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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.
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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.
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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
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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,
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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

6l



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, 1.9