in answering the different kinds of
problems which will confront public offi-
cials increasingly in future years.

The findings herein presented demon-
strate the practicality of developing at least
two meaningful measures of State and local
capacity in addition to personal income:
one based on the estimated revenue yield in
each State of what, for want of better a
term, we here call the representative tax
system; the other geared to income flows,
to reflect the size of the income sources
States may tap for tax purposes at successive
stages of these flows through the economy.

We have found that these two approaches
produce measures of fiscal capacity and tax
effort which depart from those indicated
by per capita personal-income data for
some of the States. Fiscal capacity and tax
effort are not likely to be reflected by any
one measure alone because executives and
legislators operate against two separate

groups of tax restraints, those imposed by

the: public’s views of what is fair and rea-

sonable taxation and those imposed by the
limitation of taxable resources within their
reach. '

Although the statistical data which un-
derlie these calculations leave much to
be desired, their weakness is not of sufficient
relative importance to cast doubt on the
general validity of the conclusion that fiscal
capacity and tax effort indexes can be con-
structed that would materially facilitate the
formulation of public policies. The statis-
tical data, however, need to be improved
before these goals can be realized; clearly,
the indexes here presented are not firm
enough to serve immediate policy ends.
Work now in process and in the planning
stage by private and public agencies looking
to the development of improved data on the
market value of taxable properties, income
produced, and on national wealth will help
to bridge this gap. Potentially a very use-
ful source is the information State and local
governments could tabulate incident to the
administration of their tax laws. Readers
of this document can be helpful in locating
additional data sources and by identifying
the specific kinds of statistical information
private and public agencies should be en-
couraged to develop on a continuing basis
for the purpose of improving the measures
of State and local fiscal capacity and tax
effort and in shaping the direction of further
work in this area, which hopefully other,
more adequately staffed organizations can
be encouraged to undertake.
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Appendix A

MEASURING CAPACITY RELATIVE TO BUDGET LOADS AND
PRICE VARIATIONS

Capacity Relative to Budget Loads

Of the total personal income in the
United States, 41 percent is received in the
five most populous States, accounting for
35 percent of the United States population.
The five States with the smallest popula-
tions account for only 1 percent of the total
personal income and 1 percent of the total
population of the Nation.- Similarly, vari-
ations in total yields of a representative tax
system are explained primarily by differ-
ences in geographic population distribution.
(Table 26 shows the percent distribution of
the population in 1960 by State. )

When the various income or tax base
measures of capacity are divided by popula-
tion to show relative resources of the States,
population serves essentially as a proxy for
budgetary loads or program requirements
to be financed out of fiscal capacity.

Differences among the States in the num-
ber of dependent children, and other popu-
lation and employment characteristics are
great enough to impair the meaningfulness
of per capita income or per capita tax
yields as a measure of capacity relative to
budgetary requirements. Moreover, it has
been shown that State differences in popula-
tion characteristics, that is, age composition
and labor force participation, significantly
affect the variation in per capita~income
among the States. “Some 15-25 percent
of the varation found in State per capita
income (in 1950) is accounted for by differ-
ences in the relative number of children be-
low productive ages, of persons 65 years or

older, or of the relative number of persons
who are in the labor force and thus con-
tributing directly to income production.
The largest difference is that associated with
the total labor force.” * Table 27 shows the
ratio of the dependent population to popu-
lation of working age in the States. In
most States in the South, the dependent-
population ratio is high and exceeds the
population of working age. Mississippi in
1960 had more than 1.2 persons in depend-
ent ages for each person of working age;
South Carolina and New Mexico 1.1 in
dependent-age groups for each person of
working age. '

Variations in population characteristics
among the States point to the need for a bet-
ter measure of relative budgetary loads on
the fiscal capacity of the States than that
provided by per capita income, product, or
hypothetical tax vyields. Assessment of
State and local expenditures indicates that
budgetary loads are not uniform per person
in the population. Certain groups in the
population—given the prevailing allocation
of services between the public and private
sector in the economy—occasion a signifi-
cant share of total State and local public
outlays. About 36 percent of State and
local expenditures go to finance education
for young people. Another 10 percent or so
of State and local outlays go primarily for
payments or services to the aged, the young,
or low-income groups.

*Frank A. Hanna, “Age, Labor Force, and State Per

Capita Incomes, 1930, 1940, and 1950,” Review of Eco-
nomics and Statistics 1955, p. 68.
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[Percentage distribution]

TABLE 26.—Population, by Age, by State, 1960
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1 Less than 0.05 percent.
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TABLE 27.—Ratio of Dependent Population to Working Age Population, by State, 1950 and 1960 !

State and region 1950 1960 Increase, State and region 1950 1960 | Increase,
1950-60 1950-60
United States........... 0.770 0.958 0.188 West Virginia. . . 942 1.043 . 101
Kentucky. . ... .. .953 [ 1.065 . 112
New England and Mideast.| .674 . 870 .196 Tennessee.............. . 888 . 999 111
North Carolina. ........ 947 | 1.030 . 083
Maine................. .892 [ 1.044 . 152 South Carolina.......... 1.043 | 1.135 . 092
New Hampshire......... . 810 . 990 .180 Georgia................ . 925 1.032 . 107
Vermont............... .914 | 1.086 .172 Florida................ . 747 . 953 . 206
Massachusetts........... .713 . 926 .213 Alabama............... .977 | 1.076 . 099
Rhode Island........... . 690 . 909 .219 Mississippi.............. 1.065 | 1.222 . 157
Connecticut. . .......... . 664 . 880 .216 Louisiana. ............. .903 | 1.085 .182
New York.............. . 627 . 826 .199 Arkansas............... .980 | 1.104 .124
New Jersey............. .633 .838 . 205 Oklahoma.............. . 880 . 995 .115
Pennsylvania........... .718 . 896 .178 Texas............o..... . 826 1. 000 .174
Delaware............... .719 . 927 . 208 New Mexico............ . 988 1.116 . 128
Maryland.............. .718 .916 .198 Arizona................ .884 | 1.030 . 146
District of Columbia. . ... . 524 .736 .212
West.......c..coovvnnn.. .731 . 942 211
Midwest. .. ............. . 759 . 982 .223 :
Montana............... .841 | 1.087 . 246
Michigan.............. . 748 . 985 . 237 Idaho.................. . 928 1.124 . 196
Ohio.................. . 739 . 964 . 225 Wyoming.............. .813 | 1.012 . 199
Indiana................ .792 . 999 .207 Colorado............... .819 | 1.009 .190
Illinois................. . 674 . 900 . 226 tah. ................. .983 | 1.184 . 201
Wisconsin. ............. .796 | 1.025 .29 Washington. . .......... . 764 . 983 .219
Minnesota.............. .817 | 1.072 . 255 Oregon................ . 751 . 989 .238
TIowa.................. . 843 1. 063 . 220 Nevada................ . 667 . 815 .148
Missouri............... . 769 . 970 .201 California.............. . 676 . 897 .221
North Dakota........... .947 | 1.139 .192 Alaska................. .730 .915 . 185,
South Dakota........... .884 | 1.128 .244 Hawaii................ . 862 . 984 .122
Nebraska............... .815 | 1.033 .218
Kansas................. .818 | 1.014 .196
South................... .904 | 1.032 .128
Virginia................ .833 . 960 .127

1 Dependent population consists of population under 21 years of age and 65 and over.

of population 21 through 64 years of age.

Working age population consist

Source: Department of Commerce, Bureau of the Census, U.S. Census of Population, 1950 and 1960.

In the fiscal year 1960, a total of $28 bil-
lion out of the $52 billion direct expendi-
tures of States and localities was for educa-
tion and for other public services such as
public hospital care, public welfare, and
for housing and community development
programs in which children, aged, or low-
income groups are direct beneficiaries.
Other age or income groups in the popula-
tion occasion no similar concentration of
public services. While various public out-
lays related to transportation such as air-
ports or highways can be thought of as
benefiting particularly the middle- and
high-income groups and those in the work-
ing ages, these public services are not so
closely identified with a specific age group

or eligibility restrictions, which limit the
public services in accordance with test of
income status.

The proportions of State and local direct
expenditures which go for education, hos-
pitals, and public welfare are shown in table
28. Housing and community redevelop-
ment expenditures are omitted because they
are not separately shown in the 1960 statis-
tics on governmental expenditures compiled
by the Governments Division of the Census.
Basic population and income variations un-
derlying these State-by-State differences in
expenditures are summarized in tables 26
and 27, and also in tables 29-31..

In general, the New England and Mid-
eastern States have a somewhat lower pro-
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portion of children under 17 years of age
than would be suggested by their share of
 the total population and a somewhat higher
proportion of aged persons (table 26).
The Southern States have a somewhat
higher proportion of children and lower
proportion of aged than indicated by total
population.
. In terms of budget loads for facilities—
schools, hospitals, roads, and so forth, not
only is the relative age distribution of the
population significant, but the rate of
change of the population in the different
age groups is also important. While the
population of the United States increased
18.5 percent between 1950 and 1960, the

population in the dependent-age groups
rose 33.3 percent (table 29).

Increases were far from uniform among
the States. The population of Florida in-
creased 78.7 percent between the 2 census
years; that of Nevada, 78.2 percent; and in
Alaska, 75.8 percent. At the other ex-
treme, West Virginia’s and Arkansas’ popu-
lation declined and Mississippi’s population
grew less than 0.05 percent between 1950
and 1960.

The percentage rise in the dependent
populations in a number of States was
double or more than double that of the total
population. Inthe New England and Mid-
east States as a group and in the Midwest

TABLE 28.—Percentage of State and Local Direct General Expenditures Spent for Education, Public Welfare, and
Health and Hospitals, by State, 1960

State and region Percent State and region Percent
United States. ...........coovvvvnnnnnnnnn. 51.9 || Southeast...........covvvruiineeennnnn... 53.0
England...........coooveniiia.... . Virginia.......ooiiiiiiii i 53.4
New Englan 98-0 11 West Virginia. ... L.l 539
MaINE . o oo et 48. 4 'Ir(cntucky; .............................. g} tlt
EINESSCE . o o v e v vt ee et .
Vermagepeniree ol 332 North Carolina 58.0
MassachUSetts. .. .. .oovererneeneenennnnns 47.4 South Carolina 53.7
Rhode Island. . . ......ooovvvinienenin... 47.0 || Ceorgia....... a8
Connecticut. . .......coviiiiiiiiinn.. 50.0 Alabama. g; g
. Mississippi .
Mideast. ........oooiiiii 48.1 Louisiana, . ... 53.8
NeW YOrk. . oo oo 46. 4 Arkansas. ............cciiiiiiiiin . 56. 2
New Jersey........oooiviviiiiiiien, 49. 4
]I:’)eennsylvania _______________________ 51.0 Southwest. ...........cooiiiiieneninnnnnn. 54.0
laware......... 54.1
Maryland. . ....... : 2.7 ?:xl::oma g%g
District of Columbia.......... : E 42.9 |l New MeXico.. .. vvvimnsinnnininin, 58.5
AriZOna.......c.ciieiiennnnennnnnnnennn 54.1
GreatLakes. ...........c...ovviiinnn.. 52.5
Rocky Mountain..........coooveinneenne... 55. 1
Michigan..............cooiiiiiiiia 56. 3
Ohio. ... ... 49.8 Montana 47.3
Indiana. . ... 56. 4 Idaho. . ... 45.4
Ilinois. .. .....ooviii e 51.5 Wyoming 48.0
Wisconsin.........cooieeiiniennennnnnn.. 49. 4 Colorado 61.3
5 Utah. ...t et 58.8
Plains......c.ooiiiii it e 53. .
Far West. . .oovvviiieiineneeeneennnnnns 54.7
Minnesota........coocovieiiennnieiann.. 53.4
Towa. . ...l 52.3 Washington. . ............. ... ... 56.2
Missouri..........ooviviiiiiiiiiiiinn, 57.6 Oregon. .......ccoviiivieiniiineennnnnn. 52.0
NorthDakota.................cocvvuen.n. 44.6 Nevada.........coiiminienninennnenennn 44.0
SouthDakota..............covvvveneennn. 46. 2 California.............cooiiieiiniannn.. 55.5
Nebraska...............coievieiinenn.. 51.9 Alaska.........c.oiiiiiiiiiiiiie i, 53.2
T T PR 53.7 Hawaii..........coiiiiiiiiiiiinnann.. 41.5

Source: Department of Commerce, Bureau of the Census, Governments Division.
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TaBLE 29.—Percentage Increase or Decrease (—) in Population, by Age, by State, 1950 to 1960

Source: Department of Commerce, Burcau of the Census, U.S. Census of Population, 1950 and 1960.

' Dependent
Under 17 | 5 through [18 through|21 through| 65 years |population
State and region Total years 17 years | 20 years | 64 years | and over (un%e% gl
an
and over)

18.5 36.7 42.8 6.2 7.1 34.7 33.3

14.1 37.0 43.5 —1.1 2.1 30.8 31.8
6.1 17.9 22.4 —4.9 —-1.9 13.8 14.8
13.8 32.9 39.8 4.3 3.4 17.2 26. 4
3.2 15.8 21.0 —5.6 —5.6 10.0 -12.2
9.8 32.8 38.4 —1.5 —2.4 22.2 26.8
8.5 30.7 38.1 0 —3.8 28.6 26. 6
26.3 57.4 64.9 7.8 11.9 37.3 48.2
13.2 37.6 45.0 —2.1 .8 34.2 32.6
New Jersey.....ooovveveenavncnes 25.5 55.5 64.0 4.3 11.5 42.1 - 47.5
Pennsylvania...............c..o. 7.8 24.8 29.4 —9.0 —2.3 27.3 21.9
Delaware. .. ....covvvevenceennes 40.3 73.4 77.0 23.1 25.4 38.5 61.7
“Maryland. . .. ... v 32.3 58.7 68. 1 20.0 18.7 38.4 51.3
District of Columbia.............. —4.8 18.9 25.7 2.9 —16.5 21.1 17.4
MidWeSt. . oo ovoovveenner e 16.1 38.7 44.2 5.2 3.1 27.8 33.3
Michigan. ...........ccoeaiiiens 22.8 47.8 53.3 7.6 8.1 38.1 42.3
ORiO. » o voeeeaeeanaeaens 22.1 49.1 57. 4 14.0 8.1 26.5 41.1
Indiana..........coovvevnnnnnnns 18.5 40. 4 46.7 10.1 6.2 20. 8 34.0
TIHNOIS. . ..o ve v e i 15.7 42. 8 47.5 4.9 2.0 29.3 36.2
WiSCOnSIN . . . oo v e e e i i 15.1 35.7 40.8 2.1 2.0 30.0 31. 4
MiInnesota. .....ooovvvvereeennnns 14.5 35.3 40.7 4.0 .4 31.6 31.7
JOWA. o eeeaeiiieenanannes 5.2 21.0- 26.9 —3.6 —6.0 20.1 18.5
MiSSOUTT. v v vveeeivineeeennnns 9.2 |»i 26.9 29.8 1.9 —-2.0 23.6 23.7
North Dakota............. e 2.1 > 125 16.2 —10.3 —6.9 22.9 12.0
South Dakota...........oceoonnnn 4.3 18.6 24.3 —10.0 —-1.5 30.9 .18.0
Nebraska.........ooooveeenennens 6.5 23.2 27.8 —10.2 —4.9 26.2 20.5
Kansas. .......oovveveenenannnns 14.3 33.1 38.2 2.4 3.2 23.7 28.0
South........ccoiiiiiiiii 17.2 25.0 29.8 4.6 9.8 42. 4 25.3
Virginia. . ... 19.5 31.4 37.2 6.2 11.8 34.4 28.8
West Virginia.................... —7.2 —5.1 1.2 —20.2 —11.8 24.5 —2.4
Kentucky. ......ooconvnn- . 3.2 7.6 11.9 —6.3 —2.5 24.3 9.0
Tennessee. . . . ocvvvnvvrennes 8.4 14.3 19.6 —1.8 2.3 31.5 15.2
North Carolina 12.2 16.0 21. 4 1.8 7.6 38.7 17.0
South Carolina 12.5 16.2 21. 4 10.7 7.7 31.3 17.2
GeOrgia. ..o oeeveiin e 14.5 21. 4 26.2 4.1 8.5 32.3 21.0
Florida. ....ooovvvvverennnnenens 78.7 102.0 110.3 57.8 59.8 133.3 104.0
Alabama.......... ... .. o0l 6.7 10.9 14.9 —6.0 1.5 31.2 11.9
MiSSISSIPPE - -« « v vv e O] 5.5 9.1 —8.8 —-7.1 24.2 6.6
Louisiana. ........oooveeeeennne 21. 4 35.4 40.2 10. 4 10.8 36.7 33.2
Arkansas............ceoeeennnens —6.5 —5.8 -1.7 —14.0 —11.9 30.2 —.8
Oklahoma................covnvnn 4.3 8.8 12. 6 —4.9 —1.8 28. 4 1.1
TEXAS. ..o vvveeeeeeinneee s 24.2 40.2 46.1 7.7 13. 4 45.2 37.4
New MexXico.......covveneenennn 39.6 50. 9 55.1 20. 6 31.3 54.5 48.2
AriZona.......c.oovuviennneonnons 73.7 88.7 93.4 55.9 61.1 104.5 87.5
WSt « o oo oeeeeeeni i 37.5 65.1 77.2 30.1 22.7 46.1 57.9
MONtana. .......oooeuvennnnencns 14.2 33.3 39.4 8.3 .6 27.5 30.0
Idaho. .. ..ot 13.3 25.2 31.0 8.0 3.0 31.8 24.7
WYOING . « .o vveeeeneeeannnees 13.6 32.0 38.1| —20.0 2.5 44. 4 27.7
Colorado. ......coovvniiinieeeen. 32.4 54.5 62. 4 21.3 19.8 36.2 47.6
Utah......coviiiiiiianiee 29.3 44.2 48.8 20.6 17.6 42.9 41.6
Washington. . ........cooveeeennn. 19.9 43.6 57.5 3.8 6.8 32.2 37.3
OFegOn. . ..cciveeneenene e eiaeann 16.3 36.6 49.3 12.1 2.4 38.3 34.8
Nevada........coviiienneaennns 78.2 112.8 120.0 66.7 63.5 63.6 100.0
California...................... j 48.5 84.2 99.1 46.5 31.1 53.7 74.1
Alaska.............oiiiinn 75.8 134.2 139.1 27.3 59.5 0 100.0
Hawaii............ooooivinnn 26. 6 38.7 45.3 13.3 19.0 45.0 35.9

1 Less than 0.05 percent.
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Tasiz 30.—Population, by Age, as an Index of Public Beneficiary Loads, by State, 7960

[In thousands]
5 18 21 65 Dependent
Under through | through through years | po Palats n
State and Region Total 17 17 20 64 and (under 21
years years years years over and 65
and ever)
United Semtes................ .. .. 179, 323 64, 202 43, 881 6, 998 91, 564 16, 560 87,759
New Eagload and Mideast.... ... .. 48, 988 16, 232 11,076 1,732 26,195 4, 831 22,795
Maine. ......................... 969 349 240 39 474 107 495
New Hampahiee ... ....... .. ... 607 210 144 24 305 68 302
Vermont.................... ... 390 142 98 17 187 44 203
.................... 5,149 1,709 1,160 195 2,673 572 2,476
Rhode Ieland . ........ ... .. .. . 859 281 192 38 450 90 409
..................... 2, 535 861 582 83 1,349 243 1,187
NewYouk....................... 16,782 5,336 3,645 565 9,193 1,688 7,589
NewJerooy...................... 6, 067 2,010 1,368 196 3,301 560 2,766
Pemmoylvemia . ................ . .. 11, 319 3,815 2, 627 404 5,972 1,129 5, 348
Delawase....................... 446 163 108 16 232 36 215
Maryland............... ... ... 3,101 1,136 770 120 1,619 227 1,483
District of Celumsbia.............. 764 2 142 35 440 69 324
Midwess......................... 51, 619 18,573 12, 564 1,925 26, 042 5,078 25, 576
7,823 2,959 1,990 284 3,942 638 3, 881
9, 706 3,508 2, 369 359 4,942 897 4,764
4, 662 1,699 1,156 185 2,332 446 2,330
10, 081 3,439 2, 362 5, 306 975 4,776
3,952 1, 453 144 1,952 403 , 000
3,414 1,283 867 129 1, 647 354 1,766
2,758 987 680 106 1,337 328 1,421
4,320 1, 459 993 165 2,192 503 2,127
632 252 172 26 296 59 337
681 262 179 27 320 72 361
1, 411 500 340 53 694 164 717
2,179 772 525 85 1,082 240 1,097
Soudh......... ... ... 52,915 20, 161 13,943 2,324 26,037 4,390 26, 875
Virginéa . . ...................... 3,967 1, 465 1, 006 189 2,024 289 1,943
West Virgimia. . ................. 1, 860 702 506 75 911 173 950
Kentucky....................... 3,038 1,140 798 134 1,471 292 1,566
Tennessee....................... 3,567 1,314 921 160 1,784 309 1,783
North Carolime . . ................ 4, 556 1,775 1,248 225 2,245 312 2,312
South Carolima . ................. 2, 382 992 698 124 1,116 151 1,267
Georgia.......................... 3,943 1,533 1, 061 179 1,941 291 2,003
Florida......................... 4,952 1, 681 1,140 183 2,535 553 2,417
Alabama 3,266 1,290 900 142 1,573 261 1,693
ississippi 2,178 905 626 103 980 190 1,198
isi 3, 257 1,315 893 138 1,562 242 1, 695
1,786 669 474 74 849 194 937
2,328 815 572 97 1,167 249 1,161
9, 580 3,639 2,477 407 4,789 745 4,791
951 409 273 41 449 51 501
1,302 517 350 53 641 90 660
West. ... 25, 800 9, 234 6, 298 1,019 13, 289 2,259 12,512
675 260 177 26 323 65 351
667 268 186 27 314 58 353
330 128 87 12 164 26 166
1,754 649 440 74 873 158 881
891 382 256 41 408 60 483
2,853 1,027 712 108 1,439 279 1,414
1,769 631 445 65 890 184 880
285 100 66 10 157 18 128
15,717 5, 449 3,704 608 8,284 1,376 7,433
226 89 55 14 118 5 108
633 251 170 34 319 29 314

Source: Department of Commerce, Bureau of the Census, U.S. Census of Population, 1960.
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TaBLE 31.—Total Population in 1960 and Families With Incomes Below Specified Levels in 1959, by State

[Percentage distribution]
Families ’ Families
with income with income
Total under $2,000 Total under $2,000
State and region population| and unrclated State and region population| and uarelated
individuals individuals
with income with income
under $1,000 under $1,000
United States.............. 100.0 100.0 || Someheast. . ................ 21.6 31.3
New England. . ............ 59 4.5 Virginia. ................. 2.2 2.6
West Virginia............. 1.0 1.4
Maine.................... .5 .6 Kentucky................. 1.7 2.7
New Hampshire........... .3 .3 Tennessee................. 2.0 3.0
Vermont.................. .2 .3 Nerth Carolina............ 2.5 3.6
Massachusetts. ............ 2.9 2.1 South Carolina............ 1.3 2.0
Rhode Island.............. .5 .4 Georgia.................. 2.2 3.0
Connecticut............... 1.4 .8 Florida................... 2.8 3.4
Alabama................. 1.8 2.8
Mideast.................... 21.5 16.7 Mississippi................ 1.2 2.4
Louisiana................. 1.8 2.5
New York................ 9.4 7.3 Arkansas.................. 1.0 1.9
New Jersey................ 3.4 2.1
Pennsylvania.............. 6.3 5.3 Sondhevest.................. 7.9 9.7
Delaware................. .2 .2
Maryland................. 1.7 1.3 Oklahoma................ 1.3 1.9
District of Columbia........ .4 .5 Texas. ......coovevvvnnn.. 53 6.6
New Mexico.............. .5 .5
GreatLakes................ 20.2 16.7 Arisoma.................. .7 .7
Michigan................. 4.4 3.4 Rechy Mouatsia . . ......... 2.4 1.9
Ohiofg. ................... 5.4 4.4
Indiana.................. 2.6 2.3 Montana................. .4 .3
Ilinois. . ................. 5.6 4.7 Ideho.................... .4 .3
Wisconsin................. 2.2 1.9 Wyoming................. . (2) . ;
Plains...............o.o.0. 8.6 10.1 Utah..................... .5 .4
Minnesota. ............... 1.9 1.9 || Fae West................... 12.0 9.1
Towa...........oeivninn 1.5 1.8
Miesouri.................. 2.4 3.2 1.6 1.2
North Dakota............. .4 .4 1.0 .9
South Dakota............. .4 .5 .2 .1
Nebraska................. .8 .9 8.8 6.6
................... 1.2 1.3 .1 .1
.4 .2

Source: U.S. 'Department of Commerce, Burcau of the Census, U.S. Census of Population, 1960.

and Plains States, for example, the depend-
ent population rose far more rapidly than
the total population in each of these regions.

The population 5 to 17 years of age na-
tionally rose 42.8 percent compared with a
rise of 18.5 percent for the total population.
In most States, the rise in population of
school age was two or more times that of the
total population. The notable exceptions
are principally in Southern States and States
in the West.

Increases in the aged population were
largest in Florida and Arizona.

While almost 30 percent of the total pop-
ulation lives in the South, 41 percent of the
families with incomes under $2,000 reside
there (table 31). Not only are the relative
numbers of families with incomes under
$2,000 relatively high in the South, but the
average family size there exceeds that of all
but four States—Hawaii, Utah, Alaska, and
North Dakota. In terms of something ap-
proaching a uniformly applied eligibility
test, accordingly, the expenditures for pro-
grams restricted to those with low income
would be relatively high in the South. In
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practice, of course, this is not the case. Fis-
cal resources, as well as characteristics of
the population determine the public services
provided.

To achieve greater precision in making
interstate comparisons of budget loads, an
index of expenditure requirements other
than total population is needed. In the case
of special public programs, for example,
public schools, total population of school
age, numbers enrolled in public school, or
average daily attendance figures become the
denominator of capacity in place of total
population. Similarly, in some child-health
programs, total child population figures
have been used. When one moves to the
housing, welfare, and health programs with
their very different “tests” of eligibility,
however, the prevailing standards among
programs and between States are so widely
different as to make it difficult to design a
single national index of budgetary loads.

Several further qualifications must be
borne in mind. Services provided collec-
tively by States and localities, while occa-
sioned in significant part by special groups
within the population, are not solely of bene-
fit to these identifiable beneficiary groups.
Public expenditures are rarely made with a
single objective or public purpose in view.

While children may be considered, for ex-

ample, as the direct beneficiaries of an edu-
cation program, their families, employers
and the people collectively in the com-
munity, State, and Nation benefit from
an educated citizenry. The decision
within a locality or State to spend for edu-
cation is occasioned in part by the numbers
of children to be educated; in part it de-
pends upon decisions on the allocation of
resources between public and private uses
and on the allocation of resources among the
various public purposes.

Current differences among the States in
tax effort in general and for specific func-
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tions such as education only partially
reflect the differences in underlying popula-
tion characteristics. Variations in indus-
trialization in the States and in their
economic development. are reflected, as are
also the ctizens’ view on the types of govern-
mental activities which are considered es-
sential. Although States within a single
nation are fairly similar in political, eco-
nomic, and social characteristics, these
characteristics do not necessarily tend
toward uniformity. Historical as well as
current economic and social differences be-
tween Northern and Southern States, for
example, have produced different prefer-
ences for various government activities.
The scope of the public sector of the econ-
omy in each State is determined by the poli-
tical and social pressures which arise out
of unfulfilled needs for its citizens. But the
perspective on these “needs” and the ways
in which the relative pressures are alinied in
budget decisions accord with the special
history and policies of the particular juris-
diction. Differences in the proportion of
young, or old, in housing needs, and in pov-
erty as well as in requirements for highways,
for example, are not the sole basis for
budgetary allocations.

Price Variations

'When relative capacity is measured by
relating income, product, or representative
tax yields to population, or to a more pre-
cise index of budget loads, variations in price
among regions of the United States are ne-
glected. The dollar values may merely re-
flect differences in wage and salary scales
and cost of living. If differences among
States in per capita costs for the same qual-
ity of public services exactly matched dif-
ferences in per capita income, for example,
substantial uniformity in public functions
and quality of services rendered could exist



despite the recorded differences in capacity
relative to population.

Correction of dollar measures of capacity
for price differences among States has in
recent years received some attention. A.re-
cent study attempts to develop State and
regional price indexes appropriate for ad-
justing current dollar State income pay-
ments estimates for geographical differ-
ences in price trends. “Indexes based on
the deflated per capita income series are in-
dicators of regional change in the purchas-
ing power of per capita income to buy goods
and services, pay taxes, and save . . .”*

Price indexes for cities developed by the
Bureau of Labor Statistics and the National
Industrial Conference Board are combined
into State urban averages. These State ur-
ban indexes in turn are combined with a
rural price index to derive the overall price
index for the entire State. Department of
Agriculture data are used as indicators of
differences between urban prices and prices
paid by farmers. Weights for combining
the two indexes are determined from popu-
lation counts and studies of expenditure
levels of urban and rural families. Varia-
tions were measured from 1947-49 prices.

On the basis of the findings, which sum-
marize the change in per capita income
position of the States relative to the United
States, using both the unadjusted per capita
income data and the price-adjusted data,
the study concludes: “Availability of the

$ Abner Hurwitz and Carlyle P. Stallings, “Inter-
regional Differentials in Per Capita Real Income Change,”

in National Bureau of Economic Research, Regional
Income, Studies in Income and Wealth, Vol. 21, p. 195.

deflated State per capita income series does
not add materially to knowledge about the
relative per capita income position of the
States to the national average. . . . Vari-
ations in price change between States were
not of sufficient magnitude to shift the po-
sition of most States from their relative
levels in terms of current dollars per capita
income . ..”°?

These price adjustments are focused on
historical price trends and do not adjust the
income figures for the variation in levels of
price from State to State. “Although some
adjustment (for price levels) could.be at-
tempted, based on existing studies of inter-
city differences in price level, only the
roughest approximations to true differen-
tials in real income could be expected.” *

Not only is an index of State-by-State dif-
ferences in price levels not available, there
is some question as to whether the basic

framework of existing price indexes—con-

sumer expenditures of moderate- or low-
income families—is the appropriate one.
What is needed is a set of price indexes for
State and local public-expenditure compo-
nents. The conceptual framework for this
type of index, at least for public education,
is now being studied at the Maxwell School
of Syracuse University. Alaska’s entrance
into the Union, with its markedly different
price pattern, intensifies the need for design
of a study on variations in levels of price
and the collection of the required price
information.

* Ibid., p. 217.
* Ibid., p. 218.
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Appendix B
METHODS OF ESTIMATING SELECTED TAX BASES

Additional detail is presented here on the

methods used in estimating the bases of four
major taxes: property, retail sales, individ-
ual income, and corporate income.

ProPErRTY TaAx

The representative tax system which we
are using as a standard in this study calls for
defining the property-tax base as it is de-
fined where half or more of the people in
the United States reside. It accordingly
calls for valuing at 1959 market prices the
following classes of property:

1. Real property in the State, other
than—

(a) public lands;

(b) property used by Federal,
State, and local governments;

(c¢) property used for publicly bene-
ficial purposes, such as church
properties and properties used
by nonprofit hospitals, educa-
tional institutions, and similar

: nonprofit organizations.

2. Tangible personal property, other
than household goods, furniture, jewelry,
etc., and motor vehicles.!

The tangible personal property counted
as part of the standard tax base represents
inventories and durable equipment. In-
ventories of retailers, wholesalers, manufac-
turers, and farmers are included, as well as
producers’ durable equipment on the farms,
mhicles are omitted from the property-tax base
and taxes on motor vehicles are included along with other

similar motor vehicle levies (i.e., motor vehicle and opera-
tors’ licenses).

in mines, factories, and other business
enterprises.

Intangible personal property, while sub-
ject to a property tax in some States, is ex-
cluded from the representative system be-
cause it is not taxed in States where half
the population lives.

In short, our target is to determine for
1959 on a State-by-State basis the value of
land and structures privately owned, the
value of durable equipment of all types
used by private enterprise and in farming
and the value of inventories. The data now
available to derive such estimates are far
from complete. The sources used in devel-
oping the property value estimates on which
the yields were computed are presented be-
low together with brief notes on the limita-
tions of data.

Land and Structures

The land and structure component of the
estimated property values has four parts:
(1) Locally assessed real property (other
than public utilities and farm property),
(2) Farm property, (3) Public utility prop-
erty, and (4) State-assessed property other
than public utilities. The basic data on
values of land and structures come from the
U.S. Bureau of the Census, 1957 Census of
Governments, Taxable Property Values in
the United States, volume 5. The Census of
Governments volume reports property
values of land and structures for locally as-
sessed property. For State-assessed prop-
erty—principally railroads and public utili-
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ties—however, the reported property values
include personal property as well as land
and structures. Information was not
readily available with which to divide the
totals for State-assessed properties between
personal property and real property.

Locally assessed land and structures. Lo-
cally assessed real property is reported by
the census for 1956. The census volume
also presents the results of a sample survey
of market sales of real property and shows
by State the ratios of assessed values to sales
price. These ratios were used as a basis for
estimating the 1956 market value of locally
assessed property in each State.

Farm property. Farm properties were
also separately estimated. There is reason
to believe that census ratios of assessments
to market value of acreage and farm prop-
erties derived from a sample of sales of farm
properties are lower than such ratios for
farm property generally. A disproportion-
ate share of farm properties sold are those
being converted to nonfarm uses with higher
acreage values. This means that use of
these assessment ratios derived from the
Census of Governments sample of sales may
yield unrealistically high estimates of the
market values of farm properties in general.
Accordingly, the 1959 Census of Agricul-
ture data on value of farm properties were
substituted for the estimates of rural land
and structure values derived from the Cen-
sus of Governments. This substitution has
very little effect on the relative State posi-
tion as measured by total property values.
(It should be noted that the coverage of
properties in the agricultural census is
somewhat more restricted than the Census
of Governments “Acreage and Farms”
category. The latter includes unimproved
timberland, and, in some States, mineral
land, as well as rural residential properties,
in addition to lands used for agricultural

purposes. )
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Public utility properties. Public utility
properties, however, were excluded from
other locally assessed real property and from
State assessed properties. Market sales
are not a useful index of assessment .
practices for public utilities which turn over
infrequently. Moreover, unless locally as-
sessed public utility properties are excluded
it is difficult to achieve a comparable value
count both for those States in which public
utilities are State assessed and those States
in which assessments are made by a local
agency. (See the subsection on public util-
ity property taxes for a summary of the
method used in determining utility property
yields in a representative tax system.)

To exclude locally assessed public utility
properties from other local assessments, it
was necessary to draw on unpublished infor-
mation gathered by the Governments Divi-
sion of the Bureau of the Census, as part of
its 1961 study of taxable property values.
The Governments Division ran a special
tabulation of its 1961 assessment data on
local assessed public utility properties for
the purpose of the present study.

For the locally assessed land and struc-
tures (excluding farms and public utilities)
the 1956 values were determined by inflat-
ing census property assessment data in ac-
cordance with census assessment ratios to
derive market values. The 1956 figures
were then adjusted to 1959 values as
follows:

The value of land and structures was
increased in each State in accord with
the percentage rise in total personal in-
come in that State, by 1.455 percent for
each 1-percent increase in State personal
income. The rate of 1.455 was arrived
at by comparing the percent rise in land
and structures values derived from Ray-
mond Goldsmith’s study of savings with
the percent rise in State personal income
for 1956-58.



Land and structure values for the two years
were taken from Goldsmith’s Statistical Ap-
pendix to the National Wealth of the United
States in the Post War Period, National
Bureau of Economic Research, February
1961.

An earlier comparison of the percent
change in full market value of real property
and State personal income in selected States
shows that real-property values in recent
years were increasing far more rapidly than
income (National Bureau of Economic Re-
search: Public Finances: Needs, Sources
and Utilization ; Princeton University Press,
1961, p. 76).

Income Elasticity of Full Market Values of Real Property,
: Selected States and Years

Percentage change over period

State
Full State | Elastic-
market | personal ity
value | income ratio

Period

Hlinois. . ......... 1948-55 62 36 1.7
Kentucky......... 1948-55 78 39 2.0
Wisconsin......... 1948-55 81 42 1.9
California......... 1951-57 96 55 1.7
New Jersey........ 1951-57 52 41 1.3

Public utility properties. Inthe estimates
presented here, property taxes on public
utilities were separated from other
property-tax collections and economic
indicators of the relative amounts of public
utility properties in the States were used in
lieu of estimates of public utility property
values to approximate the yields under a
representative tax system.

Several procedures for estimating public
utility property taxes on a uniform basis
from State to State were discussed or tried.

Initially, State public utility property as-
sessments, along with locally assessed public
utility properties, were adjusted to market
values, on the assumption that average as-
sessment ratios in each State could be ap-
plied to all public utility properties. In

some States, particularly the few in which
State-assessed property accounted for 30
percent or more of total assessments, this
procedure seemed to bias the results and to
account for some of the phenomenon of
high property values to income ratios in the
States west of the Mississippi.

A substantially higher assessment ratio
was assumed for State-assessed properties
than for locally assessed properties. This
assumption accords with well-informed
opinion on the relative assessment levels of
State and locally assessed properties. In a
second computation a uniform State assess-
ment ratio of 60 percent (or double the
average local ratio) was assumed. This is
clearly unrealistic, in view of the fact that
performance can be expected to vary from
State to State. A carrier compilation of as-
sessment ratios of railroad properties,
comparing these ratios to the average for
all locally assessed properties, indicates no
consistency in the pattern of variation.’
There was thus no basis for uniformly in-
creasing, for example, the local assessment
ratios by 50, 75, or 100 percent.

Book-value figures by States for at least
some classes of utilities could be compiled
from trade association or regulatory agency
data and, similarly, the value bases for rate
determination could be gathered. The
book-value figures for public utilities clearly
would not be comparable to market-value
estimates for other classes of property and
value determinations for rate purposes—be-
cause of differences in criteria used by rate-
fixing bodies—similarly would not gain the
necessary comparability. In view of the
time-consuming work involved in compiling
the required information, this method was
not worked out to a set of State-by-State
values. Yields from public utility property
taxes on a uniform basis from State to
State were assumed to vary in accord with

? James N. Ogden, “Railroads Deserve Tax Equality,”
in National Tax Association Proceedings, 1960, p. 387.
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such indirect indexes of public utility prop-
erty holdings as payrolls and gross receipts
by State. In the case of the railroads, pay-
roll figures by States were used, and for
other classes of public utilities gross receipts.
The gross-receipt estimates were those com-
piled for allocation of the yields of public
utilities gross-receipts taxes and represent
the receipts of gas utilities, electric com-
panies, and telephone companies.

Other State assessed properties. In the
case of the few States which assess nonutility
properties on a Statewide basis, a uniform
assessment ratio of 55 percent was applied.
This figure was suggested by technical ex-
perts who reviewed the earlier findings in
place of the 60-percent ratio applied
experimentally.

It should be noted that the several
methods which were tried did not alter the
general findings of the estimated property-
tax yields under a representative system.
Yields under each of the several methods
continued to be high per capita for the
States west of the Mississippi.

Inventories

Estimates were made of inventories of
(a) retailers, (b) wholesalers, and (c)
manufacturers. (In the course of the cen-
suses of business inventory data are col-
lected, but these data are not now tabulated
by State.) To the estimates of retail,
wholesale, and manufacturers’ inventories,
data on the value of crops stored on farms,
as estimated by the Department of Agricul-
ture (Mr. F. Stocker), were added.

The estimates of retail, wholesale, and
manufacturing inventories were based on
the assumption that inventory-sales ratios
for each industry are fairly constant from
State to State and that variations among the
States in amounts of inventory are attribut-
able primarily to differences in sales levels
and industrial composition in each State.
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For each of nine groups of retailing estab-
lishments (food group, eating and drinking
places, general merchandise group, apparel
group, furniture and appliances group,
lumber, building, hardware, farm-equip-
ment group, automotive group, gasoline
service stations, and other retail stores) the
nationwide inventory-sales ratio (end of De-
cember 1958) from the 1958 Census of
Business Retail Trade, was applied to sales
as reported in the retail census. The totals
thus computed were adjusted to an end-of-
the-year-1959 level using national figures
on the total book value of inventories (sea-
sonally adjusted data from the 1960 Sta-
tistical Abstract, table 642). The State
distribution of inventories for 1959 was as-
sumed to be the same as that for 1958.

A similar procedure was followed for
wholesale inventories. Nationwide data on
inventory-sales ratios for merchant whole-
salers from the 1958 Census of Business,
Wholesale Trade, were applied to sales data
dor each of 17 classes of wholesale opera-
tions in each State for that year. To the
figures, thus derived, were added tabulated
1958 census data on inventories of petroleum
bulk plants and terminals. Omitted from
the figures were inventories of manufac-
turers’ sales branches and sales offices, and
of merchandise brokers. The 1958 State
distribution of inventories of wholesalers, as
estimated, was assumed to remain un-
changed in 1959, but the total was adjusted
in accord with national estimates of whole-
sale inventories for 1959.

In the case of inventories of manufactur-
ing establishments, the same procedure was
again followed. Manufacturing sales by in-
dustry for each State were used to estimate
State-by-State inventories. The nationwide
data on inventories by type of manufactur-
ing for December 31, 1958, were computed
as a ratio of manufacturers’ sales for 20
classes of manufacturing establishments.



These ratios were then applied to sales by
industry for each of the 20 groups of manu-
facturing establishments by State. The
sales figures by State, by class of manufac-
turing, arc unpublished census data.

The total inventory figures used were:

[In billions]
Total $96. 9
Manufacturing _____________ 52.4
Wholesale 12.7
Retail 24. 4
Farm crops 7.4

Producers’ Durable Equipment and Live-
stock

The data on the value of farm equipment
and livestock are from the 1959 Census of
Agriculture.

Producers’ durable equipment for non-
farm operations of five types were included;
namely, manufacturing equipment, mining
equipment, construction equipment, store
and office machines, and fisheries.

Nationwide market value. The national
market values of producers’ durable equip-
ment in the first four categories were derived
from annual purchases of equipment as re-
ported by the Office of Business Economics
Supplement to the Survey of Current Busi-
ness, “U.S. Income and Output,” Novem-
ber 1958. Table V-5 (p. 192) and table
V-12 (pp. 196-197) (supplemented by un-
published Office of Business Economics
estimates).

About two-thirds of producers durable
equipment purchases are possibly accounted
for by these four special categories plus farm
equipment and also public utility equip-
ment that are included in the utility prop-
erty taxes. The remaining third, largely
omitted from the taxable value estimates
include:

business furniture and fixtures

service industry machinery

fishery equipment, boats, etc.
tree-planting equipment used by foresters

public utility equipment in some States
aircraft and airline equipment
miscellaneous equipment

Of these items, only fisheries are so con-
centrated geographically as possibly to in-
fluence the comparability of State-by-State
estimates. Accordingly, nationalglata on
property assets of the fishiag industry were
included in the estimates of taxable property
values using Internal Revenue Service in-
formation on value, less depreciation for
1959.

Conversion of purchases to property
value. In deriving property values from
annual purchases of durable equipment the
procedures used were:

(1) The annual purchases were adjusted
to a 1959 price level using the “implicit
price deflator” for producers’ durable
equipment for 1946-54 from “U.S. Income
and Output,” op. cit., 1958, table VII-15,
and for producers’ durable equipment, table
VII-7, comparable figures for later years
from Survey of, Current Business, July
issues.

(2) Purchases for each year were added
after depreciation of the gross purchases by
deducting from each year’s purchases a
share of the purchases, determined as a uni-
form percentage per year elapsing between
the purchase date and 1959, assuming the
following length of life for each class of pro-
ducers’ durable equipment:

17 years manufacturing equipment;

15 years mining equipment;

15 years store and office equipment; and
8 years construction equipment.

State distributions. Data are available
on equipment purchases for manufacturing
and for mining from censuses of business
and the Bureau of Census “Annual Survey
of Manufacturers.” Data on manufacturing
equipment purchases are available for 1939,
1947, 1951, and each year thereafter. Data
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on mining equipment are available for 1939,
1954, and 1958. The percentage distribu-
tion by State of equipment purchases was
computed for each census year; for the
period intervening between census years the
State percentage distribution was assumed
to change uniformly each year as determined
by averaging the change between census
years and dividing by the number of years
elapsing.

Similar data are not available for con-
struction equipment and for office and store
equipment. The estimated value of these
two types of equipment (at 1959 depreci-
ated value) was distributed among the
States on the basis of wages and salaries in
the appropriate industrial classification.
The assets of fisheries were distributed in
proportion to the value of fish catches by
State.

Comparison of Goldsmith’s Wealth Esti-
mates and Taxable Values of Property in
This Report '

The following table compares Raymond
Goldsmith’s estimates of private wealth (in
taxable categories) for 1958 with the esti-
mates of taxable value of property de-
veloped for this report for 1959. The ag-
gregate is about 20 percent below the
Goldsmith estimate.

Adjusting the Goldsmith estimate ap-
proximately to a 1959 level, the total dif-
ference between the taxable base as com-
puted here and the Goldsmith figures would
be about $235 billion. The largest share
of this is undoubtedly due to the omission of
public utility properties from the taxable
property count. Using the ratio of esti-
mated public utility property taxes to total
property taxes as a basis for judging, about
one-half of the difference might be attribut-
able to public utilities. The land and struc-
tures estimates, however, are within $2
billion of each other after adjusting the
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Goldsmith estimates to 1959 (assuming a 4-
percent rise between 1958 and 1959) and
the taxable value figures by increasing them
upward some 15 percent to include public
utility properties. The omission of classes
of producers’ durable equipment explains
most of the underlying difference in
estimates.

Value of property

[In billions]

All classes of private property:
1958, Goldsmith
1959, Taxable properties (exclusive of pub-

$1, 208

lic utilities) — 1,020
Land and structures (private, other than non-
profit) : , !
1958, Goldsmith 895
1959, Taxable properties (exclusive of pub-
lic utilities) 81
Producers’ durable equipment:
1958, Goldsmith 192
1959, Taxable properties (exclusive of pub-
lic utilities and motor vehicles) ___ . 94
Inventories:
1958, Goldsmith 104
1959, Taxable properties 97
Livestock:
1958, Goldsmith 18
1959, Taxable properties 18

General Sales Tax

Some form of general sales tax was in-
cluded in the tax structure of 34 States in
the fiscal year 1960. Kentucky and Texas
have introduced a general sales tax since
then.

Most of these States confine their tax base
to retail sales, although some include sales
of wholesalers, extractive industries, and of
manufacturers in their base, usually at a
lower rate. One State, Indiana, taxes gross
income from wages and salaries as well.

More than half the States tax retail sales
of foods and medicines as well as other com-
modities. But in States where half the peo-
ple live, foods and medicines are exempt
from the tax (except that restaurant meals
are generally subject to tax). Table 32
summarizes the provisions on taxable sales.
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Accordingly, the general sales tax in the
representative tax system is assumed to ap-
ply to all retail sales except food, medicine,
and feed and fertilizer. The data on retail
sales by States are those from the Census
of Business, Retail Trade, for 1958. Sales
of feed and fertilizer stores are excluded,
sales of foodstores are reduced 90 percent to
reflect the assumed exemption of food, and
sales of drugstores by 40 percent to reflect
the assumed exemption of drugs and medi-
cines. (The 90- and 40-percent figures
were furnished us by the head offices of two
chainstores, one a food chain and the other
a drug chain.)

The 1958 sales were projected to 1959 on
the basis of regional information on the
the change in sales between 1958 and
1959 (1959 Retail Trade Annual Report,
Bureau of the Census). These regional
changes were applied uniformly to each
State within the region.

It should be noted that the sales-tax
States generally apply their sales levies to
industrial machinery, tools and equipment,
office equipment, and supplies sold to busi-
nesses for “final consumption” (i.e., not to
be used up in the manufacture of a sales-
taxed product). In part such sales are in-
cluded in retail sales as reported by the
census, but other sales of this type are ex-
cluded, since they represent sales directly
made by wholesale and manufacturing
firms. Equipment purchases of manufac-

turers and construction-equipment pur-
chases from the census data were added to

retail sales in each State to take account of
these final consumption purchases made by
business firms.

The only sales of service industries taxed
by States in which half the people live
are hotel and similar charges. Accordingly,
hotels, motels, and other lodging place re-
ceipts as reported in the Census of Business
are included in the base of the representa-
tive tax system.

Individual Income Tax

For each of the 12 States which do not
allow deduction of the Federal from the
State income tax we computed individual
and joint tax liability at 15 levels of taxable
income (Federal definition). For this pur-
pose we assumed all features of each State
tax were identical with the Federal except
the personal exemption and the split-income
provision. For example, an individual with
$3,000 taxable income by the Federal defi-
nition would have only $1,100 taxable
income in Louisiana, which has a $2,500
personal exemption, and would pay $22 tax.
(Rates and exemptions in 1959 were taken
from Clara Penniman and Walter W. Hel-
ler, State Income Tax Administration,
tables 3 and 18.) We computed a
weighted average of these tax liabilities for
each level of taxable income, weighting by
the populations of the 12 States entering
into the average.

For comparative purposes we repeated
this procedure for the 17 States which al-
low a full deduction of the Federal from the
State income tax. The two sets of rates are
shown on the following page.
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Weighted Avesages of State Persomal Income Tax Rates in 1959

Average rates in 121 Average rates in 172
States in which Federal Taxable i (Federal States ix;u thi‘i;lc dFedcral
Taxable income (Federal tax is not deductible axal income era tax is y uctible
defmition) before Federal tax definition) after Federal tax
Single Joimt Single Joint
$1,000. ... i 0.008 0.003 | $1,000.................... 0.009 @
$2,000..........ooeiiia .013 L009 | $2600.................... .015 0. 009
$3.000. ...\ .017 812 | $3.000.. ... .. ...l 1020 ‘013
$4.000. . .020 .016 .023 .017
000, e . 024 .021 "028 " 024
$10.000. . e .033 .029 T038 "033
$20,000.... ... . 050 . 043 . 048 044
$30,000.........0.00eianns . 058 . 051 . 051 047
$50,000.........cnniieeans . 064 . 063 . 054 . 052

Y, nondeductibility States are Alaska,
sippi,
Minnesota, Missouri,

3 Not computed.

We did not make use of the rates com-
puted for the deductibility States. It is in-
teresting to note, however, that the rates
for the States which allow deduction of the
Federal tax are not appreciably higher (in
fact, in the upper income brackets they are
actually lower) than the rates for the States
which do not allow the deduction of Fed-
eral tax. This rather surprising result is due
to the fact that the average rates for the
nondeductibility States are dominated by
the rates in New York and California, which
have relatively high and progressive individ-
ual income tax rates.

From the Federal income tax tabulations
we estimated the number of persons and
couples in each State at various taxable in-
come levels (U.S. Treasury Department,
Statistics of Income, Individual Income Tax
Returns for 1959, table 17).

We applied the estimated rates for the
nondeductibility States to these State in-
come distributions and obtained a total
yield of $3,931 million. Actual individual
income tax collections by State and local
governments in 1960, however, totaled only
$2,452 million. Hence, we multiplied the
estimated State collections by 0.624 so that
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New York, North Carolina, Vermont, Virginia. Total
317 deductibility States are Alabama, Arizona, Colorado, ,
Montana, New Mexico, North Daketa, Oklahoma, Oregon, Utah. Total population: 38,350,000.

Arkansas, California, Washington, D.C., Georgia, Hawaii, Maryland, Missis-

f»opulation: 54,042,000.
daho, Iowa, Kansas, Kentucky, Louisiana, Massachusetts,

their sum would equal $2,452 million.
Thus, the individual income tax rates im-
plied in the representative tax system are
0.624 times the rates given for the nonde-
ductibility States in the above table.

A summary of the steps involved in these
calculations is as follows:

(a) An estimate was made for each
individual filing a single tax return of his
taxable income for 15 levels (Federal defi-
nition) of taxable income in each of the 12
States which do not allow deduction of Fed-
eral income tax.

(b) A weighted average was computed
of the percent at each level of taxable in-
come—weighting by State population.

(c¢) This procedure was repeated for
joint returns.

(d) Estimates were obtained of the num-
ber of persons and couples with average
taxable incomes of various sizes in each
State from tabulations of Federal tax
returns.

(¢) The average rates (from (b) and
(c)) were applied to these income distribu-
tions to obtain a first estimate of the yield
for each State.

(f) These yields were adjusted propor-
tionately so that their sum equaled the total



collections from State and local personal
income taxes in 1960.

Corporate Income Tax

The first step in estimating corporate in-
come was to regress taxable corporate in-
come reported to the 30 States for which we
had data (X:) by commercial and indus-
trial property (X:), wage and salaries
(Xs) and a measure of sales (X+)—all vari-
ables being expressed as percents of a na-
tional total. The variables were defined as
follows:

X,—Taxable corporate income reported to the
State for the income year 1959 as a percent
of total taxable corporate income reported to
the Federal Government for 1959.

Estimates of taxable corporate income re-
ported to the State for the income year 1959
were obtained for us by the Federation of Tax
Administrators. We made some adjustments
to increase comparability. For States which
allow deduction of the Federal tax we added
Federal taxes to reported corporate income
(based on the ratio of Federal tax to
profits after tax as shown in Statistics of
Income, 1958-59, Corporation Income Tax
Returns, table 2).  For States which do not tax
banks we added an estimate of the net in-
come of banks in 1959 (Federal Deposit In-
surance Corporation, Annual Report for the
year ending December 31, 1959, tables 108 and
118). Since Federal Deposit Insurance Cor-
poration does not show the net income of mu-
tual savings banks by State, an estimate of this
amount was made on the assumption that the
ratio of mutual savings bank income to com-
mercial bank income in each State was the
same as the ratio of mutual savings bank de-
posits to commercial bank deposits in that
State. For States which do net tax public
utilities the estimate of corporate income was
increased by 15 percent (derived from the

ratio of net income of public utilities to

net income of other industries as shown in
Statistics of Income, 1958-59, Corporation
Income Tax Returns, table 2). We expressed
the resulting estimates as a percent of total
corporate surtax net income reported on Fed-
eral tax returns for the period ending June

1960 (estimated for this study by the Treas-
ury Department, Tax Analysis Staff). These
percentages are shown in columa (1) of table
33.

X;—Value of commercial and indushtrial property
in the State as a percent of the national total.

For each State we added (1) market value.
of commercial and industrial real property in
in 1959; (2) value of manufacturing, whole-
sale and retail inventories in' 1959; (3) value
of producers’ durable equipment in mining,
manufacturing and construction, and office
and store machinery. (See property tax sec-
tion of this appendix for derivation of these
estimates.) These sums, expressed as percents
of the national total, are shown in column (2)
of table 33. o

X3—Wages and salaries paid in the State in 1959
as a percent of the national total.

From total wage and salary disbursements.
in each State, we subtracted disbursements in
farming, services, and government on the
grounds that these were largely noncorporate
(U.S. Bureau of Census, Statistical Abstract of
the United States, 1961, p. 308). The re-
mainders, expressed as percents of the national
total, are shown in column (3) of table 33.

X—Wholesale, retail and manufacturing sales
as a percent of the national total for 1958.

Adding these three components gives a
sales measure which is a compromise between
sales by origin and sales by destination, but
gives considerably heavier weight to the lat-
ter. (Estimates taken from U.S. Bureau of
the Census, Statistical Abstract of the U.S.,
1961, p. 787, 834, 845.) These percents are
shown in column (4) of table 33.

The multiple regression using these fig-
ures yielded the following relationship:
X,=0.224+0.4641X,+0.5556 X ; —0.2818X,
(0.1018)  (0.2019) (0.1410)
R?1.234=0.984
While the individual State estimates of
corporate income derived from this formula
seem reasonable for all but a few States, the
fermula itself appears to imply that there
is a negative relationship between sales and
corporate income. This occurs because
there is such a close relationship between
wages and salaries, property, and sales that
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TaBLE 33.—Variables Used in Estimating Corporate Income, by State, 1959

State and region

2
X.

3)
X;

@
X,

Property

Wages

Sales
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TaBLE 34.—Estimated Corporate Income and State Corporate Income Tax Base, by State, 1959

[In millions of dollars]

Total State cor- Total State cor-
State and Region corporate porate State and Region corporate | porate
income income income income
tax base tax base
United States. ................. 47, 647 41,272 || Southeast. ..................... 7,062 6,117
............... 93 || Virginia...................... 724 629
New England 2,992 %5 West Virginia. ... 395 343
. Kentucky..................... 534 462
Maine....... SRR 220 };g Tennessee. .................... 691 600
New Hampshire. .............. 128 &) || North Carolina. ... 111110 929 805
Massachusetts. ................ 1, 496 1,296 || South Carolina................ 353 308
Rhode Island.................. 214 186 || poEIe e 958 829
Connecticut................... 858 743 Alal 567 491
Mississippi......cooovieia.... 238 205
Mideast. ... oeeeneanennnn.. 12,126 | 10,506 || Touisiamn ... .l 91 400
Arkansas...................... 243 210
New York.................... 5, 846 5, 065
New Jersey.......cccovvinnnn.. 2,025 1,753 || Southwest...................... 3,082 2,673
Pennsylvania.................. 3,207 2,778
Delaware................... .. 148 129 Oklahoma.................... 405 353
Maryland..................... 724 629 || Texas................. 2,325 2,015
District of Columbia............ 176 152 New Mexico. ................. 133 114
Arizona...................... 219 191
.................... 11, 463 9, 929 .
Great Lakes Rocky Mountai. .............. 944 815
Michigan..................... 2,463 2,135
Ohio.s oo 3,059 2,649 || Montana........... e 143 124
Indiana...................... 1, 348 1,167 w PRI : e
Py yoming..................... 67 57
Ilinois. . ..................... 3, 502 3,035 Colorado 419 362
Wisconsin. .-~ 1 11 1,091 W | Gl i 162
Plains......................... 3,570 3,087 || Far WesSt....ovoonneenennn . 6,408 | 5,550
Minnesota. ................... 877 758 Washington................... 739 638
OWA. .. ititeine e, 605 524 Oregon....................... 457 395
Missouri...................... 1,177 1, 020 Nevada....................... 71 62
North Dakota................. 91 76 California..................... 4,993 4,326
South Dakota................. 91 76 Alaska....................... 43 38
Nebraska..................... 295 257 Hawaii....................... 105 91
Kansas........... e erereraaa. 434 376

the prediction based on two of the three fac-
tors is sufficient to account for the variation
observed. Applying the regression equation
yielded negative estimates of corporate in-
come for a few States.

A second estimate of corporate income
was then derived using an average of the
three factors for each State. A regression
through the origin yielded the following re-
lationship: ¥=—0.866X where Y is the State
corporate income base and X is the average
of the three factors.

The aggregate collections from State cor-
porate income taxes in 1960 were distrib-
uted in proportion to the latter estimates of
the corporate income tax base under a rep-
resentative tax system. The estimated total
State corporate income tax base derived
from the regression equation is shown in
table 34, together with a State-by-State dis-
tribution of the total Federal corporate sur-
tax income, assuming the total is distributed
among States in the same way as the State

corporate income tax base.
e .
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Appendix C
TAX EFFORT AND THE USE OF SPECIFIC TAX RESOURCES

It was stated above that measures of fiscal
capacity and tax effort would be helpful,
among others, to those charged with State
tax policy decisions. The interpretations
to which tax effort indexes lend themselves
are here illustrated.

The tax effort of one State relative to
others reflects the interplay of two groups
of comparative measures: one the resources
available for taxation; the other the kinds
of taxes and level of tax rates employed. If
the amounts of taxable resources are ap-
proximately equal, then an overall high tax
effort suggests comparatively high rates or
a large number of levies. Conversely, low
tax effort points to low effective rates or
neglect of some major State or local revenue
sources.

Tax Effort and Tax Rates

By examining the information on tax col-
lections by source and comparing these col-
lections with the material compiled on the
yield of a representative tax system and its
uniformly defined tax bases, it is possible to
make some general observations about tax
practices—observations pointing to the
great diversity among both high-effort and
low-efort States.

First, effective property tax rates—that
is, the rates on property valued at market
prices—do not always determine whether
the summary tax effort index will be high
or low. High tax effort States include
States with effective property-tax rates be-
low 1 percent (table 35). In fact, a num-
ber of the high-effort States have effec-

tive property tax rates below the 1.4-percent
national average; and in two of these States
the rate is one-half the national average.
Among low tax effort States is New Jersey
with an effective property tax rate among
the highest in the country.

At the same time, it should be noted that
of the 20 States with a tax effort index 10
percent or more below standard under
either of the two tax effort indexes shown
in table 36, only 5 have effective property-
tax rates at or above the national average.
Of these five States, Illinois alone shows up
with a below-par tax effort index based on
the yield of a representative tax system, and
an effective property tax rate as high as 1.5
percent.

Second, few States follow a policy of
either making extensive use of all of the
major tax bases or of underutilizing all of
them. Asmay be seen from table 38, which
compares the per capita yields under a rep-
resentative tax system with actual per capita
tax collections, only in New York and Mary-
land do per capita collections exceed the
estimated yield under a standard tax system,
in the aggregate, and for each of the tax
categories shown. Of the States with per
capita collections less than estimated yields
under a standard tax system, only five—
namely, Nebraska, Oklahoma, Pennsyl-
vania, Texas, and Wyoming—collect less
through each of the selected taxes than they
would under a standard tax system. Most
of the States with above-standard use of
taxes available to them, as measured by the
yield of a representative tax system, under-
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TaBLE 35.—Use of Selected Tax Levies by States With High Effort (70 Percent or More Above U.S. Average)

Effective rates on standard base

Property Individual income General sales
taxes tax ! taxes, State or
local

Both personal income and representative tax system base:

VEIINONE . . ot evvvieeeoeeseneennsnennensenerossesnesnsas 2.1 |23 ..l Not taxed

Hawaii. . .o cvoeieiiiees i tieisee e iinaeraaeanassetsaans 129 i, 13.5.

Maine.......oo i feeeeseinseeaaanaes 2.4 | Nottaxed.......... 3.2,

MIESSISSIPPE. « « v v vvve e e T106.0 . 6.0.

NeW YOrK. ..o oetetiineieiiiietteeenaraeaaeaeenaeeeens 21020, .. 3.0.

[0 2 N R 1.6 13.2......c0iennnnn. Not taxed.

Washington . . ... o.oiuiei i .9 | Not taxed.......... 8.7.
Personal-income base only:

South Dakota. . .. oovvviie i e nianeanaenenensns 1.4 | Nottaxed.......... 2.3,

North Dakota. .. ....ovnniinyeiieitiiiiieaiienieaeeens 1.3 [ 08......ciiiiinnn. 2.2,

LOUISIANA . &+ o oo vvieieriene et an s 8|04, ... ...l 4.1.

J N s 07+ - W T 1.0106........ccvnetn 5.6.

MONEANA. . o ot ittvnreesitae e cneenanaasoasnnssenassns 1.1 12,00t Not taxed

MINDNESOtA. . o« ot vt ieeectae e ieaneranaaneassnsoesesnes 1.9 118, Do.

Utah. . ..ot iiiiiiae e e, 1.1 (12,0t 3.8.

) 0 P11V 1.0{23.......cennnnnn Not taxed

K aANSAS. . o e v ot et et eiasnsesen e aiser e eaasianeaeasannns 1.4 108.......cvnn... 3.4.

Wyoming 1.0 | Not taxed.......... 3.0.

California 1.4 {08........covntt 5.2.

L1075 1o, = Ye L+ TSP 1.4 |13...... ...t 2.9.

Towa. .. oooeiii i e e eeeeeer e 1.2 {10......ciiniinnt. 2.8,
Representative tax system base only:

MaSSACHUSELES. . « . v oot e iees s nnanaeasanneoeesnennnns 2.4 116....cc0vviiinnn. Not taxed.

F N T O T R 1.1 |31, . 0.2.

MiChigan. . .. .o.vtiii i 1.8 | Not taxed.......... 4.7.

Rhode Island. .. .....coviviininineininneneeennnanaeenns 1.9 | Not taxed.......... 3.2,

WISCOMSIN . + o vt v vvteenreneeonnnereennneansseeeeeeeencenns 1.9 122, .civeeeennnin. Not taxed.3

! For purposes of: this comparison, tax collzctions are computed as a percent of adjusted gross income, by State reported

for Federal income tax purposes.
3 Sales tax enacted in 1961.

TaBLE 36.—Use of Selected Tax Levies by States With Low Tax Effort (70 Percent or More Below the U.S. Average)

Effective rates on standard base

Property Individual income General sales
taxes tax taxes, State or
local
Both personal income and- representative tax system base:

Kcn .................................................. 1.5 | Not taxed.......... 3.7.
Dclaware ................................................ T129. e Not taxed.
District of Columbia. .. ...oovitiiiiiii it 1.3 (14, .o 1.9.
KeDtUCKY . o o v oveieeeiene et B8 21 Not taxed.
IVIISSOUT « ¢ « « o v et v nemeeecnnnsesosnsnnessneeoasseannnnnans 1.1 .

AT 4 T R R EEEEEEE .9
Personal income base only
[0 ) T T R R 1.4
NEW JEISEY . ..o vevneneeei st eaa ettt cu s 2.3
Pennsylvania . 1.3
Connecticut. . . ......coocvennn 1.6
ALASKA . . ot oit ettt i 1.1
Representative tax system base only:
INAIANA. . . ottt 1.2
MODNEANA. .« o et eeaeieeenronasnanesecnanasnennsanses 1.1
NeWw MeEXICO. . .o vt i eiiecninraennnansesaasesnasnanaens .6
WYOIMUNG .+« ¢ v ot etvtanee et eeiiasae et eaes 1.0
Nebraska................... et tbae ettt e 1.4
0 1 T R 1.0
ATKANSAS. . ... ittt ettt .6
3 1o T F- Y 1.1
Idaho. .. ..ot 1.0

1 Less than 0.1 of 1 percent.
2 Sales tax enacted in 1961.
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TABLE 37.—Property Taxes by State: Effective Rates, Estimated Base, and Actual and Hypothetical 1960 Collections

[Dollar amount in millions]

Hypothetical 1960 collections assuming 2
Effective Estimated | Actual 1960
State and region rate base (1959) | collections !
1 percent | 134 percent 2 percent
rate rate rate
1) @) (3) @ ) (6)
1.4 | $1,020, 302 $14, 343 $10, 203 $15, 305 $20, 406
1 54,749 1,142 547 821 1,094
2.4 3, 829 90 38 ) 57 76
1.9 3,313 62 33 50 66
2.1 1, 804 38 18 27 36
2.4 26,175 632 262 393 524
1.9 3,825 72 38 57 76
1.6 15, 803 248 158 237 316
1.8 204, 218 3,705 2,042 3,063 4,084
New York.........oovovvvnnn.. 2.1 92, 095 1,919 921 1,382 1,842
New Jersey.......coovevvnnnn. 2.3 34,787 786 348 522 696
Pennsylvania................... 1.3 54, 062 691 541 812 1,082
Delaware............cooovuven. .7 2,618 18 26 39 52
T SR 1.5 15,978 232 160 240 320
District of Columbia............ 1.3 4,678 59 47 70 94
GreatLakes..................... 1.5 219, 766 3,378 2,198 3,297 4,396
Michigan...................... 1.8 43, 826 808 438 657 876
hio. ... .o i 1.4 56, 784 777 568 852 1,136
Indiana....................... 1.2 28, 251 353 283 424 566
Hhinois. ...........coovvnninnn, 1.5 68, 421 1,016 684 1,026 1, 368
Wisconsin.............coveunnn. 1.9 22,483 425 225 338 450
Plains. ............cooiiinnn.. 1.4 101, 301 1,388 1,013 1, 520 2,026
Minnesota 1.9 20, 788 392 208 312 416
Towa................. 1.2 21, 936 269 219 328 438
Missouri 1.1 22,915 242 229 344 458
North 1.3 4,473 57 45 68 90
South Dakota 1.4 5, 140 73 51 76 102
Nebraska 1.4 11, 305 154 113 170 226
Kansas 1.4 14,746 202 147 220 294
Southeast .9 154,793 1, 343 1,548 2,322 3,096
Virginia. ..............o0aaln .9 17,497 164 175 262 350
West Virginia. ................. .9 6, 626 57 66 99 132
Kentucky..............cooune .8 11, 665 99 117 176 234
Tennessee............ooounnnn. 1.0 12,917 125 129 194 258
North Carolina................. .8 18, 278 144 183 274 366
South Carolina................. .8 7,064 54 71 106 142
Georgia...........coeiinn.n. .9 12, 958 121 130 195 260
Florida...............coouue. 1.1 29, 588 330 296 444 592
Alabama...................... .5 11, gg? 53 113 170 2%3
Mississippi...........cc00iue... .7 6, 384 4 64 96 1
Louisiana...................... .8 1 3: 941 108 139 208 278
Arkansas...................... .6 6, 568 39 66 99 132
Southwest........ccoovvvvnnn... 1.0 97,195 929 972 1, 458 1,944
Oklahoma..................... .9 10, 927 100 109 164 218
Texas.........ooovviveiiiL 1.0 72, 655 700 727 1,090 1,454
New Mexico.................... .6 5,332 31 53 80 106
....................... 1.0 8, 285 98 83 124 166

See footnotes at end of table.
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TABLE 37.—Property Taxes by State: Effective Rates, Estimated Base, and Actual and Hypothetical 7960

Collections—Continued
[Dollar amount in millions]
Hypothetical 1960 collections assuming *
Effective Estimated | Actual 1960
State and region rate base (1959) | colicctions ! ’
1 percent 114 percent 2 percent
. rate rate rate
(1) @ 3 “ ) 6
Rocky Mountaia . ............... 1.2 $31,532 $379 $315 $472 $630
Montana. .......... AT 1.1 5, 865 64 59 88 118
Idaho.................oooiiit, 1.0 4, 582 45 46 69 92
Wyoming..........coveeneennnn 1.0 3,1% 32 32 48 64
Colorado. .........covvvinennn, 1.4 12,116 175 121 182 242
Utah. ..o, 1 1.1 S, 63 58 87 116
FarWest........cooovvviinnnenn 1.3 156, 747 2,076 1, 567 2, 350 3,134
Washirgton.................... .9 16, 662 155 167 250 334
ZOM. ..ttt 1.6 10, 104 161 101 152 202
Nevada................c.nnen .9 2 340 20 23 34 46
California..............c.ooennn 1.4 124271 1,713 1,243 1, 864 2,486
aska. ...........co0 il 1.1 632 7 6 9 12
Hawaii................co000n0n .7 2,739 20 27 40 54

1 Excludes estimated property tax on public utilities of $1,523 million, and estimated motor vehicle taxes of $542 million.

Includes $3 million estimated serverance taxes on timber.
3 Inconsistencies between collections shown here and actual collections shown in column (3) are due to rounding.

TaBLE 38. —Companson of Per Capita Tax Collections and Per Capita Yield of Representative System, for Selected

Taxes, by State, 1960

Total Property Total sales Individwal income

State and region Actual Yield of Actual Yield of | Actual Yield of Actual Yield of
tax col- | represent- | tax col- | represent- | tax col- | represent-| tax col- | represent-

lections | ative tax | lections | ative tax | lections | ativetax | lections | ative tax

system system system system

United States. ........ $202 $202 $88 $88 $68 $68 $14 $14
New England.......... 220 196 114 80 52 69 16 15
Maine................ 199 158 99 62 75 64 |.......... 7
New Hampshire. ... ... 187 197 107 82 51 74 3 11
Vermont............. 223 17 107 72 49 64 28 8
Massachusetts. ........ 234 194 125 79 37 68 29 16
Rhode Island. ........ 197 176 88 69 77 63 |.......... 13
Connecticut........... 213 226 108 94 66 3.l 21
Mideast................ 233 203 105 83 65 69 26 18
New York............ 288 212 132 85 76 70 45 21
New Jemsey........... 207 212 134 88 45 7300 18
Pennsylvania.......... 176 184 61 77 61 62 10 14
Delaware............. 198 227 42 91 40 78 58 24
Maryland............. 199 187 83 81 63 62 27 16
District of Columbia 217 255 77 97 76 105 33 25
GreatLakes............ 202 212 100 95 72 70 6 15
Michigan............. 220 201 106 87 82 68 |.......... 15
Ohio................. 189 208 90 92 72 68 7 1%
Indiana.............. 180 205 89 94 72 68 (*) 12
Illineis. .............. 206 235 105 107 79 75 | 18
Wisconsin............. 216 196 114 87 33 67 35 12

* Less than $0.50.
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TasLe 38.—Comparison of Per Capita Tax Collections and Per Capita Yield

of Representative System, for Selected

Taxes, by State, 1960—Continued

Total Property Total sales Individual income

State and region Actual | Yield of | Actual | Yield of | Actual | Yield of | Actual | Yield of
tax col- | represent- | tax col- | represent- | tax col- represent- | tax col- | represent-

lectioas | ative tax | lections | ative tax lections | ative tax | lections ative tax

system system system system
Plains................. $193 $217 $99 $1Q2 $52 $73 $13 $10
Minnesota............ 219 209 117 95 40 72 26 11
Iowa................. 209 231 109 121 64 i! 13 10
issouri.............. 152 200 91 84 53 74 12 12
North Dakota. ........ 199 219 106 108 58 77 8 6
South Dakota......... 199 217 113 112 60 73 ..., 4
Nebraska............. 174 241 115 124 37 75 ..., 10
Kansas............... 218 228 115 108 63 72 11 10
Southeast .............. 144 153 40 63 66 57 9 8
Virgimia.............. 138 163 48 69 37 61 19 10
West Virginia......... 151 150 41 60 87 55 [.......... 8
Kentucky............. 119 149 39 62 35 54 22 7
Tennessee.o........... 135 144 39 58 64 55 1 8
North Carolina........ 139 145 34 61 55 54 20 6
129 122 26 46 69 49 13 5
142 139 37 53 74 56 9 7
184 204 68 89 89 5.0, 11
121 134 22 55 71 49 9 7
130 115 31 46 68 44 4 4
188 178 44 67 77 58 4 10
126 139 30 59 65 52 6 6
170 228 72 104 52 70 2 11
177 189 57 73 67 68 7 9
162 243 76 115 40 72 ... 11
174 207 44 86 87 67 7 10
209 201 89 97 87 66 8 11
218 235 104 113 61 74 19 11
224 261 118 135 50 80 16 10
194 218 88 106 42 72 30 9
238 325 120 152 78 90 |.......... 12
231 231 112 106 64 76 20 13
201 205 83 100 71 62 18 10
269 241 110 111 99 76 18 18
202 207 59 90 146 72 ..., 14
234 208 104 89 38 72 54 14
274 295 90 126 125 118 {.......... 17
278 254 124 119 96 78 16 19
162 140 31 44 35 66 39 10
237 153 31 65 140 53 45 12
utilize some particular tax base. Con- include some that do not tax individual in-

versely, many States with a below-average
use of aggregate tax resources generally use
some specific type of tax more than the
standard.

Third, a high tax effort rank does not re-
quire that a State levy both an income and
a retail sales tax. The high tax effort States

come and others that do not tax general
sales at either the State or local level. In
fact, half of the high-effort States included
in table 35 employ only one of these taxes.
The extremes in tax practices are perhaps
illustrated by Oregon, Washington, and
Hawaii. Oregon imposes no general sales
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levy, but its effective rate of individual in-
come taxation is the highest among the
States shown. Washington, its northern
neighbor, does not levy an individual in-
come tax, but its general sales tax rate ex-
ceeds that of all States, except Hawaii.
Hawaii, on the other hand, imposes both an
individual income tax and general sales tax
at effective rates (on a standard base) con-
siderably in excess of the averages prevail-
ing throughout the country. Its property
tax rate, however, is only about one-half of
the national average.

Fourth, the substandard position of the
low-effort States also reflects differing com-
binations of tax practices. Many of the low
tax effort States, 8 of the 20 States shown in
table 36, lack either a general sales tax or
an individual income tax. Three additional
States—New Jersey, Nebraska, and Texas
(as of 1960)—Tlevied neither tax. The re-
maining nine States either employ low tax
rates across the board or impose above-
average rates for one type of tax, counter-
balanced by very low rates for the others.

Interstate Comparisons of Effective Tax
Rates

Diverse tax patterns among the States,
coupled with the great diversity in alloca-
tion of responsibility for public functions—
schools, hospitals, public assistance—point
to the use of comprehensive indexes of tax
effort in making interstate comparisons. In
such comprehensive indexes all taxes are
combined without regard to the base or to
whether the collection unit is the State or
its local governments. But aggregate col-
lections come, in fact, from a large number
of separate levies. The hard decisions, on
which tax policy is based, are made in terms
of increasing rates or broadening the base
of existing taxes, or of introducing a new
tax. Should the general sales tax be in-
creased? Should services be taxed? Is an
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individual income or a sales tax preferable?
These are the kinds of questions which con-
front policymaking officials and can be an-
swered only with benefit of interstate com-
parisons of specific taxes.

The facts sought are essentially of two
kinds. One documents the tax experience
of the States. It answers, for example,
such questions as: What statutory definition
of the tax bases is used by neighboring
States? What is their rate structure? How
many of the States impose an individual in-
come tax; a general sales tax; etc.”? The
second set of facts throws light on interstate
differences in effective rates paid by tax-
payers on property, sales, or income as a
consequence of the combination of statutory
rates and definition of the tax base.

Two earlier reports of the Advisory Com-
mission give considerable information on
the tax bases and statutory rates assessed
by States and localities." Table 39 shows
the number of State governments using each
of the tax bases, along with the proportion
of State revenue derived from each.

The components of the representative
tax system permit comparisons among
States of effective rates used for specific
levies. Since the base for each tax source
is defined in the same way for each State,
the effective tax rate differences reflect the
combined effects of differences between the
standard base and that actually assessed as
well as variations in statutory rates. With-
out uniformly defined tax bases, rate varia-
tions would not be very meaningful. For
example, one State may have a 2-percent
general sales tax applicable to all retail
sales including foods and drugs and a wide
range of services. Another State with a 3-
percent general sales rate may define its
retail sales tax narrowly and exempt a broad

1 Tax Overlapping in the United States, 1961, GPO,
September 1961; Local Nonproperty Taxes and the Co-
ordinating Role of the State, September 1961.



TaBLE 39.—Number of States Using Various Taxes: Distribution According to Percentage of Tax Revenue Obtained
From Each Tax, 1960

State taxes only

Distribution of the total according to the percentage of tax
Number revenue obtained from the tax in each State’
Tax of States
using tax
in 1960 | Under| 5to | 10to | 15to | 20 to | 25 to | 30 to | 35 to [40 and
5 10 15 20 25 30 35 40 | over
Individual income. .. ............oo ool 133 5 5 6 3 4 4 3 2 1
Corporation income..................... 137 11 16 b 0 O R O o Y
Deathandgift......................... 49 46 k1 PP DO DY P P P F
Generalsales...................covunn.. 234 ... oo 3 2 8 11 6 4
Motorfuel.............coiiiviiiin.... 11 A P, 7 17 15 9 1]...... 1
Alcoholic beverage...................... 50 39 5§ T AP VU PRI P Y M IR
TobacCo. .o vover i, - 346 20 24 2 e
Amusement............... ... iiiiiia., 44 38 4 1]...... ) R PPN RIS PRSI PPN
Public utility................... .ol 39 34 L O s A DY P P
Property............coooiiiiiiii, 45 29 13 ...... 2 f...... ;U (AP PR N
Motor vehicle and operators’ licenses. . .. 49 6 22 15 (7 PRV PR A O P
Allother.................. ..., 50 4 19 15 6 [ 2 VY T 1 2

1 New Mexico, which reports combined individual and
corporation” income tax revenues, is included in the totals
of both taxes. South Dakota is included in the total number
of States using the corA):ration income tax, even though its
levy applies only to financial institutions. West Virginia
enacted an individual income tax effective Jan. 1; 1961.

2 Kentucky, which enacted a general sales tax eff=ctive
July 1, 1960, is not included in the total number of States

range of household apd business purchases.
The effective rate of sales taxation is cer-
tainly not half again as high in the second
State as in the first. Similarly, property-
tax rates can be compared among jurisdic-
tions only if property is valued a uniform
way. Assessment practices as well as prop-
erty-tax exemptions are too diverse to per-
mit a meaningful comparison of nominal
rates alone.

Our computation of the effective rates of
the more important taxes for each State is
presented above. A brief discussion of these
rate variations follows.

The relative exploitation of the different
taxes by the States, as measured by these
effective rates and their deviation from the
nationwide average provide an indication
of the States’ yet untapped tax potential.
The choice which has to be made among
alternative tax policies, however, depends
upon many political, economic, and social
factors. Variation in effective tax rates and

using the general sales tax. Texas enacted a general sales
tax effective Sept. 1, 1961.

3 Virginia, which enacted tobacco taxes effective Aug. 1,
1960, is not included in the total number of States using
tobacco taxes.

Source: Derived from Department of Commerce, Bureau
of the Ceznsus, Compendium of State Government Finances in
7960.

measures of the additional yield potential of
specific taxes are technical guidelines, and
nothing more. They are not wholly ade-
quate even as technical guidelines. Esti-
mates for 50 States developed from national
data often fail to take account of the special
circumstances prevailing in particular
States. For these reasons, calculations of
this kind can at best serve only as approxi-
mations of general magnitudes.

Property taxes. The effective rates on
property values, defining property as market
value of land, structure, equipment, and
inventories (exclusive of public utilities and
motor vehicles), vary substantially among
the States (table 37 and fig. 10).

Property tax variations follow a fairly
distinct regional pattern. .Effective rates
for the New England region average over 2
percent. In the major industrial States in
the Mideast the average rate is 1.8 percent,
and in the Southeast and Southwest 1 per-
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cent or less. These rates are computed by
dividing actual tax collections by the esti-
mated amount of taxable property in the
State, when property is uniformly valued at
market prices. If property in all of the
States were taxed at a rate comparable to
the rate of the Southeastern and Southwest-
ern States, the collections (chiefly local)
from property taxes (excluding public
utility properties) would be reduced from
$14 billion to $10 billion. If, on the other
hand, property in all of the States were taxed
at rates prevailing in New England, the na-

tional property tax yield would be increased
from $14 billion to about $20 billion.

Regional variations around the national
average property tax rates reflect both dif-
ferences in the willingness of the citizens of
each State to tax themselves for local public
services and the accommodation of prop-
erty taxation to the economic and political
forces operating in the States.

Perhaps a better indicator of interstate
difference in consumer-voters’ willingness
to pay taxes for the local services they seek
is obtained by comparing effective prop-
erty tax rates on single-family dwellings.

TABLE 40.—Effective Property Tax Rates on All Taxable Property: * Single-Family Duwellings and Farm Real
Estate as a Percent of the U.S. Average Rate, by State

Farm Single- Farm Single-
State and region Total real family State and region Total real family
(1960) | estate | dwellings (1960) | estate | dwellin;
(1957) (1957) (1957) (1957
United States3.......... 100 100 100 || Southeast................ 64 56 54
New England............ 150 200 154 Virgiria. .............. 64 67 62
West Virginia........... ¢ 64 44 31
Maine................. 171 255 146 Kentucky.............. 57 78 62
New Hampshire......... 136 222 146 Tennessee.............. 4! 56 85
Vermont............... 150 200 146 North Carolina. ........ 57 44 54
Massachusetts........... 171 211 177 South Carolina......... 57 44 31
Rhode Island........... 136 111 131 Georgia................ 64 56 54
Connecticut. . .......... 114 167 115 Florida................ 79 56 62
Alabama............... 36 44 46
Mideast. ... ....coonnn.n. 129 144 123 Mississippi. . ........... 50 56 38
Louisiana. ............. 57 44 38
New York.............. 150 211 138 Arkansas............... 43 56 46
New Jersey............. 164 | = 167 146
Pennsgylvania........... 93 122 108 || Southwest............... )\ 56 69
Delaware............... 50 56 62
Maryland.............. 107 78 115 Oklahoma.............. 64 67 54
93 |........ 77 Texas........covvvennn. s 56 77
i New Mexico............ 43 33 46
107 122 92 Arizona................ 71 78 85
g Rocky Mountain......... 86 111 85
129 111 100
100 89. 77 Montana............... 79 100 77
86 89 77 Idaho................. 7 111 69
107 144 100 Wyoming.............. 71 100 62
136 200 138 Colorado............... 100 133 108
} Utah.................. 79 111 62
Plains.................. 100 133 92 Far WeSt. .o nvnnonnnninn, 93 100 92
Minnesota.............. 136 156 115 Washington 64 67 46
Iowa..... .. 86 122 85 Oregon 114 111 77
Missouri. . ... 79 89 38 Nevada 64 56 38
North Dakota... .. 93 122 92 California 100 100 69
South Dakota........... 100 156 100 Alaska. 79 ®) 5’)
Nebraska............... 100 144 108 Hawaii 50 ® ?)
Kansas................ 100 122 77

1 Excluding property taxes on public utilities and motor vehicles.
2 Excluding Alaska and Hawaii for farm real estate and single-family dwellings.

3 Not available.
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TABLE 41.—Effective Property Tax Rates on Single- Family Dwellings and on Farm Real Estate, by State, 1957

Effective rates on— Effective rates on—
State and region State and region
Single- Farm Single- Farm -
family real family real
dwellings estate dwellings estate
United States 1. ............... 1.3 0.9 || Somsheast . ..................... 0.7 0.5
NewEngland .................. 2.0 1.8 Virginia...................... .8 .6
8 . West Virginia. ................ .4 .4
Maine................cooiiunn 1.9 2.3 Kentucky..................... .8 .7
New Hampshire 1.9 2.0 Tennessee..................... 1.1 .5
Vermont..........oovveeenenn. 1.9 1.8 North Carolina. ............... .7 .4
Massachusetts 2.3 1.9 South Carolina................ .4 .4
Rhode Island.................. 1.7 1.0 Georgia...................... .7 .5
Connecticut. . ................. 1.5 1.5 Florida....................... .8 .5
Alabamea. .. .................. .6 .4
Mideast. .... . «covvieiniennaann. 1.6 1.3 Mississippi..........coooin... .5 .5
uisiana. . ................... .5 .4
New York.................... 1.8 1.9 Arkansas...................... .6 .5
New Jersey..........coooonu.n. 1.9 1.5
Pennsylvania.................. 1.4 1.1 || Southwest...................... .9 .5
Delaware..................... .8 .5
Maryland. ................... 1.5 .7 Oklahoma.................... .7 .6
District of Columbia............ 1.0 .......... Texas. .....oovveuneenennann.. 1.0 .5
New Mexico. . ................ .6 .3
GreatLakes. .. ................. 1.2 1.1 Arizona...................... 1.1 .7
Michigan..................... 1.3 1.0 || Rocky Mountain............... 1.1 1.0
Ohio......coovvviiiiinennn. 1.0 .8
Indiana...................... 1.0 .8 Montana..................... 1.0 .9
Minois. . .......covvvvennnn... 1.3 1.3 Idaho........................ .9 1.0
Wisconsin..................... 1.8 1.8 Wyoming..................... .8 .9
Colorado. .................... 1.4 1.2
Plains......................... 1.2 1.2 Utah...............coiiien.. .8 1.0
Minnesota. ................... 1.5 1.4 || Far West.....c.o.ovvieinnnnnn. 1.2 .9
Towa.........cooiiviviinenn, 1.1 1.1
Missouri.........oooviviii... .5 .8 Washington. .................. .8 .6
North Dakota. ................ 1.2 1.1 Oregon.........ccovvveuunnnn. 1.4 1.0
South Dakota................. 1.3 1.4 Nevada.........ccoovvvnnnnnn. .8 .5
Nebraska..................... 1.4 1.3 California..................... 1.3 .9
Kansas.............c.o.o.... 1.0 1.1

1 Excluding Alaska and Hawaii.

Part of the property taxes on busi-
ness firms are ‘“exported” out of the
community and it may be argued, therefore,
that they do not measure the community’s
assessment of the value of benefits from
governmental activities. '

However, as tables 40 and 41 show, effec-
tive rates on single-family dwellings follow
the same distinctive regional pattern as
overall property taxes.’ Average effective

* In deriving estimated rates, 1956 assessments of single-
family houses as reported in the Census of Govern-
ments, Taxable Property Values in the United States
were converted to market values using the weighted aver-
age assessment ratios derived in the Governments Divi-
sion census study by matching market sales data and

rates for single-family dwellings are highest
in the New England area and, within it, in
Massachusetts. Effective rates in the South
range as low as 0.4 percent in West Virginia
and South Carolina.

Except in the Far West, property-tax
rates on single-family dwellings are high in
States with high per capita personal in-
come and tend to be low in low-income
States (table 42). '

assessment information. Property tax collections appli-
cable to single-family houses in each State were estimated
from census data on total general property taxes, taking
account of significant homestead and veterans’ exemptions
insofar as they affect the taxable value of single-family
houses. The market values were then divided into the
estimated tax payments on single-family houses.
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TABLE 42.—Per Capita Personal Income and Effective Property Tax Rates on Single-Family Dwellings, by Region
[United States average =100]

que)l( of In;lex of Index of Index

. single- of per single- of per

Region family .capita Region family ca]gia
dwelling income dwelling | income

rate rate

New England................... 154 111 | Plains.......................... 92 92

Mideast. ....................... 123 116 {| Rocky Mountain. ............... 85 94

GreatLakes.................... 92 107 || Southwest. ..................... 69 87

FarWest.............ccouvnnn. 92 118 || Southeast....................... 54 72

Variations in property tax rates on single-
family dwellings, however, are far greater
than differences in per capita income.
These wider variations are, in part, sugges-
tive of the pressures which the public serv-
ices required for metropolitan living exert
on property tax rates (as contrasted with
public services in rural areas) and of re-
gional differences in attitudes toward stand-
ards for the more general public functions,
such as schools. The variations in aggre-
gate property tax rates and in rates on
single-family dwellings also suggest, how-
ever, some accommodation of property tax
practices—assessment ratios or nominal rate
structures—to income available for tax-
payments and to other aspects of the State’s
economy. Effective property tax rates are
relatively high in the industrial States in
New England and the Mideast where ratios
of taxable property values to personal in-
come and to income produced in the State
are low; they are relatively low in the Rocky
Mountain and Southwestern mining and
farming States were the ratio of the value
of taxable property to income is high,
where, in other words, income flows serve
to limit property tax rates.

It should be noted, however, that in those
Plains States where the value of taxable
property is high relative to income (table
18) property tax rates approximate the na-
tional average.

One might be tempted to conclude that
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farm properties in the Plains States are not
underassessed relative to other classes of
property only because of the lack of oppor-
tunity to tax business and to export a share
of the property tax. What the State-by-
State differences in table 40 suggest, how-
ever, even though the differences are small,
is a research question. Is there a different
order of assessment ratios by class of prop-
erty in the States? Do some States, for ex-
ample, tax farms more than residential
dwellings? Do some tax residential dwell-
ings at higher rates than manufacturing
firms?

Some very preliminary calculations of
effective property tax rates on manufactur-
ing firms, by States, derived by relating the
1957 Census of Manufactures data on prop-
erty taxes paid to estimates of the value
on property holdings of manufacturers,
strengthen the view that the scale of assess-
ment ratios is different from State to State
and that in this respect, as in others,
property tax practices have been accommo-
dated to the economic requirements of the
State. In some States, notably those in
which there has been relatively slower eco-
nomic growth, effective rates on manufac-
turing firms are below that for single-family
dwellings, while in others, they are above.’

* The estimates of State-by-State effective rates on man-
ufacturing establishments are not reproduced here because
of their tentative quality, but can be made available for

research purposes.



General and selective salestaxes. Anum-
ber of States which rely heavily on consumer
taxation have low overall income levels.
The largest geographic concentration of
States with high effective general sales taxes
is in the South, where the nominal retail
. sales-tax rate of State levies on taxable sales
is generally 3 percent, with foods and redi-
cines taxed. The effective sales-tax rate
(on a uniformly defined base) averages 3.5
percent despite the fact that Virginia and

Kentucky do not tax retait sales. This 3.5-
percent rate is 0.2 percentage points above
the nationwide average (table 43).

The effective sales-tax rate, calculated on
a uniformly defined base (retail sales with
food, drugs, feed and fertilizers exempt),
is highest in Hawaii and Washington.
Hawaii’s gross-receipts tax is imposed
not only on retail establishments but
also on manufacturers, wholesalers, and
professional and other services at selective

TABLE 43.—Effective Rates of General Sales Tax, Alcoholic Beverages, and Tobacco Products, by State, 1960

General sales 1 Alcoholic beverages 2 Tobacco products 3
Rates on Rates on Rates on
Effective actual Effective actual Effective actual
State and region rates on collections rates on collections rates on collections
basis of minus rate basis of minus rate basis of minus rate

actual under actual under actual under
collections |representative| collections |representative| collections |representative

system system system

(2.94%) ($4.43) (4.43 cents)

Percent Percent Cents Cents
United States. . ................ 3.72 +0.78 $4.43 | . .......... 4. 62 +0.19
NewEngland................... 3.03 +.09 3. 47 —$0. 96 4.62 +.19
Maine...........ccvviuiin... 3.16 +.22 6.77 +2.34 5.09. +.66
New Hampshire................ ) —2.94 5.04 +.61 3.2 —1.23
Vermont. ........coovuuneionn. “) —2.94 7.99 +3.56 5.95 +1.52
Massachusetts. ................. Q) —2.94 3.56 —.87 5.68 +1.25
Rhode Island. . ..... e 3.21 +.27 3.41 —1.02 4.91 +.48
Connecticut. .. ................. 2.93 —.01 1.78 —2.65 2.-80 —1.63
Mideast. ....................... 2.97 +.03 3.53 —.90 5.08 +.65
New York........... P 2.99 +.05 2. 67 —1.76 5.74 +1.31
New Jersey.........ooovnnnn.. O] —2.94 2.34 —2.09 4.77 +.34
Pennsylvania................... 3.13 +.19 7.79 +3.36 4. 67 +.24
Delaware...................... Q)] —2.94 2.73 —1.70 2.72 —-1.7
Maryland...................... 2.72 —.22 3.03 —1.40 4. 64 +.21
District of Columbia............ 1.91 —1.03 1.80 —2.63 1.99 —2.44
GreatLakes..................... 3.68 +.74 4.97 +.54 4.32 —. 11
Michigan...................... 4. 65 +1.71 6.28 +1.85 5. 50 +1.07
Ohio................ccuvuin.. 2.75 —. 19 7.70 +3.27 4.83 +.40
Indiana....................... 4.09 +1.15 4. 82 +.39 2.79 —1.64
Ilinois. ...............c.uu.. 3.65 +.7 2.95 —1.48 3.58 —. 85
Wisconsin...................... O] —2.94 3.32 —1.11 4. 65 +.22
Plains...................... ... 2.78 —.16 4.08 —.35 3.89 —.54
Minnesota. . ................... (O] —2.94 5. 68 +1.25 5. 60 +1.17
Towa............. ... ... . ... 2.79 —. 15 7.23 +2.80 3.61 —. 82
Missouri. .. ... 2. 61 —.33 1. 80 —2.63 2.71 —1.72
North Dakota . 2.24 —.70 6. 46 +2.03 6.39 +1.96
South Dakota. .. 2.32 —. 62 6.43 +2.00 4. 24 —.19
Nebraska....................... Q) —2.9%4 2.20 —2.23 3.68 —.75
Kansas........................ 3.44 +.50 2.95 —1.48 3.85 —.58

See footnotes at end of table.
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TaBLE 43.—Effective Rates of General Sales Tax, Alcoholic Bevérages, and Tobacco Products, by State, 1960—Con.

General sales ! Alcoholic beverages ? Tobacco products 3
Rates on Rates on Rates on
Effective actual Effective actual Effective actual
State and region rates on collections rates on collections rates on collections

basis of minus rate basis of minus rate basis of minus rate -

actual under actual under actwal under
collections |[representative| collections |representative| collections representative

system system system

(2.94%) ($4.43) (4.43 cents)

. Percent Percent Cents Cents
Southeast....................... 3.53 +.59 $6. 29 +81.86 4.59 +.16
Virginia....................... .03 —2.91 4.32 -1 .41 —4.02
West Virginia.................. 5. 81 +2. 87 9.53 +5.10- 5.06 +.63
Kentucky...................... Q) —2.94 6. 69 +2. 26 2. 81 —1.62
Tennessee...................... 3.77 +.83 6. 86 +2.43 4.98 +.55
North Carolina................. 2.58 —. 36 6. 61 +2.18 “® —4.43
South Carolina................. 4. 47 +1.53 7. 48 +3.05 5.22 +.79
Georgia....................... 4.71 +1.77 9.01 +4.58 4.88 +.45
Florida........................ 3.17 +.23 5. 21 +.78 4.67 +.24
Alabama...................... 4. 47 +1.53 9.95 +5.52 6. 87 +2 44
Mississippi. . ..........c0..0... . 5. 95 +3.01 3.75 —. 68 5.96 +1.53
Louisiana...................... 4.07 +1.13 5.94 +1. 51 7.73 +3.30
Arkansas. ..................... 4. 23' +1.29 5.96 +1.53 5.51 +1.08
Southwest. . .................... 4. 11 +1.17 4.98 +.55 6.83 +2. 40
Oklahoma..................... 2.75 —.19 7.78 +3.35 5.21 +.78
Texas......................... *) —2.94 4. 80 +.37 8.09 +3. 66
New Mexico........... ..... 5.10 +2.16 3.19 —1.24 5. 06 +.63
Arizona....................... 5. 62 +2. 68 3.37 —1.06 2.41 —2.02
Rocky Mountain................ 3.16 +.22 5.90 | +1.47 3.16 —1.27
Montana...................... Q) —2.94 10. 49 +6.06 7.56 +3.13
Idaho......................... *) —2.94 10. 95 +6.52 4. 51 +.08
Wyoming...................... 3.03 +.09 4. 34 —. 09 4.35 —.08
Colorado...................... 2.91 —.03 3.00 —1.43 0. 90 —3.53
Utah.......................... 3.79 +.85 7.49 +3.06 3.20 —1.23
FarWest........................ 5.74 +2.80 3.54 —. 89 3.34 —1.09
Washington.................... - 8.70 +5.76 10. 96 +6.53 6.12 +1.69
Oregon........................ Q] —2.94 8. 54 +4. 11 Q) —4,43
Nevada........................ 2.73 —.21 1.27 —3.16 341 —1.02
California...................... 5.19 +2.25 2.23 —2.20 2.93 —1.50
Alaska ..................... ... .18 —2.76 4.37 —.06 3.97 —. 46
Hawaii........................ 13. 48 +10. 54 4. 37 —. 06 4.14 —.29

! Collections as a percent of estimated taxable retail sales
in 1959.

2 Collections per gallon of consumption of distilled spirits
in 1960.

rates. Washington imposes a 4-percent re-
tail sales tax and exempts neither foods,
medicines, nor services.

Selective sales levies also are relatively
high in the low-income Southern States.
Their average tax rate on alcoholic bever-
ages is $1.86 above the U.S. average per
gallon of distilled spirits consumed. In the
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8 Collections per standard pack of 20 cigarettes taxed in
0

4 Not taxable.

Southwest, tobacco taxes are high, with a
regional rate per pack of cigarettes of 6.8
cents; i.e., 2.2 cents above the national aver-
age. The Southeastern States, where most
of the tobacco is produced, average 4.6 cents
tax per pack of cigarettes, which is less than
the national average. North Carolina, the
largest tobacco-producing State, is without



a tobacco tax, and Virginia’s taxes on to-

bacco average only 0.4 cent, or less than -

one-tenth the U.S. average rate.

Fairly wide variations exist in tobacco
taxation among States within geographic
regions. Thus, in the New England States
the collections per pack of cigarettes vary
from 2.8 cents in Connecticut to 6.0 cents
in Vermont. Within the Mideastern
States the range is from 2 cents per pack in
the District of Columbia to 5.7 cents in New
York; within the Great Lakes States, from
9.8 cents per pack in Indiana to 5.5 cents in
Michigan.

Variations within the other regions are
as great or greater. For example, in the
Southeastern States the range is from a high
of 7.7 cents to a low of 0.4 cent; in the
Southwest, from 2.4 to 8.1 cents; in the
Mountain States, from 0.9 to 7.6 cents, and
in the Far West from 2.9 to 6.1 cents.

The representative tax system calcula-
tions are based on an average effective rate
of 4.4 cents per pack. Differences between
this and the actual effective rates for all
States are shown in the last column of table
43.

State and local motor fuel taxes per gal-
lon of gasoline, like the general sales tax,
are highest in the Southern States, lowest in
the Plains States (table 44). Within re-
gions the pattern of effective tax variation
in gasoline taxation is also fairly marked.
Of the Southeasterr States, Virginia has the
lowest motor-fuel tax, 5.8 cents per
gallon of gasoline; Alabama, the highest
(7.8 cents). In the New England States,
the lowest effective rate is 5.4 cents in Mas-
sachusetts; the highest, 6.9 cents in Maine.
The variation within a region is most
marked in the Plains States. Missouri,

TaBLE 44.—FEffective Rates of Levies on Motor Vehicles and Motor Fuel by State, 1960

Motorfuel and motor ve- | Motor fuel tax collections
hicle and operators’ li- per gallon of gasoline con-
cense tax revenue per sumed in 1959
motor vehicle registered
in 1959
State and region Rates on
Effective actual coll-
rates on lections
Actual Representa- basis of minus rate
collections | tive system actual under repre-
collections entative
system
(5.47 cents)
Cents
United States. ... ..ottt $80. 38 $80. 38 547 |.cooveiiit.
NewEngland... .. ...t 93. 37 76.83 5. 89 +0. 42
MaINE. . o oottt ettt 107. 46 80. 11 6.92 +1.45
New Hampshire. . ... 95. 51 77.96 6. 41 +.94
WEITNONt . « o o oottt ettt ettt e 108. 84 81. 63 6. 85 +1.38
MassacChUuSettS. . . ..o oottt et 94. 46 78.13 5. 40 —.07
Rhode Island. . .. ...ttt 88.15 73. 86 6.03 +.56
SCONNECHICUL. . .\ oottt ettt 84.78 72. 60 5.99 +.52
MAdEASE. . oo oo 69. 59 78. 22 5.09 —.38
NeW YOrK . . oo oottt e e e 72.31 78.09 5.23 —.24
New JErsey .. ..ot 74.19 80. 86 4. 88 —.59
Pennsylvania..............c.oiiiiiiiiiii 58. 52 75.74 4.76 —.7
Delaware.......... e e 65. 57 93. 44 3.92 —1.55
Maryland. ... e 85. 27 77. 86 6.20 +.73
District of Columbia. . . .......... i 97. 44 90. 77 6.08 +. 61




TABLE 44.—Effective Rates of Levies on Motor Vehicles and Motor Fuel by State, 1960—Continued

Motor fuel and motor ve-

Motor fuel tax collections

hicle and operators’ li- per gallon of gasoline con-
cense tax revenue per sumed in 1959
motor vehicle registered
in 1959
State and region Rates on
Effective actual coll-
rates on lections
Actual Representa- basis of minus rate
, collections | tive system actual under repre-
collections sentative
system
(5.47 cents)
Cents
GreatLakes.............. ... .. i $79.93 $79.14 5.59 +.12
Michigan......... ... ... 70. 10 78.78 5. 46 —.01
Ohio....... e e 80. 77 78. 26 6.58 +1.11
Indiana.......... . ... .l 86. 28 82.57 5.62 +.15
Inois. . ... e e e 86. 09 78.16 4. 68 -.79
Wisconsin. ......... ... i i 75. 31 80. 03 5. 44 —.03
73.43 84.01 4.15 —1.32
67.07 80. 88 4.29 —1.18
82. 81 83.59 5.03 —. 44
68. 11 87. 50 3.06 —2.41
65. 67 82.39 3. 60 —1.87
81. 34 88. 05 4.32 —1.15
86.10 81.09 6.15 +.68
71. 49 84. 36 3. 69 —1.78
86. 48 81.12 6. 64 +1.17
Virginia. ... e 86. 67 85. 64 5.82 +.35
West Virginia. .. ......... .. ... ... 106. 72 82. 41 6. 45 +.98
Kentucky. ...ttt 78.90 75.94 6. 82 +1.35
T 100. 16 84. 82 6. 40 +.93
90. 78 82. 49 6.77 +1.30
77.70 78. 62 6.98 +1.51
88. 85 82.71 6. 47 +1.00
80. 90 78. 83 6. 49 +1.02
77.57 77.82 7.84 +2.37
107. 06 86. 03 7.09 +1.62
69.15 79. 43 6.63 +1.16
94. 96 80. 86 6. 40 +.93
83.78 88.79 4.48 —-.99
93.43 85.70 5. 40 —.07
80. 89 91. 04 4.03 —1.44
88. 84 86. 33 6.24 +.77
82.54 79.72 5.11 —.36
78.97 78.29 5.43 —.04
81.25 78. 26 5.54 +.07
70. 22 75. 56 5.35 —. 12
95.34 83. 42 5.03 —.44
76.92 77.38 5.19 —.28
81.27 80. 25 6.10 +.63
84.05 77.71 5. 66 +.19
83. 36 80. 60. 5.25 —.22
79.07 75.58 5.48 +.01
100. 00 84. 81 5.31 —. 16
84.07 77.06 5. 69 +.22
86. 96 97.10 4.95 —.52
95.24 79.52 8.90 +3.43
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North Dakota, and Kansas have effective
rates ranging from 3.1 to 3.7 cents per gal-
lon compared with Nebraska’s 6.2-cent rate.
The least variation occurs in the Far West,
where effective rates are confined to a 5.3- to
5-7-cent range.

Aggregate Automotive Taxes

Combined taxes on motor vehicles, in-
cluding motor fuel, property taxes, and ve-
hicular and operator’s licenses per motor
vehicle registered in each State, are shown
in table 44.

The regional pattern of these aggregated
motor vehicle effective rates reflects largely
the regional pattern of motor-fuel taxation
and practices with respect to taxation of
personal property. The New England
States have the highest taxes, the Plains
States a less-than-average rate, and the
Mideastern States the lowest.

In 1960, the combined State and local
taxes on motor vehicles in the Nation aver-
aged $80 per vehicle; in the Southeast, $86;
and in the Mideastern States, $70.

~ States with aggregate taxes per motor ve-
hicle of $100 or more include Maine, Ver-
mont, West Virginia, Tennessee, Missis-
sippi, and Nevada. With the exception of
Nevada, each of these States ranks low in
per capita income.

Interstate differences in motor vehicle
taxes per registered vehicle under the repre-
sentative tax system reflect primarily differ-
ences in motor fuel consumption. The New
England States show the lowest yield per

¢ Motor vehicle registrations used as the standard for
comparison reflect neither the relative number of motor
vehicles used for industrial and commereial uses, nor the
distances traveled, nor the value of the motor vehicles.
The bases used by the States in taxing motor vehicles,
however, would, in fact, take account of these factors.
It should be noted also that motor fuel consumed in a
State other than State of registration is assigned to the
State in which the fuel is consumed rather than to the
registration State.

motor vehicle under a representative tax
system, the Southwestern States the highest.
The individual State with the highest yield
per motor vehicle under the representative
tax system is Alaska, reflecting largely motor
fuel consumption per vehicle. The State
with the lowest rate of motor fuel consump-
tion is Connecticut.

Individual Income Tax

In the States with income taxes, the effec-
tive tax rate averages 1.21 percent. This
embraces a range of effective rates from
0.01 percent in Indiana to 3.20 percent in
Oregon (table 45). Two factors explain
these differences: variations in the distribu-
tion of income and in tax rates. Each
State’s rate was computed by multiplying
the effective rate for each income class by
the amount of income in each class. The
average rate thus reflects the number of
people in each income group; i.e., the skew-
ness of the income distribution. States with
a disproportionately large number of low-
income people and an about-average rate
of tax for each income group will tend to
have a lower effective tax rate than States
with a large number of high-income people.

The effective rate reflects also differences
between States in tax rates for each income
group, so that even States with substantially
identical income distributions may have
different average effective tax rates if their
actual tax rates by income class diverge.

States which rely heavily on individual
income rather than sales taxes can be identi-
fied by comparing their actual tax rate with
that of the representative tax systems.
When the actual rate is lower, as in Ohio,
Arizona, and California, this indicates that
the State makes less-than-average use of the
income tax. These States not only make less
use of the tax than other income tax States
but also less than the national average, in-
cluding the States which do not levy income
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TaBLE 45—Individual Income Tax Yield, Actual and Under Representative Tax System in 1960 as a Percent of
Adjusted Gross Income, by State !

Representative tax system

State and region Actual Differer.ce,

Alternative | Alternative | Alternative

No. 12 No. 23 No. 1 minus

Alternative

No. 2

United States . . . .....itiii i e 1.21 0. 85 0.85 |............
NewEngland............... ... ... 1.49 .85 .84 +0. 01
Maine. .. ... ... .61 . 64 —.03
New Hampshire. . .............. ... ... it .21 . 69 .72 —.03
Ve 4+ Vo + X 2 2.34 .58 .60 —.02
Massachasetts. . . . ... .. ... 1.58 .84 84 )
RhodeIsland. .. ... ... .. iiiiiiiiiiniiiniiieieiiea i, .82 .75 +.07
Connecticut. .. .. ... N .98 .97 +.01
MIdEaSt. .« o - o oot 1.59 .92 .90 +.02
New York. .. ..ot i 2.13 .98 .93 +.05
NEW JeISeY . . o vttt ettt .89 .90 —. 01
Pennsylvania................. .. ... ... . 60 .83 .82 +.01
Delaware. . . .. ..ot 2.86 1.18 .99 +.19
Maryland. ... ... i 1. 45 .88 .88 ...
District of Columbia.................. ... ..o, 1.43 1.08 1.05 +.03
GreatLakes............ ... ... ... .l .69 .85 .86 —.01
Michigan.............. .. . .84 .86 —.02
Ohio. ... e e .41 .83 .85 —.02
Indiana. . ... ... .. e .01 .77 .81 —.04
TIENOiS. . .o e .92 .93 —.01
WISCONSIN . . . ... i e 2.21 .76 .78 —.02
Plains. . . ... ... 1.11 .76 .82 —. 06
MINNeSOta. . ... ..ot e 1.81 .77 .92 —.16
Towa. ... ..o e 1.01 .73 .76 —.:03
MIiSSOUR. ... oo e .83 .83 L83
North Dakota.............. ... ... iiiiiiiiiinnaennn. .77 . 60 .63 —.03
SouthDakota. ........... .. .. .0t .51 R O
Nebraska. ... ...t .74 .77 —.03
Kansas. . ... e .78 .72 .85 —.13
Southeast. .. ... ... ... ... . 1.19 .75 IS
Virginia. .. ... ... ... 1.54 .76 .78 —.02
West Virginia. . ...... ... ... ... i .69 .72 —.03
Kentucky.................... e 2.10 .70 LT0
T ONNeSSCE . . o ottt .13 .73 .72 +.01
North Carolina.................. . 0. 2.10 .67 .65 +.02
South Carolina..................cciiiiiieiiiiinnnnnn. 1.55 .61 L6l L
Georgia. ... ... ... . 88 .72 T2
Florida...... ... ... .. .87 .83 +.04
Alabama. . ... ... ... .90 .72 .71 +.01
MISSISSIPPE. . . oo .58 .67 . 66 +.02
Louisiana.......... ... .. ... . . it .36 .89 .82 +:07
Arkansas...................... O .70 .68 1.00 —.32
SOUtBWESE. . ... ..\t .58 .84 .83 +.01
Oklahoma. . ........ ... ... ... . .. . .. .59 .76 T6
TeXAS. . o oot e .86 .85 +.01
New MexXiCo. .. ..ot e .58 .78 T8
Arizona. .. ........ .. .56 .85 .84 +.01

See footnotes at end of table.
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TaBLE 45.—Individual Income Tax Yield, Actual and Under Representative Tax System in 1960 as a Percent of
Adjusted Gross Income, by State '—Continued

Representative tax system

State and region Actual . Difference,

Alternative | Alternative | Alternative

No. 132 No. 23 No. 1 minus

Alternative

No. 2

1.39 .77 T7 ...
1.15 .79 82 —.03

2.30 .68 .68 | ...
............ .76 . 80 —.04
1.25 .81 .82 —.01
1.23 .71 .67 +.04

1.05 .91 1 T PR
............ .82 .85 —.03
3.20 .80 .82 —.02
............ .94 .96 —.02
78 .94 .93 +.01
3.07 .92 1.06 —.14
2.93 .82 83 —.01

1 Adjusted gross income as reported on taxable Federal
income tax returns for 1959.

2 Using average tax rate of States not allowing deduction of
Federal income tax in computing State income taxes.

tax at all. Delaware and Oregon, on the
other hand, derive a much larger than aver-
age proportion of their revenues from in-
come taxes.

Two separate income tax calculations
have been made for the representative tax
system. Under the first, the rates applied
to each income class are the average, for
each income class, of the rates used by States
which do not permit the deduction of the
Federal income tax in computing State in-
come tax liability. Under the second, the
rates used are those in States which allow
this deduction. The States which do not
allow a Federal tax deduction generally also
have the higher tax rates. Apparently,
States electing to rely on income taxation
rely on both higher tax rates and a broad
tax base (net income before Federal tax
payments). Theimportance of Federal de-
ductibility to high-income individuals is il-
lustrated by the divergence in the figures
between the alternatives.

3 Using average tax rate of States allowing deduction of
Federal income tax.

In conformity with the weighting prin-
ciple employed for purposes of the repre-
sentative tax system, the average effective
tax rates derived from the State-by-State
calculations were deflated so that their ag-
gregate yield for the 50 States would equal
total State and local income tax collections
in 1960. The application of the average
rates (by income class) used in those States.
which do not allow Federal tax deductions
to all of the States produces an additional
revenue yield of $1.4 billion (table 46,
col. 6).°

® These yields were derived as follows: Col. 1 represents
actual tax collections; col. 2 was derived by multiply-
ing the average effective tax rate by income class
of States allowing Federal tax deductibility to the adjusted
gross income, by income class of all States, regardless of
whether they have an individual income tax or not. Col.
3 was similarly derived except that the rates applied to the
income classes were the average of the rates used by States
not allowing deduction of Federal tax liability. The fig-
ures in col. 4 are the same as those in col. 3 but deflated
so that total tax collections under the representative tax
system equal actual total personal-income tax collections.
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TABLE 46.—Estimated Yield of Individual Income Levies, Under Alternative Standard Systems, by State, 1960

[In millions of dollars]
Hypothetical yields Difference between tax collec-
tions and hypothetical yield
Tax col-
State and region lections
1960 Federal | Federal | Represen-| (1)—(2) | (1)—(3) | (1)—(4)
tax de- tax non- tative Federal Federal |Represent-
ductible | deductible| system tax de- tax non- ative
ductible | deductible | system
1) @ 3 O ©) (6 O]

United States.................... 12,452 2,462 3,884 2, 452 —10 | —1,432|..........
NewEngland..................... 165 163 257 162 +2 —92 +3
Maine............coovviiiiiiin] e 8 12 7 —8 —12 -7
New Hampshire.................. 2 7 10 7 -5 —8 —5
Vermont..................oou... 11 3 4 3 +8 +7 +8
Massachusetts.................... 152 81 129 81 +71 +23 +71
RhodeIsland....................[....... ... 11 18 11 —11 —18 —11
Connecticut. . ........ovvvvenneni]onneennnn. 53 84 53 —53 —84 —53
Mideast.................... ... 1, 008 682 1,107 699 +326 —99 +309
New York........coooiiviiiin... 756 332 552 348 +424 4204 +408
New Jersey........ Y P 112 175 111 —112 —175 —111
Pennsylvania.................... 116 158 252 159 —42 —136 —43
Delaware..................o.o0.. 26 9 17 11 +17 +9 +15
Maryland....................... 85 52 81 51 +33 +4 +34
District of Columbia.............. 25 19 30 19 +6 —5 +6
GreatLakes...................... 211 558 862 544 —347 —651 —333
Michigan...................... ] o ol 117 181 114 —117 —181 —114
Ohio. .....ooiiiiiiiii i 171 146 224 141 —75 —153 —70
Indiana......................... 1 59 88 56 —58 —87 —55
Mhinois.. . ...t 187 293 185 —187 —293 —185
Wisconsin. . .............ouunn. 139 49 76 48 +90 +63 +91
Plains.............. ... oo 208 175 255 161 +33 —47 +47
Minnesota.............co.uiunn. 89 46 60 38 +43 +29 +51
Towa...........oocoiiiiail, 37 28 42 27 +9 -5 +10

i ¢ PP 153 53 85 53 0 —32 0
North Dakota.................... 5. 4 6 4 +1 -1 +1
South Dakota....................|.......... 3 5 3 -3 -5 -3
Nebraska...................... b, 15 22 14 —15 —22 —14
Kansas......................... 24 26 35 22 -2 —11 +2
Southeast......................... 367 304 479 302 +63 —112 +65
Virginia. ... : 77 39 60 38 -+38 +17 +39
West Virginia. ..o, 16 23 15 —16 —23 —15
Kentucky.............. ... ... 166 22 35 22 +44 +31 +44
Tennessee..............oooventt. 5 27 43 27 —22 —38 —22
North Carolina.................. 92 29 46 29 +63 +46 +63
South Carolina. ................. 32 13 20 13 +19 +12 +19
Geargia.................ooivenen 36 29 47 29 +7 -1 +7
Florida...........ccooovvviiiiafoiiia ot 54 89 56 —54 —89 —56
Albama............ ... ...l 28 22 35 22 +6 -7 +6
Mississippi. .. ......ooiiiiiiae 8 9 15 9 —1 -7 —1
Louisiana....................... 13 30 5t 32 —17 —38 —19
Arkansas.............. P, 10 14 15 10 —4 -5 ]
Southwest. ..............c..coonntn 34 152 243 153 —118 —209 —119
Oklahoma.............cooovieen 17 ¢ 35 22 —5 —18 —5
Texas. ....oiviiii i e e 106 162 107 —106 —169 —107
New Mexico..................... 17 9 15 2 —2 —8 —2
izona.................o ol 10 15 24 15 -5 —14 -5

See footnote at end of table.
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TaBLE 46 —Estimated Yield of Individual Income Levies, Under Alternative Standard Systems, by State,
1960—Continued

[In millions of dollars]

Hypothetical yields Difference between tax collec-
tions and hypothetical yield
Tax col-
State and region lections i
1960 Federal | Federal | Represen-| (1)—(2) | (1)—@) | (1)—(4)
tax de- tax non- tative Federal Federal |Represent-
ductible | deductible | system tax de- tax non- ative
ductible | deductible| system
1) 2) 3) 4) 5) (6) [6))

Rocky Mountain.................. 82 -50 78 49 +32 +4 +33
MONtANA. ... v voveevennecennnnn 11 8 12 7 +3 —1 +4
Idaho. .. ..o oviiiiinae e 20 6 9 6 +14 +11 +14
Wyoming. . .....ovvoninranreanefenenins s 4 6 4 —4 —6 =4
Colorado........covveeeneneaanns 35 23 36 23 +12 —1 +12
Utah. . oooeieeeeiaeiaeeans 16 9 15 9 +7 +1 +7
Far WesSt. . ...coovieeeneeeeeeennns 379 379 601 380 0 —222 —1
Washington. . ..........oooioiifiiiiiai. 43 65 41 —43 —65 —41
Oregon. .......oovvvenueanenns 95 24 38 24 +71 +57 +71
Nevada. . .....ovvvvnerenineeeessfieeiia. 5 8 5 —5 —8 —5
California. . ..........ooeeeennn 246 296 473 299 —50 —227 —53
Alaska.. .......cooiviiiinnn. 9 3 4 3 +6 +5 +6
Hawaii. .........ccoiiinnennnnn. 29 8 13 8 +21 +16 +21

1 Combined corporation and individual income taxes for New
Minor amounts of local corporation income tax for Kentucky, Missouri,

The differences between actual collec-
tions and those postulated if the Federal tax
is deductible are quite striking. Some of
the New England and the Mideastern
States collect far more from the in-
dividual income tax under the existing
rate structure than they would if the Fed-
eral tax were deductible. This is largely
because these States presently levy income
taxes which do not allow Federal tax deduc-
tions. With the exception of Wisconsin,
which relies heavily on income taxation, the
Midwest makes considerably less use of the
income tax than either the Mideast or the
average State.

The differences between actual collec-
tions and those under the average rates in
effect in the States which do not allow the
deduction of Federal income taxes are even
more striking. The only States which would
not gain considerable amounts of révenue
are, because of our method of averaging
existing rates, those presently levying the tax
without deductibilty at more than the aver-

Mexico are tabulated with individual income taxes.
and Ohio are tabulated with individual income taxes.

age rate. Those which would lose signifi-
cant amounts of revenue if the average
rates were applied include New York, Mas-
sachusetts, Wisconsin, Kentucky, North
Carolina, and Oregon.

Sales and Individual Income Taxes Com-
bined

Differences in taxing patterns between
the States relying primarily on the sales tax
and those relying more heavily on the indi-
vidual income tax suggest a combination of
sales and income levies to assess State-by-
State variations. Table 47 shows the actual
State and local individual income and sales
tax collections as a percent of disposable
personal income (excluding, alternatively,
all taxes and Federal taxes only) and of pur-
chases of goods and services. Individual in-
come taxes and sales levies account for 4.2
percent of disposable personal income and
5.7 percent of purchases of goods and serv-
ices on the average.
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TABLE 47.—Individual Income, Total Sales and Gross
System as Percents of Disposable Income,

and Services, by State

Receipts Taxes: Actual Collections and Yield of Representative
Personal Income Less Federal Tax and Nontax Payments, and Retail Sales

Individual income and sales and gross-receipts tax collections in 1960 as 2 percentage

of—
Disposable personal income | Personal income less Federal | Estimated retail sales and
State and region in 1959 tax and nontax payments| reccipts of services in
1959 1959
Actual tax Yield of Actual tax Yield of Actual tax Yield of

collections | representa- | collections | representa- | collections representa-

tive system tive system tive system
United States.................. 2 4.2 4.2 4.2 5.7 57
NewEngland............... e 1 4.0 3.1 4.0 4.6 5.9
Maine........................ 4.4 4.2 4.3 55 5.6
New Hampshire................ 4.7 2.5 4.7 3.2 59
Vermont...................... 4.5 4.7 4.3 5.8 5.3
Massachusetts. ................. 4.0 9 3.9 4.3 5.7
Rhode Island. ............ PP 9 4.0 5.9 5.9
Connecticut.................... 7 4.5 6.4
1 5.5
5.0

Maryland......................
District of Columbia............

Nebraska......................
Ka

Virginia.......................
West Virginia..................
Kentucky......................
Tennessee......................

SNAANANN A AW | 0| AP EOAL | B | Arowpn| s NREOAENA O >
PIN=ROBLVANL | VWVWRAPLLWI | NfVrou | gl waornom | = | xcowvnnm

TRttt B Bl B IS S Y I T YNery e Rl
RhpbnOrwLrANG [ dNOVrAN | V|| =omov]|oflwoenwocoxn | vl ve

TNRNRANANABND | N ANPAEAL | [ BRLLL | el rrvepn]aflbvos
NANONVAWILULV [N Rrmunowmo | offobromav| anflwavnos

RGNSt d e Enn i B Far T LA N FETFYOTITIny i N

NARLAOUNNVWALARAE || uJOdWLIA A VOO | Ol wowvwwa) v o

ANEEnNONonNRA | affunvrrans| sl rprvnn]a PNONW | e
RRONVALNONVYR | oo wor | ]l vowwa | mllombomoe | o

6.1
58
7.1
6.0
6.0
5.5
5.4
5.8
5.7
5.4
5.4
5.6
5.6
5.4
5.6
5.7
5.8
5.6
6.2
5.8
6.1
6.0
5.9
57
5.8
5.9
5.8
5.5
6.0
5.7
5.7
5.6
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TasLx 47.—Individual Income, Total Sales and Gross Receipts Taxes: Actual Collections and Yield of Representative
System as Percents of Disposable Income, Personal Income Less Federal Tax and Nontax Payments, and Retail Sales
and Services, by State—Continued

Individual income and sales and gross-rec;ipts tax collections in 1960 as a percentage
of—
Disposable personal income | Personalincome less Federal | Estimated retail sales and
State and region in 1959 tax and nontax payments receipts of services in
1959 1959
Actual tax Yield of Actual tax Yield of Actual tax Yield of

collections | representa- | collections | representa- | collections | representa-

tive system tive system tive system
Southwest. .. ..., 3.5 4.9 3.4 4.8 4.2 5.9
Oklahoma..................... 4.9 4.6 4.8 4.5 6.2 58
Texas. .....oovivveiiiiinn... 2.6 5.0 2.6 4.9 3.1 6.0
New Mexico. .............oue 6.0 5.0 5.8 4.9 7.3 6.2
Arizoma............ ..ol 5.9 4.8 5.8 4.6 7.0 5.7
Rocky Mountain. ............... 4.4 4.8 4.3 4.6 5.2 5.6
MORtANR . . .......ooviiiinn.., 3.5 5.1 3.4 5.0 3.9 5.8
Idabo................iiil, 4.2 5.1 4.7 5.0 4.4 53
Wyoming...........cocvvnnnnn. 4.0 5.1 3.8 4.8 4.8 6.0
Colorado. ..................... 4.5 4.6 4.3 4.5 5.4 5.6
.......................... 5.3 4.5 5.2 4.4 6.5 5.5
Far West. ..o vvvenennnninnnnnns 53 4.2 5.1 4.1 7.0 5.6
Washington.................... 7.0 4.4 6.9 4.3 9.1 5.7
Oregon........cooovvvuvvinnn.. 4.4 4.6 4.2 4.4 5.3 5.6
Nevada..........cooovevveinnnn. 5.3 5.5 5.1 5.3 4.3 4.5
California...................... 4.9 4.2 4.8 4.1 6.6 5.6
Alaska........................ 3.4 3.5 3.3 3.4 6.6 6.8
Hawaii........................ 10.2 3.3 9.9 3.2 17.2 5.6

Effective rates of the combined levies are
substantially above average in the South-
east and Far West. Rates in the New Eng-
land region are the lowest in the Nation.
Looking at individual States rather than
regional averages we find the lowest effec-
tive use of sales and income levies combined
in New Jersey, Nebraska, New Hampshire,
and Texas, in that order. The highest effec-
tive rates are found in Hawaii, Washington,
South Carolina, and Mississippi.

Specific Tax Rates and Income Flows

Comparisons of effective rates of tax for
property, sales, and income, presented
above, do not take account of the State vari-
ations in income flows. Unless the tax bases
are available to the States and localities they
cannot raise the revenue required. Simi-

larly, if the mcome resources are not avail-
able for payment of a standard tax rate on
the available tax bases, rates tend to be
adapted to the amount of income that is
available. By way of a summary measure
of the income constraint on State and local
taxation, the yields of a representative tax
system, at standard rates, are computed as
a percent of the income in each State.
Table 48 shows the aggregate incomes
in the States, and table 49 the yields of a
representative tax system in total and by
tax type. Table 50 supplements table 49 by
showing the major components of “all
other” taxes. The percent of income, which
implicitly would be required in each State
to finance a representative tax system with
its uniformly derived bases and standard
ratesis shownin table 51.
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TaBLE 48.—Income Amounts for Selected Income Series, by State, 1959
[In millions of dollars]

Income of families and
unrelated individuals,

1959 2
State and region Personal Income Composite
income, produced 4 series §
19591 Above mini-
Total mum
amount 3

United StAtes. . .o ovveevnereenrnenaeeennens 382, 583 331, 666 322, 873 481, 825 421, 999
NewEngland .......onoeeeerieeruinenniniinn, 24,786 21, 230 20, 865 28, 467 25,558
MADE. .« . oottt et e ie e eiaanns 1,724 1, 467 1, 418 1, 871 1,720
New Hampshire 1,192 1,090 1, 066 1, 363 1, 227
Vermont........oo.... 694 591 570 818 735
MassaChUSELES . « . .« .vovveeerrneernneennnn. 12, 387 10, 556 10, 388 14, 547 12, 985
Rhode ISIAnd. . . ..o voevneeiineinnneeeennnen 1.850 1,563 1, 527 2,071 1,872
CODNECHICUL . .« -« e e e e eeeeaneaenneeeenns 6,939 5,963 5, 896 7,797 7,019
MEAEASE. « - <« v veene e et eeiee e 95, 766 81, 209 79, 832 117, 669 103, 400
NEW YOrK. .o v e eeeeiee i ieaeneeens 45,016 37, 530 36, 940 57,777 50,118
NEW JETSEY ... vvvvereeeeeeeeeenseinnnnnnnns 15, 441 13, 708 13, 534 17, 946 16, 025
PEnnSYIVADIA . . . .. vveeneaee et 24,728 20, 994 20, 541 29, 664 26,312
DEIAWATE . .« o v oo eeeeeeeeeeraeeeenns 1,285 931 914 1,163 1,116
Maryland. ... .oovoe e ien e 7, 096 6,210 6,101 7, 806 7,075
District of Columbia. . . . .v.vvvvererneeennnn. 2,200 1,836 1, 802 3,313 2,753
GreatLakes. . . .... e 83, 065 71, 991 70, 566 106, 248 92, 706
MIChIgAN . . . .o\ vaeeeeeeaeaeiieeaenns 17, 469, 15,175 14, 880 21,280 18, 852
Lo PP 21,947, 18,992 18,614 27,717 24, 285
INAHADA. v oo eveee e e e e 9, 700 8, 544 8,343 12, 818 11, 113
THEROIS . 2« v ecneeeeeeeeeeieeaaeneeenenns 25, 643 21,993 21, 607 34, 209 29, 417
WESCOMSIN . « e v e veeveeeeeeieenenenneennnens 8, 306 7,287 7,122 10, 225 9, 039
PLains. . oo e e eeee et 30, 372 25,952 25, 050 39, 871 34,574
MEDDESOA . . -« v eee e ee e e e e e eneannenns 6, 658 5,918 5,751 8, 886 7,678
BOWRB. e vvee e e e e e et iee e eeenns 5, 409 4,544 4,386 7,163 6,197
MESSOUT . « e v eveeeneneeeeeeanaeenaaenns 9, 250 7, 563 7, 271 12, 028 10, 461
North Dakota. . .....ccvoevvennnnn e 976 859 822 1,358 1,163
South DAKOLA. ..o oo veeeeeneeenaeenaenns 1, 020 903 854 1, 502 1,263
Nebraska. . ... oooererrneneereeeneeaeennns 2,757 2,299 2,217 3, 802 3, 251
KADSAS. . . . ovveeeiee e e 4,302 3, 866 3,749 5,131 4,561
SOULDEASE. -+« o e et eie e 59, 995 52, 606 49, 708 76, 041 56, 847
VAEGIMIA. « + . eee e eee e e e ee e 7, 041 6,340 6,116 9, 046 7, 901
West VILGIDIR . . . o vvvoeeeeeeeeeneeenennnnns 3, 060 2,564 2,436 4,114 3, 562
KEDMUCKY - o e vvveeeaenereenenneeeenannns 4,564 4,015 | 3,766 6, 048 5,248
O PP 5, 348 4,703 4,420 6,690 5, 895
North Carolina. . .o..ovvneeeemnnernnennennn. 6, 752 5,703 5,376 9,315 8, 039
Sotth Carolina. . . «..ovvnerrenerenneecnnnens 3,157 2,722 2, 545 3, 850 3,438
GEOTRIA. .o - e e v e e oot ee et eeaaeaeens 6,075 5,359 5,075 7, 831 6, 852
3P PP 9,398 8, 556 8, 242 10, 844 9,761
AlGDAMA. .o o v oo s e et 4, 602 4,070 3, 811 5, 702 5,038
BSSISSIPPA . « « v v e e e e 2, 493 2,105 1,883 2, 844 2,592
LOUISIANA . « + + v e v e et eee e eeeenaaannens 5, 145 4, 459 4,216 7,063 6,074
ATKANSAS. - . oot 2,360 2,010 1,822 2, 692 2, 446
SOULRWESE. . < o et eeeeeein e e eeae e 26, 237 23,146 22,252 35, 968 30, 844
4,117 3,756 3,575 5,570 4,798
18, 033 15, 572 14, 963 24, 805 21,252
1, 689 1,521 1, 476 2,332 1, 996
2,398 2,297 2,238 3, 261 2,798

See footnotes at end of table.
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TaBLE 48.—Income Amounts for Selected Income Series, by State, 1959—Continued

[In millions of dollars]
Income of families and
unrelated individuals,
Personal 1959 2 I Co
i incom ncome mposite
State and region 1959 v produced * series §
Above mini-
Total mum
amount 3

8, 630 7, 652 7, 481 11, 225 9,757

1,319 1,133 1,103 1,748 1,516

1,186 1,073 1,043 1,504 1,319

728" 623 611 951 826

3, 776 3,313 3,244 4,726 4,144

1, 621 1, 510 1, 480 2,296 1,952

53, 732 47, 880 47,119 66, 336 58, 313

6, 350 5, 801 5,692 7, 811 6, 860

3, 865 3, 447 3,371 4, 488 4,016

757 672 663 1,080 910

40, 915 36, 269 35,725 50, 634 44, 476

555 512 505 699 615

1, 290 1,179 1,163 1, 624 1,435

1 As reported in U.S. Department of Commerce, Survey of 4 Estimated, 1959 (1957 estimates by National Planning
Current Business, A 1961. Association increased to 1959 on basis of percentage change
2 As reported by Bureau of the Census in series PC(1)C, in wages and salaries 1957-59).
General Social and Economic Characteristics of the U.S. 8 Composite of 1959 personal income (less Federal pay-
Census of Population: 1960. ments), incom produced (1959 estimated), and corporate
3 Excludes income of families with income under $2,000 net income in 1959.
and income of individuals with income under $1,000.
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| TaBLE 50.—Actual Tax Collection and Estimated Vield of Representative Tax System for Miscellaneous Taxes,

by
State, 1960
[In millions of dollars]
Severance Estate Document and stock
transfer
State and region .
Actual Yield Actual Yield Actual Yiz=ld
collec- of rcpre- collec- of repre- collec- of repre-
tions sentative tions sentative tions sentative
system system system

United States. . ................ 416.2 416. 2 412. 2 412.2 109.8 109.8
New England. ............. J R .5 47.2 41.3 1.3 4.8
Maine.............cooviiiiii]eniii. .1 3.2 2.3 ... .2
New Hampshire................]....c.ooeae. ™ 2.1 1.7 ..., 1
Vermont........... N AP .1 .7 T .1
Massachusetts. . ............... ..ol .2 20.5 18.1 1.3 3.1
Rhode Island. . ................|............ ™ 3.8 4.3 (..., 0.3
Connecticut. .. ....covvvvnvneennfimeneunennn. .1 16.9 14.1 (... ... 1.0
Mideast. . ..........covieiii i, 9.8 149. 4 129.4 78.1 51.1
New York. . ool 1.8 71.6 70.3 | 57.6 42.4
New Jersey. . ......oooiiiiiii e, .4 20.6 16.2 |............ 2.1
Pennsylvania............... R .2 51.1 30.6 20.5 4.6
claware. ... ... e e * 1.1 .5 ... .. ... .4
Maryland. . .................. . ]oooet. .4 5.0 7.2 * 1.3
District of Columbia............|[............ ™ | 3.7 |, .3
GreatLakes..................... 1.2 21.2 63.1 76.2 ...l 16.0
Michigan...................... .8 3.5 12.1 12.8 |............ 2.3
Ohio..........oooiiiiiiiiii i iian. 3.3 8.7 20.1 [.....n..ee. 3.6
Indiana...........c...ounen.. .4 2.4 7.6 6.4 |............ 1.0
Ilinois. . ........cooovieiiiiin ], 11.5 22.0 3002 | N 7.9
Wisconsin. . .............o.coo i, .5 12.7 6.6 |........ .. 1.2
Plains................coooin... 19. 4 25.9 25.0 28.3 . 9E 5.2
Minnesota..................... 14.6 2.2 7.1 5.4 9 1.4
Towa........cooooiiiiiiii e .6 7.3 50 [............ .6
Missouri.........coeivininaan.. ™ 1.1 53 8.9 ... .. 2.0
North Dakota.................. 2.5 2.0 .3 B I .1
South Dakota.................. .5 .3 .9 N T .1
Nebraska...................... 1.4 2.9 .4 3.4 (. ........... .5
Kansas..................c.0... .4 16. 8 3.7 4.6 |............ .5
Southeast....................... 152.7 91.7 40. 4 46.3 28. 4 9.9
Virginia.................oo.. .1 1.4 4.9 5.3 3.6 1.0
West Virginia. ................. ... 7.1 2.4 2.2 .4 .3
Kentucky................oonnn. .4 6.1 53 3.8 .8 .6
Tennessee. ........covveveeneen]iennaa.. .9 4.6 3.1 1.5 .8
North Carolina.................{c...cou.... .3 6.3 4.6 ............ .8
South Carolina.................|...ccoiiin... .2 1.6 2.3 1.3 .3
Georgia. ........coiiiieiiniin]iiiin .5 1.0 3.8 e, .9
Florida..............cc..uau... * 1.0 5.5 11.7 19.2 2.7
Alabama...................... 1.2 1.6 .6 2.4 1.2 .6
Mississippi.......oco00eniiian.. 10.2 6.4 .7 1.3 .4 .3
Louisiana...................... 136. 4 62.7 7.2 4.4 0............ 1.3
Arkansas...................... 4.4 3.5 .3 1.5 ... it .3
Southwest. .. ................... 230. 4 195.3 19.6 25.1 3 6.0
Oklahoma..................... 33.0 27.3 5.8 i 1 T .8
TeXaS. v oeie et 180.9 149. 12.6 19.5 3 4.2
New Mexico. ............... .- 16.5 16.8 .7 1.0 ............ .3
Arizona...............co.iiiideaniil, 2.1 .5 1.5 |oceeeaait, .7

See footnote at end of table.
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TaBLE 50.—Actual Tax Collection and Estimated Yield of Representative Tax System for Miscellaneous Taxes, by
State, 1960—Continued

[In millions of dollars]
Severance Estate Document and stock
transfer
State and region

Yi-ld Yield Yield .

Actual of repre- Actual of repre- Actual of repre-

collec- sentative collec- sentative collec- sentative

tions system tions system tions system
Rocky Mountain. ............... 9.9 29.9 10.1 6.9 ... 1.7
Montana. .......c.covveenennn. 3.0 3.6 l.g 1.% ............ .2
Idaho..........cciviiininann. 1 .4 . B 2 PN .2
Wyoming...........cooveeinn. 1 13.0 .3 - 2 P .1
Colorado. .........c.ccovvinnn. 2.8 6.8 6.2 3.6 ...t .9
Utah...........ooiiiiieinan, 3.9 6.1 1.0 I 2 P .3
Far West. . ...cvoveeeuannnnnnnnn 2.7 41.5 57.6 58.7 .8 15.5%"
Washington............coooviii]oieinnnn.. .4 8.9 5.0 .8 1.2
Oregon.........covvvnennnnnnn 1 .3 4.3 2.8 ..., .7
Nevada....................... ™ B I T e .2
California. . ................... 1.2 40.3 43.7 49.4 |............ 13.1
Alaska ........................ 1.4 .1 .1 [0 NN P .1
Hawaii.........ooviiieiiien]oenennnn. (&) .6 I 2 I .2
*Less than $50,000
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TABLE 51.—Yield of Represenative Tax System as a Percent of Personal and Composite Income, by State

Yield of representative .

tax system as pereent

Yield of representative
tax system as percent

' of— of—
State and region State and region
Personal | Composite Personal | Composite
income, income, income, income,
19591 1959 2 19591 19592
United States.................. 8.5 8.6 Sowtheast...................... 2.9 8.9
__________________ 8. 8.1 || Viginia...................... 9.2 8.2
New England 3 West Virginia ... 9.1 7.8
. entucky..................... 10.0 8.7
Maine....... RERERREEERRT PP 8.9 9.0 Tennessce .. .o oo 0 4 8 7
New Hampeshire............... 10. 1 9.8 North Carolina 9.8 8 2
Vermont..........covvvuvnnnn. 9.7 9.1 South Carolina . .. .. ... " 9 2 8‘ 5
Massachusetts. ................ 8.1 7.7 Mgt b . .
Geongis. . .................... 9.0 8.0
Rhode Island. ... 8.2 818 Florida.......0 0010l 10.8 10. 4
Connecticut...........cooou... 8.3 8.2 T Alabama. ... ... 19. 5 8 7
ississfppi.................... 0.0 9.6
Mideast........................ 8.2 7.6 Louisiama. .......ooommeoeo.. 11.3 9.6
Arkansas...................... 10.6 10.2
New York.................... 7.9 7.1
New Jersey..........oooovnnn.. 8.4 8.1 (| Southwest...................... 12.4 10.5
Pennsylvania.................. 8.5 7.9
Delaware..................... 7.9 9.1 Oklahoma.................... 10.7 9.2
Maryland..................... 8.2 8.3 Texas........................ 130 11.0
District of Columbia........... 8.8 7.0 New Mexico.................. 11.7 2.9
Arigona...................... 11.1 9.5
sreat Lakes. ................... 9.3 8.3
Great Lakes Rocky Mountain............... 11.8 10. 4
Michigan................c.e0n 2.0 8.4 Montana..................... 13.4 11.7
Ohio.........coiviiiiiin. 9.2 8.3
; Idaho........................ 12.3 1.1
Indiana...................... 9.9 8.6 A
P Wyoming..................... 14.8 13.1
Ill}noxs ....................... 9.3 8.1 Colorado . . . ... ... i 10. 8 9.8
Wisconsin..................... 9.4 8.6 Utah 1.4 9.4
Plains......................... 11.0 9.7 9.7 8.9
Minnesota. ................... 10.8 - 9.3 9.3 8.6
Towa........coiiiiiil 11.8 10.3 9.5 8.9
Missouri..................0... 9.4 8.3 11.2 2.3
North Dakota. ................ 14.2 12.0 9.8 9.1
South Dakota................. 14.5 11.7 5.8 5.2
Nebraska............. P 12. 4 10.5 7.6 6.8
Kansas....................... 11.6 10.7

! Personal income as reported in U.S. Department of Commerce Survey of Current Business, August 1961.
2 Composite of 1959 personal income (less Federal payments), income produced (1959 estimate), and corporate net

income in 1959,
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