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PREFACE

This is an almanac of the principal taxes involved in local, State,
and Federal fiscal relations

Public Law 380 of the 86th Congress requires the Advisory Com-
mission on Intergovernmental Relations to recommend, within the
framework of the Constitution, the most desirable allocation of reve-
nues among the several levels of government as well as methods of
coordinating and simplifying their tax laws,

This volume seeks to bring together the more important basic
data germane to these problems. Its publication accords with the
Commission’s duty to serve as a clearinghouse of information on inter-
governmental issues. It reflects a conviction that longstanding differ-
ences on solutions to intergovernmental problems are sometimes due
more to inadequate information than to real differences of opinion;
that with the benefit of full information, reasonable people stand a
good chance of reaching reconcilable conclusions.

The volume is in some respects incomplete. The number of tax-
ing jurisdictions in the United States now exceeds 80,000. Together
they employ most types of taxes. Only the more prevalent of these
and only those involved in intergovernmental relations are covered
here. The depth of treatment of the different taxes is itself uneven
because our information is less complete in some areas than in others.
Where it is relevant, a statement of this Commission’s recommenda-
tions for intergovernmental fiscal coordination is included.

Taxation in the United States, particularly at the local and State
levels, is continually changing, and a volume of this nature requires
periodic updating. The present volume represents a revised and
expanded version of a publication issued under the same title in Sep-
tember 1961. The additions include a chapter on interstate varia-
tions in State and local tax systems, one on property taxes, some
historical tax-rate tables, and data on State-collected taxes shared with
local governments.

The report will be revised again as developments warrant. This
will afford opportunities for improving further its coverage and accu-
racy. Users of the volume are urged to communicate to us its short-
comings.

Except where otherwise indicated, data on the provisions of State
and local tax laws were largely derived from Commerce Clearing



iv

House, State Tax Reporter, and the statistics on State and local finan-
cial operations from the publications of the Governments Division,
Bureau of the Census. The manuscript was reviewed by State officials
in the several States. Their generous cooperation is gratefully ac-
knowledged.

This is a staff information report and is to be distinguished from

Commission reports on substantive policy issues.
Wwum. G. COLMAN,

Executive Director.
L. L. Ecker-RAcz,
Assistant Director.
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Chapter 1
INTRODUCTION

We have called this volume Tax Over-
lapping because it is a familiar term likely
to attract reader interest. It is not an en-
tirely happy choice, however, both because
this publication treats of more than tax
overlapping and because this term carries
an odium to which we do not subscribe.
The use of the same kind of tax by two or
more levels of government is not poor pub-
lic policy in and of itself. It becomes poor
policy only when one level of government
uses a particular tax without regard for the
use made of it by another and in such a way
that (a) the cumulative tax take of all gov-
ernments does gross violence to an accepta-
ble pattern of tax burden distribution, and
(b) the overlapping is accompanied by in-
efficient use of tax enforcement resources
and needless taxpayer compliance burdens.

Tax overlapping concerns many people
for many reasons, some good, some less
good. A part of the aversion to tax over-
lapping is little more than a dislike for
paying more than one tax on the same in-
come, the same transaction, or the same
parcel of property—for diverse reasons, of
which the fact that the combined tax bill
is too large is only one. Tax overlapping
means preparing separate tax returns for
two or more separate tax administrations,
which implies waste. Tax overlapping
means also two sets of tax collectors, and
that is costly. And if two sets of auditors
review the same taxpayer’s records for
identical purposes on different days, the
waste seems compounded.

Out of this aversion to overlapping taxes
the citizen has evolved an image of a
utopia in which each level of government
is assigned its own private tax domain and
governments are enjoined to keep out of
one another’s fish ponds. The tax pro-
fession calls it separation of revenue
sources.

This kind of tax utopia is pleasant to
contemplate. It caters to man’s love of
symmetry and simplicity. Unhappily an
idle dream is all that it can ever be. Man’s
ingenuity has devised only so many kinds
of taxes, and there are not nearly enough
that produce good, fat revenues to satisfy
the States, counties, cities, towns, town-
ships, boroughs, school districts, and spe-
cial districts—over 80,000 of them—not to
mention the National Government.

Separation of revenue sources is unat-
tainable for another compelling reason as
well. A necessary objective of such sepa-
ration is to give each level of government
a tax whose yield will meet its revenue
needs. But needs change over time, not
only because the relative importance of the
different governmental functions changes
but also because in a dynamic society peo-
ple are increasingly on the move. The
relative yields of the different taxes also
change, both with long-run and with cycli-
cal changes in the economy. In the face
of these kinds of changes, any rigid revenue
separation plan would be obsolete before
it could even be formulated, to say nothing
of implemented.



This Nation’s governmental system pro-
vides some latitude for adjusting discrep-
ancies between revenue needs and a gov-
ernment’s own tax revenues through
grants-in-aid. Federal grants are used to
supplement State revenues, State aid to
supplement local resources. Federal aids
to State and local governments now ap-
proach, and State aids to local governments
have for some time exceeded, $10 billion
a year. If tax sources were rigidly sepa-
rated, these amounts would have to be
relatively much larger and far more varia-
ble.

The purpose of this volume is to present
an overview of taxes at the Federal, State,
and local levels, of their variety and inter-
relationships, and how they fit into the
pattern of government finances. In the
interest of perspective, this first chapter
presents a brief analysis of the magnitude,
direction, and general characteristics of
State and local finances discernible in the
fiscal developments of the immediately
preceding years.

Expenditure Developments

During the 10 years prior to 1962, an-
nual State and local expenditures for gen-
eral governmental purposes (current op-
erations, capital outlay, and interest on
debt), rose from $26 billion to nearly $60
billion, an increase of 129 percent (table
1)2 The rate of growth was somewhat
faster during the earlier than during the
later years of the decade, but not much
significance can be attached to this change
in pace. In the fiscal year 1952, national
economic policy objectives associated with
the Korean involvement restrained State
and local spending. Moreover, increases
in the prices of goods and services pur-

1 Because of rounding, detail in this and subsequent
tables may not add to totals.

4

chased by State and local governments
were more pronounced during the first
than during the second half of the decade
(20.5 percent for 1952-57 compared with
15.8 percent for 1957-62).

The factors that contributed to these
expenditure increases are familiar. They
were the byproducts of changes in popu-
lation, urbanization, industrialization, tech-
nology, and economic well-being. At the
same time the pay of State and local gov-
ernment employees improved and began
to approach earning rates in private em-
ployment.

Changes in the size of the population
and in prices alone account for a substan-
tial share of the rise in expenditures. If
the influence of these two factors is ab-
stracted from State and local expenditure
totals, by reducing them to per capita
terms in constant prices, the 1952-62 in-
crease is reduced from 129 percent to 39
percent (table 2).

About two-fifths of the $34 billion in-
crease in State and local government gen-
eral expenditure (nearly $14 billion) is
accounted for by public education and re-
flects the rise in the school-age population
and in teachers’ salaries over the past dec-
ade. While the Nation’s total population
rose 18.5 percent between 1950 and 1960,
two groups that require particularly costly
government services—the school-age popu-
lation and the aged—increased respectively
47 percent and 35 percent. Public school
enrollment rose 43.1 percent. The average
monthly earnings of public school em-
ployees rose by 60 percent (1952-62).
Since 1952 the dollar expenditure for local
public schools has increased 153 percent.
The increase in the per pupil cost has been
only about half as great.

About one-sixth of the $34 billion in-
crease in State and local spending during
the decade was accounted for by highways.



TaBLE 1.—Sources of State and Local Government Financing, 1952 and 1962
(Dollar amounts in millions)

Net increase
Item 1962 1952
Amount Percent
Expenditure
General eXpenditiIe . ..........vuuuereevioceroreeivnrnonnnnnny $59,714 $26,098 $33,616 128.8
Education ........cciuiiiiiniiiiiiriiieiiin i 21,921 8,318 13,603 163.5
HIghways ... ... . iuiiiiirieneirentniiareeeionianenenenn. 10,341 4,650 5,601 122.3
Public welfare, health, and hospitals ,....................... 9,439 4,973 4,466 89.8
O RET L .i ittt ettt iirnenanenssonsratsasiarneaannesncnons 18,018 8,157 9,856 120.9
Insurance trust, liquor stores, and utility expenditure .,.......... 10,404 4,765 5,639 118.3
Total expenditure . .........ccovvvieveiiinniniriieereinnnn, 70,118 30,863 39,255 127.2
Revenue
Intergovernmental revenue (Federal) ............c.oovivnieininn. 7,857 2,566 5,201 206.2
General revenue from Own SOUTCES ., ... .coueirussrronesernnssns 50,356 22,615 27,741 122.7
B> (- P R 41,523 19,323 22,200 114.9
PIOPEILY L. iuvirrereesanessnossossascncnnsnons cevee 19,056 8,652 10,404 120.2
Sales and Gross receipts ..........o.iuirireniiirisneenns 13,510 6,357 7,158 112.5
General $ales ... ...t iienin e araaesieans 6,085 2,598 3,487 134.2
Other ... i i i e e 7,425 8,759 8,666 | 97.5
Individual income® ...........ciiiiiiiionaas PR 3,036 1,006 2,030 201.8
Corporation income? ,....... e e, 1,308 838 470 56.1
L0 1T 4,612 2471 2,141 86.6
Charges and miscellaneous .............. ..o, 8,833 3,292 5,541 168.3
Total general TEVENMUE ,.......coviiiuneinninesinesnrnnees 58,214 25,181 33,083 1812
Insurance trust, liquor stores, and utility revenue 11,359 5,832 5,527 94.8
Total TEVENUE . ..., e.vut'vuruvnensninsrarnaannsnenesons 69,573 31,018 38,560 124.3
Debt outstanding at end of year .., .... e i i i 81,048 50,100 50,948 169.3
Cash and security holdings ............c.cviiiiviiinin i 64,126 33,959 30,167 88.8
TTUSt ACCOUNLS ... .\t ineinnnirarananaseencnens 30,599 15,258 15,341 100.5
AlL Other . .viuiiniii ittt iirireniaaaaneaens 33,528 18,702 14,826 79.3

1 A minor amount of corporation income tax revenue is
included with individual income tax.
Source: U.S. Bureau of the Census, Historical Summary

This was occasioned by the need of an
increasingly mobile population with ever
more automobiles for more and better
roads. By 1962 motor vehicle registrations
were about half again as high as in 1952.
Highway expenditures relative to the num-
ber of motor vehicles registered increased
about 50 percent.

An eighth of the $34 billion rise went
into public welfare, health, and hospital
programs, State and local expenditures
for these related functions were $4.5 bil-
lion more in 1962 than in 1952, a 90-per-
cent increase. Again, after allowance for
the extraordinary rise in the dependent
population, young and old, the expendi-
ture increase was significantly smaller.

of Governmental Finances in the United States, 1957 Cen-
sus of Governments, Vol, IV, No. 3; and Governmental
Finances in 1962, October 1963.

And it was still less after adjustment for
increased living costs.

Population increases and price changes
explain a large part but not all of the ex-
penditure increases. Presumably some
qualitative and quantitative improvements
occurred in services, but the details are
obscured by the inadequacy of units-of-
service and productivity data.

The increased share of State and local
governments in the Nation’s economy was
reflected in the growth of their expendi-
tures in relation to GNP, from 7.5 percent
in 1952 to 10.8 percent in 1962. During
this time, however, the State-local share in
total expenditures for domestic govern-
ment remained remarkably constant. In
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1952, 73.5 percent of total expenditures
for civilian government (excluding de-
fense, expenditures for past wars, etc.) oc-
curred at the State and local level; 26.5
percent at the Federal level. In 1962 the
corresponding shares were 73 percent and
27 percent. Very little change occurred,

moreover, in the division between local
governments and the States. In 1952 their
respective shares were 66.8 percent and
33.2 percent; in 1962, 65.9 percent and
34.1 percent. No significant intergovern-
mental shifts in responsibilities for func-
tions were noted.

Governmental Expenditure for Civil Functions,? by Level of Government, 1952 and 1962

(Dollar amounts in millions)

1962 1952
Level of government Percent Percent Percent Percent
Amount distri- of Amount distri- of
bution GNP bution GNP
Federal...................... $22,136 27.0 4.0 $9,416 26.5 2.7
State. . ...t 20,373 249 8.7 8,653 244 2.5
Local,,...................... 39,340 48.1 7.1 17,444 49.1 5.0
Stateand local,............... 59,714 73.0 10.8 26,098 7385 7.5
All governments, . ......... 81,850 100.0 14.8 35,513 100.0 10.2

1 Excluding Federal expenditure for national defense, international affairs and finance, space technology, veterans’

benefits (except education), and interest on debt.

Some of the factors accounting for the
increases in State and local expenditures
during the past decade are likely to remain
operative during the balance of the 1960’s.
The most important of these are (a) in-
creases in total population, (b) increases in
the relative importance of the school-age
and the aged segments of the population,
(c) increasing urbanization, and (d) rising
standards of living. In short, State and
local expenditures will continue to in-
crease because the numbers served are in-
creasing, families are growing larger, more
of the children are going to school and
staying longer, more time is spent in rec-
reation with benefit of more elabo-
rate recreational facilities, etc. As eco-
nomic affluence increases, the people’s taste
for more and better amenities of living
grows apace. Other factors are likely to
exert an influence in the same direction:
a dynamic business community geographi-
cally more and more competitive, requir-
ing well-trained labor and good community
facilities, and exhibiting sensitivity to the
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desires of its employees for the amenities
of a pleasant environment; and a nation
internationally involved and committed to
an ideological race for the minds and
hearts of emerging peoples. This combi-
nation of influences points to rising gov-
ernment expenditures. And since the
National Government’s role in the provi-
sion of domestic governmental services is
secondary, the focus of this increased ac-
tivity concentrates on the State and local
level.

State and local governments financed the
increases in their expenditures over the
past decade in traditional ways out of their
conventional sources, principally taxes,
some nontax revenues, Federal aid, and
borrowing.

Tax Revenues

To finance the $34 billion addition to
their expenditures between 1952 and 1962,
State and local governments increased their
tax collections by $22 billion (115 per-
cent), raising their annual take to $41.5



TABLE 2.—State and Local Government Finances, in Current and Constant Prices,
Selected Years, 1938-62

(Dollar amounts, except per capitas, in millions)

General Direct Increase or
Y revenue Tax Federal general Capital decrease (—)
car from own revenue aid expendi- outlay in debt
sources ture during year
TOTAL IN CURRENT PRICES
$8,428 $7.605 $800 $8,757 $1,858 $—26
8,664 7,810 945 9,229 2,515 220
9,560 8,528 858 9,190 1,477 —570
9,954 8,774 954 8,863 709 —1,294
11,501 10,094 855 11,028 1,305 —754
15,389 13,342 1,861 17,684 3,725 1,841
18,425 15,914 2,486 22,787 6,047 3,116
22,615 19,323 2,566 26,098 7,436 1,984
26,046 22,067 2,966 30,701 9,125 5,149
31,332 26,368 3,335 36,711 11,407 4,601
86,354 30,380 4,865 44,851 13,986 5,148
43,530 36,117 6,974 51,876 15,104 5,845
50,356 41,523 7,857 59,714 16,719 6,025
TOTAL IN CONSTANT PRICEs (1954 = 100)
$19,419 $17,523 $1,843 $20,177 $4,281 $-60
19,736 17,790 2,153 21,023 5,729 501
19,197 17,124 1,728 18,454 2,966 ~1,145
18,231 16,070 1,747 16,233 1,299 —2,370
18,256 16,022 1,357 17,505 2,071 -1,197
19,406 16,825 2,347 22,300 4,697 2,322
22,013 19,013 2,970 27,225 7,225 3,723
28,855 20,383 2,707 27,530 7,844 2,093
26,046 22,067 2966 30,701 9,125 5,149
28,851 24,280 3,071 33,804 10,504 4,237
30,992 25,899 4,147 38,236 11,928 4,389
35,162 29,174 5,633 41,903 12,200 4,721
38,062 31,385 5,939 45,185 12,637 4,554
PER CAPITA IN CONSTANT PRICES

1988, .. .......... .. $149.58 $134.97 $14.20 $155.42 $32.98 $-0.46
1940, .. ............ 149.38 184.65 16.30 159.12 48.36 3.79
1942, ..., 142.35 126.98 12.78 136.84 21.99 ~8.49
1944 ...l 181.73 116.12 12.62 117.29 9.39 -17.12
1946, .. ............ 129.12 113.82 9.60 123.81 14.65 —8.47
1948 .. ... 182.35 114.74 16.01 152.08 32.03 15.84
1950, .............. 145.13 125.35 19.58 179.49 47.63 25.54
1952, .............. 151.92 129.80 1724 175.32 49.95 13.33
1954, ... 160.36 185.87 18.26 189.08 56.18 31.70
1956, .............. 172.49 145.16 18.36 202.10 62.80 25.33
1958, .............. 178.90 149.50 23.94 220.71 68.82 25.33
1960, .............. 195.36 162.09 81.30 232.82 67.78 26.23
1962............... 204.83 168.90 31.96 242.89 68.01 24.51

Source: U.S. Bureau of the Census, Historical Summary

of Governmental Finances in the United States, 1957 Census

of Governments, Vol. IV, No. 3; and Governmental Finances in 1962, October 1963. Constant price data computed by the

Advisory Commission on Intergovernmental Relations.

billion by the fiscal year 1962. The share
of net national product taken by State and
local taxes increased from 6 percent to 8.2
percent. During the same period, how-
ever, the Federal tax take declined at pre-
cisely the same rate, with the result that

the share of net national product claimed
by all taxes—Federal, State, and local—
remained unchanged. It was 24.5 percent
in 1952, and after a temporary decline, re-
turned to 24.5 percent by 1962.

Local taxes.—A striking feature of recent
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Governmental General Expenditure and Tax Collections as a Percent of Net National Product,
Selected Years 1932-62

Year All governments Federal State Local
DIRECT GENERAL EXPENDITURE
1982, 28.1 7.8 3.9 11.4
1938, . e 21.0 9.7 3.3 8.0
1942, o e e 29.2 23.0 1.9 4.3
1948 20.5 18.3 2.5 4.7
1952, . 28.3 20.2 2.7 5.4
1957, e 27.1 17.1 34 6.6
1962, .. i i 29.4 17.6 4.0 7.8
TAX COLLECTIONS
1932, 15.7 8.6 3.7 8.4
1988, 16.7 6.9 4.0 58
1942 v 14.0 8.2 26 3.1
1948 . 21.0 15.5 2.8 2.7
1952, o 24.5 18.5 8.1 29
1957, 24.3 17.2 3.6 3.5
1962, ...t 245 16.3 J 4l 41

tax developments has been the perform-
ance of the property tax. Most of the
States have left this tax area to their subdi-
visions, encouraged to do so both by the
revenue needs of local governments and by
a consensus that the property tax had little
to recommend it and much to condemn it.
It is, therefore, all the more surprising that
nearly half of the decade’s $22.2 billion tax
increase came from this source. Collec-
tions rose from $8.7 billion to $19.1 bill-
ion. And the upward trend is continuing.
For the 12-month period ended December
1963, property tax collections are reported
- to have topped $21 billion.

The $10.4 billion rise in property tax
revenue over the past decade, almost en-
tirely at the local level, represents a slightly
greater rate of increase than that for all
other State and local taxes combined. It
produced 45.9 percent of all State and local
tax revenue in 1962, compared with 44.8
percent in 1952. In other words, the
property tax is more than holding its own.

Several factors appear to have played a
part in the productivity of the property
tax. For one, local governments dare with-
out an alternative. Their respective State
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governments charge them with responsi-
bility for providing essential government
services but, with few exceptions, give
them neither sufficiently productive non-
property tax sources nor adequate financial
aid to enable them to forego property tax
increases. Moreover, new construction
and increased urbanization have created
new taxable values. Improved assessment
administration has also added to the tax
base. Some States have themselves con-
tributed by mandating improvement in
the quality of assessments, by making State
aid conditional on such improvement, and
by lending support to the efforts of the
courts to reduce assessment inequalities.
Improved administration was sparked also
by property owning groups, notably rail-
roads and other public utilities, because
they believed themselves relatively over-
taxed; by functional groups (education),
seeking additional financial support for
their programs; by the assessment profes-
sion, sensitive to its public posture; and by
political leadership, increasingly aware that
the quality of administration of the prop-
erty tax in a community has an important
effect on the image it presents to business



in search of new sites. New construction,
higher property values, and improved as-
sessment administration are believed to
have accounted for about two-thirds of the
added property tax revenue over the past
decade; increases in tax rates, for the bal-
ance.

In some States, local governments—prin-
cipally cities—are supplementing the prop-
erty tax with other taxes. The over-all
ratio for the Nation is about 1 to 7. In
about one-fifth of the States, local govern-
ments derive more than 20 percent of their
tax dollars in this way, but in a third of
them, the share is less than 5 percent (table
3). Instances can be found of local use of
virtually every kind of tax, but, aside from
the usual license taxes, sales, public utility,
and income taxes are the only significant
producers, and they are localized in a few
States.

The weak showing of nonproperty taxes
for the country as a whole is explained
partly by a lack of enabling legislation—
the authority to levy them locally. The
more important explanation, however, is
that, unless there is State assistance, these
taxes are unsuitable for local use except
in large cities. Local governments, par-
ticularly small ones, find it difficult, if not
impossible, to make effective use of these
nonproperty taxes. It is uneconomical for
them to finance an effective tax collection
effort, and intercommunity competition
for business and industry restrains them.
There is always the fear that a city sales
tax will drive trade to the suburbs and vice
versa, or that a tax on wages and salaries
will alter competitive relationships be-
tween employment centers and discrimi-
nate between employees who live within
and those who live outside these centers.
Some States have alleviated this problem
by authorizing local governments to im-
pose sales taxes, patterned after and col-

lected together with the State’s own tax.
This places the quality of State tax admin-
istration at the disposal of local govern-
ments and reduces collection costs; and the
ready availability of a particular tax on a
uniform basis to all local communities
restrains the inclination toward tax com-
petition among communities.

State taxes.—At the State level a large
part of the expenditure increase of the
past decade was financed by consumer and
income taxes. From 1952 through 1962
State collections from all sources increased
by $10.7 billion. This about equaled the
increase in property taxes alone and cov-
ered almost a third of the $34 billion rise
in State and local spending. Of the in-
creases in State collections, consumer taxes
provided about 60 percent; income taxes
about 20 percent.

The general sales tax has proven to be
the most responsive State levy. Its yield
increased about 130 percent during the
decade, to over $5 billion by 1962. Several
factors played a part. There is no national
sales tax to impinge in this area. The
volume of retail sales rose 45 percent. Five
additional States introduced the tax for the
first time, making a total of 87 that now
have this tax; they account collectively for
about 75 percent of retail sales in the
country. Most of the populous industrial
States now have established sales taxes.
Several States broadened the base of their
tax, and many raised tax rates, some more
than once. During the decade the median
sales tax rate moved from 2 percent to 3
percent.

Among the selective excises, the gasoline
tax has been most active. Its yield doubled
during the decade to $3.7 billion. The
favorable matching provisions of the Fed-
eral highway grant, particularly the 90:10
provisions of the Interstate Highway Pro-
gram, are exerting pressure on the States
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TABLE 3.—Percentage Relationships Between Selected Items of State and

Local Government Finances, by State, 1962

Federal aid . State direct
as percent a‘zta:,;lgt State taxes | Property taxes onLc;cale it gengr_al
State of State of local as percent as percent of | MOPPTOPSILY | expen jare
and local eneral of Stateand | total State and €s fa: cal sas Percanlt o
general rgevenue local taxes local taxes pefcenlt of tota dgate and local
revenue e | Cenpeiture.

Alabama. .. ........ 24.1 40.4 69.7 20.8 44.2 47.6
Alaska,............ 34.0 35.6 70.3 22.2 26.0 67.6
Arizona............ 16.4 33.2 56.4 48.7 8.0 40.5
Arkansas,.,.....,... 24.0 36.8 68.9 28.9 7.5 50.9
California, ,........ 14.0 82.2 45.8 50.4 11.9 28.2
Colorado, .......... 15.9 31.0 48.5 48.5 8.6 32.2
Connecticut, ., ...... 10.7 15.4 46.6 52.9 .8 40.6
Delaware, . ......... 9.8 49.9 779 20.9 6.0 50.7
Dist. of Col., ,....... 268 L. e 37.0 630 f..............
Florida............. 10.8 22.7 524 41.8 16.5 32.2
Georgia,........... 19.5 34.6 64.7 315 11.2 41.6
Hawaii,.,.......... 19.4 27.7 76.1 16.0 33.0 65.1
Idaho,............. 21.8 25.8 53.7 47.7 2.3 45.6
Ilinois, ............ 11.2 19.6 40.2 53.2 11.2 29.8
Indiana,,.......... 10.8 26.7 44.4 56.1 5 32.8
Towa, .. ............ 12.3 21.7 43.3 56.6 1.3 35.9
Kansas,............ 18.1 24.0 44.2 56.0 2.9 33.4
Kentucky,.......... 20.2 33.3 66.8 30.2 20.5 57.7
Louisiana. ,........ 20.0 494 74.2 22.6 22.1 52.2
Maine, ............. 14.7 15.8 45.1 55.6 8 49.3
Maryland. ., ........ 12.0 36.9 56.6 41.8 8.6 30.6
Massachusetts. .. .. .. 111 24.8 39.2 60.1 1.3 20.8
Michigan. ., ,....... 11.1 31.6 53.0 49.4 1.1 34.3
Minnesota, ,........ 12.2 30.3 46.5 54.8 2.8 295
Mississippi,......... 20.7 42.6 64.6 29.8 19.4 44.6
Missouri, ., ,........ 18.0 20.4 48.6 42,5 18.7 40.9
Montana. .......... 20.9 16.0 4.4 56.6 5.7 476
Nebraska.,.,....... 154 16.8 35.6 70.3 7.5 34.7
Nevada,............ 18.5 28.9 59.3 32.7 25.4 42.1
New Hampshire, ,, .. 17.8 7.0 875 63.3 9 47.4
New Jersey,,....... 8.7 18.5 28.9 64.8 9.0 25.6
New Mexico 22.4 48.5 73.6 25.1 24.9 47.2
New York, ......... 7.1 28.5 43.1 43.9 23.0 22.2
North Carolina. , ... 15.2 50.5 72.9 28.0 3.5 37.9
North Dakota. .. ..., 15.8 19.0 46.4 53.6 3.4 47.3
Ohio............... 12.7 26.4 4.7 52.1 9.4 28.0
Oklahoma, . ........ 21.6 33.0 67.5 31.0 4.7 51.8
Oregon,............ 18.9 25.9 51.2 47.2 34 45.0
Pennsylvania, ., ..., 10.9 24.8 53.3 35.6 23.8 38.7
Rhode Island, . ... .. 13.6 20.1 50.6 48.5 1.8 46.3
South Carolina. ., ,.. 17.5 43.0 73.6 26.7 7.3 49.2
South Dakota, ...... 24.0 11.5 38.1 58.0 6.3 51.3
Tennessee. ,........ 20.3 36.1 62.5 33.3 11.2 40.2
Texas,............. 13.7 26.5 53.4 45.5 7.0 347
Utah,,,............ 20.0 34.6 56.5 43.3 11.9 44.8
Vermont. .......... 29.4 20.7 55.4 44.0 2.3 60.6
Virginia, ........... 16.3 30.5 57.7 36.0 20.7 39.8
Washington, ., ...... 14.1 39.2 68.8 31.0 16.0 42.2
West Virginia, .. .... 19.1 34.8 69.4 27.2 11.3 55.1
Wisconsin, ,........ 11.2 374 46.9 55.9 1.7 25.2
Wyoming........... 31.1 33.5 53.8 53.5 56 47.0

United States, 18.5 28.5 49.5 45.9 12.1 34.1

Source: U.S. Bureau of the Census, Governmental Finances in 1962, October 1963.
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to find matching money—by increased tax
rates if necessary. On the basis of national
consumption of motor fuel, the combined
State-local average tax rate moved from
about 414 to 514 cents per gallon between
1952 and 1962.

The yield of taxes on tobacco products,
chiefly cigarettes, increased by 140 percent,
but has only now moved into the billion-
dollar class. The average State-local tax
rate has nearly doubled over the past 10
years. The Jenkins Act, enacted by the
Congress in 1949, has effectively stopped
the shipment of untaxed cigarettes into
States that have cigarette taxes by requir-
ing the name and address of the consignee
with quantities shipped to be reported to
the tax administration in the receiving
State.

During the decade, State individual in-
come tax collections moved from less than
$1 billion to nearly $3 billion. The in-
crease in corporate income tax revenues
was substantially lower (56 percent). To-
gether, income taxes contributed $2.5 bil-
lion toward financing the $34 billion
increase in State-local spending. Reflected
in these aggregates are two new corporate
income taxes, larger corporate profits, and
increased personal income. One of the
only four new personal income tax enact-
ments during the past 25 years (the In-
diana flat-rate tax) became effective only
this year (1964).

Individual income taxes, which at last
report (December 1963) were producing at
an annual rate of $3.4 billion, reflect a 56
percent increase in national income and a
37 percent increase in per capita income
since 1952. Other contributors to reve-
nue were improved tax administration,
facilitated by the adoption of withholding
at the source, and increased tax rates at
the lower and middle income levels.

State income tax rates remain relatively

moderate. For a married couple with two
dependents, effective rates range from less
than 1 percent at the $5,000 income level
in 26 States to a high of 5.5 percent at the
$25,000 level in one. Only 4 States have
effective rates of 5 percent or more for
$25,000 incomes.

The deductibility for Federal income tax
purposes of taxes paid to States has not
had the anticipated effect on State tax
policies. While the high Federal marginal
rates reduce substantially the net burden
imposed by State tax rates in the upper
brackets, the States are limiting their top
rates to around 10 percent and have con-
centrated their rate increases in the lower
and middle brackets. Indeed, about half
of the States allow the Federal income tax
as a deduction for purposes of their own
tax. Moreover, since State personal in-
come taxation has not yet penetrated most
industrial States, 40 percent of the Nation’s
population and a sizable portion of total
personal income is still free of State income
taxation.

The aggregate contribution of the in-
heritance, estate, and gift taxes to State
and local revenues has been rising, but by
1962 had reached only $500 million. This
amounted to a $300 million increase over
1952, attributable almost totally to higher
property values.

Borrowing

By the end of the fiscal year 1962, State
and local debt exceeded $81 billion. At
this writing (early 1964) it probably ex-
ceeds $90 billion, since debt offerings were
at record levels in 1963. The correspond-
ing total at the close of World War II was
$16 billion. During the 1l-year period
1952-62 alone, the increase was $51 bil-
lion. These are large magnitudes, to be
sure, but State and local governments bor-
row only for capital purposes. They do
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not borrow (with minor exceptions) to
cover operating costs. The accelerated
mobility of the population appears to be
contributing to voter acceptability of bond
proposals, under the rationale that those
not now in the community, who will also
benefit in the future from the new capital
improvements, should help to pay for
them.

In the 1952-62 period, State and local
governments invested $136 billion in capi-
tal improvements. Simultaneously, the
cash and security holdings in their work-
ing balances, bank accounts, and reserves
for debt repayment rose by nearly $15 bil-
lion. These numbers suggest that the net
worth position of State and local govern-
ments must have improved significantly
despite their increased debt liabilities.

General Trends

As the foregoing summary makes clear,
the better-than-10-percent average annual
increase in expenditures during the past
decade was accomplished within estab-
lished patterns and without conspicuous
changes in financing methods. The ma-
jor components—taxes, borrowing, and
Federal aid—as well as the shares of the
major tax groups within the tax system,
stayed remarkably stable. The major vari-
ables moved in parallel lines.

The annual amount of Federal aid to
State and local governments increased from
$2.6 billion to $7.9 billion, but these in-
creases financed only 16 percent of the
$33.6 billion increase in State and local
spending. These governments financed
84 percent of the increase from their own
resources.

The State-local division also held steady.
While State aid to local government rose
from $5 billion to $11 billion, its share of
local revenues actually dropped from 30 to
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28 percent. The proportion of local edu-
cation and public welfare expenditures
financed from State aid remained un-
changed, and of highway expenditures in-
creased only 2 percentage points.

Admittedly the stability of the national
fiscal aggregates over the past decade masks
substantial variety—differences in pace, if
not in direction. Eight large industrial
States account for half of all State and local
operations. As they move, so move the
national totals, and they tend to move to-
gether, albeit each with its own timetable.

Within this governmental organization,
differences in pace are inevitable. Within
it, the National Government concentrates
largely on international responsibilities
and leaves domestic government to the
States and their subdivisions. The States
in turn follow their individual preferences
in sharing that responsibility with their
local units, which they match with their
individually designed allocation of fiscal
resources. In New Jersey, local govern-
ments account for 71 percent, the State for
29 percent of aggregate collections; in
nearby Delaware the relationship is re-
versed (22 percent and 78 percent). In
New Jersey, property taxes supply two-
thirds of all tax revenues; in Delaware,
only one-fifth (table 3). In Delaware, in-
come taxes produce 37 percent of aggre-
gate State and local tax revenues; in New
Jersey, only 2 percent.

Since the needs of the different functions
and the productivity of the different reve-
nue sources are continually changing, the
balance between requirements and re-
sources at the different levels is changing
too. Much of this volume is concerned
with the role of the different groups of
taxes in meeting revenue requirements at
the State and local level and with the inter-
governmental relationships this entails.



Chapter 2
EXTENT OF TAX OVERLAPPING

Tax overlapping—the practice of two or
more governments levying on the same
subject or object—is as old as the United
States itself. All local governments as well
as the States have always, or nearly al-
ways, levied property taxes. The Federal
income tax that was enacted during the
Civil War and repealed in 1872 overlapped
the income taxes of Southern and some
Eastern States. During the Civil War and
again during the Spanish-American War,
Congress enacted death duties (excises on
legacies), which overlapped some State
levies. Also in a sense the 19th-century
Federal liquor taxes, especially the occu-
pational licenses, overlapped similar State
imposts.

A checklist of the different kinds of taxes
known in the United States contains a
significant number used simultaneously by
both Federal and State governments and,
not infrequently, by local governments.
This is true of individual and corporation
income taxes, death and gift taxes, and
taxes on motor fuels, alcoholic beverages,
tobacco products, amusements, and public
utilities. The principal exceptions are
customs duties, which are levied only by
the Federal Government, and property,
general sales, and motor vehicle license
taxes, which are levied only by State and
local governments.® Although the Federal
Government does not have a general sales

1 The Federal Government now levies a use tax on trucks
weighing over 26,000 pounds and during World War II
levied a $5 use tax on automobiles.

tax, its present excise structure consists of
a variety of selective excises on commodi-
ties and services that are also subject to
State general sales taxes.

The tax revenue sources of the three
levels of government have been grouped
for analytical purposes into 14 broad cate-
gories (table 4). As the foregoing discus-
sion suggests, however, the data in the
table do not provide a qualitative measure
of the extent of tax overlapping in the
United States. They exaggerate it. A
grouping of the wide variety of taxes used
by the numerous taxing jurisdictions within
the United States into a manageable num-
ber of classes brings together, within any
one category, imposts that are similar in
general characteristics but differ in impor-
tant respects. This applies even to the
“property” tax category, which includes,
in addition to general property taxes, a
number of special levies on particular
categories of property—some intended to
approximate income taxes, others to assess
particular businesses. Some jurisdictions
substitute personal property taxes on motor
vehicles for other kinds of motor vehicle
taxes. In some States, taxes based on the
volume of business done by particular cor-
porations, such as banks, insurance compa-
nies, and utilities, are substitutes for in-
come or property taxes, although they are
not so classified in the statistics. Despite
their limitations, the broad categories used
in this study serve the general purpose of
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. THE NATIONAL TAX PIE

1962 Tax Collections in Millions

Individual income

Corporation Selective sales and
income gross receipts

$19,71

$48,607

Property General sales and

gross receipts Inherltance,. Motor vehicle and
estate, and gift operators’ licenses

D

$1,790

=] Federal
LEGENDY /] State

Local




TAsLE 4.—Federal, State, and Local Tax Collections, by Source,! 1962

Amount (millions) stmbutxon( ;ggggt)governments
Tax All Al
govern- Federal State Local govern- | Federal | State Local
ments ments
Indivi i e $48,607 $45,571 $2,728 $308 100.0 93.8 5.6 0.6
c%?;ﬁfﬁ?:,ﬂ;ﬁfm ,,,,,,,,,,, 21,831 20,523 1,308 @) 100.0 94.0 6.0 ®
Inheritance, estate, and gift ..., 2,582 2,016 516 ® 100.0 79.6 20.4 ®
Sales and gross receipts, total, ,, 26,815 13,428 11,915 1,472 100.0 50,1 4.4 5.5
Customs duties ,.......... 1,142 L 100.0 1000 |......oiifounnnnn .
Gi’éﬁé?éé“’f‘.‘ mdgms ,,,,, 5962 .......ues 44,988 974 1000 |......... *83.7 16.3
Selective sales and gross
receipts, total ., gr ....... 19,711 12,286 6,927 498 100.0 62.3 35.1 2.5
Motor fuel ........... 6,153 2,451 3,665 37 100.0 39.8 59.6 6
Alcoholic beverages ..., 4,013 3,248 740 25 100.0 80.9 184 6
Tobacco ....... cere 3,160 2,022 1,075 63 100.0 64.0 34.0 2.0
Amusementss ,,,..... 453 147 306 ®) 100.0 825 67.5 ®
Public utilities® . ..., 1,824 1,094 420 310 100.0 60.0 23.0 17.0
Other? .............. 4,109 8,324 721 64 100.0 80.9 175 1.6
PrOPETtY . ...vvvvevernneenness 19,056 |........... 640 18,416 1000 [......... 3.4 96.6
Motor vehicle and operators’
licenses ...............000. 1,790 | .......... 1,667 123 1000 f......... 93.1 6.9
All other® . ., . .............. 8,153 724 1,786 643 100.0 23.0 56.6 204
Total ,........covvine 123,785 82,262 20,561 20,963 100.0 66.5 16.6 16.9

1 Exclusive of all employment taxes except $466 million
included in the “all other” category for the Federal Gov-
ernment which is used to cover costs of administering in-
surance programs. Total Federal employment tax collec-
tions in fiscal 1962 were approximately $13 billion; State
collections approximately $214 billion. These collection
figures include penalties and interest, but are net of re-
funds, which are substantial in the case of Federal income
taxes and State gasoline taxes.

2 Minor amount included in “individual income taxes.”

3 Minor amount included in “all other.”

4 Excludes collections from the Washington and West
Virginia business and occupation taxes ($69 million and
$54 million, respectively, included in “all other”), which
are classified as general sales taxes by the Bureau of the
Census but which have been excluded from the “general
sales tax” category in this study by the definition employed
in chapter 7.

5 The Federal total includes taxes on admissions to thea-
ters, concerts, athletic contests, cabarets, etc., club dues
and initiation fees, and wagering taxes. The State total
includes excises applicable to admissions on amusement
operators in general and to specified types of amusement
businesses, but does not include amounts collected from
admissions by the 20 States which tax admissions under
the general sales tax. The major portion of State collec-

bringing together taxes that have impor-
tant common characteristics. They illus-
trate, but do not accurately reflect, the
extent to which Federal, State, and local
governments tap the same general tax
bases.

Tax revenues of Federal, State, and local
governments in the fiscal year 1962
amounted to $123.8 billion (net of refunds

tions ($286 million) is derived from taxes on pari-mutuels
(which are specifically exempt from the Federal wagering
tax). Local collections from amusement taxes are not sepa-
rately classified and therefore are included in “all other
taxes.”

¢ Federal collections are from the excises on transporta-
tion, telephone, telegraph, and other communication serv-
ices. The State and local total includes taxes imposed
specifically on public passenger and freight transportation
companies, telephone, telegraph, light and power com-
panies, and other public utility companies, which are meas-
ured by gross receipts, gross earnings, or units of service
sold. It does not include amounts collected under State
and local general sales taxes which apply to public utility
services,

7 Important among the sources of revenue included here
are; for the Federal Government, the manufacturers’ ex-
cise on automobiles and parts, and the retailers’ excises on
luggage, jewelry, furs, and toilet preparations; for State
governments, insurance taxes.

8 The significant taxes included in “all other” are Fed-
eral and State document and stock transfer taxes, the por-
tion of Federal unemployment tax collections used to cover
the cost of administering the insurance program, State
severance taxes, and local license revenues.

Source: U.S, Bureau of the Census,
Finances in 1962, October 1963.

Governmental

and exclusive of about $18 billion Fed-
erally- and $2.7 billion State-collected
employment taxes). Tax revenues account
for approximately three-fourths of all gov-
ernmental revenues. The major sources
of nontax revenues are insurance trust
revenues, charges for services (including
sale of products), and, in the case of State
and local governments, utility and liquor
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store revenues.® State and local govern-
ments derived important sums from inter-
governmental aids, but they are encom-
passed in the first instance in the tax
collections of the jurisdiction making the
grant.

The tax revenues of the Federal Gov-
ernment accounted for two-thirds of the
taxes collected by all governments in 1962.
The other 34 percent was about equally
divided between State and local govern-
ments.

The Federal Government receives the
principal share of income, death and gift,
alcoholic beverage, and tobacco taxes.
Although the individual income tax is now
employed at all levels of government, the
Federal Government’s share of the $49 bil-
lion total collections in 1962 was 94 per-
cent, the States’ share a little less than 6
percent, and local governments’, less than
1 percent. The Federal Government also
collected a comparable share of corpora-
tion income tax revenues. Although the
yield of Federal estate and gift taxes was
only 2 percent of total tax revenues of the
Federal Government in 1962, it repre-
sented 80 percent of all death and gift tax
collections.

Of the $4 billion tax revenues collected
by all governments on alcoholic beverages
in 1962, the Federal Government received
81 percent. The Federal share would be
somewhat less if account were taken of the
fact that in some States sales of alcoholic
beverages are subject also to general sales
taxes. Moreover, State tax collections ex-
clude the profits of liquor monopoly sys-
tems in 16 States. In 1963 these States
derived $261 million of net income from
their monopoly systems.

21n 1962 receipts from these major sources of nontax
revenue for all governments combined were: insurance
trust revenues, $20.4 billion; charges for services, including
sale of products, $18.6 billion; and utility and liquor store
revenues, $5.4 billion.
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Apart from the temporary decline occa-
sioned by the recent emphasis on the
health hazards of smoking, State tobacco
tax revenue has been rising. Most States
have significantly raised their tax rates, and
further rate increases are to be expected,
so that the States’ share of the tobacco tax
take is on the increase. In 1962 the States’
share of total tobacco tax collections was
84 percent. Local governments accounted
for another 2 percent.

In amusement taxation, the extent of
overlapping with respect to the general
admissions tax has been significantly re-
duced by Federal action. Largely as the
result of a rate reduction and increases in
the price exemption, the yield of the Fed-
eral admissions tax (other than on cabarets,
roof gardens, etc.) has declined from $313
million in 1953 to less than $50 million.

Most admissions are no longer subject to
Federal tax since the first $1 of admissions
is now exempt. Higher priced admissions
are taxed only on the excess over $1 and
at a much lower rate than formerly. Fed-
eral-State taxes overlap on admissions to
horseracing (on which the Federal rate has
not been reduced), to boxing, wrestling,
and athletic exhibitions, and on special
types of amusements (bowling alleys, pool
tables, coin-operated amusement and gam-
bling devices). The tax on pari-mutuel
wagering has been left to the States, and
they have been developing this tax into an
important revenue producer. In 1962 the
States received approximately two-thirds of
the total amusement tax collections of all
governments combined. The amount of
these collections is somewhat understated
by table 4 because it excludes collections
under the general sales taxes, which apply
to amusements in many States.

Three-fifths of the revenues of all gov-
ernments from the “public utilities” cate-
gory shown in table 4 are received by the



Federal Government. At the Federal level
this category includes only the excises on
transportation, on telephone, telegraph,
and other communication services. The
State and local revenues, which together
account for the other two-fifths, include
collections from taxes on public utility
companies, which are measured by gross
receipts, gross earnings, or units of service
sold. They do not include amounts col-
lected under State and local general sales
taxes on public utility services.

The States receive the largest portion of
motor fuel tax revenues: 60 percent of the
total in 1962. The fact that Federal reve-
nues from the gasoline tax have been ear-
marked for the Highway Trust Fund since
1956 assures the States collectively that the
proceeds of the Federal tax will be avail-
able to them to spend through their high-
way departments, though, of course, not in
the proportion in which these are collected
from any particular State.

General sales tax revenues are divided
between State and local governments, with
84 percent going to the States. Motor
vehicle and operators’ licenses are pri-
marily a State revenue source; local gov-
ernments account for only 7 percent of the
total.

The property tax has become principally
a local tax. In 1962 State governments
received less than 4 percent of total prop-
erty tax collections.

The taxes grouped in table 4 in the cate-
gory ‘“‘Selective sales and gross receipts,
other” cover a variety of levies with
important variations among levels of gov-
ernment. Federal collections in this cate-
gory consist entirely of various selective
excises, other than those shown separately.
The most important producers are the re-
tailers’ excises (on jewelry, toilet prepara-
tions, luggage, and furs) and the manufac-
turers’ excises on automobiles and parts,

tires and tubes, electric, gas, and oil appli-
ances, and business and store machines.
These Federal excises overlap the general
sales taxes levied by State and local govern-
ments, but the portion of State and local
sales tax collections derived from these
specific commodities is unknown. The
major component of the State total from
the “other selective sales and gross re-
ceipts” category is the tax on the gross
premiums of insurance companies.

As the foregoing discussion makes clear,
the different kinds of taxes are typically
used by two, three, or more categories of
governments. This kind of duplication,
however, tells only part of the story. In
point of fact, tax separation exists in the
American system to a degree not always
appreciated.

The foregoing data reveal also that there
is a substantial amount of jurisdictional
specialization by types of taxes, particu-
larly in terms of the relative revenue mag-
nitudes of the 14 broad categories. Income
taxes produce 80 percent of Federal tax
revenues. State tax structures, although
widely diversified, are weighted with gen-
eral and selective sales taxes, deriving
about 60 percent of their total from these
sources. Property taxes at the local level
outweigh by far all other local tax reve-
nues and account for nearly 90 percent of
the total.

Measured in terms of tax dollars col-
lected, Federal-State overlapping in indi-
vidual income taxation is relatively small.
The $2.7 billion derived by States from
individual income taxes in 1962 was
equivalent to 6 percent of Federal tax
revenues from this source. The aggregate
impact of all State individual income taxes
is the equivalent on the average of that of
about a 114 percentage point increase in
the effective rate of the Federal individual
income tax. Similarly, with respect to cor-
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poration income taxes, State revenues in
1962 were about 6.4 percent of Federal rev-
enues in 1962 and in the aggregate equaled
less than 3 percentage points of the Federal
tax rate. Allowing for the deductibility of
State taxes for Federal tax purposes, the
net cost of State taxes to corporations was
about 114 percentage points.

While tax overlapping is widespread in
the sense that often a tax category provid-
ing the major part of the tax revenues at
one level—Federal, State, or local—is used
also, if only to a minor degree, at another
level, the system is characterized by a sub-
stantial degree of revenue separation.
Most of the tax overlapping is minimal and
could be largely eliminated by foregoing
about 20 percent of collections. If by
some magic, for example, all three levels
of government could turn back the clock
just three years (in terms of their latest tax
collections), and each could rearrange its
tax take of three years ago, they could
utilize such a 20 percent reduction in
their tax take, in terms of averages, to
eliminate tax overlapping. They would
accomplish this by leaving the Federal
Government with only income taxes, local
governments with only property taxes, and
the States largely with consumer taxes.

Some progress toward revenue separa-
tion actually has taken place in recent
years. Most of the States have abandoned
the property tax, which the Federal Gov-
ernment is prohibited from using, and
have left it exclusively to their local gov-
ernments. About 15 years ago the Na-
tional Government repealed its electrical
energy tax, in which local governments
were interested. In more recent years it
has largely eliminated its admissions taxes.
These few examples probably exhaust the
list. Moreover, the objective of Congress
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in repealing these Federal taxes is quite
unrelated to tax simplification and coordi-
nation. It had other, politically more
compelling, motivations.

Under our Federal system of govern-
ment, the National Government on the
one hand and State-local governments on
the other are largely free to choose any
tax they please, and they have generally
chosen differently. Beyond the very few
strictures prescribed by the Constitution,
each of the 50 States is fiscally autonomous
and enjoys a kind of tax sovereignty, as in
a sense do also the many local governments
operating under home rule or liberal char-
ter provisions. Their theoretical tax au-
tonomy is limited, to be sure, by practical
political considerations, interjurisdictional
tax competition, and problems of tax ad-
ministration, to mention only some of the
more important limitations.

Each State guards jealously its right to
shape its own tax policies, and this handi-
caps the realization of a master design for
the division of tax sources between the
National Government and the States. No
one has yet devised a technique for making
an agreement binding on all of the States.
Each would want to be party to the nego-
tiation, and most would probably prefer a
separate negotiation.

Moreover, the affinity for different solu-
tions in the several States is not solely a
desire for variety and independence. With
the wide differences in economic, social,
and political circumstances in this country,
a tax structure design favorable to some
governments at any given time is certain
to be unfavorable to others. The range of
interstate variations in the weight assigned
by the several States and their local gov-
ernments to the major categories of taxes
is documented in chapter 5.



Chapter 3
THE DEVELOPMENT OF STATE TAX SOURCES

At the turn of this century, the Federal
Government and State and local govern-
ments obtained the major share of their
tax revenues from different sources. The
Federal Government employed almost ex-
clusively customs and excises on liquor and
tobacco. Most of the special Federal taxes
imposed to finance the Spanish-American
War had been repealed by 1902. State
and local governments depended primarily
on property taxes.

The combined tax activities of State gov-
ernments, in contrast to local governments,
were then small. In 1902 State tax collec-
tions amounted to only $156 million. Half
~ of this total came from property taxes; the
balance from a variety of miscellaneous
sources, including liquor and other busi-
ness licenses, and death taxes.

Property taxes continued to be the major
State tax source through the 1920’s (table
5). Between 1902 and 1927 their yield
quadrupled. This increase in collections
coincided with substantial increases in
local property taxes and produced a ground
swell of complaints against property taxa-
tion. In response to this criticism, the
base of State property taxes was gradually
whittled away by tax rate limitations,
homestead exemptions, and the abolition
of property taxes on intangibles. The rate
of increase in State property tax collec-
tions, arrested by the Great Depression,
was never again resumed. Gradually the
States relinquished property taxation to
local governments and sought their reve-

nues in other tax areas. The contribution
of property taxes to total State tax collec-
tions declined from 23 percent in 1927 to
approximately 8 percent by 1938, to less
than 4 percent during the 1950’s, and to
about 3 percent currently.

This development in State taxation co-
incided with the efforts of the Federal
Government, first under pressures of
World War I and then under the stimulus
of the Great Depression, to broaden its own
revenue system. In the process both Fed-
eral and State governments had recourse
to some of the same tax areas. The current
status of this tax duplication has been sum-
marized in chapter 2 and is discussed, tax
by tax, in subsequent chapters. This chap-
ter summarizes the development of these
taxes at the State level. A grouping of
State tax enactments by 10-year intervals
for the major State taxes is presented in
table 6, and a frequency distribution by
year, in table 7. Table 8 shows the in-
creases and new enactments that have oc-
curred in the past 5 years for six selected
taxes.

Death and Gift Taxes

At the turn of the century, various kinds
of death taxes were in use in 22 States,
including the principal Eastern States.
Some of these taxes had long histories.
The early taxes were generally flat-rate
levies. In 1903 Wisconsin introduced
rates that varied with the relationship of
the decedent to the heirs. Within a very
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TaBLE 5.—State Tax Collections, by Source, Selected Years, 190263

(Dollar amounts in millions) /

eIc")lfcll- Indi- | Corpora-| Death Alco- Motor
ing vidual ti%n and General | Motor holic Tobacco | Amuse- | Public 1 Prop- [ vehicle All
Year employ- | income | income | gift t:;le:sl tfa‘:l(ils b;‘;" taxes inerexg l;tali“sy terty m‘{ OP | other
axi e axes | erators
?;;g: taxes taxes taxes taxes licenses
1. AMOUNT
B156 [vevrnanafonennnns $82(........ $67
10 N O 140 $5 128
947 $43 $58 348 152 267
1,608 70 92 370 301 410
1,890 74 79 328 335 373
1,979 80 49 273 305 354
2,618 153 113 228 360 426
3,132 218 165 244 359 549
3,313 206 155 260 387 564
3,606 225 197 268 434 554
3,903 249 269 264 431 488
4,071 316 446 243 394 550
4,937 389 442 249 439 640
6,743 499 585 276 593 824
7,376 393 641 276 665 948
7,930 724 586 307 755 1,035
9,857 913 838 370 924 1,226
10,552 969 810 365 1,012 1,363
11,089 1,004 772 391 1,098 1,436
11,597 1,094 737 412 1,184 1,509
13,375 1,374 890 467 1,295 1,732
14,531 1,563 984 479 1,368 1,886
14,919 1,544 1,018 533 1,415 1,855
15,848 1,764 1,001 566 1,492 2,035
18,036 2,209 1,180 607 1,573 2,183
19,057 2,355 1,266 631 1,641 2,331
o 20,561 2,728 1,308 640 1,667 2,379
1963 (Pre-
limipary) . .... 22,099 2,954 1,507 688 1,780 2,495
2. PERCENTAGE DISTRIBUTION
................ L 35 0 [ A A N seeeas 526 fevuunn.. 42.9
................. 86 [vevvviiilvieiinns K-35 R 46.5 1.7 42.5
4,5 6.1 70 |eevennn D S O e A 36.7 16.1 28.3
4.4 5.7 6.6 foiaei... b L0 O s Y A 23.0 18.7 25.5
3.9 4.2 7.8 4 279 [heveannn 1.0 oo vini]ienenens 17.3 17.7 19.7
4.0 2.5 4.7 8.7 28.5 3.1 1.3 [oeeevii]ivnnaens 13.8 15.4 17.9
5.9 4.3 4.5 13.9 26.2 4.8 1.7 | 8.7 13.8 16.3
6.9 5.3 4.5 14.3 24.8 5.6 1.8 |. 7.8 11.5 17.5
6.2 4.7 3.4 15.1 25.3 5.8 2.9 7.8 11.7 17.0
6.2 5.5 3.3 16.0 25.3 6.0 2.9 . .. 7.4 12.0 15.4
6.4 6.9 2.8 16.2 24,1 6.6 3.3 .8 .6 6.8 11.0 12.5
7.8 10.9 2.8 17.7 16.8 6.6 3.9 1.4 3.1 6.0 9.7 13.5
7.9 8.9 2.9 18.2 18.0 8.1 4.0 2.4 2.7 5.0 8.9 13.0
7.4 8.7 2.7 21.9 18.7 6.3 5.0 2.0 2.3 4.1 8.8 12.2
8.0 8.7 2.4 21.8 18.5 5.8 5.3 1.7 2.3 3.7 9.0 12.9
9.1 7.4 2.1 21.0 19.5 5.3 5.2 1.5 2.3 3.9 9.5 13.1
9.3 8.5 2.1 22.6 19.0 4.5 4.5 1.6 2.3 3.7 9.4 12.4
9.2 7.7 2.1 23.1 19.1 4.4 4.4 1.7 2.4 3.3 9.6 12,9
9.1 7.0 2.2 22.9 20.0 4.2 4.2 1.7 2.4 3.5 9.6 12.9
9.4 6.4 2.1 22.7 20.3 4.1 4.0 1.8 2.4 3.6 10.2 13.0
10.3 6.7 2.3 22,7 20.1 4.1 3.9 1.7 2.2 3.5 9.7 12.9
10.8 6.8 2.3 23.2 19.5 3.9 3.8 1.7 2.4 3.3 9.4 13.0
10.3 6.8 2.4 23.5 19.6 3.8 4.1 1.7 2.3 3.6 9.5 12.4
11.1 6.3 2.2 23.3 19.3 3.8 4.3 1.7 2.2 3.6 9.4 12.8
12.2 6.5 2.3 23.9 18.5 3.6 5.1 1.6 2.0 3.4 8.7 12.1
12.4 6.6 2.6 23.7 18.0 3.6 5.3 1.6 2.1 3.3 8.6 12,2
13.3 6.4 2.5 24.9 17.8 3.6 5.2 1.5 2.0 3.1 8.1 11.6
13.4 6.8 2.7 25.0 17.4 3.6 5.1 1.6 2.0 3.1 8.1 11.3

1 Includes the collections from the
levied by Washington and West Virginia.
in fiscal 1963 was $126 million.

‘business and occupation taxes
The amount for these taxes

few years, 10 or more other States followed
this pattern.

Some years later, States began to ex-
periment with estate taxation. This coin-
cided with the adoption of a Federal estate
tax in 1916; and the overlapping of Fed-
eral and State death taxes continued with-
out change until 1926. Meanwhile, death
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Source: U.S. Bureau of the Census, Historical Summary of Govern-
mental Finances in the United States, 1957 Census of Governments,
Vol. IV, No. 3; Compendium of State Government Finances in 1962,
1963; and Srate Tax Collections in 1963, August 1963,

taxes were adopted by additional States
and by 1922 were in use in all but three of
them. In 1924 the Congress introduced
into the Federal estate tax a credit for
taxes paid to States. New York was the first
State to take full advantage of this credit
by enacting an estate tax supplement to its
inheritance tax in 1925. Following Fed-



eral liberalization of the credit for taxes
paid to States in 1926 (from 25 percent to
80 percent of Federal liability), New York
revised its supplemental estate tax. Other
States soon followed its lead. By 1931,
when Alabama and Florida enacted their
taxes, death taxation was universal among
the States, with the exception of Nevada,
which remains today the only State with-
out a death tax.

State taxation of property transfers dur-
ing life (the gift tax) began in 1933, when
Oregon and Wisconsin adopted such taxes.
Ten other States followed during the next
10 years, though none has joined the list
since 1942. At present, gifts are taxed in
12 States. The Federal Government had
enacted a gift tax in 1924, which was re-
pealed 2 years later. The present Federal
gift tax dates from 1932.

State collections from death and gift
taxes did not reach $100 million until
1927 and remained below $200 million
until 1952.  Since that time, collections
from this source have been increasing,
largely as a result of rising property values;
in 1963 collections reached nearly $600
million. The relative contribution of
death and gift taxes to State tax collections,
however, remains under 3 percent of total
State tax collections.

Automotive Taxes

New York was the first State to require
registration of motor vehicles. Its law,
adopted in 1901, was followed in rapid
succession by similar laws in other States.

These early measures were primarily
regulatory in purpose. The use of motor
vehicle registrations as a source of revenue
developed a few years later. By 1910
States were imposing graduated taxes on
automobiles based on horsepower, with
more complex and generally higher levels
of rates. By 1914 all 48 States required

motor vehicle registrations and were ob-
taining some revenue from this source.

Collections from motor vehicle registra-
tions and operators’ licenses have increased
steadily, except in some years in the early
1930’s and during World War II. This
growth is the result of increases both in
the level of rates and in the number of
motor vehicles. Between 1927 and 1963
the yield from this source increased from
$800 million to $1.8 billion. The per-
centage share of total State tax revenues
derived from this source, however, de-
clined from nearly 19 percent to about 8
percent during this period.

Gasoline taxes began to produce reve-
nue in 1919, when Oregon, Colorado, New
Mexico, and North Dakota imposed them.
This type of tax spread rapidly and by
1929, with its adoption by New York and
Massachusetts, all 48 States were using it.
Hawaii and Alaska adopted their terri-
torial gasoline taxes in 1932 and 1946,
respectively. The Federal tax on gasoline
was introduced in 1932.

The early gasoline taxes were imposed
at a rate of 1 cent a gallon. However, the
level of rates increased rapidly. A rate of
214 cents a gallon was reported in 1923
and a 4-cent rate in 1924, 5 cents in 1925,
a few 6-cent rates in 1929, a 7-cent rate in
1931, and an 8-cent rate in 1964. Cur-
rently a rate of 6 cents or more a gallon
is in effect in 43 States.

Collections from gasoline taxes reflect
the rapid spread of such taxes, the increase
in rates, and, of course, increased gasoline
consumption. Within 8 years after the
adoption of the first gasoline tax, State col-
lections from this tax reached $250 mil-
lion. By 1932 the tax produced $527
million, or 27.9 percent of total State tax
revenues, and became the largest single
source of State tax revenue.

All States except Vermont tax die-
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sel fuel and liquefied petroleum. In most
States the tax rate on these products is the
same as that on gasoline.

At present, motor fuel taxation ranks
second to the general sales tax in terms of
revenue productivity. In the fiscal year
1963 motor fuel tax collections were $3.8
billion, or 17.4 percent of total State tax
revenue. That year motor fuel taxes and
motor vehicle licenses combined accounted
for approximately one-fourth of total State
tax collections.

Income Taxes

At the turn of the century a number of
* States still carried on their statute books
the personal income taxes enacted during
and following the Civil War. These were

flat rate taxes administered by local prop-
erty tax officials.

A new era of income taxation was in-
troduced in 1911, when Wisconsin adopted
an income tax and vested responsibility
for its administration in a State tax com-
mission. This income tax provided for
personal exemptions and graduated rates,
and was quickly copied by some other
States. By the end of 1920, 9 States (and
the territory of Hawaii) had a personal in-
come tax. Five more States adopted it in
the 1920’s.

Personal income taxation at the State
level was given a great impetus by the de-
pression of the 1930’s. Four States adopted
it in 1931, six in 1933, and six more dur-
ing the years 1934-37. Only Alaska (as a

TABLE 6.—Dates of Adoption of Major State Taxes *
INDIVIDUAL INCOME

Before 1911 1911-20

1921-30

193140 Since 1940

Hawaii, 1901; Wisconsin, 1911;

North Carolina, 1921;

Idaho; 1931; Alaska, 1949;

total, 1. Mississippi, 1912; South Carolina, 1922;| Tennessee, 1931 2; New Jersey, 1961 &;
Oklahoma, 1915; New Hampshire, Utah, 1931; Ver- West Virginia, 1961;
Massachusetts, 1916; 1923 2; Arkansas, mont, 1931; Ala- Indiana, 1963;
Virginia, 1916; 1929; Georgia, 1929; bama, 1933; Arizona, total, 4.
Delaware, 1917; Oregon, 1930; 1933; Kansas, 1933;
Missouri, 1917; total, 6. Minnesota, 1933;
New York, 1919; Montana, 1933;
North Dakota, 1919; New Mexico, 1933;
total, 9. lowa, 1934; Louisi-
ana, 1934; Califor-
nia, 1935; Kentucky,
1936; Colorado,
1987; Maryland,
1987; total, 16. Grand total, $6.
CORPORATION INCOME ¢
Before 1911 1911-20 1921-30 1931-40 Since 1941
Hawaii, 1901; Wisconsin, 1911; Mississippi, 1921; 1daho, 1931; Rhode Island, 1947;

Connecticut, 1915;
Virginia, 1915;
Missouri, 1917;
Montana, 1917;
New York, 1917;
Massachusetts, 1919;
North Dakota, 1919;
total, 8.

total, 1.

North Carolina,
1921; South Caro-
lina, 1922; Tennes-
see, 1923; Arkansas,
1929; California,
1929; Georgia, 1929;
Oregon, 1929;

total, 8.

Oklahoma, 1981;
Utah, 1931; Ver-
mont, 1931;
Alabama, 1933;
Arizona, 1933;
Kansas, 1933;
Minnesota, 1933;
New Mexico, 1933;
Iowa, 1934; Louisi-
ana, 1934; Penn-
sylvania, 1935;
Kentucky, 1936;
Colorado, 1937
Maryland, 1937;
total, 15.

Alaska, 1949;
Delaware, 1957;
New Jersey, 1958;
Indiana, 1963;
total, 5.

Grand total, 87.

See footnotes on p. 24.
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TasBLE 6.—Dates of Adoption of Major State Taxes '—Continued

DEATH
Before 1900 1901-10 1911-20 1921-30 193140
California, Connecticut, | Arkansas, 1901; Arizona, 1912; Nebraska, 1921; Alabama, 1981;
Delaware, Hawaii, Colorado, 1901; Georgia, 1913; South Carolina, Florida, 198];
Illinois, Iowa, Utah, 1901; Indiana, 1913; 1922; total, 2. total, 2.
Louisiana, Maine, Washington, 1901; Rhode Island, 1916;
Maryland, Massa- North Dakota, 1903; Mississippi, 1918;
chusetts, Michigan, Oregon, 1903; Alaska, 1919;
Minnesota, Missourt, Wisconsin, 1903; New Mexico, 1919;
Montana, New Jersey, Wyoming, 1903; total, 7.
New York, North New Hampshire,
Carolina, Ohio, 1905; South Dakota,
Pennsylvania, Ten- 1905; Kentucky,
nessee, Vermont, 1906; 1daho, 1907;
Virginia, West Vir- Oklahoma, 1907;
ginia; total, 23, Texas, 1907; Kansas,
1909; total, 15.
Grand total, 49
GIFT
193140 1941-50

Oregon, 1933; Wisconsin, 1933; Virginia, 1934; Minnesota,
1937; North Carolina, 1937; California, 1939; Colorado,
1989; Tennessee, 1939; Louisiana, 1940; total, 9.

Oklahoma, 1941; Washington, 1941; Rhode Island, 1942;
total, 8.
Grand total, 12.

GENERAL SALES

1931-40 1941-50 Since 1951

Mississippi, 1932; Arizona, 1933; California, 1933; Illinois,
1933; Indiana, 1933 5; Iowa, 1933; Michigan, 1933; New
Mexico, 1933; North Carolina, 1933; Oklahoma, 1933;
South Dakota, 1933; Utah, 1933; Washington, 1933; West
Virginia, 1933; Missouri, 1934; Ohio, 1934; Arkansas,
1935; Colorado, 1935; Hawaii, 1935; North Dakota, 1935;
Wyoming, 1935; Alabama, 1936; Kansas, 1937; Louisiana,
1938; total, 24.

Connecticut, 1947; Mary-
land, 1947; Rhode Island,
1947; Tennessee, 1947;
Florida, 1949; total, 5.

Georgia, 1951; Maine, 1951;
South Carolina, 1951;
Pennsylvania, 1953; Nevada,
1955; Kentucky, 1960;
Texas, 1961; Wisconsin,
1961; total, 8.

Grand total, 37.

DISTILLED SPIRITS ¢

1931-40 Since 1941

Alaska, 1945; Kansas, 1948;
Oklahoma, 1959; total, 3.
Grand total, 32,

Arizona, 1938; Colorado, 1933; Delaware, 1938; Indiana, 1933; Maryland, 1983; Massachu-
setts, 1933; New Jersey, 1933; New York, 1933; Rhode Island, 1983; Illinois, 1934;
Kentucky, 1934; Louisiana, 1934; Minnesota, 1934; Missouri, 1934; New Mexico, 1934;
‘Wisconsin, 1934; Arkansas, 1985; California, 1985; Florida, 1985; Nebraska, 1985; Nevada,
1935; South Carolina, 1935; South Dakota, 1935; Texas, 1935; North Dakota, 1936; Con-
necticut, 1937; Georgia, 1937; Hawaii, 1939; Tennessee, 1939; total, 29,

CIGARETTES

1921-80 1931-40 1941-50 Since 1951

Towa, 1921; South Caro-
lina, 1923; South Da-
kota, 1923; Utah, 1923;

Ohio, 1931; Texas, 1931; Lou-
isiana, 1932; Mississippi, 1932;
Oklahoma, 1933; Alabama,

Iilinois, 1941; Maine, 1941; Del-
aware, 1943; Florida, 1943;
New Mexico, 1943; Idaho,

Wyoming, 1951; Missouri,
1955; Maryland, 1958;
California, 1959; Vir.

Tennessee, 1925; Kan-
sas, 1927; North Da-
kota, 1927; Arkansas,
1929; total, 8.

1985; Arizona, 1935; Connec-
ticut, 1985; Washington, 1935;
Kentucky, 1936; Georgia, 1937;

Pennsylvania, 1937; Vermont,..

1937; Hawaii, 1939; Massachu-
setts, 1939; New Hampshire,
1989; New York, 1939; Rhode
Island, 1939; Wisconsin, 1939;
total, 19,

1945; Indiana, 1947; Michigan,
1947; Minnesota, 1947; Mon-
tana, 1947; Nebraska, 1947;
Nevada, 1947; West Virginia,
1947; New Jersey, 1948; Alaska,
1949; total, 15.

ginia, 1960; total, 5.

Grand total, 47.

See footnotes on p. 24.
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TABLE 6.—Dates of Adoption of Major State Taxes 1—Concluded

GASOLINE

1911-20

1921-30

Since 1930

Celorado, 1919; New Mexico,
1919; North Dakota, 1919;
Oregon, 1919; Kentucky,
1920; total, 5.

Arizona, 1921; Arkansas, 1921; Connecticut, 1921; Florida,
1921; Georgia, 1921; Louisiana, 1921; Montana, 1921;
North Carolina, 1921; Pennsylvania, 1921; Washington,
1921; Maryland, 1922; Mississippi, 1922; South Carolina,
1922; South Dakota, 1922; Alabama, 1928; California, 1923;
Delaware, 1928; 1daho, 1923; Indiana, 1923; Maine, 1923;
Nevada, 1923; New Hampshire, 1923; Oklahoma, 1923;
Tennessee, 1923; Texas, 1923; Utah, 1923; Vermont, 1923;
Virginia, 1923; West Virginia, 1923; Wyoming, 1923; Iowa,
1925; Kansas, 1925; Michigan, 1925; Minnesota, 1925;
Missouri, 1925; Nebraska, 1925; Ohio, 1925; Rhode Island,
1925; Wisconsin, 1925; Illinois, 1927; New Jersey, 1927;
Massachusetts, 1929; New York, 1929; total, 43.

Hawaii, 1932; Alaska, 1946;
total, 2.

Grand total, 50,

AUTOMOBILE REGISTRATION

1901-10

1911-20

New York, 1901; Connecticut, 1908; Massachusetts, 1903; Minne-
sota, 1903; Missouri, 1903; New Jersey, 1908; Pennsylvania,
1903; Iowa, 1904; Maryland, 1904; Rhode Island, 1904; Ver-
mont, 1904; California, 1905; Delaware, 1905; Indiana, 1905;
Maine, 1905; Michigan, 1905; New Hampshire, 1905; Oregon,
1905; South Dakota, 1905; Tennessee, 1905; Washington, 1905;
West Virginia, 1905; Wisconsin, 1905; Ohio, 1906; South Caro-
lina, 1906; Illinois, 1907; Nebraska, 1907; Texas, 1907; North
Carolina, 1909; Utah, 1909; Georgia, 1910; Kentucky, 1910;

Virginia, 1910; total, 33.

Alabama, 1911; Arkansas, 1911;
Florida, 1911; North Dakota,
1911; Oklahoma, 1911; Ari-
zona, 1912; Mississippi, 1912;
New Mexico, 1912; Colorado,
1918; Idaho, 1913; Kansas,
1913; Montana, 1918; Ne-
vada, 1913; Wyoming, 1913;
Louisiana, 1914; Alaska,
1915; total, 16.

Grand total, 49,

1Includes only States that used the tax on January 1,
1964. Excludes the District of Columbia, where the dates
of adoption were: individual income, 1939; corporation
income, 1939; death, 1937; general sales, 1947; distilled
spirits, 1934; cigarettes, 1949; gasoline, 1924; and automobile
registration, 1909.

Income from stocks and bonds only.

2 In effect applies only to New York residents who derive

income from New Jersey sources.

territory in 1949), West Virginia (in
1961), and Indiana (in 1963) have adopted
personal income taxes since 1937. New
Jersey enacted a limited personal income
tax in 1961, restricted in its effective appli-
cation to New York residents earning in-
come in New Jersey. The new Indiana
income tax was coupled with a restructuring
of its gross income tax, in effect replacing
it in large part with an individual income
tax, a corporation income tax, and a gen-
eral sales and use tax.

Corporate income taxation followed a
similar pattern. States began to charge
fees for incorporation in the 19th century.
After the Civil War the revenue poten-
tialities of all incorporation fees began
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+Exclusive of South Dakota’s tax applicable to financial
institutions only,

5 Gross income tax; in 1963 Indiana enacted a 2-percent
retail sales and use tax.

8 Exclusive of the excises levied by the 16 States that own
and operate liquor stores, and exclusive of North Carolina
where county stores operate under State supervision., Mis-
sissippi is the only State among the remaining 33 States
that does not impose an excise on distilled spirits since
their sale is prohibited.

gradually to be recognized. This period
witnessed the development of taxes meas-
ured by capital stock, and almost every
State, by the turn of the century, was levy-
ing a capital stock tax on corporations.

The development of modern corporate
income taxation, however, began, as did
individual income taxation, with the en-
actment of the Wisconsin tax in 1911.
(Hawaii, as a territory, had enacted a
corporate income tax in 1901.) There
were 7 more enactments before 1920, 8
during the 1920’s and 15 during the
1930’s. Adoption of a corporation in-
come tax by 4 more States (and Alaska
while a territory) since 1947 has brought
the total of such taxes to 37.



TABLE 7.—Dates of Adoption of Major State Taxes, Frequency Distribution

Year

Indi-
vidual
income

Corpo-
ration
income

Death

Gift

General
sales

Distilled
spirits

Cigarettes

Gasoline

Total, |, |

237

49

12

37

332

47

50

49

1 Includes only States that used the tax as of January 1,
64

2 Exclusive of South Dakota's tax applicable to financial

institutions.

3 Exclusive of the excises levied by the 16 States that

own and operate liquor stores, and the North Carolina
county stores system operated under State supervision.
Mississippi is the only State among the remaining 33
States that does not impose an excise on distilled spirits
since their sale is prohibited.
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TABLE 8.—States Increasing Tax Rates and Enacting New Taxes, Selected Taxes, 1959-63

Personal Corporation . Alcoholic

State Sales income i l’l;’ come Motor fuel Cigarette beverage
Alabama,............ov0ee0. D S 1 D G [ D, N X
Alaska, ..., v veniinnernreediirenniannees D G XX, oooens D, S X
Arizona,,............c.00nns D D SN X
N g o3 T P s PO O PO ISP
California. .. .. ..vvusvneisss |ooeoninnsnnons X, X, > SN NS > SR
Colorado. . .....vivvvvveeennifonrinrennees D G D PO X
Connecticut, ., ......00veen.n. D O D S XX, e X
Delaware, .. ouuuiiire i i e i, D S PO D S D SR X
D3 103 5 - o S [ D, G X
LT - T R O O O O
Hawaii, ... ..c.oiviiiiiii]oviiineennnn fvses S P R PP PP PO .
Idaho, ... vt e i s D, 0. D, ©. G P XXX, ... XXX
TIHBOIS, . e v e e D+ S PO PO PR XX, oiiien X
Indiana..................... N ... N N o D O P N
o T A P D S R, XX, heereao | X
Kansas, .. ..vvvevneneinnennsoeiinnoneennodivesnernnenaooniiiiininiiinn, R Ceresrrerne. X
Kentucky, ... oovevveneinnnn J\ (N PR PP N Cerereene P! e
Louisiana, .. ......oovvvevnnefoiinn i reneniiiinie fiviiiieensnee fivnvnannnenae [sennns
Maine, ., ........co0vvnnennnn D P PR Tt erreerins JdXeeviennn | X
Maryland, .. ....iieiineinedene i forrnaaa B ) P Cerereeaes b. U S PN .
Massachusetts, .. .. ....eveevnfivereanninns tesssrerenis I P I eveeas R RN P A Creeseaes .
Michigan.................... D. G BT A FT B Creeraaaes D X
MiINnesota, .,.o.vuevevevnnnns|ese Ceerreenas XXevroonoo | XX ohiines D. SRR XXX, ,...0.o X
Mississippl. .. vvvvnenevevnennd|s J N PO P R eaeneae D S P ..
Missouri,............. O . Xivvorrroon Xevvvvieneool X
MONLANA, .. veveveneeoncseceslineeevnnerane Kivevvvevoos Xivvrvovvvroddiverveeneennsd A . ¢
Nebraska, .. ...oveeeeenccecen]ienvenss J O PR P PR ceeenen. Xt eenen X
Nevada....... R 1 < O e R h. SN . &
New Hampshire, ,..oovveevinafvecevenens veefossae eeaae vederentieininns, Xiveeres P R
New Jersey, ...ovvvnverersenairvesnnennese | Noiiiiiiifiaiiiininnnin b SO XX, vovennno | X
New Mexico. ..vvvennernnsnes | Kuvevorovend] Kovvvvvvnnnd Xivviaiin]osennens veen P Xoiiaee L XX
New York....... vevesoseessedescannens FUR . ST A Ceerrerieee. b U P 1D S X
North Carolina.,,...eueneeees|enens T PN ) P R cereeed | X
North Dakota, .. ..venrrveened Xovevorooeoo X¥vvvivini]overeienrvane]eveens Cereens D, SO X
Ohio, ,..vviiirinireinnrennrafinrannss R PR P D U RN (D SR X
Oklahoma, .. .....cev0evenvaefess
Oregon,.........
Pennsylvania.................
RhodeIsland. .......co00neet | .
South Carolina.,,.,........ N PP . O S I Xeveieerenns| X
South Dakota, ,...covvvevenrefosnsecrannans. B T N NP Cereras XXveerinen X
Tennessee, ......... O PN R (. SEN veee| Xt I SN XX
Texas,......... Cereriraaaes BN D T PO S R P e D, SO X
Utah, .. oiiviiiiennnns R 1D, ©: SURI RN T S O D N PR .
Vermont. .....coo0veeens .. Ceeeens F P IR B D p. & S .
Virginia. ....... N B I PR D S N.oioooooons X
Washington, ....... R I ST YT S R . T XX, oiiine X
West Virginia, ,....oovuenen.. D SN J T o b, S D S P
Wisconsin, .. ..... RN N..... vevees D& . S O XX, oinins XXX
Wyoming. ........ B I coedoaens Y D o X8
District of Columbia, ......... X..... vevesafianes PN T PO A ceeene X

Note: Fach X indicates a tax increase enactment. N in-

dicates a new tax.

4 Increase in diesel fuel tax rate only.
8 Beer tax increase declared unconstitutional (1968).

1 Partly replaces the gross income tax.
2 Defeated in referendum (1968).
$ “Commuter Income Tax.”

Source: Federation of Tax Administrators, Tax Admin-
istrators News, Vol. 28, No. 1, January 1964.
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Total income tax collections reflect the
spread of this type of taxation among the
States as well as the general increase in the
level of incomes. Collections from indi-
vidual and corporate income taxes reached
$162 million by 1927. They fell during
the Great Depression years but have in-
creased steadily since then, reaching $1
billion in 1948. In the fiscal year 1963,
they produced $4.5 billion, or 20 percent
of total State tax revenues. Two-thirds of
the total came from individual income
taxes.

General Sales Taxes

State taxation of general sales is largely
a phenomenon of the Great Depression.
Some States were already imposing taxes
on business gross receipts in the 1920’s,
but the first permanent general sales tax
was that adopted by Mississippi in 1932.

The flood of State sales taxes began in
earnest in 1933. Accounting only for those
States that levy a general sales tax at pres-
ent, 13 States adopted the tax in 1933, 2 in
1934, 5 in 1935 (including Hawaii), and 3
more States during the years 1936-38. By
the end of the depression period, approxi-
mately half of the States were imposing
sales taxes, although at least 7 States
that had temporarily adopted sales taxes
had by then dropped them. After World
War 11, the sales tax movement received
another impetus in the quest for funds to
finance the higher level of postwar ex-
penditures, and 8 States enacted sales
taxes in the period 1947-51. Since the
Korean War five more States have joined
the group, the latest being the 1961 enact-
ments by Texas and Wisconsin. As has
been mentioned, Indiana’s gross income
tax (classified as a general sales tax) was
partly replaced in 1963 by a retail sales
and use tax and a net income tax. At

present 37 of the 50 States have general
sales taxes.

State sales tax collections have been in-
creasing steadily since the first tax was
enacted. In 1982 collections were negligi-
ble but rose to $447 million by 1938,
reached $1.6 billion in 1949 and $5.5
billion by 1963. By the late 1930’s the
general sales tax was second in importance
only to motor fuel taxes, and since 1944 it
has been the number one revenue-pro-
ducer for the States. At present, it pro-
vides one-fourth of all State tax revenues.

Rate increases have been a significant
factor in recent sales tax gains. Since
1952 the preponderant State rate has risen
from 2 to 3 percent and the highest rate
in effect from 3 to 5 percent. Eight States
raised their rates in 1963, the largest num-
ber in any recent legislative year.

Alcoholic Beverage Taxes

Although the States obtained some reve-
nue from alcoholic beverage excises and
licenses prior to the prohibition era, this
source did not become an important reve-
nue producer until the repeal of the 18th
amendment. Immediately following re-
peal, the States imposed excises on distilled
spirits, wine, beer, and other beverages.
During the 1930’s, 28 States and Hawaii
enacted taxes on distilled spirits. In addi-
tion, the States required license fees of
distillers, brewers, wholesalers, retailers,
and other businesses and occupations en-
gaged in the production and distribution
of alcoholic beverages.

Seventeen States established monopoly
systems for the sale of distilled spirits and
wine in the 1930’s. In North Carolina the
monopoly system took the form of county
stores or dispensaries operating under State
supervision; in the other 16 States liquor
stores are State-owned and operated. Al-
though excises on distilled spirits and wine
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are in effect in some of these monopoly
States, they are adjuncts to sales operations
and perform a lesser role than do the ex-
cises in the 33 license States.

All of the license States except Mississippi
now levy excises on distilled spirits, forti-
fied wine, and light wine. Mississippi,
which prohibits the sale of distilled spirits
and fortified wine, imposes an excise on
light wines. These excises generally are
gallonage rather than ad valorem taxes.

The license system is in operation for
the sale of beer in all 50 States, and beer is
taxed at rates ranging from 62 cents to
over $13 a barrel. The rate is less than $3
a barrel in half of the States.

State revenue from alcoholic beverage
excises and licenses rose from $81 million
in 1934 to $884 million in 1963. Excises
account for about 90 percent of the total.
These collections reached a peak of rela-
tive importance during World War II,
when they accounted for almost 10 percent
of total State tax collections. In the fiscal
year 1963 the net contribution of the
16 State-monopoly systems to the general
funds of the respective States amounted to
$272 million.

Tobacco Taxes

State taxation of tobacco products is a
development of the past 40 years. The
first State cigarette tax was enacted by
Iowa in 1921. There were 8 enactments
during the twenties, 19 during the thirties,
15 during the forties, and 5 since 1950. At
present (allowing for the 3-cent Colorado
cigarette tax, which becomes effective on
July 1, 1964) only two States (North Caro-
lina and Oregon) do not levy a cigarette
tax. A number of States also impose taxes
on cigars, smoking tobacco, chewing to-
bacco, and snuff.

State revenue from tobacco taxes did
not aggregate $100 million until 1941, In
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the fiscal year 1963, the total revenue from
this source was $1.1 billion, second only to
that of motor fuel taxes among State selec-
tive excises.

Cigarette tax rates have been edging up
steadily in recent years. Fully 15 States
raised their rates in 1963, several to 8 cents
per standard pack, which is now the most
common rate.

Amusement Taxes

Most of the State taxes on amusements
are of relatively recent origin. Although
a wide variety of amusement taxes was in
existence in the 1920’s and even before
that, a marked growth in the revenue from
this source did not occur until after the
1930’s.

The widespread adoption of pari-mutuel
taxes (applicable to the amounts wagered
at racetracks) has been an outstanding de-
velopment in the area of State amusement
taxation during the past 30 years. Al-
though the States were reluctant to legal-
ize gambling, an exception was made with
respect to pari-mutuel wagering or betting.
Prior to 1929 only 5 States had legalized
this form of wagering, but in 1933 and
1934 alone, 14 States did so. In the fiscal
year 1963 as many as 26 States obtained
revenue from pari-mutuels, and the $319
million collected represented over 90 per-
cent of the total amusement tax revenue
(exclusive of that derived from admissions
taxed under the general sales taxes).

The first State admissions tax was that
enacted by Connecticut in 1921. At pres-
ent most States impose admissions taxes
either under their general sales taxes or as
special taxes. Thirty-seven States now tax
admissions to boxing events, and most of
these extend the tax to include admissions
to wrestling matches. Ten States impose a
tax on admissions to either some or all
forms of racing (horse and dog). In some



States these admissions are subject to a
general admissions tax in addition to the
special tax imposed on them.

New Hampshire attracted national at-
tention in 1963 with legislation authorizing
the operation of a State lottery. The pro-
ceeds, estimated at $4 million annually, are
to be used for educational purposes.

A large number of States impose license,
privilege, or occupation taxes on amuse-
ment and gaming devices, such as slot ma-
chines, pinball machines, music machines,
billiard and pool tables, and bowling
alleys. Nevada was the first State to tax
slot machines, after having legalized all
forms of gambling in the 1930’s. In some
States the receipts obtained from amuse-
ment devices are also subject to the general
sales tax.

Public Utility Taxes

State taxes on the intrastate gross re-
ceipts or gross earnings of public utility
companies date from the latter part of the
19th century. At that time the property
tax was the main form of taxation applied
to such companies. The property value
basis of taxation, however, proved to be
an inefficient method of taxing these com-

panies. As a result, a number of States ex-
perimented with other forms of taxation,
particularly gross receipts or earnings taxes.
These were first applied to railroad com-
panies and gradually extended to other
types of public utility companies. They
were more often supplements to property
taxes than replacements for them. A num-
ber of States that had adopted the gross
receipts or earnings taxes eventually aban-
doned them in favor of the property tax.
Thus, at the turn of the century the States
were still generally taxing public utilities
under the property tax. The tradition of
gross receipts or earnings taxes, however,
had been established, and a trend in their
favor was evident. By the end of the
1920’s a large number of States were im-
posing some type of gross receipts or earn-
ings tax on public utility companies.

At the present time 38 States obtain
revenue from taxes imposed on telephone,
telegraph, transportation, and other public
utility companies, measured by gross re-
ceipts, gross earnings, or units of service
sold. In some States the taxes are in lieu
of others, such as the property or income
taxes. In other States they supplement
them.



Chapter 4
TAXATION AT THE LOCAL LEVEL

Financing local government in the years
ahead poses one of the more pressing in-
tergovernmental problems. Because some
of the functions of civil government that
have expanded most rapidly in recent dec-
ades are traditionally local, the revenue
requirements of many local governments
have outpaced their resources. Despite
substantial increases in the amount of State
and Federal aid, many cities, counties, and
school districts have been able to finance
their burgeoning activities only by re-
course to taxes not well suited for local use.

In 1962 the political subdivisions of the
50 States spent $39.3 billion in providing
general government services. In 1950 they
were spending only $14.8 billion; in 1940,
only $6.5 billion. Since 1950 their general
government expenditures have increased,
on the average, nearly 9 percent a year.
This increase notwithstanding, broadly
based pleas for additional and improved
governmental programs are believed to
have gone unheeded in many communities.

The revenue requirements of local gov-
ernments will continue to mount as the
quantity and quality of their programs are
brought into better conformity with the
further growth and urbanization of the
population, with the increasingly exacting
requirements of business for community
services and facilities, and with rising liv-
ing standards. Significant adjustments in
State-local fiscal relations will be required
to prevent the aggravation of disparities
between local needs and local resources.
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The realinement of fiscal resources at
the local level is in the first instance a State
responsibility. It is a continuing process
and embraces adjustments in the State-local
division of functional responsibilities as
well as intergovernmental financial aids
and taxing powers. The realinement of
fiscal resources takes different forms, re-
flecting interstate variations in institutional
arrangements and preferences, and takes
place at different times. In States where
the imbalance between needs and resources
is of significant proportions and widespread
among local jurisdictions, it will probably
be necessary in the future, as in the past,
to relieve the local units of some of their
functional responsibilities, as well as to
increase the financial aid afforded them by
the States. As in the past, the latter is
likely to be the more frequent avenue of
relief.

Pressures to increase locally raised reve-
nues inevitably will persist, however, be-
cause intergovernmental fiscal institutions
are slow to change, tax diversification has
much appeal, the inclination to exercise
home rule is strong, and the need for addi-
tional financing resources at the local level
is immediate and pressing.

Revenue Requirements

The development of local expenditures
in recent years and their relationship to
State and local expenditure aggregates is
summarized in table 9. They remained
relatively stable around $6 billion a year



TasLE 9.—Local Government Direct General Expenditure, Selected Years, 192762

Direct general expenditure
Fiscal year As a percent As a percent i
Total of State perc . Per capita in
(millions) and Jocal | Ofmet national | - Per capita® | g4 prices 3
expenditure 1 produc
1927...... v e erariear e $5.830 80.9 na. $48.98 n.a.
1982............ Ceveeenierieiens 5,800 74.7 4 46.46 $117.03
1934..... P 5,172 72.0 8.9 40.93 95.63
1986, .. c0vvieiiniiiniiiniinenneens 5,421 70.9 7.2 42.33 100.31
1938, ... iiveennen, Crrreerieanns 6,181 70.6 8.0 47.61 109.70
1940........ s e 6,499 70.4 7.0 49.19 112.05
1942, . it 6,421 69.9 4.3 47.61 95.60
1944, ....... Cererrrrrrrereciaiaes 6,197 69.9 3.1 4478 82.01
L T . 7875 714 3.9 55.70 88.41
1948, .. .ooviiiiiiiii i 11,498 65.0 4.7 7841 98.88
1950. ..... Creee i s 14,754 64.7 5.6 97.27 116.21
1852...... e 17,444 66.8 5.4 111.09 117.18
1954, .. .o it 20,593 67.1 6.2 126.79 126.79
1956...... PN 24,392 66.4 6.3 145.83 134.28
1058, ..., e st e, 29,257 65.2 7.2 168.89 143.98
1960, ... .cviiiiiviii i 33,981 65.4 7.4 188.51 152.29
L ) N 37,197 66.2 7.9 203.31 158.96
1962. ..... et 39,340 65.9 7.8 211,71 160.02

n.a.—Data not available.

1 To eliminate duplication, transactions between State
and local governments have been excluded.

2 The computations are based on estimates of the popu-
lation of continental United States as of July 1 of the years
indicated. For reported years from 1940 through 1955,
the population figures so used are inclusive of Armed
Forces overseas. Exclusion of these forces beginning with
1956 data makes the per capita amounts shown for that

from the late 1920’s through World War
II. Thereafter they increased rapidly, ap-
proaching $15 billion by 1950, $30 billion
by 1958, and this fiscal year (1964) can be
expected to approximate $45 billion.
Growth is not peculiar to local govern-
ments. The expenditure statistics cited
quantify a familiar national phenomenon.
Increasing government costs have not been
confined to a single level of government
nor limited to the postwar years. Growth
in the volume of government activity has
been a general occurrence throughout
most of our lifetime. Nor has the behavior
of government activity differed materially
from that of other phases of national eco-
nomic life. Production, employment, con-
sumption, savings, and economic activity
generally are each attaining levels antici-
pated by few as recently as 10 years ago.
National economic growth, of which ris-
ing local expenditure is but one manifesta-

year about 0.5 percent greater than they would be if com-
puted on the same basis as the 1940-55 amounts,

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

Source: U.S. Bureau of the Census, Historical Summary
of Governmental Finances in the United States, 1957
Census of Governments, Vol. 1V, No. 8; and Governmen-
tal Finances (Annually 1958-1962),
tion (and to which it contributes), gener-
ates part of its own fiscal solution. It
automatically increases the revenue yield
under existing tax rates. A substantial
revenue gap, however, remains because
local requirements are increasing faster
than the economy, while the revenue yield
of local taxes can keep pace with it only
with the benefit of some tax-rate increases.

The local share of combined State-local
expenditures has remained fairly stable
over most of this period. Throughout the
postwar years it has remained consistently
around 66 percent. It had been higher
before World War 11, around 85 percent
at the turn of the century, 80 percent in
the 1920’s, and 70 percent in the late
1930’s, where it remained until the end
of the war.

The postwar increase in local expendi-
ture aggregates has been the result of
many factors, including population in-
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TasLE 10.~Local Government Direct General Expenditure, by Function, Selected Years, 192762

(Dollar amounts in millions)

1927 1940 1950 1962 Percent-
age
Item p . N P N incrgease
ercen ercent ercent ercent | 1950 to
Amount of total Amount of total Amount of total Amount of total 1962

Education ,,............... $2,017 34.6 $2,263 348 | $5819 39.4 | $17,652 49 208.4

Highways ,................ 1,295 22.2 780 12.0 1,745 11.8 3,706 9.4 1124

Public welfare .,.,......... 111 1.9 629 9.7 1,374 9.3 2,589 6.6 88.4

Health and hospitals . ...... 185 3.2 309 4.8 801 5.4 2,182 5.5 1724

Police and local fire

protection . ..,........... 466 8.0 566 8.7 1,179 8.0 2,931 75 148.6

Sanitation ,................ 312 5.4 207 32 834 5.7 1,947 49 1335

Natural resources ..........[c...oocofiveniin,, 74 1.1 202 14 404 1.0 100.0

Local parks and recreation, , 153 2.6 162 2.5 304 2.1 880 2.2 1895

Housing and urban renewal,[.........[......... 230 35 452 8.1 1,096 2.8 142.5
General control, including

financial administration . 316 5.4 410 6.3 724 4.9 1,560 4.0 115.5

Interest on general debt , ... 501 8.6 528 8.0 349 24 1,373 3.5 293.4

Other and unallocablel | ., 474 8.1 346 5.3 971 6.6 3,025 7.7 2115

Total ,.............. 5,830 100.0 6,499 100.0 14,754 100.0 39,340 100.0 166.6

1Includes expenditure for nonhighway transportation,
general public buildings, libraries, civil defense and dis-
aster relief, regulatory activities, etc.

Source: U.S. Bureau of the Census, Historical Summary

creases, growing urbanization, an improved
level of service, and rising prices. On a
per capita basis, local expenditures have
approximately quadrupled during this
period, from $55.70 in 1946 to $211.71 in
1962. In terms of constant prices, the per
capita increases were less marked, from
$88.41 to $160.02, or 81 percent.

Since the war the share of the net na-
tional product represented by the local
government function has moved upward.
In 1962 local expenditures accounted for
7.8 percent of the net national product.
This is nearly one-half higher than in the
early 1950’s and is about the same as in
the years immediately preceding World
War II. Considerably higher ratios pre-
vailed, of course, during the trough of the
Depression, when the economy and its pri-
vate sector had contracted substantially
more than had local expenditures.

Table 10 makes it clear that by far the
costliest local government function is edu-
cation. It is responsible for 45 percent of
local expenditures. Its relative role has
risen rapidly, from 35 percent in 1940 and
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of Governmental Finances in the United States, 1957 Cen-
sus of Governments, Vol. IV, No. 3; and Governmental
Finances in 1962, October 1963,

nearly 40 percent in 1950. Since 1950,
while total local expenditures have risen
by 167 percent, education costs have in-
creased 203 percent. Investment in school
plant and improved pay scales have been
important factors. The only other func-
tions that maintained their relative impor-
tance in local expenditures during the
1950’s were health and hospitals, and parks
and recreation. Both increased at a faster
rate than local expenditures in the aggre-
gate. No local function even approaches
education in costliness. In 1962 highways,
the second costliest activity, accounted for
9.4 percent of expenditures, followed by
police and fire protection, 7.5 percent;
public welfare, 6.6 percent; and health
and hospitals, 5.5 percent. These five
items account for three-fourths of the cost
of local government.

National aggregates for local expendi-
tures obscure wide interstate variations,
which in turn are the result of differences
in the division of responsibilities between
the State and its political subdivisions, in
the quality, quantity, and variety of serv-



ices provided, and in price and wage levels.
Local governments account for nearly two-
thirds of State and local direct expenditures
for general government. This average em-
braces significant differences between the
States. In 1962 the local government share
ranged from 32 percent in Alaska and 35
percent in Hawaii to 78 percent in New
York and 75 percent in Wisconsin.

The statistics on local expenditures on
a per capita basis and in relation to per-
sonal income, presented in table 11, docu-
ment the difficulty of generalizing about
the relationship between interstate varia-
tions in local expenditures and the division
of responsibility among State and local
governments.

Per capita expenditures for local gov-
ernment services in 1962 ranged from $103
in South Carolina to $310 in New York
and $419 in the District of Columbia, In
South Carolina local governments ac-
counted for a relatively small part, and in
New York for a relatively large share, of
government expenditures. In South Caro-
lina these expenditures absorbed a rela-
tively small part, and in New York a
relatively large part of personal incomes.
In New Jersey, on the other hand, where
local governments carried a larger share
of governmental costs than in any other
State but two (New York and Wisconsin),
per capita local expenditures ranked 11th
among the 50 States and the District of
Columbia. New Jersey is one of the high-
income States, and the expenditures of its
local governments in terms of personal in-
come were exceeded in 29 States and the
District of Columbia.

These variations underscore the fact that
the problem of financing local government
embraces more than the division of respon-
sibilities between the State and its political
subdivisions. It involves also differences
in economic resources available for taxa-

tion and in the share of those resources
allocated to local governments.

In 1962, when local governments spent
$39.3 billion on general government serv-
ices, they raised $26.7 billion from their
own general revenue sources. They de-
pended for nearly one-third of their total
financing requirements on intergovern-
mental aids. To state this fact is not to
imply that it is cause for concern in itself.
This is a cooperative federalism, in which
the adjustment of functional responsibili-
ties and intergovernmental aids is a con-
tinuing process. It serves to give financial
balance to the family relationship between
States and their political subdivisions and
to the interdependence of the Federal,
State, and local governments. The social,
economic, and political transformation
since World War II has affected unevenly
the needs and resources of the governments
comprising this federalism. The adjust-
ments required to accommodate the in-
creasing task of local governments without
jeopardy to the delicate balance between
the division of powers and responsibilities
among constituent governments is in part
an intergovernmental task.

While all governments—Federal, State,
and local-have shared and will continue
to share in expenditure increases, the
financing of these increases poses particu-
larly difficult problems for local govern-
ments. They have only such taxing powers
as their respective State constitutions and
legislatures grant to them. With the ex-
ception of home rule powers granted in
charter provisions and the general powers
of municipalities in most States to levy
license taxes (including in some instances
the imposition of these taxes for revenue
purposes), local governments do not com-
monly have the power to levy nonproperty
taxes. While these limitations on local
taxing powers are of each State’s own
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TABLE 11.—Local Government Direct General Expenditure, by State, 1962

Local general expenditure

As a percent

P Per $1,000 of of State
State Amount Per capita personal income 2 and local
(millions) expenditure
Amount Rank Amount Rank { Amount | Rank
Alabama.,........ BN Cereeaes $425.1 $128.16 47 $80.80 30 52.4 38
43.3 178.93 27 66.01 47 324 50
812.9 210.57 17 98.89 9 59.5 22
199.9 108.52 50 72.90 38 49.1 42
5,249.5 308.26 3 106.74 6 71.8 6
465.0 245.64 9 102.88 T8 67.8 10
573.2 218.36 15 71.44 41 59.4 23
772 165.81 32 53.06 51 49.3 41
330.8 419.26 1 181.06 | A N S,
1,041.0 191.57 23 93.30 14 67.8 11
611.7 149.82 39 84.81 24 58.4 25
Hawail, .. ....ooviiiiniiiiiii i 103.1 148.77 40 64.72 49 849 49
I 1 L PP 118.3 169.00 30 87.31 21 544 31
IHNOis, ... voveiviier et iiinentaesnens 2,234.0 221.23 13 77.42 34 70.2 8
Indiana, ..., .oviviiiinnrnnrnnnnenenenens 909.8 195.11 22 82.13 27 67.2 12
lowa,.... Cisreserasaarasaeaaanes e 579.3 208.83 20 95.81 11 64.1 17
Kansas, .. .oocuuvrnrinienerinanenennninn, 474.1 214.04 16 97.68 10 66.6 13
Kentucky ............ freredsaerrenaraenen 3824 128.99 48 72.48 40 423 47
535.9 158.97 34 94.38 13 47.8 45
144.6 147.85 41 75.51 36 50.7 40
713.8 220.79 14 83.87 26 69.4 9
1,281.5 247.01 8 89.68 17 72.0 5
1,833.8 228.40 10 94.98 12 65.7 14
885.1 255.74 7 11891 2 70.5 7
Mississippi.....o.c0uiiinns Ceteresenevune 3113 137.68 46 107.75 5 55.4 28
Missouri, ......ooevinnnnne eereesaresnen] 679.9 157.58 36 65.61 48 59.1 24
Montana, .....o.eee Cerenes Cheeseaaae N 128.1 188.79 25 81.85 28 524 87
Nebraska, ......... Ceesseaseseensiinsanen 265.0 188.26 26 78.66 32 65.3 15
Nevada,.,......oov0 Ceeerersiaerirananas] 95.2 272.00 4 67.03 45 579 26
New Hampshire, ......... Creerieeaiasaeend 98.8 158.84 35 70.88 42 526 36
New Jersey......... Cebesseseraersisennen 1,425.9 224.30 11 79.08 81 744 3
New Mexico, ,...... vasssssirueees Cevenns 172.0 172.52 29 92.47 15 52.8 84
New York,......... Ceraene Ceseseaesreaas 5,419.4 309.72 2 106.29 7 718 1
North Carolina, ., ...cocovvivieivncansonss, 670.0 142.43 45 81.76 29 62.1 18
North Dakota, .,...., Ceresiesene Ceeraenns 126.4 199.68 21 86.63 23 52.7 85
Ohio, ....ovvvvivnniinnens Cieriesasaaened 2,099.6 209.17 19 86.93 22 72.0 4
Oklahoma, ..,.. e ireseresearasessaens 352.0 148.79 43 75.47 87 48.2 44
Oregon e 380.6 210.63 18 87.51 18 55.0 30
Pennsylvania, , 1,901.7 167.08 81 70.73 43 61.3 19
RhodeIsland, ............... Cereserinees 138.1 157.29 37 67.30 44 53.7 32
South Carolina 251.1 102.57 51 66.78 46 50.8 89
South Dakota,,........... 115.6 160.38 33 77.64 33 48.7 43
Tennessee. .. ..coueernennconns 5214 142.77 44 84.30 25 59.8 21
Texas, ...vonesnnrens 1,779.4 175.80 28 87.39 20 65.3 16
Utah,,.... e erertrecntarar it ereaened 176.1 183.82 24 - 87.89 19 55.2 29
Vermont, ......vvesneeesetsccnsrancssones 56.8 146.77 42 72.63 39 39.4 48
virginia, .. ..iieiiieiiiiieiae heerarenes 687.2 150.00 38 75.61 85 60.2 20
Washington, .. ..... Ceseersersesanaaansas 670.6 222.79 12 89.76 16 57.8 27
West Virginia,............ Vevessaiaenenes 202.3 112.64 49 63.02 50 449 46
WiSCONSIN. v vy iveiive e iinnranaerocnes 1,054.0 262.25 5 112.83 3 74.8 2
Wyoming, ........00 Ceeresarenrresrsenesd 86.5 260.54 6 109.49 4 53.0 33
Total, .. oveeineiiriiisiiseniioines 39,340.3 21171 |....... 8948 |....... 659 |.......

1 Based on estimated population (exclusive of Armed

Forces overseas) as of July 1, 1962.

2 Based on personal income estimates reported in U.S,
Department of Commerce, Survey of Current Business,
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choosing, they are nonetheless real. More-
over, the property tax itself labors under
serious handicaps, some real, some con-
trived, as is indicated in chapter 6.

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

Interstate variety in State-local fiscal re-
lations is the hallmark of our governmen-
tal system. Many would say, and with
good reason, that that is its strength.
Under our system, each State develops its
own arrangements for enabling its local
governments to discharge the obligations
it places upon them. The State develops
these arrangements with benefit of a kit of
tools and techniques. The contents of the
kit are more or less common among the
States. It is their application—the combi-
nations and permutations in their use, their
adaptation to the different circumstances
prevailing in the several States—that varies.

In this chapter an effort is made to assess
some of these tools—those in the tax area—
to identify their strength and weakness.
Chapter 17 explores the opportunities
available to States to facilitate the use of
nonproperty taxes by local governments.

The satisfactory resolution of the reve-
nue needs of local governments, their
ability to function in a manner compatible
with State and national interests, will in-
volve more than tax mechanics. It will
depend on progress in many directions,
including the reorganization of local gov-
ernmental units themselves into structures
more appropriate for present and prospec-
tive requirements. Another area requiring
attention is the intergovernmental division

of functional responsibilities and intergov-
ernmental financial aid.

Within the more restricted area of taxa-
tion itself, a variety of problems require
consideration. Many of them are bypassed
at this time. The most important, how-
ever, those relating to the property tax, are
discussed in some detail in chapter 6 to
identify some of the policies and practices
that would enable this historic workhorse
of local government finance to perform
more fairly and in better harmony with
economic and fiscal goals.

Sources of Local Financing

Local governments finance their activi-
ties from locally raised revenues, State and
Federal aid, and borrowing. Generally
they may not engage in deficit financing
of operation and maintenance costs and
may borrow only for capital outlay pur-
poses. Some resort to short-term borrow-
ing in anticipation of tax collections. In
recent years the security flotations of local
governments have ranged around $6 bil-
lion a year. This includes borrowings for
public utility and toll enterprises, as well
as for general government facilities. The
volume of their borrowing has about
doubled during the past decade. Annual
debt retirements now exceed $3 billion.
Between the end of 1950 and 1962 the
indebtedness of local governments has risen
from $18.8 billion to $59.1 billion. The
$40.3 billion increase in liabilities is equal
to about half of the $84 billion invested in
capital improvements during the same
period.

Current revenues.—The current reve-
nues of local governments for general gov-
ernment purposes totaled $38.4 billion in
1962. They have been rising at a rapid
rate, paralleling the rise in expenditures.
The corresponding total was $25 billion

35



TABLE 12.—Local Government General Revenue, by Source, Selected Years, 192762

Intergovernmental From local sources Increase .
revenue or
Total | decrease
Fiscal year From From Taxes Other | 8eneral | (=)in
Federal | State | Total ‘| general | Tevenue ddept
govern- | govern- revenue uring
ment ments Total | Property [ Other year
1. AMOUNT (in millions of dollars)
9 596 5,298 4,479 4,360 119 819 5,903 929
10 801 4,879 4,274 4,159 115 605 5,690 9
83 1,318 4,419 3,933 3,803 130 486 5,820 —826
229 1417 4,533 4,083 3,865 218 450 6,179 306
167 1,516 4,968 4,473 4,196 277 495 6,651 6
278 1,654 5,007 4,497 4,170 827 510 6,939 162
56 1,780 5,286 4,625 4,278 852 661 7,122 —337
28 1,842 5,470 4,708 4,361 342 767 7,340 -1,080
53 2,092 6,082 5,157 4,787 420 925 8,227 —600
218 3,283 7,872 6,599 5,850 749 1,273 11,373 1,133
211 4,217 9,586 7,984 7,042 942 1,602 14,014 1,979
237 5,044 11,671 9,466 8,282 1,185 2,205 16,952 1,332
298 5,685 13,629 10,978 9,577 1,401 2,651 19,562 8,374
309 6,590 16,238 12,992 11,282 1,710 8,246 23,137 2,909
404 7,828 19,345 15,461 18,514 1,946 3,885 27,577 8,798
592 9,361 22,912 18,081 15,798 2,283 4,831 32,866 4,232
719 10,185 24,995 19,804 17,870 2,434 5,192 35,899 8,618
750 10,929 26,680 20,963 18,416 2,546 5,717 38,357 4,047
2. PERCENTAGE DISTRIBUTION
0.2 10.1 89.8 75.9 73.9 2.0 18.9 1000 feoverreee
2 14.1 85.7 75.1 73.1 2.0 10.6 100.0 feeoemerer
14 22.6 75.9 67.6 65.3 2.2 8.4 100.0 fererreeee
3.7 22.9 734 66.1 62.6 8.5 7.3 1000 jreocreets
25 22.8 74.7 67.3 63.1 4.2 7.4 100.0 |eer e e
4.0 23.8 72.2 64.8 60.1 4.7 7.3 100.0 [
8 25.0 742 64.9 60.0 49 9.3 100.0
4 25.1 74.5 64.1 59.4 4.7 104 100.0
6 25.4 78.9 62.7 57.6 5.1 11.2 100.0
19 28.9 69.2 58.0 514 6.6 11.2 100.0
1.5 30.1 68.4 57.0 50.2 6.7 114 100.0 {,........
14 29.8 68.8 55.8 48.9 7.0 13.0 1000 |,........
15 28.8 69.7 56.1 49.0 72 13.6 100.0 |,........
1.3 28.5 70.2 56.2 48.8 74 14.0 1000 {,........
1.5 28.4 70.1 56.1 49.0 7.1 14.1 1000 |,,.......
1.8 28.5 69.7 55.0 48.1 6.9 14.7 1000 |,........
2.0 28.4 69.6 55.2 484 6.8 14.5 1000 |,,.......
2.0 28.5 69.6 54.7 48.0 6.6 14.9 1000 |,........

Source: U.S. Bureau of the Census, Historical Summary of Governmental Finances in the United States, 1957 Census
of Governments, Vol. IV, No, 3; and Governmental Finances (annually since 1958).

in 1957, $14 billion in 1950, and about $7
billion during the war years (table 12).
The revenue productivity of the sources
of local financing generally has increased
at a remarkably uniform rate since 1950,
suggesting that rising requirements exerted
revenue pressures that were distributed
fairly uniformly among the financing
sources available to local governments.
Local governments raise on the average
about 70 percent of their current revenues
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for general government from their own
sources. This proportion has not changed
since the war. It had been higher in
earlier years, around 90 percent before the
Depression and about 75 percent there-
after, including the war years.
Approximately 30 percent of the current
revenue of local governments is State and
Federal aid, chiefly the former. State aid
includes, of course, some funds which
originated in Federal aid to States. The



composition of current revenues for gen-
eral government purposes was as follows
in 1962:

Amount Percent

(billions) of total

State ald ... . .ieiieiiieiniiieaes $10.9 28.5
Federal aid (directly to local

GOVEINMENLS) ... .o ivveivunenronsns 8 2.0

From local sources:

Property taxes .............c0s 184 48.0

Other taxes .........c.o00viinns 2.5 6.6

Nontax revenues ,.............. 5.7 149

Total ... iieiiieveniriniaans 38.4 100.0

These are aggregates for the more than

90,000 local jurisdictions that perform gov-
ernmental functions in the United States,
about 90 percent of which have taxing
powers, The patterns of financing vary,
not only among the different categories of
local government but within each category
from State to State. The percentage dis-
tribution of general revenues in 1962, the
last year for which detail for all categories
is available, illustrates the range of varia-
tion.

General Revenue of Local Governments, Percentage Distribution by Source, 1962

<

. Munici- : School Special

Source Total Counties palities Townships districts dx};t victs
Intergovernmental, ,..,....... 30.5 38.7 20.4 23.8 40.6 20.1
Propertytax................. 48.0 45.6 44.0 63.8 51.2 26.1
Other taxes.............cvv0u. 6.6 3.2 16.1 4.0 Y
Nontax revenue, ., ........... 14.9 124 19.5 8.4 7.5 53.8
Total,......oovvinnnns 100.0 100.0 100.0 100.0 100.0 100.0

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

State aid.—State financial aid to local
governments (including Federal grants
channeled through the States) totaled $10.9
billion in 1962, nearly $59 per capita, and
accounted for 29 percent of total local gen-
eral revenues. About one-fifth of this
State aid was in the form of State collected
and imposed taxes shared with local gov-
ernments. Most of the State aid funds,
however, represent State payments to local
units for their use in financing specific
functions or for general local government

support and reimbursements to these local
units for services performed for the State.
The role of State aid as a source of local
general revenue varied widely among the
States, reflecting the prevailing variety in
State-local fiscal relations, as tables 13 and
14 make clear.

The largest share ($6.5 billion) of State
aid was earmarked for education in 1962.
Next in importance were $1.8 billion for
public welfare and $1.8 billion for high-
ways. The remainder went for health and
hospitals, for other specified functions, and
for general support of local government.

The evolution of State aid for individual
functions over the past three decades is
summarized in table 15. It now finances
over 70 percent of local expenditure for
public welfare, 36 percent for highways,
and 37 percent for education. (State aid
for public welfare is financed in part from
Federal public assistance grants to the
States.) While the amount of State aid for
each of these functions has increased in re-
cent years, the share of local expenditures
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‘TABLE 13.—State Intergovernmental Expenditure, by State, 1962

Intergovernmental Expenditure
State As a percent As a percent
Total . of total State of total local
(thousands) Per capita general general
expenditure revenue

$164,425 $48.97 29.8 40.7

14,217 57.79 13.6 35.2

96,663 64.06 31.2 32.2

75,455 41.39 26.7 87.6

1,642,908 96.81 44.3 314

Colorado, ., ..vovveicnronrrenraoarnassannsons 145,755 76.43 89.8 30.9
CONNECLCUL, ... 0ersuruenesaresasnsssssassass 81,843 31.51 17.3 16.1
DElAWATE, .\t varueenensoennoansnnesasssssnes 89,997 85.28 33.1 53.8
Florida,........c.0ue Cerrersiecaes ceereranins 246,277 45.11 . 332 24.5
Georgia,.....o0veinns e eeireeeeanesiaenae 203,944 49.74 31.8 34.9
24,564 35.45 11.3 26.6

32,323 46.31 24.6 274

385,033 37.95 34.0 17.4

238,911 50.67 85.0 26.9

123,989 44.65 27.7 21.

Kansas,......... b eresrrasaesetresarasieann] 117,478 52.94 33.1 245
Kentucky........... Cesearierane PN e 123,684 40.13 19.2 339
Louisiana, ,, ,.vuuvivrvernerennensannronnnsnnns 254,108 76.31 30.3 51.4
Maine, ................. Ceerceenerear s aeaeas 22,253 22.28 18.7 14.8
Maryland, .......cooviieiiiiinineninienenen, 256,798 80.48 44.9 37.6
MassachuSetts, ., .. ivuvenrvenereroronnnornass 319,172 61.84 89.0 24,0
Michigan, ......... 609,724 76.30 39.0 35.5.
Minnesota 264,495 76.11 41.6 81.1
MisSiSSiPPI. .\t ve i ennrsrsrnrerernarosennans 127,409 56.68 33.7 42.1
T 141,209 32.49 23.1 209
MODEANA, . .\ttt evernseerinneerserennnanes 22,770 52.12 16.3 16.8
Nebraska, .. .......oooevenniaenionennonsssses 45,624 30.74 24.5 16.9
Nevada, ... .. .oiuiieniiieiiiionneinnnaessnasns 23,706 70.76 25.5 27.6
New Hampshire,.,,...coviiiinuiininronnnenns 6,664 10.54 7.0 6.8
NeW JeISeY. ..\t vunrreenneeronnenconaesnsnnsas 197,996 $1.70 28.7 13.9
New Mexico.,.....vveveineennneninnns Ceereeae 93,409 91.58 87.8 54.6.
1,621,419 87.43 49.5 28.5.

336,181 71.06 45.1 52.8

24,289 37.83 17.7 20.0¢

499,389 49.46 37.9 24.9

120,763 49.33 24.2 34.6

OTEZON, .. i viv i ir v renrnsnrssvonsvrosssnns 101,440 54.42 24.6 ) 26.6
Pennsylvania.................. Creeereaseeeen 461,048 40.53 27.8 245

RhodeIsland, .. ......c.ouvvvueeinnnnennnneessd 27,645 31.96 18.8 19.

South Carolina 109,877 45,11 31.1 43.4
South Dakota 12,724 17.65 9.5 104
Tennessee ves 169,259 46.58 32,6 35.5
Texas,,., e . 442,919 43.78 319 26.7
Utah,............... 59,030 61.04 29.83 34.0:
Vermont, ., ........co000e. . 12,086 30.99 12.1 21.9-
Virginia 169,612 40.61 28.7 31.2
Washington, .. .. ...iveivivenrrnirnsernernneens 261,628 87.04 34.9 39.1
West Virginia, .. .. .....coiiiiiiiiiininenennn. 72,017 40.62 22.5 35.1
WISCONSIN, .. ottt itiene i ennevnnennirnnnnns 335,438 81.97 48.5 83.1
WYOmIng., .. .ttt iiviiereeenrinreeeennnns 26,838 73.53 25.9 83.3
Total, ....... s ereraa it a 10,906,400 58.94 34.9 28.2
Source: U.S. Bureau of the Census, Governmental Local Governments, 1962 Census of Governments, Vol. VI,

Finances in 1962, October 1963; and State Payments to No. 2.



TaBLE 14.—State Intergovernmental Expenditure as a Percent of Local General Revenue,
Frequency Distribution, 1962

Under 20 percent 20 to 30 percent 30 to 40 percent 40 percent or more

New Hampshire ,...... 6.8 | North Dakota ,....... 20.0 | Colorado ............. 30.9 | Alabama ...,..........40.7
South Dakota |, .10.4 | Missouri ... .20.9 | Minnesota ............ 81.1 | Mississippi ............42.1
New Jersey ..., 189 | Towa ..... .21.8 | Virginia .,.... Ceaeenes 81.2 | South Carolina ......,.434
Maine ,....... 8 | Vermont ... .21.9 | California 4 | Louisiana ,,...,.. ..5l4
Connecticut ..,... .....16.1 | Massachusetts .24.0 | Arizona ,,............ 2 | North Carolina ,,, .52.8
Montana ,............. .8 | Florida ... ,24.5 | Wisconsin . ,, .1 | Delaware .,.,,. . ..53.3
Nebraska .............. 9 | Kansas ..... .24.5 | Wyoming ... .33.3 | New Mexico .,......... 54.6
Nlinois ........... ....17.4 | Pennsylvania .24.5 | Kentucky .33.
Rhode Island .......... 19.9 | Ohio ,......... 249 { Utah ....... .34

Oregon ,......ovvune. 26.6 | Oklahoma .84,

Hawail ,,....0000000. 26.6 | Georgia . .

TEXas .....oevnvnvnnns 26.7 | Alaska ........ .

Indiana ,,,... N 26.9 | West Virginia .,...... 35.1

Idaho ........ veseese.274 | Michigan ,............ 35.5

Nevada .............. 27.6 | Tennessee ............ 35.5

New York ,........... 28.5 | Arkansas .,........... 87.6

Maryland ............ 37.6
Washington .......... 39.1

Number of States ...,.. 1T N L 18 |....ovee. Cereeanas ceees T

Source: Table 13.

covered by it has not changed materially
except in the public welfare function be-
cause local expenditures have been in-
creasing at an approximately equal rate.

Federal aid.—Federal payments directly
to local governments have also increased
over the years but have not assumed sig-
nificant proportions in terms of local
financing. In 1962 Federal grants and
payments in lieu of taxes to local govern-
ments totaled less than $750 million and
provided 2 percent of local general reve-
nue. Grants accounted for most of this
amount. The comparable total was $200
million in 1950, $300 million in 1953, and
$600 million in 1960. These amounts ex-
clude loans, repayable advances, and Fed-
eral grants to States for programs that ulti-
mately benefit local governments. Federal
aid directly to local governments has been
increasing in recent years and can be ex-
pected to become larger during the next
few years as recently enacted programs
become operational.

Nearly 35 percent of the $750 million
1962 aggregate represented Federal pay-
ments for school operations ($215 million)
and for school construction ($41 million)

under the special Federal aid programs to
federally affected areas (Public Law 815
and Public Law 874). The other signifi-
cant Federal aid programs were low-rent
housing contributions ($149 million); slum
clearance and urban renewal, including
urban planning ($167 million); waste treat-
ment facilities ($42 million); and airport
construction ($57 million). These six pro-
grams were responsible for 90 percent of
all Federal aid given directly to local gov-
ernments.

Revenue from own sources.—Local gov-
ernments raise about 70 percent of their
current general revenue from local sources,
divided between taxes and other sources
approximately in the ratio of 4:1. The
1962 totals were $20.9 billion from taxes
and $5.7 billion from nontax sources. The
latter include user charges, sale of com-
modities, services and real estate, special
assessments for public improvements, and
interest earnings. As indicated earlier,
the relative contributions of the major
components have not changed materially
in recent years. The amount contributed
by each has increased. Comparative State-
by-State data on the amount of locally
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TABLE 15.—State Intergovernmental Expenditure, by Function, Selected Years, 193262

Item 1932 1940 1950 1960 1962
Amount (millions)
General local government support ..............] $140 $181 $482 $806 $844
Public welfare .,....ccvvveviniinvrcnnennns ceveed 28 420 792 1,488 1,779
EQucation ... ..vveeveinnesrinceeenneneciienionn, 398 700 2,054 5,461 6,474
Highways ,........ et erseie e sanens o 229 332 610 1,247 1,826
Al other ......... e ririeir e 6 21 279 446 483
Total ..........., T 801 1,654 4217 9,443 10,906
Percent distribution
General local government support ................ 17.5 10.9 114 85 7.7
Public welfare ... .........oovvinniiinenaiiiiinn, 35 25.4 18.8 15.7 16.3
Education ,.........00000enen i 49.7 42.3 48.7 57.8 59.4
Highways .......ooviiiiiiiiiiiiiinininnnnen., 28.6 20.1 145 13.2 12.2
All other .., .. iiiiiiiiiiinii i anaenss q 1.3 6.6 4.7 44
g 3 I 00.0 100.0 100.0 100.0 100.0
Percent of total State general expenditure
General local government support ................ 5.1 4.1 3.9 3.0 2.7
Public welfare ,.........oiiiiiiiiiiiininininans 1.0 9.6 6.5 5.4 5.7
Education ..........ceeviiniieieiiiiiininaiin.. 14.4 16.0 16.8 20.1 20.7
HIghways ... iuiiieeeerrieerenennenasonneneans 8.3 7.6 5.0 4.6 4.2
AT Other ....ioviiiniiiniin i 2 5 2.3 L6 15
TOtAl L.t 29.0 87.7 344 34.7 34.9
Relation to selected items of local government finance
Total State intergovernmental expenditure as per-
cent of total local general revenue ...,........... 14.1 23.8 30.1 28.6 28.2
State intergovernmental expenditure for selected
functions as percent of local general expenditure
for—
Public welfare .........cviiiiniiiiiinninan, 7.6 66.8 57.6 67.0 70.2
Education ., ... ..viiiieiiniirrnnnrionnnaeons 19.6 80.9 85.3 35.6 36.6
Highways ... ..coiiviiiiiiininiiinennnn.. 25.5 42.6 35.0 36.7 35.8

Source: U.S. Bureau of the Census, State Payments to Local Governments, 1962 Census of Governments, Vol. VI,

No. 2.

raised general revenues are presented in
table 16.

The local government tax take was $21
billion in 1962, compared with $8 billion
in 1950 and under $5 billion during the
war years. Taxes now supply about 55
percent of local governments’ general reve-
nues. Their role stabilized at approxi-
mately this level after World War II. It
had been somewhat higher before that
time (tables 12 and 17).

Comparative data on local tax revenue
by States are presented in table 18. The
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variations are wide, explained in part by
interstate differences in economic capacity
and tax effort as reflected in the level of
government services provided. They vary
also according to the degree of local reli-
ance on State financial aids and the local
governments’ relative role in providing
governmental services. The frequency dis-
tribution presented in table 19 reflects this
variation.

Property taxes.—Taxation at the local
level in most parts of the country contin-
ues to be largely synonymous with prop-



TABLE 16.—Local Government General Revenue, by State, 1962

Locally collected general revenue

. Per $1,000 of
State Amount Per capita ! personal income 2
(millions)
Amount Rank Amount Rank
$222.9 $67.20 48 $42.37 43
24.5 101.24 36 87.35 48
ceaes 192.3 145.90 18 60.78 21
Arkansas, ,.....ecveeennnenans Ceereas 122.0 66.23 49 4449 40
California, ,,... Cerererrennees Ceeeras 3,471.0 203.83 8 70.58 6
Colorado...,........ Ceserarens e 813.1 165.40 8 69.27 9
ConnectiCut, .. .vvveviieirneecenenns 414.1 157.76 12 51.61 33
Delaware, ....... Ceeeaeriereareanes 85.5 76.02 43 24.40 51
Dist. of Columbia,................... 213.3 270.34 i 84.51 1
Florida, .. .. v0iiiinnnnenneniennrenes 758.0 139.49 24 67.93 11
GeOTZIA, . vvvvrnnnonronronneneannns 361.1 88.44 38 50.06 36
Hawaii, , 60.0 86.58 89 87.66 47
Idaho,........ce0vevnnne 85.0 121.48 30 62.73 19
Illinois, ..., ........ sereseanrsareans 1,756.8 178.98 6 60.88 20
Indiana, ,......covieviieennnneennnns 6424 187.77 25 57.99 21
Towa, . i eiiiiiiinriiieninionnnrnnes 450.7 162.47 10 74.15 3
Kansas, .. .vuervineneronneennoninnss 355.5 160.50 11 73.21 5
Kentucky. .. uoiveivinnianerininnnens 288.7 75.78 44 4428 41
Louisiana, .......cc00vvnne. eerrenas 241.5 71.64 47 42.53 42
Maine, ,.......... Ceerreeieireeaeaes 124.4 127.19 27 64.96 17
Maryland, .. .......covvviievinnnnns 402.3 124.44 28 46.99 88
Massachusetts 981.5 189.19 5 68.68 10
Michigan, ., e vees . 1,158.4 144.27 21 60.00 23
Minnesota, .. .....cocvnvvirnnieneens 585.7 169.23 7 75.87 2
Mississippi......oivveivniiiiinennnen 168.5 74.52 45 58.32 26
Missouri. .....oviiiininnineneinnnnns 528.1 122.36 29 50.97 85
Montana,.......coovvnevnnnnrnnnens 109.5 157.10 13 69.97 8
Nebraska, .. ...coviinenennnernnenens 219.5 151.80 17 65.15 16
Nevada,........ccoiiiinnnnnnnnnnnns 576 164.57 9 52.46 30
New Hampshire, ., ..... ereverieeees 88.5 142,28 23 63.49 18
New Jersey, .. .iiiivireverinrvnnnesn 1211.2 190.53 4 67.17 18
New Mexico. ,.....coivveviininnnnnns 78.2 78.84 42 42.04 44
New York, ........ 38,7714 215.58 2 78.97 4
North Carolina, , 303.6 64.54 50 87.05 49
North Dakota, .. ......cvovvinvnnnvnns 96.3 152.13 16 66.00 14
Ohio,,............ Ceerersiianeenas 1,442.0 143.65 22 59.70 24
Oklahoma...........oovvvivinnnnnn, 219.6 89.71 87 47.08 87
OTegon. ,..iuvviiinienninrnnrnonnens 268.1 145.60 19 60.50 22
Pennsylvania,.........covvevnnennnn. 1,878.1 121.08 31 51.26 84
RhodeIsland,,,............... P 106.0 120.72 82 51.66 82
South Carolina,,.............. Ceres 187.1 56.00 51 86.43 50
South Dakota, .. ....ovvvivirvnnnnnsn. 104.9 145.49 20 70.45 Vi
Tennessee. ... oivvvennnreerennnnnsss 288.2 78.92 41 46.60 89
B 1,192.4 117.80 33 58.56 25
Utah, . . iviiiiiiiien s 109.9 114.72 34 54.54 29
Vermont,................ Ceererinees 43.% 111.89 85 58.37 28
Virginia, ..., i ittt iiiiinae, 349.8 82.34 40 41.50 45
Washington, ,......ccovvvviivnnennn. $891.8 130.17 26 52.44 31
West Virginia, ., ..........coiuunen 1329 74.00 46 41.40 46
WISCONSIN, | ittt reirnennrrnennsennns 630.3 156.83 14 67.48 12
Wyoming., .. ....ouvviivnnenennnennss 52.0 156.63 15 65.82 15
Total, ... . vveurierninnnnnanss 26,679.5 14858 |............ 6068 |evivesennns

1Based on estimated population (exclusive of Armed

Forces overseas) as of July 1, 1962.

3 Based on personal income estimates reported in U.S.

Department of Commerce,
August 1963.

Survey of Current Business,

Source: U.S. Bureau of the Census, Governmental
Finances in 1962, October 1968,

41



erty taxation. With few exceptions, it is
the most important single producer in
local jurisdictions. Because it is the main-
stay of local tax systems, it is treated in
detail in a separate chapter. Here it suf-
fices to note that while the property tax
has been the object of severe criticism for
decades, it is putting on a remarkable
performance in terms of productivity. It
held its relative position as a revenue pro-
ducer even during the decade of the 1950’s,
when new taxes were being enacted and

expanded by local jurisdictions on a large
scale.

Among all local taxes the property tax
accounted for 97 percent during the 1920’s
and until 1934, after which it declined
gradually to 88 percent, where it has re-
mained for 10 or more years. In 1962 it
supplied 87.9 percent of local tax revenues,
58 percent of local revenues from their
own sources, and 48 percent of all local
general revenues. The developments in
these relationships during the past 35 years
were as follows:

Item 1927 1940 1948 1950 1960 1962
Property tax revenue as a percent of:
Total tax revenue, ,............... 97.3 92.7 88.6 88.2 874 87.9
Revenue from local sources, ,,,,... 76.1 72.0 60.5 60.3 58.2 58.3
Total general revenue............. 73.9 60.1 51.4 50.2 48.1 48.0

Nonproperty taxes—The postwar years
have witnessed a quest for nonproperty tax
sources by local governments in an effort
to escape from exclusive dependence on
property taxes. This continues a general
trend discernible since the 1920’s.

The pressure for nonproperty tax reve-
nues has been particularly strong in States
where the property tax base is shared by
more than two overlapping jurisdictions.
In these cases the pressure has come in the
jurisdictions with greater tax autonomy,
mainly the cities. The single-purpose
jurisdictions, notably school districts, typi-
cally rely almost wholly on the property
tax. This has obliged cities serving the
same taxpayers to look to other taxes and
t0 nontax revenue sources.

The reluctance to leave the entire bur-
den of the increasing local tax revenue re-
quirements to the property tax is motivated
by various considerations. Doubtless the
appeal of tax diversification for its own
sake is one of them. Another is the tend-
ency to judge tax rates in terms of the
levels of earlier years and to confuse the
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contribution to the increases in property
tax bills made by changes in tax rates with
that of higher property values reflected in
higher assessed valuations. The consid-
eration of tax equity also plays a part. The
base of the property tax consists largely of
only one form of wealth—real property. It
burdens property owners regardless of their
income status, for example, retired home-
owners with reduced incomes, and leaves
untouched those with large amounts of
wealth in other forms.

Political resistance to property tax in-
creases stems also from concern with its
effect on the location of businesses. Busi-
ness property frequently accounts for a
third or even more of the real property
tax base, and repeated expressions of fear
that high property taxes will deter new
business have a restraining influence on
local governing bodies. A related factor
is public dissatisfaction with the adminis-
trative shortcomings of the tax. Recent
widespread efforts to improve tax assess-
ment procedures—some locally, some pre-
scribed by State legislatures—have not yet



TABLE 17.—Local Tax Collections, by Major Source, Selected Years, 192762

Nonproperty taxes
i Property
Fiscal year Total taxes Total Sa;so:snd Income All other
receipts taxes taxes
1. AMOUNT (in millions of dollars)

4,479 4,360 119 25 i 94

4,274 4,159 115 26 0iiiiinnenns 89

3,983 3,803 130 30 tereeeraes 100

4,088 8,865 218 90 [ .iiiieiiiinnn 128

4,478 4,196 277 | 157

4,497 4,170 327 180 19 178

4,625 4,273 852 133 30 189

4,703 4,361 342 136 31 175

5,157 4,787 420 188 38 199

6,599 5,850 749 400 51 208

7,984 7,042 942 484 71 387

9,466 8,282 1,185 627 93 465

10,356 9,010 1,345 718 103 528

10,978 9,577 1401 708 129 569

11,886 10,323 1,563 779 150 634

12,992 11,282 1,710 889 164 657

14,286 12,385 1,901 1,051 191 679

15,461 18,514 1,946 1,079 215 652

16,5631 14,417 2,114 1,150 230 734

cieee 18,081 15,798 2,283 1,339 254 692
1961......... cervesiensinend 19,804 17,370 2,434 1,432 258 744
1962, . .vevviinineniinnnn, 20,963 18,416 2,546 1,472 308 766

2. PERCENTAGE DISTRIBUTION

S 100 97 3 1y..... ceeeneen 2
1982, . iiviiiiiiiie e iaes 100 97 ] O 2
¢ T 100 97 3 3
1936, ,,....... 100 95 5 2 3
L T 100 94 6 B I 4
1940, ... vvniiiiiiniinnns o 100 93 7 3 ® 4
IM42Z. oo, 100 92 8 3 1 4
1944, ., ,..... cetvenies 100 93 7 3 1 4
L TR .. 100 92 8 4 1 4
L TR, . 100 89 11 6 1 5
L L 100 88 12 7 1 5
1952, 0 iviiiiiiniiinnninnesd 100 87 18 7 1 5
E . 100 87 13 6 1 5
. 100 87 13 7 1 5
1955, . viiiiiinenennn, 100 87 13 7 1 5
1956, ... .00vinnnnn, veenss 100 87 13 7 1 5
1957 cerieeiraiiina 100 87 13 7 1 5
1958, ..........0. ceranes 100 87 13 7 1 4
L 100 87 13 7 1 4
1960, .. .00viveniiennianes 100 87 13 7 1 4
1961...... Cersretireniiaes 100 88 12 7 1 4
1962........... N Ceeees 100 88 12 7 1 4

11.ess than 0.5 percent.

Source: U.S. Bureau of the Census, Historical Summary

enhanced the national reputation of the
tax.

Efforts since World War II to develop
nonproperty tax sources have had a signifi-
cant cumulative impact on the tax revenues
of the larger urban jurisdictions, but their
effect on aggregate local revenues has not

of Governmental Finances in the United States, 1957 Census
of Governments, Vol. IV, No. 8; and Governmental Finances
(annually since 1958).
been striking. In spite of a 17-fold in-
crease in local taxes and continued search-
ing for new forms of revenue, the great
bulk of locally levied tax revenues comes
from the same source as a half century ago.
There is considerable variation among
the States in the extent to which local gov-
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TABLE 18.—Local Tax Collections, by State, 1962

Local tax collections

State Per capital Per $1,000 of Asa

Amount personal income 2 percent of

(millions) State and

- local tax

Amount Rank Amount Rank revenue
Alabama, ... . $132.3 $39.89 50 $25.15 47 $0.8
Alaska..,........ 15.4 63.64 36 23.48 49 29.7
Arizona,........ 1445 97.24 27 45.67 27 43.6
Arkansas.,...... 80.2 43.54 48 29.25 43 311
California, .,.... Ceresecrasasens .. 2,802.0 164.54 5 56.97 11 54.2
Colorado, ......... Ceteerreaeaaa. 248.6 181.33 9 55.00 14 515
Connecticut, .. ,.vvuevnrensinnnns. 360.2 1381.17 7 48.95 19 534
Delaware, .., ...... Ceeererenireens 249 53.82 42 17.11 51 22.1
Dist. of Columbia,.,,,............ 188.0 231.94 1 72.50 ) S
Florida,,.......... fereerrenarans 511.6 94.15 31 45.85 25 47.6
Georgia, ... ceeinee 2195 58.76 41 50.43 40 85.3
Hawaii 41.5 59.88 39 26.05 46 239
Idaho,,, 62.1 88.71 33 45.83 26 46.3
Illinois 1,460.7 144.65 6 50.62 17 59.8
Indiana.,.,. 527.0 113.02 20 47.57 21 55.6
o S 362.6 130.71 10 59.66 6 56.7
Kansas, ... iiiviniiiennnenennnin 288.3 130.16 1 59.87 8 55.8
Kentucky,.....o00vveen Ceeeeesaes 154.0 49.94 45 29.19 44 33.2
Louisiana, ,ssiusviveansinnnenssa, 169.0 50.13 44 29.76 41 25.8
Maine, ... Cereinereans Ceereneas 114.0 116.56 17 59.53 7 54.9
Maryland,,,............ evreenes 810.0 95.89 80 86.21 34 434
Massachusetts, ,........ 854.2 164.65 4 59.78 4 60.8
Michigan,........ 891.7 111.06 23 46.19 23 47.0
Minnesota, ,.... 463.6 188.95 8 59.67 5 53.5
Mississippi. ..... 112.1 49.58 46 $8.80 33 85.4
Missouri, .. .oovnununeeennen eean 416.1 96.41 29 40.16 82 514
Montana,,........... eereeeraead 89.8 128.84 13 57.38 10 55.6
NEDIaSKA, .\ vt erveserevenneones 1717 118.74 16 50.96 16 64.4
Nevada,,,....... e eeeneresnenans 88.9 111.14 22 35.43 35 40.7
New Hampshire, . ,......... e 77.2 124.12 15 55.38 13 62.5
NeW Jersey. i vvviereennrrsennennns 1,060.8 166.79 3 58.80 9 71.1
New Mexico, ........0c00uuvn Cheeee 49.3 49.45 47 26.51 45 26.4
New York, ,.......... e eeesaeees 8,079.1 175.97 2 60.39 3 56.9
North Carolina, ., ,,.. e rneneees 200.5 42.62 49 24.47 48 27.1
North Dakota, ., .vvenieeeevoennes 78.4 115.96 18 50.31 18 53.6
Ohio..... ceeras PN Cheerarans 1,101.0 109.68 24 45.58 28 55.3
Oklahoma, ,,......... Creeeesanes 148.3 60.58 38 31.80 38 32.5
Oregon,,.,.. tevesenees Ceeenarees 202.9 112.29 21 46.65 22 48.8
Pennsylvania, ,,,... v erenreeennas 1,101.7 96.79 28 40.98 81 46.7
Rhode Island, ,........cc0vves e 94.4 107.52 25 46.00 24 49,4
South Carolina, ,..,... P, 88.1 35.99 51 23.41 50 26.4
South Dakota..,.,...... veeneeansd 92.1 127.74 14 61.85 2 61.9
Tennessee, ,.....ov.n Crerereanead 197.9 54.19 40 82.00 86 87.5
Texas,....... PN N 865.1 85.47 84 42.49 30 46.6
Utah, ....... Ceereaearensaenanans 89.1 93.01 82 44.22 29 435
Vermont, ,,.....e0s. Ceevecnencens 40.0 103.36 26 51.15 15 446
Virginia,.... hee 263.6 62.05 87 81.28 39 42.3
Washington, ..,. 237.6 78.94 85 81.80 37 312
West Virginia, ,, 93.8 52.23 43 29.22 42 80.6
Wisconsin, ,........ 519.8 129.34 12 55.65 12 53.1
Wyoming.,....... 37.8 118.86 19 47.85 20 46.2
Total, .. iivevacnnnnnnnenens 20,962.5 11281 |.... 4768 |.... 50.5

1 Based on estimated population (exclusive of Armed August 1963.
Forces overseas) as of July 1, 1962.

Source: U.S. Bureau of the Census, Governmental

2 Based on personal income estimates reported in U.S.
Department of Commerce, Survey of Current Business,
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TABLE 19.—Local Tax Collections as a Percent of State-Local Tax Collections,
Frequency Distribution, 1962

Under 30 percent 80 to 40 percent

40 to 50 percent

Delaware . ...... 22.1 | Alabama ...,,,. 30.3 | Nevada ,,.
Hawaii ,....... 23.9 | West Virginia ., 30.6 | Virginia
Louisiana . ,.... 25.8 | Arkansas ,,.... 31.1 | Maryland
New Mexico .... 264 | Washington ..., 312 | Utah ...,
South Carolina ., 26.4 | Oklahoma .. ... 32.5 | Arizona ...
North Carolina , 27.1 | Kentucky ..,... 33.2 | Vermont
Alaska .,,...... 29.7 | Georgia ..., 35.83 | Wyoming

Mississippi  ....
Tennessece ..., 87.5

Michigan

Number of States, ,7

Texas . ., ..
Pennsylvania ...

Florida ...
Oregon ...

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

50 to 60 percent Over 60 percent

,,,,, 40.7 | Missouri ,,,.,, 51.4 | Massachusetts ,,, 60.8
,,,,, 42,83 | Colorado ...... 51.5 | South Dakota ,,.. 61.9
,,,,, 434 | Wisconsin ,.,., 53.1 | New Hampshire,, 62.5
..... 43.5 | Connecticut , .., 534 | Nebraska ,...,,,, 644
..... 48.6 | Minnesota .,,,, 53.5 | New Jersey ...... 71.1
,,,,, 446 | North Dakota ,, 53.6
..... 46.2 | California ..... 542
,,,,, 46.3 | Maine ,........ 549
..... 46.6 | Ohio ,......... 55.3

46.7 | Indiana . ....... 55.6
,,,,, 47.0 | Montana ,,,,,, 55.6
..... 47.6 | Kansas ,.,.,... 558
,,,,, 48.8 | Iowa .

494 | New York ..... 56.9

Illinois ........ 59.8

...... | L I U 1. T Y . |

Source: Table 18.

ernments tap tax sources other than prop-
erty. In 9 States, over half of them in
New England, nonproperty taxes con-
tribute less than 2 percent of all local tax
revenues. The percentage from nonprop-
erty taxes is high in some Southern States
because their local governments make wide
use of license taxes. In New York and
Pennsylvania special circumstances prevail,
as will be noted later. Interstate variations
in the role of nonproperty taxes are af-
fected also by the degree to which States
share their taxing powers with their local
subdivisions. Comparative data are pre-
sented in tables 20 and 21.

Local nonproperty taxes, chiefly levies
on sales, income, and utility services, are
found in the large urban places in about
half of the States, scattered thinly in most,
thickly in a few. Most of these came on
the scene in an atmosphere of fiscal crisis,
first to meet Depression-generated relief
needs, later to finance burgeoning postwar
requirements. FEspoused with enthusiasm
in many of the communities that use them,
these local taxes have failed to generate
anything resembling a national movement.

Local nonproperty taxes came to na-
tional notice with the adoption of retail

sales taxes by New York City in 1934 and
New Orleans in 1938, and of the income
tax by Philadelphia in 1939. (The Dis-
trict of Columbia’s income tax was also
enacted in 1939.) These enactments were
based on enabling legislation limited to
the particular cities. Five California cities
resorted to sales taxes in 1945-46 under
home rule and general law powers (after
the State reduced its 3-percent rate to 214
percent) and were followed by other Cali-
fornia cities in rapid succession. At about
the same time (1946) Toledo adopted an
income tax under Ohio’s broad home rule
provisions, and other cities within the
State soon followed suit.

Broad permissive legislation sanctioning
wide-scale use of nonproperty taxes by
local jurisdictions came after the war
(1947), notably in New York and Pennsyl-
vania. In that year New York authorized
its counties and cities to tax retail sales,
restaurant and bar receipts, utility services,
alcoholic beverages, admissions, passenger
motor vehicles, gross receipts of business,
and hotel rooms. Also in 1947 Pennsyl-
vania authorized its cities, boroughs, town-
ships, and school districts to ‘“‘tax anything
not taxed by the State.”
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‘TABLE 20.—Local Property and Nonproperty Tax Collections, by State, 1962

(Dollar amounts in millions)

Tax collections

Neonpropert
State as al;n:rlzenty
Total Property Nonproperty of total

$132.3 $73.8 $58.5 44.2
154 11.4 4.0 26.0
1445 133.0 115 8.0
80.2 74.2 6.0 7.5
2,802.0 2,467.8 834.2 1.9
248.6 227.1 215 8.6
860.2 857.3 2.9 8
24.9 23.4 1.5 6.0
183.0 67.7 115.2 63.0
511.6 4274 84.2 16.5
219.5 194.9 24.6 11.2
Hawaii, .. ... .o0iiiiiirinnnnnnneinnns 41.5 27.8 13.7 33.0
62.1 60.6 1.5 2.3
1,460.7 1,296.5 164.2 11.2
527.0 524.6 24 5
362.6 857.8 4.8 1.3
288.3 279.9 8.4 2.0
Kentucky. ..ooviiivviinnneneenrnnnnnes 154.0 122.5 315 20.5
Louwisiana, .., ... .eernrnrvrnnnnnnnnennes 169.0 131.6 37.4 22.1
Maine,.......ooiviiiii it i s 114.0 113.1 9 -8
Maryland, .........ooviieineeniennn,, 310.0 283.4 26.6 8.6
Massachusetts 854.2 843.2 11.0 1.3
Michigan, ... 891.7 881.5 10.2 1.1
Minnesota 463.6 450.7 12,9 2.8
Mississippi 1121 90.3 21.8 19.4
MiSSOULL, . vttt ee s e ernnennennonsens 416.1 338.3 77.8 18.7
MORtana, .. .uverirernereinnnrneennnns, 89.8 84.7 5.1 5.7
Nebraska, .. ...0.evrinnverennrenennnns 171.7 158.7 13.0 7.5
Nevada, . \uuiviiiiinirnereninennenes 38.9 29.1 9.8 254
New Hampshire.,..........coo0vvninnn 712 76.5 g 9
New Jersey. .. vvveevivrnnenernrenennens 1,060.3 964.4 95.9 9.0
New Mexico, . vvviiivrinneerinneinnnnss 49.3 37.0 12.3 249
3,079.1 2,370.0 709.1 23.0
200.5 198.4 71 3.5
734 70.9 2.5 34
1,101.0 997.9 103.1 9.4
148.3 141.3 7.0 4.7
OTgOM, , .\ttt iiivererenrrronnannnnans 202.9 196.0 6.9 34
Pennsylvania............ccovvinennnnns 1,101.7 839.2 262.5 238
Rhodelsland,..............cccvevevnnn, 94.4 92.8 1.6 1.8
South Carolina............cvevevnnnonna. 88.1 817 6.4 78
SouthDakota...........vevvneinennennns 92.1 86.3 5.8 6.3
Tennessee, ..., ..ocvvnevrnensrnaseesnnas 197.9 175.7 222 11.2
=< 865.1 804.5 60.6 7.0
L0  + P 89.1 78.5 10.6 11.9
Vermont, .. ..ouvuievrrnnnrnnonreeneones 40.0 39.1 9 23
Virginia, ... i iiiiiiiii i 263.6 208.9 54.7 20.7
Washington, .. .......ccovivivinivnnenn, 237.6 199.6 38.0 16.0
West Virginia, ...........cc0ciivnnnnnn, 93.8 83.2 106 11.%
WISCONSIN, .\ttt v irevneerennonerannss 519.8 510.9 8.9 1.7
WYOmMING. ..o u vt vevrvirnienearennnnns 37.8 85.7 2.1 5.6
Total, ... it 20,962.5 18,415.8 2,546.4 12.1

Source: U.S. Bureau of the Census, Governmental Finances in 1962, October 1963,



TasLE 21.—Local Nonproperty Taxes as a Percent of Total Local Taxes,
Frequency Distribution, 1962

Under 5 percent 5 to 10 percent 10 to 15 percent 15 to 20 percent 20 percent or more
Indiana .......... 0.5 | Wyoming ....... 5.6 | Georgia ....... 11.2 | Washington ,., 160 | Kentucky ,...... 205
Maine .,..... veses 8| Montana .,...... 5.7 | lllinois ., ....... 11.2 | Florida .,..... 16,5 | Virginia ,,,,.... 20.7
Connecticut ,..... 8 | Delaware ,....... 6.0 | Tennessee ,.... 11.2 | Missouri ...... 18.7 | Louisiana ....... 22.1
New Hampshire ,, .9 | South Dakota .,.. 6.3 | West Virginia ,, 11.3 | Mississippi ,... 194 [ New York ....... 23.0
Michigan ...... oo L1 | Texas ,,.,..uuene 7.0 | California ..... 11.9 Pennsylvania .,,., 238
b (017 S 1.3 | South Carolina ,, 7.3 | Utah ,........ 11.9 New Mexico ..., 249
Massachusetts ,,., 1.3 | Arkansas .,....., 7.5 Nevada ...... .. 254
Wisconsin ....... . 17 | Nebraska ,,...... 75 Alaska ,,........ 26.0
Rhode Island .,.. 1.8 | Arizona ......... 8.0 Hawaii ,.,...... 33.0
idaho ............ 2.3 | Colorado ,....... 8.6 Alabama ........ 442
Vermont ..,...... 2.8 | Maryland ....... 8.6 Dist. of Columbia, 63.0
Minnesota ........ 2.8 | New Jersey ...... 9.0
Kansas ..,...cu00s 29 | Ohio,...ovuenen 9.4
North Dakota ..,. 3.4
Oregon .......... 34
North Carolina .., 3.5
Oklahoma ........ 4.7
Number of States , .17 [............c0uut L E N L L 2 11

Source: Table 20.

The extensive use of local sales taxes
along with State-imposed sales taxes in
several States prompted suggestions for
State administration of the local taxes. A
proposal to this effect was first agitated in
California in 1949 but was not adopted
there until 1955. It had been adopted
meanwhile in Mississippi in 1950. In
1955 Illinois” legislature authorized its
cities to add their levies to the State’s sales
tax. Similar legislation was adopted by
New Mexico (1955), Utah (1959), and
Tennessee (1963). These statewide devel-
opments were accompanied by nonprop-
erty tax enactments in individual cities in
various States. The impact of this develop-
ment on the revenue structure of local
governments is summarized historically in
tables 17 and 22.

Before the Depression of the 1930’s non-
property taxes supplied only 3 percent of
the tax revenues of local governments. As
a result of Depression-time enactments,
their share increased to 7 percent by the
war years. Postwar enactments raised the
percentage to around 13 by the early
1950’s, where it remained until dropping
back to 12 percent in 1961 and 1962.

During this period the aggregate contribu-
tion of these taxes increased from less than
$1 billion in 1950 to $2.5 billion in 1962,
the increase being accounted for largely by
consumer taxes. Income taxes represent
only about one-eighth of total nonproperty
tax collections.

The development of the local nonprop-
erty tax, while moderate in terms of na-
tional aggregates, has had a significant
cumulative impact on local tax revenues
in some States and on the tax revenues of
the larger urban places.

The contribution of these taxes to local
tax revenues in 1962 is summarized in
table 21. The range is wide, from less
than 1 percent in four States to 44 percent
in Alabama (and 63 percent in the District
of Columbia). In one-third of the States,
nonproperty taxes produce less than 5 per-
cent of local tax revenues. Their con-
tribution exceeds 20 percent in only 10
States and 25 percent in only 4. Some of
the relatively high percentages reflect rela-
tively low property taxes as much as high
nonproperty taxes.

Apart from local license taxes, which are
widespread mostly in the Southern States,

47



TasLE 22.~City Government Tax Collections, 1950-62

Nonproperty taxes
Total tax Propert .
Year collections ta};ces ¥ Sales and gross receipts .
Total Licenses
and other
Total General Selective
1. AMOUNT (in millions of dollars)
19501, ........ 3,628 2,792 837 456 n.a. n.a. 381
19512, ........ 8,856 2,948 908 513 na. n.a. 395
1952.......... 4,183 3,144 1,088 598 360 239 440
1953, ......... 4,552 3,375 1,177 685 418 267 492
1954, ......... 4,796 3,585 1,211 659 389 270 552
1955.,........ 5,100 3,767 1,334 728 433 295 606
1956.......... 5,447 3,986 1,460 833 521 318 627
1957.......... 5,908 4,297 1,610 934 602 332 676
1958, ..... - 6,242 4,570 1,672 972 628 343 700
1959, ......... 6,596 4,828 1,773 1,041 676 865 732
1960.......... 7,109 5,197 1,912 1217 797 420 2 695
1961, ......... 7,518 5,515 2,002 1,278 822 456 3724
1962.......... 7,646 5,605 2,041 1,300 844 456 2741
2. PERCENTAGE DISTRIBUTION
100.0 77.0 23.1 126 na. n.a. 105
100.0 76.5 23.5 13.3 na. na. 10.2
100.0 75.2 24.8 14.3 8.6 5.7 10.5
100.0 74.1 25.9 15.0 9.2 59 10.8
100.0 74.7 25.3 18.7 8.1 5.6 11.5
100.0 789 26.2 14.3 8.5 58 119
100.0 73.2 26.8 15.3 9.6 5.7 115
100.0 72.7 27.% 15.8 10.2 5.6 114
100.0 73.2 26.8 15.6 10.1 5.5 11.2
100.0 73.1 26.9 15.8 10.2 5.5 11.1
100.0 78.1 26.9 17.1 11.2 59 298
100.0 784 26.6 17.0 10.9 6.1 296
100.0 73.3 26.7 17.0 11.0 6.0 29.7
n.a.—Data not available, charges™).
1 Partially estimated (cities with less than 25,000 inhabi-
tants). Source: U.S. Bureau of the Census, Governmental

2 Not entirely comparable with data prior to 1960 which
include parking meter fees (now included in “Current
and income and sales taxes in a few States,
the nonproperty tax is principally a large-
city phenomenon. The detail on city reve-
nues classified by size of city, shown in
table 23, leaves little doubt on this point.
In 1962, when per capita local nonprop-
erty tax revenues in the Nation averaged
less than $14, the average for cities with a
population in excess of 1 million was $52
and dropped quickly as the size of the city
declined. For cities under 50,000 popula-
tion, the per capita average was only $7,
and nearly half of this consisted of the
miscellaneous group, chiefly business li-
cense taxes.
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Finances (annually, 1952-62); and Compendium of City
Government Finances (1950 and 1951).

The relative role of nonproperty taxes
in the total tax revenue of cities reveals a
similar but less marked differentiation
among cities of varying size. In 1962
these taxes supplied 26.7 percent of all city
tax revenues. For cities of 1 million and
over, the percentage was 36.9 and dropped
to 26.9 percent for the next population
size (14 million to 1 million). For all cities
under 200,000 the corresponding percent-
ages were below 20, except in the smallest
size groups, where licenses are relatively
large contributors.

The role of nonproperty taxes in the
1962 tax revenues of the 51 largest cities



TasLE 23.—City Government Tax Collections, by Population Size Class, 1962

Cities having a 1960 population of—
Item 1,000,000 | 500,000 | 300,000 | 200,000 | 100,000 | 50,000 Less
Total | or more to to to to to than
999,999 | 499,999 | 299,999 | 199,999 | 99,999 | 50,000
1. TOTAL (in millions of dollars)
Property taxes ............ cevae 5,605 1,557 817 391 230 562 683 1,364
Nonproperty taxes ,............ 2,041 910 301 146 74 108 146 362
General sales and gross re-
Lo o 844 581 60 26 17 33 44 84
Selected sales and gross re-
Ceipts L., i 456 112 89 48 30 29 36 113
Other taxes, including licenses 741 217 152 72 27 41 66 165
Total ..,.......cccunee . 7,646 2,466 L118 536 305 666 829 1,726
2. PER CAPITA (dollars)
Property taxes ..,.......c.0e0s . 48.22 89.03 70.36 47.16 54.00 60.42 54.60 25.84
Nonproperty taxes ,............ 17.55 52.04 25.92 17.54 1741 11.10 11.68 6.86
General sales and gross re-
ceipts . ..iiiiiiiiiienn 7.26 33.22 5.17 8.11 3.95 3.59 3.52 1.59
Selected sales and gross re-
CEIPLS .., it 3.92 6.41 7.66 5.74 7.04 8.07 2.88 2.14
Other taxes, including licenses 6.37 1241 13.09 8.69 6.42 4.4 5.28 8.13
Total ......ccvvnvunnnnnn 65.78 | 141.07 96.28 64.72 7141 71.52 66.27 32.70
3. PERCENTAGE DISTRIBUTION
Property taxes ,,............., . 73.8 63.1 78.1 72.9 75.6 84.5 824 79.0
Nonproperty taxes ,............ 26.7 36.9 26.9 27.1 24.4 155 17.6 21.0
General sales and gross re-
ceipts ... .....iiiiiiiinn 11.0 285 54 48 5.5 5.0 5.3 49
Selected sales and gross re-
ceipts ... ..iiiieeen 6.0 46 7.9 8.9 9.9 43 43 6.5
Other taxes, including licenses 9.7 8.8 13.6 18.4 9.0 6.2 8.0 9.6
Total ,........... cereees 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: U.S. Bureau of the Census, Compendium of City Government Finances in 1962, 1963.

with 1960 populations of 250,000 or more
are shown in table 24. Philadelphia,
Washington, St. Louis, New Orleans, Kan-
sas City, Columbus, Louisville, and Toledo
each obtained half or more of their tax
revenues from nonproperty taxes.

These taxes are important revenue pro-
ducers for four of the five cities with popu-
lations in excess of 1 million. Detroit was
the conspicuous exception in fiscal 1962,
but it now has a local income tax. The
uniformity is less apparent among the

smaller cities. There are striking varia-
tions even among cities within the same
State. While Cincinnati raised 47.8 per-
cent, Columbus 74.1 percent, Toledo 60.8
percent, and Dayton 49.3 percent from
these sources, the percentage for Cleveland
was only 4.7 and for Akron 7.4. The per-
centages for San Francisco and Los Ange-
les were 18.6 and 41.8, respectively; for
Pittsburgh and Philadelphia, 32.5 and
53.6, respectively. In some States, how-
ever, the large cities made approximately
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TABLE 24.—Tax Collections of the 51 Largest Cities, 1962

(Dollar amounts in thousands)

Tax collections

Nonproperty

Gity as a percent

Total Property Nonproperty of total taxes

CITIES HAVING MORE THAN 1,000,000 INHABITANTS IN 1960

New York ............ eerierirasaas Cerreuan $1,711,085 $1,085,000 $626,085 36.6
Chicago .......vvvvnnnnn Creesrerarerseenann 256,375 155,500 100,875 39.3
Los Angeles ,,,., Cereerienes Cererenreaaes . 171,086 99,650 71,436 41.8
Philadelphia ,.......c0viiivivnrinenrnnnnes. 202,427 93,950 108,477 53.6
DEtIOIt L\ 'urerernneirernssnenrncnnenronsess 125,510 122,500 8,010 24
B 3T 2 ) 2,466,483 1,556,600 909,883 36.9

CITIES HAVING 500,000 TO 1,000,000 INHABITANTS IN 1960
Baltimore ,......c.viiiiriiiiiiiiiiiiien 121,568 108,500 18,068 10.7
Houston ,,.,...... Cetiraeaean e [P 55,317 48,650 6,667 12.1
Clevel_and ............ e evereernrarraeisans 50,837 48,450 2,387 4.7
Washington, D.C. ,.....vviviiiiinnennnneness 182,950 67,750 115,200 63.0
St. LOUIS ...ttt iinineinnrnenneernnennnens 71,447 28,950 42,497 59.5
San Francisco . ,.,..... ettt erneereeraaaens 118,183 92,150 21,033 18.6
Milwaukee 50,399 48,550 1,849 3.7
Boston ,............ 149,382 146,500 2,882 1.9
Dallas .,...... 44,120 38,150 5,970 13.5
New Orleans 82,419 15,650 16,769 51.7
Pittsburgh 44,805 30,250 14,555 32.5
San Antonio ........... eaeees Ceeeneeerannen 17,799 16,650 1,149 6.5
San Diego ... ...vviivininierenninnes Cerrreee. 27,096 16,950 10,146 37.4
SeattlE ... i i ie e iee e 29,998 16,650 18,348 4.5
Buffalo .. ...iuiieiiiiiiiiiiii e 53,330 49,350 3,980 7.5
Cincinnati ..., .. veeriieiivnnironiernnnnns 39,754 20,750 19,004 47.8
Honolulu ..........ccivviviiiiirennenennnns 33,721 23,350 10,371 31.2
Total ....,, eevsas cerersaeaes e 1,118,125 817,250 800,875 26.9

CITIES HAVING 250,000 TO 500,000 INHABITANTS IN 1960

Memphis ......... eerrerecanae eeeeiearaes 24,451 17,150 7,801 29.9
Denver ........... Ceeseeeraerrasaeins Ceraeas 36,223 21,750 14,478 40.0
At'lanta.... ...... 23,100 14,550 8,550 240
Minneapolis ................... e 85,621 32,850 2,771 78
Indianapolis . ....... s eeaesresennesaesentraes 26,632 26,350 282 1.1
Kansas City, Mo. ... Crteererantee e 30,305 15,150 15,155 50.0
Columbus .,..........c0vvinennnnn erirens 19,900 5,155 14,745 74.1
Phoenix ........ ettt erernceareteereaneeerns 16,108 10,050 6,053 37.6
Newark ,............ Cr ettt e 78,476 64,350 9,126 12.3
Leuisville ............... Ceeerrreereereren, 22,820 10,250 12,570 55.F
Portland, Oreg. .......0vvveneenrnnnecronnnns 21,550 17,650 8,900 18.1
Oakland ........... . [ PN 27419 18,550 8,869 32.3
Fort Worth ............ e ereerensebeneraaaas 16,072 14,650 1,422 8.8
LongBeach .. ....0vviviiiiiieninnrinnomenens 15,975 9,305 6,670 418
Birmingham .................. [ 11,176 5,995 5,181 46.4
Oklahoma City .......vvvnvvnnnernneronenens 7,492 5,745 1,747 23.3
Rochester 84,109 $2,850 1,259 87
B o) L o 15,966 6,265 9,701 60.8
St.Paul | ittt i e 87,705 34,550 3,155 8.4
Norfolk , 25,184 15,850 9,334 37.1
Omaha ., 14,885 11,550 3,335 22.4
Miami 25,536 17,750 7,786 80.5
Akron 10,274 9,515 759 74
El Paso ,....uveiereennesennnronseesnsannons 14,947 18,150 1,797 12.0
Jersey City .. .,.... e eeececennareereenneanans 48,524 44,650 3,874 8.0
TAMPA i uueiiiieerenrrennneinecennenenns 15,034 8,185 6,849 45.6
Dayton ... .iuiiirivirneneeiereerentnraneaes 17,186 8,715 8,471 49.3
5 - 5,960 4,745 1,215 204
Wichita ..., .. i iiiiiiiiiirennnnrenreneennns 9,776 8,305 1,471 15.0
Total L. iiiiiiiiei i iieiieiiieees 683,401 505,580 177,821 26.0
Total, 51 Cities ........0vuieereneennenennss 4,268,009 2,879,430 1,388,579 32.5

Source: U.S. Bureau of the Census, Compendium of City Government Finances in 1962, 1963,
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equal use of these sources: Minneapolis
and St. Paul, 7.8 percent and 8.4 percent;
Kansas City and St. Louis, 50.0 percent and
59.5 percent.

The comparability of tax collection
statistics for cities is somewhat impaired
by the differences in the division of tax-
raising activities between cities and over-
lapping local jurisdictions. However, the
data for county areas assembled in connec-
tion with the 1957 Census of Governments
confirms the urban character of local non-
property taxes.

Local governments employ a variety of
nonproperty taxes. Apart from general
sales and income taxes, some use is made
of selective excise taxes. Of these, only
public utility levies produce significant
amounts. In 1962 the motor fuels, alco-
holic beverages, and tobacco products taxes
yielded local governments only $125 mil-

lion in the aggregate (compared with over
$5 billion at the State level). Excluded
from the tabulation of local tax revenues
are the profits of proprietary enterprises,
such as liquor stores and public utilities,
which are closely akin to consumer taxes.
Tax Revenue of Local Governments,
by Type of Tax, 1962

(Dollar amounts in millions)

Type of tax Amount | Percent

PIOPEIty .....vvvvvenvennsnennene $18,416 87.9

Sales and gross receipts .. 1,472 7.0

General ............ . 974 4.6

Selective ,.......... ves 498 24

Motor fuels ,............. 37 2

Alcoholic beverages ,,.... 25 Jd

‘Tobacco products ,,,.... 63 3

Public utilities ,......... 810 15

Other and unallocable ,,,. 64 3

Income taxes ..........c.ouvuvuns 308 15
Motor vehicle and operators’

Jicenses .........o00000000s cees 123 8

All other (mainly business
Jicenses) .. ..veeernarernsanoasns 648 8.1
Total .....vvvvvniivnrens 20,963 1000

51



Chapter 5
INTERSTATE VARIATIONS IN STATE AND LOCAL TAX SYSTEMS

The foregoing account of the develop-
ment of State and local taxation obscures
some important interstate variations. The
extent of these variations is partially indi-
cated in table 25, which shows the distribu-
tion of State and local tax collections, by
major sources, for each of the States in the
fiscal year 1962. The frequency distribu-
tion of percentages of tax revenues ob-
tained from various types of taxes is shown
in table 26.

For the Nation as a whole, the property
tax is by far the most important rev-
enue producer, accounting for almost half
of all State and local tax collections. How-
ever, individual States differ considerably
in the degree of their dependence on this
source to finance their State and local gov-
ernment services—from 16 percent of State-
local tax collections in Hawaii to 70 per-
cent in Nebraska. General sales taxes,
imposed by State and /or local governments
in 39 States and the District of Columbia,
provide about one-seventh of all State and
local taxes, ranging from less than 10 per-
cent in 3 States to more than 35 percent in
Hawaii. Among the selective sales taxes,
those on motor fuels are the most signifi-
cant, providing almost one-tenth of all
State and local tax collections, with much
less interstate variation than is evident in
the use of property or general sales taxes.

Individual and corporation income taxes
together account for about 10 percent of
State and local tax revenue. In 12 of the
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34 States that levy both individual and
corporate income taxes, the combined
yield provides less than 10 percent of State
and local tax revenues, and in one (Dela-
ware) income taxes account for 37 percent
of the total. Of the 8 States with in-
come tax yields of 20 percent or more, 5
levy no State general sales taxes, and one
(Wisconsin) had just enacted a general
sales tax at the end of 1961, so that the
fiscal year 1962 data include only a partial
year’s collections. The other 2 States
(Hawaii and North Carolina) that im-
pose general sales taxes as well as individual
and corporate income taxes are among
those that rely least upon property taxes.

The distribution of responsibility be-
tween the States and their subdivisions for
performing and financing governmental
functions varies widely. Table 27 shows
the relative proportion of State-local taxes
collected by the several State governments
in 1962. The proportion ranges from
more than 75 percent in Delaware and
Hawaii to 29 percent in New Jersey. Seven
States collect 70 percent or more of the
total; five States collect less than 40 per-
cent. The State’s share is generally high-
est in the South.

Table 27 reflects also the substantial in-
terstate variation in the weight of com-
bined State and local taxation. In 1962
per capita collections ranged from $132 in
Alabama to $309 in New York. Six States,
all Southern, collected less than $150 per



capita. Four more Southern or border
States collected less than $175. Nine States
collected $250 or more per capita. The
nine are chiefly heavily industrialized
States, but some of the industrial States are
not in the group.

There is also considerable variation
among the States in the relationship of tax
collections to personal income. The range,
however, is less marked. Taxes amounted
to more than 11 percent of personal in-
come in Louisiana, Minnesota, Mississippi,
and Vermont. They were 8 percent or
less in Alaska, Delaware, Missouri, Ne-
braska, Virginia, and the District of Co-
lumbia.

It should be kept in mind that these
statistical tax comparisons do not neces-
sarily measure variations in the State and
local tax burden borne by the residents of
the several States. Every State’s tax collec-
tions include sums collected from non-
residents, either directly or indirectly, in
the cost of goods exported by the collecting
(producing) States. By the same token
each State’s own collections exclude taxes
paid by its residents to other States. Sta-
tistical measures of the net effect of these
“imported” and “exported” taxes are not
available.

A State’s tax collections, moreover, do
not measure the total amount expended
for governmental services in the several
States. Charges and assessments of vari-
ous kinds, insurance trust revenues, State
and locally owned liquor stores and locally
owned utilities are also substantial sources
of revenue, as are Federal grants-in-aid.
The quantitative role of each of these in
financing expenditures varies greatly from
State to State. In addition, a substantial
fraction of State and local investments in
capital improvements is financed by bor-
rowing.

Interstate Variations in Tax Use

The tax collection figures discussed in
the foregoing section give some indication
of the varying extent to which the States
and their local governments rely on differ-
ent tax sources. Together with the de-
tailed information in subsequent chapters
on statutory tax rates and definitions of tax
bases, they document the tax experience
of the States and provide tax policymakers
with a partial basis for comparing their
own State’s experience with that of others.

The hard decisions on which tax policy
is based are made in terms of increasing
the rates or broadening the base of exist-
ing taxes or of introducing a new tax.
Should the general sales tax rate be in-
creased? Should services be taxed? This
is the kind of question that confronts
policymaking officials and that leads them
to assess their own tax loads and effective
tax rates relative to those of their neigh-
boring and competitor States. For this
purpose they need still another set of facts;
namely, interstate differences in effective
rates paid by taxpayers on property, in-
come, consumption, and business activity
in consequence of the combination of tax
law provisions. The differential impact
of the quality of tax enforcement, while
also germane, cannot now be quantified.

It is possible to gain some understanding
of differences among States in their use of
the individual tax sources by relating the
tax collections to a standard base. More
particularly, it is possible to measure the
relative use of the tax bases by defining
them in a uniform way and then examin-
ing the information on tax collections by
source in relation to these uniform bases.
Such an effort was undertaken in this
Commission’s staff report on Measures of
State and Local Fiscal Capacity and Tax
Effort, issued in 1962, and described in
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TasLE 25.—State and Local Tax Collections, by Source, by State, 1962

(in millions of dollass)
Tofa{i Sales and gross receipts taxes Income taxes Death M l?t(it
exclud- cal vehicle
State (11;)g em.t Pft‘;xf’“cst’ ot Alco- Publi Indi ?:t‘;g:' a?sd gift and |
ploymen ‘Total General 1 OWOr | holic bev- | Tobacco unlic Other 2 - (State tate operators
taxes) fuel erages utilities vidual only) only) censes
1. AMOUNT
Alabama....coiveeaenns 436.7 88.8 255.5 111.3 85.0 21.2 225 3.2 10.3 30.7 9.6 0.7 9.8
Alaska. .voevannene 51.9 11.5 14.7 3.7 5.6 2.5 1.9 *) 1.0 12.2 1.8 .1 2.7
Arizona. ... 331.4 161.4 130.8 83.3 28.4 4.2 4.0 4.5 6.4 14.5 5.6 -9 114
Arkansas. .. . 257.5 74.5 127.3 60.7 42.1 6.3 10.0 1.6 6.6 12.2 10.3 g 16.6
California. .ooovveeneenn 5,171.4 2,604.1 1,636.3 999.0 364.0 55.9 63.2 28.4 125.8 298.9 290.8 76.0 145.2
ColotadO.eeeenneanennn. 483.0 234.3 128.1 66.4 40.4 7.1 1.8 3.3 9.1 57.2 20.3 6.0 19.0 .
Connecticut. vovveensvee 674.9 357.3 227.7 97.8 489 14.8 18.8 27.3 20.1 |eeveeennnn 38.5 23.0 16.7 6
Delawasre. coeeereinenes 112.8 23.6 216 | evrenennn 10.3 2.0 3.4 .1 5.8 34.6 7.3 3.4 4.8 17.5
Dist. of Columbia....... 183.0 67.7 61.8 25.7 11.9 6.2 3.4 6.0 8.6 O] ) Jeieeiana.. 7.0 8.5
Florida.eooeveesvannnns 1,075.2 449.3 476.9 181.7 132.1 49.8 31.5 39.9 41.9 6.3 64.2 78.5
Geotgia 622.4 196.3 313.1 157.3 89.6 27.5 21.3 3.1 14.3 1.6 20.6 22.1
Hawatic..oovnnnne s 173.8 27.8 98.2 65.9 17.0 3.5 24 6.9 2.5 1.1 4.6 4.3
Jdaho..eeesocsens . 134.0 63.9 241 loeeieannn. 14.8 1.8 3.2 1.0 3.3 6 114 7.2
Illinois. vevvun.. 2,441.1 1,297.7 915.4 524.8 149.9 41.4 54.9 88.7 55.7 |. 31.7 139.8 56.4
Indiana 7.2 531.5 351.5 5204.5 105.4 14.1 61771 ccvvennn. 9.8 7.2 39.8 17.2
JOWA. ccvonenccacasanes 639.2 362.0 . .5 59.0 3.3 12.0 .8 8.7 8.2 47.2 8.4
Kansas. ceveeenreacans. 516.6 289.2 . .8 42.8 6.0 9.5 3.3 6.7 5.2 24.8 13.1
Kentucky. .. 463.3 140.0 . 9 64.8 17.0 8.8 2 18.4 5.9 15.0 15.5
Louisiana. ... 654.2 147.6 .0 66.4 23.4 27.9 10.9 18.8 5.0 13.9 189.2
MaiNCe eveevenenensvens 207.3 115.2 .5 23.4 3.3 8.1 4.0 3.7 3.7 10.3 6.2
Maryland. ....coeiennn. 713.9 298.2 60.7 9.8 0.3 31.7 6.4 29.9 23.9
Massachusetts. .o vu.eenn. 1,404.0 843.5 81.9 27.8 37.4 1.1 24.9 7113.8
Michigan. .o..ccoevnnns 1,899.2 938.8 152.6 14.0 .- 30.3 4.5 77.1 159.7
Minnesota. seeeeeunnenn 867.0 475.5 59.8 19.6 1 11.0 9.0 45.1 39.0
MisSiSSIPPis e v eevavasens 316.7 94.5 48.7 5.2 1.3 8.1 1.2 13.3 23.9
Missouri 808.6 343.7 71.7 8.6 27.2 18.6 14.2 6.7 419 36.5
Montana. . 161.6 91.5 18.1 4.0 6.2 1.3 2.3 2.1 8.6 8.7
Nebraska 266.4 187.3 39.5 3.2 6.5 1.3 2.8 . 4 14.1 11.3
95.5 31.2 9.7 2.2 4.3 2 11.8 eeerneaacan 7.4 13.6
123.5 78.2 14.2 1.1 4.7 6 7.7 2.8 74 5.1
1,491.6 966.8 122.5 23.5 59.4 69.0 51.2 6.5 25.3 241 77.9 65.3
6.5 46. 27.3 2.2 7.0 1.6 3.3 4128 (1) 5 12.2 28.9
5,407.7 2,374.4 231.9 60.8 149.7 112.9 190.7 989.8 298.8 81.7 154.2 195.5
9.6 206.8 107.8 212 feeeninnnns 27.5 14.7 95.5 56.8 7.8 35.0 35.3
137.2 73.5 12.2 3.1 3.7 .1 2.1 6.5 1.8 .3 11.1 8.0
1,992.7 1,037.8 220.3 37.4 63.0 45.0 41.6 73.2 [eeoeenvone 11.6 100.6 99.4
6.2 141.3 62.6 12.1 20.3 3.6 15.7 29.2 14.6 7.3 41.3 48.0
415.6 196.0 38.8 1.5 Joceanneenn 3.0 7.6 90.5 21.5 8.1 33.1 15.6
. 2,360.0 840.9 X . 233.8 50.2 84.5 24.6 40.8 151.0 148.9 57.3 85.3 233.2
d.. 191.2 92.8 71.8 26.7 17.9 3.4 7.3 5.4 11.1 . 3.0 9.8 4.6
South Carolina. 333.6 82.9 175.5 73.8 53.3 18.0 12.1 5.1 13.2 1.6 10.2 16.0
South Dakota 148.9 86.3 45.4 17.3 13.7 2.9 3.6 1 5.8 9 10.8 5.1
Tennessee 526.9 175.7 245.2 112.6 80.5 16.4 20.2 4.1 11.4 6.7 35.1 36.3
Texas. . 1,856.6 845.1 592.6 148.7 198.2 38.1 94.7 4.2 71.7 17.8 126.3 275.0
Uteh..ovooeivioroensens 205.0 88.7 71.3 41.5 22.0 1.0 2.4 9 3.5 14 7.6 12.0
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TasLE 25.—State and Local Tax Collections, by Source, by State, 1962—Concluded

Sales and gross receipts taxes Income taxes
Total Death Motor
(exclud- Propert and gift | vehicle All
State ;l%gy;?n_t taxes ¥ Mot Alco- Publi Indi Cotrpo- (tgxes and other3
otor : 'ublic ndi- ration tate operators’ taxes
taxes) Total General 1 fuel holic bev- | Tobacco utilities Other 2 vidual (State only) icenses
erages only)

New Jersey. covvvvennnn. 100.0 64.8 21,8 [orerannnnn 8.2 1.6 4.0 4.6 3.4 4 1.7 1.6 5.2 4.4
New Mexico. ... . 100.0 25.1 45.7 23.5 14.6 1.2 3.8 9 1.8 46.9 (%) 3 6.5 15.5
New York. .oovvun. . 100.0 43.9 24.3 10.5 4.3 1.1 2.8 2.1 3.5 18.3 5.5 1.5 2.9 3.6
North Carolina......... 100.0 28.0 40.9 17.7 14.6 2.9 |revenennes 3.7 2.0 12.9 7.7 1.1 4.7 4.8
North Dakota.......... 100.0 53.6 26.2 10.8 8.9 2.3 2.7 .1 1.5 4.7 1.3 2 8.1 5.8
Ohio. ..oovvnrninnnnnn. 100.0 52.1 33.6 13.2 11.1 1.9 3.2 2.3 2.1 3.7 |eeenininnn 6 5.0 5.0
Oklahoma............. 100.0 31.0 38.3 13.2 13.7 2.7 4.4 .8 3.4 6.4 3.2 1.6 9.1 10.5
Oregon. vovvneveeeennn. 100.0 47.2 12.2 |eeononanne 9.3 -3 EEER TR 7 1.8 21.8 5.2 1.9 8.0 38
Pennsylvania........... 100.0 35.6 35.7 17.4 9.9 2.1 3.6 1.0 1.7 6.4 6.3 2.4 3.6 9.9
Rhode Island........... 100.0 48.5 37.6 14.0 9.4 1.8 3.8 2.8 L3R 2N P 5.0 1.6 5.1 24
South Carolina.......... 100.0 24.9 52.6 22.1 16.0 5.4 3.6 1.5 4.0 8.8 5.4 .5 3.1 4.8
South Dakota........... 100.0 58.0 30.5 11.6 10.5 1.9 2.4 .1 39 [ceeeeninnn .3 .6 7.3 3.4
Tennessee. ......oounnnn 100.0 33.3 46.5 21.4 15.3 3.1 3.8 .8 2.2 1.2 4.1 1.3 6.7 6.9
TeXaS «eovenreenennnnnn 100.0 45.5 31.9 8.0 10.7 2.1 5.1 2.2 LX) N 1.0 6.8 14.8
Utah,..covvvivniiennn. 100.0 43.3 34.8 20.2 10.7 .5 1.2 4 1.7 8.2 3.5 g 3.7 5.9
Vermont. ...ocevunnennn 100.0 44.0 b2 X B 10.4 4.9 4.1 1.6 3.9 2.8 1.3 9.0 3.9
Virginia. oo veneenrnnnns 100.0 36.0 293 |..... e 15.1 3.6 2.6 6.0 2.2 4.9 .8 5.8 8.5
Washington. .. .. 100.0 31.0 51.1 28.8 9.9 2.6 2.8 3.9 3.2 1.4 3.7 12.8
West Virginia. .. . 100.0 27.2 37.6 14.3 11.6 1.2 3.8 2 6.5 9 4.6 22.8
Wisconsin. . . .o 100.0 55.9 15.7 1.4 1.7 1.6 2.6 1.3 1.1 1.5 4.5 2.1
Wyoming. .. 100.0 53.5 30.4 15.2 10.6 7 2.1 4 1.5 S 9.8 5.6

Total......oo.nn. 100.0 45.9 32.2 14.4 8.9 1.8 2.7 1.8 2.6 7.3 3.1 1.2 4.3 5.9

Note.—Local data are preliminary.

*Less than $50,000.

**] ess than 0.05%. .

1 Excludes collections from the Washington and West Virginia business and occupation taxes
(369 million and $54 million, respectively, included in *'all other taxes’’), which are classified as
general sales taxes by the Bureau of the Census but which have been excluded from the “‘general
sales tax'’ category in this study by the definition employed in chap. 7. .

2 Important among the sources of State revenue included here are insurance and pari-mutuel
taxes.

8 The significant taxes included in “‘All other taxes’” are State document and stock transfer
taxes, State severance taxes, and State and local license revenues.

4 Combined corporation and individual income taxes for the District of Columbia and New
Mexico are tabulated with individual income taxes,

8 Includes the entire yield of the gross income tax, which applies to all types of business and
personal income.

6 Includes related license taxes.

T *'All other taxes” includes $76 million corporation taxes, measured in part by net income
and in part by corporate excess.

Source: U.S. Bureau of the Census, Compendium of State Government Finances in 1962, sup-
plemented by preliminary unpublished data for local tax collections.



TaBLE 26.—Number of States Using Various Taxes: Distribution According to Percentage
of State and Local Tax Revenue Obtained From Each Tax, 1962

Distribution of the total according to the percentage of tax revenue
obtained from the tax in each State
Number of
Tax States using
taxin19621 | yrger| 50 | 10to | 20to | 30to | 40to | 50to | 60and
5 9.9 19.9 29.9 89.9 49.9 59.9 over
Property tax ........ ) S O 1 10 19 18 14 4
Sales and gross
receipts taxes:

Total ........... 2 I P P 7 11 120 7 6l.........
General ...,... 40 1 2 122 14 A R A N
Motor fuel ... 51 1 122 b2 N PR e PR TR TR T PO
Alcoholic

beverages ... 51 150 R e Y P I
Tobacco ..... 49 147 52 R ] EE .
Public utilities , 48 147 S R S PSP P N TR E
Other ......... 51 146 4 Li.........0.. R Y Y .

Income taxes:

Total ,.......... 2385 1 11 14 18 L Y P .
Individual ..., 38 9 12 13 13 O O R I
Corporation .., 37 26 5 O L Y P

Death and gift taxes, . 49 2 I R o E T IEEE IR
Motor vehicle and

‘operators’ licenses ,, 51 125 b2 T At [ P I TR TS
All other taxes . .,.... 51 127 15 7 2 O R PO

1 Includes District of Columbia.
Source: Table 25.

detail in the later portions of this chapter.
The following discussion draws on those
findings, based on 1960 data.

The standard applied here for purposes
of interstate comparison (described in
greater detail below) is that of a represen-
tative tax base, that is, a base for each of
the taxes as defined by the statutes of the
States and localities accounting for more
than half of the population of all the States
imposing the particular tax. For example,
personal property (except for household
goods) is included in the property tax base
because this is the practice in States with
over half of the Nation’s population. Food
and medicines are excluded from the retail
sales tax base because States which exclude
them from their sales tax account for over
half of the population of the taxing States.

When the base for each tax source is
defined in the same way for each State,
and State and local tax collections are
added together, the effective tax rate dif-
ferences reflect the combined . effects .of

2 States (and the District of Columbia) with both indi-
vidual and corporation income taxes.

differences in the statutory base on which
taxes are actually assessed and of variations
in statutory rates. Statutory rate varia-
tions are not as meaningful as they some-
times appear to be. For example, one
State may have a 2-percent general sales
tax applicable to all retail sales, including
foods and drugs and a wide range of serv-
ices. Another with a 3-percent rate may
apply its retail sales tax narrowly and ex-
empt a broad range of household and busi-
ness purchases. The effective rate of sales
taxation is certainly not half again as high
in the second State as in the first. . Simi-
larly, property tax rates can be compared
among jurisdictions only if property is
valued in some uniform way. Assessment
practices as well as property tax exemp-
tions are too diverse to permit a meaning-
ful comparison of nominal rates alone.

Property taxes.—Variations in property
tax rates, which are shown in chapter 6,
have a fairly distinctive regional pattern.?
" ISee table 40.
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‘TABLE 27.—State and Local Tax Collections, by State, 1962

Tax collections

s As a percent
State Amount (millions) Percent:ge Per capita of pgrsonal
collect income
s d by State
tate an govern-
local State Local ment Amount Rank Amount Rank

Alabama, ,.,...... eseas $436.7 $304.4 $132.2 69.7 $131.66 51 8.3 42
Alaska, ....... eerteenae 51.9 86.5 154 70.3 214,48 26 7.9 46
Arizona.,.,...... Ceinees 3314 186.9 144.5 56.4 228.05 22 10.5 10
Arkansas.,...........00., 257.5 177.83 80.2 68.9 189.77 49 9.4 27
California, ........... . 51714 2,369.4 2,802.0 45.8 308.68 2 10.5 1
Colorado. .... Ceerisaenas 483.0 2344 248.6 48.5 255.15 6 10.7 7
Connecticut, ,.,,,..ovu.. 674.9 314.7 860.2 46.6 257.10 5 8.4 41
Delaware. ,.......... cees 112.8 87.9 24.9 779 241.56 13 7.8 48
Dist. of Columbia. ....... 1830 | .......... 1880 {.......... 231.89 17 7.3 51
Florida............ eraes 1,075.2 563.6 511.6 52.4 197.86 34 9.6 24
Georgia, .. ,.... Ceerasaas 622.4 402.9 219.5 64.7 152.43 44 8.6 37
Hawaii...,....... N 178.8 182.3 415 76.1 250.75 8 10.9 5
Idaho,...........c0u0uu. 184.0 71.9 62.1 53.7 191.87 36 9.9 20
Illinois, .. ......0vues cees 2,441.1 980.4 1,460.7 402 241.74 12 8.5 39
Indiana..,.............. 947.2 420.1 527.0 444 203.13 31 8.6 38
Iowa, ., .. iovivinnns 639.2 276.5 362.6 43.3 230.41 20 105 12
Kansas, ., , 516.6 228.3 288.3 44.2 233.21 16 10.6 8
Kentucky R 463.3 809.3 154.0 66.8 150.21 45 8.8 34
Louisiana, ,,..... Ceenns . 654.2 485.3 169.0 74.2 194.07 35 11.5 1
Maine,......cov0vvvnns 207.3 934 114.0 45.1 212.05 28 10.8 6
Maryland,,.............. 7189 404.0 810.0 56.6 220.83 28 8.3 43
Massachusetts, ., ...... Ve 1,404.0 549.7 854.2 89.2 270.62 4 9.8 21
Michigan, ............... 1,899.2 1,007.5 891.7 53.0 236.54 14 9.8 22
Minnesota, ....... ereeas 867.0 403.4 463.6 46.5 250.51 9 11.2 3
Mississippi............. .. 316.7 204.6 112.1 64.6 140.07 48 11.0 4
Missouri, ... cvvveennn. 808.6 392.6 416.1 48.6 187.36 37 7.8 49
Montana, ,,..,. Ceeeenes 161.6 71.8 89.8 44.4 231.86 18 10.3 15
Nebraska, .. . 266.4 94.8 171.7 35.6 184.24 40 7.9 47
Nevada,,............ ves 95.5 56.6 38.9 59.3 272.99 3 8.7 36
New Hampshire, ..,.... .. 123.5 46.3 77.2 37.5 198.56 32 8.9 32
New Jersey. ,..... Cerevee 1,491.6 431.2 1,060.3 28.9 234.64 15 8.3 44
New Mexico..,........ V. 186.5 187.2 49.3 73.6 187.05 38 10.0 18
New York,.............. 5,407.7 2,328.6 3,079.1 43.1 309.05 1 10.6 9
North Carolina, .,.,...... 739.6 539.1 200.5 729 15728 43 9.0 81
North Dakota,,,..... vees 1872 68.7 784 46.4 216.68 25 94 28
Ohio........cvivevvvnnne 1,992.7 891.7 1,101.0 4.7 198.52 33 8.2 45
Oklahoma,,............. 456.2 307.9 148.3 67.5 186.35 39 9.8 23
OTeZON ., ..\ v vvrrnrnnnenns 415.6 212.7 202.9 51.2 229.98 21 9.6 25
Pennsylvania, ...... . 2,360.0 1,258.8 1,101.7 53.3 207.85 29 8.8 35
Rhode Island. ........... 191.2 96.8 94.4 50.6 217.81 24 9.3 29
South Carolina, ,......... 383.6 245.5 88.1 78.6 186.26 50 8.9 33
South Dakota, ........... 148.9 56.8 92.1 38.1 206.50 30 10.0 19
Tennessee, ,..........,.. 526.9 329.1 197.9 62.5 144.29 47 8.5 40
Texas. .....ccovvvnnvavans 1,856.6 991.5 865.1 53.4 183.42 41 9.1 30
Utah,..........c00eeee . 205.0 1159 89.1 56.5 214.00 27 10.2 16
Vermont. ,,.......0000a. 89.7 49.7 40.0 55.4 231.79 19 115 2
Virginia................. 628.2 359.6 263.6 57.7 146.70 46 7.4 50
Washington. ............ 760.1 522.6 2376 68.8 252.54 7 102 17
West Virginia, ., .. esrene 306.5 212.7 93.8 69.4 170.68 42 9.5 26
Wisconsin, .............. 979.4 459.7 519.8 469 248.70 11 10.5 13
Wyoming,....... vernaee 81.8 44.0 37.8 53.8 246.45 10 10.4 14

Total,,......... 41,523.3 20,561.1 20,962.5 49.5 223.46 X X L 94 X X

Source: U.S. Bureau of the Census, Governmental Finances in 1962, October 1963.
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In 1960 effective rates for the New Eng-
land region averaged over 2 percent, with
the highest rate, 2.4 percent, in Maine and
in Massachusetts. The average rate in the
Mideast was 1.8 percent, with a range from
2.3 percent in New Jersey to Delaware’s
0.7 percent. In the Southwest and South-
east the effective rate averaged 1 percent
or less.

An analysis of effective rates, computed
as the percentage relationship between
property tax collections and property val-
ues, with property defined uniformly as
the market value of land, structures, equip-
ment, and inventories (exclusive of public
utilities and motor vehicles), shows that
there is considerable variation in the in-
tensity of property tax use even within
geographical regions of the country.
Within each region some States could add
to their property tax take without raising
effective rates above that of the regional
average. While the relative use of prop-
erty taxes as measured by these effective
rates provides an indication of the as yet
untapped property tax potential of the
States, policy decisions as to the tax depend
upon many political, economic, and social
factors. Differentials in effective property
tax rates provide only a kind of technical
guideline for policy determination. If
property in all of the States were taxed at
a rate comparable to the average effective
rate of the Southeastern and Southwestern
States, collections would be reduced over
30 percent. In contrast, if all States taxed
at the average effective rate in New Eng-
land, property tax vyields would be in-
creased by about 50 percent,

It must be borne in mind that variations
—both among regions and within them—
reflect differences in the willingness of citi-
zens in each State to tax themselves for
local public services and the accommoda-
tion of property taxation to economic and

political forces. Since part of the property
base represents business property and taxes
paid on it are “exported” out of the taxing
community or out of the State, the people’s
willingness to pay taxes is perhaps reflected
more adequately by comparing effective
property tax rates on dwellings (either
single-family or all residential) than by
comparing the taxes on all property. In
1957 the effective property tax rate on
single-family dwellings averaged 1.3 per-
cent in the Nation but showed the same
distinctive regional pattern as taxes on all
kinds of property. The New England re-
gion, led by Massachusetts, showed the
highest rates. Effective rates in the South
were low, ranging down to 0.4 percent in
West Virginia and South Carolina.?

The variations in aggregate property tax
rates and in rates on single-family dwell-
ings suggest some accommodation of prop-
erty tax practices to income available for
tax payments and to other aspects of the
State’s economy. Effective property tax
rates are relatively high in the industrial
States in New England and the Mideast,
where the ratios of taxable property values
to income are relatively low; they tend to
be low in the Rocky Mountain and South-
western mining and farming States, where
the ratio of the value of taxable property
to income is high and the size of the in-
come flows serves to limit property taxa-
tion. ‘

General sales taxes.—While effective rate
variations in property taxation reflect pri-
marily local tax decisions, the variations
among States in general sales and selective
sales taxation develop largely out of differ-
ences in State tax policies. Effective gen-
eral sales tax rates are substantially below
one-half of 1 percent in those States where
the State government itself does not im-

2 Advisory Commission on Intergovernmental Relations,

Measures of State and Local Fiscal Capacity and Tax
Effort, October 1962, p. 131.
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pose a general sales tax; they range above
5 percent in States which rely heavily on
general sales taxation,

Some form of general sales tax was in-
cluded in the tax structure of 87 States
and the District of Columbia in the fiscal
year 1960 (including 3 States—Alaska, New
York, and Virginia—with local sales taxes
only). As indicated in chapter 7, Ken-
tucky, Texas, and Wisconsin have intro-
duced a State general sales tax since then.

Most of the taxing States confine their
tax base to retail sales, although some in-
clude also the sales of wholesalers, extrac-
tive industries, and manufacturers, usually
at a lower rate. Indiana’s gross income tax
as of 1960 included taxes on sales, as well
as on wages and salaries.? In the States
where more than half the population lives,
foods and medicines are exempt from the
sales tax (except that restaurant meals are
generally subject to tax). Feed and fer-
tilizer are likewise exempt in States with
over half the population. Accordingly,
the uniformly defined base on which effec-
tive rates are computed is assumed to in-
clude all retail sales except of food, medi-
cine, and feed and fertilizer.

It should be noted, furthermore, that
the sales tax States generally apply their
sales levies to industrial machinery, tools
and equipment, office equipment, and sup-
plies sold to businesses for ‘“final consump-
tion.” In part such sales are included in
retail sales, as reported by the Census of
Business, but other sales of this type are
excluded since they represent sales made
directly by wholesale and manufacturing
firms. Equipment purchases of manufac-
turers and construction equipment pur-
chases were added to retail sales in each
State in computing the standard base in

3 The Indiana gross income tax was partly converted in
1963 to a retail sales tax and flat rate individual and cor-
poration net income taxes.
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order to take account of these final con-
sumption purchases made by business
firms.

The only service industries taxed by
States in which half the people live are
hotels and similar operations. Accord-
ingly, hotel, motel, and other lodging place
receipts, as reported in the Census of Busi-
ness, are included in the uniformly defined
sales tax base.

As table 28 shows, the large geographic
concentration of States with relatively high
effective general sales taxes in 1960 was in
the South, where the nominal retail sales
tax rate of State levies on taxable sales was
generally 8 percent, with foods and medi-
cines taxed. Ten of the 16 Southern States
had effective general sales tax rates above
the United States average in 1960, and
three imposed no sales tax. Thus, of the
13 taxing States in the Seuth only three
had effective rates below the United States
average, and of the three additional States
—those not imposing a general State sales
tax in 1960—two have since added the tax.

In the New England and the Mideast
States, by way of contrast, effective sales
tax rates were about a fifth below the
United States average. Six of the 11 States
in these regions did not impose a State
general sales tax, and all of the remaining
States and the District of Columbia which
did tax had an effective rate below the
United States average. The Midwest
showed somewhat greater diversity than the
Eastern seaboard in general sales tax use.
Two of the largest States in the Midwest
had rates 10 to 25 percent above the
United States average; one other had a
rate at about the United States average and
in 6 States effective rates varied from 8 per-
cent to 40 percent below the average for
the Nation.

In broad outline there appears to be
considerable uniformity in rates among



TABLE 28.—Effective Rates of General Sales Taxes and Taxes on Tobacco Products, by State, 1960

General sales Tobacco products
State and Region Effective Ratesasa Effective Ratesasa
rates ercent of rates 2 percent of
(percent) JTS. average (cents) U.S. average
New England......... Cerererenenriines 4.62 100
Maine, ... e riinienennsnrnennens 5.09 110
New Hampshire,,.................. 3.20 69
Vermont, ..., .......... e 5.95 129
Massachusetts, ......coc0nenennnnnns 5.68 123
RhodelIsland..,........co0vununen. 4.91 106
Connecticut, .. ..........covvveenn.. 2.80 61
Mideast, . .oiveniieniieriinnnnienennns 5.08 110
New YorK, ... ..vviinnininnnnnnen. 5.74 124
New Jersey.......oviievirnarnnnn. 4.77 103
Pennsylvania,..............c.oeensns 4.67 101
Delaware, ... vuvivernenrenrnernens 2.72 59
4.64 100
1.99 43
4,32 94
5.50 119
4.83 105
2.79 60
e 3.58 77
WISCONSIN. .., \ .\ uverernnaninernones 4.65 101
Plains,.......covvvvennennnnes 3.89 84
Minnesota. .. ......oivvvvnennnnnnns 5.60 121
JOWa, i vviiiiinrieenrerennennones 3.61 78
Missouri...........covinnenn Creaens 2.71 59
North Dakota...............co0vue. 6.39 138
South Dakota,..................... 424 92
Nebraska............oovviivnnnn.. 8.68 80
Kansas, .. ....oiviveiniineinnnnnan. 3.85 83
Southeast. ,...... . 4.59 99
Virginia, .. ..oovviievnirnninnnennnn. 5 .41 9
West Virginia, .. ............ 5.06 110
Kentucky, ..., 2.81 61
Tennessee. ,......c.covvvvnvvnnnne.. 498 108
North Carolina........cc000eeeneess gg ......... Ceeeeenes
South Carolina. .. .................. 5. 113
Georgia,............ Creesraaas 4.88 106
Florida,.........cooivvinrvnnnnnen, 4.67 101
Alabama. .. ....., Cherieearerraan 6.87 149
Mississippi............. erreerees 5.96 129
Louisiana,.........c........ e, 7.78 167
Arkansas 5.51 119
Southwest.........oovvvvnvnrininnnnns, 6.83 148
Oklahoma, ,, 5.21 113
Texas,..... 8.09 175
New Mexico, , 5.06 110
Arizona,........ 2.41 52
Rocky Mountain 8.16 68
Montana 7.56 164
Idaho,.......ccviiiiiiiiiininan 4.51 98
Wyoming 4.35 94
Colorado 4 90 19
Utah, ... eeieiiiiiiiiiiiiinennn, 3.20 69
Far West, ...vniiienniniiinienncnnsnas $.34 72
Washington, ,,............00uen.n. 6.12 182
Oregon, ... .ouveieiiiiiinnnnennnns [N
Nevada,......vovviviiiniinnnnnnn. . 341 74
California, ,....................... . 2.93 63
Alaska. ... . .iiiviiiineiiinnaenn, 4.18 5 8.97 86
Hawali, ... ..oovrieinirnennneennns 18.48 862 4,14 90
United States, .................. 8.72 100 4.62 100

1 Collections as a percent of estimated taxable retail sales

in 1959.

2 Total collections from taxes on all tobacco products as
a percent of cigarette consumption in 1960 (equivalent
rate, in cents, for a standard cigarette package).

3 Not taxable.
4 Local taxes only.

collections.

5 Enacted in 1960; effective rate based on partial ycar’sy

8 Includes fractional rate business and occupation taxes,
classified as license taxes elsewhere in this report.

Source: Advisory Commission on Intergovernmental Re-
lations, Measures of State and Local Fiscal Capacity and

Tax Effort, October 1962.
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the taxing States within a geographic re-
gion. The additional tax potential, com-
paratively speaking, appears to be in new
general sales tax levies by those States not
now imposing this type of tax, rather than
in rate changes. It should be noted, how-
ever, that in 12 of the States and the Dis-
trict of Columbia with sales taxes in 1960,
rates have since been increased. Since
only three of those States are in the South,
the tendency is toward national uniformity
in effective sales tax rates.*

Tobacco taxes.—In the selective sales tax
area, the problem of developing a standard
or representative base is at the same time
conceptually less significant than in the
case of the general sales tax and techni-
cally more difficult because of gaps in data.
Far greater uniformity exists among States
in the bases used for the selective excises,
and hence rate comparisons are meaning-
ful; whereas rate comparisons for the gen-
eral sales or income tax levies, given the
wide variation in tax base, are not.

The comparison of effective rates of
taxation on tobacco products, shown in
table 28, measures total collections from
taxes on all tobacco products as a percent-
age of cigarette consumption; the taxes are
shown as the equivalent rate (in cents) for
a standard cigarette package.

Cigarette consumption in each State as
estimated by the Department of Agricul-
ture is used as the base. Comparable data
are not available on cigar and other to-
bacco consumption. The nationwide base
used in the comparisons totaled 22 billion
packs of cigarettes for 1960; this implies
an average tax rate of 4.6 cents per pack.

Fairly wide variation existed in tobacco
taxation in 1960, both among and within
regions. In the Southwest, tobacco taxes
were relatively high—with a regional rate
per pack of cigarettes of 6.8 cents; that is,

4 See chap. 7, table 43,
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2.2 cents above the national average. The
Southeastern States, where most of the to-
bacco is produced, averaged 4.6 cents, a
rate equal to the United States average.
North Carolina, the largest tobacco-pro-
ducing State, had no tobacco tax, and Vir-
ginia’s cigarette tax (8 cents per package)
is among the lowest in the Nation.®

Within geographic regions the range was
also marked in 1960. In New England,
for example, tobacco tax collections varied
from 2.8 cents per pack in Connecticut to
6 cents in Vermont. Within the Mideast-
ern States the range was from 2 cents in
the District of Columbia to 5.7 cents in
New York; within the Great Lakes States,
from 2.8 cents in Indiana to 5.5 cents in
Michigan.

Thus in the case of tobacco taxation,
unlike general sales taxes, variations in
rates from regional averages suggest that
some States could raise additional tobacco
tax revenue by adjusting their rates in line
with others in their respective regions. As
in the case of general sales taxes, many
States have raised their cigarette tax rates
since 1960.°

Motor vehicle taxes.—Table 29 shows
the effective rates of levies on motor vehi-
cles and motor fuel, by State, in 1960. The
first column indicates the results of com-
bining tax collections from special sales
and other levies on motor vehicles, includ-
ing motor fuel taxes, property taxes on
automobiles, and licenses on vehicles and
operators, and computing these levies as
an amount per motor vehicle registered in
each State. Combined State and local
levies on motor vehicles averaged $80 per
vehicle in the United States as a whole.
Regional averages ranged from 16 percent
above the United States average in New
mrolina has adopted a 3-cent cigarette tax, ef-

fective July 1, 1964.
8 See chap. 12, table 80.



TaBLE 29.—Effective Rates of Levies on Motor Vehicles and Motor Fuel by State, 1960

Motor vehicles Motor fuel
State and Region Effective Rates asa Effective Ratesasa
rates! percent of rates 2 - ercent of
(dollars) U.S. average (cents) LF.S. average

NewEngland..............covvvnvenenn 93.87 116 5.89 108
Maine, ......coviiniiinniinaneinnnn 107.46 134 6.92 127
New Hampshire, .................. 95.51 119 6.41 117
Vermont, .. ...ovviiniiiiinnireees . 108.84 185 6.85 125
Massachusetts. ...................0 94.46 118 5.40 99
Rhodelsland.............e.00vune. 88.15 110 6.03 110
Connecticut, ..vuvvve e ivnsnennas 84.78 105 5.99 110
Mideast, ,....ovevienuirovaniennseonnes 69.59 87 5.09 93
New York. ....ovveivniieininnnnnns 72.31 90 523 96
New Jersey.....evuvveneieveencenss 74.19 92 4.88 89
Pennsylvannia 58.52 78 4.76 87
Delaware, ..., e 65.57 82 $.92 72
Maryland........cooinieeiinennnns 85.27 106 6.20 113
District of Columbia. ............... 97.44 121 6.08 111
Great Lakes, .......coivivinvnnannenens 79.93 99 5.59 102
Michigan,.,........ooivvnvvnnnn, 70.10 87 5.46 100
Ohio, ... iiiiiiiniiiiieiranennss 80.77 100 6.58 120
Indiana,......coviiivnniivenncinns 86.28 107 5.62 103
HHnois, .o ovveverreinennaneeanass 86.09 107 4.68 86
Wisconsin, .. ..oovviinivnniiniennes 75.81 94 5.44 99
Plains, .......vviiiiiiiicnnnnnenns oes 73.48 91 415 76
Minnesota. ,..... et treeaeraraa 67.07 83 4,29 78
Towa, ... .coiviiininineniannnninnns 82.81 103 5.08 92
Missouri, ....covvvnninnainnrannans 68.11 85 3.06 56
North Dakota, ,, ., N 65.67 82 3.60 66
South Dakota, ........coe0vinunnnse 81.54 101 4.52 79
Nebraska, ,...oveeveenienennessnans 86.10 107 6.15 112
Kansas, ,,....coiienneennnnnrnnenes 71.49 89 8.69 67
Southeast,, ... iioviiiiiniiiiananinns 86.48 108 6.64 121
Virginia, ., .....co0iiiiieiiiiinns 86.67 108 5.82 106
West Virginia,........oco0vnveennn. 106.72 133 6.45 118
Kentucky, ..o ivveneineninnanens 78.90 98 6.82 125
Tennessee, .....ouvuvnnne Cerereaeas 100.16 125 6.40 117
North Carolina, ................... 90.78 118 6.77 124
South Carolina............co00nuue 71.70 97 6.98 128
Georgia, ,.vviviriieninnnas eerenas 88.85 111 6.47 118
Florida,................... NP 80.90 101 6.49 119
Alabama,......covvveiiinennennens 71.57 97 7.84 148
Mississippi, .. . cen 107.06 133 7.09 130
Louisiana,,,........oovveviiennns 69.15 86 6.63 121
Arkansas, ....... PN 94.96 118 6.40 117
Southwest............. e tteeirar e 83.78 104 448 82
Oklzhoma, ........cocvevveinnnnnn, 93.43 116 5.40 99
Texas, . .....e00u0e Ceereaereriarenns 80.89 101 4.03 74
New Mexico....vvvvivinnnearcnins, 88.84 111 6.24 114
Arizona, ..... et rereseibacaeroanas 82.54 103 5.11 93
Rocky Mountain,.......oovveieveiannn. 78.97 98 5.43 99
Montana,.,.......... Ceeeeseeeeens 81.25 101 5.54 101
Idaho..... ceereiaee Cireseesreanens 70.22 87 5.35 98
Wyoming. ......ovvvvnvenenrnnness 95.34 119 5.03 92
Colorado, ....ovvvvrerreennrcnnnnss 76.92 96 5.19 95
Utah, ... iiiiviiiiiniiicnnrrnans 81.27 101 6.10 112

Far West. .. ....coivniiiunnennnneencanns 84.05 105 5.66 103
Washington, ,.............. ces 83.36 104 5.25 96
Oregon,,....... Cereenaeans eeenae 79.07 98 548 100
Nevada,........ [N 100.00 124 5.31 97
California, .......... PN 84.07 105 5.69 104
Alaska , . ... oiiiiiiiiiiienenenas 86.96 108 4.95 90
Hawaii,.......oovviiininineninn, 95.24 118 8.90 163
United States. ................. 80.38 100 5.47 100

1 Combined motor fuel taxes, property tax on automo-
biles, and motor vehicle and operators’ license tax revenue,

per motor vehicle registered in 1959.

2 Motor fuel tax collections per gallon of gasoline con-

sumed in 1959,

Source:

Advisory Commission on Intergovernmental

Relations, Measures of State and Local Fiscal Capacity and
Tax Effort, October 1962,
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England to 13 percent below the national
average in the Mideast.

While the figures show the expected in-
terstate variations, on the whole there was
more uniformity among States in taxes on
motor vehicles than in many other levies.
The maximum spread was between Penn-
sylvania’s combined levies of $59 per motor
vehicle, a figure 27 percent below the
average, and Vermont’s levies of $109 per
motor vehicle, or 35 percent above the
national average. Only 6 States, includ-
ing Pennsylvania, collected less than $70
per motor vehicle; only 6 States (Maine,
Vermont, West Virginia, Tennessee, Mis-
sissippi, and Nevada)—mostly States with
low per capita incomes—collected $100 or
more per motor vehicle from special levies
on motor fuel or motor vehicles.

In drawing conclusions as to tax poten-
tials in the States, it should be noted that
motor vehicle registrations, at best, provide
only a rough standard for comparing motor
vehicle tax collections. Registration fig-
ures reflect neither the relative number of
motor vehicles used for industrial and com-
mercial purposes, nor the distances trav-
eled, nor the value of the vehicles. The
actual bases used by the States in taxing
motor vehicles, however, take account of
such factors.

State and local motor fuel tax variations
are reflected in comparative motor fuel tax
collections per gallon of gasoline. The
volume of gasoline consumption in each
State used as the standard is that compiled
by the Bureau of Mines (Mineral Year-
book). In 1960 total motor fuel tax collec-
tions amounted to $3.4 billion, an average
of about 5.5 cents a gallon of gasoline con-
sumed. Regional averages varied from 4.2
cents a gallon in the Plains States to 6.6
cents per gallon in the Southeast. Intra-
regional differences may be summarized
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by the spread between the highest and
lowest rates (in cents per gallon):

New England. 1.52  Southwest .... 2.21
Mideast ..... 2.28 Rocky

Great Lakes .. 1.90 Mountain .. 1.07
Plains ....... 3.09 Far West .... 3.95
Southeast .... 2.02

Sales and individual income taxes com-
bined.—Differences in taxing patterns be-
tween the States relying primarily on the
sales tax and those relying more heavily
on the individual income tax suggest a
combination of sales and income levies to
assess State-by-State variations. Table 80
shows the actual State and local individual
income and sales tax collections as a per-
cent of personal income, less Federal tax
and nontax payments, and of purchases ot
goods and services. On the average, indi-
vidual income taxes and sales levies ac-
counted in 1960 for 4.2 percent of dis-
posable personal income and 5.7 percent
of purchases of goods and services.

Effective rates of the combined levies
were substantially above average in the
Southeast and Far West. Relative to per-
sonal income, rates in the New England
region were the lowest in the Nation. The
individual States with lowest effective use
of sales and income levies combined were
New Jersey, Nebraska, New Hampshire,
and Texas, in that order. The highest
effective rates were found in Hawalii,
Washington, South Carolina, and Missis-
sippi.

Income taxes.—In a number of State de-
bates on tax policy, general sales and indi-
vidual income taxation are viewed as com-
peting tax methods. The extremes in tax
practices are perhaps illustrated by Ore-
gon, Washington, and Hawaii. Oregon
imposes no general sales levy, but its effec-
tive rate of individual income taxation for
the vast majority of residents is among the
highest in the country. Washington, its



TaBLE 30.—Individual Income and Sales and Gross Receipts Tax Collections
in Relation to Personal Income and Retail Sales, by State

Individual income and sales and gross receipts tax collections
in 1960 as a percent of—

Personal income less Federal tax

Estimated retail sales and receipts

State and Region and nontax payments in 1959 from services in 1959
Percent related Percent related
Percent to U.S. average Percent to U.S. average

NewEngland...........oo0iviivniiinenn, 3.1 74 4.6 81
Maine, .. ivuiinieieirniioneisenneas 42 100 5.5 96
New Hampshire, .. ,......cc0vvennn 2.5 60 3.2 56,
VErmont, . ..ovvvvrnrnirnrnseninnss 4.7 112 5.8 102
Massachusetts, .. .....ovvvenenraones 2.9 69 4.8 75
RhodeIsland....................... 3.9 93 5.9 104
Connecticut, ., ....viuiveieerocnasens 2.7 64 4.5 79
Mideast., .........c0vvinnnn. P 4.1 98 5.8 102
New YOrK, ,ouevvinneinnrrennneinees 5.0 119 6.8 119
New Jersey, ...oovveiiiivnenneiinnns 2.0 48 3.1 54
Pennsylvania, .......... Crreeaenea, 35 83 52 91
Delaware, ... ...vveuvnnneinennennn, 3.9 93 6.4 112
Maryland. ........... . 4.6 110 7.2 126
District of Columbia 4.3 102 4.8 81
GreatLakes, .. ...........o0iivinennnn, 3.6 86 5.1 89
Michigan, .......covvivninniennennn. 3.9 93 5.4 95

10 o1 o R 3.7 88 5.3 93
Indiana, ... ..oveviviiiiiniininens 3.8 920 5.8 93
TIHNOIS, . oy vevnvinienenrenennnnnnsd 3.4 81 4.6 81
Wisconsin, .. .....ocviiiiieininnnn.. 3.6 86 4.9 86
PIains, L.yttt i i 3.6 86 4.5 79
Minnesota, .uvvverveernnernnnnens. 3.6 86 4.4 77
Do 4.1 98 5.0 88
MiSSOUTT, .0 vevvivevevinrnnnennenns 3.3 79 4.3 75
North Dakota, , 4.6 110 4.6 81
South Dakota, , 4.5 107 4.5 79
Nebraska, .....ovvevvenernnenennnnn, 2.1 50 2.5 44
Kansas,........v0ee. 4.1 98 5.5 96
Southeast, .., .ccivviinireveeneninnann, 5.2 124 6.8 119
Virginia, .. .ovvevieeevenennnnennensd 3.3 79 4.6 81
West Virginia, .......ovcvveinninnnn, 55 131 7.9 . 139
Kentucky,........oovviviivninennn, 4.8 102 5.7 100
Tennessee, .. .. ettt e, 48 114 6.0 105
North Carolina,,,.............c.00vs 5.3 126 7.2 126
South Carolina, .........ocovvvenens 6.6 157 9.3 163
Georgia,.,........... Cerererenenias 5.9 140 7.6 133
Florida, ,,......cooviviinvinnninne, 52 124 5.9 104
Alabama,,.............coi0iiiinnn, 6.0 143 8.2 144
Mississippi. 6.7 160 8.8 154
Louisiana..........o.vvveeieininan. 5.6 183 7.8 128
ATKansas, .. .....oeiieniininiiinens, 5.7 136 6.8 119
Southwest, .. .,.... P 34 81 42 74
Oklahoma, ,,.........c00veinuinn.s, 48 114 6.2 109
Texas...... ee et et i 2.6 62 3.1 54
New MeXico. . viverirninienennnnennn 5.8 188 7.3 128
ATiZONA. ... viveniiveernnnennenrnn. 5.8 138 7.0 128
Rocky Mountain, ., ,......evivevernnsnn. 4.3 102 5.2 91
Montana, ,...vevviiennrrenerenianns 3.4 81 39 68
Idaho........vvnnvvnnnn Cetiesaanras 47 112 44 7
Wyoming, .. ....vvviiiirneinneinnn. 3.8 920 48 84
Colorado, ........cevvivevevnnnnnnns, 43 102 54 95
Utah, i iiiiiiii it 52 124 6.5 114

Far West. ., ... 5.1 121 7.0 128
Washington e 6.9 164 9.1 160
Oregon., .. uieenreernnnnnnenennnns 42 100 5.8 93
Nevada,..........oovvvviiiinnanne, 5.1 121 43 5
California, .......ooovenvvieiiinnnns. 4.8 114 6.6 116
Alaska, ,.,..oiiiiiiiiiiin, 3.3 79 6.6 116
Hawaii...........cooviiiiiiinnnn, 9.9 236 17.2 302
United States. ..........00o0ieuen 4.2 100 5.7 100

Source: Advisory Commission on Intergovernmental Relations, Measures of State and Local Fiscal Capacity and Tax

Effort, October 1962.
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neighbor to the north, does not levy an
individual income tax, but its general sales
tax effective rate exceeds that of all the
States except Hawaii. Hawaii, on the
other hand, imposes both an individual in-
come tax and general sales tax at effective
rates (on a standard base) considerably in
excess of the averages prevailing through-
out the country.

Thirty-one States imposed individual
income taxes in 1960, almost the same
number as levied general sales taxes; 19
States had both State individual income
and general sales taxes; 12, only individual
income taxes; 15, only general sales taxes;
and 4 neither.”

The task of defining a standard base
against which to assess existing State in-
come tax practice is necessarily fairly com-
plex, given differences in statutory provi-
sions on rate graduation by income level
and varying definitions of income. While
considerable progress has been made by
the States in recent years toward greater
uniformity of tax practices, variations still
are sizable.

Table 31 summarizes the average effec-
tive rates of individual income taxation in
the States. In column 1, actual State and
local individual income tax collections in
1960 are computed as a percent of adjusted
gross income in 1959, as reported on tax-
able Federal income tax returns. In col-
umns 2 and 3, estimates of what the income
tax would yield in the taxing States if these
States used two alternative standard tax
methods are also computed as a percent
of adjusted gross income. Column 2 is
based on the assumption that Federal in-
dividual income taxes are not deductible
for State tax purposes, and column 3 as-
sumes deductibility of the Federal tax.
Columns 4 and 5 relate actual income tax

7 We disregard here New Hampshire’s and Tennessee’s
taxes on income from intangibles.
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collections (column 1) to the yields of a
representative tax system under the two
alternative standard methods (columns 2
and 3).

In making the computations shown in
columns 2 and 3 it was necessary to calcu-
late a standard rate structure for all the
States, which required, among other things,
State-by-State estimates of the number of
persons and couples by taxable income
size classes. For convenience, taxable in-
come was defined as it is defined in the
Internal Revenue Code.

The individual income tax yields of the
representative system, computed in this
way, reflect the assumption that all States
use a uniform set of representative rates;
that they follow the Federal Government'’s
practices with respect to exemptions, de-
ductions, and income splitting. For the
major elements in income taxation these
assumptions accord with general practice.

Obtaining income tax yields under a
representative income tax system involved
the following 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
does not allow the Federal income tax to
be deducted.

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

(¢) Repeating this procedure for joint
returns.

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

(e) 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-



TasLE 31.—Individual Income Tax Yield, Actual and Under Representative Tax System
in 1960 as a Percent of Adjusted Gross Income, by State!

Yield under representative
tax system as a percent
of adjusted gross income

Index of actual collections
to yield under representative
tax system
(Yield under representative
tax system = 100)

State and Region Actual collec-
ions as a cent
He of adjul;f;d Alternative | Alternative | Alternative | Alternative
gross income No. 12 No.23 No. 13 No. 238
a @ ® @ ®)
New England
New Hampshire 40.21 0.98 1.02 21 21
Vermont. ....... 2.34 .83 .85 282 275
Massachusetts, .. .....ccoovvveenennnn. 1.58 1.20 1.20 132 132
Mideast
New York. .....oooveevvecerennnnnes 2.13 140 1.32 152 161
Pennsylvania............coocevvenens 5 60 1.18 1.17 51 51
Delaware. ... ....covvveenerrenrnnnns 2.86 1.68 141 170 203
- 1.45 1.25 1.25 116 116
1.43 1.54 1.49 93 96
5 41 1.18 1.21 35 34
2.21 1.08 1.11 205 199
1.81 1.10 1.31 165 138
1.01 1.04 1.08 97 94
.83 1.18 1.18 70 70
7 .85 .90 91 86
.78 1.02 121 76 64
Southeast
Virginia, .. ......coovviiiiiiaiinnn 1.54 1.08 1.11 143 139
Kentucky. .. ..oovvveenneinnnnnnnnns 2.10 1.00 1.00 210 210
TeNNeSSEE, ... uveueenneesvnneennnnns 4.18 1.04 1.02 18 13
North Carolina, .........ceovvenennn 2.10 .95 93 221 226
South Carolina. ......oceevevnvenens 1.55 87 .87 178 178
GeOTZIa. . vvieviveeeneeeeennnannnns .88 1.02 1.02 86 86
Alabama. .. ........ccevteivnecennnn 90 1.02 1.01 88 89
% SEITET o] o3 SN P .58 95 94 61 62
Louisiana, ,........cvevveeennecnnns .36 1.27 1.17 28 31
ATKansas, .. ......oeeeensnnencneones .70 .97 1.42 72 49
Southwest
Oklahoma. ..........ccovieeevnnnnns 59 1.08 1.08 55 55
New Mexico............. 58 1.11 1.11 52 52
ATIZONA. .. ... ivrvinerenennceneennns .56 1.21 1.20 46 47
Rocky Mountain
Montana, .. ....eeueenoeneennnennnns 1.15 1.12 1.17 103 98
Idaho.........ccoviiiieinininnnnnnn. 2.30 97 97 237 237
ColoTado, .. \evevevnneanneencnnennnn 1.25 1.15 1.17 109 107
L 67 1 + U 1.23 1.01 .95 122 129
Far West '
[0 ¢ {3 ¢ 3.20 1.14 1.17 281 274
California. .. ...........cco0iininnns 78 1.34 1.32 58 59
Alaska, .......coeevernennnnnnancnnn 3.07 1.31 1.51 234 203
Hawaii,....cooiieeereneneenoeneens! 2.93 1.17 1.18 250 248
United States, .....coeeeeeenness vee 121 1.21 121 100 100

1 Adjusted gross income as reported on taxable Federal

income tax returns for 1959.

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

See table 32.

3 Using average tax rate of States allowing deduction of

Federal income tax. See table 32.
4 Tax on interest and dividends only.
8 Local taxes only.
Source: Advisory Commission on Intergovernmental Re-
lations, Measures of State and Local Fiscal Capacity and
Tax Effort, October 1962.
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TABLE 32.—Weighted Averages of State Personal Income Tax Rates in 1959

Av.eragﬁ‘rites iln 12 States Average rates in 17 States
Taxable income in which Federal tax Taxable income in which Federal tax

(Federal definition) is not deductible * (Federal definition) is fully deductible *

before Federal tax after Federal tax

Single Joint Single Joint

$1,000, ... . 0.008 0.003 0.009 ®
$2,000, . . .013 .009 015 0.009
$3,000, .. ... e .017 .012 .020 .013
$4000, .. .., .020 016 .023 .017
$6.000, ... i e 024 021 .028 024
$10,000, ... . .iiii e .033 .029 .038 .033
$20,000, ... .0iininiiiiie e .050 043 .048 044
$30,000, ..., .. i .058 051 .051 047
$50,000. ..., i .064 .063 .054 .052

112 nondeductibility States are Alaska, Arkansas, Cali-
fornia, Washington, D.C., Georgia, Hawaii, Maryland,
Mississippi, New York, North Carolina, Vermont, Virginia.
Total population: 54,042,000, New Hampshire and Ten-
nessee, which tax income from intangibles only, are omitted.

2 17 full deductibility States are Alabama, Arizona, Colo-
rado, Idaho, Iowa, Kansas, Kentucky, Louisiana, Massa-
chusetts, Minnesota, Missouri, Montana, New Mexico,
ately so that the aggregate for all the States
equaled the total amount that States and
localities would collect from income taxes
if States taxed at the average rate of the
taxing States.

(g) This procedure was repeated for the
States that allow Federal income tax as a
deduction for purposes of their own in-
come tax.

(h) The weighted averages of State in-
dividual income tax rates in 1959 were
then applied to the estimated number of
persons and couples in each State at vari-
ous taxable income levels, as shown in
table 32.

It will be noted that the rates for the
States that allow deduction of the Federal
tax are not appreciably higher (in fact, in
the upper income brackets they are lower)
than rates for States that do not allow the
deduction of the Federal tax. This is due
to the fact that average rates for the “non-
deductible States” are dominated by the
rates in the more populous States which
have relatively high and progressive indi-
vidual income tax rates. A State-by-State
analysis in chapter 8 of the effective rates
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North Dakota, Oklahoma, Oregon, Utah. Total popula-
tion: 38,350,000. Delaware, South Carolina, and Wiscon-
sin allow partial deductibility of Federal income taxes.

$ Not computed.

Source: Advisory Commission on Intergovernmental Re-
lations, Measures of State and Local Fiscal Capacity and
Tax Effort, October 1962,
and net State individual income tax bur-
dens at various income levels shows the
effect of Federal income tax deductibility
on the State income tax structure.

Application of the standard base helps
to quantify the differences in taxing prac-
tices of States levying an individual income
tax. For example, both New York and
California are regarded as strong income
tax States, yet there were sharp differences
between their tax structures in 1960, as
illustrated by the effective rates shown in
table 31. Of the income taxing States, the
highest effective rates were found in Ore-
gon and Alaska—the former having a highly
graduated rate structure and the latter tied
administratively to the Federal income tax.

When collections as a percent of adjusted
gross income were used as the index of indi-
vidual income tax use, four States showed
a tax utilization rate of over twice the aver-
age for the taxing States; these included
Delaware and Hawaii in addition to Ore-
gon and Alaska. In 9 States the income
tax use rate was less than half the national
average, but the low-use States were pri-
marily those in which income taxes were



used by local governments only (Ohio and
Pennsylvania) in which income levies were
restricted to investment income (New
Hampshire and Tennessee), or which al-
lowed relatively very high personal exemp-
tions (Louisiana and Mississippi).

When collections were compared with
the yields of the two alternative representa-
tive income tax structures (i.e., with and
without Federal deductibility), taking ac-
count of differences in the income distribu-
tion among States and in the average rate
structure, the relative tax use position of
the States was altered. When the income
distribution was taken into account, New
York’s use of individual income taxes, for
example, while still substantially above the
average, was less than that indicated by the
tax collection-adjusted gross income com-
parison. On the other hand, in a State
such as lowa, where the distribution of
income was more even than it was in New
York, the two tax-use computations showed
about the same degree of relative income
tax use.

The standard or representative tax base
for State corporate income taxes poses
challenging problems of computation, both
conceptual and practical. Tabulations of
Federal income tax returns could not serve
as a point of departure, as they did in the
case of the individual income tax, because
of the importance of corporations doing
business and incurring tax liabilities in
States other than the one in which they
happen to file their Federal tax returns.

In the absence of comparable data on
corporate receipts by State the taxable
corpcrate net income reported in the States
imposing the tax was used as a basis for
building estimates of corporate net income
that would be more comparable from State
to State. Data on the taxable corporate
net income reported to the States for the
income year 1959 were provided by the

Federation of Tax Administrators for 30
of the 38 States (including the District of
Columbia) with corporate income taxes.
These estimates were adjusted to give them
greater comparability by adding estimates
of bank and public utility income in the
States that exempt such corporations from
the tax and by adding estimates of Federal
taxes paid in States that allow corporations
to deduct the Federal tax on their State
returns. There was no way of adjusting
for the fact that the States use different
formulas for allocating the income of mul-
tistate corporations, except to the extent
that the allocations were already reflected
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 fac-
tors commonly used in the allocation of
corporate income by States: corporate
property, payrolls, and sales. This rela-
tionship was used to estimate net corporate
income for all the taxing States. In gen-
eral, this computation derives a corporate
income figure for each State by combining
the allocation factors in a standard way.
When corporate license levies and cor-
porate income taxes, both State and local,
are combined and the total is computed
as a percent of corporate income, inter-
state differences in corporate taxes may be
compared (table 33). The regions with
the highest rate of corporate tax use in
1960 were New England and the Mideast.
Delaware’s corporate licenses gave it the
highest ranking among the States, followed
by Mississippi, North Carolina, Massachu-
setts, and Pennsylvania in that order. The
Midwestern States, in contrast, showed the
lowest use of corporate levies, With the
exception of Minnesota and Wisconsin,
which have relatively high corporation in-
come tax statutory rates, all States within
the region had substantially less than aver-
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TaBLE 33.—Corporation Income Tax Effective Rates, by State, 1960

State corporation income tax

State and local corporation income
and related license taxes?

State and Region

Effective rates 2

Rates as a percent | Effective rates 2

Rates as a percent

(percent) of U.S. average (percent) of U.S. average
New England......ovevierinronssnnsnnss 5.8 129 5.3 136
Maine. .......... Chdearaieians S 2 5
New Hampshire, ,....covvevnvieiiane]iiiniiinniiiniiidiinnniens. R 2 5
Vermont, ......... 3.0 67 3.0 77
Massachusetts. . ..... 372 R 160 373 187
Rhode Island........ . 4.3 96 4.8 123
ConnectiCut, ,..vevesreossereassonss 42 93 4.3 110
Mideast, ., .. 4.4 98 5.4 138
New York, .. ovevveeennecssscesnnes 5.1 113 5.1 131
New Jersey...oovvuieveecvocrncsnnss 16 36 8.4 87
Pennsylvania, ,.... S S 5.1 113 7.1 182
Delaware, ,...... Ceesestrnseraasened 5.4 120 13.2 838
Maryland, . .,...... 3.2 71 3.3 85
District of Columbia, ,.............. 6.6 147 6.6 169
Great Lakes,........... Meeiessesreneaes 6.3 140 1.8 46
Michigan, ..... 3.2 82
Ohio,.......... 118 46
Indiana,....... veus L 8
Illinois, ,....... PP 2 5
Wisconsin, .. .. ereseereeeanenaenes 3 6.3 162
Plains, .. ....co0vvenenenesnanaassncanae .3 2.3 59
Minnesota vees -3 5.3 136
Iowa,,.,... Cereraesnns veevesennenea 8 8 21
Missouri........ eeaecesnrereranans 1.0 22 116 41
North Dakota, .....veevvsnesancanss 1.3 29 1.8 33
South Dakota,..... beeressabsoviaeas 5 11 1.8 33
Nebraska,...... R S R 4 10
Kansas,......... 2.1 47 24 62
Southeast, ......... 44 98 44 118
Virginia........ 5.1 118 5.§ 133
West VIrginia, .. .oveeeeveeessrcrssesiiiiiiiniinirinireefieeriansansansonss . 8
Kentuck);g.l................-.--- 4.3 96 148 123
Tennessee, ., .... 3.5 78 5.0 128
North Carolina ,,....ceceeesesescncd 6.5 144 5 192
South Carolina...... vesessternreses 6.2 138 6.6 169
Georgia, .....00000 Cerreseeseneaseen 38 .84 4.1 105
FIOTIAR, o0 vvvenoasnoosansoansasssesfiiiiiiniiieraneese]ioiinnnnnneescnses 2 5
Alabama, .. ..ceervesessrsrocsransns 1.8 40 8.7 95
Mississippi..cooves censraens 6.3 140 8.3 213
Louisiana,.... J R 3.0 67 5.5 141
ATKANSaS. . .veorvarnaannrsertsennes 4.3 96 48 123
SOULhWESL, .. vvveveanssvnosssasssressons 35 78 8.2 82
OKIahoma, .. vveuerrsnsneassnsanons 34 76 4.5 115
Texas,..... S 3.0 77
New Mexico, .... e rieeressasaeanans o 59 23
ATIZONA. ... vvssrnroenoarssnssonsens 3.7 82 42 108
Rocky Mountain, ...coceevveanseeeseacnes 8.7 82 3.6 92
Montana, ..... cessaasas eeeseesaaen 4.0 89 4.0 108
Idaho,....ccvvnevavnne N e 5.5 122 5.5 141
VYOI, v e vvonvnonnsrssorssssteleesenseneaenernnerliessnsnneneeennsas 3 8
Co’l,oradog. .......................... 3.0 67 8.3 85
Utah,......cv0e Ceeeeerssrasaenares 8.7 82 8.7 95
Far WesSt, .. ..vevvacsoasnsnssnonssoroses 5.6 124 4,2 122
Washington, ..... B A A K
Oregon.g ..... eeesesaessansreranes 5.6 124 59 151
B T L RS A 8 21
California,.... ebeanesesssstarenane 5.5 122 5.6 144
12SKa, .. vveensnrennencorcssasaosss 5.3 118 5.3 186
gawaii ............ ecerenireenenes 6.6 147 6.6 169
United States, ,... cereraeraeeiaeas 45 100 8.9 100

1 Minor amounts of local corporation income taxes for

Kentucky, Missouri, and Ohio are tabulated
income taxes.

with individual

3 Tax yield in 1960 as a percent of estimated corporate

income in 1959.
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3 Based on collections which include $65 million corpora-
tion excise taxes and surtaxes, measured in part by net

income and in part by corporate excess.

4 Combined corporation and individual income taxes are

tabulated with individual income taxes.
5 Based on related license taxes only.



age effective rates. Corporation tax use

was relatively high in the Far West, about

average in the Southeast, and below aver-

age in the Southwest and Rocky Mountain

States.

Interstate Variations as Reflected in In-
dexes of Fiscal Capacity and Tax Effort

Fiscal capacity indexes provide summary
measures of the relative resources available
in the States for taxation by each of the
governmental jurisdictions that tax and
spend within the geographic area. “Fiscal
capacity,” as here used, is a measure of the
relative ability of the State, including its
local governments, to raise tax revenue for
financing government programs. The ex-
tent to which this capacity is used by the
State and its local governments in raising
tax revenue is measured by tax effort.

In assessing State fiscal capacity and tax
effort, the State and its local governments
may be treated as one entity, partly because
this accords with general practice in Fed-
eral-State fiscal relations, but primarily in
recognition of the wide variations in the
State-local division of taxing resources and
program responsibilities. Total capacity
is measurable only in terms of what other
jurisdictions are doing. It is relative rather
than absolute fiscal capacity which can be
assessed, for the capacity of a people to
contribute to the support of their govern-
ment is a function of many complex fac-
tors. These include the population’s eco-
nomic resources, the demand made upon
these resources by the several governmental
jurisdictions and by private investment
and consumption, the quality and quan-
tity of services provided and the impor-
tance people attach to these services, as
well as the level of taxation the people
consider reasonable and political leader-
ship finds acceptable. In essence, absolute
capacity rests on a political decision re-
flecting the willingness of a people to be

taxed for the public services they seek.
Some of the elements in that decision are
not readily researchable in the present
state of knowledge. Relative capacity is
concerned with the question: How does
the ability to contribute to government in
one State compare with the corresponding
ability in another? A firm answer would
serve a variety of purposes, some germane
to the development of State and local tax
programs, others to planning for future
budgetary requirements, and still others
to intergovernmental financial relations.

There are essentially two approaches to
comparing the relative fiscal capacity of
one State with that of another. One looks
to the economic indicators, notably the
flows of income in the State, out of which
taxes are paid, and compares them with
corresponding indicators for other States.
The other compares the tax institutions
of the States—the tax instruments that cus-
tomarily are available to States and locali-
ties—for an estimate of the amount of
revenue the taxable resources available to
the States would produce if subjected to
taxation.

While the two approaches can be differ-
entiated, they also tend to converge. The
most general economic indicator is income.
But measures of income can be defined in
different ways (income produced, personal
income, disposable income) to make them
more meaningful as indicators of fiscal
capacity; and each such refinement is a
step in the direction of identifying the base
of some particular kind of tax. Conversely,
a combination of tax bases is likely to in-
clude such economic indicators as personal
income, income produced, or retail sales
because they serve as bases for taxes levied
by State and local governments.

Generally all taxes, however labeled, are
paid out of income. This suggests the use
of some measure of income as an indicator
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of tax-raising ability. Income, however,
may be measured in various ways. Per-
sonal income—income received by the resi-
dents of a State—is not necessarily equal to
the income produced or spent within that
State. Moreover, some components of the
income stream are less accessible and less
available as sources of State-local tax pay-
ments than others.

The most readily available State-by-State
measure of income is personal income re-
ceived by the residents of the State. It is
the usual base against which tax effort is
commonly measured in State fiscal studies.
The personal income series, however, has
limitations for measuring fiscal capacity.
It does not reflect, for example, the fact
that Federal taxes take varying proportions
of the income of the residents of the differ-
ent States, or that varying proportions of
personal income consist of types of income
that do not ordinarily give rise to tax lia-
bility, as for example, home-produced food,
employee fringe benefits, or imputed rent
of owner-occupied homes.

Furthermore, a large share of State-local
taxes is initially paid out of the income
stream at the place where the income is
produced, as for example, property taxes
on steel or automobile manufacturing
plants, or severance taxes on mineral pro-
duction. While these taxes may be ex-
ported out of the State as part of the cost
of production in the price of commodities
sold, the capacity to tax lies in the produc-
ing State, and residents of this State enjoy
the services provided by the revenue from
the exported tax. Personal income reflects
the flow of income at place of residence
and not point of origin of the production.

Still other State and local taxes are paid
out of particular segments of income flow.
The outstanding example here is corpo-
rate income taxes. The major part of cor-
porate income is not included, however, as
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a component of personal income. The
relative position of the States is altered
depending upon whether income received
or income produced is used as an index.
Furthermore, the several income flows may
be combined in a composite income index
in which three measures of income for each
State—personal income, income produced,
and corporate income—are weighted so as
to reflect their relative roles in the Nation
as a whole as sources of State and local tax
payments.

A more direct approach to measuring
the relative fiscal capacities of the States
is to evaluate the bases available for taxa-
tion in each State and then to estimate the
amount of revenue each State could raise
if it imposed some uniform tax system
yardstick on these taxable resources. This
was essentially the approach of the model
tax system calculations made by Mabel
Newcomer,® and in a sense is the general
notion of capacity used in State grant-in-
aid programs. States typically differentiate
among local governments on the basis of
the amount of the taxable property on
their respective tax rolls, The shortcom-
ing of a model tax system calculation lies
in its abstraction. It purports to reflect
what State and local governments ought to
be doing. How does one develop a con-
sensus on the optimum in State-local taxa-
tion, and would that model bear much
resemblance to what they actually are do-
ing or politically can do?

The most direct measure of comparable
State and local ability to raise tax revenue
is the yield of a uniform tax system that
reflects current tax practice. For want of
a better name, it is called a “representa-
tive tax system.” The specifications for
such a system are not easy to formulate.
What kinds of taxes should be included?

8 An Index of the Taxpaying Ability of State and Local
Governments (New York: Columbia University Press, 1935).



How much weight should each be given?
As has been pointed out, the 50 States use
many of the same kinds of taxes, and they
use them in different combinations with
infinite variations in provisions. This
variation reflects each State’s accommoda-
tion to its own combination of economic,
political, and social forces, an accommoda-
tion developed by political pressures. One-
third of the States do not impose the gen-
eral sales tax; one-third do not tax personal
income; some tax neither, and some tax
both; and no two of the sales and income
taxes are exactly alike. Practice with re-
spect to business taxes varies even more
broadly. '

Problems of selection, accordingly, may
be resolved by recourse to a representative
tax system which is constructed to portray
current State and local tax practice across
the country. Its construction involves sev-
eral steps. Among the taxes currently in
use, each is included in the yardstick
which satisfies either of two tests: (a) it is
in use in enough States to account for
more than one-half of the Nation’s popu-
lation, or (b) the States using it account for
more than one-half of the total potential
base of the tax in the country.

The rate assigned to each tax included
in the representative tax system was de-
rived by dividing its aggregate 1960 yield
for all State and local governments by the
aggregate base for that tax in all the States,
including those that did not actually use
this type of tax.

The weights of the different taxes in the
representative tax system corresponded to
their 1960 revenue contribution in all the
States. Thus heavy weights were accorded
the property tax and the general and selec-
tive sales taxes because in 1960 they ac-
counted, respectively, for 44 percent and
34 percent of State-local tax collections.
On the basis of 1960 collections, the per-

sonal income tax had a weight of 7 percent,
the corporate income tax 4 percent, and
motor vehicle taxes 6 percent.

As table 34 indicates, differences in fiscal
capacity as measured by the different in-
come series in 1959 were not striking. In
only a few States, notably those in which
mining and other corporate firms pay divi-
dends and interest to the holders of their
stocks and bonds in other States, did the
relative income position of industrial States
shift materially. The Plains, Rocky Moun-
tain, and Southwestern States generally
ranked higher in income produced than in
income received, while the opposite was
true of the New England and Mideastern
regions.

Differences between the income series
and the yield of the representative tax sys-
tem in 1960, however, were very substan-
tial. The Plains, Mountain, and South-
western States ranked much higher on the
yield of the representative tax system than
they did on the basis of personal income.
In fact, these regions were well above the
national average in per capita yield of the
representative tax system, although they
were below the national average in per
capita personal income. The New England
and Mideastern States, by contrast, ranked
substantially higher in personal income
than they did in the yield of the represen-
tative tax system.

Regardless of the index used, the States
in the Southeastern part of the United
States appeared to have far less fiscal ca-
pacity than those in other areas, and the
States in the Far West seemed to have
above-average capacity.

Similar findings can be reported with
respect to the measurement of tax effort
(table 35). We have defined effort as the
extent to which a State uses its available
fiscal capacity (actual tax collections di-
vided by a measure of capacity). Hence,
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TABLE 34.—Selected Measures of State and Local Fiscal Capacity, Per Capita as a Percent
of United States Average, by State

Income of families and
unrelated individuals, .
1959 2 . Yield of
] Personal Income |Composite | Actual tax | repre-
State and Region income produced series | collections | sentative
19591 Above 1959 + 19595 1960 system
Total minimum 1960
amount 3

NewEngland...............covuuen 111 109 110 101 103 109 97
Maine..........oviiiieininnnnn. 83 82 81 72 75 99 78
New Hampshire,,............... 92 97 97 83 86 93 98
Vermont, .. .....oveviineninenes 83 82 81 78 80 110 85
Massachusetts, ., ..ovureervennnss 113 111 112 105 107 116 96
RhodeIsland, . ................. 100 98 98 89 92 98 87
Connecticut, .. ,...oovvevneennnan 129 128 130 115 118 105 112
Mideast. .. .......cocviiviiieinninnn 116 114 115 114 114 115 100
New York.,...ooivviininenenenn. 125 121 122 128 127 143 105
New Jersey, ..vuuvirvniennannsss 120 123 125 111 113 102 105
Pennsylvania,...........coccuunes 102 100 100 97 98 87 91
Delaware. ........covvveienensns 136 118 114 97 107 98 112
Maryland, ,............c00veeeen 108 109 110 94 97 99 93
District of Columbia............. 138 128 129 159 151 107 126
GreatLakes,,...................0h0. 107 107 108 109 109 100 105
Michigan,............covveeene 104 105 105 101 102 109 99
Ohio, ....ivviiiiii i 106 106 106 106 106 94 103
Indiana,..............o0nneennn 97 99 99 102 101 89 101
TIEROIS. oo vvrs e e seeieanennens 119 118 119 126 124 102 116
WISCONSIN, ... ovevr et ennnnn 98 99 100 96 97 107 97
Plains. . .....oovrviinnrienreninenens 92 91 90 96 95 96 107
Minnesota. .. .....coviveeneennons 91 94 93 97 95 108 103
Iowa, .. iiviviiiennnnn i 91 88 88 96 95 103 114
Missouri, .........coovvivinnnnn, 100 94 98 103 102 75 99
North Dakota, .. ,........ovvvnnn 72 73 72 80 78 99 108
South Dakota, .................. 70 71 69 81 78 99 107
Nebraska, .............cco0vnen 91 88 87 100 97 86 119
Kansas, ,..o.eveunneencineennsss 92 96 95 87 89 108 113
Southeast, .. ...................c00 72 | 73 71 73 73 71 76
Virginia, .. ...000iieiii i 83 86 85 85 84 68 81
West Virginia, ,................. 76 73 71 81 80 75 74
Kentucky, .....ovvvvnevnnnvnnnn. 70 71 69 74 73 59 74
Tennessee, ... ..ocouvurvrinnnnes 70 71 68 69 70 67 71
North Carolina, .. ............... 69 68 66 76 75 69 72
South Carolina. .. ..........c.... 62 61 59 60 61 64 60
Georgia, ......ocoviiiiiiinen, 72 73 71 74 74 70 69
Florida,...........ovvvevvennen, 91 95 94 83 86 91 101
Alabama,.,..........cociiinn 66 67 65 65 65 60 66
Mississippi, .. vvvereiiiriiennenn 53 52 48 48 50 64 57
Louisiana. .........oonvienenenn. 74 74 72 81 80 93 88
ATKansas. .. ......oeveininieonas 61 60 56 56 58 62 69
SOUthWESL. .. .. vttrvrnrerrrirennnons 87 89 88 95 93 84 113
Oklahoma,,............c0c0vve 83 87 85 89 88 88 9
TeXAS, o\ ivvrvrrrentneennnannns 88 88 87 96 94 80 120
New MeXico. ......oovvveeinnnns 84 88 87 92 90 86 102
ATIZONa, .. ... .oieineieiiiien 89 98 98 96 94 108 99
Rocky Mountain, .. ......covvuvvnnnn 94 96 97 97 96 108 116
MONtana, ... ..oveveeennnnornaes 92 91 91 96 95 111 129
Idaho,.....coovvvivnninniinnnnns 83 87 87 84 84 96 108
Wyoming, .....oiivenriinn e 104 102 103 108 107 118 161
Colorado, , . 101 103 108 101 101 114 114
Utah,.......co00vvnunn 86 92 93 96 93 100 101
FarWest, ., .....convinnnnnannnns 118 122 123 116 116 133 119
Washington, ., .......o0vvveene. 104 110 111 102 102 100 102
Oregon. .....ocvvvvvienienianenas 102 105 105 94 96 116 103
Nevada 126 129 130 142 187 136 146
California. .............o00vunen 124 126 128 121 122 138 126
Alaska, ... .iiiieiieiiiniieenenn 117 124 126 117 117 80 69
Hawaii,,...ovviviiinenanennnns 96 102 103 96 97 117 76
United States, , . .............. 100 100 100 100 100 100 100

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 US.,

Census of Population: 1960.

3 Excludes income of families with income under $2,000
and income of individuals with income under $1,000.
4 Estimated, 1959 (1957 estimates by National Planning

Association increased to 1959 on basis of percentage change
in wages and salaries, 1957-1959).

5 Composite of 1959 personal income (less Federal pay-
ments), income produced (1959 est.), and corporate net in-
come in 1959,

Source: Advisory Commission on Intergovernmental Re-
lations, Measures of State and Local Fiscal Capacity and
Tax Effort, October 1962.



conclusions about effort depend on which
measure of capacity is used. The Plains
and Mountain States, for example, ap-
peared in 1960 to be making a low effort
when capacity was measured by the repre-
sentative tax system, but a more than
average effort when personal income was
used.

A number of States showed below-aver-
age tax effort regardless of which capacity
index was used. The States with the lowest
tax effort formed a midcontinental band of
States east of the Mississippi and included
both high-income industrial States, such as
Connecticut and New Jersey, Ohio and
Illinois, and also several of the Southeast-
ern States—Virginia, Kentucky, Tennessee,
and North Carolina. The tax effort of the
States in the Far West was relatively high
no matter which index was used, as was
the effort ranking of New York, Massachu-
setts, Michigan, Minnesota, Mississippi,
Maine, Vermont, and Louisiana.

Why are such large differences found
between the relative capacities of the States
measured by personal income and the
relative capacities measured by the yield
of the representative tax system? Part of
the explanation lies in the fact that the
ratio of the value of taxable property to
personal income varies greatly among the
States and in a definite geographic pattern.
As already noted, the Plains, Rocky Moun-
tain, and Southwestern States have much
higher ratios of taxable property to per-
sonal income than do the New England
and Mideastern States.

This variation in the income-to-property
ratio in turn appears to be attributable to
a combination of factors—the low fixed
capital requirements of distributive and
service trades concentrated in areas of great
population density, the older age of both
residential and industrial structures in the
Eastern part of the United States, and the

changes which have taken place in farm-
land values. Of these factors the most im-
portant appears to be the inflation of farm-
land values in recent years, which has
pushed the market value of farm acreage
far out of line with agricultural income.
Absentee ownership of income-producing
property in the Plains, Rocky Mountain,
and Southwestern States also plays a role.
In addition, nonproperty tax yields
under a representative tax system diverge
markedly from personal income. Almost
all of the low-income States ranked higher
in nonproperty tax capacity in 1960 than
they did in personal income. This is not
surprising. Sales taxes—general and selec-
tive—account for a large share of nonprop-
erty taxes, and spending on consumer
goods is likely to absorb a larger propor-
tion of income in the low-income States
than in States with high incomes and a
substantial margin for saving and invest-
ment. Ratios of taxable retail sales to per-
sonal income are higher in the Plains,
Mountain, and Southwestern States than
in New England and the Mideast. This,
plus the existence of severance tax capacity
in the Western States, explains why non-
property tax capacity (as well as property
tax capacity) was substantially higher rela-
tive to personal income in the Plains,
Rocky Mountain, and Southwestern States
than in New England and the Mideast.
The divergence in findings according to
the index of capacity suggests a reexamina-
tion of the uses of each index and the un-
derlying concepts. The basic case for
using the representative tax system is that
the yield of such a system reflects the ca-
pacity of the States to raise revenue for
public purposes using the tax instruments
available to them. State and local govern-
ments have traditionally relied heavily on
property and consumer taxation for reve-
nue and will probably continue to do so
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TABLE 35.—State and Local Tax Effort Indexes, by State, 1960

Actual tax collections in 1960 as a percent of—

Personal income

Income produced

Composite income

. 1959 1959 Yield
State and Region under
represent-
Pelrceer;lt Pelrcgcr(x;: Percent ative tax
relat relat related system
Percent to US. Percent to US. Percent o US. % 960
average average average
NewEngland,...................... 9.3 98 8.1 108 9.1 106 112
Maine..............coovvnenn.. 11.3 119 104 139 11.3 131 126
New Hampshire, ................ 9.6 101 84 112 9.3 108 95
Vermont,,..............c.uun.. 12.5 132 10.6 141 11.8 137 130
Massachusetts, ,................. 9.8 103 8.3 111 9.3 108 121
RhodeIsland, .................. 9.1 96 8.2 109 9.0 105 112
Connecticut, .. .................. 7.8 82 7.0 93 7.7 90 94
Mideast,..........o.ovvvininnnnn... 9.4 99 7.6 101 8.7 101 115
NewYork...........ccovvuunnn. 10.7 113 84 112 9.7 113 136
New Jersey 8.1 85 7.0 93 7.9 92 97
Pennsylvania.................... 8.1 85 6.7 89 76 88 96
Delaware....................... 6.9 73 7.9 103 8.0 93 87
8.7 92 7.9 105 8.8 102 106
7.5 79 5.0 67 6.0 70 85
8.8 93 6.9 92 7.9 92 95
9.9 104 8.1 108 9.2 107 110
8.4 88 6.6 88 7.6 88 91
8.7 92 6.6 88 7.6 88 87
8.1 85 6.1 81 7.1 83 88
10.3 108 8.4 112 95 110 110
9.8 108 74 99 8.6 100 89
11.3 119 8.4 112 9.8 114 105
10.7 113 8.1 108 9.3 108 91
7.1 75 55 73 6.3 78 76
12.9 136 9.3 124 10.8 126 91
13.3 140 9.1 121 10.8 126 92
8.9 94 6.5 87 7.3 85 72
11.0 116 9.3 124 10.4 121 96
94 99 74 99 8.4 98 95
Virginia, ,........c000iiinnian.. 7.8 82 6.1 81 6.9 80 84
West Virginia.,................. 9.2 97 6.8 91 7.9 92 101
Kentucky..............ccvvunnn. 7.9 83 6.0 80 6.9 80 80
Tennessee...........ccoouene... 9.0 95 7.2 96 8.2 95 93
North Carolina 94 99 6.8 91 7.9 92 96
South Carolina 9.8 103 8.0 107 9.0 105 106
Georgia . 9.2 97 7.1 95 8.2 95 102
Florida...................coout. 9.8 103 85 113 94 109 90
Alabama 8.6 91 6.9 92 7.9 92 91
Mississippi 114 120 10.0 133 109 127 113
Louisiana 12.0 126 8.7 116 10.1 117 106
Arkansas 9.5 100 84 112 9.2 107 90
Southwest, ..........co0vvvevnn..n. 9.2 97 6.7 89 7.8 91 74
Oklahoma...................... 10.0 105 7.4 99 8.6 100 94
TeXaS, . iveivennernnennnnnennnnn 8.7 92 6.3 84 7.3 85 67
New Mexico. ........covvvnunn.. 9.9 104 7.2 96 8.4 98 84
Arizona,..........0eiiinieinnn. 11.5 121 8.4 112 9.8 114 104
Rocky Mountain. ................... 11.0 116 84 112 9.7 113 93
Montana. ......covevenenennnnn. 115 121 8.7 116 10.0 116 86
Idaho..........ccovvvevvnnnnnn, 11.0 116 8.6 115 9.9 115 89
Wyoming. .. .....ooovvvvvnnnnnn, 10.9 115 8.3 111 9.6 112 73
Colorado, . .. 10.8 114 8.6 115 9.8 114 100
Utah,..... 11.1 117 7.8 104 9.2 107 98
FarWest, ... ....ovvviniinnnnnnnnn., 10.7 118 8.7 116 9.9 115 111
Washington..................... 10.7 113 8.7 116 9.9 115 114
Oregon.........ccovvevvvnnnnnn. 10.7 113 9.2 123 10.3 120 113
Nevada,.......ooovvvennnennnnn, 104 109 7.3 97 8.7 101 93
California, ,.................... 10.8 114 8.7 116 9.9 115 109
Alaska,.............ccovvvinnn. 6.7 71 5.3 71 6.0 70 116
Hawaii,............cco0vnennn. 11.8 124 9.4 125 10.6 123 155
United States. ................ 9.5 100 7.5 100 8.6 100 100

Source: Advisory Commission on Intergovernmental Relations, Measures of State and Local Fiscal Capacity and Tax

Effort, October 1962.
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for some time to come. The income tax
is principally a Federal levy and is not
very important in the State and local reve-
nue picture as a whole. Similarly, in
States that limit their local units to prop-
erty taxes, property values represent a
more appropriate measure of capacity to
support public programs than does per-
sonal income. The representative tax sys-
tem approach recognizes that tradition and
circumstances oblige the States to rely heav-
ily on property and consumption taxation
and that they cannot be expected to shift

this reliance substantially in the foreseeable
future.

The essential point to be made is that
fiscal capacity and tax effort are not likely
to be adequately reflected by any one meas-
ure alone. State officials and legislators
operate under two separate groups of tax
restraints. One group of restraints is im-
posed by the public’s view of what taxa-
tion is fair and reasonable. The other is
imposed by the limitation of taxable re-
sources within the reach of State and local
governments.
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Chapter 6
PROPERTY TAXES

Second only to personal and corporation
income taxes, the group of taxes embraced
within the term “property tax” is the most
productive single source of tax revenue in
this country. While the $19 billion pro-
duced by these taxes in 1962 and the $21 to
$22 billion they are producing this year ac-
count for only about one-sixth of the com-
bined tax collections of Federal, State, and
local governments, they are the mainstay
of local governments’ revenues. They pro-
vide seven-eighths of all locally raised
taxes. State governments have all but
withdrawn from property taxation, but
local governments rely on it for tax reve-
nue almost to the same extent now as they
did at the turn of the century. Even tak-
ing into account local government nontax
revenue, which includes State and Federal
aid as well as service charges, the property
tax provides almost half of the funds re-
ceived for local general government pur-
poses.

Nature of the Property Tax

The property tax is a tax generally con-
ditioned on ownership of property, regard-
less of any liens against it, and measured
by its value. In some cases it is levied on
leaseholds. In actual practice it is a
combination of taxes based on different
kinds and concepts of property. Thus, in
four States (Delaware, Hawaii, New York,?

. 1Except for a small amount of utility property, assessed
by the State for local general property taxation on the
basis of “special franchise” value,

and Pennsylvania) it is a real estate tax on
land and improvements. In the other 46
States and the District of Columbia the
property tax base, while consisting mainly
of real estate, includes varying mixes of
tangible and intangible property, such as
household goods, livestock, motor vehi-
cles, stock-in-trade, machinery and fixtures,
money and credit, and stocks and bonds.

For the Nation as a whole real estate
made up more than three-fourths of the
$355.7 billion assessed value subject to
local general property taxes in 1962. The
remainder of the assessed valuation con-
sisted of personal property (16 percent)
and State-assessed property, mainly public
utilities (8 percent). As table 36 indicates,
the proportions varied considerably from
State to State, the share of real estate rang-
ing from a low of 30 percent in Wyoming
to 100 percent in Delaware, Hawaii, and
Pennsylvania.

The property tax is far from a compre-
hensive tax on property. As has been indi-
cated, in 4 States only real property is
taxed. In many States partial exemptions
are allowed, such as those for homesteads,
veterans, senior citizens, and fallout shel-
ters. These partial exemptions on real
property amounted to almost $10.5 billion
in 1961. In addition, billions of dollars
worth of church, educational, and govern-
ment real estate are exempted from prop-
erty taxation; the value of most of these
exemptions is unrecorded. Likewise not
entered in the assessment records are un-
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TABLE 36.—Assessed Value of Property Subject to Local General Property Taxation,
by Class of Property, by State, 1961

(Dollar amounts in millions)

Assessed value subject to tax, after deduction of exemptions p"c“;:gjfe::’:: s:;i value
State assessed prope: Local
State property ocally assessed property Locally assessed
State
Total Reil. Other assessed
Total roads public | Other [ Total Real | Personal Real | Personal
utilities

Alabama.....oviiieniiniennn $3,022 $528 $120 $408 | .onuinn $2,495 $1,752 $743 17.5 58.0 24.6
Al;skx ...................... R I I T T 616 503 113 §........ 81.7 18.3
AMizONa. .ivvvvennnenninnnnos 1,743 464 119 92 $253 1,279 983 295 26.6 36.5 16.9
Arkansas.......ociiiiiiiine 1,416 265 [ 199 {.oeiuenns 1,151 843 309 18.7 59.5 21.8
California. .ocovvvvnnnsnnrnns 31,567 4,065 344 3,721 {oveinnnn 27,501 22,918 4,583 12.9 72.6 14.5
Colorado...vvvevnnerinnnnnes 3,699 400 107 294 F ..., 3,298 2,664 634 10.8 72.0 17.1
Connecticut. v eovevnennnnnnn 9,792 feerrennr]irvriniferiiiiii i, 9,792 7,566 2,227 Jovinnnn. 77.3 227
Delaware. .. ... erenaaranaans -1 T T P L KR R RO IS 1,235 1,235 | evvvvone] eonnnnnn 100.0 |...0vuue
Dist. of Columbia............ R I T L T TR 2,736 2,328 411 {........ 85.0 15.0
Florida. ...ovvvvinnnnennnenn 10,984 164 160 L 3N N 10,820 8,963 1,855 1.5 81.6 16.9
GeOIBIA. v ovvvnvnenrnvivanns 3,231 430 87 343 |.iiuinnn 2,801 1,685 1,116 13.3 52.2 34.5
Hawaii 2. ..........c.00vvun 1,070 [oeeereedinenna]venenans 1,970 1,970 | ewvvuen ] onen i 1000 |........
Idaho......... 700 182 56 126 [..ouinns 518 40 110 26.0 58.3 15.7
Illinois. ....... .. 34,858 1,602 1,017 8 577 33,256 27,050 6,206 4.6 77.6 17.8
Indiana.......... . 7,958 1,116 264 -5 SN S 6,842 27 2,573 14.0 53.7 32.3
Towa. .. 5,266 581 104 477 |oennnnn 4,685 3,923 762 11.1 74.5 14.5
Kansas, 818 218 604 3,625 2,490 1,133 18.4 56.0 25.%
Kentuck 2,711 539 22.5 64.6 12.8
Louisiana. .. 1,440 884 25.1 46.4 28.3
Maine. ...oovviviiienennnnns 1,453 331 5.0 77.4 17.6
Maryland......coiiinien 7,053 198 21.3 76.6 2.1
Massachusetts. ....coveveenns 9,448 919 1. ..., 91.1 8.9
Michigan. .. .ooiuierereennrne 12,258 4,549 | ........ 72.9 27.1
Minnesota. .....ovevenernnnn ,806 428 1.2 79.9 18.9
MississippPi...oovveinnnniann. 460 388 29.7 38.2 32.2
MisSouris v eeervrvnnersnenan 5,464 1,668 10.7 68.4 20.9
Montanz. .vevveererenneronns 320 210 23.3 46.3 30.4
Nebraska.......covovvnannee. 2,319 862 2.9 70.7 26.3
Nevada. covenriveniineneines 501 154 20.93 60.8 18.6
New Hampshire. ............. 1,199 108 )........ 91.8 8.2
New Jersey...oooonvenviann.. 8,913 1,183 1.6 86.9 11.5
New Mexico. ... . 502 118 46.1 43.9 10.6
New York...... 42,945 [ ... ou.n 3.9 96.1 | ivnes
North Carolina 5,966 2,655 3.6 66.7 29.7
North Dakota. .. 441 14.2 64.9 20.9
Chio..... 18,575 6,935 13.1 63.3 23.6
Oklahoma 1,392 499 24.3 55.7 20.0
Oregon. ... 2,299 420 11.1 75.1 13.7
Pennsylvania. . 15,305 | o ovvuin o] vonennns 1000 Jouevenes
RhodeIsland.....ovvvienvnen 2,091 ss2 (........ 79.1 20.9
South Carolina..........c.ens 334 109 46.2 40.5 13.2
South Dakota....ovovvvvvnans 1,481 532 5.5 69.% 25.0
Tennessee. ..o ienaonsren 3,007 334 14.0 77.4 8.6
TeXAS. ovoverrtnenrrreanans 9,906 3,267 1.1 74.4 24.%
Utah. . ovieerinei i, 622 235 36.1 46.3 17.%
Vermont, ...oeveinenrvnnns 409 b/ I 85.4 14.6
Virginid. o oovvenraniiiinanen 4,878 1,342 10.6 70.1 19.3
Washington, ...cvevevevienss 2,606 657 9.0 72.7 18.3
West VIrginia. .. oovvoveeevnnn. 1,929 1,212 21.7 48.1 30.2
WISCONSIN. « v vevrvresnnsvanne 9,535 1,722 {oevnennn 84.7 15.3
WYOMIDG. « e vrencrerernnsons 302 169 52.9 30.2 16.9
United States. ......... | 355,716 27,843 5,939 18,754 3,150 | 327,873 | 271,419 56,456 1.9 76.3 13.9

1 Consisting of particular propert}' types as follows: Arizona, Utah,
and Wyomini, mining property; Illinois, capital stock of domestic
corporations; Kentucky, distilled spirits in bonded warehouses; Maine,
groperty in areas lacking organized town governments; Maryland, tangi-

e personal property of corporations ($806 million) and distilled
spirits ($13 million); Montana, proceeds of mines; Nevada, net pro-
ceeds of mines ($20 million) and bank stock (85 million); New
Mexico, mines ($135 million), oil and gas contractors equipment ($36

told billions of dollars worth of tangible
and intangible personal property. Most
States either exempt household goods en-
tirely or allow a partial exemption of some
fixed amount. Intangibles—money, stocks
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million), and shares of bank and trust companies ($19 million); South
Carolina, mostly textile and other manufacturing property; Texas,
1ands owned by the University of Texas.

2 All assessment in Hawaii is perfotmcd:{y
ations are shown here as '‘locally assessed”’ for compar
data for other States.

Source: U.S. Bureau of the Census, Taxable Property Values, 1962
Census of Governments, Vol. II.

Stat but valu-
* for comparability with

and bonds, accounts receivable, and the
like—are exempt from general property
taxes in most States, although some subject
selected intangibles to very low-rate special
property taxes. In 1962 motor vehicles



were legally subject to general property
taxation in 22 States, and to special prop-
erty taxation at uniform statewide rates,
in 9 (in Kentucky they are subject to
general property taxes for local purposes
and to special property taxes for State pur-
poses). Table 37 provides information on
the taxability for local general property
taxes, of the four major classes of tangible
personal property.

Because of the difficulty in locating per-
sonal property, the complexity of apprais-
ing some kinds of personalty, especially
intangibles, and the tendency in many
States to allow the taxpayer to assess his
own, vast amounts of personal property
escape ad valorem taxation—even in States,
such as Illinois, where the property tax is
legally intended as a comprehensive tax on
substantially all private wealth.

Locally assessed real property, with a
gross assessed valuation of $282 billion in
1961, comprised three-fourths of the aggre-
gate property assessments in the Nation
and consisted of the following classes:?

Amount
(billions)  Percent
Residential (nonfarm) ............... $163.3 57.9
Single-family houses only ,.......... 135.8 48.2
Acreage and farms .,................ 32.7 11.6
Vacant lots 7.0 2.5
Commercial ., . 44.5 15.8
Industrial ,.............. 30.6 10.8
Other and unallocable 3.8 1.4

Total ... $2819 1000

Even the so-called *general property
tax” is not general, for it bears differently
on different kinds of property. The Cen-
sus Bureau found considerable variation
among property classes in the ratio of
assessed value to market value (as repre-
sented by the selling prices of properties
transferred during a six-month period in
1961). With a national average ratio for
all locally assessed real estate of about 30
percent, nonfarm residential property was
assessed, on the average, at 32 percent of

2 U.S. Bureau of the Census, Taxable Property Values,
1962 Census of Governments, Vol. II, p. 7.

market value; acreage and farm property,
at 19 percent; and vacant lots, at 21 per-
cent. Owing to the paucity of commercial
and industrial property transfers in some
States, the 1962 Census of Governments
did not arrive at a national average for
that type of property. However, the data
for individual States in which ratios were
developed for commercial and industrial
property indicate significant differences
from the other classes (table 38).

The Role of the Property Tax in the
National Tax Structure

Except for a few ineffective attempts by
Congress in the 1800’s to levy direct taxes
on real estate, apportioned among the
States as required by the Constitution, ad
valorem taxation of property has been left
to the State and local governments. As is
shown in table 39, three-fifths of the taxes
collected by all governments at the turn
of the century went to State and local
governments, and about half of that total
was accounted for by the property tax. As
Federal tax requirements skyrocketed inci-
dent to two wars and a major depression,
the State-local share of tax collections fell
to one-third of the total by 1962, when the
share of the property tax in Federal, State
and local taxes was only 15.4 percent.

Over the years the States gradually relin-
quished property taxes in favor of income,
sales, and excise taxes, leaving the field to
their local governments. Thus, while
States derived about half of their tax reve-
nues from property taxes in 1902, the pro-
portion had dropped to 17.4 percent by
1932, and property taxation has now vir-
tually disappeared as a revenue source for
most States. Although 29 States still ob-
tained some revenue from general property
taxes in 1962, only 3 placed substantial
reliance on them—28.6 percent of State tax
collections in Nebraska, 18 percent in
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TABLE 37.—Legal Coverage of Major Types of Tangible Personal Property
by Local General Property Taxes in the Various States, 1962

Commer- Agricul- Household
State cial and tural personal
industrial personalty property

Motor
vehicles

R

EE MM KM gmmmm Lok okl o)

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

-

MMM MMM b R MAREMR HHRRE M EINMAN MMM MMM MEEp e MMM

Delaware. .. .. ..ovviiii it
Dist.of Columbia. ..............cooviiieieenennnn..
Florida,........cooviiiivnvnnnnnnnn, et

-

Hawaii........ocooiiiiiiiiii e

=

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

TIHNOIS, L\ttt ittt iie e,
Indiana, .. .......oiiiiuiiiiiiiii i

-

Kentueky. .. ..ouiiiiii it

1]

EEXEMXE KX ME K AEEEE EXEEE FKX] HKEEEE EEdm XXM EEE M b

Maryland. ........ooiiiiiiiin it
Massachusetts, .. ........c.oivieiiinrinnenninnenn.n.
Michigan., .....o.ivn i iiiriiiereaee e,
Minnesota..........cocoiiiiiiiiiiiiiii e

R
it la

-

HEREE K EMRMAE KEEXE MXEXE EXXXAN o

New Jersey. .. .oviiiiiiii ittt
New MeXico. ... ..oiiiiiiiiiiiiniiiininneneennnns

LI~

-

-

L0 (o) N
Pennsylvania................cocoiiiiiiiiiiian....
RhodelIsland.................ccciviiiiiiininn e,

-

South Carolina,..............cccoiiiiiiniinnnnenn.,
SouthDakota, .. ........ccoviviinniiiinninnennnn..

-

-

Vermont. .. ... ...ttt
Virginia. .. ....... ... e
Washington. ................. ... i
West Virginia. .. ....... ... .. ..0iiiiiiiiiin ..

Wisconsin, .. ... ... i e i
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Note: X denotes legal taxability; E denotes exemption; 3 Television sets only.
L denotes local option; except in New Jersey and Virginia, *Subjected to a statewide 4 mill special property tax in
the option to exempt these items is exercised in most juris- lieu of the general property tax, effective June 1, 1963.
dictions. 6 Revised.

1 Subject to legal provision for partial exemptions.

2 Municipalities (but no other local governments) can Source: U.S. Bureau of the Census, Taxable Property
subject motor vehicles to general property taxation. Values, 1962 Census of Governments, Vol. II.
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TaBLE 38.—Ratio of Assessed Value to Sales Price for Real Properties Involved in Measurable Sales
During a Six-Month Period, by Type of Property, by State, 1961

(Simple sales-based averages)

All types Nonfarm Acreage Vacant Commercial
State of property ! residential and farms lots and industrial

Alabama, ,,....., 194 20.2 14.2 194 20.0
Arizona, .. ....vvevennn. 142 18.5 4.8 5.8 10.0
Arkansas, ., , e 134 15.4 9.5 12.1 114
California, ,.,.... 17.6 19.7 11.0 14.0 16.5
Colorado, ., . ivi e e nenenennnnnnenad 24.6 27.8 13.2 12.3 30.2
Connecticut, ,....... e 53.2 54.6 44.9 50.7 50.0
Delaware., ........ Cheer i raee e 54.1 572 19.2 40.5 66.7
Dist. of Columbia, ,,........000veens 46.7 48.8 XXX 20.7 53.8
Florida,........... Ceeeenens Ceree 40.3 48.4 30.6 23.6 38.2
Georgia,............ e eernenees 21.3 25.1 11.3 16.8 *
Hawail,..........o0veniiinnnnn.. 46.2 50.2 35.2 415 Q)
Idaho, ... .. . ... 10.8 10.4 112 125 13.6
Illinois, , ,, 43.5 43.1 35.7 32.1 55.1
Indiana, ,, 22.8 23.9 14.0 14.1 27.1
L S 234 23.1 25.1 164 26.
Kansas,.................... e 18.8 19.1 21.2 14.0 13.0
Kentucky.,...., veeens e rieeiens 27.0 29.2 17.9 242 32.8
Louisiana, ........... e e ireeaaaa 18.9 21.8 13.1 10.7 174
Maine. .. ... . 0 .l 4.3 45.5 25.2 33.8 53.7
Maryland................coeveuens 447 51.2 19.6 513 45.0
Massachusetts, .. ................... 37.6 38.3 28.9 25.1 36.7
Michigan....................... s 328 834 27.8 30.6 28.8
Minnesota 9.6 8.7 9.4 14.6 11.8
Mississippi 14.0 16.0 115 9.0 11.8
MiSSOUTT, 4 i vt rvnneeeveneennnnnnnns 25.8 27.2 21.1 21.6 25.1
Montana...........coovvveunnnnn.. 74 8.3 5.1 54 9.0
Nebraska, ..., e rirereraee 25.9 27.2 22.2 14.8 30.2
Nevada....,..... et etiiereerren, 23.2 24.3 16.9 18.0 @
New Hampshire,.,................. 41.2 427 31.2 33.7 43.3
New Jersey.......ovvuvernirnnnnnnn. 217 21.7 13.5 18.8 37.1
New Mexico............co0vvunennn. 15.7 174 11.0 11.2 18.8
New York,,,...... .. ol 44.0 42.8 31.0 28.0 55.1
North Carolina, ., ...........0vuus.. 30.2 36.0 20.5 13.8 44.1
North Dakota. ., .......0ovnonnn. .. 16.5 16.1 28.2 18.2 10.7
Ohio, .......... e e, 88.9 37.8 23.6 22.8 28.5
Oklahoma, .,............... e 19.3 20.6 15.2 15.8 16.6
Oregon...........oovuuuues ceeaenen 28.9 26.6 152 16.3 24.5
Pennsylvania, ,.,.......... cereneen. 324 33.8 18.2 20.4 34.7
Rhodelsland. ..,.........''essnennss 65.5 66.2 2.1 47.0 85.0
South Carolina,,................... 56 59 4.6 5.0 59
South Dakota,,,...........c...u...d 41.6 414 41.6 32.8 50.8
Tennessee, .. .......covveeinnnnnnn.. 28.4 82.3 18.8 14.3 28.8
L 175 19.4 8.6 12.4 17.2
Utah, .. ... oiiiiiiiiieennn, 14.1 14.2 12.0 11.8 17.5
Vermont.........coovvuininvnnnnnns 25.9 26.5 25.8 20.9 24.2
Virginia, ., ..., 28.9 317 17.3 17.9 347
Washington, .,..................... 14.5 15.4 10.4 104 17.2
West Virginia, ., .................... 32.8 324 30.9 25.4 *)
Wisconsin, ,..........c0iviinnnnnn. 48.1 50.2 39.7 39.8 44.1
Wyoming, .....veeiivnnennennnn. 19.3 19.5 17.0 15.1 20.5

United States3,,,.,........... 29.5 82.1 18.6 20.5 (O]

XXX-Not applicable,

1Includes a minor amount of property classed as “other

and unallocable.”

2 Not computed because of insufficient sales representa-
tion in these States. Because of this, no average ratio for

the United States has been computed.
8 US. averages include estimated data for Alaska, not
shown separately.

Source: U.S. Bureau of the Census, Taxable Property
Values, 1962 Census of Governments, Vol. II,
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TaBLE 39.—Federal, State, and Local Tax Collections, by Level of Government, Selected Years 190262

(Dollar amounts, except per capitas, in millions)

State and local as percent
Total taxes Property taxes of all gov emmgnts
Year
; : Percent of Total Propert
Amount Per capita Amount Per capita total taxes taxes taI;c s ¥
ALL GOVERNMENTS
1902, 0000, $1.373 $17.34 $706 $8.92 514 4, ..., cesinaes ceen
1927, .00, 9,451 79.40 4,730 39.74 L P
1982, . . iiiiiiii s 7,977 63.90 4,487 35.94 62 |.iviviiiini]innniinienns
142, . 20,793 154.18 4,587 33.64 ' . I R ceseane
1952. . ... NN Ceaeaeas 79,066 508.49 8,652 55.10 109 (.ooiveiiinifornnas cevees
1962.......... Ceretenaees 123,785 666.15 19,056 102.55 L TS I
STATE AND LOCAL
1962.......... seserernens 860 10.86 706 8.92 82.1 62.6 100.0
1927, oo 6,087 51.13 4,730 39.74 7.7 64.4 100.0
1932, 6,164 49.38 4,487 35.94 72.8 77.8 100.0
1942, ..ooeniieene . 8,528 68.2¢4 4,537 33.64 53.2 41.0 100.0
1952, .....0000ss eeraens 19,323 123.06 8,652 55.10 448 244 100.0
1962, ....000iv i 41,528 223.46 19,056 102.55 45.9 33.5 100.0
STATE
156 198 82 1.03 52.6 114 11.6
1,608 13.50 370 3.10 25.0 17.0 7.8
1,890 15.14 328 2.66 174 28.7 74
3,908 28.68 264 1.95 6.8 18.8 58
9,857 62.94 370 2.37 3.8 12.5 4.3
20,561 111.12 640 8.46 3.1 16.6 34
LOCAL
1902, ... e 704 8.88 624 7.89 88.6 51.2 88.4
1927,........ vessitenanes 4,479 37.63 4,360 36.64 97.3 474 92.2
1982, ..o 4,274 34.24 4,159 83.28 97.3 53.6 926
1942, .. 4,625 84.56 4,273 81.69 924 22.2 94.2
1952, .0, 9,466 60.12 8,282 52.73 87.5 11.9 95.7
1962, ... 20,963 112.34 18,416 99.09 87.9 16.9 96.6

Source: U.S. Bureau of the Census, Historical Summary of Governmental Finances in the United States, 1957 Census
of Governments, Vol. IV, No. 8, and Governmental Finances in 1962, October 1963.

Wyoming, and 13.3 percent in Arizona.
The general property tax provided be-
tween 5 and 10 percent in five States and
from 3 to 5 percent in seven others.?

As a result of the transformation that
has occurred in the national tax structure
since the turn of the century, the property
tax is now one of the very few major tax
areas involving little or no tax overlapping
among the three levels of government,
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Federal, State, and local.* Apart from cus-
toms duties, the only other taxes that are
substantially the province of a single level
of government are the income taxes and
the motor vehicle and operators’ licenses.
The Federal Government accounts for 94
percent of income tax collections; the

3 Advisory Commission on Intergovernmental Relations,
The Role of the States in Strengthening the Property Tax,
June 1968, Vol. 1, pp. 71-72.

4 See chap. 2.



States for the same percentage of automo-
tive licenses. Although the States receive
only about 5 percent of all income tax col-
lections, that source represents almost 20
percent of their total tax take; the property
tax only 3 percent.

While there is little interlevel over-
lapping of property taxation, there is con-
siderable overlapping among local govern-

ments. Thus, the assessed value of prop-
erty in a particular area may well serve as
the base for property tax levies by at least
a county and a municipality, and often by
a school district, a township, and one or
more special districts. Of the $18.4 billion
property taxes collected by local govern-
ments in 1962, the largest share—almost 40
percent—went to school districts, while

Local Government General Revenue, by Type of Government, 1962

(Dollar amounts in millions)

Tax revenue
Type of local Total Property taxes only
government general
revenue Total
Percent As percent As percent
Amount distri- of general of total
bution revenue tax revenue
Counties ..........ccovveuens $8,521 $4,162 $3,888 21.1 456 93.4
Municipalities .............. 13,060 7,846 5,744 31.2 44.0 78.2
School districts .............. 14,232 7.394 7,289 39.6 51.2 98.6
Townships and
special districts ............ 3,351 1,561 1,495 8.1 446 95.8
Total ,............... 138,357 20,963 18,416 100.0 438.0 87.9

1To eliminate duplication, transactions among local governments are excluded from local aggregate.

townships and special districts together
obtained only about 8 percent.

Among the classes of local government,
school districts rely most heavily upon
property taxes, obtaining almost all their
tax revenue and over half of their total
general revenue from that source in 1962.
Counties, and townships and special dis-
tricts depended almost as much as school
districts on property taxes, while munici-
palities derived less than three-fourths of
their taxes and 44 percent of their total
general revenue from the property tax.

The property tax is the most productive
single source of revenue in the combined
State and local tax structure. The $19
billion collected in fiscal 1962 by 82,319
State and local governments with taxing
powers represented 46 percent of all State
and local tax collections. As table 40 indi-

cates, however, individual States and their
local governments vary considerably in
their reliance on property taxation, rang-

ing from 16 percent of total taxes in

Hawaii to 70.3 percent in Nebraska. This
variation is summarized by the following
distribution for 1962:

Property tax as percent of - Number of
total State and local taxes States 1
Less than 20 . ..., ... ..cciiiivineevinnninnne 1
20-29.9 ... e e 10
30-80.9 ..t 19
40-49.9 ... i it iii e i e 13
B0-59.9 ... it 14
60-69.9 ...t iiae et raeae 3
70and OVer ... .....ciiiiniinriiriiiaeeaes 1
Total ... i i 51

1Includes the District of Columbia.
Property Tax Rates

Throughout the history of the property
tax there have been periodic outcries that

property bears too large a share of the tax
burden and that tax rates have reached
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their saturation point. These cries have
had their effect, usually during depression
periods, and in most States are reflected in
constitutional or statutory property tax
rate limitations. These limitations and
their effects on local governments were
examined in some detail by the Advisory
Commission.® The Commission found
that while property tax restrictions might
have had some initial impact in limiting
tax rates, local governments have in the
long run contrived to expand their prop-
erty tax revenue in spite of the limita-
tions. On balance, they have had damag-
ing effects on the structure and fiscal
operation of local governments which far
outweigh any presumed benefits from
them.

Property tax rate restrictions have stim-
ulated the creation of special districts for
the primary purpose of gaining additional
taxing authority and thus have aggravated
the proliferation of local governments.
They have necessitated recourse to short-
term financing to cover operating deficits,
which ultimately had to be funded. They
have encouraged long-term borrowing for
activities that might better have been
financed out of current revenue. They
have necessitated extensive special legisla-
tion in some States to relieve individual
jurisdictions, thereby in effect shifting the
local governing bodies’ appropriating func-
tion to State legislatures. They have im-
paired the ability of local officials to budget
effectively where specific limitations apply
to particular government functions. They
have imposed onerous burdens on admin-
istrative agencies and added to the already
overcrowded dockets of the courts. Where
property tax limitations are especially
rigid and communities have reached their
tax limit, assessors are often subjected

5 Advisory Commission on Intergovernmental Relations,
State Constitutional and Statutory Restrictions on Local
Taxing Powers, October 1962.

88

to conflicting pressures from governing
bodies seeking additional property tax
revenue and from taxpayers who wish to
prevent property taxes from rising. They
are thus forced into policymaking posi-
tions with control over the level of local
government spending.

These considerations prompted the Ad-
visory Commission to conclude that prop-
erty tax rate limits should be removed
from State constitutions and statutes.

The relinquishment of the property tax
as a source of State government revenue
and the ever-intensifying quest for local
nonproperty taxes is another reflection, at
least in part, of the desire to relieve the
property tax burden.

As was shown in the previous section,
States differ considerably in their reliance
on property taxation to finance State and
local public services. Partly because of
these differences, the tax levied on prop-
erty in one part of the country can vary
considerably from the tax liability on prop-
erty with identical value in another loca-
tion. There are also other reasons for the
uneven impact of the property tax.

Because of the significant interstate vari-
ations in assessment levels (see table 38)
the nominal rates, or “‘mill rates,” that are
applied to assessed valuations cannot be
compared meaningfully from State to
State. Valid comparisons can be made by
using statewide average ‘‘effective” prop-
erty tax rates, computed by relating the
tax liability to the actual value of the taxed
property. Such effective rates, shown in
table 40, ranged in 1960 from an estimated
low of 0.5 percent in Alabama to an es-
timated high of 2.4 percent in Maine and
Massachusetts.

As is to be expected, there is a striking
relationship between the extent to which
a State relies on the property tax and the
magnitude of the statewide average effec-



TABLE 40.—The Property Tax in the State and Local Tax Structure, by State, 1962
(Dollar amounts, except per capitas, in millions)

Tax revenue of State and local governments
Property tax Effective
State as percent " rate
Total of 1960
Property Other total taxes
taxes taxes
Amount Per capita
Alabama,,.... teeesasirennes $437 $1352 $89 $348 20.3 0.5
Alaska, .,.., Ceeveeseeiaranns 52 214 12 40 22.2 1.1
Arizona. ..vveiiivenerenonnns 331 223 161 170 48.7 1.0
Arkansas, ,... Cereseianrenae 258 140 75 183 28.9 6
California, ,......c0o00nvennn. 5,171 304 2,604 2,567 50.4 14
Colorado........ccevnvunnnes 483 255 234 249 48.5 14
Connecticut, ., ..vvvreeirnrnis 675 257 857 318 52.9 1.6
Delaware. ., ...... cerersanaan 118 242 24 89 20.9 7
District of Columbia, . ,....... 183 282 68 115 37.0 1.3
Florida,..... Ceresrisaenas ves 1,075 198 449 626 41.8 11
t

Georgia. ..... Ceeeriaaes vieee 622 1562 196 426 315 9
Hawaii, ,,........ Crrieanaes 174 251 28 146 16.0 Jq
Idaho.......0cvieevennnnns, . 134 191 64 70 47.7 1.0
Illinois, ........ cesreiaes cees 2,441 242 1,298 1,148 53.2 1.5
Indiana,...... Ceereteraenans 947 203 532 416 56.1 1.2
Towa, . iiiviiiiiiieiinnnnns 639 230 862 277 56.6 12
Kansas, .,.....000vvevnennn . 517 233 289 227 56.0 14
Kentucky..... ceseesenerisies 463 150 140 323 30.2 8
Louisiana, .. .,,.. Ceerereas .. 654 194 148 507 22.6 8
Maine,.......ooevvvvinnnnnss 207 212 115 92 55.6 24
Maryland..........c000vneens 714 221 298 416 418 1.5
Massachusetts, ,,,...... vesaes 1,404 271 844 561 60.1 2.4
Michigan, ...... Cerrerieaeees 1,899 237 939 960 494 1.8
Minnesota, ,...........00u0s. 867 251 476 892 54.8 19
MississipPi,...oeerivenennnsnd 317 140 95 222 29.8 7
Missouri, ........ vernes R 809 187 $44 465 425 1.1
Montana,........... Cereeens 162 232 92 70 56.6 11
Nebraska, ....,... . ceen 266 184 187 79 70.3 14
Nevada,....... Cerrereerhreas 9% 273 31 64 32.7 9
New Hampshire, . ............ 124 199 78 45 63. 1.9
New Jersey, ...... s 1,492 235 967 525 64.8 23
New Mexico, ,... 187 187 47 140 25.1 6
New York, ..., eerrereaea 5,408 309 2,374 3,083 439 2.1
North Carolina, ,.,........... 740 157 207 533 28.0 8
North Dakota, .,.......... 137 217 74 64 53.6 1.3
Ohio, ............. 1,993 199 1,038 955 52.1 14
Oklahoma,.................. 456 186 141 315 31.0 9
Oregon,.........ovcvvvvnnnen, 416 230 196 220 472 1.6
Pennsylvania,..,,........... , 2,360 207 841 1,519 35.6 1.3
RhodeIsland, , ... cesrssanenn 191 218 93 99 48.5 19
South Carolina, .............. 334 136 89 251 26.7 8
South Dakota, ... Crreeseeaes 149 207 86 63 58.0 14
Tennessee, .. .....o0vvenennns 527 144 176 851 333 1.0
Texas............ 1,857 183 845 1,012 45.5 1.0
Utah,..... Cerereenns Cereeans 205 214 89 116 433 1.1
Vermont, .. ,.... Ceeeeenened 90 232 40 50 44.0 2.1
Virginia,,........ PN 623 147 224 399 36.0 9
Washington, . ...... eeieenan. 760 253 236 524 $1.0 9
West Virginia,,.............. 307 171 84 223 27.2 9
Wisconsin, ,.......cvvvennen. 979 244 547 432 55.9 19
Wyoming..........ccovvnen.n. 82 246 44 38 53.5 1.0

United States, ., ........ 41,528 223 19,056 22,467 45.9 14

Source: U.S. Bureau of the Census, Governmental Finances in 1962, October 1963; Advisory Commission on Inter-
governmental Relations, Measures of State and Local Fiscal Capacity and Tax Effort, October 1962, p. 125.



tive rate. Every one of the 16 States with
an effective rate of less than 1 percent
places less than average reliance on the
property tax in its State and local tax
structure. Conversely only 3 of the 14
States with effective rates of 1.5 percent
or more derive less than 46 percent (the
national average) of their State and local
tax revenue from the property tax.

The overall level of State and local taxa-
tion is also a factor in the size of the
effective property tax rate. In general,
the States with low effective property tax
rates raise the smallest amount of total
taxes relative to their populations. This
is true especially of the Southern States,
as can be seen from table 40. There are
exceptions. Hawaii, for example, places
a relatively small burden on property (ef-
fective rate 0.7 percent) but has a high per
capita overall tax burden ($251 compared
with a national average of $223). To a
lesser degree this is true also of Washing-
ton. Those States use income and con-
sumer taxes to finance a relatively high
level of public expenditure. States like
New Jersey and Massachusetts, also with
relatively high public expenditures, fi-
nance them to a considerable extent from
the property tax.

Operation of the General Property Tax

Administration of the property tax is
governed by State constitutional and sta-
tutory provisions, which usually spell out
in considerable detail the rules under
which property taxation operates. Al-
though the States have virtually relin-
quished the property tax as a State revenue
source, they have considerable influence
on its administration. The States decide
how the assessment and collection ma-
chinery is organized, including the di-
vision of responsibility between State and
local officials.

The property tax base can be limited or
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narrowed by State action. Every State
legislative session deals with many bills
aimed at reducing property taxes in one
way or another. Most often these efforts
take the form of allowing or increasing
exemptions, such as those for homesteads,
veterans, and, of late, senior citizens. Al-
most invariably these exemptions—the
“property tax giveaway system” as it has
been called®—are imposed upon local gov-
ernments by State law without revenue
being provided to them to replace the tax
loss. As a result, property taxpayers not
eligible for such exemptions find their rates
increased. As has been mentioned, even
the amount of revenue local governments
can raise from property taxation is re-
stricted by State constitutional and statu-
tory provisions, usually in the form of tax
rate limits.

Property tax administration involves
three basic operations: (1) assessment, or
setting the taxable property values; (2)
determination of the amount of revenue
to be raised from the property tax, or set-
ting the levy; and (3) collecting the tax.

Assessed values are usually determined
by both State and local government offi-
cials. In most States the taxable value of
operating railroad and other utility pro-
perty is set by the State tax agency. Asa
rule, the State agency arrives at a unit
value on the entire operating property of
a public utility company and then dis-
tributes the valuation in some propor-
tional basis among the taxing units in
which its properties are located. In some

8 Advisory Commission on Intergovernmental Relations,
The Role of the States in Sirengthening the Property Tax,
June 1963, Vol. 1, p. 11. A variant on the senior citizens
homestead exemption is Oregon’s alternative deferral sys-
tem, enacted in 1963. A homeowner over 65 may defer.
property tax payments until his death or so long as he
occupies his home. Deferred taxes are repayable with 6
percent interest. The deferral is in fact financed by the
Public Employes’ Retirement Fund which reimburses local
taxing jurisdictions currently and is in turn reimbursed.
with interest, when the account is settled.



States the State agency appraises other
kinds of business property, such as mines,
liquor, business inventories, and the like.?
In Oregon the State tax agency appraises
timber in behalf of the local assessors.

Local assessors determine the assessed
value of all other taxable real and personal
property under their jurisdiction. Local
assessment organization differs consider-
ably from State to State, varying from that
in 28 States in which the county is the
primary assessing unit to that in 12 States
with hundreds of city, village, and town-
ship assessors.® Hawaii is the only State
that provides for completely centralized
administration of the property tax by a
State agency.

In the 28 States with primarily county
assessment there is considerable overlap-
ping of the assessment function. Ten per-
mit cities to do their own assessing, even
though the county also determines the
taxable value of the property; and in
Texas even school districts may do their
own assessing.? Assessors may be part-time
elected officials covering very small juris-
dictions, or they may be full-time, well-
paid appointed officials, as in many of the
large municipalities. The local assessor
usually has a great deal of discretion as to
the value he can set on an individual piece
of property, although a taxpayer who is
dissatisfied with his assessment can appeal
to an administrative body (usually a local
board of equalization) and finally to the
courts. There is a considerable range in
the extent to which assessing has been pro-
fessionalized and in the kind of tools asses-
sors use. Some States with effective State
tax agencies provide much assistance to

7 See table 36, footnote 1.

8See Advisory Commission on Intergovernmental Rela-
tions, op. cit., especially Vol. 1, Part III, for a description
of State assessment organization,

9 Marilyn S. Koplik, Property Tax Assessment in’the
United States (Albany: New York State Board of Equaliza-
tion and Assessment, 1961, preliminary report), pp. 90-92.

their local assessors, but in many areas
property assessment remains the subjective
prerogative of the assessors. It is at the
assessment stage that many of the abuses
attributed to the property tax appear.

The taxpayer’s first line of defense
against inequitable assessment is the com-
petent organization and procedure for
good quality primary assessment, but he is
entitled to effective remedies when he has
a grievance. The State tax laws specify
that assessments shall be uniform, at least
within classes of property, and under the
equal protection clause of the Fourteenth
Amendment the taxpayer is entitled to
fair treatment in the apportionment of
the tax burden; but in most States the re-
view and appeal procedures give him in-
adequate protection. !

In many States the statutory hierarchy
of administrative and judicial review and
appeal agencies for the protection of the
property taxpayers is elaborate; but actual
protection under the various systems is
illusory because, first, the tribunals to
which the taxpayer must appeal are not
well constituted and staffed for the pur-
pose, and second, the burden of proving
his case is too onerous and costly. The
small taxpayer, in particular, is helpless if
he has no simple, inexpensive, and de-
pendable recourse. While numerous
States have been undertaking to improve
assessment administration by such means
as better State supervision, better training
for assessors, statewide revaluations, experi-
mentation with fractional assessment, and
the use of assessment ratio studies for equali-
zation purposes, they have tended, for the
most part, to ignore the need to improve
the procedure for assessment review and
appeal.

The amount of the individual’s pro-
perty tax bill is determined by the legis-
lative body of the jurisdiction or juris-
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dictions in which his property is located.

Each of the local governments—county,
city, school district, etc.—decides how
much it will need to provide its serv-
ices. Having determined how much
money will be needed, the chief ex-
exutive, with his finance officer, adds
up the amount of money available from
all sources except the property tax—State
and Federal aid, local nonproperty taxes,
service charges, etc. The amount that
remains to be financed from the property
tax is then divided by the total assessed
valuation to arrive at the tentative rate,
usually expressed as a number of mills, or
dollars per thousand dollars of assessed
valuation. The determination of the ac-
tual rate levied and therefore the level of
expenditures is a political decision vested
in the local governing board. Since, as
has been mentioned, almost all States have
constitutional or statutory tax-rate limita-
tions, often in terms of particular govern-
mental purposes, setting the tax rate is
complicated further. In many States,
State-imposed limitations hamstring local
officials in budgeting their funds.

When the tax rate (or levy) is finally
set, the assessment roll, containing the
assessed valuation of each piece of taxable
property in the jurisdiction, is turned over
to the tax collector. The collector (or some
other official) multiplies the assessed valua-
tion by the rate (extends the tax) to arrive
at the amount of tax liability that attaches
to each parcel of property.

In 20 States property tax collection is
exclusively a county function, and the
county collector bills the taxes for all jur-
isdictions in the county—municipalities,
gchool districts, and special districts, as well
as the county.”® Another eight States pro-

10 The 20 States are Arizona, Arkansas, Colorado, Idaho,
Indiana, Iowa, Kansas, Minnesota, Montana, Nebraska,
Nevada, New Mexico, North Dakota, Ohio, Oklahoma,
Oregon, South Dakota, Utah, Washington, and West Vir-

ginia.
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vide for centralized county collection but
allow cities to do their own collecting with
the option of contracting with the county
for collection services.'* To the extent
that cities do not contract with their
counties for tax collection services in those
States, taxpayers pay part of their property
tax to the county and part to the city. In
the New England States, as well as in
Michigan, New Jersey, New York, Penn-
sylvania, and Wisconsin, the property
taxes are collected by cities, towns, villages,
and boroughs, and in the case of New
York, by school districts. The counties
have little or no tax collecting function in
those States, obtaining their own tax levies
from the cities and towns that collect for
them. Except in Michigan and New York,
however, there is little or no overlapping
of tax collection, for in almost all other
States a taxpayer is billed by only one gov-
ernmental unit, to meet its own levy and
that of the county and the school district
in which he resides. In New York a tax-
payer may be confronted with separate
property tax bills from the township col-
lector, the village collector, and the school
district collector. Even the billing dates
may differ for each local government. In
Michigan, villages collect their own taxes,
as do the townships in which they are lo-
cated. Similar situations exist in Ken-
tucky and Texas, where cities and school
districts may do their own collecting in-
dependently of the counties. In Virginia,
counties and independent cities do their
own collecting, but there is no overlapping
between them since the two groups of
jurisdictions are mutually exclusive ter-
ritorially.

The Need for Reform

Many States are now taking some of the
steps necessary to improve the administra-

11 Alabama, California, Florida, Louisiana, Maryland,
Mississippi, North Carolina, and Tennessee.



tion of their property tax systems. With
the advice and encouragement of such
organizations as the National Association
of Tax Administrators and the Interna-
tional Association of Assessing Officers,
there is a continuing trend toward training
and professionalization of personnel. The
geographic organization for property as-
sessment has been moving toward cen-
tralization at the county level and elimina-
tion of overlapping assessment districts.
More than half of the States now conduct
assessment-ratio studies, using sampling
techniques to reveal variations in as-
sessment levels among assessing juris-
dictions and among property classes
within assessing jurisdictions. The facts
gained from such studies point up the
areas that lack uniformity and provide a
useful tool for correcting inequities and
for installing a meaningful equalization
system. As the techniques for conducting
assessment ratio studies are refined and
competent personnel becomes available to
apply them, more States will use them in
their efforts to improve property tax assess-
ment administration.

The States have compelling reasons for a
new look at the property tax. Their
views as to its proper role in their overall
tax systems are sure to vary, but none of
them can afford to disregard its potential
value for the demanding years ahead.
Those States that place substantial de-
pendence on the property tax can increase
its reliability by raising the quality of its
administration. The few States that have
not found it necessary to put much de-
pendence on this tax can turn to it for a
better-balanced revenue system. The
States that have permitted it to decline to
a minor position through pressure or ne-
glect, or have reduced its productivity
through maladministration, or fear to put
more reliance on it because its manage-

ment is defective, have weakened their
financial outlook. The States now under-
taking remedial action are showing fore-
sight because constructive changes in the
management and use of the tax are not
effected overnight, and smooth adjustment
can avoid harsh emergency measures at
some later date.

One factor that should be kept in view
in determining the future position of the
property tax is its close alinement with
the outlook for local self-government. It
is the only major tax adaptable to local
use generally, regardless of the size and
nature of the local jurisdiction. Aside
from being a good revenue producer, it
has the dependability and adjustability
that local governments need. The re-
quired revenue yield can be obtained from
year to year with a convenient range of
flexibility and a satisfactory degree of pre-
cision, and the collectability of most classes
of property taxes is assured by enforceable
lien on the property. These merits are
vitiated in practice, however, if highly
restrictive tax-rate limits combine with
serious underassessment to relegate the
property tax to an inflexibly minor role in
local government finance and inferior as-
sessment administration discredits the tax.

In at least a few States criticism of the
property tax has been so intense as to
generate constantly increasing fiscal aid to
local governments, regardless of whether
the local fiscal effort is adequate, or to
deprive them of the opportunity to de-
velop sound budgeting and capital financ-
ing policies.

Determination of the property tax base
is strictly an administrative function de-
manding technical competence. Most, if
not all, States could improve their pro-
perty taxes by legislative and administra-
tive action and contribute thereby to the
strength of local government.
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A recent report of this Commission de-
tails those significant features of each
State’s property tax system that are po-
tentially useful for other States* The
report also contains 29 separate recom-
mendations for strengthening the property
tax, to enable each State to identify those
lines of action most appropriate to its
circumstances. The recommendations fall
into six basic categories, as follows:

(1) To provide, on a regular basis, pre-
cise information on the property tax situa-
tion throughout all taxing and assessing
districts in the State with respect to the
utilization of the tax and the quality of
assessing, and to make well-analyzed and
informative reports on these features regu-
larly available to the public.

(2) To amend or change property tax
laws that are inequitable, unworkable, un-
duly restrictive, or otherwise unsatisfac-
tory and to rid constitutions of details
that more properly belong in statutes or
administrative regulations. This applies
equally to laws which determine the tax
base, establish limitations and exemptions,
and set forth the procedures for adminis-
tering the tax.

(8) To determine the appropriate role
of the property tax in a well-integrated
State-local revenue system.

(4) To recast any features of the ad-
ministrative setup, with respect to both
organization and personnel, that prevent
efficient and equitable administration.

() To provide effective State super-
vision, coordination, and technical assist-
ance to the administration of the property
tax and to guard against unfairness in
distribution of the property tax burden.

(6) To provide the taxpayer with
readily usable and effective means of pro-
tecting himself against inequitable assess-
ment.

12 Advisory Commission on Intergovernmental Relations,
op. cit. in note 6.
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Specifically, the Commission recom-
mends, among other steps, that the States:

(1) Rid the property tax laws of features
that are impossible to administer, oblige
administrators to condone evasion, and
encourage taxpayers to ignore the law.

(2) Remove details about property tax
administration from their constitutions.

(8) Take a hard, critical look at tax
exemptions that fritter away the property
tax base and repeal exemptions for secular
purposes that would not be valid as a con-
tinuing State budget appropriation.

(4) Reimburse local governments for
revenues lost when the State prescribes
the tax exemption of property as an ex-
pression of its esteem for such groups as
veterans or senior citizens.

() Consolidate small primary assess-
ment districts into districts large enough
to support an efficient assessing operation.

(6) Provide a strong State supervisory
and coordinating agency headed by a
career administrator of recognized pro-
fessional ability.

(7) Shift to the State agency responsi-
bility for assessing property. that custo-
marily lies in more than one assessing dis-
trict or requires appraisal specialists not
available to most local districts,

(8) Require local assessors to be ap-
pointed to office on the basis of profes-
sional qualifications.

(9) Conduct continuing studies of the
quality of local assessing and publish
findings regularly. »

(10) Simplify assessment review and ap-
peal procedures for the protection of tax-
payers.

Since the State creates local govern-
ments and determines their share of the
governing role, it must see to it that they
have the financial resources necessary to
match their responsibilities. If the locally



raised revenue is inadequate to finance the
prescribed duties of local governments, the
State must provide it or rely on the
Federal Government to provide it.

Inasmuch as local governments continue
to rely on the property tax for seven-
eighths of all their locally raised tax
revenue, it is the most important single
factor in their ability to finance local ac-
tivities. It follows that the States’ concern
with the quality of property taxation is
direct and inescapable.

States are directly concerned with the
quality of property taxation for other
reasons as well. The $21 billion collected
from this source in 1963 nearly equaled
the combined collections from the States’
own taxes and accounted for 46 percent of
aggregate State and local tax revenues. In
short, it is the most important single factor
in the impact of non-Federal taxes on the
pace of industrialization and economic de-
velopment, on production, income, and
consumption, and on the distribution of
the people’s tax burden.

While the proportionate reliance on the
property tax in the total State-local rev-
enue system is a matter each State must de-
termine for itself, continued heavy reliance
on it is preordained by the unrelenting
pressure for more and more revenue to
finance local government activities, es-
pecially education. If this be true, and
few if any contest it, then it is vitally im-
portant to rid the property tax of the
weaknesses that have plagued it but have
been tolerated all these years: Needless
and harmful constitutional and statutory
restrictions and prescriptions, unwar-
ranted exemptions, inoperable adminis-
trative provisions, and discriminatory val-
uations for tax assessment purposes. The
burdensomeness of the tax and its stultify-
ing effect on business activity will be re-
duced as these deficiencies are remedied.

Thwarted local efforts in recent years
make it clear that without benefit of strong
State support, local governments are se-
verely handicapped in property tax re-
form. Most are too small to afford the
organization and technical skill required

- to appraise and assess the wide variety of

highly specialized properties currently
used by industry. Sensitivity to inter-
community competition for business re-
strains tax reform . and encourages com-
petitive underassessment. Moreover, some
of the faults of the tax are imbedded in
State constitutional and statutory pro-
visions and therefore are mandatory upon
local governments.

A survey of the recent successes and fail-
ures in property tax reform in different
parts of the country, at both the local and
the State level, leaves no doubt that the
tax is capable of reasonably fair operation
and administration, that the rate of prog-
ress in this direction is strongly influenced
by the degree of responsibility assumed on
a statewide basis, and that tax officials,
practitioners, and scholars are in general
agreement about the lines of action States
must take to give soundly based local prop-
erty tax improvement efforts a reasonable
chance to succeed. However, the details
of the prescription for strengthening the
property tax will vary with the tax insti-
tution in each individual State and with
the progress toward reform already made.

Each State is urged to take a hard and
critical look at its property tax system to
identify those features that should and
can be improved. FEach State should then
proceed expeditiously with property tax
reform in the manner best calculated to
insure maximum progress. Its potential
for strengthening local government war-
rants the concerted efforts of both State
legislatures and executives and of local
elective and administrative officials.
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Chapter 7
GENERAL SALES TAXES

Thirty-seven States, the District of Co-
lumbia, and over 2,000 local govern-
ments now impose general sales taxes.!
The areas in which purchases are subject
to State and local general sales taxes ac-
count collectively for more than four-fifths
of retail sales in the country and the same
proportion of the population.

With only two exceptions, general sales
taxes are imposed at the retail stage of the
distribution process. Hawaii and Missis-
sippi have what may be termed “multiple-
stage” sales taxes. That State sales taxation
was directed at the retail stage, rather than
at manufacturing (as in Canada), wholesal-
ing (as in England), or at multiple stages of
production and distribution (as in Ger-
many and France), is understandable.?
The manufacturers’, wholesalers’, and
multiple-stage sales taxes of other coun-

1 The term “general sales tax” excludes business licenses
and occupation and privilege taxes based on gross receipts
or gross income, Such taxes are imposed by State or local
governments in 17 States at low fractional rates, sometimes
graduated according to brackets of gross receipts volume,
and usually providing for a minimum flat license fee. The
States with business licenses or occupation taxes based on
gross receipts are: Alaska and Delaware (State only); Lou-
isiana, Virginia, Washington, and West Virginia (State and
local); Alabama, California, Kentucky, Missouri, New Jer-
sey, New Mexico, New York, North Carolina, Oregon,
Pennsylvania, and Utah (local only).

20Only one State has experimented with a general tax
on business. The Michigan business activities tax, enacted
in 1958, is a limited “value-added” tax, applicable to all
forms of business, both incorporated and unincorporated.
The rate is 734 mills on “adjusted receipts” (gross receipts
less amounts paid for the purchase of goods and certain
other deductions), but in no case can “adjusted receipts”
be more than 50 percent of gross receipts. In addition,
each taxpayer is allowed a deduction of $12,500 from his
“adjusted receipts.”
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tries are levied by the central government.
Such taxes at the State level, in view of
the States’ delimited taxing jurisdictions,
would result in interstate complications.
Furthermore, the location decisions of re-
tail establishments are believed to be
somewhat less sensitive to ‘“‘tax climate”
considerations than are those of manu-
facturers or wholesalers.

The Federal Government has never im-
posed a general sales tax although such a
proposal has been “discussed” sporadically.
Federal sales taxation is in the form of
excises on selected commodities and serv-
ices, many of which are included within
the scope of State and local general sales
taxes. Important Federal selective excises
which cover items subject to State and local
sales taxes are the retailers’ excises on jewel-
1y, toilet preparations, luggage, and furs and
the manufacturers’ excises on automobiles,
tires and tubes, and home appliances. The
Federal excises on local telephone service,
and on certain admissions sometimes over-
lap State and local sales taxes on these
services. The Federal rates, generally 10
percent, are substantially higher than the
rates imposed under State and local sales
taxes.

State and local governments collected
$6.5 billion from general sales taxes in
the 12-month period ended June 1963.
Of that total, $5.5 billion accrued to the
States and about $1 billion to the localities
(table 41). The general sales tax consti-
tutes the largest single source of State tax



TasLE 41.—Revenue from State and Local General Sales Taxes, 1952-63
(Dollar amounts in millions)

State and local Statel Local
Percent of—
Year P t of Percent of
ercent of
Amount total taxes Amount total taxes Amount Non-
Total property
taxes taxes 2
1963 (prelim.),....... eend $6,548 14.9 $5,531 252 $1,017 4.6 na,
1962, .. ivnnrinnieannnnns 6,085 14.3 5,111 24.9 974 4.6 38.2
1961, ... 0veivnneinennnns 5,431 14.0 4,510 28.7 921 4.7 378
1960. .. ovvvivinnnnnes . 5,177 14.3 4,302 239 875 4.8 38.3
1959, ... iiiiieiiiiiaans 4,444 13.7 8,697 23.3 747 4.5 37.3
1958, .. civiviniiinnanines 4,206 13.8 8,507 23.5 699 4.5 $8.0
1957, ittt 4,029 14.0 3,373 23.2 656 46 36.5
1956, ....... Creesereieees 3,583 13.6 3,036 22.7 546 4.2 84.0
1955, i ivirevnnrenennnas 3,090 13.2 2,637 22.7 453 3.8 31.0
1954, ..... Chereeeiieraeas 2,948 13.4 2,540 22.9 408 3.7 314
1958, .o iiiiiiiinenenn, 2,860 18.7 2,433 23.1 427 4.1 34.1
1952, . iviiieienrnnnnncss 2,597 134 2,229 22.6 369 39 33.7

Note: Except for 1963, data are for fiscal years; 1963 data
are for the 12-month period ended June 1963.

n.a. Data not available.

1Includes the Washington and West Virginia business
and occupation taxes, which are levied in addition to the
general sales taxes on gross receipts. Revenue from those
gross receipts taxes in 1963 amounted to about §125 million.
revenue, accounting for about one-fourth
of all State tax collections. In no State
imposing a general sales tax in 1963, ex-
cept Wisconsin (where the tax is actually
a “selective sales and use tax”), did this
item account for less than a sixth of tax
collections, and 22 of the 37 sales tax States
obtained 30 percent or more of their tax
revenues from this source (table 42). New
sales tax enactments, tax rate increases, and
the rise in the volume of retail sales com-
bined to more than double State general
sales tax revenue since 1952. However, as
table 41 shows, the position of general sales
taxes relative to other State taxes has
changed very little, indicating that the
yields of State income, business, and selec-
tive excise taxes have been keeping pace
with general sales tax collections. Local
general sales taxes have been increasing at
a faster pace than have other local nonprop-

2 Local nonproperty taxes for 1960 and prior years ad-
justed to exclude revenue from parking meters.

Source: U.S. Bureau of the Census, Annual Repbrts on
Governmental Finances; and Quarterly Summary of State
and Local Tax Revenue, July-September 1963, December
1963.
erty taxes, but they still comprise less than

5 percent of total local tax collections.

State Sales Taxes

Most of the existing State sales taxes
were adopted during the Depression years.
By 1938 sales taxes were in effect in 24
States.® Although the enactments of the
1930’s were intended for the most part as
temporary measures, only a small number
of States eventually dropped them. The
States turned to this form of taxation in
the absence of other means to finance in-
creasing expenditures. The yields of ex-
isting taxes were declining, and there was
strong opposition to rate increases. Many
of the most stringent property tax limita-
tions were imposed during the Depression
period, and a number of the State general
sales taxes were enacted in part to replace

property tax losses. With the improve-
3 See chap. 3, table 6.
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TABLE 42.—State General Sales Tax Collections, by State, 1952 and 1963

(Dollar amounts in thousands)

1952 1963 (prelim.)
Percent
State increase
Percent of Percent of 195263
Amount total tax Amount total tax
collections collections
Alabama,,,................ $37,165 28.2 $100,338 314 170.0
N ] T Y B
Arizona,,.................. 22,246 319 82,203 39.5 269.5
Arkansas, .. .......00000... 27,569 27.7 66,722 35.2 142.0
California, ,................ 416,494 39.1 813,310 31.8 95.3
Colorado, .. ................ 30,986 29.1 57,926 25.0 86.9
Connecticut, .. .............. 35,164 26.6 101,861 30.3 189.7
Delaware, .........ovevvvninfonnniinnin oo e
Florida,,,.................. 54,115 23.7 191,339 32.3 253.6
Georgia, ..., ..ciiieinininn 98,654 41,1 171,965 88.9 83.6
Hawaii,.,,....coco0venevnn. 131,211 1522 67,648 50.8 1116.7
)+ T 2 N O e rreese e e aberecannran
Illinois, ,.....oovvevinnnenn, 191,934 42.2 545,076 50.5 184.0
Indiana,.,..........cc0cnus 126,746 49.0 215,002 48.7 69.6
ToWa, .. ieiinenn v 59,289 35.2 88,133 30.4 48.6
Kansas, ,.......oovvennnnnns 44,684 33.7 84,333 35.3 88.7
Kentucky, .. ovvuvnvineneneasfoorreencninnsses]convnnnienseeies 102,370 30.4 ®
Louisiana, ., .......cv0uvenen 54,288 19.2 96,900 19.0 78.5
Maine,,.........oov0veinnns 11,212 19.9 30,137 30.8 168.8
Maryland, .. ................ 29,246 19.1 96,922 22.3 231.4
Massachusetts, .. .....ovevese| vecvonsonononoedorirersareenensee|oeereencensoenoadonens FR N
Michigan,..........c00vvnen 245,660 48.9 499,884 437 108.5
MINNesota. .....o.ovevevneee] vorosvennseniee]ornriveesnenenselossesereocsoannslonens FS P S
MiSSISSIPPI, 1.\ e vvveaeeennn. s 80,864 28.1 82,755 37.3 168.1
Missouri,............ e 83,287 45.0 135,369 32.7 62.5
B (5311 ¥ V- WA O N SR (S Y TS S
Nebraska, .. ....oooeeevrnene] toerevsoncriiersshirncsnnssssssses]ornssnsensesesei]aeens PO
Nevada,........oo00vnuvenns 29.7 ®
New Hampshire, ,.......o..foveveeniininned] i i icnse o R
New Jersey. ... vvvvnenevnen | veveeeneneeieses]iiiinenivineeidorienneneas oo, T
New MeXico. .o vennnnnnnn. 22,618 35.0 42,847 28.8 89.4
NeW YOrK, .. vveeeivenveenndooseeerenanoeoss] cuenoesneeeesnne]erevnnossansannelonnan TR [
North Carolina,,............ 51,821 186 145,942 24.8 181.6
North Dakota, ,............. 12,290 27.3 17,607 25.7 43.3
Ohio. ... . oiveiirneeneines 165,246 36.6 277,459 29.9 67.9
Oklahoma,........vvveeenn. 40,990 21.8 62,827 19.5 53.3
Oregon., ...... tesicane PR T S P TP
Pemglsylvania ................................ 397,770 314 ®
Rhode Island 12,526 23.5 28,930 274 131.0
uth Carolina, .......oeunu. 37,581 25.6 80,497 30.5 114.2
gguth Dakota. .....oceennnns 16,137 415 18,164 28.0 12.6
Tennessee, .. ...oouvverearsns 49,322 27.5 121,266 344 145.9
TOXAS . o oeveeevrennennnnnssfoossssonseensses]ieeiieneinnsans 178,893 17.2 ®
Utah,... .0 16,390 1.1 41,175 38.7 1438
Vgrmont,,.................., .................................................... PP SR
ITEINIA, , o vvevssonas Y B S . TR ER R R RN S aenr e carees Seas s
‘v/vﬁﬁﬁag}bn ,,,,,,,,,,,,,,,,, 108,725 436 931,264 42.1 112.7
West Virginia, ,..........000 527,198 22.1 344,324 19.7 63.0
WiSCOMSIN, o\ v v s vveeeennnra | tssannmesorooseeloneeeuineeenasnes 55,440 9.2 @
Wyoming.......o0ovvvnennnnns 7,804 32.3 12,400 275 589
Total, ......coovvnn) 82,168,758 22.0 8 5,406,488 24.5 149.9

1 Data supplied by Hawaii Department of Taxation; not

included in U.S. total.
2 Tax enacted after 1952.

Source:

tions in 1963, August 1963.

8 Excludes Washington and West Virginia business and
occupation gross receipts taxes (estimated for 1952). The

1952 total excludes Hawaii.
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ment of economic conditions, the States
retained their sales taxes, partly in re-
sponse to pressures from local govern-
ments that States withdraw from the pro-
perty tax field and partly because pressures
for revenue persisted.

A second sales tax movement occurred
after World War II as States sought ways
to finance the high level of postwar ex-
penditures. Five States enacted sales tax
laws in 1947 and 1949, another five during
the 1950’s, and three more thus far in the
present decade.

In 1963 Indiana revamped its fractional
rate gross income tax, partly replacing it
with a 2-percent retail sales tax, an indi-
vidual income tax, and a corporation net
income tax. While the old gross income
tax law was not repealed, individuals are
exempted from it, and corporations are
liable for payment of either the gross in-
come tax (at 145 of 1 percent or at 2 percent,
depending on the nature of their business)
or the adjusted gross net income tax, which-
ever is greater. Corporations may credit
gross income tax payments against the cor-
poration net income tax, and since in most
instances liability under the gross income
tax will exceed that under the corporation
net income tax for intrastate Indiana cor-
porations, the corporation net income tax
has been characterized as essentially a tax
on interstate business only.

Rates.—State general sales tax rates now
range from 2 percent in nine States to 5
percent in one (table 43). There have
been significant rate changes in a little
more than a decade since 1952. That year
the preponderant rate was 2 percent, im-
posed by 21 States and the District of
Columbia; by January 1, 1964, 18 States
and the District of Columbia had 3-
percent rates, and there were only nine
with 2-percent rates. The following dis-

tribution of State sales taxes summarizes
the changes that have taken place:*

No. of States1

Rate (percent) 1952 1964
Lessthanl ........ccvvvveniinnen | B
L e s e deieee reeeaen
2 e e 122 9
U i e Coereneaes 1
2B i e s 21 1
N 9 119
Bl i i e ey e 3
NN 4
L T 1

Total ... iiiiiiiiiiiiinnn, 33 38

1 Includes the District of Columbia.
2 Hawaii, which is included in the 1952 count, although

it was a Territory at that time,

Table 43 shows the trend in State gen-
eral sales tax rates since 1952. During the
period 1952 through 1963, 5 States entered
the general sales tax field (Kentucky,
Nevada, Pennsylvania, Texas, and Wiscon-
sin), and two-thirds of the 33 States with
general sales taxes in 1952 (including the
District of Columbia) raised their rates.
Some States raised their rates two or three
times during the period. Iowa, an excep-
tion to the general trend, raised its rate
temporarily from 2 to 2.5 percent but al-
lowed it to revert to 2 percent in 1957,
where it has remained since. The Con-
necticut rate has alternated between 3 and
3.5 percent since 1954.

Most rate changes and new tax enact-
ments appear in table 43 as of January 1
of the even years, having been enacted in
the preceding odd years, when the ma-
jority of States hold their regular legisla-
tive sessions. The most active legislative
year on this score was 1963, when eight
States raised their rates; the next most
active year was 1961, with 6 rate increases
and 1 new enactment. Eleven States re-
"4 This distribution does not take account of local sales
taxes except for the District of Columbia. Local sales
taxes, virtually statewide in California (1%) and Illinois

(14%), and widespread in several other States, are dis-
cussed in a subsequent section.
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TABLE 43.—State General Sales Tax Rates as of January 1-1952 through 1964

State

Rate on tangible personal property at retail (percent)

1952 1956

1957

1958 1959 1960 1962 1964

Arkansas....ooa00
California.coevsns

Colorado..... P
Connecticute va oo
Delaware...... .
Dist, of Columbia.
Florida..coenesss

Georgia.vovensens
Hawailoooeieanee

Nl;w welon wenla

*

Indiana 1..... e

JoWa.coveeenenns
Kansas, coovveens
Kentucky. .
Louisiana. .
Maine. ...

Maryland. ..
Massachusetts
Michigan. ...
Minnesota. e eeess
Mississippic oo e os

Missouri.oceaeens
Montana....... ..
Nebraska. .. .. veed
Nevada..... seaen
New Hampshire. ..

e vlele wnlus

New Jersey. .
New Mexico.
New York. .. .
North Carolina. ...
North Dakota. ... |

Qhio. ..cvvvenenn
Oklahoma. .veuwe
O1egonN. v vvervns
Pennsylvania. .. ..

Rhode Island.....

South Carolina. ...
South Dakota .
Tennessee. ..

wlone nl oo ww ol

Vermont. ...vev.s
Virginia.ooeeunn,
Washington, .....
West Virginia. ...
Wisconsin, .ovees |
Wyoming........

Number of
States

vl

with
tax 5...., 33 33 34 34 24

RS

Jalw snvwn veloe vwelon vwesl s
RS BN S

[ow vwlwl lTelle &
P

»

WINWNW WM

vowal |

35 35 35 35 36 38 38 38

Note: Dots (...) indicate no rate change since previous rate
shown. A dash (—) indicates no sales tax in effect as of January 1.

1 Prior to 1964 the rates shown are for the “'gross income” tax,
included because of its many sales tax features. n April 20, 1963,
the Governor ai:proved Indiana’s new 295 sales and use tax bill which,
after being declared unconstitutional by a lower court, was upheld by
the State Supreme Court and went into effect October 23, 1963,
lgzgx-n(cl{efs;d to 3% %, effective July 1, 1964 (Miss.) and June 1,

tained their 1952 rates throughout the
period (California, Colorado, Florida,
Georgia, Louisiana, North Carolina, Ohio,
Oklahoma, South Carolina, South Dakota,
and Wyoming), and as has been men-
tioned, Iowa reinstated its 2-percent rate
after raising it to 214 percent for 2 years.
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3 Previous tax expired in 1955 and was reinstated in revised form
by the Act of March 6, 1956, effective March 7, 1956, at the rate of

%.

4 Effective December 31, 1961. However, the tax was operative
only on sales made on and after February 1, 1962.
. 8 Includes District of Columbia; also includes Hawaii for the pe-
riod prior to attaining statehood.

Six of these 12 States still levy 2-percent
rates.

The 214-fold increase in State general
sales tax revenue, from $2.2 billion in
1952 to $5.4 billion in 1963 (table 42), is
attributable only in part to rate increases.
As has been noted, five States entered the



sales tax field during the period.® Further-
more, the general sales tax base has been
broadened, both in terms of increased
retail trade and the removal of previous
exemptions. This can be demonstrated
by looking at the States that did not
change their rates between 1952 and 1964.
Three increased their sales tax yields rela-
tively more than the 112 percent rise ex-
perienced by all 82 States with sales tax
revenue reported for the entire period
(that is, excluding Hawaii and the 5 new
sales tax States). The sales tax yields of
7 rose from half to five-sixths of the na-
tional percentage increase. Only South
Dakota showed a minimal rate of increase,
12.6 percent, but there the rate had been
reduced from 3 to 2 percent on October 1,
1951, so that part of the collections for the
fiscal year 1952 was at the higher rate.
Florida, with a 3-percent rate through-
out the period, had a striking increase in
sales tax collections, 254 percent, second
only to Arizona (270 percent), which
raised its rate from 2 to 3 percent. Retail
sales volume has been rising in both States
at a faster pace than in any other State
(they ranked first and second, respectively,
in rate of increase between 1954 and 1958,
the last two retail trade census years). In
conjunction with the sharp rise in retail
sales, Florida has moved toward broaden-
ing its sales tax base by bringing within
its scope previously exempted commodi-
ties, such as motor vehicles, cigarettes,
alcoholic beverages, and inexpensive cloth-
ing. Other States have used the same
method to increase sales tax revenue
without raising rates. North Carolina
eliminated its food exemption and made
laundry and dry cleaning services taxable;
m&om the 1963 total of the yields of the 5 ad-
ditional sales tax States and that of Hawaii, data for which
are omitted from the 1952 total in table 42, reduces the

1952-63 growth in collections to 112 percent, compared
with 150 percent for all States.

South Carolina brought many services,
such as laundry and dry cleaning, transient
lodgings, and utility services, within the
purview of its tax. Inclusion of various
services has been one of the notable recent
trends in most State sales tax legislation,
with or without rate increases. The cum-
ulative impact of these events—increased
rates, expanded retail trade, and broaden-
ing of the base—has been to move from 1.6
percent in 1952 to about 2.6 percent, the
current ratio nationally of State sales tax
collections to retail sales.

The sales tax base.—All but two of the
State sales taxes are single-stage retail
sales taxes, applying to sales of tangible
personal property at retail and to specified
services (table 44). Mississippi, in addi-
tion to its 3-percent retail rate, taxes
wholesale sales at the low fractional rate
of one-eighth of 1 percent. The fact that
wholesale transactions are taxable at such
a low rate, applicable only to such sales to
retailers, makes the Mississippi tax virtu-
ally a single-stage tax, as compared with
Hawaii’s tax. The Hawaii sales tax is ap-
plicable to manufacturers and wholesalers
at 14 of 1 percent, on top of the 314 per-
cent retail sales tax. Extracting and
processing industries are included in the
sales tax base of Arizona, Mississippi, and
New Mexico. North Carolina, which
taxed wholesale sales at .05 percent, re-
pealed that provision in 1961, and New
Mexico repealed its fractional rates on
wholesalers and manufacturers in 1963.

While State sales taxes apply generally
to retail sales of tangible property, in-
clusion of some services in the sales tax
base is quite common, and, as has been
noted, this tendency appears to be gaining
momentum. One or more public utility
services are subject to tax in two-thirds of
the States. Twenty-two States tax intra-
state telephone and telegraph services, 24
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TABLE 44.—State Sales Taxes: Types and Rates, January 1, 1964

. State

Type of tax *

Rate on
tangible
per-
sonal
propertY

at retai

(per-
cent)

Rates on selected services subject to tax

Restau-
rant
meals

Admis-
s10ns

Tran-
stent
lodging

'Il'lelc-
phone
and
tele-
graph

Gas and
elec-
tricity

Water

Trans-
porta-
tion of
persons
an
property

Rates on other services and
non retail businesses subject
to tax

Alabama.

Arizona. soveensenns

Arkansas. coooavores

California, «uovvevesf

Colorado. v evvennns
Connecticut. cossoesf -
Florida.sesesevnees

GeOotgie cuvoanrnses

Multiple
stage
sales

Hawaiieoovieraness

Illinois 5uvvvonannes

Indiana...oevennees].
Iowa.iooiaeesn

Kansas. ovvoecsoes

Kentucky.ooooanea

Louisiana..eoeveovss

Maine. .. covenenens
Maryland. .ovvennse

Michigan. ..o.vunen

See footnotes at end of table,
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Retail sales

veo dOsieans

PP [ TR

ceedoeeeen

veesdosaiae.
ceedoieaies

veesGOsanses

vevedoesess

Retail sales

B« {: PR R

R - [ TN

vevedoiiee..

ceeedOisaies

veeedoaens

ARy PR

P 1.

24

3Y;

3%

NN

2%

3 1%

cesanaes 3

31, 3%

3%

[N 8]

2% 2%

73 3

eerrens 4

REEREER]

. 2
b 43
3

FEEEETE

2¥

W

3%l

BRI

seesssns

1%

IREREERTE

saesseas

EEERRE]

veeesses

€3

2%

Pesennen

1%

secasers

csessenn

s seovres

311

ceeseans

ssesecee

ceure e

EEELEER

erereaes

Mining and manufacturing
machinery, 1l  percent;
gross receipts of amuse-
ment operators, 4 percent,

Advertising, printing, pub-
lishing, contracting, extracte
ing, and processing miner-
als and timber, 1Y, per-
cent; storage, apartment and
office rentals, 3 percent;
meat-packing and ~ whole-
sale sales of feed to poul-
trymen and stockmen, %
percent; amusement opera-
tors, 3 percent.

Printing, ~ photography, and
receipts from coin-operated
devices, 3 percent.

Producing, fabrication, proc-
essing,  printing, or im-
. printing of tangible per-
sonal property, 3 percent,

Fishing, hunting, camping,
swimming and diving equip-
ment, 5 percent of whole-
sale price or cost. Rental
income of amusement ma-
chines, 3 percent.

Charges on amusements and
amusement devices, 3 per-
cent.

Manufacturers, producers
wholesalers, and selected
service businesses, 15 per-
cent; sugar processors and
pineapple canners, 1 per-
cent (34 of 1 percent com-
mencing July 1, 1964); in-
surance solicitors, 1% per-
cent; contractors, sales rep-
resentatives, professions, ra-
dio  broadcasting . stations,
service businesses and other
businesses (not  otherwise
specified), including amuse-
ment businesses, 31, per-
cent.

Property sold in connection
with a sale of service, 314
percent (2145 percent after
June 30, 1965); remodel-
ing, repairing, recondition-
ing, and rental of tangible
personal property, 3% per-
cent.

Gross receipts derived from
operation of amusement de-
vices and commercial amuse-
ment enterprises, 2 percent.

Gross receipts from the opera:
tion of any coin-operated
device and charges for pat-
ticipation in pool, golf, and
other amusements, 215 per-
cent,

Sewer services, photography
and photo finishing, 3 per-
cent. .

Laundry, drycleaning, auto-
mobile and cold " storage,
printing, repair services to
tangible personal property,
2 percent,

Production, fabrication, or
printing on special or&er, 3
percent; farm equipment, 2
percent.



TABLE 44.—State Sales Taxes: Types and Rates, January 1, 1964—Contin‘ged

State

Type of tax 1

Rate on
tangible

Rates on selected services subject to tax

per-
sonal
propedgf
at reta1
(per-
cent)

Admis-
sions

Restau-
rant
meals

Tran-
sient
lodging

Tele-
phone
and
tele-
graph

Gas and
elec-
tricity

Water

Trans-
porta-

“ tion of
persons
and
property

Rates on other services and
noa retail businesses subject
to tax

Mississippi 8scoasnes

Missouriseeeoseness

Nevada........vne.
New MexicO. ccvenss

North Carolina......

North Dakota.......

Ohio.vevivearennns

Okklahoma.........

Pennsylvania.......

Rhode Island. ......|...

South Carolina......
South Dakota.......

Maultiple
stage
sales

Retail sales

ceeedoieae

eseelOuncann

R [ AN

ceendoaaa.

ceoedoiiaae,

vevedOiiinen

Y. I T

.do......
veendo.,

. I

See footnotes at end of teble,

23

23

24

AL At ]

2l

caerensa

2%

45

W

2%

24

W

63

cseesens

Csasaren

2y

BRI

2141

cessraee

cessasns

ssssenen

83

33

vereren

cednrne

82

Pedsenaa

cesaraes

Wholesaling, 14 percent (beer
and motor fuel, 3 percent);
extracting or mining of min-
erals, 3 percent; specified
miscellaneous businesses
(mcludinf bowling alleys
pool parlors, laundry ;anci
drycleaning, photo finish-
ing, storage, certain repair
services), 3 percent, ex-
cept cotton ginning, 30¢ per
bale; contracting (contracts
exceeding $10,000), 2 per-
cent; farm tractors, 1 per-
cent,

Trailer camp rentals, 3 per-
cent,

Liquor wholesalers, ¥, per-
cent; extracting minerals
(except potash, coal, oil,
and gas) and timber, A
percent; potash extracting,
3 percent; smeltering, re-
fining, or processi of
minerals (including o1l and
8as), ¥ percent; preparing
timber or lumber, .375 per-
cent; contracting, 115 per-
cent; professions and service
businesses (including amuse-
ment businesses), exclud-
ing ordinary wages and sal-
aries, 3 percent; farm im-
plements, 1% percent.

Laundry and éryclcaning, 3
percent; horses or mules,
sales of fuel to farmers,
manufacturmg industries
and plants other than for
residential heating purposes,
and to commercial laun-
dries or to pressing and
dr{cleamng establishments,
sales of machinery to farm-
ers, manufacturing indus-

. tries, laundry and dryclean-
ing establishments, and oth-
er selected items, 1 percent
(maximum tax is $80 per
article for several items),

Leasing or renting of tangible
ersonal property, services
urnished in  repairing, al-
tering, restonr_!g or clean-
ing any tangible personal
property (except such serv-
ices to agricultural produc-
ers with respect to agricul-
tural products), and gross
receipts from coin-operated
music machinery, 214 per-
cent. R

Printing and reproducing, 3
ercent.

Advertising  (limited), gross
proceeds from amusement
devices, printing, automo-
bile storage, 2 percent,

Repairing, a teru:ng, and clean-
ing of tangible personal
property, cleaning, polish-
ing, lubricating, and in-
specting of motor vehicles,
and rental income of coin-
operated amusement ma-
chines, 5 percent.

Laundry and drycleaning, 3
percent,

Gross receipts from amuse-
ment devices, 2 percent,
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TABLE 44.—State Sales Taxes: Types and Rates, January 1, 1964—Concluded

Rate on
tangible

Rates on selected services subject to tax

Trans-

per-
sonal
propert
at retai
(per-
cent)

State Type of tax 1

Restau-
rant
meals

Admis-

sions sient

Tran-

lodging

porta-
tion of
persons
and
property

Rates on other services and
non retail businesses subject
to tax

'I}'lclev
phone
and
tele-
graph

Gas and
elec-
tricity

Water

Tennessee. .oovvovn. cenodOiieaas 3

22

West Virginia 5, ..., e 23 3 3 3

Wisconsin.......... e 03 3 3

Wyoming. ...ovouve i

2 2 Jeesven
District of Columbia.

........ 3 4

2
2.10 3

3 63 63 |Loiiaeen Parking lots and storage of
motor vehicles, repair serv-
ices, installation of tangi-
ble personal property, laun.
dry and drycleaning, 3 per-
cent; machinery for “‘new
and expanded’ industry, 1
percent.,

Laundry and drycleaning, re-
pairing, renovating and in-
stalling, 3 percent.

Charges for certain specified
services, 4 percent; selected
amusement and recreation
activities, 4 percent (un-
less subject to county or il
admission taxes, in whic
case they remain taxable un-
der the State business and
occupation tax), 1 percent,

All services (including serv-
ices rendered in amusement
places), except public utili-
ties and personal and profes-
sional services, 3 percent.

Laundry, drycleaning, photo-
graphic services, the re-
pair, service, oOr mmainte-
nance of all items of tax-
able tangible personal prop-
erty, 3 percent.

2 2
€3 3

1 Al] but a_few States levy sales taxes of the single-stage retail type.
Hawaii and Mississippi levy multiple-stage sales taxes (although the
Arizona and New Mexico taxes are applicable to some nonretail busi-
nesses, they are essentially retail sales taxes). Washington and West
Virginia levy 2 gross receipts tax on all businesses, distinct from their
sales taxes. Alaska also levies a gross receipts tax on businesses. The
rates applicable to retailers (with exceptions) under these gross re-
ceipts taxes are as follows: Alaska, 15 percent on gross receipts of
$20,000-$100,000, and 145 percent on gross receipts in_excess of
$100,000; Washington, H,goo percent and West Virginia, 1% percent.
Michigan imposes a form of value-added tax in addition to a retail
sales tax. The tax is applicable to the professions and the self-
ployed, as well as to businesses, and the rate is 734 mills (except
public utilities which are taxed at 2 mills).

Motor vehicles are taxable at the dgenetal rates with certain excep-
tions. The following States apply different rates to motor vehicles
under their general sales and use tax laws: Alabama, 115 percent;
Florida, 2 percent; Mississig%i, 2 Ipercent; and North Carolina, 114
percent (maximum $120). e following exempt motor vehicles from
their general sales and use taxes but impose special sales or gross
receipts taxes on them under their motor vehicle tax laws: District of
Columbia, 2 percent titling tax; Maryland, 2 percent titling tax (in-
creased to 3%, effective June 1, 1964); New Mexico, 15 percent ex-
cise tax; Oklahoma, 2 percent excise tax; South Dakota, 2 percent
excise tax; Texas, 2 percent sales and use tax; and West Virginia, 3
percent titling tax, .

8 Arizona and Mississippi also tax the transportation of oil and gas
by pipeline, Georgia, Missouri, Oklahoma, and Utah do not tax
transportation of property. Mississippi taxes bus and taxicab trans-
portation at the rate of 2 percent. Oklahoma does not tax local
transportation, school transportation, and fares of 15¢ or less. Utah
does not tax street railway fares.

and the District of Columbia tax sales of
gas, and 25 States and the District of Co-
lumbia tax sales of electricity. Only 14
States and the District of Columbia apply
their tax to water sales; and intrastate
transportation services are subject to tax
in only about one-fourth of the States.
Printing, publishing, advertising, photog-
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4 Restaurant meals below a certain price are exempt: Connecticut,
less than $1; Maryland, $1 or less; Pennsylvania, 50¢ or less.

8 Illinois’ 3% percent rate includes a 1-percent additional tax ef-
fective through June 30, 1965; West Virginia's 3 percent rate includes
a 1-percent additional tax (on sales in excess of $1) effective through
June 30, 1965, . i

8 Indiana exempts gas, electricity, and water used in manufacturing,
construction, mining, refining, o0il or mineral extraction, and irriga-
tion; also exempts telephone and telegraph services to other utilities,
Kentucky exempts energy or energy producing fuels used in manu-
facturing, processing, mining, or refining to the extent that costs ex-
ceed 3 percent of the cost of production. Mississippi taxes industrial
sales of gas and electricity at the rate of 1 percent, South Carolina’s
tax is not applicable to sales of gas used in manufacturing or in fur-
nishing laundry service. Tennessee taxes gas, electricity and water
sold to or used by manufacturers at the rate of 1 percent (if these
substances are used directly in the manufacturing process they are non-
taxable). Texas exemptsvgas and electricity used in manufacturing,
mining, or agriculture, isconsin’s tax is not applicable to gas, or
to electricity for space heating charged at a specific rate. The Dis-
trict of Columbia exempts eas and electricity used in manufacturing,
assembling, processing or refining.

7 The tax on the sale of tickets to prize fights or wrestling matches
on closed circuit television is § percent of the gross receipts. The
s-percent tax also applies to payments received from broadcasting com-
panies for the right to televise or broadcast any match,

8 Illegal sales, including sales of whisky, are also taxed: wholesale,
6 percent; and retail, 9 percent. Ille, af sales are also subject to a
10-percent "'blackmarket’’ tax (repealed, effective May 1, 1964).

9 Sales of admissions to motion picture theaters costing 75¢ or less are
exempt.

10 Foods and beverages for off-premises consumption are taxed at the
rate of 1 percent.

raphy, laundry and dry cleaning, storage,
and repair services to tangible personal
property are also taxed in a small but
increasing number of States. Twenty
States tax admissions, 30 and the District
of Columbia tax transient lodging, and all
37 States and the District of Columbia tax
meals served in restaurants.



Certain types of sales of tangible goods
are excluded from the sales tax base. Sales
of materials that become a constituent part
of a final product are generally excluded
from the base of retail sales taxes. A few
States exempt machinery and other items
used directly in production. The fuel
consumed in manufacturing processes is
exempt from taxation in more than half
of the States. Sales of feed, seed, and
fertilizer are exempt in almost all States,
and agricultural products sold by the pro-
ducer are not taxed as retail sales in most
States. - Alcoholic beverages and tobacco
products are subject to both selective ex-
cises and general sales taxes in most of the
87 States, but motor fuel is exempt from
general sales taxation in most States.

Several States have extended exemp-
tions to certain ‘necessities” in order to
mitigate the burden of sales taxes. Both
food and medicine are exempt in 10
States, while the District of Columbia ex-
cludes medicine and taxes food at one-
third the regular tax rate (1 percent).
Three more States (a total of 13) exempt
medicine only, but one of these (Michi-
gan) limits the exemption to 50 percent of
the amount charged for recorded drug
prescriptions,

Because food looms particularly large
in the family budget at the lower income
levels, its inclusion in the general sales tax
base contributes importantly to the re-
gressivity of that tax. For this reason a
number of States have included it in their
list of exemptions. On the other hand,
the food exemption reduces a State’s sales
tax revenue by 15 or 20 percent, hence
the tendency toward higher tax rates in
the States exempting food.® Only 1 of the
10 States exempting food has a general

8 See John F. Due, State Sales Tax Administration (Chi-
cago: Public Administration Service, 1963), pp. 188-91.

Exemption of Food and Medicine in
State General Sales Taxes, January 1, 1964

Tax
State rate Food1 |Medicine?
(percent)

California............ ] D SR X
Connecticut, , . ....,.. L1728 1D U X
District of

Columbia, ,,,.,.... 3 X3, ...... X
Florida,............. 3 Xoooool X
Maine,.............. 4 D, SR X
Maryland. ........... 3 b SR X
Michigan............ 4 ... veee| X4
North Carolina, ..,... L X
North Dakota, ,....., b3V I X
Ohio,,.......covvues 3 D SR X
Pennsylvania, ........ 5 D, SN X
Rhode Island, ,....... 3 D, S X
Texas, .. ..ovvvuinnn.| 2 D S X
Wisconsin, ........... $ D, SN X

1 Food exemptions usually apply to “food for human con-
sumption off the premises where sold.” Restaurant meals
are taxable in all States, although meals costing less than
a specified amount are exempt in some States.

2 The exemption is usually applicable to medicine sold
on prescription or compounded by druggists, and often to
medical and dental aids or devices such as artificial limbs,
eyeglasses, and dentures. Some States exempt patent medi-
cines and household remedies,

3 Rate on food is 1 percent.

* The exemption is applicable only to 50 percent of the
amount charged for recorded drug prescriptions. Full
exemption applies to artificial limbs and eyes.

sales tax rate of 2 percent, the others
ranging from 3 to 5 percent. No doubt
the overriding revenue considerations of
the 1930°s restrained legislatures from ex-
empting food in the sales taxes enacted
during that period. Only California and
Ohio among the States that currently ex-
empt food imposed their sales taxes as
Depression measures; and California’s tax,
as originally enacted in 1933, applied to
food, which was exempted in 1935 when
the rate was raised from 214 percent to
8 percent. The sales taxes in the other
eight States are all post-World War 11 en-
actments. North Carolina, whose sales tax
also stems from the 1930’s, originally in-
cluded a food exemption but repealed it
in 1961; and West Virginia, which added
a food exemption to its sales tax in 1941,
repealed it 10 years later. Although Indi-
ana does not exclude food or medicines
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from its 2-percent retail sales tax, it pro-
vides a $6 tax credit against the personal
income tax (equivalent to the income tax
on $300) for each taxpayer and each of
his dependents, specifically as an offset for
sales taxes on purchases of food and pre-
scription drugs.

Administrative problems may also have
been a deterrent to the exemption of food.
Since most food retailers sell a large variety
of nonfood items, the food exemption
aggravates the compliance burden by re-
quiring merchants to keep a separate
record of taxable and nontaxable sales and
increases the tax enforcement problem
significantly.

Only three States exempt clothing from
their sales taxes. Connecticut excludes
children’s clothing, and the Pennsylvania
and Wisconsin clothing exemptions ap-
ply generally except for certain fur arti-
cles and apparel used in sports, and in
Pennsylvania, formal wear. In 1963 Texas
repealed a provision exempting “outer ap-
parel” selling at retail for less than $10.

The Wisconsin sales tax is unique in
that it is designated a “‘selective sales and
use tax”’ and taxes only those specific items
enumerated in the law. The list is quite
comprehensive and includes most items
encompassed by the usual general sales tax
laws. Excluded from the list of taxable
items are cigarettes, motor fuel, food (ex-
cept restaurant meals), clothing (except
furs and sporting goods), and medicine.

Casual sales, sales to or by govern-
ments and religious, charitable, educa-
tional, and other nonprofit organizations,
are usually exempt from State sales taxes.

Administration”—In about half of the
States with general sales taxes, the tax is
administered by an agency headed by a
single director appointed by the Governor.

7 A more detailed discussion of State sales tax adminis-
tration will be found in Due, op. cit.
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In Maryland and Texas the elected State
comptrollers administer the sales tax.
Florida, which formerly also lodged re-
sponsibility for sales tax administration in
its elected comptroller, shifted in 1963 to
a revenue commission composed of the
Governor and a number of cabinet-level
officials. The board appoints a director of
revenue. Ten other States have either
appointed or elected boards or com-
missions.

Sales taxes are collected by the State
agency from the vendors of taxable items,
who collect the tax from purchasers at the
time of the sale. All States require ven-
dors to register with the State tax agency,
which issues a certificate of registration.
Over half of the States require monthly
returns, the remainder, generally quar-
terly returns. In some States either
monthly or quarterly filing may be per-
mitted by the State tax agency under cer-
tain circumstances.

Twenty-two States compensate vendors
for collecting the sales tax by allowing a
discount on the tax liability. The dis-
counts range from 1 to 5 percent. Be-
cause of the widespread use of the bracket
system, whereby small sales bring in more
than the established rate, vendors often
collect more than the tax liability calcu-
lated on the basis of their total sales
volume. In at least 17 States the vendors
are allowed to retain the excess receipts
(referred to as “breakage”). Most of the
States allowing no discount allow reten-
tion of the breakage.

In order to prevent avoidance of their
sales taxes, all States have enacted use
taxes, at the same rate as the sales tax, on
goods purchased outside the State for use
within the State. Although the purchaser
is liable for payment of the use tax to his
State of residence, enforcement of this re-
quirement has been one of the more dif-



ficult aspects of sales tax administration.
To minimize dealing with individual pur-
chasers, virtually all States require out-of-
State vendors to register with the State tax
agency so that they can collect the use tax
from the purchaser and remit the pro-
ceeds to his State of residence. This pro-
cedure has been applied rather broadly
to encompass vendors who have no retail
outlets or even sales representatives in the
State. A 1960 Supreme Court decision
upheld the right of Florida to require
registration and payment of tax by an
Atlanta firm that had neither a place of
business nor any agents in Florida.® The
Court held that solicitation by an inde-
pendent broker rather than by a repre-
sentative of the firm did not alter the tax
status. Although brokers are “independ-
ent,” the court ruled that the firm was
represented by ‘“salesmen” who were en-
gaged in the continuous solicitation of
orders.

Judicial assent to extension of the State
taxing jurisdiction to interstate sales has
prompted the Congress to explore the
need for Federal legislation to regulate the
application of State sales taxes to com-
modities moving in interstate commerce.
A subcommittee of the House Judiciary
Committee is now conducting an extensive
study of the problem.?

Local Sales Taxes

Sales taxation at the local level is essen-
tially a product of the need for revenue to
relieve the pressure on property taxation
in the postwar period. Prior to World
War II, sales taxes were imposed by only

8 Scripto, Inc. v. Carson, 362 U.S, 207 (1960). See Due,
op. cit., pp. 206-10.

2 U.S. Congress, House, Committee on the Judiciary,
Hearings Before the Special Subcommittee on State Tax-
ation of Interstate Commerce, June 14-20, 1962, 87th Con-
gress, 2d Sess. It is expected to report by June 30, 1965.

two major cities, New York City and New
Orleans, which enacted their original sales
tax laws in 1934 and 1938, respectively.
Following the war a local sales tax move-
ment began in California and spread to lo-
calities in other States, particularly Illinois,
Mississippi, and Utah. At present, sales
taxes are levied by local governments in
13 States. Virtually all municipalities in
California and Illinois levy a sales tax.
Six of the 15 largest cities in the United
States (New York, Chicago, Los Angeles,
Washington, D.C., San Francisco, and
New Orleans) impose a sales tax. Table
45 indicates the number of local govern-
ments in each State levying a sales tax,
and the tax rates. In all, over 2,000 local
governments now impose general sales
taxes.

The local government tax rate in those
States where a State sales tax is in effect
(10 of the 13 States) is either one-half or
1 percent, except for Denver, and several
municipalities and one county in Ala-
bama, where the rate is 2 percent. The
local sales tax rate in the three States with-
out State levies (Alaska, New York, and
Virginia) is either 14, 1, 2, or 3 percent
(the rate in New York City is 4 percent).
Where State and local taxes exist side by
side, the tax bases tend to be substantially
the same.

Sales taxes are locally administered in
seven States (Alabama, Alaska, Arizona,
Colorado, Louisiana, New York, and
Virginia), while in the six remaining
States there is some type of State-local and
county-municipal coordination. However,
in Alabama and Colorado, there is also
provision for State collection of the local
sales taxes (table 46).

Six States provide general authorization
for local governments to enact supple-
ments to the State general sales tax, to be
collected by the State (California, Illinois,
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TAsLE 45.—Local Sales Tax Rates, January 1, 1964 1

State

State tax rate

Local tax rates 2

(percent) 2

14 percent

1 percent 2 percent 8 percent | 4 percent

Alabama,,,.,....... Ceesrecarenas 4
77 municipalities, ,,,..... vees
18 counties
Alaska:
32 municipalities, ........ .

sese

DRI PRI

4 5choo] districts, .uvvevueieniensnn.
ATZONa, ... vvevirivnianrenininnnes . 3
9 municipalities, ...,.....
California:
$85 municipalities,................
58 counties*, ., .....iiu0nens ceenes
Colorado. ., ,,.....
6 municipalities,............
Illinois ces
1,170 (approx.) municipalities, ., ...,
68 counties, ., ,uvuiinnn
Louisiana®, ., .. ...oviiiininnrnnnnanne
14 municipalities, ,.......co0veneonfs
4 parishes. ....... evenes
1 school district,........ Cerreeraes
Mississippi............. veveas Ceereanas
151 municipalities, .. ..............
New Mexico,,..ouvuirerennns N
23 municipalities, ,...... Ceriseiees
New York:
8 municipalities. .............o0000
5 counties 7 .
1 school district,......oovvvrvunnns
Tennessee, .....oovuvunnen cenens cereen
2 counties, ....... Cevereranreneine
Utah,...........0.e Ceeeeerieiiiaens
133 municipalities, ., ... cetieenenas
24 counties. ., ,....., teesenenesenn
Virginia:
1 municipality, ......
(Bristos) LT Cevereeeenas .

1This tabulation includes only those local sales taxes
about which authoritative information is available. The
following cities with 1960 populations of 50,000 or more
impose a sales tax: Albuquerque, Baton Rouge, Denver,
Huntsville, Jackson, Mobile, Montgomery, New Orleans,
New York, Niagara Falls, Phoenix, Pueblo, Salt Lake City,
Syracuse, Tucson, and all cities of 50,000 or over in Califor-
nia and Illinois. The District of Columbia, not included
in this tabulation, levies a 3-percent sales tax.

2 The rates shown are those applicable to sales of tangible
personal property at retail. The State rate for Illinois in-
cludes a 1-percent additional tax, effective through June 30,
1965.

3 Twenty of these cities are in 12 counties that also have
local sales taxes. The legislation authorizing county sales
taxes, however, takes account of any city sales taxes in the
county. For example, in Marion County, where the gen-
eral county rate is 2 percent, it is only 1 percent in cities
that levy their own l-percent sales taxes, so that the over-
all rate in those cities is no higher than the general county
rate.

Mississippi, New Mexico, Tennessee, and
Utah). The combined administration of
the State and local sales taxes was
pioneered by Mississippi in 1950, applic-
able to municipalities only. New Mexico
enacted similar authorization for munici-
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4 Includes the city-county of San Francisco.

& Three of the 14 municipalities, namely, Baker, Baton
Rouge, and Zachary, are located in East Baton Rouge
Parish, which is one of the four parishes imposing a tax.
The East Baton Rouge Parish tax does not apply to the
three municipalities.

8 Includes Watertown, the only sales tax city located in
a county (Jefferson) that also has a local sales tax. The
Jefferson County 2 percent tax is reduced to 1 percent in
Watertown, !

7Excludes Warren County’s 2-percent tax, suspended
during litigation. Although the tax was upheld by the
i:;éxgrt of Appeals, it had not been activated by the end of

8 Erie County. The county I-percent rate is reduced to
34 of 1 percent in Buffalo because of Buffalo’s 214 percent
consumers’ utility tax.

9 Norfolk has adopted a 2-percent sales tax, effective
July 1, 1964,

palities in 1955. That same year Illinois
authorized its municipalities to add a one-
half of 1 percent sales tax to the State tax
and it extended the authorization to coun-
ties in 1959, applicable only in unincorpo-
rated areas.



TABLE 46.—Statutory Provisions Governing Imposition of General Sales Taxes by Local Governments,
January 1, 1964

State and of Statuto. Number Rate Apportionment Voter Adminis-
local govctryxlxpnexent authorig" using Scope limits of proceeds approval tration
! : .
A abla\/(n\):licipalities ....... «...| Businsss and 77 | Sales and use. | None........ No overlapping1...| No........ Local 3
f.ccupational
icense
COunties. evveereeoecossd Specific3.......... 18 [....doceu.... 1%11........ Y I T Yes3...... State 3
Alaska: i
Municipalities. . . Specific....oviennn
School districts 5. JR R . T
Arizona: Municipalities 6. .... Home rule.........
California: . .
Municipalities. oo oun. .. Specific. ..o vun.nn
COUNtieS. v o vrvessaeeenss B I
Colorado: Municipalities 6. ... Home rule.........
Illinois: .
Municipalities
Counties..........o.onn. e
Lomsl:'ia\?:i.cipalities e 14 | Sales and use. | 195......... e Local
é’a}:ishleil ................ T a; co.ud ig, ,,,,,,,,, gg_
chool distuicts. ......... ceeedociiiials TN )
Mississippi: Municipalities. .. .[--..do.......tne 151 Sam& 0.5% or 1%. . . State 1
New Mexlico: Municipalities. . |-+ d0Occieiiaaan 23 {....do 1% uennnnnn e State
New York:
ewl\'iunicipalities. . doieiiinnn 8 | Sales 20518, . ..... Local 15
Counties. ...... [ e TP S feeen 20,18, ...... Do.16
School districts 16. .. cedoniiiiiian 1.. X 2013, ...... Local
Oregon: Municipalities 17. .. . ceee ceeeans .| Sales None........ Local
Tennessee:
Municipalities. .. ...oun.. JRPR . U P I edoiiiie.s 1918 ...... State 20
Counties. .. oo ovavvneenns e 2 ..do..eens 1% 18....... Do.20
Utah: .
Municipalities. .......... cee 133 0.5%. State
Counties. ......eoeeannnn 24 0.5%. . Do.
Virginia: Municipalities 22. ... 1 3% Local

1 County rates specified in legislative enactments take account of
any city sales taxes. The rate in Marion County is 2%. .

The statutes applicable to individual counties usually require State
administration, but not always. In some instances, cxtg sales taxes
are required by special legislation to be collected by the State Depart-
ment of Revenue. .

8 Specific statutory authority is given to individual counties. Voter
approval is required in some cases. B
5 4 First class cities, and first and second class boroughs; otherwise
6'Applics only to territory outside cities.
6 Home rule cities only.
7 Includes the city-county of San Francisco. i

A city tax may be at any rate up to 1% and must be credited

against the countrywide 1% tax.

9 Cities may contract with the State for collection.

10 Required for the 19% rate, but not for the 0.5% rate unless
twenty percent of voters so petition. .

11 Not required unless a specified percentage of voters petition.

California adopted a similar measure,
also in 1955. Under California’s uniform
sales and use tax law, counties are au-
thorized to levy a l-percent sales tax if
their tax base is similar to that of the
State tax, and furthermore, if they agree
to collection of the tax by the State.
Municipalities in conforming counties are
also authorized to levy a sales tax. How-
ever, in those cases where both cities and
the county levy a tax, a credit against the
county tax for the amounts paid under
the municipal taxes is allowed, so that the
combined rate will not exceed 1 percent.
In conforming counties, the county tax

applies in unincorporated areas and in

12 State may refuse to collect a city tax if the latter differs in cov-
e:aic from the State tax.

13 Four percent in New York City and 3% in Monroe County.

14 Shared equally: 1 percent each to cities and counties, unless
school districts are also levying the tax, in which case each taxing unit
receives one-third of the maximum rate.

15 Joint county-city administration is authorized.

18 School districts that are coterminous with or partly within cities
of less than 125,000 population.

17 Cities with population of 9,000-10,500 only, but none is pres-
ently using this authority.

18 Maximum of $5 on a single transaction.

19 Half the county tax must be used for schools and the other
half is divided between the county and any municipalities in the
coun%. See text.

20 Optional.

21 The city tax (0.5%) must be credited against the county tax.

22 The city of Bristol only, under special legislative authorization.
The city of Norfolk has adopted a 2% sales tax, effective July 1, 1964.

municipalities not imposing a tax. All 57
counties and the city-county of San Fran-
cisco now levy a sales tax, as do all of the
cities in California.

In 1959 Utah authorized county and
city sales tax supplements similar to the
California provisions, but at a rate of one-
half of 1 percent. In 1963 Tennessee
enacted a “local option revenue act,”
which allows counties and cities to adopt
a local sales tax of up to 1 percent, with a
$5 tax limitation on any single transaction.
The local sales tax ordinance may provide
for State administration. Half of the
county tax must be used for school pur-
poses, the other half to be divided be-
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TABLE 47.—Local General Sales Tax Collections, 1952-62

(Dollar amounts in millions)

All local governments New York City Al localllggvv;z;r;rl:lgxs; exeept
| Percent of
Year Percent of Percent of Percent of all local
Amount |nonproperty| Amount [nonproperty| Amount [nonproperty eneral
taxes taxes taxes sales taxes
®=1)
) ) @ @ ®) © )
1962, ... cviieeinennn, $974 38.2 $514 82.1 0 23.9 47.
1961, ,........oivveinn.., 921 37.8 486 81.1 %35 23.7 4;5
1960, ..........cocvnnta, 875 38.3 477 80.8 398 22.0 45.5
1959, .. ... ol 747 37.83 387 83.6 360 28.4 48.2
1958, .. ......cviin 699 38.0 370 83.3 329 23.6 47.1
1057, i, 656 36.5 367 82.7 289 21.4 44.0
1956, ...........cceuull 546 34.0 346 80.5 200 17.0 36.6
1955, .. ...l 453 31.0 812 79.4 141 18.2 81.1
1954, ... ..ol 408 31.4 300 80.9 108 11.6 26.5
1958, .0 427 34.1 328 81.6 99 11.7 23.1
1952, ...ovvvii i, 869 83.7 280 83.6 89 11.7 24,1

Source: U.S. Bureau of Census, Governments Division.

tween the county and any municipalities
in the county. Gities can levy their own
sales taxes only if the county fails to enact
a countywide 1l-percent tax. If the county
tax is less than 1 percent, cities may take
up the difference between the county tax
and 1 percent. ‘

Colorado in 1963 authorized cities to
contract with the State for collection of
their sales taxes. New Mexico, on the
other hand, enacted a law in 1963 which
allows the State to refuse to collect a city
sales tax if the latter differs in coverage
from the State tax.

Local sales taxes duplicate or overlap
State sales taxes in 10 States, and, like the
State sales taxes, they overlap certain
selective excises imposed by the Federal
Government. In addition, some overlap

10 An earlier attempt in Colorado to provide for areawide
administration of local sales taxes failed. The 1961 session
of the State’s legislature authorized 4 counties in the Den-
ver area to band together into a capital improvement dis-
trict and to levy an areawide sales tax to finance improve-
ments. Such a district was established and approved by
a majority of all those voting in a special election. How-
ever, the State Supreme Court declared the State enabling
law unconstitutional on the ground that it interfered with
the home rule powers granted by the State Constitution to
one of the municipalities encompassed by the capital im-
provement district whose voters had rejected the proposal.
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the State and local special excises on
items such as alcoholic beverages. The
sales tax of the city of New Orleans, for
example, overlaps its own excises on alco-
holic beverages as well as those imposed
by the State.

Local general sales taxes yielded almost
$1 billion in 1962, about two-fifths of all
local nonproperty tax revenue; and by
June 1963 the annual local sales tax yield
topped $1 billion. Sales tax collections
of all local governments in 1962 were
more than 214 times the 1952 total but
changed little in relation to total tax
revenue because of the dominance of
property taxes in the local tax structure.
More than half of all local sales taxes in
1962 was accounted for by New York City
(table 47). If the New York City figures
are excluded, local sales tax revenue quin-
tupled since 1952, from $89 million to
$460 million in 1962. Thus, outside of
New York City the importance of sales
taxes to local financing changed consider-
ably—from a little over 10 percent of local
nonproperty taxes in 1952 to almost one-
fourth in 1962. Nevertheless, the general
sales tax is primarily a large-city phenome-



TasLE 48.—State Collected, Locally Shared General Sales Taxes, 1962

State

Tax
revenue
(thousands)

Distribution formula

Recipient
local
governments

Amount
distributed
(thousands)

Local use of
funds

Alabama, ,,......

Arizona, ,,.......

...........

...........

.........

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

$96,785

75,939

181,701

65,942

79,765

426,310

14,787
262,840

112,602

1,316,671

9% of first $4 million, 14 equally
among counties and 5 in pro-
portion to population.

25% to cities and towns in pro-
portion to population. 60% of
remainder after city distribu-
tion and certain other appro-
priations, in proportion to col-
lections in each county,

Amount required by formula dis-
tributed in proportion to num-
ber of instructional units.

Of proceeds equal to 1% of tax
base of all collections made at
rate of 29 or more, a specified
percentage distributed to Hono-
lulu and to each county.

Of residue in “retail sales tax
fund,”1 $12.5 million distrib-
uted, 1% in proportion to county
population and 14 in proportion
to countywide assessed valua-
tions, and redistributed within
each county to all taxing units
in proportion to property tax
levies.

14 of sales tax proceeds (exclud-
ing use tax) In proportion to
population #

742 on basis of a school equaliza-
tion formula.

Specified amount (currently $24
million annually) distributed
among counties: 34 in propor-
tion to assessed values within
municipalities and 14 in propor-
tion to county population sub-
ject to a specified minimum
amount per county (currently
$40 thousand). Counties redis-
tribute among various taxing
units as determined by county
budget commissions. In coun-
ties of less than 100,000 popula-
tion, not less than 109 to town-
ships.

8.3% less specified amount for use

- of University of Tennessee Mu-
nicipal Technical Advisory Serv-
ice, in proportion to population.

Counties, ,........

School districts, . . ..

City (Honolulu), .. |
Counties, .........

Special districts. ., . .
School districts, , . . .

$378

12,425
16,699

24,255

10,357
8,474

21,860
24,481
2449
238
25,562

35,879
17,040

11,494
24,000

9,304

182,690

Health and agri-
cultural exten-
sion.

General

purposes.

Education

General
purposes.

General purposes 3

Education 3

General
purposes.

Education

General purposes

General purposes

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

Note:

for welfare and education.
due” is reported here as shared taxes.

Excludes Wisconsin, which, effective March 1,
1963, appropriates $55 million annually from its sales tax
proceeds to compensate cities, towns, and villages for local
tax credits granted property taxpayers.

1 “Retail sales tax fund” receives 80% of proceeds from
general sales tax, 249% of proceeds from cigarette tax, and
all cereal malt beverage tax collections, and is used mainly
Only the $12.5 million “resi-

2 Includes cigarette and cereal malt beverage taxes. See
footnote 1.
3 Must be applied to reduction of property tax levies.

*In addition, most of the remainder of the sales tax pro-
ceeds, together with other earmarked taxes, is distributed
to school districts under various formulas.

Source: U.S. Bureau of the Census, State Payments to
§06a2l Governments, 1962 Census of Governments, Vol, VI,

0.2.
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non. In 1962, 78 percent of all local general
sales tax revenue accrued to the cities
with 1960 populations of 50,000 and over.
The 1962 sales tax yields of the six largest
sales tax cities, as a percentage of their total
tax revenues, were as follows: New York,
80 percent; Chicago, 9 percent; Los An-
geles, 26 percent; Washington, D.C., 14
percent; San Francisco, 15 percent; and
New Orleans, 28 percent.

Shared Taxes

In fiscal 1962, nine States shared por-
tions of their State general sales taxes di-
rectly with their local governments (table
48). Those States (Alabama, Arizona,
Florida, Hawaii, Kansas, Michigan, North
Dakota, Ohio, and Tennessee) distributed
to their municipalities, counties, and
school districts 13.9 percent of the $1.3
billion general sales tax revenue they col-
lected in 1962. Starting in fiscal 1963,
Wisconsin distributes to all its local govern-
ments $55 million of its annual collections
from its new State sales tax. However, the
States distribute considerably more of
their general sales tax revenue to local
governments than the $183 million shown
in table 48 as directly shared general sales
taxes.

Most States place their general sales tax
proceeds in general treasury funds to-
gether with revenue from other sources.
These funds are then available for appro-
priation by the legislatures to finance the
various State government programs, in-
cluding State aid for education, public
welfare and, in some instances, general
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local government support. In some States
general sales tax revenue goes into special
funds, together with other specific taxes,
for education, welfare, or other specified
purposes. Kansas and Michigan, both of
which share some of their sales tax revenue
directly, are examples.

In Kansas 80 percent of the sales tax
revenue is placed in the “retail sales tax
fund.” Into this fund also go all the cereal
and malt beverages tax and a portion of
the cigarette tax. Amounts are allocated
from the “retail sales tax fund” to the
State welfare department and the school
finance fund which, in turn, distribute
funds to local governments under various
educational and public assistance grant-in-
aid programs. State aid for education and
public welfare amounted to over $90 mil-
lion in fiscal 1962, but only $12.5 million
was distributed to local governments di-
rectly from the “retail sales tax fund.”

Michigan collected $426 million from
its general sales tax in fiscal 1962 (exclud-
ing the use tax which is not distributed),
but distributed only $53 million directly to
its municipalities. However, most of the
remainder, together with other specific
taxes, was earmarked for distribution to
school districts under various educational
grant formulas. Michigan paid $337 mil-
lion to school districts in fiscal 1962.

An examination of the relationship be-
tween State aid programs and sales tax
collections suggests that in the fiscal year
1962 as much as $1.6 billion of State sales
tax revenues found their way into local
treasuries in addition to the $183 million
earmarked for them as shared taxes.



Chapter 8
INDIVIDUAL INCOME TAXES

Taxation of individual incomes began
at approximately the same time at the
Federal and State levels. Most of the
States, however, entered the field a decade
or more after the adoption of the Federal
income tax. At the present time, 36
States and the District of Columbia tax
personal incomes. This count includes
New Hampshire and Tennessee, which
tax only income from intangibles, and
New Jersey where the so-called “commu-
ters’ tax” applies to New York residents
earning their income in New Jersey.! The
count includes also Indiana, whose flat-
rate net income tax was enacted in 1963.

Local income taxes are largely a post-
World War II development. They are
now levied at low flat rates by cities and
other local units in 6 States and differ in
basic characteristics from the Federal and
State taxes.

Almost 94 percent of the $48.6 billion
individual income tax collections in fiscal
1962 accrued to the Federal Government.
Of the remainder, $2.7 billion, or 5.6 per-
cent, was collected by the States and only
$308 million, about one-half of 1 percent,
by local governments.

The Federal Tax

For some years the individual income
tax has been the most important single
source of Federal revenue. It produced

1 New Jersey residents earning their income in New York
are allowed a credit against the New Jersey tax, but since
New Jersey and New York tax liabilities are the same, they
pay no New Jersey tax.

$47.6 billion in the fiscal year 1963 and
accounted for about 55 percent of total
Federal tax revenues exclusive of employ-
ment taxes., The President’s Budget for
the fiscal year 1965, taking into account
the 1964 tax revision program, projects
individual income tax collections at $48.5
billion. The evolution of the income tax
into the mainstay of the Federal tax system
is one of the major tax developments of
recent decades. When first enacted, fol-
lowing ratification of the 16th amendment
in 1913, it consisted of a 1-percent normal
tax, from which corporate dividends were
exempt, and of a surtax ranging from 1
to 6 percent. Since that time, it has
undergone numerous changes in structure
as well as in rates and exemptions. World
War I brought rate increases and a decline
in exemptions. Immediately thereafter
taxes were lowered; this occurred seven
times between 1919 and 1928. The down-
ward trend was reversed during the
1930’s; exemptions were lowered in 1932,
and rates were raised in 1932, 1934, and
1935.

Defense and war financing during
World War II brought the introduction
of withholding which, together with re-
duced exemptions and sharply increased
tax rates, converted the income tax into a
major revenue producer affecting for the
first time the majority of income recipients
in the country. Between 1939 and 1944
the number of taxable returns rose from
4 million to 42 million and tax collections
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from $1 billion to almost $20 billion.
After reaching a peak in 1944, the wartime
rates were reduced, first in 1945 and again
in 1948. However, as a result of increased
defense requirements associated with hos-
tilities in Korea, rates were again increased
in 1950 and 1951. The Korean legisla-
tion left the $600 per capita exemption
unchanged but increased rates. The Rev-
enue Act of 1951 increased the rate ap-
plicable to 1952 and 1953 incomes to 22.2
percent on the first $2,000 of taxable in-
come and up to 92 percent on the amount
of taxable income in excess of $200,000.
The total tax for an individual was limited
to 88 percent of net income. In 1954, in
accordance with the provisions of the
Revenue Act of 1951, the first-bracket rate
reverted to 20 percent, where it remained
until the 1964 tax rate reductions.

The 1964 legislation reduced tax rates
and made significant structural changes,
including the provisions governing the
deductibility of State and local taxes. The
new rates, which will become effective in
two installments (1964 and 1965), range
from 14 percent to 70 percent. The first
$2,000 tax bracket ($4,000 for joint re-
turns) has been split into four brackets.
The rate reductions, together with the
other changes, it is estimated, will reduce
annual individual income tax liabilities
between $9 and $10 billion.

The State Taxes

State individual income taxes produced
almost $3 billion in 1963. They have
experienced a greater rate of increase in
recent years than any other major State
tax source, reflecting largely a doubling
of aggregate personal income since 1951
and a notable upward shift of the low-
income population on the income scale.
Higher statutory tax rates, lower personal
and dependency exemptions, and more
effective enforcement, notably through the
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introduction of withholding at the source
and exchange of tax records with the
Federal Government, also played a part.
The States’ individual income tax collec-
tions rose 224 percent between 1952 and
1963, compared with an increase of 114
percent in their other taxes. The share
of individual income taxes in total State
tax collections (exclusive of unemployment
compensation taxes) grew from 9 percent
in 1952 to 13 percent in 1963 (table 49).

The case of Delaware, with a seven-fold
increase in individual income tax collec-
tions since 1952, highlights the elements
that contributed to the enlarged revenue
producing strength of State income taxes.
Withholding had been introduced in
1949. Statutory rates in 1952 were 1 per-
cent on the first $3,000, 2 percent on the
next $7,000, and 3 percent on the remain-
ing net income (over $10,000). Present
rates, reflecting successive increases, range
from 114 percent on the first $1,000 to
11 percent on the excess over $100,000.
Personal exemptions were lowered in
1958, and partly to offset simultaneous
increases in rates, Delaware provided for
the deductibility of Federal income taxes
(limited to $300 per taxpayer). Since dur-
ing this period (1951-61) adjusted gross
income reported on Federal tax returns
from Delaware increased only 68 percent,
the major portion of Delaware’s increase
in personal income tax collections was ap-
parently accounted for by rate and struc-
tural changes.

To demonstrate the net effect of changes
in statutory rates and in personal and
dependency exemptions, table 50 presents
estimated effective rates in 1954 and 1964
at various income levels for a married
couple with two dependents.? Effective

2 For this purpose the “effective rate” is defined as the
ratio of tax liability to adjusted gross income (that is, in-
come after business cost deductions but before personal
exemptions and other allowable deductions).



TABLE 49.—State Individual Income Tax Collections, by State, 1952 and 1963

(Dollar amounts in thousands)

1952 1963 (prelim.)
Percent
State increase
Percent of Percent of
Amount total State Amount total State 1952 to'1963
tax collections tax collections
Alabama, .. .. ... .ciiviiiiiiiiienn, 1$16,258 ® . $29497 9.2 *)
Alaska. ... .ot iiiiiiiiieiiennees n.a. n.a. 18,006 83.2 )
Arizona, ..., e 4,915 7.1 14,000 6.7 184.8
ATKANSAS, .\ vt rieeenenroensnnns 4,149 4.2 14,046 7.4 238.5
California...........c.ooiviiiininnny 91,176 8.6 321,021 12.6 258.1
Colorado. .....vovvuvnininiiiiinnnny 14,053 13.2 46,450 20.0 280.5
Delaware, ......oocviiniinineininnnsd 4,607 19.1 86,641 375 795.3
Georgia,........cooeviiiiiiiinene, 15,856 7.0 49,368 11.2 2114
Hawail,............ccoiivivvinnnns n.a n.a. 31,570 23.7 ®
Idaho, .. ..cvviiiiiininiiniininnns, 6,752 17.6 21,605 284 220.0
T L T [ S T 7 L L
TIowa, .. iiiiiiiiiiiiiiiiiniinininn, 19,703 11.7 45,523 15.7 131.0
Kansas........covvvvniiinnniennnns 10,941 8.2 28,281 11.8 158.5
Kentucky...........oooveiiiinnn 18,112 14.0 47,163 14.0 160.4
122,766 ) 18,530 3.6 ®
22,240 145 112,917 25.9 407.7
74,555 28.7 186,283 32.1 149.9
45,761 19.7 144,586 82.7 216.0
Mississippi. .........ocooiiiii e 5,226 4.8 7,990 3.6 52.9
Missouri,........oovvveieviiinennn, 125436 ® 65,776 15.9 ®
Montana, ... ......covvviniininnnnn, 5,325 14.3 13,934 18.9 161.7
New Hampshire, .. ................. 1,228 4.8 1,743 3.7 41.9
New JeIsey. o\ vveeiteniiineneenederneenenianses|onenansransoins 7,434 1.6 ®
New MeXico, .. ..vvieinnierinnsionne 2,235 3.5 114,210 ® ®
NewYork..........oovovivininnnnns 296,989 29.0 1,018,704 40.6 243.0
36,468 13.1 103,925 17.7 185.0
4,091 9.1 6,148 9.0 50.3
9,695 5.2 16,820 5.2 73.5
42,825 334 99,938 44.3 1334
12,088 8.2 32,621 124 169.9
3,608 2.0 6,773 1.9 87.7
7,808 13.4 18,747 154 156.7
7,042 24.7 13,461 26.2 91.2
Virginia. ........ooooiiiiioinnn 24,595 14.8 4 128,925 314 4242
West Virginia. .. .....ooovevinneeoidiniiiiniinnid]iiiiininennanns 17,205 7.6 ®
Wisconsin, .. ...ocovviiiiiiiiiinian, 57,132 234 218,752 36.5 282.9
Total, .......cviiiviviivnnn, 1913,130 193 12,954,493 1184 223.6
. n.a,—Data not available. Percent
1 Includes an unsegregable amount of corporation income 1952 1963 increase
taxes for 3 States in 1952 (Alabama, Louisiana, and. Mis- State (000) (000) 195263
souri) and for 1 State in 1963 (New Mexico). Furthermore, Alabama §17,351 $39,429 1272
the total for 1952 excludes Alaska and Hawaii, for which Louisiana . .. .. 92,766 86,046 58.3
data are not available. Excluding those six States from Missouri ... ... 25436 76.926 199.7
the totals, and excluding the New Jersey and West Virginia New Mexico .. 5506 14.910 305.8

amounts from the 1963 total, the comparable totals are:
1952, $846.4 million; 1963, $2,757.3 million; and percent in-
crease, 1952-1963, 225.8%. Combined individual and cor-
poration income tax collections by the 4 States for which
corporation income taxes cannot be separated out for the
two years are as follows (the Alabama amount for 1952
includes the tax on financial institutions, which was re-
ported separately):

2 Not computed; data are not comparable.

8 Tax effective after fiscal year 1963.

4 Includes 3 months’ collections on 1968 income in addi-
tion to a full year’s collections on 1962 income; withhold-
ing effective January 1, 1963.

Source: U.S. Bureau of the Census, Compendium of
State Government Finances in 1952; and State Tax Collec-
tions in 1963, August 1963.
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TasLE 50.—State Individual Income Taxes: Effective Rates at Selected Adjusted Gross Income Levels,
1954 and 1964, Married Couple with Two Dependents

(Percent)
Adjusted gross income *
State $5,000 $7.500 $10,000 $25,000
1954 1964 1954 1964 1954 1964 1954 1964
Alabama*, ..., Cerreaees 0.2 02 0.8 0.8 14 14 2.3 23
Alaska,,.... Ceeeevetiaen] 8 1.3 12 1.9 14 2.2 1.9 8.1
Arizona*?,,,............ 3 2 5 4 6 6 1.3 1.3
Arkansas, .......... R T chees 3 3 9 6 1.3 1.9 25
California,.............. 1 1 4 3 5 5 1.0 1.6
Colorado®*, ,........ ceeen 3 5 6 1.1 9 1.6 2.6 3.0
Delaware* 2, . . .,.......| 3 6 6 1.3 1.1 2.2 2.9 48
District of Columbia, .....|.......... 8 3 1.3 6 1.6 1.3 24
Georgia, ................ 2 1 8 5 13 1.0 3.3 3.1
Hawaii,,................ n.a. 14 n.a. 2.2 n.a. 2.8 n.a. 8.7
}d;ho" .................. o 4 13 9 2.1 1.8 2.8 25 45
ndiana,.,.............. 5 1.0 1.3 17
Towa*. .. ......coivvnnnn 9 9 © 16 16 © 1.9 1.9 © 2.0 2.0
Kansas*, ,............... 4 b5 5 8 8 1.1 1.3 1.6
Kentucky®,.............. 7 K] 1.7 14 2.3 2.1 3.0 2.9
Louisiana*, .. ,..........f.eeveeneailunns eeaes 02 02 4 4 9 9
Maryland............ caes 5 8 1.0 1.5 1.3 1.9 1.5 22
Massachusetts* 2, _,,.,,.,,. 7 7 1.3 1.8 1.6 1.6 1.6 1.6
Minnesota*, ., 1 1.5 2.1 2.7 2.7 34 4.3 5.0
Mississippi............... O . Jq 5 1.9 1.7
Missouri*, .. .. ........... 2 2 6 6 9 .9 16 16
1lt‘{ontana" 2 e ® 3 5 6 1.1 9 1.5 1.8 3.0
ew Jersey+4,,,... eeeean 6 1.5 3 22 5.0
New “l]\'lexico' 2 e 2 5 0 4 Vi X 5 8 © 5 8
NewYork,..............| 5 6 14 1.5 22 22 4.1 5.0
North Carolina, ,,,....... 1.1 1.1 2.1 2.1 29 29 44 44
North Dakota* 2, ,,....... ] 3 5 5 1.0 1.0 8.5 3.5
Oklahoma*, ., ........... 2 2 4 4 6 6 1.5 15
Oregon*, .. .............. 1.3 14 2.2 2.3 3.0 3.1 3.8 41
South Carolina*, .. ....... 5 4 1.1 1.0 1.7 1.5 3.2 38
Utah*, ... .............. 5 5 1.1 1.1 1.6 1.7 24 25
Vermont,................ 12 16 2.1 2.7 2.8 37 8.7 49
;’érgirga ................. ® 9 9 15 1.5 2.3 2.3 3.3 3:3
est Virginia, ........... 5 g 8 1
Wisconsin,,,,............ 1.0 19 0 1.9 2.7 © 29 85 ® 45 55
Median State, ., ... 4 5 8 1.1 1.3 16 2.3 29

Note: In computing income taxes, it was assumed that
all income was from wages and salaries and earned by one
spouse, and that the optional standard deduction was used
except for the $25,000 income class where it was assumed
that deductions are itemized. Itemized deductions were
assumed to be $3,475, excluding the State individual in-
come tax. For those States that allow deductions of the
Federal tax, the State tax was assumed to be $500 in com-

uting the Federal tax liability; except that where the

tate individual income tax is itself deductible in comput-
ing the State income tax liability, the actual State tax lia-
bility was added to the $3,475 for both Federal and State
tax computations. New Hampshire and Tennessee are
excluded from this table since their personal income taxes
apply only to interest and dividend income. “Effective
rates” are computed as the ratio of tax liability to adjusted
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gross income (i.e,, income after business deductions but
before personal exemptions and' other allowable deduc-
tions).

n.a.—Data not available.

® Federal income tax deductible.

1 Adjusted gross income is income after business deduc-
tions but before personal exemptions and other allowable
deductions.

2 Since there was no standard deduction in 1954, the
standard deduction authorized under present law was used
in computing the 1954 tax liability.

8 No individual income tax in 1954,

4+ Tax applies to New York residents who derive income
from New Jersey sources.



rates rose moderately in more than half of
the States with income taxes in both years,
and generally at all income levels. How-
ever, the rates of increase have been great-
est at the lower income levels, and the
degree of progressivity has tended to de-
cline. In only 5 States has there been any
appreciable increase in the span between
lowest and highest effective rates (Arizona,
California, Georgia, Kentucky, and South
Carolina). These are among the 6 States
that have reduced effective rates at one or
more income levels; the other is Missis-
sippi. The above-mentioned 5 States
either have applied most of the reduction
to the lower income brackets or have actu-
ally increased effective rates at the higher
brackets.

State individual income tax structures
retain a moderate degree of graduation.
At the $5,000 income level effective rates
range from zero in two States to 1.9 per-
cent in 1, and at the $25,000 level the
range is from 0.8 percent to 5.5 percent.
For the hypothetical median State, the
effective rate at the $25,000 level is almost
six times that at the $5,000 level.® The
graduated nature of the State income taxes
has made them responsive as revenue pro-
ducers to upward shifts in income levels
(table 51). On the basis of Federal tax
returns, those reporting less than $5,000
of adjusted gross income accounted for
78 percent of income and 44 percent of
tax liability in 1946. By 1961 their share
had declined to 26 percent and 14 percent,
respectively. During this period the share
of income reported on returns with over
$10,000 increased from 16 percent to 31
percent. All States shared in these trends.

3In general, however, the State income taxes are pro-
gressive up to the $25,000 or $50,000 adjusted gross income
level and become regressive above those levels, Deducti-
bility of the Federal income tax has a particularly regres-
sive effect at the higher income levels. See discussion un-
der “Deductibility” on page 129.

The States vary considerably in their
use of the individual income tax as a
source of tax revenue. In 1963, when 13.4
percent of all State tax collections came
from individual income taxes, 5 States
relied on them for less than 5 percent, but
11 States obtained more than one-fourth
of their tax collections from that source
(table 49). In 1952 only 2 States de-
rived as much as 25 percent of their tax
revenue from individual income taxes.

Significantly, not a single new State in-
dividual income tax had been enacted in
nearly a quarter century prior to 1961,
when West Virginia adopted this tax and
New Jersey adopted it in limited form.*
More than one-third of the U.S. popula-
tion is still free of State income taxation
in its home State. Significantly, also, these
people are concentrated in the older indus-
trial States. Connecticut, Illinois, Michi-
gan, New Jersey, Ohio, and Pennsylvania
are all without State individual income
taxes.

Structure.~Individual income taxes im-
posed by the States resemble the Federal
tax but differ from it and from each other
in structural detail, particularly the level
of rates and exemptions. Like the Federal
tax, all State individual income taxes (ex-
cept the Tennessee tax on dividends and
interest) allow personal exemptions (table
52). The exemption is generally in the
form of a deduction from income, but
5 States express the exemption in the
form of a tax credit. New York supple-
ments its personal exemption with a tax
credit.

Twelve of the income tax States use the
Federal $600 per capita exemption system.

4 Alaska adopted an individual income tax in 1949, when
it was a Territory. South Dakota and West Virginia had
enacted individual income taxes in 1935 but repealed them
in 1943. South Dakota, unlike West Virginia, has not re-
sumed income taxation.
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In the other States exemptions for a single
person, a married couple, or head of
-family are generally higher. The exemp-
tion for dependents is higher than the
$600 Federal allowance in only four States.

The size distribution of personal ex-

emptions allowed by the States and the
District of Columbia is shown below. For
the 5 States which express the exemp-
tion in the form of a tax credit, the credits
have been converted into their deduction
equivalents at first bracket rates.

State Individual Incomes Taxes: Frequency Distribution of Exemptions, January 1, 19641

. Married couple or
Single person head of far?lily Dependents
Amount Number Amount Number Amount Number
of of of of of of
exemption States exemption States exemption States

$435 1 $870 1 None 1
500 1 1,000 1 $200 1
600 13 1,200 12 300 3
750 1 1,500 2 333 1
800 2 1,600 2 400 3
833 1 1,700 1 405 1
1,000 7 2,000 7 500 4
1,200 1 2,333 1 514 1
1,500 4 2,400 1 600 16
1,750 1 2,500 21 750 1
2,000 1 3,000 3 800 2
2,500 1 3,250 1 1,000 1
5,000 1 5,000 ) R
I 7,000 ) O

1 Includes District of Columbia, but excludes New Hamp-
shire and Tennessee, which tax income from intangibles
only. New Hampshire allows a $600 exemption to single
and married persons, but no credit for dependents. Ten-
nessee allows no personal or dependency exemptions.

With few exceptions, State income tax
rates are graduated, but none approaches
even the first bracket rate of the Federal
schedule. The highest State rate is 11
percent; in 23 States the rates are no
higher than 7 percent; and 6 States have
maximum rates of less than 5 percent. In
the District of Columbia the maximum
rate is 5 percent. Approximately three-
fourths of the States terminate graduation
at $15,000 of taxable income or below;
graduation extends beyond the $25,000
level in only 6 States (table 53).° As has
been noted, the statutory rates shown in

5In view of the 1964 Federal income tax rate reductions,
Alaska has, effective January 1, 1964, replaced its previous
income tax, expressed as 16% of Federal tax liability, with
an independent rate structure equal to.16% of the pre-
1964 Federal tax rates, West Virginia made a similar
change in 1968,
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2In Massachusetts the minimum exemption allowed
against earned and business income is $2,500. In the case
of a joint return, the exemption is the smaller of $4,000
or $2,000, plus the income of the spouse with the smaller
income. :

table 53 do not reflect adequately the de-
gree of graduation in State income taxes.
The amount of income tax an individual
pays, particularly in the lower and middle
income areas, depends on the size of the
personal and dependency exemption, and
on the deductions allowed in arriving at
taxable income. A high-rate structure,
particularly in the upper brackets, with
deduction of the Federal income tax, may
be no more onerous than a low-rate struc-
ture without such deduction. However,
even flat-rate income taxes (Indiana, Mary-
land, and Massachusetts) contain some
graduation as a result of personal and
dependency exemptions (see table 50).
While State income tax rates and ex-
emptions vary, there is substantial struc-
tural similarity. Since adoption of the



TABLE 51.—Income Distribution for Families and Unrelated Individuals, 1949 and 1959

Percent distribution

Median
Stat Under $3,000 to $6,000 to $10,000 1ncome
ate $8,000 $5,999 $9,999 and over
1959 1949 1959 1949 1959 1949 1959 1949 1959 1949
Alabama, .. ... 46.8 75.5 29.4 19.8 17.6 8.5 6.8 1.2 | $3,349 | $2,635
AlasKa, ... 35.8 na. 22.7 n.a. 28.0 na. 18.7 na.| 4,880 n.a.
Arizona. .. ........cociieiiiinn. 38.1 60.6 80.9 31.6 24.6 5.5 114 2.8 4,688 2,406
Arkansas, .. .........o0eiinis 55.8 80.7 27.5 15.6 12.7 25 46 1.1 | 2,629 1,348
California, ,..................... 27.5 49.6 27.3 87.9 28.8 9.6 16.4 29! 5527 3,023
Colorado.,...................... 314 58.9 31.6 31.9 25.7 6.5 11.3 26| 4812 2,532
Connecticut,,.,.................. 20.9 46.5 28.9 40.3 32.3 9.5 17.9 3.8 | 6,014 3,181
Delaware, ..........coovvnnnn.... 277 55.5 29.5 $2.6 26.9 8.3 15.7 8.5 | 5812 2,698
District of Columbia.............. 32.0 50,5 335 33.8 20.7 11.3 13.8 45 | 4532 2,975
Florida.......................... 40.2 69.2 31.7 24.0 19.2 4.8 8.8 22 3815 1,954
Georgia,,...............0..0i.l. 44.1 74.3 30.1 20.4 18.2 39 7.6 15| 38518 1,667
Hawaii,,,............ e 31.2 55.7 30.6 30.6 23.0 10.2 15.2 3.6 | 4710 2,728
Idaho........................... 31.9 56.2 35.2 34.8 24.2 6.6 8.6 2.3 | 4,580 2,700
Ilinods. ......................... 26.3 46.5 28.2 39.3 29.4 10.5 16.2 3.7 1 5,589 3,185
Indiana, ,....................... 28.9 53.3 32.0 37.8 27.6 7.3 11.6 2.1 5,084 2,827
TIowa..............oo0iiii 36.8 57.3 325 33.7 22.2 6.7 8.5 28 | 4240 2,629
Kansas,......................... 34.6 61.6 38.0 30.7 23.0 5.6 9.6 23| 4442 2,410
Kentucky,..................... .. 46.2 73.3 29.8 21.5 17.4 3.8 6.6 14 | 3,350 1,790
Louisiana, ... .................... 446 70.1 28.6 22.8 18.7 5.0 8.2 2.0} 3513 1,880
Maine,.......................... 36.9 67.5 36.6 269 20.6 4.0 6.0 1.5} 4,021 2,229
Maryland........................ 26.7 58.5 29.6 34.4 27.8 9.2 16.0 3.0 5417 2,813
Massachusetts, ., ., ,......... PR 26.6 51.8 315 37.5 28.6 7.8 13.3 28 | 5322 2,907
Michigan........................ 26.1 452 29.7 422 30.1 10.0 14.3 28 | 5,534 3,228
Minnesota, ...................... 3%.2 559 31.4 84.8 25.2 6.9 102 28 | 4,674 2,693
Mississippi....................... 587 84.5 24.8 12,5 12.8 22 4.3 9] 2324 1,082
Missouri, ., ............ .. ... ..., 38.3 64.2 30.2 28.2 22.1 5.5 9.3 20| 4,186 2,221
Montana,....................... 33.5 54.9 38.8 35.3 23.8 7.0 9.0 29 4502 2,727
Nebraska........................ 37.5 61.8 33.8 30.2 20.7 5.7 8.1 22| 4,065 2,436
Nevada,........................| 25.9 50.3 28.9 37.6 28.9 9.1 16.2 3.1 5,539 2,982
New Hampshire, ., ............... 30.1 62.9 35.3 30.6 25.7 4.9 8.7 151 4729 2,420
New Jersey....................... 21.8 435 28.7 41.2 3t4 114 18.1 89 | 5,954 3,332
New Mexico,,............o00uu0. 834 614 30.3 29.2 24.4 6.7 11.9 26 | 4,638 2,340
New York................. 26.1 489 30.5 37.5 27.7 9.7 15.7 4.0 | 5,407 8,065
North Carolina, ,, 45.8 721 815 225 16.9 3.9 5.8 1.5 8,334 1,868
North Dakota, .. ,................ 40.1 59.6 346 304 18.5 7.2 6.7 2.8 | 3,782 2,497
Ohio..................oceviit 26.4 49.4 30.4 39.3 299 8.5 13.3 26 | 5442 8,027
Oklahoma,...................... 42.1 66.9 30.7 26.4 19.1 4.8 8.1 1.9 | 8,741 2,056
Oregon.......................... 29.6 51.1 31.6 38.6 27.7 7.8 11.0 25 | 5,070 2,933
Pennsylvania, ..., ................ 28.0 53.6 34.0 36.4 26.5 7.8 114 231 5,081 2,833
RhodeIsland.,.................. 32,0 57.3 341 34.3 24,9 6.4 9.0 2.1 4,640 2,655
South Carolina,.................. 48.5 78.7 29.6 21.4 16.5 3.6 5.3 12| 8,125 1,671
South Dakota...,................ 44.8 62.5 32.1 29.4 17.2 59 6.0 23| 8441 2,870
Tennessee....................... 46.2 78.0 30.0 21.4 17.2 3.9 6.5 15| 8,333 1,762
TexXas. . ...cvviiiniine e 38.8 62.0 30.3 29.0 21.3 6.2 9.7 27 | 4,058 2,307
Utah,........................... 26.4 50.0 335 41.3 28.8 6.9 11.3 1.9 | 5,266 8,002
Vermont........................ 38.0 69.4 35.1 25.5 20.0 3.8 6.8 14| 8985 2,109
Virginia,........................ 38.7 64.9 80.1 26.5 20.6 6.7 104 20| 4,048 2,192
Washington,.................... 29.1 50.7 29.7 38.9 28.5 8.0 12.7 24 ] 5244 2,955
West Virginia, .. ................. 40.7 65.0 31.8 28.7 20.8 48 7.2 14 1 3,981 2,360
Wisconsin,...................... 28.8 52.7 31.1 37.5 28.4 7.5 11.6 23 | 5173 2,857
Wyoming........................ 27.4 50.6 32.6 38.8 28.2 7.7 11.9 29| 5,162 2,966
United States, ............. 32,5 56.6 30.4 35.3 25.1 7.5 12.0 2.6 4,791 2,635
|
n.a.~Data not available. Source: U.S. Bureau of the Census, 1960 Census of

Population, Series PC(1)-1c to 52c.
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TABLE 52.—State Individual Income Taxes: Personal Exemptions, January 1, 1964

Personal exemption Additional exemption on account of—
State
Single (joih::?:::m) Dependents Age?! Blindness 1

Alabama, ............. Ceeeeeieeaen, $1,500 $3,000 $300 |.....oenen.....
Alaska, .......coiiiiiiiiiiiinnenn. 600 1,200 600 $600 00
Arizona. .. .......ce0iiiieiininnnann 1,000 2,000 600 1,000 500
ATKANSAS 2, . ...\ 0eunrrnneennnnssns 17.50 (1,750) 35 (3,250) CRENT) N T IS
California, ........... Cereeeeeeaaaas 1,500 3,000 600 |............... 600
Colorado. .......... Creeeeeeecaan.s 750 1,500 750 750 750
Delaware..........ccovnvnennennnnn, 600 1,200 600 600 600
Georgia, ... ....ciiiiiiiiiieiianaan, 1,500 3,000 600 600 600
Hawaii......oocvvienvnnnennnnnenns 600 1,200 600 3600 5,000
Idaho.......coviviieivnnnnnnnennndd 600 1,200 600 600 600
Indiana............coovvievnennnnn. 1,000 42,000 500 500 500
TowaZ, .. ... i, 15 (1,500) 30 (2,333) 7.50 (333) 515 515
Kansas, ,.......coiiviniiinnnnnenn. 600 1,200 6600 600 600
Kentucky 2. .. ........coviieiinnnn. 20 (1,000) 40 (2,000) 20 il ,000) 20 (1,000) 20 (1,000)
Louisiana®, .. .........ccvvinunnnns 2,500 (50) 5,000 (100) 6400 (8) |..vevenrnrnnnn. 81,000 (20)
Maryland...........cc0evvennnenenn 800 1,600 9 800 800 800
Massachusetts 2, ., .. ............... 2,000 2,500—4,000 6400 |,........0.00u.n 2,000
Minnesota 2. ... ......oviiuiiiinnn 10 (838) 30 (1,700) 15 (514) ) )

Mississippi............o0ciiii.. 5,000 7,000 oo e
Missouri,.......coovvivennencnnnns 1,200 2,400 400 | .o e
Montana. .........coeveevveennnnnn. 600 1,200 6 600 600 600
New Hampshire2, ... ............. 600 L R P Y
New Jersey 1% 4 ... ....... 600 1,200 4600 600 600
New Mexico, .......covviivnnennnn. 600 1,200 6 600 600 600
NewYork ™, . .. .. ......ccu0een cens 600 1,200 6600 600 600
North Carolina. .................... 1,000 15 2,000 300 |....oovunenn.n 1,000
North Dakota, ...........co0vvunnn. 600 1,500 600 600 600
Oklahoma., ...........co00nnvennnnn 1,000 2,000 500 | .. e
Oregon. ........covvviviiininennns 600 1,200 16 600 @ 17 600
South Carolina. ,................... 800 1,600 18 800 800 800
Tennessee 12, | . .. . vuiiiernnnnediriiiiiiiinei i e e e e e n e i s
Utah, . ... iiiiieiiiiinneenn 600 1,200 6600 ............... 600
Vermont 500 1,000 500 500 500
Virginia 1,000 2,000 19 200 600 600
West Virginia, .....................] 600 1,200 6600 600 600
Wisconsin 2, ... .....evenenennennnn. 10 (485) 20 (870) 10 (405) 205 | i
District of Columbia, ,............... 1,000 2,000 500 500 500

11n most States an identical exemption is allowed for a
spouse if she meets the age and blindness conditions. In
Massachusetts the deduction is allowed against business
income only. In Hawaii the $5,000 blindness deduction is
allowed in lieu of the personal exemption.

2 Personal exemptions and credits for dependents are
allowed in the form of tax credits which are deductible
from an amount of tax. With respect to personal exemp-
tions, the sum in parentheses is the exemption equivalent
of the tax credit assuming that the exemption is deducted
from the lowest brackets. With respect to the dependency
exemptions, the sum in parentheses is the amount by which
the first dependent raises the level at which a married per-
son or head of family becomes taxable.

3 Individuals establishing residence in Hawaii after the
age of 65 are subject to tax on income from Hawaii sources
only (the tax is imposed on the entire taxable income of
resident individuals, estates, and trusts).

4 Each spouse is entitled to the lesser of $1,000 or adjusted
gross income.

5 Single person, $833; married couple, $1,167.

¢ The exemption is allowed for students regardless of
age or income.
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7 The exemptions and credits for dependents are deduc-
tible from the lowest income bracket and are equivalent
to the tax credits shown in parentheses.

8 An identical exemption is allowed for a spouse or for
a dependent. )

9 The exemption is allowed for students regardless of
age or income, and an additional credit of $800 is allowed
for each dependent 65 years of age or over.

10 The exemptions shown are those allowed against busi-
ness income, including salaries and wages: a specific ex-
emption of $2,000 for each taxpayer. In addition, a de-
pendency exemption of $500 is allowed for a dependent
spouse who has income from all sources of less than $2,000.
In the case of a joint return, the exemption is the smaller
of (1) $4,000 or (2) $2,000, plus the income of the spouse
having the smaller income. For nonbusiness income (an-
nuities, interest, and dividends) the exemption is the
smaller of (1) $1,000 or (2) the unused portion of the ex-
emption applicable to business income. Married persons
must file a joint return in order to obtain any nonbusiness
income exemption. If a single person, or either party to
a joint return, is 65 years of age, the maximum exemption
is increased from $1,000 to $1,500. No exemption is al-



(Footnotes to table 52 concluded)
lowed against nonbusiness income if income from all
sources for a single person exceeds $5,000 and for a mar-
ried person exceeds $7,500.

11 An additional tax credit of $10 for single persons and
$15 each for taxpayer and spouse is allowed for persons 65
years of age or over and tfor biind persons.

12 The tax applies only to interest and dividends.

13 Applies to commuters only, New Jersey-New York area.

14 In addition to the personal exemptions, the following
tax credits are g:anted: Single persons, $10; married tax-
payers and heads of households, $25.

15 An additional exemption of $1,000 is allowed a mar-
ried woman with separate income.

Federal tax simplification program in
1944, an increasing number of States have
tended to pattern their methods of tax
computation after the Internal Revenue
Code. In most States, taxpayers have the
option of a standard deduction equal to a
specified percentage of income instead of
itemizing deductions. In addition, 19
States and the District of Columbia pro-
vide their lower income taxpayers with
the option of using a tax table in lieu of
computing their tax by deducting per-
sonal exemptions and applying a pre-
scribed tax rate schedule (table 54).

The trend toward adopting the Federal
tax base for State tax purposes is a signifi-
cant development from the point of view
of easing the taxpayers’ compliance bur-
dens and facilitating Federal-State admin-
istrative cooperation. Fourteen of the 36
individual income tax States now use the
Federal tax base—Alaska, Hawaii, Idaho,
Indiana, Iowa, Kentucky, Minnesota,
Montana, New Jersey, New Mexico, New
York, North Dakota, Vermont, and West
Virginia (table 55). In these situations,
State taxpayers typically modify the ad-
justed gross income figure, as reported on
Federal tax returns, by subtracting inter-
est on Federal securities and other non-
taxable income and by adding (1) interest
from obligations of other States and their
political subdivisions and (2) State income
taxes that were deducted in arriving at
the Federal base. Moreover, some States
use the same standard deduction and per-

18 A credit of $1 is allowed for each $100 actually con-
tributed by the taxpayer as partial support of a person who
could qualify (except for the chief support requirement)
as a dependent. The credit shall not exceed $6.

17 A tax credit of $12 is allowed for each taxpayer or
spouse who has reached the age of 65. A blind taxpayer
and his spouse (if also blind) are 2llowed an additional
$600 exemption plus a tax credit of $18 each.

18 The exemption is extended to dependents over the-age
of 21 if their income is less than $800 a year and if they
are students in an accredited school or college.

1% Exemption for one dependent of unmarried person is
$1,000, if dependent is father, mother, son, daughter, sister
or brother.

20 Single person, $218; married couple, $405.
sonal exemptions as the Internal Revenue
Code. In the most complete integration
with the Federal tax, the State tax is stipu-
lated as a constant percentage of Federal
tax liability, adjusted for that part of the
taxpayers’ income not taxable by the State.
As originally enacted, the West Virginia
personal income tax, was 6 percent of what
the Federal tax liability would be if the
base of the Federal taxable income were
identical with West Virginia taxable in-
come. The law was amended in 1963,
however, to provide tax brackets and
graduated rates which correspond to about
6 percent of those in the Federal system
before the 1964 tax reductions. Alaska
has converted its tax of 16 percent of the
Federal tax liability to a bracket system,
effective January 1, 1964.

Even in States that do not make direct
use of adjusted gross income as defined
for Federal tax purposes, specific statutory
provisions (capital gains and losses, depre-
ciation, depletion, deductions for charit-
able contributions, medical expenses, in-
terest, etc.) are often similar to or identical
with the Federal provisions. In many in-
stances the correspondence with the Fed-
eral income tax provision was closer when
the State income taxes were first enacted.
They have drifted apart as the States failed
to keep legislative pace with amendments
to the Federal law. In several States con-
sideration continues to be given to defin-
ing taxable income for State income tax
purposes by reference to the Federal rev-
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TABLE 53.—State Individual Income Taxes: Rates, January 1, 1964

State

Net income after personal
exemption

Rate
(percent)

Federal
tax de-
ductible

Standard
deduc-
tion
allowed !

Special rates or features

Alabama

Alaska, .,

Arizona ?

Colorado

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

First $1,000. .. .............
$1,001-$3,000, .............
$3,001-$5,000, .............
Over $5,000. ..............

First $2,000, ...............
$2,001-$4,000..............
$4,001-$6,000, ., ...........
$6,001-$8,000, ,............
$8,001-$10,000,,...........
$10,001-$12,000. ...........
$12,001-§14,000. ...........
$14,001-$16,000. ...........
$16,001-$18,000, ...........
$18,001-$20,000, ...........
$20,001-$22,000. ...........
$22,001-$26,000, .. .........
$26,001-$32,000. ...........
$32,001-$38,000, . ..........
$38,001-$44,000. ,..........
$44,001-850,000, . ..........
$50,001-$60,000. ,..........
$60,001-$70,000, ., .........
$70,001-$80,000. .. .........
$80,001-$90,000, ...........
$90,001-$100,000, .. ........
$100,001-$150,000. .........
$150,001~-$200,000, .,.......
Over $200,000, .............
First $1,000, ,..............
$1,001-$2,000. .....,.......

$3,001-$6,000.......... e
$6,001-$11,000.,...........
$11,001-$25,000. .. .........
Over $25,000
First $2,500. .. .............
$2,501-$5,000, . ............
$5,001-87,500, ., ...........
$7,501-810,000, .. ..........
$10,001-812,500, .. .........
$12,501-$15,000. ..., ..,....
Over $15,000
First §1,000, ... ...........
$1,001-$2,000, .. ...........
$2,001-$3,000, .............
$3,001-84,000, ., ...........
$4,001-$5,000, .. ...........
$5,001-$6,000, .. ...........
$6,001-87,000, .............
$7,001-88,000, .............
$8,001-$9,000, .............
$9,001-$10,000, ............
Over $10,000, .. ............

See footnotes at end of table.
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The income brackets are for single
persons, and married couples fil-
ing separate returns. The size of
brackets is double for married
couples filing joint returns.

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

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

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

Surtax on income from intangibles
in excess of $5,000, 2 percent.
Beginning with tax year 1968,
taxpayers are allowed a credit
equal to 14 of 1
taxable income on the first $9000
of taxable income.

percent of net



TasLE 53.—State Individual Income Taxes: Rates, January 1, 1964—Continued

i Federal S?e%d“d
Net income after persona Rate uc- .
State exempti mf (percent) dt:)ét?bel- tion Special rates or features
€ |allowed
Delaware. ........... First $1,000, .. ............. 15 X3, ... X e
$1,001-$2,000.............. 2
$2,001-$3,000.............. 3
$3,001-$4,000. ............. 4
$4,001-$5,000, ............. 5
$5,001-$6,000. ............. 6
$6,001-$8,000. .. ........... 7
$8,001-$30,000. ............ 8
$30,001-$50,000. ........... 9
$50,001-$100,000. .. ........ 10
Over $100,000. ............, 1
Georgia............. First $1,000. ............... 1 D P .
$1,001-$3,000. ............. 2
$3,001-$5,000,,............ 3
$5,001-$7,000. .. ........... 4
$7,001-$10,000. .. .......... 5
Over $10,000 6
Hawaii4, ........... First $500,................ L 2 X...... Alternative tax on capital gains:
$501-$1,000. .............. 35 Deduct 50 percent of capital
$1,001-$2,000.............. 4 gains and pay an additional 3
$2,001-$5,000, ............. 5 percent on such gains. The in-
$5,001-$10,000, , . .......... 6 come classes reported are for in-
$10,001-$20,000. ........... 7 dividuals and heads of house-
$20,001-$30,000. ........... 8 holds. For joint returns the
Over $30,000..............] 9 rates shown apply to income
classes twice as large.
3.4 X...... X...... A $10 filing fee is imposed on each
55 return.
7.2
8.25
9.35
Over $5,000..............., 105
Indiana. ............ Adjusted gross income, .. ... b P A $6 tax credit is allowed each tax-
payer and each dependent for
sales tax paid on food and pre-
scription drugs.
Towa, ......covvennn. First $1,000. ,.............. 075 | X...... D . S N
$1,001-$2,000.............. L5
$2,001-$3,000. .. ........... 2.25
$3,001-$4,000.............. 3
Over $4,000............... 3.75
Kansas.............. First $2,000................ 15 D, SR X...... The income classes reported are
$2,001-$3,000 25 for individuals and heads of
$3,001-$5,000 3 households. For joint returns
$5,001-$7,000 4 the rates shown apply to income
Over $7,000, . ............. 55 classes twice as large.
Kentucky......... o | First $3,000................ 2 X D S
$3,001-$4,000. ... . ........ 3
$4,001-$5,000. ............. 4
$5,001-$8,000. .. .. ......... 5
Over $8,000, .............. 6
Louisiana 2, ... ..... First $10,000............... 2 X...... X e
$10,001-$50,000. ........... 4
Over $50,000. .. ........... 6
Maryland. .......... Ordinary income, .. ......., 3 | X...... Rate on ordinary income increased
Investment income: to 4 percent, effective January 1,
First $500............. 3 1965.
Balance.......... PN 5
Massachusetts 4, ., .. Earned income and business
income................. 3.075 | X5, ... ......... Rates include the following addi-
Interest and dividends, capi- tional taxes: 3 percent perma-
tal gains on intangibles. .. 7.38 nent surtax on all types of in-
Annuities, .. .......... NN 1.845 come; and, through June 30,

See footnotes at end of table.

1965, 20-percent surtax omn all
types of income, 1 percent on
earned and business income, and
3 percent on capital gains on
intangibles.
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TaBLE 53.—State Individual Income Taxes: Rates, January 1, 1964—Continued

N £ 1 Federal s?&dard

et income after persona Rate uc- :

State exemptionp (percent) dta:c;t;ibel-e tion Special rates or features

u allowed ?

Minnesota, ,...,.....| First$500,,............... 1 ). G X...... A 15-percent surtax for taxable
$501-$1,000,.............. 1.5 years starting before 1965. There
$1,001-82,000,.,,........... 2.5 18 an additional tax of 1 percent
$2,001-$3,000, ............. 8.5 on the first $1,000 or fraction
$8,001-$4,000,,.,........... 4.5 thereof of adjusted gross income
$4,001-$5,000.,............ 5.5 where net income tax plus surtax
$5,001-$7,000, ............. 6.5 does not exceed $10. This addi-
$7,001-$9,000,............. 7.5 tional tax shall not, however, be
$9,001-$12,500, ,........... 8.5 applied to increase the total taxes
$12,501-$20,000. ........... 95 payable by such persons to more

. Over §20,000.....,........, 10.5 than $10.

Mississippi.......... First $5,000, .. ............. 2 | X...... The maximum rate for later years
$5,001-$10,000, ............ 3 will be: 1965, 3.5 on income in
Over $10,000,,............ 4 excess of $10,000; 1966 and after,

. 3 on income in excess of $5,000.

Missouri, .,......... First $1,000, ............... 1 X, ..... X...... The rates apply to total income,
$1,001-$2,000, ,,........... 1.5 not merelr to the portion of in-
$2,001-$3,000.,............ 2 come falling within a given
$3,001-85,000, ,,........... 2.5 bracket, but as a result of the
$5,001-$7,000, ,,........... 3 following tax credits, the sched-
$7,001-$9,000, .. ........... 3.5 ule in effect is a bracket rate
Over $9,000,,............. 4 schedule:

$1,001-$2,000, $5

$2,001-$3,000, $15
$3,001-$5,000, $30
$5,001-$7,000, $55
$7,001-$9,000, $90
Over $9,000, $135

Montana, ,..,.,..... First $1,000,.,............. 1 Xooo D, I e ereesatestieneiasaaes ..
$1,001-$2,000,,,........... 2
$2,001-$3,000,,,........... 3
$3.001-85,000. .. ........... 4
$5,001-$7,000, ,,.,......... 5
Over $7,000...,............ 7

New Hampshire, ,, . Interest and dividends (ex-

cluding interest on sav-
ings deposits), .. ........, 2 S T D R Y

New Jersey,......... First $1,000,............... 2 X...... Tax applies to commuters only,
$1,001-$3,000.............. 3 New Jersey-New York area.
$3,001-85,000, ., ,,......... 4
$5.001-$7,000. ,..,...,...... 5
$7,001-89,000, ............. 6
$9,001-$11,000, ,,.......... 7
$11,001-$13,000, ........... 8
$13,001-$15,000, ,,......... 9
Over $15,000, .,............ 10

New Mexico 2 ¢, , , ., , First $10,000, ,............. 15 X...... X...... Net income (of married taxpayer
$10,001-$20,000, ........... 3.0 filing joint return and single tax-
$20,001-$100,000. .......... 45 payer with one or more depend-
Over $100,000,............ 6 ents) under $1,500 nontaxable.

New York,,......... First $1,000. ,,............. 2 e D. SR Capital gains treatment is similar
$1,001-$3,000, .. ........... ] to that provided under Federal
$8,001-$5,000, ,............ 4 law.
$5,001-$7,000, ............. 5 Income from unincorporated
$7.001-$9,000.............. 6 business is taxed at 4 percent.
$9,001-$11,000, ............ 7 The following credit is allowed:
$11,001-$13,000. .. ......... 8 If tax is— Credit is—
$13,001-%$15,000, ,.......... 9 $100 or less,,. Full amount
Over $15,000,............. 10 of tax.

$100-§200. ..., Difference be-
tween $200
and amount
of tax.
$200 or more,, No credit,
North Carolina, , ., .. First $2,000,,.............. 8 | ... ..... D .

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

See footnotes at end of table.
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TABLE 53.—State Individual Income Taxes: Rates, January 1, 1964—Continued

State

Net income after personal
exemption

Rate
(percent)

Federal
tax de-
ductible

Standard
deduc-
tion
allowed

Special rates or features

North Dakota

Crsss e

.......

.......

South Carolina, .....

Tennessee. , .

Utah........

Vermont4, ..

Virginia, ...,

West Virginia

........

EEERER

........

EEXEERR

First $3,000. ...............
$3,001-$4,000, , ,
$4,001-$5,000..............
$5,001-86,000, .............
$6,001-$8,000,.............
$8,001-$15.000.............
Over $15,000, ..............
First $1,500, ..,............
$1,501-$3,000, ,............
$3,001-$4,500. ,............
$4,501-$6,000,.............
$6,001-87,500, .. ...........
Over $7,500. .,............

First $500. .. ..............
$501-$1,000. ... e
$1,001-$1,500,.............
$1,501-$2,000, .. ...........
$2,001-$4,000..............
$4,001-$8,000,.............
Over $8,000, .. ............|
First $2,000................
$2,001-$4,000..............
$4,001-$6,000..............
$6,001-$8,000..............
$8,001-$10,000, ............
Over $10,000, ,,............
Interest and dividends, ., ...

First $1,000.,..............
$1,001-$2,000, .............
$2,001-$3,000..............
$3,001-$4,000..............
Over $4,000. ..............

First $1,000, ...............
$1,001-$3,000,,............
$3,001-$5,000, .............
Over $5000, ,.............

First $3,000,...............
$3,001-$5,000,,............
Over $5,000, . .............

First $2,000, .. .............

$12,001-$14,000. ...........
$14,001-$16,000, ...........
$16,001-$18,000, .,.........
$18,001-$20,000, ...........
$20,001-$22,000. ,.,.........
$22,001-$26,000. ...........
$26,001-$32,000............
$32,001-$38,000............
$38,001-$44,000, ..,.........
$44,001-$50,000. ..,.........
$50,001-$60,000, ...........
$60,001-$70,000, ...........
$70,001-$80,000
$80,001-$90,000,...........
$90,001-$100,000. , .
$100,001-$150,000. .........
$150,001-$200,000

Over $200,000

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

......

..........

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

See footnotes at end of table.
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The income classes reported are
for individuals and heads of
households. For joint returns
the rates shown apply to income
classes twice as large.

The income classes reported are
for individuals and heads of
households. For joint returns
the rates shown apply to income
classes twice as large.

Dividends from corporations hav-
ing at least 75 percent of their
property subject to the Tennes-
see ad valorem tax are taxed at
4 percent.

The rates are subject to reduction
if there is sufficient surplus in
the general fund.

The income classes reported are for
individuals and heads of house-
holds. For joint returns the
rates shown apply to income
classes twice as large.
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TABLE 53.—State Individual Income Taxes: Rates, January 1, 1964—Concluded

Net income after personal Rate

State exemption

(percent)

Standard
deduc-
tion
allowed 1

Federal
tax de-

Special rates or features
ductible

Wisconsin 4 First $1,000,,,.............
$1,001-$2,000,.............
$2,001-$3,000, .. ...........
$3,001-$4,000. .. ...........
$4,001-$5,000..............
$5,001-$6,000. .............

Over $15,000,,.,...........
First $5,000, ...............
$5,001-§10,000, ,...........
$10,001-$15,000
$15,001-$20,000
$20,001-$25,000
Over $25,000. ,.............

£ ]
<4
S
2
3
&N
=
=
g
_
CA R RN SOO0DITN DT R R NI0N

District of Columbia,

[543

Lo %0 Lo 00 Lo G0 Lo Bo o Lo b Lo oo Bo Ly o

Or O

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

Income from unincorporated busi-
ness is taxed at 5 percent.

|

1 See table 54.

2 Community property State in which, in general, 14 the
community income is taxable to each spouse.

3 Limited to $300 for single persons and $600 for mar-
ried persons filing joint returns.
enue code, obviating the need for new
State legislation with every Federal
change. A significant factor in a State’s
consideration of the pros and cons of adopt-
ing the Federal revenue code for State tax
purposes is that it contains an array of
special provisions at the expense of fore-
going substantial revenue. Moreover, the
constitutionality of such a procedure has
been questioned on the ground that it is
delegation by the State legislature of pow-
ers it must reserve to itself. New York
State adopted a constitutional amendment
in 1959 which expressly authorizes the leg-
islature to define income for tax purposes
by reference to the Federal code, and the
New York income tax contains such a pro-
vision, making it unnecessary to change the
law in order to conform with the Federal
definition at any particular time.*

6See James O. Huber, “Constitutionality of a Federal-
ized State Income Tax,” Wisconsin Law Review, Vol. 1963,
No. 8, May 1963, for a detailed discussion of this problem.
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4 Allows deduction of State individual income tax itself
in computing State tax liability.

5 Limited to taxes paid on professional or business in-
come,.

8 Limited to $500 per taxpayer.

There is considerable uniformity re-
garding the date by which income tax re-
turns must be filed. Twenty-nine States
and the District of Columbia require
calendar year reports to be filed by the
Federal filing date, April 15.

Withholding as a means of collecting in-
come taxes from wage and salary recipients
at the source is rapidly becoming a univer-
sal feature of State individual income tax
laws, being used by 28 States and the Dis-
trict of Columbia. In addition, California
and Iowa require withholding from in-
come of nonresidents earned within their
borders, and Kansas requires fiduciaries
operating in the State to withhold from
earnings distributed to nonresidents (table
55). Except for Hawaii and New York,
which require monthly returns from em-
ployers, all States withholding from resi-
dents required quarterly returns as of Jan-
uary 1, 1964. Oregon has adopted monthly
payments, effective March 1, 1964, and



TAsBLE b4.—State Individual Income Taxes: Use of Standard Deduction and
Optional Tax Table, January 1, 1964

Size of standard deduction
Maximum
State Optional
tax table
Percent 1 Married
Single
Separate Joint
return return

7 $500 $500 $500 | X

10 1,000 500 1,000 | X

10 500 500 1,000 | X
10 1,000 500 1,000 |,........ e

10 500 500 1,000 | X

*10 1,000 500 1,000 | X
*10 500 500 1000 {.....ouane....
10 1,000 500 1,000 |...............

10 1,000 500 1,000 | X
*10 1,000 500 1,000 |...............

*5 250 250 250 | X

*10 400 400 400 | X

Kentucky3, .. ...........00vnnnnn. ™) 500 500 | 500 | X
Louisiana.,...................... *10 1,000 500 1,000 |...............

Maryland........................ 10 500 500 1,000 | X

Massachusetts, . .......ooovvuvennnnd]  civiivneeeeafinerieieniieiidieiiiiiiiii e X

Minnesota. ....................... *10 1,000 1,000 1,000 | X
Mississippi...............000eue. 10 500 500 1,000 |....... Ceseenes

Missouri......................... *5 500 500 500 | X
Montana......................... 10 500 500 1,000 |.............. e
New Jersey.........oovvvvvnnnn. 10 1,000 1,000 1,000 |...... Creeeeaas
New Mexico...................... 10 1,000 500 L,o0o |...............

NewYork................couuve... 10 1,000 * 1,000 | X
North Carolina. .................. 10 500 500 ............... e,
North Dakota.................... *5 500 500 500 |.....co0uinnnn

Oklahoma, .., *10 500 500 1,000 | X

Oregon, .......ooovvvvvevnnnenn.. *5 250 250 500 | X

South Carolina................... 10 500 500 1,000 | X
Utah. .. ... ciiiiiiiiiiiiienn, *10 1,000 500 LOOO [...............

Vermont......................... 10 1,000 500 1,000 | X
Virginia, ,....................... 5 500 250 500 {...............

West Virginia, .. ,................ 10 1,000 * 1,000 | X
Wisconsin, . ...................... 10 1,000 500 1,000 |...............

District of Columbia. ............. 10 1,000 , 500 1,000 | X

Note: Excludes New Hampshire and Tennessee where
the tax applies to interest and divdiends only.

* The standard deduction is allowed in addition to de-
duction of Federal income taxes.

1 Amount of standard deduction is generally based on
gross income after business expenses. The detailed provi-
sions vary.

21In lieu of all other deductions except Federal income
taxes up to $300 for individuals and $600 for married cou-

New Mexico and Vermont have done so,
effective July 1, 1964. In a few States
monthly withholding is required when the
amount withheld exceeds a specified
amount per month. More than half of the

ples filing joint return.

31In lieu of other deductions except Federal income taxes,
a standard deduction of $500 may be taken if adjusted gross
income is at least $8,000. If adjusted gross income is less
than $8,000, taxpayers may use optional tax table.

4The $1,000 standard deduction allowed a married cou-
ple may be taken by either or divided between them in
such proportion as they may elect.
States that now have withholding provi-
sions adopted them between 1959 and
1963.
Withholding has undoubtedly resulted
in better enforcement of State income' tax
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TABLE 55.—State Individual Income Taxes:

Administrative Features, January 1, 1964

Agre}- Withholding Credit allowed for sincome taxes paid
oe ments for er States
P(xé;xlag gat: Use of Federal-
State y::t a Pedeul Stnte' Periodidty of
refurns) | tax base C°‘$°e';tf’" Required “}:’;’éd employer Resident relji?i::t Reciprocity
returns returns () b) required

Alabama....... April 15 —_ -— X 1956.....] Quarterl 1 X —
Alaska. ... April1s | X — X 1949. veodo. — —_ -_—
Arizons. . April1s | = - X 1954, ... |eeedoeennnand| X X @)—, (b)X 1
Arkansas. ay 15 — X (9 - —_ X X -
California April 15 | — X 3) —-— Annually 3...[ X X X1
Colorado..cvvevsnsn o] April1s | — X X 1954. ...+ Quarterly....| X — —_
Delaware. ...coaues Agri 30 —_ — X 1949, 0 0eeeedOesiceses| X X X
Dist. of Columbia,......| April1s | — X X 1956 cre|ovedOuinanas.| X ¢ —_ —_—
GeOorgige e ervrnanns veo| April15 | — — X 1960 .vesfesedOiranase| X — -
Hawaiil. covovonsansesss April 20 X — X 1937.....| Monthly 5,...,| X —_ (WX
Idsho...c.cvvvnevenne| Aprills | X —_ X 1955.....| Quasterly....| X X X1
Indiana. covsevnnnsenes Agri 15 | X X X 1963, ... eeedOieisaenst X X (8)X1, ()X
Towa,.ovunnnn. veveeeod April30 | X X (3) - eedoB .0 X —_ —_
Kansas, .oovvvnvninnnen April1s | — X (%) —_ — X1 — —
Kentucky. oo ovvveenens April1s | X X X 1954..... veedo8iL il X X X1
Louisiana. .. .o May1s —_ -— X 1961..... veedOiiiiisne| X —_ —
Maryland. .. | April1s | — X X 1935.. veedOisenann | X X X1
Massachusetts. ... April15 | — X X 1959. .. .. ceedo9..,000 X110 - -
Minnesota. ..... ceeeens| Aprills | X X X 1961..... coddoreiien [ X - -
MissiSSiPPle -« v va s eeesd| Aprills | — - - - X — —
Missousicooveeisnsa, .| April 15 | — X X 1961, .00 ]uus dovieinen | X —_ -
Montm:...l;... ..... .. .&prilli X X X 1955....0 (. .do 2, ... X - —
New Hampshire........ ay 1 — —_ - —_ —_ — — —
Newjerseyp ..... veseos.o | Aprills | X —_ X 1961.....[...dov s, X - —_
New Mexico..o........ April1s | X — X 1961.....]...do 13, ,, X X (a)—, )X
New York......... Aprii1s | X X X 1959..... Monthly.. ..| X —_ —
North Carolina..... April15 | — X X Quarterly....| X —_ —_
North Dakota...... April 15 X —_ - — X — —
Qklahoma......... .| April 15 —_ X X X 13 —_ —_
OfeO00. «vevvevannn v..| April1s | — X X X —_ X1
South Carolina..... cooo| April 15 | — - X X — -

eNNessee. coovuva. eeer| April 15 - X —_ — —_ - —_ —_

tah. cseiniiionrenesed April 15 —_ X X 1959, ...} do..... el X — —_
Vermont........ Ceenes April1s | X — X 1951. ..dol5...... X X (1)X1, (b)X
Vitginia...ovveinnns .o} May1 —_— X X 1963.....1. do..... X X X9
West Virginia.......... April1s | X X X 1961..... ..dol8, ... X X 2)X1, ()X
Wisconsin, ...... RN April 15 —_ X X CIN62. iiu s eadOveiiaaes X —_ -

|

X denotes ''yes'’; ~— denotes “'no’’ or “‘nmot agplicable."

1 Some reciprocity provisions are negative in effect—credit is given
if the other State does no# give credit, |

2 Withholding may be requited in special citcumstances.

8 Withholding applies to nonresidents onlg. .

4 For income and intangibles taxes required to be paid a State as a
domiciliary.

& The Director of Taxation may grant permission to employers hav-
ing a payroll of not more than $1,500 per month, to make returas and
pazments on a quarterly basis, o .

Excapt that Kansas fiduciaries distributing to nonresidents must
withhold.

7 Deductions limited.

8 Except that employers withholding income taxes amounting to $100
or more per month are required to remit withheld income taxes on or
before the 15th of the following month. .

9 Except that returns and payment of taxes withheld by any em-

laws. Another device for improving en-
forcement is the accessibility to State tax
officials of Federal income tax returns.
Twenty-one States and the District of Co-
lumbia now have agreements with the
Internal Revenue Service for cooperative
use of returns (table 55); similar agree-
ments are in process of negotiation with
additional States. Further improvement
will occur when the States avail them-
selves of the opportunity to enroll their
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})loyex who can reasonably expect that taxes withheld will exceed $600
or the calendar year are due monthly.
10 |.imited to taxes paid on profissional or business income.

11 If total quarterly taxes withheld are less than $10, an employer
may make an annual return.

12 Changed to monthly, effective July 1, 1964.

13 Limited to taxes paid on compensation for personal services,

14 Beginning with the calendar quarter in April, 1964, employers
withholding income taxes amounting to $100 or more per month will
be required to remit withheld income taxes on or before the 15th of
the following moath.

16 Changed to monthly, effective July 1, 1964, where the amount
withheld is at least $200 per calendar month or exceeds $600 per
calendar quarter,

18 The Tax Commission may by regulation provide for returns and
payment on the 15th day of each month for employers withholding
taxes of $100 or more for the preceding calendar month.

enforcement personnel in training pro-
grams conducted by the Internal Revenue
Service, authorized by Federal legislation
that was recommended by the Advisory
Commission on Intergovernmental Rela-
tions (Public Law 87-870). The same law
allows the Internal Revenue Service to
perform statistical and related services for
State tax agencies on a reimbursement
basis.

To avoid the possibility that the same



TasBLE 56.—Individual Income Taxes: Effect of Federal and State Deductability, for a Married
Couple at Selected Taxable Income Levels, Federal and New York Tax Rates, 1963 1

1. EFFECTIVE RATE OF TAX (percent) 2
Combined Federal and New York
T le i 3 Federal (assuming :
axable income no State tax) New York Nﬁge‘se‘g: %on Assuming New York
New York g; r allowed deduction
Federal tax for Federal tax
(1) @) &) O]
$25,000,........ ... 0000 28.9 7.8 33.3 81.6
$100,000. .. ...........0unnn 53.6 9.3 56.3 54.8
$1,000,000,......00iiienns 86.0 9.9 86.9 86.1
2. NET INCOME REMAINING AFTER TAX
Percent of net income remaining Percentage reduction in income
after tax remaining after tax due to
New York tax
Combined Federal and
New York
No deduction Assuming New
Federal . . allowed b York allowed
alone No deduction Assuming New New York for deduction of
100.0-(1) allowed b York allowed Federal tax Federal tax
* New York for deduction for BV—(6) < (5 B\—(7)
Federal tax Federal tax ®&)-6)+0) G)-(N+6)
100.0(8) 100.0~(4)
3 (6) ™ ® )]
$25,000, .. ..., innes 71.1 66.7 68.4 6.2 38
$100,000, .................. 46.4 43.7 452 5.8 2.6
$1,000,000.................. 14.0 18.1 18.9 6.4 7

1 State income taxes are deductible for purposes of the
Federal income tax. The New York income tax does not
permit deduction of the Federal income tax. For purposes
of illustrating the effect of mutual deductibility, however,
the last column shows the effective rate of combined Fed-
eral and New York taxes, assuming that New York per-
mitted deduction of the Federal tax.

income will be taxed under the income
tax laws of more than one State, States
either allow a credit for income taxes paid
by their residents to other States or re-
ciprocally exempt one anothers’ residents
(table 55). Only Alaska, New Hampshire,
and Tennessee have no such provision,
but the latter two States tax income from
only interest and dividends. More than
half of the income tax States provide for
the credit whether or not the other State
reciprocates.

2 Tax liability as a percent of taxable income (see foot-
note 3). Note that this definition of “effective rate” differs
from that applied in table 50.

3 Income after all deductions (except income taxes) and

ersonal exemptions. Computations of Federal tax allow
or income splitting.

Deductibility—The Federal income tax
allows deduction of State income taxes in
computing net income for Federal tax
purposes. In addition, approximately
one-half of the income tax States allow
taxes paid to the Federal Government to
be deducted in computing State tax liabil-
ity, and 6 States allow the State individual
income tax itself to be deducted (table 53).

The deductibility feature, whether ap-
plicable under the Federal tax alone or
on a mutual basis, affects the overall bur-
den of the taxpayer and the distribution
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of the combined net revenues among Fed-
eral and State governments.

Table 56 shows the effect of deducti-
bility of individual income taxes at se-
lected income levels. New York does not
permit deductions of the Federal income
tax, but for purposes of illustration the
combined Federal and New York taxes
have been computed in two ways: (1) with
no deduction allowed for Federal tax and
(2) assuming that New York allowed de-
duction for Federal tax.

It will be noted that at the $1 million
taxable income level the net increase in
the combined effective rate resulting from
the State tax for residents of New York,
which does not allow a deduction of
Federal taxes, is 0.9 of 1 percentage point.
At $25,000 the addition of the State tax
increases the effective rate from 28.9 per-
cent to 33.3 percent. At $100,000 the
effective rate is increased from 53.6 to
56.3 percent.

Where the State allows the Federal tax
as a deduction, the addition of the State
tax to the Federal tax results in an even
smaller increase in total tax burden. It
will be noted by reference to table 56 that
for an individual subject to the 9.3 per-
cent New York tax on a net income of
$100,000, the combined burden of the
Federal and New York taxes, assuming
here that New York allowed a deduction
of the Federal tax, would be 54.8 percent,
or only 1.2 percentage points higher than
the Federal tax of 53.6 percent.

The effect of deductibility on net in-
come remaining after tax is illustrated in
part 2 of table 56. For example, in the
case of a $100,000 net income subject only
to the Federal tax, 46.4 percent of the net
income remains after tax. The addition
of the New York tax (9.3 percent), which
does not allow the deduction of Federal
taxes, reduces net income remaining after
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tax from 46.4 percent of 43.7 percent, or
by 5.8 percent. This is due to the fact
that the State tax is deductible for Federal
income tax purposes. At the $100,000 net
income level, the addition of the New
York tax, assuming in this case the deduc-
tion of Federal taxes, would reduce the
net income after tax from 46.4 percent to
45.2 percent, or by 2.6 percent.

The foregoing discussion illustrates the
effect of deductibility on the aggregate
Federal and State income tax burdens at
various income levels in terms of 1963 tax
rates. Also significant, particularly be-
cause of its impact on investment deci-
sions, is the effect of deductibility on the
marginal tax rate—that is, the rate appli-
cable to additional amounts of income.
The table below shows the effect of deduc-
tibility at the margin on the basis of the
new Federal rates, effective with respect
to income earned in 1965. Where Federal
taxes are deductible from a State tax with
a 10 percent marginal rate, the addition
of the State tax raises the combined mar-
ginal rate by about 214 percentage points
(from 50 to 52.63 percent) at the $25,000
income level and by slightly less than 1
percentage point (from 70 to 70.97 per-
cent) at the $200,000 income level.

A large proportion of Federal taxpayers,
particularly at lower income levels, do not
itemize their deductions but elect instead
the 10 percent standard deduction (with
an upper limit of $1,000). Currently
about three-fifths of all filers of tax re-
turns with incomes under $10,000 use the
standard deduction (61.9 percent for
1962). Although such taxpayers do not
benefit directly from the deductibility fea-
ture, the standard deduction is itself fixed
at a level that takes account of the deduc-
tion of State income taxes. Also, there is
an upward trend in the number of tax-
payers who itemize their deductions.



Effect of the Deductibility of a State 10 Percent Marginal Tax Rate on Combined Federal and State
Individual Marginal Income Tax Rates, at Selected Net Income Levels Under 1965 Rates 1

(Percent)
State does not allow deduction State allows deduction of
of Federal tax Federal tax
Federal
taxable income Federal
before marginal rate Percentage of additional dollar of Percentage of additional dollar of
additional for a single income paid to- income paid to—
dollar of individual
income
Federal State Federal Federal State Federal
Government | Government and State Government | Government and State
$25,000 50 45.0 10.0¢ 55.0 47.87 5.26 52.63
80,000 538 47.7 10.0 57.7 50.87 4.96 55,33
50,000 62 55.8 10.0 65.8 59.49 4.05 63.54
100,000 70 63.0 10.0 78.0 67.74 3.23 70.97
200,000 70 63.0 10.0 73.0 67.74 3.23 70.97

1 The marginal rate is the rate applicable to the addi-
tional taxable income resulting from an additional dollar
of income. The Federal Government allows taxpayers to
deduct State income taxes in computing net taxable in-
come for Federal purposes. More than half of the income
tax States allow deduction of Federal tax in computing the
State tax. The top State rate is as high as 10% in only

The growing use of the standard deduc-
tion by the States has not greatly restricted
the benefits of deductibility where it exists
at the State level since most of the States
that permit deductibility of Federal taxes
allow the standard deduction in addition
(table 54).

Deductibility of the Federal income tax
for State tax purposes tends to suppress
rate progressivity. It need not do so,
however, because rates and exemptions
can be set at such a level as to offset its
influence. This is illustrated by the ef-
fective rate data in table 50 for Minnesota
and Vermont—at least up to the $25,000
income level. Minnesota allows deduc-
tion of the Federal tax; Vermont does not.
Yet the effective rates are almost identical
at the four income levels for which they
have been computed. Minnesota’s statu-
tory rate structure is considerably more
highly graduated than is Vermont’s, and
the former allows larger personal exemp-
tions than does the latter (tables 52 and
53).

The effect of deductibility of Federal

8 States. In 3 of these the rate is 109%. In 2 States the top
rate is 10.5 percent, and in 2 it is 11 percent. In Alaska
a rate of 14.56 percent is applicable to income above
$200,000.

Source:
Treasury.

Office of Tax Analysis, the Secretary of the

income taxes is illustrated dramatically in
a recent study by Emanuel Melichar of
the impact of alternative provisions of
State individual income taxes on burdens,
progressions, and yields.” To measure the
real impact of State income taxes, taking
account of the effect of deductibility of
State income taxes on Federal returns,
Melichar computed the “net burden” of
the State income tax at each of 15 adjusted
gross income levels for a single person and
a married couple. The “net burden” was
then computed as a percentage of the
residual income (that is, adjusted gross
income less Federal tax if no State tax were
levied). The results of these computa-
tions for selected adjusted gross income
levels (on the basis of 1960 tax provisions)
are presented in table 57. In all the
States that allow deduction of the Federal
tax the ratio of “net burden” to “residual

7 State Individual Income Taxes (Monograph 2; Storrs:
The University of Connecticut, Agricultural Experiment
Station, July 1963). Melichar defines “net burden” as the
difference between the combined State and Federal income

taxes paid and the Federal income tax that would have
been paid if no State tax were levied.
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income” increases at successive levels of
adjusted gross income to $25,000, and in
most of them it declines rapidly at the
higher income levels. In most States that
do not allow deduction of the Federal tax
the ratio continues to increase to the
$50,000 level and in some to the $100,000
level, declining gradually for higher in-
comes. The Melichar study concludes
that, in general, State income tax struc-
tures are more or less progressive at the
lower and middle income brackets and
become regressive at the higher brackets,
and that allowance of Federal income tax
deductibility reduces progressiveness at the
lower brackets and accentuates regressive-
ness at the higher brackets.

Federal-State Duplication

On a national scale and measured in
terms of tax dollars collected, Federal-
State tax duplication in individual income
taxation is relatively small. The $2.7
billion individual income taxes collected
by State governments in the fiscal year
1962 equalled 6 percent of Federal tax
collections. The ratio of State to Federal
taxes has edged up in recent years, as the
following table shows, but even the present
6 percent ratio represents only a 114-per-
centage-point change in the first-bracket
rate of the Federal tax. The fact that
State individual income taxes have in-
creased relative to Federal tax collections
reflects the 1954 drop in Federal rates and
a general upward trend in State rates.
The Federal rates have remained un-
changed during this period since 1954.

The Library of Congress has developed
data on the geographic incidence of Fed-
eral revenue sources, making it possible
to compute roughly the ratio of State in-
dividual income tax collections to Federal
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Federal and State Individual Income Tax
Collections, Selected Years, 1952-62

(dollar amounts in millions)

State
Year Federal
Percent of
Amount Federal
$45,571 $2,728 6.0
40,715 2,209 54
34,724 1,544 44
32,188 1,374 43
29,542 1,004 8.4
27,921 913 3.3

Note: Data for years prior to 1960 exclude Alaska and
Hawaii.

collections in each State.® Average annual
Federal individual income tax collections
(net of refunds) for the three fiscal years
from July 1, 1958 through June 30, 1961
were allocated to the States of origin in
proportion to the amount of “income tax
after credits,” as tabulated from unaudited
individual income tax returns for 1959.
This procedure does not provide a totally
satisfactory distribution by State of origin
because taxpayers may file their Federal
returns from States where they are em-
ployed and not necessarily where they re-
side. As a result, taxes reported for Fed-
eral purposes do not always conform to
liability for State taxes and are probably
somewhat overstated for the more indus-
trialized States and understated for the less
industrialized States.

Despite these limitations there is a suf-
ficiently wide interstate variation in the
level of State individual income tax col-
lections to make some valid comparisons
of percentage relationships between State
and Federal income tax collections. Aver-
age annual State collections for the years
1959-61 (the period for which Federal
collections were computed) were about 10

8 1. M. Labovitz, Federal Revenues and Expenditures in
the Several States; Averages for the Fiscal Years 19591961
(The Library of Congress, Legislative Reference Service,
Sept. 19, 1962).



TABLE 57.—Net Burden of State Individual Income Tax as a Percent of Residual Income, for a
Married Couple at Selected Adjusted Gross Income Levels, by State, 1960

(Percent)
Adjusted gross income
State
$5,000 $10,000 $25,000 $50,000 $100,000 $500,000 $1,000,000

Alabama®*,............... 0.23 1.28 198 1.61 1.13 0.29 0.26
Alaska, ... PPN 1.70 2.14 2.61 3.07 3.59 3.19 4.16

34 72 1.26 1.23 91 25 23

46 1.85 2.14 233 2.24 1.40 1.72

28 .65 1.55 249 2.83 1.92 2.39

1.46 2.34 3.34 2.84 2.08 54 A48

1.08 2.79 444 4,18 3.81 2.26 2,77

1.15 1.783 2.17 2.34 2.25 1.40 1.72
Georgia.................. .37 1.40 2.93 2.98 2.78 | 1.68 2.07
Hawaii,.......coo00nnnen 2.45 3.31 8.75 3.67 3.76 248 3.08
Idaho*................... 1.90 2.96 3.83 3.13 2.26 58 51
Towa*, .. .........c0ivnnn .75 1.61 1.71 1.29 .87 22 19
Kansas*.................. . 73 1.08 1.56 1.52 1.14 31 28
Kentucky*, . ............. 1.87 2.69 3.34 2.64 1.86 A7 42
Louisiana®*, ,,...., D P 44 .76 .86 .70 21 22
Maryland, ............... 1.60 2.07 2.02 1.72 1.47 85 1.04
Massachusetts* 2, .., ..... 76 1.40 1.43 1.07 1 .18 16
Minnesota®, ............. 1.70 3.16 4,15 3.59 2.68 .70 .63
MississipPi. .. .oivveviiiii]iiriiennesse 37 1.58 2.28 248 1.65 2.05
Missouri®* ..., ........... 31 .88 1.43 1.22 .86 28 20
Montana®*. ., ....... Crees 91 1.87 2.77 227 1.62 41 .37
New Mexico*,............ - 25 45 46 42 35 14 13
NewYork, ......oo0vnennn 1.24 2.64 476 4.90 4.64 2.80 3.45
North Carolina. .. ........ 1.47 2.80 3.92 3.68 3.34 1.97 243
North Dakota* ., ........ 43 1,16 3.38 3.21 2.45 .65 59
Oklahoma*, ., ........... 34 72 1.43 1.54 1.20 .33 .30
Oregon*, ,............... 1.90 3.14 3.80 3.12 2.25 57 51
South Carolina*3, ., ...... 74 191 3.55 8.58 3.27 1.97 2.42
Utah*. .. ... iinennns 91 1.96 222 1.71 1.17 29 26
Vermont, ,.........c.000. 2,40 4.15 4.73 4,15 3.67 2.13 2.60
Virginia. ., .............. 92 2.05 2.89 2.66 2.39 1.41 1.78
Wisconsin, .. .......c00uu.. 1.81 2.73 4,98 4.95 4.63 2.78 3.42

®Federal income tax deductible.

1 Deductibility of Federal income tax limited to $300 for
an individual and $600 for married persons filing joint
returns.

2 Deductibility of Federal income tax limited to taxes
paid on professional or business income,

percent of Federal individual income tax
collections in the 33 States with personal
income taxes. In 8 States the ratio of
State to Federal collections was less than
5 percent, and in another 9 between 5 and
10 percent. In 16 States this percentage
exceeded 10 percent, and in half of these,
15 percent (table 58).

The wide variation in the relative
weight of State income taxes is explained
largely by differences in tax rates and per-
sonal exemptions. Two-thirds of the

3 Deductibility of Federal income tax limited to $500 per
taxpayer.

Source: Emanual Melichar, Siate Individual Income
Taxes, (Monograph 2; Storrs: The University of Connec-
ticut, Agricultural Experiment Station, July 1963).
States with relatively low State collections
allow the Federal tax as a deduction for
State income tax purposes. This, how-
ever, is only a partial explanation of the
variation. About half of the relatively
high-yield State taxes also allow this de-
duction but compensate for it by impos-
ing relatively high statutory rates on lower
and middle incomes.

These statistics illuminate the diverg-
ence in State attitudes toward the personal
income tax as a source of State revenue.
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TaBLE 58.—Individual Income Taxes: State Collections as a Percent of Federal Collections,
Averages for 1959-61

Under 5 percent 5-10 percent 10-15 percent 15 percent and over
Arizona ............... 4.7 | Alabama ,............ 6.7 [ Colorado ............ 11.0 | Alaska ,..,........... 21.0
Louisiana ,..... veneee. 27 | Arkansas ,............ 5.6 | Kentucky ............ 12,5 | Delaware ,............ 15.8
Mississippi ............ 4.5 | California .,,......... 5.0 | Maryland ........... 106 | Hawaii .............. 22.1
Missouri .............. 4.5 | District of Columbia,,, 8.9 | Massachusetts . ....... 1L.7 [ Idaho ,............... 16.5
New Hampshire ....... 13| Georgia .............. 7.8 | Minnesota .......... 13.8 | North Carolina ....... 16.1
New Mexicol ,,,...... 321lowa ,................ 7.9 | New York ........... 136 | Oregon .............. 21.6
Oklahoma . ............ 45 Kansas ............... 6.1 | South Carolina ...... 11.1 | Vermont ............. 19.7
Tennessee . ............ 12| Montana ,............ 89 | Virginia ... .......... 119 | Wisconsin ,,.......... 16.4

North Dakota ........ 6.2
Utah ................ 9.5
Number of States ... ... 8 10 8 8

Caution: These data are subject to important limita-
tions and the reader is urged to consider the qualifications
noted in the accompanying text in interpreting them.

Fourteen States choose not to use the in-
come tax and have held to this view even
in the past 20 years, when the pressure for
revenue was great; 2 choose to tax only
income from intangibles; and 1 only the
income of commuters. The remaining 33
States use broadly based taxes but with
varying degrees of intensity, ranging from
about 3 percent of Federal tax liabilities
in Louisiana to over 21 percent in Alaska,
Hawaii, and Oregon. The yield of the
New Hampshire and Tennessee taxes, re-
stricted to income from intangibles, is less
than 2 percent of Federal collections.

This divergence in State attitudes to-
ward income taxation, quite apart from
the States’ desire to preserve freedom of
action with respect to the structure of
their respective income taxes, has im-
portant implications for Federal-State tax
coordination.

Municipal Income Taxes

Income taxes are levied by local govern-
ments in 6 States, but they are widely
used in only 2, Ohio and Pennsylvania
(table 59). In 1963 Oklahoma authorized
municipalities to impose income taxes, but
none had done so before 1964.

Ten of the 43 largest cities (with popu-
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1 Since State income tax collections include both the in-
dividual and corporate tax, the computation is based on
State and Federal collections from both taxes.

lations of over 300,000) use this source of
revenue.’ Twenty-nine cities with popu-
lations of 50,000 and over impose income
taxes. In addition to the District of
Columbia, 11 of these cities are located
in Ohio, 9 in Pennsylvania, 3 in Kentucky,
2 in Michigan, 2 in Missouri, and 1 in
Alabama (table 59).

Philadelphia imposed the first munici-
pal income tax in 1939. Under Pennsyl-
vania’s blanket authorization of 1947,
which permitted local governments to use
sources of revenue not employed by the
State, with certain exceptions, even the
smallest taxing jurisdictions could levy
individual income taxes. Approximately
45 cities and 350 boroughs do so, as do
about 145 townships and almost 1,300
school districts. Frequently the tax is im-
posed by coterminous units, and in such
cases the combined rate is limited to one
percent. Where school districts, for ex-
ample, are coterminous with the cities,
boroughs, and townships, the Il-percent
rate is shared among them on the basis of
their respective revenue needs as deter-
mined by mutual agreement.

9 Detroit, Philadelphia, Pittsburgh, St. Louis, Kansas
City (Mo.), Cincinnati, Columbus, Toledo, Louisville, and
Washington, D.C.



TaBLE 59.—~Municipal Income Tax Rates, January 1, 1964

Income tax Income tax
as percent as percent
of total tax Ra of total tax
. Rate revenue, . te revenue,
State and city (percent) 1962 State and city (percent) | 1962
(cities over (cities over
50,000 50,000
population) population)

Alabama: Gadsden,................ 2.0 42.2 || Ohio—continued.

Kentucky: Cities of 50,000 popu-
Catlettsburg.................... 1.0 XX lation and over—

Covington, ...........ccovevnnnn, 15 28.2 continued.

Frankfort,..................... 1.0 XX Lima ,........... 0.75........ 61.2

Hopkinsville. ., ................ 1.0 XX Springfield ....... 10........ 64.1

Lexington,...............o.vue. 1.5 512 Toledo .......... 10........ 54.1

Louisville, ..................... 1.25 47.1 Warren .......... B 64.4
%efferson County?l,.......... 1.25 XX Youngstown . ..... 10,........ 54.8

Mayhield,...................... 67 XX 72 cities and villages Ranges XX

Maysville, ...............c.o00 1.0 XX (with less than 50,000 from 0.5

Newport, .....ovvuvivnrnrnnnnis 2.0 XX population) to 1 per

Owensboro, .. .................. 1.0 XX cent.

Paducah..............ovvuiens 1.0 XX || Pennsylvania:

Pikesville, .. .................... 1.0 XX Cities of 50,000 popu-

Princeton., .............co0vvun. 1.0 XX lation and over:

Michigan: Allentown . ....... 1.0....... 28.4
Detroit, ............cocovvvnnn. 1.0 ® Altoona . ,........ 10....... 21.%
Flint,..........cccoevvvinvinnn] 1.0 o) Bethlehem . ...... 10....... 24.6
Hamtramek.................... 1.0 XX Erie ............. 10....... 20.7

Missouri: Johnstown . ...... 10....... 17.2
Kansas City.................... 5 ® Lancaster ........ 35, ...... 27.1
St.Louis, ..........vvvennnnnn. 1.0 30.1 Philadelphia ..... 1.625..... 404

Ohio: Pittsburgh ....... 410....... 21.1
Cities of 50,000 population Scranton ......... 55....... 179

and over: Approximately 35 other Ranges XX
Akron..................... 1.0 * cities, 850 boroughs, 145 from
Canton.,,............onvuns 6 58.9 townships, and 1,265 0.25 to
Cincinnati................. 1.0 89.7 school districts. 1.0 per
Columbus, ................. 1.0 66.0 cent.
Dayton.................... 75 46.0
Hamilton.,................ 8 49.0

Note: Excludes Washington, D.C., which has a graduated
net income tax that is more closely akin to a State tax
than to these municipal income taxes (see table 53).

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

The first local income tax in Ohio was
imposed by Toledo in 1946. At last count
83 Ohio municipalities were imposing in-
come taxes at rates ranging from one-half
to 1 percent.

The present St. Louis income tax was
enacted in 1954. Earlier income taxes
had been enacted in 1948 and 1952 for
temporary periods. Kansas City was au-
thorized to levy an income tax in 1963
and did so, effective January 1, 1964.

In Kentucky the city income taxes are

2 Tax went into effect after fiscal year 1962.

3 The Lancaster city tax is 0.5 percent. The Lancaster
township school tax is 1 percent.

4 The Pittsburgh city tax is 1 percent. The Pittsburgh
school district tax is 0.5 percent.

5 The Scranton school district rate is also 0.5 percent.

levied as “occupational license taxes.”’!
This form of tax was first adopted by
Louisville in 1948. Twelve other Ken-
tucky cities and Jefferson County (in
which the city of Louisville is located)
have enacted similar measures. The Jef-
ferson County tax is imposed at the same
rate as the Louisville tax and allows tax-

10 This form of tax is levied because it is believed to be
debatable whether Kentucky’s Constitution permits the
State to delegate the authority to levy an income tax to its
subdivisions. The Constitution enumerates the taxes which
can be delegated but does not include the income tax
among them. Authority to delegate license powers to the
municipalities is explicit.

135



TaBLE 60.—Municipal Income Tax Bases, January 1, 1964

Individuals Unincorporated business Corporations
Salaries and wages and other
compensation for personal Net profits Net profits from
services activities conducted
within city allo-
N N cated on basis of—
. on- . on-
State Residents residents Residents residents
All i oo | (D) Prop
Income | earned | Income |ACHVIHES| o civitjes|Activities) erty | (1) Gross
earned | income | earned dco?ed wherever dcon- 4 (2) Gross re-
within | regard- | within | SUES | con- ‘?cﬁ? re: ceipts
city lessof | city | Vi ducted | Witnin ceipts| (2) Pay-
origin 1 city city (3) Pay- rolls
rolls
Alabama: Gadsden? ,............... D S D B O b G s D S P
Kentucky: 2
7 cities and 1 county® ,,........ P, SR R D T D URFA I I S I X
6 cities® . .. .. iiieiiieiiiiens D S T O S (S I
Michigan: 3 cities® ... ... cooiis|iiennes XX X X D ST DO
Missouri: St. Louis and Kansas City...|......... Xooon X e X X D, N
Ohio Cities .......vvvvuveveninrncnasfiornanens XX X X X8 e,
Pennsylvania local governments .., ...0. ........ b, SU b G [

1Various types of intergovernmental tax crediting or
reciprocity arrangements are employed in Ohio and Penn-
sylvania, to avoid double taxation. .

2 The taxes in Gadsden, Alabama, and in Kentucky cities
are imposed as occupational license taxes. .

3 Cattlesburg, Frankfort, Lexington, Louisville, Owens-
boro, Pikesville, Princeton, and Jefferson County.

payers subject to the Louisville tax a
credit for that tax. Gadsden, Alabama
also levies its tax as an ‘‘occupational
license tax.”

In Michigan, Ohio, and Pennsylvania
there is no overlapping State tax. The
latter two prohibit local governments
from entering tax fields already occupied
by the State. In Pennsylvania, where the
State levies a corporate income tax, the
local taxes do not apply to corporate in-
come. Michigan and Ohio levy neither
an individual nor a corporate income tax
at the State level, and the cities in those
States are permitted to tax corporations
as well as individuals.

In the Kentucky cities, in Gadsden,
Alabama, and in St. Louis and Kansas
City, Missouri, income recipients are gen-
erally subject to three income taxes (Fed-
eral, State, and local).
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4 Covington, Hopkinsville, Mayfield, Maysville, Paducah,
and Newport. In most of these cities businesses and pro-
fessions are taxed under a separate business license tax,

5 Detroit, Flint, and Hamtramck.

. 8 Dayton substitutes for the payroll factor total produc-
tion costs.

7 School districts in Pennsylvania are not allowed to tax
nonresidents.

All municipal income taxes are imposed
at low flat rates. Gadsden, Alabama and
Newport, Kentucky impose the highest
rate—2 percent. The maximum rate that
may be imposed in Pennsylvania is 1 per-
cent (except in Philadelphia, where the
current rate is 154 percent). The rate is
as low as one-fourth of 1 percent in some
of the smaller jurisdictions in Pennsyl-
vania. Ohio limits the city rates to 1 per-
cent unless the voters approve a higher
rate (which has not yet been done). The
rate in St. Louis is 1 percent and in Kansas
City one-half of 1 percent. In Kentucky
cities the rates range from 1 to 2 percent;
in the three Michigan cities with an in-
come tax the rate is 1 percent.

The local taxes are generally levied
on gross earnings of individuals and
net profits of professions and unincor-
porated businesses. Net profits of cor-



porations are also taxed by Ohio cities,
some Kentucky cities, Kansas City and
St. Louis, Mo., and Detroit, Flint, and
Hamtramck, Mich. (table 60). Employees
are taxed on all forms of income received
as compensation for services, including
salaries, wages, commissions, bonuses, in-
centive payments, and tips. Pay received
by members of the armed services on full-
time active duty is generally specifically
exempted. Other types of income spe-
cifically excluded are: old-age pensions
and similar payments from Federal, State,
and local governments, unemployment
compensation, and pensions and annuities
from whatever source derived.

Income from salaries and wages is
generally taxed on a gross basis, with no
exemptions or deductions, and the full
amount of the tax is withheld by the em-
ployer. Warren, Ohio, is the only city
that provides a personal exemption. The
first $1,200 is exempt from Warren’s tax,
and withholding applies only to the amount
in excess of $1,200. Springfield, Ohio,
taxes only incomes in excess of $1,040 a
year, but if income exceeds $1,040, the
entire income is taxed. In Springfield,
there is no exemption for withholding
purposes, and the taxpayer must establish
that his income was less than $1,040 in
order to get a refund.

Several of the Ohio cities exempt per-
sonal earnings of individuals under a
specified age (either 16 or 18).

Since the taxes are basically earned in-
come taxes, the various types of unearned
income (dividends, interest, rents, capital
gains) received by individuals are all
exempt. Net profits of unincorporated
businesses, however in some cases include
net capital gains.!’ Net rentals from real

1 In some of the Ohio cities (Toledo, Columbus, and
Canton, for example) capital gains and losses are not con-
sidered in arriving at net profits,

estate are taxable when the rentals can be
considered as income from a business ac-
tivity. Some Ohio cities determine
whether rentals constitute income from a
business activity on the basis of gross
rentals received.’* Louisville holds an in-
dividual to be employed in the real estate
business if this activity requires at least 30
percent of his time. For business and pro-
fessions the tax base is net profits, which
are determined in much the same way for
unincorporated and incorporated business.
Ordinary and necessary business expenses
similar to those allowed by the Federal
Government are generally deductible.

Residents are generally taxed on earned
income and net profits from professions
and unincorporated business, regardless of
where the income is earned or the activi-
ties are conducted, while nonresidents are
taxed only on income arising within the
municipal limits. The occupational license
taxes of Kentucky cities and Gadsden, Ala.,
however, apply only to income or net pro-
fits derived within the city in the case of
both residents and nonresidents since the
tax is imposed on the privilege of doing
business within the city.

Pennsylvania has taken steps to prevent
double taxation under local income taxes.
The State enabling act, which authorizes
local income taxes, permits municipalities
to tax residents and nonresidents but pro-
vides that credit be allowed for income
taxes paid to the place of residence against
the tax imposed on nonresidents by a
municipality where a taxpayer works or
operates a business.”* The community of

12For example, in Cincinnati if gross rentals exceed
$1,200 a year, the entire net income from rentals is taxed;
but if gross rentals are less than this amount, it is assumed
that such rentals are not a business activity and therefore
are not taxable.

18 For a detailed discussion of interjurisdictional tax
crediting and double taxation problems in Pennsylvania,
see Robert A. Sigafoos, The Municipal Income Tax: Iis
History and Problems, (Chicago: Public Administration
Service, 1955).
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residence is thus given a priority. In
Philadelphia, however, a nonresident gets
no credit against the Philadelphia tax for
a tax paid to the jurisdiction in which he
resides. In many cases, after a city or
borough imposes an income tax, the
neighboring governmental units follow
suit, and in actual practice the income tax
eventually becomes a tax on residents
only. If two overlapping political sub-
divisions impose an income tax on the
same person and the combined levy ex-
ceeds the statutory rate limitation of I
percent, the effective rates are auto-
matically halved during the period of
duplication. The two units may also
agree to divide the maximum rate in some
other manner. If nonresidents employed
in a Pennsylvania city make no claim for
credit for income taxes imposed at their
places of residence, the city may collect
from them the full 1-percent income tax,
although it collects only one-half of 1
percent from its residents, who are also
subject to a one-half of 1 percent school
district income tax. School districts are
permitted to tax only the income of
residents.

In Michigan and Ohio cities the place
of employment is given priority. Resi-
dents are given a credit for a tax paid to
another city or are allowed to exclude
from the tax base income on which a tax
has been paid to another city. Some cities
in Ohio limit the credit to 50 percent of
the tax liability and require reciprocity.*
The extent to which tax credits are al-

14 For example, Toledo and its neighboring city of
Maumee both have a 1 percent rate. Residents of one city
employed in the other pay one-half of 1% of their income
to each,

15 Michigan enacted legislation, effective January 1, 1965,
authorizing all cities to adopt a uniform local income tax
of 1% on residents and 14% on nonresidents. Under the
new Michigan law, an individual living in one city and
employed in another, both with local income taxes, pays
14% to his city of residence and 14% to the city where he
is employed.
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lowed, if any, as well as reciprocity ar-
rangements, are subject to local determina-
tion.*®

All of the cities that tax corporate net
income permit allocation of the incomes
of domestic and foreign corporations.
The ‘‘Massachusetts formula,” which al-
locates income on the basis of tangible
property, payrolls, and gross sales is gen-
erally used. In Kentucky cities, only two
factors—gross receipts and payrolls—are
used (table 60).

Income taxes are second only to sales
taxes as a source of local nonproperty tax
revenue. In 1962 total revenue from
municipal income taxes (including the
District of Columbia) was $308 million.
Although insignificant nationally, income
taxes contribute importantly to local fi-
nances in Pennsylvania and Ohio and in a
number of cities in other States. Almost
half of the local income tax revenue in
1962 was collected by municipalities and
school districts in Pennsylvania ($151
million) and almost a fourth by cities in
Ohio ($73 million). In many of the cities
that use it, the income tax has become the
most important source of revenue, outstrip-
ping the property tax. Eight of the 24
largest cities (population of over 50,000)
with income taxes in 1962 obtained more
than one-half, and 10 obtained between 25
and 50 percent of their tax revenue from
the income tax (table 59). Detroit, which
initiated its income tax in fiscal 1963, col-
lected over $30 million that year—about
20 percent of its tax revenue.

Shared Taxes

Five States (Maryland, New Hampshire,
South Carolina, Tennessee, and Wiscon-
sin) shared about $71 million of their in-
dividual income tax collections directly
with local governments in the fiscal year
1962 (table 61). This represented almost



TABLE 61.—State Collected, Locally Shared Individual Income Taxes, 1962

Recipient Amount

Tax revenue N b Local use

Distribution formula local distributed

State (thousands) governments | (thousands) | ©°f funds

Maryland........... $99,257 | Equivalent of 1.7% of taxed investment in- | Cities. ,.... $8,018 General
come and 0.68% of taxed other income of | Counties, ., | 14,213 purposes.
taxpayers residing in city of Baltimore
distributed to Baltimore; share of pro-
ceeds equal to same percentages of taxed
income of taxpayers residing outside cities
distributed to counties; and share of pro-
ceeds equal to same percentages of taxed
income of taxpayers residing in cities
other than Baltimore divided equally be-
tween counties and such cities.

New Hampshire, , ... 1,689 | Proceeds, less administrative costs, distrib- | Cities. .. ... 476 General
uted to city or town of residence of tax- | Towns, .... 1,152 purposes.

ayer.

South Carolina, ,..... 1 47,350 PeI:cZntage of proceeds (except from banks), | Counties 13,459 General
as determined annually by legislature, purposes.
distributed in proportion to population.

Tennessee. .......... 6,450 | 84 distributed to city of origin or to county | Cities. .. ... 1,451 }General
of origin where taxpayer resides outside | Counties...! 216 purposes.
city.

Wisconsin, ,......... 144,412 | 339 );listributed, 14 to county of origin and | Cities or
54 to city or town of origin. towns. . ..| 235,002 General

Counties, ..; 2 7,018 purposes.
Total,,....... 299,158 | .. i e e 71,075

1 Includes corporation income taxes.
2 Estimated individual income tax portion of combined
individual and corporate income tax distribution.

one-fourth of the personal income tax rev-
enue of these States but only 3 percent of
all State individual income tax collections
in 1962. The amount of directly shared
income taxes, as in the case of general sales
taxes, is only a small portion of the total
that finds its way into local treasuries.
Several States, including Massachusetts,
Minnesota, and Utah, earmark all or part
of their individual and corporation in-

Source: U.S. Bureau of the Census, State Payments to
Local Governments, 1962 Census of Governments, Vol. Vi,
No. 2.

come tax proceeds for aid to education.
Furthermore, in those States where in-
come taxes are placed in general funds,
they are included in amounts appro-
priated for various State aid purposes, in-
cluding education. It is estimated that,
in addition to the directly shared indi-
vidual income taxes, about $900 million
was distributed in 1962 as grants-in-aid
to local governments.
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Chapter 9
CORPORATION INCOME TAXES

The modern Federal corporation in-
come tax originated with the excise tax of
1909, which was levied at a 1-percent rate
on corporate net income above $5,000.1 A
few States had experimented with cor-
poration income taxes earlier, but the first
successful State corporation income tax
was imposed by Wisconsin in 1911, This
form of taxation is now imposed by 37
States and the District of Columbia.?
With the exception of New Hampshire
and West Virginia, all States that tax indi-
vidual income also tax corporate income.
Four States (Connecticut, New Jersey,
Pennsylvania, and Rhode Island) do not
tax individual income but do tax corpora-
tion incomes.®

Corporate income taxes are also im-
posed by St. Louis and Kansas City (Mis-
souri), 7 cities and 1 county in Kentucky,
8 cities in Michigan, and approximately
80 Ohio cities.* All of these are com-
panion taxes to the low-rate taxes imposed

1The tax was levied as an excise on the privilege of
doing corporate business, measured by net income.

2 Almost all States levy a variety of franchise or privilege
taxes and fees on domestic and out-of-State corporations
for the right of using the corporate form of organization
or as a condition of doing business within the particular
State. The capital stock tax is one of the common forms
of privilege levies and is now employed in about three-
fourths of the States. In a few States the capital stock tax
is an alternative to the income tax, with the corporation
paying whichever tax is higher; but in most cases it is an
additional tax. Because of the special difficulties of apply-
ing corporate net income taxes in certain fields, such as
banking, insurance, and utilities, many States levy special
in-lieu taxes on particular types of corporations.

3 New Jersey’s limited “commuters’” personal income
tax is described in chapter 8.

4 See chap. 8, table 60.
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by these cities on salaries and wages and
on net profits of unincorporated busi-
nesses and apply to net profits from ac-
tivities conducted by corporations within
the city.

In 1963 the Federal and State govern-
ments collected $23.1 billion from corpo-
ration income taxes. The corporate in-
come tax accounted for 25 percent of
Federal tax revenues. This percentage
contrasts with State corporate tax yields
of $1.5 billion, representing 6.8 percent of
their tax revenues, exclusive of levies for
unemployment compensation.

Federal Taxes

Under the recently enacted changes in
the Internal Revenue Code, the Federal
corporate income tax now consists of a 22-
percent normal tax rate (previously 30
percent) applicable to total taxable in-
come, and a surtax of 28 percent (previ-
ously 22 percent), which applies to corpo-
rate income in excess of $25,000. These
new rates, totaling 50 percent for corpor-
ate income in excess of $25,000, became
effective January 1, 1964, and represent a 2-
percentage-point decrease from the previous
52 percent combined normal and surtax
rates. Effective January 1, 1965, the
surtax will drop to 26 percent, reducing
the new total (normal and surtax) rate to
48 percent. When fully effective, these
rate decreases, discounting any secondary
revenue effects that may result from
business expansion, are expected to reduce



annual corporate income tax yields by
about $2.2 billion.

The Internal Revenue Code amend-
ments also provide for the gradual com-
pletion of the shift to a pay-as-you-go basis
initiated in 1950 for the collection of taxes
from corporations with estimated annual
tax liabilities in excess of $100,000. This
acceleration of the tax payment schedule,
to start in 1964 and become fully effective
in 1970, requires that these corporations
pay one-fourth of their estimated tax
liability in each of the four quarters of
the taxable year. Under the 1950 Act
all corporations already have been on
a partial pay-as-you-go basis, being required
to pay one-fourth of their estimated tax
bill in each of the September and Decem-
ber quarters of the year in which the
income is earned and in the following
March and June quarters. Corporations
with less than a $100,000 tax liability will
continue to defer a part of their tax pay-
ments until the year following that in
which the income is earned. The cumula-
tive acceleration during this transition
period will total $7.5 billion, varying from
$260 million for the fiscal year 1964 to a
peak of $1.5 billion in each of the 1966,
1967, and 1968 fiscal years, and dropping
to $40 million in 1971.

A number of States have also shifted in
recent years to a current basis for the col-
lection of corporation income taxes, re-
quiring declarations of estimated income
from all corporations or from those with
estimated tax liabilities above a specified
amount. The States that provide for cur-
rent payment of corporate income taxes
are California, Colorado, Connecticut,
Delaware, Georgia, Hawaii, Massachusetts,
New York, Oklahoma, and Wisconsin.

Corporate income and profits taxes as-
sumed an important role in Federal rev-

enues during the war years, reflecting in
part higher levels of corporate earnings
and in part higher tax rates coupled with
excess profits taxation. Except for the
expiration of the excess profits tax at the
end of the calendar year 1953, the only
changes in Federal corporate income tax
rates have been the aforementioned re-
ductions of this year. While Federal
corporate tax yields declined consider-
ably in the fiscal years 1955 and 1959,
reflecting the recesssions of 1954 and
1958, they have tended upward since
that time.

During the fiscal year 1963 Federal cor-
porate income tax collections amounted
to $21.6 billion (net of refunds), an in-
crease of 5.4 percent over the previous
year, when corporate income tax collec-
tions felt the effects of the 1961 recession,
but only slightly greater than the tax
collected from this source in 1960. Fed-
eral Budget estimates for the fiscal years
1964 and 1965, which take account of the
1964 tax revisions, are $23.7 and $25.8
billion, respectively.

State and Local Taxes

Of the 37 States (and the District of
Columbia) that tax corporate income, 80
apply flat rates and 8, graduated rates
(table 62). The rates of tax are relatively
lowcompared with the Federal levy, ranging
between 1.75 percent and 10.5 percent, the
most common being 5 percent and 4 per-
cent. A comparison with State corporate
income tax rates in effect as of January 1,
1952, reveals that 32 States (not counting
Alaska and Hawaii) and the District of
Columbia had corporate income taxes at
that time, of which 6 applied graduated
rates. Rates in this earlier period varied
from 2 to 8 percent, but the most com-
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mon rates were also 5 and 4 percent, as
shown in the following tabulation:®
Number of States

January 1,19522  January 1, 1964

Rate (percent)

[ —mo | 1o 10 em

o
=}
—

Il el m—wmpo—poa ] b
..
—
Jost

..................
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. ? Excludes Alaska and Hawaii.

Alaska, the only State that tied its cor-
poration income tax directly to the Federal
tax (18 percent of the Federal tax liability)
changed its tax, effective January 1, 1964,
to avoid a loss in tax revenue as a result
of the Federal tax reduction. Under the
new system, which retains the tax at its
previous level, corporations pay a normal
tax of 5.4 percent on all taxable income
and a surtax of 3.96 percent on taxable
income in excess of $25,000.

The new Indiana corporation net in-
come tax (adjusted gross income tax) has
been characterized as essentially a tax on
interstate business only. The reason is
that corporations are liable for payment
of either the gross income tax (at 14 of 1
percent or at 2 percent, depending on the
nature of their business) or the adjusted
gross income tax, whichever is greater.
The tax liability under the gross income
tax will generally exceed that under the
corporation income tax for Indiana cor-
porations confined largely to intrastate
business.

All the taxes imposed by local govern-
ments are low, flat-rate taxes (in no case

5 For the States that apply graduated rates, the highest
bracket rate is shown.
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more than 114 percent), and only in Kan-
sas City and St. Louis and in some of the
Kentucky cities do these taxes overlap
State taxes.

The States are moving toward greater
reliance on the Federal tax base for State
corporate income taxes as well as for in-
dividual income taxes. Sixteen of the 37
States imposing corporate income taxes
now have adopted the Federal tax base,
with certain adjustments. In general, the
adjustments made by States in the Federal
tax base are relatively few. The more
common ones are the subtraction of in-
terest on Federal securities and the addi-
tion of State income taxes.

Deductibility

Under Federal law, State corporate in-
come tax payments are allowed as a de-
duction in computing net income for
Federal corporate income taxes. Fourteen
of the 37 States levying such taxes permit
taxes paid to the Federal Government to
be deducted in computing State tax liabil-
ity, and 9 States allow the State corpora-
tion tax itself to be deducted (table 62).

Table 63 illustrates the effect of de-
ductibility of corporate income taxes at
selected levels of net income. Pennsyl-
vania does not allow deduction of the
Federal tax, but for purposes of illustra-
tion, the combined Federal and Pennsyl-
vania tax have been computed in two
ways: (1) with no deduction for Federal
tax and (2) assuming that Pennsylvania
allowed deduction of Federal tax. In the
case of a $250,000 net corporate income,
for example, the effective rate of the
Federal income tax alone is 49.8 percent.
Under Pennsylvania law, which imposes a
tax of 6 percent and does not allow the
Federal tax as a deduction, the combined
effective rate of both taxes is 52.68 percent,



TABLE 62.—State Corporation Income Tax Rates, January 1, 1964

|

Federal
State Rate (percent) tax deduc- Related provisions
tible *
Alabama, .. .. .vvviie] iiien i i e 5 X
Alaska,..........000 First $25,000 ... ............ 5.4 -
Over $25,000 ............... 9.36
Arizona.,............ First $1,000 . ............... 1 X
$1,001-$2,000 .. ............ 2
$2,001-$3,000 ,............. 25
$3,001-$4,000 .............. 3
$4,001-85,000 .............. 3.5
$5,001-$6,000 .............. 4.5
Over $6,000 ................ 5
Arkansas, ,........... First $3,000 . ............... 1 -
$3,001-$6,000 . ............. 2
$6,001-§11,000 ............. 3
$11,001-$25,000 . ........... 4
Over $25,000 . .............. 5

California, .. ... e e 5.5 - Minimum tax: $100.

Colorado, .. .. iviii i i i e e 5 -

Comnecticut 2, . ... . ..| .. . . it 5 — If tax yield is greater, 2.5 mills per dollar of
capital employed in Connecticut. Mini-
mum tax: $25.

Delaware, .. .....vovi i e e 5 -

Georgia, ... ... o e e 4 — Rate increased to 5 percent, effective Jan. 30,
1964.

Hawaii2, ,........... First $25,000 ............... 5 - Capital gains entitled to alternative tax

Over $25000 ............ 5.5 treatment are taxed at 234 percent.

Idaho, . .o e e 10.5 X A $10 filing fee is imposed.

Indiana, ... ........o i e 2 -

TIOWa, .o 3 X

L T T S 3.5 X

Kentucky. ........... First $25,000 ............... 5 X

Over $25000 ,.............. 7

Louisiana, .. ......... ] it i i 4 X A specific exemption of $3,000, prorated ac-
cording to the proportion of total net in-
come taxable in Louisiana, is allowed
against net income.

Maryland, .. ... ... e e 5 - Domestic corporations are allowed credit for
franchise taxes in excess of $25.

Massachusetts 2, . .. .. 0. .. ... . .. . i eiinnienn 6.7656 - Includes the basic 2.5-percent rate, a tempo-
rary additional tax of 3 percent, a perma-
nent surtax of 3 ?ercent of tax, and a
temporary surtax of 20 percent of tax. All
corporations pay additional $6.15 tax (in-
cluding surtaxes) on each $1,000 of tax-
able corporate excess or on taxable Massa-
chusetts tangibles, whichever is greater.
Minimum tax, the greatest of: (1) 350 of 1
percent of the fair value of capital stock,
plus 3 percent of allocable income; or (2)
14p of 1 percent of allocable gross receipts,
plus 8 percent of allocable income; or (3)
$25 each plus the 23 percent total surtaxes.

MINNESOLA, ., .. vvivs |orrieir s ieeineneracrsenans $10.23 X Includes the 7.5-percent basic rate plus, for
taxable years beginning prior to Jan. 1,
1965, a 10-percent increase in the basic rate
and an additional tax of 1.98 percent. A
credit of $500, deductible from net income,
is allowed each corporation. Minimum
tax: $10.

Mississippi. .. ........ First $5,000 , . .............. 2 - The maximum rate for later years will be:

$5,001-$10,000 ,............ 8 1965, 8.5 percent on income in excess of
Over $10,000 . .............. 4 $10,000; 1966 and after, 3 percent on in-
come in excess of $5,000.

MiSSOUTE, ... iv v 2 X

Montana, .........coou| ciiriin i i 4.5 - Minimum tax: $10.

New Jersey. .. .ovvees]veiiiii i 1.75 - All corporations pay additional tax on net
worth.

New Mexico2, .. ..., ... i, 3 X

See footnotes at end of table.
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TABLE 62.—State Corporation Income Tax Rates, January 1, 1964—Concluded

-

Federal
State Rate (percent) tax deduc- Related provisions

tible 1

New York,........... 5.5 percent plus tax of 14 mill - Corporations are subject to the 514-percent

per $1 of allocated subsidi- tax on net income or a tax on 3 alterna-

ary capital. tive bases, whichever is greatest. The al-

ternative taxes are: (1) 1 mill on each

dollar of business and investment capital;

or (2) 514 percent of 30 percent of net

income plus compensation paid to officers

and holders of more than 5 percent of

capital stock, less $15,000 and any net loss;

or (3) $25, whichever is greatest; plus the

tax on allocated subsidiary capital.

North Carolina.......0........c.civiiiiinvnennnnes 6 -

North Dakota, ,,...... First $3,000 .,.............. 3 X

$3,001-$8,000 .............. 4
$8,001-$15,000 ............. 5
Over $15,000 ............... 6
Oklahoma?, ., .......|. .. .. it 4 X
(040 ) « T teesneess %6 — Manufacturers may claim an offset of up to
one-third of the tax for Oregon personal
property taxes paid on raw materials,
goods in process, and finished products.
Pennsylvania?, .. ...l ... .0oiiiiiiiiienn i, 6 -
RhodelIsland, ,.......0.......cc0vviirunns ereenaes 6 — Alternative tax: 40 cents per §100 on corpo-
rate excess, if tax yield is greater. Mini-
mum tax: $10.
South Carolina. ...... |....cooiiiiiiiiinrienennnnnns 5 -
Tennessee2, ... 0iuuduiriiirinienrnrninenninnnans 4 —
L 817  J R B 4 X Corporations are subject to the 4-percent tax
or a tax of 14, of 1 percent of the value
of tangible property within the State,
whichever is greater. Minimum tax: $10.
Vermont 2, ... v eernsd s et sierrennernneennns 5 - Subject to reduction if there is sufficient sur-
plus in general fund. Minimum tax: $25.
Virginia, .. ....oneidiiiiiii it re e 5 —
Wisconsin 3, , ., ... ... First $1,000 ..., ............ 2 Xs
$1,001-$2,000 .............. 25
$2,001-$3,000 .............. 3
$3,001~-84,000 .............. 4
$4,001-$5,000 .............. 5
$5,001-86,000 .............. 6
Over $6,000 ................ 7

District of Columbia, . j..........cooiiiiiiiininn, 5 -

X Denotes “yes”; — denotes “no.”

11In general, each State which permits the deduction of
Federal income taxes limits such deduction to taxes paid
on that part of income subject to its own income tax.

3 Allows deduction of State corporation income tax itself

or 2.88 percentage points above the
Federal tax alone. Assuming that Pennsyl-
vania law allowed the Federal tax as a
deduction, the combined effective rate of
Federal and State tax would amount to
51.29 percent, or 1.49 percentage points
above the Federal tax alone.

The effect of deductibility on net in-
come remaining after tax is illustrated in
part 2 of table 63. For example, in the
case of a $250,000 net corporate income
subject only to Federal tax, 50.2 percent
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in computing State tax liability.
3 Bank rate is 12.549,.
4 Rate on banks and financial institutions is 8¢5.
5 Limited to 10 percent of net income before Federal tax.

of net income remains after tax. The
Pennsylvania tax, which does not allow
the deduction of Federal taxes, reduces net
income remaining after tax from b50.2
percent to 47.3 percent, a reduction of 5.7
percent. This is due to the fact that the
State tax is deductible for Federal income
tax purposes. At the $250,000 net income
level the Pennsylvania tax, assuming in
this case the deduction of Federal taxes,
would reduce the net income after tax
from 50.2 percent to 48.7, or by 3 percent.



TABLE 63.—Corporation Income Taxes: Effect of Federal and State Deductibility, at Selected
Net Income Levels, Federal and Pennsylvania Tax Rates, 1963 1

1. EFFECTIVE RATE OF TAX (percent)
Net income Combined Federal and Pennsylvania
before .
?ﬁfgﬁf;o&f:: Federal alone Pennsylvania alone No deduction allowed | Assuming Pennsylvania
by Pennsylvania for allowed deduction of
Federal tax Federal tax
) @ ® @
$25,000,............. 30.00 6 34.20 32.99
$250,000............. 49.80 6 52,68 51.29
$10,000,000, ,........ 51.95 6 54.83 53.87
2. NET INCOME REMAINING AFTER TAX
Percent of net income remaining after tax Percentage reduction in income
remaining after tax due to
Pennsylvania tax
Combined Federal and Pennsylvania
Federal alone No deduction Assuming
allowed by Pennsylvania No deduction Assuming deduc-
Pennsylvania allowed deduc- allowed for tion allowed for
for Federal tax tion of Federal tax Federal tax’
Federal tax
100.00-(1) 100.00—(8) 100.00-(4) (5)-(6)+(5) Gy +(5)
6 Q) Q) ® ®
$25,000,...........00 70.00 65.80 67.01 6.0 4.3
$250,000............. 50.20 47.32 48.71 5.7 3.0
$10,000,000. ......... 48.05 45.17 46.63 6.0 3.0

1State income taxes are deductible for purposes of the Federal income tax. The Pennsylvania income tax does not
permit deduction of the Federal income tax. For purposes of illustrating the effect of mutual deductibility, however,
column (4) shows the effective rate of combined Federal and Pennsylvania taxes, assuming that Pennsylvania permitted

deduction of the Federal tax,

Federal-State Duplication

In relation to the Federal tax, the
weight of State corporate income taxation
is moderate. In the 36 States and the Dis-
trict of Columbia which taxed corporate
income throughout the three-year period
1959-61, State revenues averaged 8.2 per-
cent of Federal corporate income tax col-
lections, The individual State-Federal
ratios are shown in table 64 and range
from 1.5 percent in Iowa to 15.4 percent
in North Carolina.

These ratios have been derived from
data contained in a recent study of Federal
revenues and expenditures in the United

States.® In contrast to the more obvious,
but less valid, method of allocating Fed-
eral corporate income taxes to the various
States on the basis of tax collections, this
study allocated 50 percent of Federal
corporate income tax revenue to the States
on the basis of retail sales and 50 percent
on the basis of dividends received by indi-
vidual residents of the States. This was
done on the assumption (admittedly arbi-
trary) that about half of the incidence of
the corporate income tax is on consumers

81. M. Labovitz, Federal Revenues and Expenditures in
the Several States; Averages for the Fiscal Years 1959-61

(The Library of Congress, Legislative Reference Service,
Sept. 19, 1962).
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TABLE 64.—Corporation Income Taxes: State Collections as a Percent of Federal
Collections, Averages for 195961

Under 5 percent 5 to 10 percent
Alabama .............. Arkansas ............. 9.3
Arizona ... ... ... Colorado ............. 7.3
Delaware .............. Connecticut .......... 6.6
Towa ....cooovviiinnnn District of Columbia... 6.4
Kansas ................ Georgia .............. 8.3
Massachusetts Jd | Idaho ............... . 99
Missouri .............. .1 | Kentucky ............ 94
New Jersey ............ .1 | Louisiana ,..,......... 7.8
New Mexico 2 | Maryland ............ 5.7
North Dakota ......... 33 | Montana ,............ 6.2
Vermont .............. 49 | New York ............ 8.9

Oklahoma ............ 7.1
Rhode Island . ........ 1.7
Tennessee ............ 8.2
Utah .,.............. 8.0
Virginia ............. 8.3
Number of States, .. ..., 11 16

10 to 15 percent 15 percent and over
Alaska .............. 12.6 | North Carolina . .,.... 154
California ........... 11.3
Hawaii ............. 10.8
Minnesota ,......... 10.1
Mississippi .......... 14.0
Oregon .............. 12.3
Pennsylvania ..,..... 10.0
South Carolina . ..,,. 142
Wisconsin ,,,........ 13.1

9 1

Caution: These data are subject to important limita-
tions and the reader is urged to consider the qualifications
noted in the accompanying text in interpreting them.

1 State collections do not include corporatiorni excise taxes
and surtaxes measured in part by net income and in part

and half on stockholders. Data on Federal
corporate income tax collections by States
leave much to be desired because corpora-
tions typically file a single Federal tax re-
turn at their headquarters or principal
place of business, covering their total ac-
tivities. Since a substantial number of
corporations derive income in more than
one State, the data tend to exaggerate the
ratio of State to Federal collections in the
rural States and to understate it in the
industrialized States.

On a national basis, comparing State
collections in the income tax States with
Federal collections from all States, the per-
centage relationship is significantly smal-
ler. As the following table indicates, ag-
gregate State collections in 1963 amounted
to 7 percent of Federal collections. This
is equivalent to about 314 percentage
points of the Federal tax rate. On this
basis, the net cost of State taxes to corpora-
tions, after allowing for the deductibility
of State taxes for Federal income tax pur-
poses, is of the general magnitude of 2
percentage points in Federal tax rates.
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by corporate excess, which are classified as licenses.

2Since State income tax collections include both the
individual and the corporate tax, the computation is based
on Federal and State collections from both taxes.

Federal and State Corporation
Income Tax GCollections, 195363

(Dollar amounts in millions)

State
Year Federal
Percent of
Amount Federal

1958, ... ............ $21,238 $810 3.81
1954, .. .............. 21,101 772 3.66
1955, .. .............. 17,861 787 4.13
1956, ................ 20,880 890 4.26
1957 .. 21,167 984 4,65
1958, .. .............. 20,074 a8l 4.89
1959 ... .o, 17,309 1,001 5.78
1960, .......... 21,494 1,180 5.49
1961, ................ 20,955 1,266 6.04
1962, ,............... 20,528 1,308 6.37
1963, ................ 21,5679 1,507 6.98

State Taxation of Multi-State Corporations

The question of how to allocate among
the States for tax purposes the income de-
rived from interstate business operations
has long been a knotty one for State tax
administrators. That a State has the right
to tax income of an out-of-State corpora-
tion doing business within its borders has
been enunciated by the courts on numer-
ous occasions. Much effort has gone into
the problem of allocating interstate in-



come for tax purposes, and a number of
formulas have been worked out. Three
allocation factors are commonly used:
payrolls, sales, and property values. These
are used by the States in varying propor-
tions.

In 1959, when the Supreme Court of
the United States held that a State could
impose a net income tax on an out-of-State
company whose only activities in the State
involved solicitation of orders, business
sought relief from Congress. A law was
enacted (Public Law 86-272) which in es-
sence provides that a State may not impose
an income tax on an out-of-State company
which does no more than solicit business

in the State. That law also provides for a
Congressional study of the impact of State
income taxation on interstate commerce.
Later, the scope of the study was broadened
to encompass all forms of taxation affecting
interstate commerce. The findings of that
study (conducted by a special subcom-
mittee of the House Judiciary Com-
mittee), to be reported before June 30,
1965, are expected to provide the basis
for advancing a resolution of this long-
standing tax jurisdiction issue.”

7 The first portion of this study was released on June 15,

1964. State Taxation of Interstate Commerce, Report of
the Special Subcommittee on State Taxation of Interstate
Commerce of the Committee on the Judiciary, House of
Representatives, 88th Cong., 2d Sess., H.Rpt. No, 1480,
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Chapter 10
INHERITANCE, ESTATE, AND GIFT TAXES

Federal and State governments derived
about $2.8 billion from death and gift
taxes in the fiscal year 1963. The Federal
share amounted to $2.2 billion (net after
refunds), or 2.5 percent of total Federal
tax revenues. The States’ share was nearly
$600 million, 2.7 percent of State tax
revenues. In 1963 the share of State tax
revenues derived from death and gift
taxes ranged from less than 1 percent in
11 States to more than 5 percent in only 3.

State Death and Gift Tax Collections as a
Percent of Total State Tax Collections,
by State, 1963

Alabama ............ . 03| Montana .,........... 2.8
Alaska ............... 1 | Nebraska ............. 9
Arizona .............. 6 | Nevada , . ............ -
Arkansas ,............ 2 | New Hampshire .,..., 4.2
California ............ 3.6 | New Jersey ........... 8.5
Colorado ............. 3.5 | New Mexico ..........
Connecticut ,,........ 7.7 | New York ,...........
Delaware ,............ 5.6 | North Carolina ,..,...
Dist. of Columbia . ..., 2.2 | North Dakota . ,,.,....
Florida .............. 1.0 | Ohio ................
Georgia .............. .5 | Oklahoma ,,.,........
Hawaii ............... 13 | Oregon .........

Idaho .8 | Pennsylvania ..,

Illinois 8.0 | Rhode Island . ..

Indiana .............. 20 | South Carolina .......
lowa ... ............0. 2.9 | South Dakota , .19
Kansas . 1.7 | Tennessee ,, . 3.0
Kentucky 2.1 | Texas ........ ., L3
Louisiana 1.1 Utah .........cc0v.n. 1.2
Maine ............... 49 | Vermont ,,........... 2.3
Maryland ............ L5 | Virginia ,,........... 14
Massachusetts ,.,..... 4.8 | Washington ..,....... 2.6
Michigan ............. 1.5 | West Virginia ........ 1.6
Minnesota ,,.......... 34 | Wisconsin ,.,.......... 3.0
Mississippi ........... 3 | Wyoming ..,,........ 1.2
Missouri .,........... 1.6 United States .., 2.7
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Federal Estate and Gift Taxes

The present Federal tax on transfers of
property at death dates from 1916, but
the Federal Government has levied death
taxes of various types intermittently since
1798 Unlike earlier Federal and State
inheritance taxes, the 1916 tax was im-
posed on the transfer of the entire estate
rather than on the amount distributed to
each beneficiary. Initially graduated to 10
percent, the rates were increased to a maxi-
mum of 25 percent during World War 1.
At the end of the war, rates were reduced
on smaller estates but were retained at
the same level on large ones. In 1924
rates were increased to a maximum of 40
percent, but in 1926 they were reduced
retroactively to a maximum of 20 percent.
Also the estate tax exemption was in-
creased in 1926 from $50,000 to $100,000.

A substantial segment of the Congress
viewed the 1916 Federal estate tax as a
temporary measure. The States had strong-
ly opposed its enactment, and after World
War 1 considerable congressional senti-
ment developed, particularly in the Senate,
for repealing it. This course was urged
also by the Treasury Department.

1In 1798 a tax was imposed on transfers of property at
death. It remained in effect until 1802, At the outbreak
of the Civil War in 1861 an inheritance tax was enacted,
which was repealed in 1870, The Federal income tax of
1894 included a tax on inheritances, but this was nullified
when the income tax law was declared unconstitutional.
The war revenue bill of 1898 included a graduated inheri-
tance tax on transfers of personal property, which re-
mained in effect until 1902,



Congressional consideration of the fu-
ture of the Federal estate tax chanced to
coincide with the advent of interstate tax
competition for wealthy residents. One
or two States had just begun to advertise
immunity from death taxation in national
journals. At least two had amended their
constitutions to guarantee freedom from
inheritance taxes to those who settled with-
in their borders. State leadership was
quick to recognize that unchecked inter-
state tax competition practiced by a few
States would quickly spread to others and
destroy this tax source for all of them.

Heeding the plea of State leaders, Cong-
ress agreed to substitute tax reduction and
a Federal tax credit (a special kind of tax
reduction) for repeal of the tax. The
1926 revenue legislation not only reduced
estate tax rates and raised the exemption
to $100,000 but permitted 80 percent of
the remaining Federal estate tax liability
to be offset, dollar-for-dollar, with receipts
for taxes paid to States. (A 25-percent tax
credit had been introduced in 1924.) This
provided tax reduction, an objective of
Federal policy, and fixed a floor under
State death taxes, which effectively de-
terred interstate competition for wealthy
residents. FEach State was left free to col-
lect death taxes not in excess of 80 percent
of the Federal tax liability, secure in the
knowledge that it was adding nothing to
the net tax burden of its residents. Since
the combined State and Federal liability
would in any event remain the same, it
became a matter of indifference whether a
State did or did not impose a tax up to the
amount of the credit. Any State that
declined to do so was merely bestowing a
bounty on the National Treasury at the
expense of its own revenues.

In 1932 Federal estate tax rates were
increased to a maximum of 45 percent
by the imposition of a tentative tax in

addition to the 1926 basic tax. The estate
tax exemption applicable to the tentative
tax was fixed at $50,000. The maximum
rate under the 1926 basic tax, which de-
termined the amount of the credit for
taxes paid the State, was set at 20 percent,
and specific exemption was retained at
$100,000. During the 1930’s, legislation
further increased the rates and reduced
the exemption for the tentative tax. Since
the Revenue Act of 1941 the tentative
estate tax rates have ranged from 3 percent
on the first $5,000 to 77 percent on that
portion of the taxable estate in excess of
$10 million. In 1942, when the separate
exclusion for life insurance was repealed,
the specific exemption from tentative tax
was increased to $60,000 In 1948 an ad-
ditional exemption was provided for the
surviving spouse (the marital deduction)
not to exceed 50 percent of the gross
estate. The 1954 Code simplified the
method of computing the estate tax but
made no changes in the rates and exemp-
tions effective under the 1939 Code as
amended up to that time. After credit for
State death taxes, the present maximum
estate tax rate is about 61 percent.

The gift tax was first adopted in 1924
but was repealed 2 years later. Rates
ranged from 1 percent on net gifts not in
excess of $50,000 to 25 percent on gifts
over $10 million. A specific annual ex-
emption of $50,000 was provided, and a
$500 annual exclusion was allowed per
donee.

The gift tax was restored in 1932 and
since then has remained an integral part
of the Federal transfer tax structure. Rates
were set in 1932 at 75 percent of the tenta-
tive estate tax rates; that relationship
has been maintained. In 1932 the donor’s
lifetime exemption was $50,000; it was
reduced to $40,000 in 1935 and $30,000
in 1942. The annual per donee exclusion,
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TABLE 65.—Federal Estate Tax Rates and Exemptions Under 1926 Act and Federal Estate
and Gift Tax Rates and Exemptions Under Present Law

Estate tax Gift tax
Tax bracket
(thousands of dollars)
1926 act Present law Present law
Not Tax on Tax on Tax on
Equaling exceeding Rate amount in Rate amount in Rate amount in
1) (2) (percent) col. (2) (percent) col. (2) (percent) col. (2)
............. 5 1 $50 3 $150 2y $112
5 10 1 100 7 500 514 375
10 20 1 200 11 1,600 814 1,200
20 30 1 300 14 3,000 1014 2,250
30 40 1 400 18 4,800 1314 3,600
40 50 1 500 22 7,000 1614 5,250
50 60 2 700 25 9,500 188/ 7,125
60 100 2 1,500 28 20,700 21 15,525
100 200 3 4,500 30 50,700 2214 88,025
200 250 4 6,500 30 65,700 22v% 49,275
250 400 4 12,500 32 113,700 24 85,275
400 500 5 17,500 82 145,700 24 109,275
500 600 5 22,500 35 180,700 2614 135,525
600 750 6 31,500 35 233,200 ' 261/ 174,900
750 800 6 34,500 37 251,700 2734 188,775
800 1,000 7 48,500 37 325,700 273, 244,275
1,000 1,250 8 68,500 39 423,200 291, 317,400
1,250 1,500 8 88,500 42 528,200 311, 396,150
1,500 2,000 9 133,500 45 758,200 333/ 564,900
2,000 2,500 10 183,500 49 998,200 3634 748,650
2,500 3,000 11 238,500 53 1,263,200 3934 947,400
3,000 3,500 12 298,500 56 1,543,200 42 1,157,400
3,500 4,000 13 363,500 59 1,838,200 441/ 1,378,650
4,000 5,000 14 503,500 63 2,468,200 471 1,851,150
5,000 6,000 15 653,500 67 3,138,200 5014 2,353,650
6,000 7,000 16 813,500 70 3,838,200 524 2,878,650
7,000 8,000 17 983,500 73 4,568,200 543/ 3,426,150
8,000 9,000 18 1,163,500 76 5,828,200 57 3,996,150
9,000 10,000 19 1,353,500 76 6,088,200 57 4,566,150
10,000 J .............. e EX A L7/
Specific exemption . ,....... $100,000 $60,000 $30,000

first $5,000 under the 1982 act, was re-
duced to $4,000 in 1938 and $3,000 in
1942.

Since 1941 Federal estate and gift tax
rates have remained unchanged (table 65).
However, the introduction of the estate
tax marital deduction and its gift tax
counterparts by the Revenue Act of 1948
reduced the effective rates of these taxes
when a surviving spouse succeeds to prop-
erty and when both the husband and the
wife are donors.

Federal estate and gift tax revenues in-
creased from $360 million in 1939 to
about $900 million in 1948. Revenues
declined to about $700 million by the
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fiscal year 1950, but rose thereafter to a
high of $2.2 billion in the fiscal year 1963.

State Death and Gift Taxes

The history of State death taxes begins
with the inheritance tax on collateral heirs
enacted by Pennsylvania in 1825. Several
other States followed Pennsylvania’s ex-
ample, subjecting direct as well as colla-
teral heirs to the tax. Following the Civil
War these taxes fell into disuse, with the
result that by 1885 substantial inheri-
tance taxes were in force in only two or
three States. The imposition of a 5-per-
cent tax on collateral heirs by New York
State in 1885 marked a turning point in



TABLE 66;—Types'of State Death Taxes

" Type of tax

State

“Pickup” tax only
Estate tax only

Alabama, Arizona, Arkansas, Florida, Georgia.
North Dakota, Utah. -

Estate tax and “pickup” tax ,.......ce0venvrnnnecnes (4). | Mississippi, New York, Oklahoma,! South Carolina.

[nheritance tax only .,......cieveenennnnonncerenns (2) | South Dakota, West Virginia.

Inheritance tax and “pickup” tax ....., eeerecesnens (85) { Alaska, California,® Colorado,! Connecticut, Delaware, Dis-
trict of Columbia, Hawaii, Idaho, Illinois, Indiana, Iowa,
Kansas, Kentucky, Louisiana, Maine, Maryland, Massa-
chusetts, Michigan, Minnesota,! Missouri, Montana, Ne-
braska, New Hampshire, New Jersey, New Mexico, North
Carolina,! Ohio, Pennsylvania, Tennessee! Texas, Ver-
mont, Virginia? Washington,! Wisconsin,! Wyoming.

Estate tax and inheritance tax ........ Cereeaeenarres (1) | Oregont

Inheritance, estate and “pickup” taxes .............. (1) | Rhode Island.t

NO taX L .iiiiiiiiiiniiiiiinneiaesrsnnnirareinnsans (1) |Nevada.

1 Also has gift tax (12).

State inheritance taxes. In 1903 Wiscon-
sin established a pattern for future State
taxes by the enactment of progressive rates
on transfers to direct and collateral heirs,
refinements in the definition of taxable
property, and improved centralized ad-
ministration.

By 1926, when the 80-percent tax credit
was enacted, all but two States already had
reasonably well developed death tax sys-
tems. Most used inheritance taxes, in
contrast to estate taxes, and each employed
its own definitions and rate scales.. State
exemptions were typically far below the
$100,000 Federal exemption, especially
for bequests to distant relatives and
strangers. Rates on middle-sized estates
generally exceeded those accommodated
by the new tax credit.

In these circumstances States had little
incentive, if any, to replace their own tax
systems with the uniform statute de-
veloped in 1925 by the group of experts
who composed the National Conference
on Inheritance and Estate Taxation. The
States left their respective structures un-
changed and merely added “pickup” taxes
to insure that State tax liability would in
each instance at least equal the maximum
credit allowed under Federal law. The
institution of the “pickup” tax actually

encouraged interstate variety since it re-
duced State resistance to special relief pro-
visions of one kind or another. Legisla-
tors could acquiesce to pressures for relief
provisions sanguine in the assurance that
no amount of such legislation could ever
reduce the State tax liability of an estate
below the maximum credit. In this way,
State tax provisions tended to become in-
creasingly more varied as time went on.

The diverse State death tax provisions
accumulated over the vyears fill many
thousands of closely printed pages and
can be sketched here only cursorily. In
general outline, these taxes fall into several
categories (table 66). The simplest are
the five estate taxes patterned after the
Federal statute and designed to impose a
tax liability equal to the maximum credit
allowed against the Federal tax. Some of
these so-called “pickup” taxes, originally
intended to preempt for the States the
exact amount of the credit, have departed
from this pattern; they have been over-
laid with provisions at variance with those
of the Internal Revenue Code. In conse-
quence State tax liability even in these
States frequently exceeds the Federal credit.

Four States use estate taxes and 35 (in-
cluding the District of Columbia) use
inheritance taxes, supplementing each
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TasLE 67.—State Estate Tax Rates and Exemptions, January 1, 1964 1

Maximum
State Rates rate applies | Exemption
above
Alabama........cco000nieinven...| 30 percent of 1926 Federalrates,......covvievennennnnns. $10,000,000 $100,000
Arizona3®,,........c0isen0in......| 80 percent of 1926 Federal rates. .. .. e erecreerreranes 10,000,000 100,000
Arkansas, . .....cc00000000000.0..] BOpercent of 1926 Federalrates, ......oc0vveenvnsnnn...| 10,000,000 100,000
Florida. ,......co00eneuevenneese.| B0Opercent of 1926 Federal rates, .. .....co.vvuvnvnerenneses 10,000,000 100,000
Georgia, .. ......cov00neenennn...| BOpercent of 1926 Federalrates, .. ...........cc00ve...| 10,000,000 100,000
Mluuanl 80 t of 1926 Federal rates. . . .. .. cesnsereassisenssd| 10,000,000 60,000
New York 3, .. . ooiuiviiineneenaend 2-2lpercent, . .. iiiieiiinniinineeveiecssnsnncnnnend 10,100,000
North Dakota,,.........o00ve...| 228 percent, .. ....... ceeenes ceenens Cereisarsnineienny 1,500,000 8
Oklahoma?3, ..., .......c00000ne... ] 1-10PEICENt, o0 ittiniiiinniviiinannnannss Ceeeeennaed 10,000,000 15,000
OTeRON, .. ..iuvuriennennnsneenses| 1-10percent, ......ovvuunnnn. eeenas tesateserrsennnend 500,000 15,000
Rhode Island 3, ., .. ........... ceed 1PETCENL. . Ll Cererrereannens ®) 10,000
South Carolina, .................. ] 46 e verrencnanans Cereneneraeaenretaetnennnues 100,000 60,000
Utah, . vieiiieennanrinnennnenns) S-10percent, .. ..vvetvienncnenraerienns Cerreeerbeannen 125,000 10,000

1 Excludes States shown in table 68 which, in addition to
their inheritance taxes levy an estate tax to assure full
absorption of the 80-percent Federal credit.

3 An additional estate tax is imposed to assure full ab-
sorption of the 80-percent Federal credit.

2 $20,000 of transfers to spouse and $5,000 to each lineal

with a “pickup” statute to absorb any un-
used credit; 2 use only inheritance taxes
and 2 only estate taxes, but each of these
employs tax rates substantially in excess
of the maximum credit, obviating the
need for “pickup” taxes; 1 State employs
all three: An inheritance tax, an estate
tax, and a “pickup” tax, 1 an estate tax
and an inheritance tax but no “pickup”
tax, while still another employs none of
.them.

" There are important variations in vir-
tually every structural feature of the States’
taxes—in definitions of the gross tax base,
in the deductions and exemptions as well
as in rates and payment provisions. The
exemption of property left to a surviving
spouse, for instance, in some cases is lim-
ited to a prescribed dollar amount; in
others to a share (typically one-half, less
often one-third) of the estate and in at
least one State is unlimited. Rates are
generally graduated, but some States em-
ploy flat rates, differentiating between two
or more classes of relationship of the heir
to the decedent. The variety literally
defies summation.
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ascendant and descendant and to other specified relatives
are exempt and deductible from first bracket.

4 Exemption for !Fouse is $20,000 or 50 percent of ad-
justed gross estate, for minor child, $5,000, for lineal an-
cestor or descendants, $2,000.

5 Entire estate above exemption.

Rates and exemptions vary greatly,
even among those States that levy the same
type of death taxes. Among the States
with estate taxes, exemptions range from
$10,000, to $100,000, and maximum rates
range from 6 percent to 23 percent?
(table 67). The inheritance tax exemp-
tions range from as much as $75,000 to
no exemptions at all for certain types of
heirs. In some States, benefits to certain
heirs are totally exempt from the inheri-
tance tax. Tax rates range up to 40 per-
cent on inheritances of distantly related
or unrelated beneficiaries (table 68). The
“pickup”’ tax rates range from 0.8 to 16
percent. These “pickup” taxes are paid to
the extent that they exceed the regular in-
heritance or estate taxes, but fall short of
the maximum credit allowed under the
Federal tax.

Federal and State tax overlapping is now
virtually universal for net estates of more
than $100,000. Estates of this size are
subject both to Federal and to State taxa-

2 Excludes States which, in addition to inheritance taxes,
levy a “pickup” tax to assure full absorption of the 80-
percent Federal credit.



tion everywhere save in Nevada. Over-
lapping is substantially complete also (in
44 out of 50 States) in the case of net es-
tates of between $60,000 and $100,000.
Smaller estates pay only State taxes since the
Federal exemption is $60,000.

Numerically, estates subject only to
State taxes exceed by a substantial margin
those subject to both Federal and State
taxes. However, most of the $2.8 billion
Federal and State revenue produced by
these taxes is accounted for by estates
subject to both Federal and State taxes,
those above $60,000.

State gift taxes are generally patterned
after the State death taxes. In Wisconsin
the gift tax is levied each year without
reference to prior-year gifts. Other States
follow the Federal system of cumulating
current-year gifts taxed in prior years, but
the aggregation is made for each donee
instead of the donor.

There is much interstate variation in
gift tax exemptions, annual exclusions,
and rates (table 69). In some States there
is no variation of exemption and annual
exclusion by type of donee; in others there
is considerable variation. In California,
for example, donor exemptions range from
$50 for gifts to distant relatives to $12,000
for gifts to a minor child, but the annual
exclusion is $4,000 to any donee. Oregon
allows a donor exemption of $15,000, but
annual exclusions by type of donee range
from $5,000 of gifts to spouse or child to
$1,000 to someone other than a relative.

Role of the Tax Credit

The capacity of the Federal tax credit to
achieve Federal-State tax coordination has
been reduced over the years. One con-
tributing factor was Federal tax legisla-
tion. As already noted, during the 15
years following 1926, Federal estate tax
rates were increased and exemptions re-

duced. The purpose of these measures
was to increase Federal revenues. This
was accomplished by enacting the increases
in the form of a separate estate tax,
against which no credit was allowed for
taxes paid to States.

Another contributing factor was the
Federal gifts tax imposed at rates fixed at
75 percent of estate tax rates and with a
separate exemption. This serves to en-
courage the distribution of properties
during the lifetime of their owners. Since
property so distributed generally reduces
the estate subject to taxation at death,
State death tax revenues are automatically
reduced. The dozen States using gift
taxes find them difficult to enforce. More-
over, State gift taxes do not qualify for a
Federal tax credit.

These developments have combined to
reverse the relative Federal and State
shares 1n revenues from these taxes.
Thirty years ago the States’ share was
about three-fourths of the total. In recent
years it has averaged about one-fifth.

The decline in the importance of the
credit is illustrated in table 70. Between
1931 and 1961 the percentage of Federal
estate tax liability represented by credits
claimed for taxes paid to the States de--
clined from about 75 percent in the early
1930’s to about 10 percent in recent years.
There is considerable variation, however,
in relative credit among the States during
any given year, among estates of different
size within any one State, and year to year
in the same States. For returns filed in
1961, for example, the Federal credit as a
percentage of tentative Federal estate tax
ranged from a low of 3.8 in Idaho to a
high of 13.9 in Delaware (table 71).

Some States have sought to increase
death tax revenues through tax enact-
ments over and above the tax credit.
Most States impose death taxes on small
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TABLE 68.—State Inheritance Tax Rates and Exemptions, for Selected Categories of Heirs,
January 1, 1964

Exemptions Rates (percent) In case of spouse
- Level at
State 1 Widow Minor Adult Brother ?ﬁl;;' osrlil.;:l;:r Adult Brother %lﬂ;:“ s’g:s?f which
child child or sister relative child child or sister relative bracket top rate
applies
Alabama 2, ... ciciiiiinininiieceeneiiiieeee il EXETRTRIEET RLERERRT e | TS Y P veseofiereniaas vevernnee
Alaska....... $10,000 $1,000 None 1-3.5 1-3.5 3-10.5 5-17.5 $15, 000 $100, 000
Arizona 3...... . S I R
Arkansas 3. ... I N
California 34.............00 10-24 25,000 500,000
Colorado......coveuunnn aseeoes PR 20,000 10,000 10,000 2,000 5500 2-8 2-8 3-10 7-16 50,000 500,000
Connecticut 36 7, 50,000 10,000 10,000 3,000 500 838 2-8 4-10 8-14 150,000 1,000,000
Delaware3............ vasevenesssens 20,000 3,000 3,000 ,00 None 14 1-4 2-5 5-8 30,000 200,000
District of Columbu L. 5,000 5,000 3,000 2,000 1,000 1-5 1-5 3-10 5-15 50,000 1,000,000
Florida 2...... J N T ITEIT TS W P R TR . P A PPN . R A R T S R R TR R N P e
Georgia 2. ..veeeiiencinninnininenna i i e S R R RN TR | IUTURTUUTIY U PRSP S
Hawaii. .. 20,000 5,000 5,000 500 300 826 1.5-7.5 3.5-9 3.5-9 15,000 250,000
Idaho 4. .. 10,000 10,000 4,000 1,000 None 2-15 2-15 4-20 8-30 25,000 500,000
MNlinois. ...ccovvennne veeenan 20,000 20,000 20,000 10,000 100 2-14 2-14 2-14 10-30 20,000 500,000
Indiana3........... 15,000 $,000 2,000 500 100 1-10 1-10 5-15 7-20 25,000 1,500,000
Towa.....conn.. . .. 40,000 15,000 15,000 9 None 9 None 1-8 1-8 5-10 10-15 10,000 300,000
Kansas. ...cooverenne 75,000 15,000 15,000 3,000 5 200 8 0.5-2.5 1-5 3-12.5 10-13 25,000 500,000
Kcntucky .......... e 10,000 10,000 5,000 1,000 500 2-10 2-10 4-16 6-16 20,000 500,000
Louisiana 3 4. ... 5,000 5,000 5,000 1,000 500 2-3 2-3 5-7 5--10 25,000 25,000
Maine........ cerenenn 15,000 10,000 10,000 500 500 2-6 2-6 8-12 12-18 50,000 250,000
Maryland 8. . ....ociieaninnn ceeens 150 150 150 150 150 1 1 7 7Y% 10) (10)
Massachusetts 513, .. ........... Cevaes 10,000 10,000 10,000 1,000 1,000 1-9 1-9 4-15 6-15 10,000 1,000,000
Michigan312............... [, . 30,000 5,000 000 5,000 None 2-8 2-8 2-8 10-1% 50,000 750,000
Minnesota 3. . emeaaee] 30,000 15,000 6,000 1,500 500 1.5-10 2-10 6-25 8-30 25,000 1,000,000
stsxssnppl’ Ceeeiririareesasas [EPRITS TR E] ETT T OO PERRE R R R ) R L EERT R e
MiSSOUM . .0 oevvvvrrersnsooranoraoees 20,000 5,000 5,000 500 5100 1-6 1-6 3-18 5-30 20,000 400,000
Momtana 3. oo iiiiienrvennconncannnns 17.500 2,000 2,000 500 None 2-8 2-8 416 8-32 25,000 100,000
Nebraska 8. . 10,000 10,000 10,000 10,000 500 1 1 1 é-18 (10) (10)
Nevada......... (13) (13) (13) ) @3) (13) (13) @a3) @a3) (13) (13)
New Hampshire. .. .. eveaes ceeeeaee .. (13) (13) (3) None None (18) 13) 8.5 8.5 (13) (13)
. ceneeenad 5.000 3,000 3,000 8 500 5500 1-16 1-16 11-16 15-16 10,000 3,200,000
New Moo 46,1100 S, 1 10000 10,000 10,000 10,000 500 1 1 s s ) (i)
b 2 MR Tl LRt AR AR R R LA dL R AN o eecesseseasfrossccsescescaleccarasceccc]enens esesesflcecnssacenec i teseenenea
Now ok e 10,000 5,000 2,000 None None 1412 112 £16 10,000 [ " "3,000,000
NorthDakota’... ......................... esessesasssheccones sesofrssesecnsseufevencsorsvrsclissanccnnns T S
Ohio3....... . 10,000 10,000 7,000 1,000 None 1-5 2-5 69 8-11 25,000 200,000
Oklahoma 2. . e [ e I o e T O P
Oregon ®14 e (13) (13) (13) 1,000 500 (13) (13) 1-15 4-20
Pennsylvania........ [ETTTTTRT . 1,000 15 None 15 None one None 2 2 15 15 (10) (10)
Rhode Island 314, ....... theeseesenens 10,000 10,000 10,000 5,000 1,000 2-9 2-9 3-10 8-13% 25,000 1,000,000
South Dakota *3............. vassasae 15,000 10,000 10,000 500 100 14 1-4 3-12 5-20 15,000 100,000
South Carolina 2..... [P RN eeerieeens T e e T feicieavanne
Tennessee 36, .. ...e.o.... 10,000 10,000 10,000 1,000 ,000 1-7 1-7 5-13 5-15 25,000 500,000
Texas 34....... eesserensn 25,000 25,000 25,000 10,000 5 1-6 1-6 3-10 3-20 50,000 1,000,000
L8 7R A S I e T




<SI

Vermont3......covviviiinan ceenne vas 15,000 15,000 15,000 15,000
Virginia 3...... oo . 3,000 5,000 5,000 2,000
Washingto.n'ﬂ 4..... 16 5,000 16 5,000 18 5,000 6 1,000
West Virginia ® 3. .. 15,000 5,000 5,000 None
Wisconsin 317, ......... .o 15,000 2,000 2,000 500
Wyoming. «oovvsvneersen 10,000 10,000 10,000 10,000

Noae 2-6 2-6 2-6 12 25,000 250,000
1,000 15 1-5 2-10 s-15 50,000 1,000,000
None 1-10 1-10 320 10-25 25,000 500,000
None 3-13 3-13 418 10-30 50,000 1,000,000
100 2-10 2-10 2-10 8-40 25,000 500,000
None 2 2 2 6 | _ @9y (19)

1 All States, except those designated by asterisk (*), impose also an estate tax to assure full
absorption of the 80-percent Federal credit.

2 Imposes only estate tax. See table 67.

3 Exemptions are deductible from the first bracket.

4 Community property lpassing to the surviving spouse is not taxable.

5 No exemption is allowed if beneficiary’s share exceeds the amount shown in the exemption
column, but no tax shall reduce the value of the amounts shown in the exemption column. In
Maryland, it is the practice to allow a family allowance of $450 to a widow if there are infant
children, and $225 if there are no infant children, although there is no provision for such de-
ductions in the statute,

6 The exemption shown is the total exemption for all beneficiaries falling into the particular
class and is shared by them proportionately.

7 An additional 30-percent surtax is imposed.

8 Rate shown is for spouse only. A minor child is taxed at the rates applying to an adult child.

9 Estates of less than $1,000 after deduction of debts are not taxable.

10 Entire share.

11 Additional taxes, equal to 23 percent of the inheritance tax, are also imposed.

12 Transfers of real property to class I beneficiaries are taxed at ¥4 of the indicated tax rates,

13 No tax imposed. .

14 Imposes also an estate tax. See table 67.

15 In the absence of a spouse, the children may claim the $1,000 exemption.

16 An additional $5,000 exemption is allowed to the class as a whole.

17 These rates are subject to the limitation that the total tax may not exceed 15 percent of
the be::lcﬁciary's share. An additional tax equal to 30 percent of the inheritance tax is also
imposed.
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TaBLE 69.—State Gift Tax Rates and Exemptions, for Selected Categories of Donees,

January 1, 1964

Donor’s lifetime exemption Rates (percent)
State Other Spouse Other Annual exclusion to each donee
Wife Minor Adult Brother than or minor Adult Brother than
child child or sister relative child child or sister relative
California® 112, ..., vesene $5,000 $12,000 $5,000 $2,000 $30 2-10 2-10 6-18 10-24 | $4,000, .
3,000 spouse, child.
Colorado *.......... cenanas 20,000 10,000 10,000 2,000 500 2-8 2-8 3-10 7-16 1,500 brother, sister. .
1,000 other than relative.
. 5,000 spouse, child.
Louisiana * 1, ..........c.c)iiiennianns 30,000 {........ PR R PP R case 2-3 2-3 -7 5-10 1,000 brother, sister.
: 500 other than relative.
Minnesota ‘_3 L 10,000 10,000 5,000 1,000 250 1.5-10 2-10 6-23 8-30 3,000.
North Carolina ®............ 425,000 ) 4) None None 1-12 1-12 4-16 8-17 | $3,000.
Oklahoma.....cooovvvniian fveveaiioanei e None [........... ofeeencssessechoncenaiinns 1-10 |.eevennneae} $3,000.
5,000 spouse, child.
Oregon. ..oovvvnvecnnen O T 15,000 [ ...ooovenenl i s 1-10 1-10 2-2% 3-30 3,000 brother, sister.
1,000 other than relative,
RhodeIsland. .. ..cocovvenn. 4 25,000 *) ) (1) [C) T TR TR A, Neseuen 29 berernannnns 3,000.
$10,000 spouse, child.8
Tennessee ®...ooovvevnvnnefoncennnns [ N . None | ooveeeeenelvnnennnnnns 1-7 1-7 5-19% 3-13 185,000 brothers and sisters, others.?
.. 3,000 spouse, child
Virginia ® 3. .. ..iiiiiiiiii e iiee i e None | oovneeeaans] ... evrsens 1-5 1-5 2-10 5-13 |{$2,000 brother, sister.
. 1,000 other than relative.
Wgshlnqton *13 e kb cesesenons 810,000 |.....o0nvunn 81,000 None 9-8.1 .9-8.1 2.7-18 9-22.5 3,000.
Wisconsin 3%, ...ucennnennns 15,000 2,000 2,000 None None 2-10 2-10 4-20 8-40 | $1,000

® Gift tax rates are the same as inheritance tax rates except in Washington where they are 90
percent of inheritance tax rates.

1 Half of community property transferred to surviving spouse is not taxable.

2 Exemptions or exclusions are deductible from the first bracket,

8 The following tax credits are allowed: wife, $300; minor child, $75; adult child ,$20;
brother or sister, $30; other than relative, $20. The tax may not exceed 35 percent of the full
value of the gift.

4 Only the $25,000 lifetime exemption for all classes of donees combined.

8 Only 1 annual exclusion is allowed cach class of donee. One class includes s
gcst(ir or descendant; all others are in the other class.

racket.

6Only 1 exemition allowed each class of donees. Spouse and lineal ancestors and descendants
comprise 1 class; brothers and sisters another; all others, the 3d class.

7 In addition, an gency tax is imposed equal to 30 percent of the tax computed at the
rates shown. The total tax may not exceed 15 percent of the value of the gift.

use, lineal an-
Exemptions are deductible from the first




TaBLE 70.—Federal Estate Tax Liability Before State Death Tax Credit, and State Death Tax Credit,
Returns Filed During 1929-61

(Dollar amounts in thousands)
State death tax credit
Fedexl~albesltate
tax liability
Year before State Percent of Federal
death tax credit Amount tax liabili
before credit
1929, . ittt i e $165,414 $122,110 738
K .1 152,391 113,388 744
L. A 182,202 187,663 75.6
1982, i i e e e 84,006 61,642 734
1938, . e 76,701 20,097 26.2
1934 o e 129,150 33,922 26.3
1985, . i e 197,672 43,864 2.2
1986, . .. i e 239,559 44218 18.5
1987, e 364,180 58,252 16.0
1988, e 374,561 59,841 16.0
1939, .. e e 330,227 53,111 16.1
1940, . ..o e 295,685 45,337 15.8
1941, i e 336,529 58,636 15.9
1942, e 830,674 45,626 13.8
148, 398,194 35,966 9.0
1944, . e 452,211 46,285 10.2
1045, . e 596,123 64,517 10.8
L PN veve NA foeeterririseennaes eaeens
1947, o e 693,587 69,850 10.1
1048, ... 799,297 82,725 103
1949, . o e 634,859 65,881 104
1950, . et ie e 538,942 48,940 9.2
1951 e 644,355 64,535 100
1952, . e | I P D cessnriens
3. R S seeans NA fserenroerens Cesaenraenne
1954, . .. 868,643 85,842 9.88
1955 e 872,471 86,249 9.89
L Y PO N fovvvroennrnssencassnnnns
1957, L e 1,358,262 146,769 10.85
8 S PO 3 T
1959, 1,846,297 181,479 9.77
1960, ... i e e e na foeeees.. Ciresacaraneasss
196) . . 1,847,044 195,581 10.59

n.a.~Data not available.
Source: Internal Revenue Service, Statistics of Income.

estates exempt from Federal estate tax and
levy taxes (in addition to the inheritance
tax) on larger estates in excess of the
amount allowed as a credit against the
Federal tax. On the other hand, many
States provide for deduction of the Fed-
eral estate tax before computing the State
inheritance tax (table 72). Few States
limx their death taxes only to absorption
of the 80-percent Federal credit. Today
the credit continues to serve as a floor
under State tax liability and to this extent
prevents competitive tax reduction. It
does not, however, prevent wide variations
in State liabilities above the credit. Every
State except Nevada imposes a tax at least

equal to the maximum Federal credit, but
here the similarity ends.

Under its original 1926 formulation, the
credit for State taxes was limited to 80 per-
cent of the Federal tax liability of each
estate regardless of size. At that time tax
rates ranged from 1 percent on the first
$50,000 bracket in excess of a $100,000 ex-
emption to 20 percent on the excess over
$10 million. The subsequent Federal
rate revision increased Federal tax liability
substantially more in the lower than in the
higher tax brackets. This had the effect
of changing drastically the relationship of
the tax credit to Federal tax liability. To-
day the share of Federal-State liability
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TABLE 71.—Credit for State Death Taxes as a Percent of Federal Estate Tax Lzabzhty Before Credits,
by State, Returns Filed During Selected Years 194961

State 1949 1950 1951 1954 1955 1957 1959 1961
Alabama................. 11.03 5.84 6.04 8.34 7.37 6.18 6.94 7.75
Alaska,.............. T L A AU A B A 1.85 5.63
Arizona................. 7.29 4.82 4.78 7.10 7.83 7.88 7.64 8.73
Arkansas, .. .. evenes 7.74 5.90 525 5.31 6.66 7.15 6.31 6.25
California. . ............. 12.71 8.18 9.05 8.80 8.48 11.54 9.68 9.34
Colorado. ...... eeneenen 10.69 5.96 7.29 7.65 6.52 9.62 9.55 6.61
Connecticut, .. ........... 11.87 9.43 10.00 11.71 11.47 12.53 12.31 1242
Delaware. ........... " 16.80 15.63 9.92 13.41 8.89 11.36 9.31 13.93
Florida, ................. 12.18 10.99 7.68 9.41 10.53 8.40 8.91 8.53
Georgia,,............... 9.12 10.52 8.00 7.93 8.71 8.37 7.02 8.23
Hawaii,,.......cooevevideverereeedirneeeeihovicieecd vivinneeevinennnidivinnennnn, 9.12 9.07
Idaho. .. ....... . .00 1.42 5.68 4.04 3.03 5.85 3.80 445 3.84
1LNois, .. ...n'nnnnnnn 7.67 8.41 8.29 8.80 11.77 9.03 9.21 9.58
Indiana................. 7.24 6.88 7.16 542 7.18 8.66 7.90 7.08
Towa, .. ....oveon. 00 4.89 5.17 4.19 5.05 4.74 5.74 5.42 6.50
Kansas.................. 5.68 5.46 6.38 472 7.16 7.61 10.28 9.53
Kentucky,............... 6.28 8.32 6.87 8.40 7.82 11.76 7.81 8.38
Louisiana, ... ........... 7.75 5.28 9.64 7.28 9.56 8.50 7.43 9.11
Maine................... 5.33 7.87 8.57 6.89 7.90 6.89 7.69 10.69
Maryland. ....... AU 8.06 8.63 9.27 7.56 9.43 11.15 8.90 7.95
Massachusetts. ,.......... 10.47 8.39 10.25 9.91 9.34 11.03 9.57 10.54
Michigan................ 8.68 10.17 9.47 13.83 9.29 9.26 14.02 11.08
Minnesota, .............. 5.65 7.43 10.26 7.67 8.03 7.82 11.62 9.84
Mississippi,............ .. 5.56 5.21 6.05 5.27 5.64 5.62 6.21 8.20
Missouri, .. ...... R 8.53 9.38 8.50 8.22 8.56 8.87 827 | 8.79
Montana, ,,............. 2.28 6.95 5.06 5.30 8.04 5.96 8.16 4.89
Nebraska, ........ocn.... 5.69 6.39 4.44 5.01 6.91 7.69 6.45 7.92
Nevada.........ooo0vunn. 4.07 28 7.35 .09 55 291 2.36 34
New Hampshire, ,....,... 6.83 11.80 6.80 7.13 7.12 8.47 5.23 7.62
New Jersey. ......... e 10.88 9.74 10.48 9.17 8.80 7.89 10.29 12.53
New Mexico,......o0u... 4.89 6.63 4.85 4.64 9.58 7.74 7.16 8.52
New York................ 11.11 9.96 11.36 11.28 11.67 12.62 10.90 12.88
North Carolina, .......... 6.49 7.22 8.41 12.35 6.92 9.41 8.89 6.52
North Dakota, . .......... 7.28 2.02 4.50 5.30 2.62 5.71 3.61 4.08
Ohio...........covvnnnn. 11.24 943 8.91 10.56 8.61 9.14 9.86 9.68
Oklahoma, .,............ 6.29 11.62 11.54 5.41 7.92 7.06 8.76 10.88
Oregon, . .... P 6.76 5.61 943 6.22 9.17 6.63 6.29 7.64
Pennsylvania, ............ 9.54 10.18 12.91 10.52 10.42 13.75 9.48 10.00
Rhode Island. ........... 11.52 10.42 12.39 10.90 9.59 14.94 10.94 13.69
South Carolina, ,......... 10.48 4.76 7.16 5.00 15.88 6.95 5.92 9.77
South Dakota, .. ......... 6.09 8.65 5.78 415 4.96 6.24 4,02 5.78
Tennessee, .. ......000un 7.29 6.70 9.78 8.39 8.48 6.33 7.00 9.50
Texas, .. .vovvieniennnnns 9.39 10.02 10.47 8.46 11.01 10.53 9.00 13.66
Utah,................... 6.32 2.05 6.28 4.68 4.75 8.54 11.70 7.33
Vermont, ................ 4.78 9.95 7.06 8.67 416 8.61 8.86 10.03
Virginia, ................ 9.56 579 9.03 12.11 6.85 9.30 6.51 8.25
Washington, .. ........... 6.67 6.48 4.35 7.83 6.65 7.24 8.19 8.87
West Virginia............ 5.61 4.96 6.39 5.77. 9.04 7.28 8.00 7.69
Wisconsin, .. ............ 6.93 7.98 11.59 8.84 8.12 8.61 7.42 9.82

yoming................ 8.78 5.85 3.26 7.29 5.14 6.41 8.64 5.65
Totall, . ......... 10.37 9.17 10.02 9.88 9.89 10.85 9.77 10.59

1 Total includes District of Columbia and a few tax re-
turns filed from outside the United States.
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TABLE 72.—-Deductibility of Federal Estate Tax for Purposes of State Inheritance and Estate Taxes,
January 1, 1964

Federal estate Federal estate
State tax deductible State tax deductible

Alabama, , - Missouri, ....... Creseeernarirens X
Alaska, ., X Montana, .......cvvvvvnvncannsos: X
Arizona, - Nebraska, , X
Arkansas, , - Nevada, ,,.... e reeeeneeees beves ()1()
California, ........... erereerrenan - New Hampshire,............ veves
Colorado - New Jersey,......covuus. evens .o -
Connecticut, , .. - New Mexico, .... -
Delaware - New York, ...... -
District of Columbia X North Carolina, ,..,.... -
Florida........co0vvvvnnn - North Dakota, ......eeveuunnes X
Georgia - Ohio........iovevvinnnnnnss ceven X
Hawaii...........oo00uvnees R - Oklahoma, .,....... Cetrrrsranaes -
Idaho. .voviiinvineniinennnnens X Oregon, ...cvveeverennvnnens PR -
IHNOIS. vt tiireieniiieeennnnss X Pennsylvania,.......cocvuvniinenes -
Indiana,.......coovevneninninennns - Rhode Island. .......... Ceeeneenns -
0 T X South Carolina.,.,........... X
Kansas, ......ooveueenn Cersaseaas X South Dakota, .. ....covveeenvansns -
Kentucky,.......... O X TENNeSSEE, ouvververenernonnnenns, -
Louisiana, ,...... Ceeeeereeraiianas - TEXAS, ot ivvrrnrrnnnnneenrnannsns -
Maine,.....oooviiiiininnnnninnnns X Utah, .. .oiiiiiiiiiiieineeens -
Maryland.......ocovivuninnenennes X Vermont,.......ouuivrieniraies cos X
Massachusetts, .. ...vvvneerenneenns X ViIrginia. .. .vvviveinernnnovsnsnss X
Michigan.,.............. Cerereees - Washington, .. ....coevivneanensns -
Minnesota, ., .. ..ovivnrvenreocnnns X West Virginia...,........ Ceverens X
Mississippi....oveinernenienionnn - Wisconsin. .., ... Cereereeraeeanens X

Wyoming. ,,...... Cresreees o X

X denotes “yes”; — denotes “no.”

1 No tax imposed.

represented by the credit is least on small
estates and increases as the size of the
estate increases. It rises from zero on net
estates between $60,000 and $100,000 to
5 percent at around $300,000 and 10 per-
cent at $1 million, and approaches 20 per-
cent on estates over $10 million (table 73).

Since the relationship of the credit to
Federal tax liability depends on the size
of the estate and since the distribution of
estates by size varies among the States, the
role of the credit varies similarly. In some
States nearly two-thirds of the estates sub-
ject to Federal tax have a net valuation of
less than $100,000, and on the estates of
this size. present Federal law allows no
credit for State taxes. In other States the
proportion of returns represented by these
small estates is substantially below 50 per-
cent. Even greater variations prevail at

the other end of the size distribution.
Some States may not have a single
$1 million tax return in several successive
years, This irregularity in the number of
large estates is the cause of sharp year-to-
year fluctuations in State revenues. One
$25 million estate produces a larger tax
credit under present rates than nearly
3,000 separate $200,000 estates. In 1961
the tax credits on three over $5 million
Texas estates exceeded by a substantial
amount the sum of all tax credits claimed
on all estate tax returns filed from 21 low-
wealth States.

Coordination Proposals

For some years the relationship of Fed-
eral and State death taxes has had many
critics but no defenders. The States feel
that their share of the yield of these taxes
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TasLe 73.—Credit for State Death Taxes as a Percent of Federal Estate Tax Liability,
by Size of Estate, Returns Filed During 1961

(Dollar amounts in thousands)

Net estate before specific Credit for Federal estate tax Credit as percent
exemption classes State taxes liability before of Federal

. credits liability

1,917 101,308 1.9

3,315 108,216 3.1

8,714 180,564 4.8

8,617 133,496 6.5

7,901 104,251 7.6

6,853 82,512 8.3

6,143 68,924 8.9

5,394 57,116 9.4

4,641 46,065 10.1

4,391 42,715 10.3

32,097 260,616 12.3

18,318 128,624 14.2

12,540 84,845 14.8

6,111 38,693 158

12,825 82,756 155

12,236 71,137 17.2

15,285 82,638 185

28,246 140,475 20.1

All taxablereturns 3, ., ..., ..o 195,581 1,847,044 10.6

1 Includes returns under $100,000.

should be increased. Some are concerned
because interstate tax differentials may in-
trude on decisions as to where people settle
and do business; they would like a higher
Federal tax credit to shelter their higher
tax rates against interstate competition.
Tax practitioners and administrators are
critical of the excessive tax complexity and
interstate variety. Students of taxation
lament that heterogeneity mars the death
tax structure’s usefulness as an instrument
of public policy.

Since the war, proposals for the re-
arrangement of Federal-State relations in
this tax area probably have outnumbered
all the other coordination suggestions that
have emanated from a long list of study
commissions, committees, public officials,
business and professional organizations,
and tax students who have expressed them-
selves on the subject. Most recently a
program for the coordination of these
taxes has been developed by the Advisory
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Commission on Intergovernmental Rela-
tions.*

The Commission examined the full
gamut of proposals for the coordination of
these taxes against the background of a
full array of objectives. Among the cri-
teria it considered germane to the selec-
tion of a plan of coordination were:
(1) preserving the combined contribution
of these taxes to Federal-State revenues;
(2) increasing and stabilizing State rev-
enues, improving their distribution among
the States, and increasing the States’
share of total death tax collections; (3) re-
ducing jurisdictional conflicts between
States and minimizing interstate tax com-
petition; (4) preserving Congressional
freedom to shape future Federal taxes as
national policy requires; and (5) easing
taxpayer compliance and tax administra-
tion burdens. Needless to say, it found

8 Coordination of State and Federal Inheritance, Estate,
and Gift Taxes, January 1961.



some of these objectives difficult to recon-
cile. ’

The Commission’s analysis of the pos-
sible coordination alternatives ranged all
the way from the Federal Government’s
vacating the field for exclusive State use—
the course frequently urged by Governors
—to the converse, that the States vacate the
field for exclusive Federal use, possibly
with Federal-State revenue sharing or in
exchange for another Federal tax.

Revenue separation—On balance, ex-
clusive Federal taxation appeared to hold
the edge over exclusive State taxation.
Taxpayers have a strong propensity for
migrating out from under high State taxes,
and if the protective umbrella of the Fed-
eral tax credit were removed, interstate
competitive tax reduction would quickly
dissipate this revenue source. Federal
taxation is necessary also to prevent an
unfair distribution of revenues because,
while large estates are the product of
economic activity conducted on a national
scale, wealth is concentrated in a few
highly industrial States.  Death tax
revenues fluctuate widely, and States are
ill-equipped to absorb their unstabilizing
budgetary effect.

A conclusion in favor of national over
State taxation of estates was not the answer
desired by most advocates of revenue
source separation. Their aim is exclusive
State taxation. To quote the Commission
(p. 85):

We are thus confronted with a trouble-
some dilemma. On logical grounds there is
little to justify universal tax overlapping in
an area which produces less than 2 percent
of tax revenues and at the same time requires
very exacting tax administration. Were the
problem being posed anew, without the
background of over a century of precedent
and three decades of disregard of the
States’ grievance, the decision would prob-

ably be revenue separation with national
taxation. Under prevailing circumstances,

however, a coordination arrangement which
gives at least partial recognition to both
groups of contenders, the States and the
Federal Government, appears to possess a
priority claim, at least as the first step, on
grounds of usage and custom, if not econ-
omy and efficiency. This was the remedy
selected when this issue was last confronted
in the 1920’s. We are agreed that another
concerted effort should be made to revitalize
it. This would not foreclose a reexamina-
tion of the question at some future time
when the States’ “appropriate share” of
these revenues has been reestablished and
some tangible progress in Federal-State fis-
cal coordination has succeeded in placing
this issue into better perspective.
The Commission examined also a spe-
cial form of revenue separation, one that
would leave both the national and the
State governments in the field. It would
divide the revenue among them on the
basis of size of estates, giving the States
exclusive tax jurisdiction over the low-
and middle-tax brackets and the National
Government over the high-tax brackets.
This kind of separation would have some
basis in logic since States obtain a large
part of their revenue from small- and
middle-sized estates, while the Federal
Government obtains most of its revenue
from large estates. A division along these
lines would reduce sharply the number of
Federal estate tax returns. It would,
moreover, ease compliance burdens be-
cause the smaller estates would be subject
to State taxes only. It would leave the
States with exclusive jurisdiction in the
area where interstate competition does
not threaten their revenues.

Such revenue separation could be ac-
complished either by raising the Federal
exemption to the level desired or by pro-
viding a tax credit against Federal liability
equal to 100 percent of that liability in
the brackets reserved for the States. The
Federal exemption route would deprive
the States of Federal enforcement aid,
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which some State tax administrators value
highly. The tax credit route would tend
to produce somewhat the same result.
The Commission was apprehensive that
if the Internal Revenue Service had no
revenue interest in small estates, it would
have no incentive to deploy any part of its
limited enforcement resources on these
“credit only” tax returns. Perhaps the
telling argument against dividing the
cloth between the States and the National
Government in this way, to quote the
Commission, is that ‘it is too small for
that purpose.”

Revenue sharing.—Revenue sharing as a
coordination device survived the Com-
mission’s deliberations only a little better
than did revenue separation. While
revenue sharing could accomplish the ob-
jective of providing State governments
with added revenue, it would separate
political responsibility for raising revenue
from political responsibility for expendi-
tures. Revenue sharing is troublesome
on practical grounds as well for it requires
a consensus on what is a fair basis for allo-
cating revenues among the 50 States.
Canada’s experience with its tax rental
arrangements was also believed to offer
little encouragement. In the end the
Commission concluded in favor of retain-
ing the tax credit mechanism, after a re-
vision that would increase its revenue con-
tribution to the States and improve the
distribution and stability of the States’
share of these revenues. The Commission
examined five alternative ways of increasing
the tax credit by testing them on a sample
of over 7,000 matched Federal and State
tax returns.

The Commission’s recommendations
are embodied in bills introduced in the
87th and reintroduced in the 88th Con-
gress.* Specifically the Commission re-
T+ H.R. 5039, H.R. 6206, and H.R. 6207.
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commended that the present flat-rate tax
credit be replaced with a two-bracket
credit to allow a relatively high credit in
the low-tax brackets and a low credit in
the remaining brackets. This would con-
tribute to the stability of the States’
revenues because small and middle-sized
estates are the hard core of their tax
bases. By the same token it would in-
crease the relative shares of the small,
less industrialized States without affecting
high-wealth States excessively.

The Commission made no recommen-
dation on the specific size of the tax credit,
that is, the amount of additional revenue
that should be transferred to the States,
on the ground that this was a policy de-
cision for the President and the Congress
to make. The bills pending before the
88th Congress would provide for an 80-
percent credit in the taxable brackets up
to $150,000, and a 20-percent credit in
the remaining brackets. On the basis of
1961 returns, these rates would have re-
sulted in an annual Federal revenue loss
of about $500 million,

Contrary to general belief, an increase
in the Federal credit would not automati-
cally increase States revenues. Unless States
increased their taxes to parallel the increase
in the Federal credit, a substantial part of
it would be absorbed in Federal tax reduc-
tion.

State taxes now exceed the present
credit, on the average, by over 150 percent
and in some States by substantially more,
especially in the lower and middle tax
brackets. As a result, present State taxes
leave most estates with tax receipts which
they are unable to utilize fully against the
tax credits allowed under present Federal
law. They would have these receipts
available for application against a new,
enlarged Federal tax credit.

States would be free, of course, to in-



crease their taxes to parallel the additions to
the Federal tax credit and to capture their
revenue equivalent for their treasuries
without increasing aggregate (Federal and
State) death taxes. This, the Commission
believes, is unlikely to occur to any sig-
nificant degree. The initial effect of the
higher tax credit would be a form of Fed-
eral tax reduction, and States would be
under pressure not to nullify it by State
tax adjustments lest they discourage the
immigration of well-to-do residents from
other States.

To insure that the revenues involved
in an increase in the Federal tax credit
would be conserved for the States, the
Commission recommended that eligibility
for the credit be limited to taxpayers in
those States that have made corresponding
adjustments in their tax laws. This
would require each State to increase the
annual yield of its death-tax system by an
amount approximately equal to the aggre-
gate reduction in Federal taxes paid on
the estates of its decedents as a result of
the increase in the Federal credit. These
adjustments would pose technical prob-
Iems—more for some States than for others.
A few would be able to accomplish them
simply by amending their present “pick-
up” taxes; most, however, would have to
revise their tax rates.

An increase in the credit, standing
alone, would not materially reduce the
complexity of the present aggregation of
State and Federal death taxes. That di-
versity is the product of several factors.
One is overlapping taxing jurisdictions
and the natural inclination of each to
shape its own statutory provisions. An-
other is the use of the estate tax at the
national level and inheritance taxes by
the States, some in combination with es-
tate taxes. 'The Commission recom-
mended that the higher Federal estate tax

credit be limited to estate-type taxes as
distinguished from inheritance taxes. It
urged the States to adopt uniform tax
provisions, preferably along the lines of
the Federal law.

A few States would automatically satisfy
this requirement because they now employ
estate taxes similar in structure to the
Federal tax. Most States, however, would
have to enact new legislation, which
would require some time. A comparable
situation would exist with respect to the
requirement described above that each
State increase the aggregate annual
revenue level of its death tax system. The
Commission therefore proposed that the
effective date of the new tax credit legisla-
tion be made prospective.

There is some likelihood that after a
higher tax credit and State revenue level
have become established, some States will
prefer to forego their independently col-
lected taxes for a corresponding share of
Federal collections. The Commission
considered this an inviting prospect and
recommended that the U.S. Treasury be
prepared to afford the States an option to
forego their independently imposed death
taxes based on a Federal estate tax credit
in return for a share of Federal collections
if a consensus for such an exchange de-
velops among the States.

Gift tax credit.—The gift tax is the es-
sential complement of inheritance and
estate taxes because property distributed
during life is automatically removed from
taxation at the time of death. The States
are concerned because the Federal tax sys-
tem encourages lifetime property distribu-
tions by imposing lower taxes on gifts than
on bequests. This reduces the amount of
property to which the State death tax rates
apply.

The Commission considered and re-
jected proposals for a Federal gift-tax

163



credit to parallel the estate tax credit. This
would automatically force gift-tax en-
actments on the 38 States that do not
now employ them. Such compulsory tax
overlapping would be all the more re-
grettable because in many States the
gift tax would produce only negligible
revenues and would not materially con-
tribute to safeguarding State death taxes
against avoidance by gifts. The Com-
mission urged the States with gift taxes to
repeal them because the proposed estate
tax credit would be generous enough to
compensate for their revenue losses at-
tributable to the property that their de-
cedents might have distributed during life.

Legislative Prospects

The outlook for legislative implemen-
tation of the Commission’s program can-
not yet be assessed. The dockets of the
Congressional tax-writing committees are
filled to overflowing with the Administra-
tion’s legislative proposals.

‘The Administration’s position on the
estate tax coordination proposal, if indeed
it has been formulated, has not yet been
made public. While it would ultimately
involve relinquishing several hundred
million dollars of Federal revenue to the
States, the budgetary impact of the loss
would be spread over several years and
would be inconsequential for the first 2
or 3 years.

The Commission considered and re-
jected the idea of cushioning the budge-
tary impact of its proposal by a corres-
ponding transfer of financial responsibility
for Federal grant programs to the States.
This was a component of the ill-fated
proposal of the previous Administration
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for transferring part of the Federal tax on
local telephone service to the States. The
amount of additional revenue involved in
the estate tax credit proposal for most
States is small, and its State-by-State dis-
tribution bears no resemblance to that of
any of the Federal grant programs.

It is recognized that the estate tax
credit proposal contains some element of
coercion, primarily in requiring the States
with inheritance taxes to replace them
with estate taxes. This may provoke
some opposition, particularly from inheri-
tance tax administrators and practitioners
disinclined to speed the obsolescence of
their personal expertise. Canada has re-
cently had occasion to observe that the
repeal of familiar tax institutions inevi-
tably inflicts short-term inconveniences on
some groups.

The program’s differential impact on
the several States may also occasion some
debate. This matter apparently con-
cerned the Commission, for it concluded
its recommendations with this plea for
mutual forbearance:

The coordination of any single group of
taxes will inevitably affect some jurisdictions
somewhat more favorably than others. Var-
iations in existing taxes and in the distribu-
tion of taxable resources make this inevita-
ble. We urge those at both the State and
National level to hold always in view that
these tax proposals are but a first step; that
others will follow; and that as we proceed
from tax to tax and with the other aspects
of intergovernmental fiscal relations, bur-
dens and benefits can be better balanced.
Only with forbearance by all, as each brick
is put in place, can this Nation reestablish
the harmonious Federal, State, and local fis-
cal system it so urgently desires.



Chapter 11
AUTOMOTIVE TAXES

A variety of automotive taxes are levied
by the Federal, State, and local govern-
ments. They fall into two major classes.
The primary class comprises the group of
taxes known collectively as ‘‘highway-user
taxes,” including motor fuel taxes, motor
vehicle and operators’ licenses, and special
taxes on motor carriers. These taxes are
dedicated by the Federal and State govern-
ments almost exclusively for highway con-
struction and maintenance, and they are
often characterized as taxes imposed upon
motor vehicle owners and operators for
the privilege of operating their vehicles on
the public streets and highways.

The second major class consists of pro-
perty taxes and sales and gross receipts
taxes under which motor vehicles are
taxed in the same manner as all generally
taxable items. In a few States motor fuel
is also taxed under general sales tax laws.
Rarely are the proceeds from these kinds
of automotive taxes used for highway
purposes,

The most productive of the automotive
taxes is the motor fuel tax, levied by the
Federal Government, all 50 States, the Dis-
trict of Columbia, and by some local gov-
ernments. The Federal manufacturers’
excise tax on gasoline was introduced in
1932 as an emergency revenue measure,
but has been retained in continuous use.
State excise taxes on gasoline antedate the
Federal levy; Oregon enacted the first State
gasoline tax in 1919, and by 1929 all 48
States had imposed similar taxes. Enact-

ment of gasoline taxes by Hawaii in 1932
and by Alaska in 1946, rounded out the
picture. Local gasoline taxes exist in 7
States; and, in one, Alabama, there are a
few situations where both counties and the
municipalities located within them impose
gasoline taxes. In these cases motor fuel
is taxed at four levels of government. The
early motor fuel taxes applied only to gaso-
line, but with the development and wide-
spread use of diesel oil and other liquid
fuels, the tax has been extended to these
products.!

About as widely used as motor fuel taxes,
but not as productive of revenue, are motor
vehicle registration and operators’ license
fees, imposed by all States except Hawaii,
where the counties impose them, and mo-
tor vehicle registration fees levied by local
governments in at least 14 States, but not
by the Federal Government. State motor
vehicle registration systems were intro-
duced in most States between 1901 and
1910 and in the remaining States and
Alaska by 1915.

The sale of motor vehicles is taxed at
the manufacturing level by the Federal
Government and quite often by State and
local governments at the retail sales level.
Eight States and the District of Columbia
have selective sales taxes on motor vehicles;
another 31 States and local governments in

11In addition to motor fuel taxes, State and local govern-
ments levy oil and gas severance and production taxes
and taxes on fuels used for other purposes. Also, many
States charge fractional fees for the inspection of petro-
leum products.
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11 States include such sales in the base of
their general sales tax. Motor vehicles are
subject to general property taxation in 21
States and to special property taxation, at
uniform statewide rates, in 10 States (in-
cluding Kentucky where they are subject
to general property taxes for local purposes
and to special property taxes for State pur-
poses). Table 74 summarizes the incidence
of various kinds of State and local auto-
motive taxes. ‘

Highway-User Taxes

The Federal, State, and local govern-
ments collected $9.1 billion from highway-
user taxes in 1963, of which the Federal
Government received about one-third, the
States about two-thirds, and the local gov-
ernments an insignificant amount. Motor
fuels accounted for about 70 percent of the
total and motor vehicle registration fees
for most of the remainder, as shown by the
following table:

Highway-User Tax Collections, 1963

(in millions of dollars)

Federal excise taxes deposited in highway trust fund:

Gasoline ........ciciiiiiiiiiiisinininianes ,372
Diesel fuel ......cvvivinenrvnnrerinecnenns 113
Tires, tubes and tread rubber .,............. 399
Trucks, buses, and trailers ,,,............... 303
Use tax on vehicles weighing over 26,000 Ibs., , 99
Total | iiiiiiiiiiiiireiieaieaas ,286

State:
Motor fuel ...... @ e e teeerreteraereaaraey 8,845
Motor vehicle registration® ,....,........... 1,642
Motor vehicle operators’ licenses ............ 187
Gross receipts taxes on motor carriers3 ., ... 28
== ) 5,652

Local:
Motor fuel , ... ..0civiniiieniinerrniarennn. 337

Motor vehicle registration and operators’

JiCenses .. ivieeiinnrnenrnonnessaseians 3128
Total L .iiuriiiiiiiieraniariiteaansans 3160
Total, all governments ,........coevuvernnenanss 9,098

1Includes flat fee, weight-distance, and passenger-mile
taxes on motor carriers, as well as an unsegregable amount
of gross receipts taxes on motor carriers.

3Includes an unsegregable amount of taxes on carriers
other than motor carriers. See also footnote 1.

3 Data are for 1962.

Federal taxes.—The Federal highway-
user taxes are those excise taxes that are
placed in the highway trust fund for dis-
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tribution to the States under the Federal
aid highway program. These consist of all
the Federal excises on motor vehicles and
related products other than those on pas-
senger automobiles, parts and accessories
for passenger automobiles and trucks, and
lubricating oil, which altogether yielded
$1.9 billion to the Federal treasury in
1963, in addition to the $3.3 billion de-
posited in the highway trust fund.

Except for the $3 per 1,000 pounds
highway use tax imposed on motor vehi-
cles (over 26,000 pounds) and the 4 cents
per gallon tax on diesel fuel for highway
use, Federal highway-user taxes are manu-
facturers’ excise taxes. The Federal tax on
gasoline, as enacted in 1932, imposed a rate
of 1 cent per gallon. The rate was 114
cents from June 18, 1933 to January 1,
1934, when it reverted to 1 cent and re-
mained at that level until it was again
raised to 114 cents by the Revenue Act of
1940. The Revenue Act of 1951 increased
it to 2 cents per gallon and the Highway
Act of 1956 to 3 cents. It was further in-
creased to 4 cents on October 1, 1959. The
present 4 cents per gallon retail tax on
diesel fuel intended for highway use has
also been in effect since October 1, 1959.
Trucks and buses are taxed at 10 percent
of the manufacturer’s sales price. Tires
for use on highways are taxed at a rate of
10 cents a pound, other tires at a 5 cents
per pound rate. Inner tubes are taxed at
10 cents per pound.

State and local taxes.—State gasoline tax
rates range from 5 cents a gallon in six
States to 8 cents a gallon in one, Alaska
(table 75). The most common rate is 6
cents a gallon, imposed by 20 States and
the District of Columbia, but a 7 cents a
gallon rate is also becoming common; 17
States now tax gasoline at this rate. Over
the last 4 years, five States have increased
their gasoline tax to 7 cents a gallon.



TABLE 74.—State and Local Automotive Taxes, by Type and by State, January 1, 1964

Highway-user taxes Property and sales taxes applicable to
motor vehicles
Motor vehicle
Motor fuels registration & State
State operators’ licenses special © . Property taxes Sales taxes
taxes on

j motor :

State Local State Local catziers 1 | General Special 2 General Selective
Alabama. civeesercncsvavnves X X3 X —_ X X —_ X 4 J—
Alaska.cevesneenneresascnnns X5 —_ X X — X - X6 —_—
AfizONa. oo sevrnncssnaniensal X — X — X —_ X X4 —
Arkansas. cooesenenaescsosves X f— X X — X — X —
California. coveersesseenssass X — X —_ X — X2 X4 —_
Colorado.seveenssnnsnsnrean, X . X —_— X — X X4 —
Connecticut. cvoosssseservsns X j— X —_ — X —_ X -—
Delaware, coveveooncnanrsass X a—— X — _— _ _ X _—
District of Columbig...ocoeees X — X —_ X —_ —_ —_ X
Flofida. ceveresosossesonsene X X X — X - - X —_—
Georgig.eoenenn X6 — X — —_— X —_ b 4 —
Hawaii. . X5 X — X — -— _— X —_—
Idaho. . X —_ X o — - —_ — —_
Iilinois. X5 — X X — X _ X4 -_—
Indiana... . X —_ X X _— X - X -—
Iowa... X — X — —_— — —_ X —
Kansas, ‘X _ X —_ —_ X —_ X —
Kentucky X — X —_ X X X3 X —
-Louisiana. X — X — X ) — X4 —_
Maine. .:. X —_ X - - —_ X X —_
Maryland. coovveinnnnronnens X — X —_ — — —_ - b 4
Massachusetts. cveseessconeras X — X — — — X _— —_—
Michigan..coviseiieessnnens X5 —_ X - X —_— —_ — —
Minnesota, sseevesssssosvsed X —_ X — — - _— — —
MisSiSSiPPie e eeceersnassenss Xs X X X X X —_ X4 —_
Missouri..ieeass X Xe X X o X - X —_
Montana. vevessvavassrensane X — X X X X — —_— X
Nebraska..ouivevreannoenens X — X X —_ X — — -—_
Nevada...... X X X _ ol (®) X329 X —
New Hampshire. coevovsonsess X — X —_ — —_ X —_ -—
New Jersey. covavaracnannnees X —_— X —_ X — —_ — —_
New Mexic0, coceeeesensonass X X X —_ X —_ —_ — X
New York. oo vvnnvenarensnaes XS —_ X X X — —_ Xe -—
North Carolinz. .vvversnnen. X — X —_ X X — X —
North Dakota.sueserensaseass X —_ X —_ —_ —_ —_ X —_
X —_ X — — - — X —
X —_ X X X - -— — X
X —_ X — X —_ —_— —_ —
X — X — X = —_ X —
X — X — —_ X —_ X —
South Carolina....ocevsensens b4 _— X X X X —_— —_—
South Dakota....ocuue vherens X — X X X —_ — _}E X
Tennessee. covuvvnansans X — X —_ — X — X puint
Texas.......s sacsenenacense: X —_ X —_ — X - jn X
Utah.'oiviarainnnss eseseses X — X -— —_ X _ X 4 pani

Vermont. voeeeesesscssnsace X —_ X — — — —_ —

Virginiae cveessenass X — X X X X — Xe E
Washingtod, coecvrersnnninns X — X — X _— X2 X —
West Virginia. oo ovvvnen teaes X — X —_— X X _— — X
Wisconsin. ..... tetrersessans X — X — — — — X -
WYoming. cevvenoveneonnnnns X X X —_ X — X X —_

A dash (—) signifies “‘none.”’

1 Weight-distance, passenger-mile, and gross receipts taxes on motor
carriers.  Flat-rate registration fees on vehicles owned by motor carriers
(based on weight or horsepower) and fees for certificates of con-
venience and necessity or permits to operate are imposed by all States.

2 Ad valorem taxes imposed at a uniform statewide rate. Except in
California, Kentucky, Nevada, and Washington, these taxes are lo-
cally administered; and, except in Kentucky, the proceeds are shared
with local governments,

8 In a few counties there are overlapping county and municipal gaso-
line taxes.

4 Imposed by both State and local governments.

5 Taxable also under State or local general sales taxes.

6 Local general sales tax only.

7 Municipalities (but no other local governments) can subject motor
vekicles to general property taxation,

8 Under a recently enacted constitutional amendment, local gasoline
taxes now require two-thirds voter approval. To date, no city has
submitted a proposed tax for voter nfproval.

9 Subjected to a statewide 4 mill property tax in lieu of the general
property tax, effective June 1, 1963,
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TasLE 75.—State Gasoline Tax Rates, January 1, 1964 1

(Per gallon)
s¢ s1h¢ 6¢ | ¢ 7 Ta¢ o
Itlinois Massachusetts | Arizona Arkansas Alabama Washington Alaska
Hawaii 2 Colorado Geo:gil California et
Kansas 1 Connecticut Oklahoma (6.58¢) | Florida
Missouri Delaware Vermont Kentucky
Texas 1 Idaho Louisiana
‘Wyoming 1 Indiana Maine
’ Iowa l M.assuslpp: 1
Maryland 8 Nebraska
Michigan New Hampshire ¢
Minnesota North Carolina
Montana Ohio
Nevada Pennsylv:ma
New }erse.y e Island
New Mexico South Carolina 4
New York 1 Tennessee 3
North Dakota Virginia
Oregon West Virginia
South Dakota 1
Utah
Wisconsin
District of Columbia
Total....6 {...... cereetens S [P 2 S RN L T 17 ovrrvennanennen b 3 P 1

2 In most States diesel fuel is taxed at the same rate as gasoline.
The States which tax dlesel fuel at s different rate are: lowa 7¢;
Kanus, 7¢ stsxssxppx, 8¢: Montana, 9¢; New York, 9¢; South Da-

ﬁ Tennessee, 8¢ e:as, 6.5¢; yommg, 7¢. Inall but 2 few
States iquified petroleum is taxed at the same rate as gasoline. Ver.
mont does not tax diesel fuel and liquified petroleum.

Changes in State gasoline rates that have
occurred since 1952 are shown in table 76.
These changes reflect the rates in effect at
the start of each calendar year.

Diesel fuel and liquified petroleum are
taxed by the District of Columbia and all
States except Vermont. But Vermont
does impose additional highway registra-
tion fees for motor vehicles using fuels
other than gasoline. The rate on diesel
fuel is the same as the gasoline rate in all
but nine States, where it is higher.
Liquified petroleum gases are taxed at
the same rate as gasoline in all but a few
States.

All motor fuel sales are not taxed, and
some are given special treatment. Inter-
state sales, export sales, and sales to
governmental units are commonly ex-
empt. Tax refunds are generally allowed
for motor fuel purchased for nonhighway
uses (for example, agriculture, manufac-
turing, construction, and marine use). All
States except Alabama and Vermont pro-
vide tax relief for aviation fuel. In half
of the States this relief is in the form of
tax exemption or refunds of taxes paid;
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2 In Hawaii County, the State tax rate is 8¢.
3 Rate increased to 7¢, effective June 1, 1964,
4 The rates shown include tempom-y tates scheduled to expire s
gollov;; wb;;w Hampshire, 1¢, June 30, 1966; South Cuolina. lé.
une

but in the rest of the States aviation fuel
is subject to a low preferential rate, and
the proceeds are earmarked for aviation
purposes. In calendar year 1963 total re-
funds of motor fuel taxes in the 50 States
were about $200 million, or 4.9 percent of
gross motor fuel tax collections. The pro-
portion of tax refunds to tax collections
varies from State to State, from a low of
0.3 percent in Florida to a high of 28 per-
cent in North Dakota.?

The collection of taxes on special fuels
(diesel fuels, liquified petroleum gases,
etc.) has created administrative and com-
pliance problems. Special fuels for non-
highway use (kerosene and heating oil, for
example) are generally exempt from the
special fuel tax. Special fuel taxes imposed
on the use of fuel by motor carriers, intra-
state and interstate, are based on the
amount of fuel consumed, but not neces-
sarily bought within the State. In some
States fuel taxes are paid at the time of
purchase, but refunds on (unused) ex-
ported fuel are not given. In other

2 Federation of Tax Administrators, Tax Administrators
News, March 1964, p. 29.



States the tax is collected on a use basis,
including fuel imported in the vehi-
“cle fuel supply tank. (Several States with
use tax features in their statutes allow an ex-
emption for such importation in amounts
ranging from 20 to 50 gallons.) Occasions
arise, therefore, where some fuel which is
exported out of a State in a motor carrier’s
tank and which has already been taxed be-
comes subject to tax again in the import-
ing State, to the extent that it exceeds the
exempted amount. This problem and
the great diversity in motor carrier invoice
(or receipt) requirements to show proof of
tax paid have led to suggestions for uni-
formity in State enforcement, collection,
and audit procedures. In recent years
the North American Gasoline Tax Con-
ference has proposed reform in this area.
The NAGTC has also proposed, as an aid
in simplifying the enforcement problem re-
lating to nonhighway use of special fuels,
that the States adopt a uniform special
fuel-tax law which would advance the col-
lection of the tax from the consumer or
service station level to the bulk plant level.

A bill introduced in the 88th Congress
(H.R. 8858) would sanction State com-
pacts on motor fuels consumed by inter-
state buses. It would provide that inter-
state bus fleets pay a pro rata share of
their motor fuel taxes to the party States
on the basis of the amount of gasoline
consumed, as indicated by the number of
miles traveled in each. A tax credit would
be granted for motor fuel purchased
within the party State. A few States have
already taken action, however: In 1963,
four (Maine, Massachusetts, New Hamp-
shire, and Pennsylvania) enacted a ““Com-
pact on Taxation of Motor Fuel Consumed
by Interstate Buses,” which enables the
party States to prorate taxes on interstate

bus motor fuels on the basic of fuel usage.

State motor vehicle license taxes are of
three broad types: Motor vehicle regis-
tration license taxes on private passenger
cars and commercial vehicles, motor ve-
hicle operators’ license taxes, and special
motor carrier taxes. All States but Hawaii
impose motor vehicle registration and mo-
tor vehicle operators’ license taxes. In Ha-
waii these taxes are levied by the counties.

Motor vehicle registration taxes on
private passenger cars are commonly
based on weight, but in a few States the
horsepower of the vehicle, or its value, or
a combination of these factors and weight
serve as the basis of the tax. Registration
taxes on commercial vehicles are based on
weight, carrying capacity, or both. Farm
vehicles are usually exempt from these
taxes or are subject to them at reduced
rates, as are logging, mining, and well-
drilling vehicles in those States where such
activities are important.

Motor carrier taxes, like other motor
vehicle registration fees, are imposed for
the privilege of using the States’ highways.
For purposes of registration and taxation,
motor carriers are divided into three
classes: Common carriers, which operate
for hire over regularly scheduled routes;
contract carriers, which operate for hire,
but not over fixed routes or on regular
schedules; and private carriers, which are
usually defined to include all other com-
mercial carriers. Some States tax all three
classes on the same basis; some tax only
the first two classes; some provide similar
tax treatment for the last two classes; and
yet other States tax only freight carriers.
For regulatory purposes, carriers are usu-
ally required to obtain a certificate of con-
venience and necessity or an operating
permit for which they pay flat rate fees.
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In addition, about half of the States impose
special motor carrier taxes on a weight-
distance or passenger-mile basis, or on a
gross receipts basis for the proportion of
income received from business done within
the State.

As a means of lessening the compliance
problem of interstate motor carriers in
meeting the various State vehicle registra-
tion and licensing requirements, a group of
18 Western Statesand British Columbia have
entered into “The Uniform Vehicle Reg-
istration Proration and Reciprocity Agree-
ment.” Under its provisions, interstate
motor carriers are permitted to prorate
their motor vehicle registration fees on
the basis of the proportion of total fleet
miles operated within each State. H.R.
8858, mentioned above, would consent to
similar State reciprocity agreements re-
lating to registration taxes on interstate
bus fleets, thereby eliminating any doubt
as to the constitutionality of State action
in this tax area. But the States have not
waited for congressional action. In addi-
tion to the aforementioned agreement
among the Western States, which includes
interstate buses, three Northeastern States
(Maine, New Hampshire, and Pennsyl-
vania) during 1963 have entered into a
“Bus Taxation Proration and Reciprocity
Agreement” similar to the Federal pro-
posal and to the Western States agreement.
Furthermore 20 States, located mostly east
of the Mississippi have unilaterally en-
acted legislation enabling them to prorate
interstate bus registration and license taxes
on a basis similar to that achieved by the
interstate agreements.

At the local level, highway-user taxes
consist of gasoline taxes and motor vehicle
license taxes. Local gasoline taxes are im-
posed by approximately 300 municipalities
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and by 36 counties in seven States (Ala-
bama, Florida, Hawaii, Mississippi, Nevada,
New Mexico, and Wyoming). Municipal
gasoline taxation is widespread in only two
States, however (Alabama and New
Mexico), which account for over 200 of
the cities now imposing such taxes (table
77).  Until recently, over 100 cities in
Missouri were also levying gasoline taxes
at rates ranging from less than one-half
cent to 2 cents a gallon. But under a new
constitutional amendment in Missouri, ap-
proved by the voters in March 1962, cities
now receive one-fifth of the proceeds from
the State’s 5-cent gasoline tax, which was
increased from the previous 3 cents. Cities
may continue to impose their own tax if
approved by two-thirds of the voters; to
date, none has initiated such action.

The most common local gasoline tax
rate is 1 cent a gallon. In Alabama, how-
ever, where 12 counties and some of the
municipalities located within them are
both imposing gasoline taxes, the com-
bined county-city rate in a few instances
exceeds 2 cents a gallon. In Nevada all
17 counties receive gasoline tax revenue;
the tax is actually a State-imposed, locally
shared tax, in addition to the regular State
gasoline tax. It is classed here as a local
tax because the counties have the option
to refuse it.

Some counties and municipalities impose
taxes on fuel other than gasoline. This is
the case in Alabama, where local govern-
ments tax lubricating oil and other fuels
used in connection with motor vehicles.

Fourteen States permit at least some of
their local governments to impose registra-
tion fees for revenue purposes on the op-
eration of motor vehicles, including pri-
vate passenger automobiles. (This author-
ization is in addition to municipal regula-



TaBLE 77.—Local Gasoline Tax Rates, January 1, 1964

(Per gallon)
Local tax rates

State

tax

State rate

(cents) Vo¢ | 1¢ | Lig¢ | 2¢ | 3¢ | Buhe | 4¢ | 5¢

Alabama® . .. ... ol T .
Municipalities* .............. ... ... ... 13 1 /2 PPN PRI DN T
12 counties® , ... .............L..... ... 9 1 2 I Y (R P
Florida ..............ccovvvivnnn /2 TS PR NS PO APPSO PO
1 municipality ...............0......0..... S R Y Y Y I P
Hawaii ...............0cniiin Bt 20 ISR RN AP PO AP DA N
4counties .. ... .......one e oo 1 i 1 1
Mississippi ......o0viniii i 2 AP R DR Y DIV PR PR
Scounties . ,................oheoeeee e 2 | I R P P
Nevada .. .oovvivnnvrinnnininnanns LI T RS VAU PRI PR IRVY RPN PR DR
17 counties ,,................|......]...... SI7 oo e e e
New Mexico .......... 61 e
61 municipalities N L2170 AR IR PRI IRPIPIE IR PP
Wyoming ,.,.....c.viviniiiiiinnnn 2 T S Y S O P PN
Municipalities? ... ...........|......]...... > R R I Y N P

1 The rates shown apply only in the town or city. Rates
in police jurisdictions are generally lower, usually 14 the
town or city rate,

3 Cities of importance only. Details are not available on
the approximately 200 municipalities which levy gasoline
taxes. < .

¥ Some municipalities in at least 4 of these 12 counties
also levy a tax. These municipal levies are independent
of the county levy, except in Mobile County where the
municipal tax is allowed as a credit against the county tax.
The combined county-municipal rates in a few instances

tory powers, under which cities in most
States may impose, for instance, registra-
tion fees on taxicabs.) These local motor
vehicle license fees are similar to those im-
posed by the States. But the amount of
duplication is limited: Hawaii does not
impose these fees at the State level; their
applicability at the local level in Nebraska
is restricted to charter cities; only bond-
financed “seawall” counties in Mississippi
may impose them; in South Carolina, only
cities of over 70,000 population; and in
New York the authorization to impose
them, dating back to 1947, has been little
used. Widespread use of locally imposed
motor vehicle license fees is found in only
three States—Illinois, Missouri, and Vir-
ginia. However, in a few States (including
Alabama, Mississippi, Nebraska, South Da-
kota, and Texas) local governments collect

exceed 2 cents per gallon.

4 Except in the county of Hawaii where the State rate
is 8¢ per gallon; the county rate is 3¢ per gallon.

5 Nevada levies and collects a 1¢ line tax for all of
its 17 counties, This 14 tax is included in the 6¢ State
rate shown.

8 Includes the 14¢ tax of Los Alamos County which is
applicable only in the city limits of the municipality of
Los Alamos.

7 Casper and Cheyenne only. Details are not available
on the other municipalities which impose gasoline taxes.

the State motor vehicle license taxes and
retain a portion for their own use.

Other Automotive Taxes

In addition to the highway-user taxes,
motor vehicles and related products are
included in the base of a variety of gener-
ally applicable property and sales and gross
receipts taxes. The Federal manufacturers’
excise taxes on passenger automobiles (10
percent), auto parts and accessories (8 per-
cent) and lubricating oil (6 cents per gal-
lon) have been mentioned previously.

Thirty-one States, and local governments
in 3 additional States, have general sales
and use taxes that include motor vehicles
in their tax base (see table 74). Eight
States and the District of Columbia impose
selective sales taxes on motor vehicles.
They usually are auto titling taxes and are
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TaBLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962

State

Tax
revenue
(thousands)

Distribution formula

Recipient
local
governments

Amount
distributed
(thousands)

Local use
of funds

1. MOTOR FUEL TAXES

Alabama,,,,........

Arizona,,...........

Arkansas,..,........

Delaware, ...........

Florida, ...,

Illinois, .. ...........

Kansas, ..,. ereeeaes

Louisiana, ,,,. PN

$76,317

28,360

42,092

10,317

131,949

See above

149,942

42,883

66,379

See above

See footnotes at end of table.
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Minor amount to cities in proportion to
population, and 34 of remainder equally
among counties,

30% to counties in proportion to motor
fuel sales. Of the amount received by
counties, 14 redistributed to cities in pro-
portion to population of cities and towns
within county.

Amount equivalent to 7.7% of net proceeds
plus 14 cent per gallon distributed 14 in
proportion to area, 14 in proportion to
population, and 14 in proportion to mo-
tor vehicle license revenue.

Amount appropriated equivalent to 1¢ tax,
but not to exceed $1,200,000 annually, to
cities, % in proportion to population and
3 in proportion to street mileage.

. Proceeds of 2¢ tax allocated to counties,
14 in proportion to area, 14 in proportion
to population, and 1§ in proportion to
county contributions to the cost of State
road construction, and paid to State Board
of Administration as agent for the indi-
vidual counties, for required service of
county highway debt administered by the
State Board. Of any amount remaining
in each county’s account after payment
of debt service, 20% to the county for
highway maintenance and construction
(the other 80% to the State Highway
Department).

2. Proceeds of 1¢ tax allocated in the same
manner as the 2¢ tax and 209 to coun-
ties for highway maintenance and con-
struction.

Proceeds from the 5¢ tax distributed 32%
to municipalities in proportion to popu-
lation; 119 to counties with more than
500 thousand population (Cook County);
129% to counties with less than 500 thou-
sand population in proportion to motor
vehicle license tax collections; and 10%
to townships in proportion to secondary
and feeder road mileage, provided such
townships impose a minimum specified
tax levy for road and bridge purposes.

Proceeds from l¢ tax and from 1§ of 74
special fuels tax distributed (a) the first

—

$2.5 million to cities in proportion to.

population, (b) the next $4 million to
counties in proportion to secondary road
mileage, and (c¢) the remainder; 14 to
cities and 14 to counties in same propor-
tion as above.

. Proceeds from 1¢ tax distributed on the
basis of the number of gallons of motor
fuel sold in each parish during the pre-
ceding year.

2. Y, of 1¢ tax distributed to Lake Charles
Harbor and Terminal District. In addi-
tion, 9%, of 1¢ is distributed to the New
Orleans Harbor and Terminal District, a
State agency.

[

Cities, .....
Counties, , ,

Counties, ,,

Counties, ,,

Cities, ..., .

Counties, ,,

Counties, .,

Cities, .....
Counties, , ,
Townships,

Counties, ,,

Parishes
and cities.

Special
districts.

$63
26,997

- 2,802
5.604

4,774

1,200

12,418

1,263

44,351
35,521
13,251

3,252
4,732

9,220

449

}High-
ways,

e

Highways

Highways

Highways

Highways

}Highways

High-
ways.

Highways

Special dis-
trict pur-
poses.




TasLE 78.—State Collected, Locally Shared Highway-User

Taxes, 1962—Continued

‘State

Tax
revenue
(thousands)

Distribution formula

Recipient
local

governments

Ainount
distributed
(thousands)

Local use
of funds

Mississippi. .....

Nebraska,,.,.......,

Nevada,,....ev0vvee

New York...... ceeee

North Carolina

48,746

See above

63,018

39,516

9,666

231,906

107,809

See footnotes at end of table,

1. After deduction of State requirements
for debt service, refunds and administra-
tion, 54 of proceeds distributed 14 in
proportion to number of registered motor
vehicles, 33 in proportion to area, and 14
in proportion to population; subject to
specified maximum amount per county.
Of each county’s share, a specified amount

per capita of municipal gopulation in the

county, plus a specified portion of the
proceeds allocated to the State Highway
Department, to cities in proportion to
population, subject to a specified maxi-
mum amount per city. Excess after above
distribution, to counties, 14 equally, 14 in
proportion to population, and 14 in pro-
portion to area.

2. 14 of State Highway Department’s share
of mator fuel tax collections arising in
certain “seawall” counties to county of
origin for construction and maintenance
of sea walls to protect highways, and for.
debt service on sea wall bonds.

Proceeds from 1¢ of 5¢ tax allocated 14 to
counties, 14 in proportion to county road
mileage and 14 in proportion to rural
land valuation; and 84 to cities of over
200 population in proportion to popula-
tion (effective April 1962).

15% of proceeds from 7¢ tax to counties on
a statutory percentage basis for mainte-
nance, repair, and improvement of mail
routes; and 24% of remainder allocated
to counties on the same statutory per-
centage basis and redistributed (a) at a
specified per capita rate to cities and
villages with populations of 25 thousand
or less, (by 40% of county allocation to
cities of 25 thousand to 200,000, (c) 75%
of county allocation to cities of over
200,000 population, and (d) remainder to
the county for road and bridge purposes.

Proceeds from 14 cent tax distributed 14 in
proportion to area, 14 in proportion to
population, 14 in proportion to road mile-
age and 14 in proportion to vehicle miles
of travel. In addition, an optional tax
of 1¢ per gallon is imposed in counties
which do not reject this tax and is dis-
tributed to county of .origin. Counties
must redistribute a proportionate share
of the I¢ tax to cities on the basis of as-
sessed valuation.

(a) an amount equal to 109 of proceeds
from motor fuel tax, distributed in pro-
portion to highway mileage outside cities
and villages;

(b) an amount equal to $400 per mile for
total street and highway mileage to New
York City. .

Amount appropriated, equivalent to pro-
ceeds of 14¢ tax from previous year, dis-
tributed 14 in proportion to population
and 14 in proportion to street mileage.

Cities, .....
Counties, .,

Counties, , ,

Cities, .....

Counties, .,

Counties, .,

City (New
York City).
Counties, , ,

1,443
16,098

417

1959

215,112

82,337

3,173
22,473

7,356

gt

ways.

Highways
Highways

Highways

Highways

}Highways ‘

Highways
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TasLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962—Continued

State

Tax
revenue
(thousands)

Distribution formula

Recipient
local
governments

Amount
distributed
(thousands)

North Dakota, ,,....,

Oklahoma, ,..,..

IR

Pennsylvania

South Carolina, .. ...,

South Dakota. .. ..,..

12,151

220,265

62,627

See above

See above

232,844

See above

53,320

15,745
80,502

198,237

See footnotes at end of table.
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14 of proceeds of 6¢ motor vehicle fuel tax

to counties in proportion to motor vehi-
cle registration and 21% of proceeds
from 6¢ special fuel tax distributed as
follows: ga) an amount totaling that dis-
tributed for 1959-60 fiscal year to coun-
ties in proportion to motor vehicle regis-
tration; (b) 50% of excess after above
distribution to counties in proportion to
motor vehicle registration; and (c) re-
mainder to cities and villages in propor-
tion to population.

Of proceeds from first 2¢ tax, 30% to cities

—

in proportion to motor vehicle registra-
tions, and 25% equally among counties.
Of proceeds from additional 2¢ tax, 714%
to cities in proportion to motor vehicle
registrations, 714% equally among coun-
ties, and 1714% equally among town-
ships.

. Of proceeds of 4¢ gasoline tax, 22% to

counties, % in proportion to county road
mileage and 3 in dproportion to popula-
tion and area; and 5% to cities in pro-
portion to population. Of proceeds from
special fuel use tax, 2414 % to counties in
proportion to population and area.

2. Proceeds of I¢ gasoline tax distributed,

—

14 in proportion to area, 33 in proportion
to rural population, and 1 in proportion.
to county road mileage.

. Proceeds of 14¢ gasoline tax distributed,

2% in proportion to county road mileage,
and 34 in proportion to population and
area.

. Amount equal to 14¢ per gallon of taxed

fuel distributed in proportion to average
amounts returned to counties during
preceding three years. Counties may re-
distribute portions of this allocation to
their political subdivisions, 14 in propor-
tion to road and street mileage and 14 in
proportion to population.

2. Amount equal to 209% of proceeds from

motor fuels sales tax to cities and town-
ships, 3% on basis of road mileage and
2% on basis of population, subject to mini-
mum annual distribution.

Proceeds from 1¢ tax distributed in propor-

tion to motor vehicle license tax collec-
tions, subject to certain minimum and
maximum limitations,

14 of proceeds distributed in proportion to

county assessed valuations.

(a) Proceeds from 2¢ tax to counties, 14

equally among counties, 14 in proportion
to population, and 14 in proportion to
area, and (b) proceeds from 1¢ tax to
cities in proportion to population.

From 14 of proceeds, amounts as required

are allocated to pay debt service on county
debt incurred to finance highways now
in State highway system, and a specified
amount ($7,300 thousand for fiscal 1962)
distributed ¢ in proportion to area,
440 in proportion to rural population,
and44g in proportion to lateral road mile-
age.

Cities and
counties.

Counties, . .

Counties, ..

Counties, . .

City (Phila-

delphia).
Counties, , .
Townships,

Counties, , .

Counties, ..

Counties, , ,

2,128

23,324
21,621
11,147

9,866

4,700

2,286
11,962

11,388
18,651

7,231

1,987

11,359
22,718

7,910

}Highways

e,

Highways

Highways

}nghways

}High- .

ways.
Highways

Highways

e

Highways




TaBLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962—Continued

State

Tax
revenue
(thousands)

Distribution formula

b

Recipient
Jocal
governments

Amount
distributed
(thousands)

Vermont, ., ...

Virginia, .,

Total, ,......

9,279

See above

93,825

74,981

8,285

2,110,911

< L4 «

1. Amount appropriated equal to 214¢ of
the motor fﬁel sales taxefl distributél‘ éa)
at specified rate mile of State aid for
construction, and (b) the remainder for
construction and maintenance of State-
aid highways at discretion of State High-
way Board, and in fixed ratio to local
expenditure for winter maintenance and
for bridge repair and construction.

2. Amount appropriated equal to 2¢ of the
motor fuel sales tax, distributed in pro-
portion to town (or city) highway mile-
age, subject to local expenditure of speci-
fied minimum amount per mile, for
maintenance and construction of high-
ways.

Amount based on motor fuel sales tax pro-
ceeds received by county in 1981, plus
proportionate share of increase in pro-
ceeds since that date, to two counties
electing to maintain their own local high-
ways.

Proceeds from 614¢ tax, after deduction for
State administration of 34 of 1%, 35% to
counties (after certain deductions apply-
ing to specific counties) 144 equally among
counties, ¥4 in prosortion to motor vehi-
cle registration, and ¢4 in proportion to
trunk highway mileage adjusted for vari-
ance among counties in highway costs;
and 11.2% to cities and towns in propor-
tion to population. In addition, pro-
ceeds of 14¢ tax to cities and towns in
proportion to population, with require-
ment for local matching of 1} of this
amount.

239, of proceeds from 4¢ tax to counties,
14 in proportion to population, 14 in
proportion to area, an in ?roportion
to assessed valuation. 2% of p
from 4¢ tax and 25% of proceeds from
additional 1¢ tax to cities in proportion
to population.

Cities, ,,...
Towns. .. ..

Counties, , .

Cities, ., ...
Counties, .,

Counties, .,

25
1,001

70
3,005

2.292

12,118
19,612

536
1,464

453,688

e

Highways

}High-

ways.

1 High-
{ ways.

2. MOTOR VEHICLE AND OPERATORS’ LICENSE TAXES

California, ,

ssm s

.o

n.a.

n.a.

428

See footnotes at end of table.

Proceeds from trailer coach license fees dis-
tributed to county of origin. Counties
must redistribute 33 to cities and 14 to
school districts from which collections
originate (14 to school districts, where
collections originate outside 2 city).

Proceeds from temporary special motor ve-
hicle registration fee to be collected dur-
ing the calendar years 1960, 1961, and
1962, to counties and municipalities on
basis of residence of registrants,

3 of proceeds from motor vehicle operator
examination fees distributed at a speci-
fied rate per pupil enrolled in such course.

Cities,
counties,
and
school
districts.

Cities and
counties.

4,319

1,554

General

urposes
gnd edu-
cation.

Highways

Education
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TABLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962—Continued

State

Tax
revenue
(thousands)

Distribution formula

Recipient
local
governments

Amount
distributed
(thousands)

Local use
of funds

Florida, ,...........

Kansas, .....o00v00en

Kentucky,..........

Louisiana, ,.........

Maryland, ..........

Mississippi..........

Nevada,............

New Mexico, ........

New York...........

North Carolina, ., ...

54,836

1,162

876

4,425
13732

27,725

6,388

1,927
11,204

See above

958

187,486

See footnotes at end of table,
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1. Amount required by formula, distributed
from proceeds of motor vehicle license
taxes, in proportion to number of instruc-
tional units (as determined under the
minimum foundation program), for school
construction or for debt service on school
bonds.

2. After deduction of 259% for the State
general fund and minor amounts for

cities and towns, proceeds of auto trans- -

portation mileage tax allocated to coun-
ties in proportion to mileage traveled by
licensees in each county and paid to the
State Board of Administration to be used
in the same manner as the 2¢ motor-fuel
sales tax.

3. Proceeds from additional fee levied on
motor vehicle operators’ permits, distrib-
uted as reimbursement for costs of pro-

gram.

After specified deductions, proceeds from
motor carrier license taxes distributed to
counties in propertion to road mileage.

14 of proceeds from truck licenses distrib-
uted equally among counties,

1% of proceeds from motor vehicle operators’
license fees paid by residents of the city
of New Orleans distributed to New Or-
leans.

Fixed portion of each registration fee dis-
tributed to city of Baltimore or county of
origin. Outside city of Baltimore, 145 of
county’s share of fees originating in cities
to city of origin.

Proceeds from privilege license on trucks,
trailers, and buses distributed 14 in pro-
portion to number of registered motor
vehicles, 15 in proportion to area, and 1§
in proportion to population.

Specified amount per registration to county

of origin,

. After deduction for administration, 15%
of proceeds of motor vehicle license taxes
to county of origin for redistribution
among taxing units therein in proportion
to the property taxes they levy.

2. After deduction for administration,
3714% of proceeds of motor vehicle li-
cense taxes to counties, 14 to county of
origin and 14 in proportion to county
road mileage; and 10% of proceeds to
county of origin for redistribution to
cities in proportion to assessed valuation.

. After deduction of a specified portion of
fee for each motor vehicle operator’s li-
cense, 14 of amount collected in cities and
Los Alamos County to city or county of
origin.

Amount appropriated, equal to 25% of
collections from motor vehicle fees, to the
counties and New York City in propor-
tion to such collections.

Proceeds from additional automobile license
fees, distributed on basis of enrollment in
approved driver-training courses,

ot

o

School
districts.

Counties, .,

School
districts.

Counties, .,
’

Counties, , .

City (New
Orleans).

City (Balti-
more).
Counties, ,,

Counties, , .

Counties, , .

Cities. .. ...

Counties, ..

School
districts.

City (New
York City).
Counties, ,,

Counties, . .

17,640

686

1,993

123

1,866
26,020

3,853

57

227
698
360

857
3,213

4270

10,280
22,820
1,546

Education

Highways

Education
Highways

Highways

Police
pensions.

pur-

}General
poses,

Highways

Highways

General
urposes.
Education

High-
ways.

General
purposes.

}Highways

Education




TABLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962—Continued

State

Tax
revenue
(thousands)

Distribution formula

Recipient
local
governments

Amount
distributed
(thousands)

Local use
of funds

North Dakota, ,, ...

South Carolina, .....,

Utah, ...... teenen .

10,135

78,249

1,108

25,720

1,004

7,142

See above

872,450

See footnotes at end of table,

After deduction for administration, 41%

—

2.

—

r

of proceeds distributed as follows: (a) an
amount equal to that distributed for
195960 fiscal year to counties in propor-
tion to motor vehicle registrations; (b)
859% of excess after above distribution to
counties in proportion to motor vehicle
registrations and (c) remainder of excess
to counties for redistribution to cities and
villages in proportion to pepulation upon
application of city or village for its share,

. After deduction for administration and

other State purposes, preceeds of motor
vehicle registration tax distributed as
follows: 47% to county of origin, 34%
to city of origin or to county of origin
(where registrations originate outside mu-
nicipalities), 9% to counties in propor-
tion to county road mileage, 5% equally
among counties, and 5% to townships in
proportion to township road mileage.
After certain deductions 509% of proceeds
of motor transportation license tax to
counties and cities through which taxpay-
ers’ routes lie, in proportion to mileage of
such routes.

. 95% of proceeds from automobile and

farm truck licenses to county of origin
for redistribution to school districts in
proportion to average daily attendance.
Of proceeds from commercial licenses
and bus mileage tax, 5214 percent distrib-
uted to counties, 2 in proportion to
county road mileage and 3 in proportion
to population and area; and 233 per-
cent distributed to counties in proportion
to county population for redistribution
to cities in proportion to population.

Proceeds from motor transportation taxes

—

2.

distributed in proportion to population,
subject to a specified minimum allocation
for county seats and a specified maximum
allocation for any one city.

. Amount appropriated from proceeds ($2

million annually) plus, after deduction
for State purposes, 34 of remainder, dis-
tributed 459 in proportion to popula-
tion, 45% in proportion to road or street
mileage, and 10% in proportion to area.
Amount required from proceeds of motor
vehicle license tax (additional $1 tax), dis-
tributed as reimbursement of local expen-
diture for approved driver education
courses, up to a specified maximum
amount per pupil,

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

Cities and
counties.

Counties, , .
Townships,

Counties, , .
School

districts.

Counties, .,

Counties, .,

School
districts.

...........

4,002

17,759
56,357
3,901

378

24,386

2,672
5,876

810

1,161
2,303

396

200,030

Highways

}Highways

Highways

Education

High-
ways.
General

purposes.

High-
} ways.

Education
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TABLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962—Continued

State

Tax
revenue
(thousands)

Distribution formula

Recipient
local
governments

Amount
distributed
(thousands)

Local ase
of funds

8. COMBINED HIGHWAY USER REVENUES

California, .,........

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

Idaho........c.u.0

Indiana, ,,.......

na.

na.

n.a.

na.

See footnotes at end of table.
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1. $5,400,000 times ratio of latest calendar
year motor vehicle registration to such
registration in 1946, distributed (1) speci-
fied amounts to certain counties at statu-
tory ﬁpercenl:ages for snow removal, (2)
specified amounts to certain counties at
statutory percentages for heavy rainfall
and storm damage, and (3) the remainder
to all counties in proportion to motor
vehicle registrations.

2. Equivalent of 1¢ per gallon of taxed gaso-
line distributed $50,000 to each county
(of which $20,000 may be spent only for
administrative and engineering costs) and
the remainder in proportion te motor
vehicle registrations.

3. Equivalent of 34¢ per gallon of taxed
gasoline distributed (1) to counties not
receiving at least $300 per mile of main-
tained roads—excluding the $20,000 allo-
cation—from the 1¢ distribution in
amounts sufficient to bring their receipts
up to this level; (2) 14 of the remainder
to all counties in proportion to motor
vehicle registrations; and (3) the other
half in proportion to road mileage to
counties not receiving $600 per mile of
maintained road—excluding the $20,000
allocation—from both the adjusted $5,400,-
000 distribution and the 1¢ distribution.

4. Equivalent of 34¢ per gallon of taxed
g\soline appropriated to State Highway

epartment and distributed to cities in
roportion to population.

After deduction for maintenance of high-
way patrol, 30% te counties, 1§ in pro-
portion to rural motor vehicle registra-
tions and 4 in proportion to rural
highway mileage; and 5% to cities, 4 in
proportion to urban motor vehicle regis-
trations and 15 in proportion to street
mileage.’

30% of proceeds to cities and counties as
follows: (a) 919 to counties of which
10% is divided equally among the coun-
ties, 459% in proportion to previous year’s
collection from motor vehicle license
taxes, and 45% in proportion to improved
highway mileage; and (b) 9% to cities in
proportion to population,

After specified deductions, 15% of proceeds
to cities on basis of population, and 32%
to counties as follows: 5% equally among
all counties; 659 on basis of road mile-
age; and 309 on basis of motor vehicle
registrations.

Of the proceeds (consisting largely of the
motor fuel sales tax, motor vehicle license
tax, and 109 of the general sales tax),
2% for the 6 months July-December 1961
was distributed prior to any other appor-
tionment to the cities in proportion to
population; remainder distributed 8% to
cities in proportion to population and
35% to counties in proportion to area.

Counties, ,

Counties, ,,

Counties, .,

Counties, .,

Counties, , .

Counties, .,

13,433

56,292

21,110

33,479

4,708

12,601

20,086
42,850

12,422
33,102

Highways

Highways

Highways




TABLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962—Continued

State

Tax
revenue
(thousands)

Distribution formula

Recipient
local

governments

Amount
distributed
(thousands)

Local use
of funds

Michigan,......... .

Minnesota, ,,........

Oregon, .........

n.a.

na.

n.a.

See footnotes at end of table.

After distribution of motor vehicle license

taxes in lieu of nal property tax and
certain other deductions, 309, of pro-
ceeds distributed to city of Baltimore, and
20% to counties in proportion to county
road mileage. Counties must redistribute
to their cities a share equal to the propor-
tion of county road mileage lying in each
city. In certain counties, where the State
maintains the county road system, the
allocations are made to the State Road
Commission, rather than to the loval gov-
ments. :

589 of proceeds from 414¢ motor fuel sales

tax and from motor vehicle registration
fees, after allocation of a specified portion
for snow removal, and 25% of proceeds
from 1i4 cents motor fuel sales tax and
from weight tax on certain vehicles, dis-
tributed 853 to counties and 184, to cities.
Amount for counties distributed as fol-
lows: (a) specified flat amount to each
county; (b) 34 of the remainder distrib-
uted 75% in proportion to motor vehicle
license tax collections, 10% in proportion
to primary road mileage and lﬁ;’o equally
among counties; and (c) remainder distrib-
uted 65% in proportion to local road
mileage, and 35% in Froportion to rural
population. Amount for cities distributed
60% in proportion to population, 29%4%
in proportion to major street mileage, and
lOlA%Poin proportion to State highway
mileage.

299% of proceeds allocated to counties and,

after deductions for State administrative
expenses and “disaster relief”, distributed
10% equally among counties, 10% in
proportion to motor vehicle registration,
80% in dpropom’on to “State-county aid”
and road mileage, and 50% in proportion
to computed “money needs” for construc-
tion; and 9% of proceeds to cities, 50%
in proportion to population and 50% in
proportion to computed “money needs”
for construction and maintenance.

Of proceeds credited to State highway fund,

19% to counties in proportion to motor
vehicle registrations and 109%, less $250,-
000 deducted annually for State expendi-
ture within cities, to cities in proportion
to population, subject to limitation for
city of Portland of credit for only 70%
of its population in computing amount
due. The limitation for Portland is to
be increased at the rate of 49 per year
until 1971 and succeeding years when
its total population will be counted.

Cities, ,....
Counties, , .

Counties, .,

22,020
9.258

6,146
,2'240

19 }High-

}High-

ways.

ways.

[

Jre.
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TABLE 78.—State Collected, Locally Shared Highway-User Taxes, 1962—Concluded

. Tax Recipient Amount
State © revenue Distribution formula local “distributed | Local use
(thousands) governments| (thousands) | ©of funds
Wisconsin, ., ........ na. | 1. Of proceeds from highway-user revenue | Cities, ..., 14,410
in excess of specific allocations for State | Counties, ., 10,977 |tHighways
highway purposes and other highway | Towns, ... 10,977
aids, 18% to counties (34 in proportion to
motor vehicle registrations and 34 in pro-
portion to rural highway mileage); 189
to towns, 189 to cities and 69 to villages
in proportoin to amounts received for
street improvement,

2. Amount appropriated from highway-user | Cities, ,..,. 4,456 |]General
revenue, equivalent to 11% of proceeds | Towns, ..., 2,127 } purposes.
from truck license taxes and 209, of pro- | School dis-
ceeds from all other motor vehicle license trict (Mil-
taxes, distributed in proportion to collec- waukee). 829 | Education
tion of such taxes, subject to a minimum
distribution of at least as much as local
motor vehicle property tax collections in
1930,  Part of amount distributed to city
of Milwaukee, redistributed to school dis-
trict serving that city.

Total......... BB | tiietiietenaaianinaiotiniareiraeniaenns cerreeenns 502,065 |........... .

n.a.—~Data not available,

1 Excludes substantial amounts allocated to counties and
cities but not distributed by June 30, 1962.

2 Includes an amount redistributed to cities.

3 Includes an amount for cities,

*Includes an amount for Los Alamos County,

paid when the motor vehicles are regis-
tered. State selective sales tax rates on
motor vehicles range from 114 percent of
retail sales price in New Mexico to 3 per-
cent in Vermont and West Virginia. Six
of these 8 States (Maryland, Oklahoma,
New Mexico, South Dakota, Texas, and
West Virginia) and the District of Colum-
bia with selective motor vehicle sales taxes
include in their general sales tax base auto-
motive parts and accessories, but exclude
motor vehicles. The other 2 States, Mon-
tana and Vermont, do not have a general
sales tax. Motor fuel is subject to the gen-
eral sales tax in only 7 States.

Twenty-one States include motor vehi-
cles in the general property tax base, and
in 10 States (including Kentucky, which
also taxes them under the general property
tax laws) they are subject to special prop-
erty taxes at uniform statewide rates.

182

5 After January 1, 1968, county share is 26% and city
share, 99%."

Source: U.S. Bureau of the Census, State Payments to
Loca21 Governments, 1962 Census of Governments, Vol, VI,
No. 2.

Nevada shifted from general to special
property taxation in 1963. The general
property taxes on motor vehicles are locally
administered in all States, and in only 4
States (California, Kentucky, Nevada, and
Washington) are the special property taxes

~ State-collected. California, Nevada, and

Washington share the proceeds from the
special property taxes with their local gov-
ernments.

Federal and State Aid for Highways

The Federal Government has been
making grants for highway construction
to the States since 1916. Until 1956, these
grants had been made from the general
funds of the Federal Government. But in
that year, in conjunction with the enact-
ment of the Federal-Aid Highway Act of
1956, the collections from the Federal
motor-fuel taxes and from certain other



Federal automotive taxes were earmarked
for the Federal Highway Trust Fund. In
1963 Federal highway grants to the States
from this fund totaled $3.0 billion.

The States also earmark part of their
revenue from automotive taxes for high-
way aid to the local governments. In 1963
State intergovernmental expenditures on
highways totaled $1.4 billion. Table 78

details State highway-user tax receipts
shared with local governments for 1962.
Not much significance can be attached
to the effect of these intergovernmental
transfers, however, since all expressways or

- roads constructed or maintained by one

level of government are also physically lo-
cated within the jurisdiction of other sub-
ordinate governmental units.
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Chapter 12
TOBACCO TAXES

Total governmental revenue from to-
bacco taxes in 1962 was $3,160 million,
divided among the three levels of govern-
ment as follows:

Amount Percent
(millions) distribution
Federal.................... $2,022 64.0
1 1 1,075 34.0
Local,..........cccvvvnnenn 63 2.0
Total,............... 3,160 100.0

About two-thirds of all tobacco taxes
accrued to the Federal Government, the
other one-third going almost entirely to
the States. A third of the $63 million
tobacco taxes collected by local govern-
ments went to Florida municipalities,
where the local tax is allowed as a credit
against the State tax. Most of the re-
mainder was collected by New York City
($24 million).

Cigarettes are the primary source of
revenue from the taxation of tobacco
products. They are taxed (as of January 1,
1964) by the Federal Government, 47
States, the District of Columbia, and some
500 municipalities in 8 States (including
over 300 in Florida). By contrast, only 17
States, a few local governments, and the
Federal Government impose taxes on other
tobacco products. The three States totally
without tobacco taxes on January 1, 1964
were Colorado, North Carolina, and Ore-
gon. In Colorado, however, a number of
municipalities impose them under home
rule powers.!

1 Colorado has adopted a 3-cent State cigarette tax effec-
tive July 1, 1964. The authority of municipalities to im-
pose such taxes was left undisturbed.
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Administration of
Tobacco Tax Collections

Federal tobacco taxes are collected di-
recently from the manufacturer, while State
taxes are collected from wholesale distribu-
tors of tobacco products (jobbers). All but
four of the States imposing cigarette and/
or tobacco taxes require that stamps be
affixed to the packages as evidence of tax
payment. The Federal Government,
Alaska, Hawaii, Massachusetts, and Michi-
gan do not use stamps.

All States except Hawaii allow distribu-
tors a discount, based either on the face
value of stamps purchased or on the liabil-
ity, to defray the cost of affixing stamps
and other expenses incurred in complying
with tobacco tax regulations. Discounts
range from one-half of 1 percent in Massa-
chusetts (for chain stores; the allowance
for wholesalers is 2 percent) to 10 percent
in Mississippi (table 79). There is no dis-
count under the Federal tobacco excise.

As State cigarette tax rates have increased
over the past decade, discounts have
tended to drop to reduce the amount of
windfall given distributors, since a higher
tax rate increases the denomination of the
tax stamp and the amount of capital im-
mobilized, without necessarily adding to
the tax compliance burden. It is estimated
that distributors realized almost $40 mil-
lion from discounts on State cigarette taxes
in 1962.

In conjunction with their tobacco taxes,
most States require the annual licensing of
tobacco distributors, wholesalers, and re-



TasLE 79.—State Cigarette Tax Revenue and Discounts, Calendar Year 1962
(Dollar amounts in thousands)

Estimated amount

Estimated Discount rate s
Statg gross revenue (percent) 5?:;1331[ ob?; Net revenue *

Alabama,..............¢c000nein, $18,570 7.5 $1,303 $17,177
Alaska, ..........coiiiienn. 2,071 1.0 21 2,050
Arizona............ii0iiieaiann. 3,718 5.0 186 3,582
Arkansas..................o.ell. 10,948 6.0 657 10,286
California, .. .................... 72,874 2.0 1,457 71,417
(€723 Ls3 - T o A PR PO T ] LRI
Connecticut, ., . ...covereeennni... 19,622 23,1 . 608 19,014
Delaware. .. ....oovevrvnnenrnnnn. 3,892 3.0 117 8,775
District of Columbia,,............ 3,773 6.0 226 3,547
Florida,...............ocvvvven. 37,142 25.0 1,857 35,285
Georgia, .........oiiiiiiiien . 21,764 3.0 653 21,111
Hawaii, .....ooovrinrevrinnnnnnn. 2,878 | e e e 32,378
Idaho,..............ccovveiinsn 4,079 5.0 204 3,875
Ilinois, ...............cenn 58,499 25.0 2,925 55,574
Indiana,........................ 20,827 275 1,562 19,265
TIowa, .. ........ccoiiiiieinnn 12,602 5.0 630 11,972
Kansas,...........ccoveieinnnnnn 10,156 5.0 508 9,648
Kentucky, .. ...coovvvinirvninnn.n, 9,759 6.0 586 9,178
Louisiana, .............oevvenn.. 29,801 9.0 2,682 27,119
Maine,,.............co0vvevvnen. 8,367 3.0 251 8,116
Maryland,....................... 283,169 5.0 1,158 22,011
Massachusetts, ... ............... 43,660 40.5-2.0 799 42,861
Michigan, .. ..................... 59,659 1.0 597 59,062
Minnesota, .. .................... 26,521 225 663 25,858
Mississippi,..............c0onn . 13,276 10,0 1,328 11,948
Missouri,........................ 22,781 3.0 682 22,049
Montana, .. ..................u.. 6,569 5.0 328 6,241
Nebraska,..................cv.0 6,867 5.0 343 6,524
Nevada, .. ...t itineereennnn, 4,665 4.0 187 4,478
New Hampshire, .,............... 4,616 5.0 231 4,385
New Jersey.........ovovunvneinns 61,655 23.0 1,850 59,805
NewMexico. .......coovverennn. 7,768 24,0 311 7,457
NewYork, .. ..........covvuvun. 127,475 524-2.8 3,509 124,416
North Carolina, ., ... .. ..vviet | it iiniir et e ciienrae ] e et et e ceadovnosassanonnnneses
North Dakota, ,.................. 3,968 5.0 198 3,770
Ohio...........cocviviiiiinnnn, 65,319 2.67 1,744 63,575
Oklahoma....................... 19,264 4.0 771 18,493
L S S [ P SO
Pennsylvania,.................... 84,718 215 1,271 83,447
Rhodelsland, .. ................. 7,552 4.0 302 7,250
South Carolina, .. ................ 10,757 5.0 538 10,219
South Dakota 3,865 27.0 271 8,504
Tennessee, ...................... 20,146 25.0 1,007 19,139
Texas. ........cccvuiviiinnnin 90,664 5.0 2,040 88,624
Utah, ,.........c.0ocviiinnn. 2,628 25.0 131 2,497
vermont, ... ...........ccovunnunn 3,641 23.75 137 3,504
Virginia. .. ................ ... 15,261 5.0 763 14,498
Washington, .. .................. 20,983 2.5 525 20,458
West Virginia, ................... 12,070 4.0 4883 11,587
Wisconsin, .. ..............c..... 26,812 23,125 838 25,974
Wyoming, ...................... 1818 6.0 109 1,709

Total,.................... 1,148934 1, .. .....iieunan, 89,187 1,109,747

! Differs from Census data because of difference in re-
porting period and exclusion here of tobacco taxes other

than on cigarettes.

2 Revised discount rates were enacted in 1963, as follows:
Connecticut, 2.7%; Florida, 5% on first $160,000 tax and
314% on excess; Illinois, 59 on first $700,000 tax, 4% on
next $700,000, and 39 on excess; Indiana, 6%; Minnesota,
814 % on first $150,000 tax and 2.5% on excess; New Jersey,
2.8%; New Mexico, 4% on first $24,000 tax (monthly), 8%
on next $24,000, and 29% on excess; Pennsylvania, 39%;

South Dakota, 5%; Tennessee, 4.15%; Utah, 4%; Vermont,
3.5%; Wisconsin, 2.6%.

3Includes an unsegregable amount from tobacco taxes

Table V.

other than on cigarettes.

4 One-half percent for chain stores, 1% for vending ma-
chine operators, and 29, for wholesalers.

82.49, on first $300,000 tax, 2.8% on excess,

Source: National Tobacco Tax Association, Comparative
Tobacco Tax Collections 1962, (RM-875, July 1968),
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TasLE 80.—State Cigarette Tax Rates as of January 1—1952 through 1964
(cents per standard package of 20)

State 1952 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964
Alabama,,....... I R 4 Lo [ IR I I 6
Alaska,.......... . 2 R L Z A IO Y A : 21 (PPN 8
Arizona, ........ 2 R I (TR [P IR I TS I T TS I vees 2
Arkansas, ....... 30 DTN S I R (PRI OIS [IPURPU IR [P (RPN 6
California, ,..... - - - - - - - . 2 (U I PP 3
Coloradot, ,,.... - - - - - - - - - - - -
Connecticut, , .., . 2 O O O N I A A B 5 6
Delaware, .. ..... 2 L2 A IS U IR IR VPRI I 5 5
Dist. of Col., ..... 11....... 20 IR I (VRPN RS [P [P [N 2
Florida, ......... 3 PO IS DU RS DUUPUU DU [P I I 8
Georgia......... L 2N IR R, 5 | b 53
Hawaii, ., ....... 20 per cent of wholesale price
Idaho, .. ........ L 2 T I T S O [P I 5 |....... 6. 0.iin. 7
Illinois, , . ...... . . Z O o PSP [ P 4 3 41,0, 4
Indiana,........ 3 P IO S INOUUUIURA Y IS IS A Y R 4
Iowa............ 2 L. 7 O (A [T VRN RS L O O 5
Kansas, .. ....... 2 A IS N I 7 % D RN I I I 43
Kentucky........ LI O . N O Y Y 273 I INPURN 2
Louisiana, ....... N R O O O N S O e I ET T 8
Maine, .......... 4] - Z O R A Y N 6....... 6
Maryland, ....... - - - - - — ;T I I 61.icun. 6
Massachusetts, . .. 2 O U O I T O L ] T 6
Michigan, ...,... . R S APl -2 S IO 6 5 7 8
Minnesota, ...... S T e O A 127 B N PO 7
Mississippi. ...... 2 IO L 2 O [ - O I 8 88
Missouri, ,,...... - - - 4
Montana.,...... 4 (... et 8
Nebraska, ...,... . 2 P I 6
Nevada,......... . R L 7
New Hampshire, . 15 percent of retail priice
New Jersey....... 2 O O AT -3 I O Y P 8
New Mexico. .... S A L 2 R [P Y ISP [P 8(....... 8
New York, ....... R S Y Y I 2 R PR T 5
North Carolina, ., - - - - - - - - - - - -
North Dakota. ... LI A S Y PN (PPN IV N T P I 7
Ohio, .,......... 2 R AP 2 I RN L O ] FT 5
Oklahoma, .. .... ;20 U IS NI [PUUUIUINY UPDIPUNPY IO S R 2 7
Oregon.......... - - - — - - - - - - - -
Pennsylvania, , . .. S I L R A I (0 I I I 8
Rhode Island, , .. . Z R A Y N SO Bleevannn [ S 6¢
South Carolina, ., . 2 R A O IS AU EF L S O S P 5
South Dakota, ., . . R I Ul LT I S I 6
Tennessee, .. .... L. 2 I e A I IR ] I TT IPT TS A P 7
Texas.,......... % U R [T U RN N 8 e 8
Utah, . . ........ 2 IR F 2 AU I IR APUPUPS ENPRN [PNPNS DU P 8
Vermont, ,,,..... 4 8
Virginia, ., ...... - 3
Washington, .. ... T 7
West Virginia, ., . 4 6
Wisconsin, . . .... 3 8
Wyoming,....... 2 4
No. of States

with tax ®, .. ... 44 4 44 45 45 45 46 47 48 48 48 48
Note: A blank space (...... ) indicates no rate change 8 Increased to 9¢, effective July 1, 1964.

since previous rate shown. A dash (—) indicates no ciga-
rette tax was in effect as of January. 1.
1 Colorado enacted a 3¢ tax, effective July 1, 1964.
2 Increased to 8¢, effective March 1, 1964.
3 Increased to 6¢, effective April 1,1964. .
< Prior to July 1, 1954 the statutory rate was 1¢ for each
10¢ or fraction of the retail price,
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¢ Increased to 8¢, effective June 1, 1964,
7 The statutory rate was 2¢ for each 10¢ or fraction of

the retail price.

8 The statutory rate was 2l4¢ for each 10¢ or fraction

of the retail price.

9 Includes District of Columbia; also includes Alaska and

Hawaii for the period prior to attaining statehood.



TasLE 81.—State Cigar Tax Rates, January 1, 1964

Weighing more than 3 pounds
000

per 1,
Weighing not more than 3 pounds
State per 1,000 Intended retail price
(cents) Tax per
(tax per 1,000) 1,000
Over Not over '
............. 31 $1.50
Alabama, .......coeueeennnns $200, ...t Y 5A %00
5 8 4.50
8 10 7.50
10 20 15.00
20 |l 2g§53
Arizona, .. .....cciveiieiennn L3 1 e R R AR P 5 ) 10.00%
............. 31 1.50
Georgia.........oovvenninns 9200, .. it e 5 5/a 300
5 8 4.00
8 10 7.50
10 20 15.00
20 f..o.ioiiinns.. 20.00
Hawaii,.................0es 20 percent of wholesale price............... 20 percent of wholesale price
Louisiana................... L3 1) U LR g s ig
8 15 8.00
15 20 $2.00
20 f...ooi.e.. e 40.00
Minnesota. .......ovovevnens 10 percent of wholesale price. .. ............ 10 percent of wholesale pnacle :
Mississippi......oovvevennens O YT TR P ey Vs 1.60
314 5 320
5 8 4.80
8 10 8.00
10 .20 16.00
5 20f.....l..... ..... 22 40
New Hampshire. . ........... 15 percent of retail price. ............coonnes percent of retail price
North Dakota, r c ,,,,,,,,, ... |10 gercent of wholesale price............... 10 percent of wholesale Pn;!; 1000
Oklahoma. ................. L3 2T | 2 3% ........... 3 20:00
s 100 i e 5 1.00
South Carolina,............. 100, ... i A 155
) U1 R LR T 314 1.00
Tennessee, ..........ccuvuen. $ 3 5 200
5 9 3.00
9 10 5.00
10 20 10.50
20 |..oiiiiiiiennn 13.50
. 1) J U DU 314 7.50
Texas, ......oovnvrnennnnnen $ sl oo
Utah, .. ... ..oiiiinennnas 25 percent of mfr’s. price. ..ol 25 percent of manufacturer’s price .
Vermont...............ceunn 20 percent of wholesale price............... 20 percent of wholesale pr;c; 00
Virginia..........coiiienenn I T N [ Y 1
irginia, ... $ 3 5 200
5 8 3.00
8 10 5.00
10 20 - 10.00
20 |, i 13.50
Washington, ... ............ 25 percent of wholesale price. .............. 25 percent of wholesale price L

|

1 The rates are the same as those shown for largé cigars.

tailers. Ordinarily these fees are nominal
in amount and are imposed to facilitate

tax administration.

State and Federal Tax Rates

Cigarette taxes are imposed by the Fed-

eral Government at $4 per thousand, or
8 cents per standard package of 20, and

by the States at rates ranging from 2 cents

to 8 cents per standard package. Only two
States (Hawaii and New Hampshire) base
their cigarette taxes directly on gross sales.
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TaBLE 82.—State Tax Rates on Smoking and Chewing Tobacco and Snuff, January 1, 1964

State

Smoking tobacco

Chewing tobacco

Snuff

Minnesota
Mississippi,

New Hampshire
North Dakota

Oklahoma

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

----------

......

........

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

Ranges from: 2¢ for 114 oz. or
less to 11¢ for 3 to 4 oz., plus
8¢ per oz, or fraction above
4 oz,

1¢ per oz. or major fraction, ..

20 percent of wholesale price, .

Ranges from: 1¢ per package
retailing for 5¢ or less to 4¢
per package retailing at 13¢
through 15¢, plus 114¢ for
each 5¢ or fraction of retail
price above 15¢.

10 percent of wholesale price, ,

1¢ per 5¢ or fraction of retail
price.

15 percent of retail price, ...,

10 percent of wholesale price. ,

25 percent of factory list price,

1¢ per package retailing for 5¢
or less, plus 1¢ for each ad-
ditional 5¢ or fraction of re-

tail price.
Tennessee, ,.......... 5 percent of retail price,......
Texas................ 25 percent of factory list price.
Utah, ,.............. 25 percent of manufacturer’s
price.
Vermont, .. ,......... 20 percent of wholesale price, ,
Washington, ,........ 25 percent of wholesale price, ,

34¢ per oz. or fraction,.......

l4¢ per oz. or major fraction, .
20 percent of wholesale price.

10 percent of wholesale price. .

14¢ for each 5¢ or fraction of
retail price.

15 percent of retail price, ., ,..

10 percent of wholesale price, ,

20 percent of factory list price,

1¢ per 3 oz. or fraction, . ... ...

5 percent of retail price. ...,

25 percent of factory list price.

25 percent of manufacturer’s
price.

20 percent of wholesale price, ,

25 percent of wholesale price, .

Ranges from: L4¢ for 54 oz. or
less to 4¢ for 5 to 6 oz, plus
l¢ per ounce or fraction
above 6 oz.

I¢ per ounce or major fraction,
20 percent of wholesale price.

10 percent of wholesale price.

14¢ for each 5¢ or fraction of
retail price.

15 percent of retail price. |

2¢ per 114¢ oz. or fraction,

1¢ per 38 oz. or fraction.

5 percent of retail price.

25" percent of manufacturer’s
price.

20 percent of wholesale price.

25 percent of wholesale price.

The State cigarette tax rates, as of Janu-
ary 1, 1964, are shown in table 80, and
were distributed, by rate, as follows:

Rate (cents) No. of States

2 e e 2
2 e 1
N ceer 2
4o Cerreasestiesarssisersenanes 5
O 6
P 10
T 7
N 13

1Includes District of Columbia, but excludes Hawaii,
which has a rate of 20 percent of wholesale price (esti-
mated at about 8.7 cents per standard package of 20), and
New Hampshire, with a rate of 15 percent of retail price
(about 3 cents per standard package).

State cigarette tax rates have been creep-
ing upward steadily in recent years (table
80). The most common rate is now 8
cents per standard package.
ago only 5 States levied that rate; by the
end of 1963, 13 States matched the 8 cents
Federal rate. In none of those 13 States,
except Florida and New Jersey (Atlantic
City), do local governments impose cig-
arette taxes. And in Florida, municipal
cigarette taxes are not additional to the
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Two years

State tax but are credited in full against it.

The recent emphasis on the health haz-
ards of smoking has occasioned some cur-
tailment of State cigarette tax revenues.
Similar experience in earlier years ma-
terialized in only temporary declines,
partly because of the tendency toward
higher State tax rates—a trend that can be
expected to continue.

A total of 17 States tax cigars (table 81).
In seven of these, the tax takes the form
of a specified percentage of the retail or
wholesale price, and the same percentage
is applied to both small cigars (defined as
those weighing not more than 3 pounds
per 1,000) and large cigars (defined as
those weighing more than 3 pounds per
1,000 cigars). Small cigars are taxed at
specific rates in all the remaining States,
with the exception of Mississippi, where
rates are graduated according to the in-
tended retail price. In 10 States large
cigars are taxed at rates graduated accord-



TasLe 83.—Local Cigarette Tax Rates, January 1, 19641
) (per standard package of 20 cigarettes)

State
State rate
(cents)

1¢ 2¢ 3¢ 44 5¢

Alabama: 6
99 municipalities 2, .. ....... N
6 counties, .., .. Cerisaaeeaieeas B TSN cees
Colorado: 33 municipalities..................... EETETRTRye
Florida: Municipalities®..,.................. ... 8
Missouri: 38 municipalities,.................... 4
New Jersey: 1 municipality (Atlantic City),,...... 8
New York: 1 municipality (New York)............ 5
Tennessee: 7
1 municipality (Memphis). ..................0.cocieiaen
1 county (Shelby County) outside corporate
limits of Memphis)............ooooiiiiipeiiaian,
Virginia: 6 municipalities....................... 3

1 A total of 18 counties and municipalities in 4 of the
States listed (Alabama, Colorado, Florida, and New Jersey)
levy taxes on other tobacco products as well, as do 1 city
and 2 counties in Marylang. Over 14 of these are in
Alabama.
ing to the intended retail price. The
specific rates on small cigars range from
$1 to $3.50 per thousand, or one-half cent
to 134 cents per standard package of five
cigars. Taxes on large cigars intended to
retail at 10 cents each range from 214
cents to 10 cents per standard package of
five cigars. The Federal tax on large
cigars varies from $2.50 to $20 per
thousand, depending on the intended re-
tail price. Small cigars are taxed at the
rate of 75 cents per thousand.

Smoking tobacco, chewing tobacco, and
snuff are subject to State excises in 15, 14,
and 12 States, respectively (table 82).
These taxes generally are either of the ad
valorem variety (a specified percentage of
either the retail, wholesale, or factory list
price) or the specific type (a specified
amount per given weight). Some States
employ rates graduated according to
weight or retail price. The Federal Gov-
ernment taxes the manufacture of tobacco,
including chewing tobacco and snuff, at 10
cents a pound.

Thirty-five of the 47 States with cig-
arette taxes employ also a general sales tax.
Only 13 of these exempt cigarette sales

2 The rates shown apply only in the town or city. Rates
in police jurisdictions are generally lower, usually 14 the
city or town rate.

3 The municipal 8¢ tax is allowed as a tax credit against
the 8¢ State tax.
from the general sales tax. Among the
States that tax cigars, smoking tobacco,
chewing tobacco, and snuff, 13 levy a gen-
eral sales tax, and only 4 of the 13 (North
Dakota, Oklahoma, Tennessee, and Texas)
exempt sales of these tobacco products
from their general sales tax. Some of the
States which subject tobacco sales to their
general sales tax exclude Federal and State
tobacco taxes from the sales tax base.
Local Cigarette Taxes

Cigarette and other tobacco taxes are
levied by some 500 municipalities and
counties in at least 8 States, namely, Ala-
bama, Colorado, Florida, Missouri, New
Jersey (Atlantic City only), New York
(New York City only), Tennessee (Mem-
phis and Shelby County only), and Vir-
ginia (table 83). A large number of mu-
nicipalities in Alabama and, as already
noted, virtually all incorporated munici-
palities in Florida impose excise taxes on
cigarettes. Local cigarette taxes are also
widespread in Colorado and Missouri.

Florida’s 1949 act authorized munici-
palities to levy cigarette taxes at a rate not
exceeding the State rate, with a corres-
ponding tax credit against the State tax.
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TaBLE 84.—State Collected, Locally Shared Cigarette Taxes, 1962

Recipient
Tax revenue local Amount Local use
State (thousands) Distribution formula govern- distributed | of funds
ments (thousands)

Alaska,.,....... $1,895 | After allocation of part to State schools: | Cities, ..., $294 (1School
(a) a specified amount to each school unit, | School construc-
and (b) the remainder, 14 in proportion districts. 881 tion.
to average daily attendance and 14 in
proportion to number of professional em-

loyees.

Kansas,......coeunes 9498 | 3714% to counties in proportion to popu- | Cities, .. ... 1,795 | General
lation, and 14 of each county’s share | Counties, ., 1,795 purposes.
redistributed among cities in proportion
to population. .

Louisiana........... 127,948 | 8714% in excess of §1 million: (a) to cities | Cities and
at specified rates per capita, graduated parishes. 19,938 Do.
according to population size of city; (b)
any surplus remaining to parishes in
which there are no incorporated munici-
palities, at a specified rate per capita;
and (c) any additional surplus remaining
is used to increase the per capita alloca-
tions to cities. From the remaining
6214%, an additional 50¢ per capita to
cities of over 100 thousand population.

Maryland, ...... 22,456 | 14 to city of Baltimore and counties on City....... 3,605 D

N basis of population, Counties 7,649 } 0.

Minnesota,,.,...... 24,294 | 14 to cities and counties in proportion to | Cities, . ... 8,887 } Do
population. Counties, ., 1,746 :

Nevada, ............ 4,253 | 514% to county of origin and 2814% to | Cities. ., ... 834 D
cities and counties in proportion to | Counties, . 603 } 0.
population,

New Mexico......... 7,048 | 14 to city and county of origin,,.......... Cities, ., , .. 758 |}Recrea-

Counties, , , 66 tion.

North Dakota. . ..... 13,706 | 14 mill per cigarette distributed in propor- | Cities, ., ... 551 | General

i tion to population. purposes.
Wyoming, .......... 1,787 | All to city or county of origin,........... Cities, ., ,,. 1,538 } Do
Counties, ,, 126 .

Total......... 102,825 1ooiuniiiiir i hiiienen, 86,066 ............

1Includes an amount from taxes on tobacco products
other than cigarettes.
Source: U.S. Bureau of the Census, State Payments to

The State collects the tax, withholds 4
percent of collections to cover administra-
tive costs, and returns the balance to the
municipalities in proportion to actual sales.
The proceeds of the State tax in areas out-
side the municipalities are reserved for the
State.

Of the eight States in which localities
levy cigarette taxes, four (New Jersey,
New York, Tennessee, and Virginia) permit
only specified local governments to do so.
In the other four States local cigarette
taxes are levied under broader State
statutory authority, including home rule
powers in the case of Colorado munici-
palities. Specifically prohibited by State
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Local Governments, 1962 Census of Governments, Vol. VI,
No. 2.

law from imposing cigarette taxes are local
governments in 10 States (California, Iowa,
Kansas, Maryland, Mississippi, Nevada,
New Mexico, Washington, West Virginia,
and Wyoming).

Most local cigarette tax rates range be-
tween 1 and 3 cents per standard package
of 20 cigarettes. The most common rate is
2 cents, except in Florida, where, as al-
ready noted, an 8-cents-per-standard-pack-
age rate is uniform throughout the State
and is in reality a State-collected, locally
shared tax. The aggregate (Federal, State,
and local) cigarette tax rate now ranges
from 8 cents per standard package in
North Carolina -and Oregon (where



neither State nor local taxes are imposed)
to 18 cents per standard package in one
Alabama and one New Jersey municipality.

Shared Taxes

As an alternative to specifically authoriz-
ing local cigarette taxes nine States share
their taxes directly with cities and counties
(not including the Florida taxes described
above). In most instances, shared State

cigarette taxes are distributed in propor-
tion to population, but three States return
all or part of the local share to the locali-
ties in which the tax collections originated.
The nine States distributed a total of $36.1
million to local governments in 1962
under direct cigarette tax sharing pro-
visions, about one-third of their cigarette

tax collections. Details are shown in table
84,
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Chapter 13
ALCOHOLIC BEVERAGE TAXES

Distilled spirits, wine, and beer are
taxed by the Federal Government, the
States, and by a number of local govern-
ments. The taxes take the form of spe-
cific excises and occupational license taxes
imposed on the privilege of engaging in
various branches of the alcoholic beverage
business. In addition, many of the States
having general sales and use taxes apply
them to sales of the alcoholic beverages,
which are subject also to the higher rate
special excises,

Federal taxes on distilled spirits and
beer have been in effect continually since
1862. Wine has been taxed by the Federal
Government since 1914. State excise taxa-
tion of alcoholic beverages is of more re-
cent origin, Prior to prohibition, the
States derived revenue from alcoholic
beverages by means of license fees. After
prohibition, they rapidly imposed excise
taxes or set up monopoly distribution sys-
tems. Most municipalities and some
counties derive revenue from license fees,
and an increasing, albeit still small, num-
ber also levy excise taxes on alcoholic
beverages.

In the fiscal year 1962 the Federal, State,
and local governments received an esti-
mated $4.5 billion revenue from alcoholic
beverages, as follows (in millions):

Source Federal State Local Total
Excises......covuennens $3248  $740  $25  $4,013
Licenses, .............. 20 91 53 164
Monopoly profitst, ..., - 252 22 274

Total, .......o0nuens 3268 1,083 100 4,451

1 Net revenue of state and local liquor stores.
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The Federal share was $3.3 billion, con-
stituting the largest single source of Fed-
eral excise revenue, despite its decline in
recent years relative to both total Federal
excise and total Federal tax revenue. The
States’ share was $1.1 billion, of which
$740 million represented excise taxes
levied generally in conjunction with the
licensing system of alcoholic beverage dis-
tribution, although some States with mon-
opoly systems of liquor distribution also
impose excises. State license taxes con-
tributed $91 million. Profits on the opera-
tion of liquor stores in the States with
monopoly systems added another $252
million to alcoholic beverage revenues.
Local governments collected an estimated
$100 million revenue from alcoholic bev-
erages, of which about half represented
occupational license fees, the balance di-
vided about equally between excises and
liquor store monopoly profits. Local gov-
ernments in 24 States obtained another
$100 million from the redistribution (shar-
ing) of State alcoholic beverage revenues,
of which two-thirds came from State ex-
cise and license receipts and a third
from monopoly profits (table 85).

Federal Taxes

The present Federal tax rates on alco-
holic beverages have been in effect since
the enactment of the Revenue Act of 1951.
The temporary increases over the 1944
rates provided for by this act have been
extended several times and under present



TaBLE 85.—State Collected, Locally Shared Alcoholic Beverage Revenues, 1962

Recipient

Tax Amount

State revenue Distribution formula lg‘;;_ distributed I‘("?cf‘ﬂn‘as:

(thousands) B | (thousands)
1. EXCISE TAXES

Alabama............ $4,259 | 14 of groceeds of beer gallonage tax distrib- | Counties, .. $1,013 | General
uted equally among counties. purposes,

Indiana, ,,,....... . 14,071 | 14 of proceeds from gallonage tax on alco- | Cities...... 8,326 Do.
holic beverages to cities in proportion to
potpulation.

Kansas, .......ocenen n.a. | 4 of proceeds from 2149 retail sales tax | Cities,..... 512 Do
to counties, 14 in proportion to popula- | Counties, .. 512
tion and 14 in proportion to assessed
valuation. Each county redistributes 14
of its share to cities in proportion to
population.

Maryland. ,......... 7,379 | Share of proceeds equal to 50 cents per gal- | City....... 1,069 Do
lon of distilled spirits sold in city of | Counties. .. 1,336
Baltimore and counties returned to city
of Baltimore and county of origin.

Minnesota.,.......... 19,568 | 8309% of proceeds from alcoholic beverage | Cities,,,... 2,634 D
excises to cities and townships in propor- | Townships 1,184 } o
tion to gopulation. .

Montana...,........ n.a. | Proceeds from 4% tax on retail liquor sales | Cities.,.... 503 |)Law en-
to counties in proportion to gross sales in Counties, , 168 } forcement
county. County retains 14 and distrib- and
utes remainder to municipalities in liquor
county in proportion to gross sales in control.
municipality.

North Carolina, .. ,.. 21217 | 4714% of proceeds from tax on beer and | Cities, ..... 1,427 [1General
509% of proceeds from tax on fortified | Counties 1,564 } purposes.
wine to cities and counties in which sale
of such beverages may be licensed, on

. basis of population. .

Oklahoma, ., .. veeees 12,090 | 14 of 979 of proceeds of alcoholic beverage | Cities. .. ... 1,849 Do.
excise tax distributed to counties in pro-
portion to area and population and redis-
tributed to cities and towns in proportion
to population. .

Oregon............. 1,518 | 1. 943 (30¢ of each $1.30 tax) of proceeds | Cities...... 155 D
from tax on malt beverages and 109% of | Counties, .. 126 } 0.
proceeds from tax on wine distributed to
cities and counties not prohibiting sale
of liquor, in proportion to population. .

See above | 2. 75% of proceeds of alcoholic beverage | Counties, .. 900 | Public
sales taxes remaining after distribution to welfare.
cities and counties for general purposes
and less administrative expenses of the
State Liquor Control Commission, distrib-
uted in proportion to population,

Rhode Island, ., ..... 628 | 509 of proceeds from manufacturers’ ex- | Cities.,.... 187 |)General
cise tax on alcoholic beverages in propor- | Towns, .... 90 } purposes.

17,167 tion to population.
South Carolina, ., ... 20% of proceeds of liquor excise taxes to Cities.. ..... 1,421 D
counties and 159% to cities in proportion | Counties 1,895 } 0
8,567 to population,
7% of proceeds of beer and wine excise | Cities...... 596 D
taxes to counties and 89 to cities in pro- | Counties. .. 522 } 0.
1,950 portion to population.
South Dakota, ...... . 14 of proceeds distributed to cities and | Cities. .. ... 975 Do.
3,121 towns in proportion to population.

Tennessee, ,......... 1. %+ of proceeds of beer excise taxes equally | Cities, ..... 841 D
among counties and 2{; of proceeds to | Counties, . 841 } o
cities in proportion to population.

See footnotes at end of table.
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TABLE 85.~State Collected, Locally Shared Alcoholic Beverage Revenues, 1962—Continued

Tax Recipient Amount
State revenue Distribution formula local distributed | Local use
(thousands) govern- (thousands) | of funds
ments
6,045 | 2. After deduction of 159, of proceeds from | Cities®, 123
tax on products of Tennessee distilleries | Counties. ., 1,983 } Do.
(distributed to county of origin) 14 pro-
ceeds from tax of 25¢ per gallon of wine
and 70¢ per gallon of distilled spirits,
and 35% proceeds from additional tax of
85¢ per gallon of wine and $1.00 per gal-
lon of distilled spirits distributed to
counties, 34 in proportion to population
and 14 in proportion to area; except that
in certain counties, 609, of their shares
from the additional taxes must be redis-
tributed to certain of their cities.
Virginia. .. ...oo00en. 913 | 24 of proceeds from wine excise tax to cities | Cities, .. ... 209
and counties in proportion to population. | Counties 858 Do.
Washington, .. ...... 19,458 | 35% of proceeds of alcoholic beverage sales | Cities. .. .., $,046
tax distributed 14 to “wet” counties in | Counties, ., 761 Do.
proportion to rural population, and 45 to
“wet” cities in proportion to population.
Wisconsin, .. ..... el 15,625 | After deduction of 74¢ cost of State admin- | Cities and 5,952
istration, 509 of proceeds of alcoholic towns.
beverage sales tax in proportion to popu-
lation.
Total,........ 145,801 i uuineennrrnrrennsennsocssnsrnnsonnssfionaonsanans 37,078 ..ol .
2. LICENSE TAXES
Alaska.............. $291 | All to city of OFigin............c.ceun.... Cities. ... . $299 G;‘:f;‘im
Arizona,............ 875 | 14 distributed to county of origin,,....... Counties, , 154 Do?
California,.......... 18,250 | 90% to city and county of origin,......... Cities, ..... 7,616
Counties, , , 1,877 Do.
Indiana,............ 5,000 | 34 of proceeds from retail licenses issued | Cities?, ., | 2,296 Do.
for businesses in cities to city of origin;
and 24 of proceeds from retail licenses for
businesses outside cities to county of ori-
gin. .
Ohio....vvevenennes 9,186 | Proceeds from liquor control permits to city | Cities, ..., 7,488
of origin or to township of origin (where | Townships 1,567 } Do.
permits originate outside municipalities).
Oregon............. 604 | 1. 60% to city of origin or to county of ori- | Cities. .. ... 268 D
i gin (where licensee is located outside in- | Counties 102 ©.
corporated city).
n.a. | 2. 14 of proceeds in proportion to popula- | Cities. . ... 165 Do.
tion. (Liquor purchase permits.)
Pennsylvania, .. ..... 8,151 | Proceeds from specified license taxes dis- | Cities and
tributed to city, borough, or township of boroughs. 4,847 D
origin. Townships, 1,214 0.
South Dakota, ....... 891 | 14 of proceeds from taxes on nonintoxicat- | Counties, ,, 139 | Public
ing beer and wine, less certain deduc- welfare,
tions, in proportion to population,
' Total.,........ 20 1 2 28,032 [L..ivvunnn .
i

See footnotes at end of table.
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TasLE 85.—State Collected, Locally Shared Alcoholic Beverage Revenues, 1962—Concluded

Recipient
Monopol Amount
State Eroﬁpt.sosy Distribution formula g(l)z::ix- distributed I;cf)(:fa:}nt:f:
(thousands) ents (thousands)
3. MONOPOLY PROFITS
Alabama,........... 243,908 | Of the first $2 million, 10% is divided } Cities. ,.... $1,993 |} General
equally among the counties, 20% to | Counties,,, 897 purposes.
cities in which stores are located in pro- |
portion to profits of such stores. ‘The
next $200 thousand to all cities and towns
in proportion to population. Remainder
as follows: 10% to counties in proportion
to population; 1624% to all cities and
towns in proportion to population; and
314% to cities in which stores are located,
in proportion to population.
fdaho, .ovevrnensnnns 33,538 | 714% to cities and villages on population | Cities, . ..., 1,388 ) General
basis. 509% to counties in proportion to | Counties 1,046 } Urposes
population. In counties with junior col- | School ' purposes.
lege districts, 14 of their share to such districts. 158 | Education
districts, and 14 of remainder to cities
on population basis. In all other coun-
ties, 14 of their share to cities on popu-
lation basis.
TIoWa, i vvivnreevnnn. 813,241 | 1. Amount equal to 5% of gross sales in | Cities. ..., 2,212 | General
proportion to population. purposes.
See above | 2. Military service tax credit reimburse- | All taxing 2,230 Do.
ment: Amount equal to 5% of gross sales units.
to all taxing units in proportion to their
losses arising from military service tax
credits.
Oregon,............ 318,010 | After specified deduction, 1214% to “wet” Cities, ,.... 2,806 Do.
cities and 5% to “wet” counties in pro- | Counties 927
portion to population.
Utah.......oo00veen 34794 | First $1 million of profits in excess of | Cities,..... 734 Do.
$2,250 thousand distributed in propor- | Counties 266
tion to population,
Virginia,,........... 814,886 | 34 of profits, after certain deductions, to Cities, .. ... 5,201 Do.
cities and counties in proportion to popu- | Counties 6,405
lation.
Washington, ,....... 394,018 | After deduction of up to $500 thousand for Cities, ., ... 8,040 Do.
administration of liquor control, 109% to | Counties, . 2,010
“wet” counties in proportion to popula-
tion of unincorporated areas, and 40%
to “wet” cities in proportion to popula-
tion.
Total,........ SR 11 L 35808 |............
mewe

n.a.—Data not available.

1 Nashville and Mempbhis only.

2 Includes an amount for counties.
¥ Net revenue of State liquor stores.

law are scheduled to expire on July 1,
1965. The tax on distilled spirits is
$10.50 per proof-gallon, compared with
the pre-1951 rate of $9 per proof-gallon.
The present tax on beer is $9 a barrel,
compared with the previous tax of $8.
Light wines are taxed at 17 cents a gallon
and fortified wines at 67 cents, compared
with previous rates of 15 and 60 cents,
respectively. The rate of $2.25 a gallon

Source: U.S. Bureau of the Census, State Payments to
Local Governments, 1962 Census of Governments, Vol. VI,
No. 2.

on fortified wine containing over 21 per-
cent, but not more than 24 percent, alco-
hol is not of much practical significance,
since little of the output falls in this cate-
gory. On sparkling wines, the present
rates are $2.40 and $3.40 a gallon, depend-
ing on whether the wine is artificially or
naturally carbonated. Liqueurs and cor-
dials are taxed at the rate of $1.92 a gallon.

The Federal Government also levies an-
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nual occupational taxes on retail and
wholesale dealers, brewers, and rectifiers.
Retail dealers in beer pay an annual tax
of $24; retailers of liquor pay $54 yearly.
The comparable rates for wholesale dealers
in beer and liquor are $123 and $255,
respectively. Brewers pay occupational
taxes of $110 annually for each brewery
($55 if it produces less than 500 barrels a
year), manufacturers of stills pay $55
yearly, plus $22 per still or condenser for
distilling, and rectifiers of distilled spirits
or wine pay yearly occupational taxes of
$220 ($110, if less than 20,000 proof gal-
lons per year).

State and Local Taxes

The States and the District of Columbia
impose excises on all types of alcoholic
beverages. A license system for the dis-
tribution of distilled spirits is in operation
in 32 States, and all of these States levy a
gallonage tax on distilled spirits except
Hawaii, which imposes an ad valorem tax
(table 86). Gallonage excises range from
$1 per gallon (excluding warehouse
charges) in Georgia to $4 per gallon in
Alaska, with a median rate of $1.68.2
Hawaii’s tax on distilled spirits is 16 per-
cent of the wholesale price. A few of the
other license States also impose ad valorem
taxes in addition to the gallonage excises.

Between the 1959 and 1963 State
legislative sessions, tax-rate increases ap-
plicable to distilled spirits have occurred
in 18 of the 32 license States and the Dis-
trict of Columbia. In nine States present
excise tax rates on distilled spirits are no
higher than they were ten years ago (table
87).

Seventeen States exercise monopoly
rights over the distribution of distilled

2 Effective March 1, 1964 the rate in Georgia has been
increased to $3.75 per gallon and the warehouse charge

has been eliminated.
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spirits, and one State (Mississippi) pro-
hibits the sale of all alcoholic beverages
except those of low alcoholic content.® Of
the 17 monopoly States, 16 have State-
operated stores. North Carolina has
county- and municipally-operated stores
supervised by the State. Eleven of the
monopoly States (Alabama, Michigan,
Montana, North Carolina, Ohio, Pennsyl-
vania, Utah, Vermont, Virginia, Washing-
ton, and Wyoming) levy also gallonage or
ad valorem taxes, and in one of these (Ver-
mont) the tax is as high as $5.10 per gallon.

All 50 States and the District of Colum-
bia impose gallonage excises on beer (table
88). Most States tax both light and strong
beer at the same rate. The rates range
from 62 cents a barrel in Wyoming to
over $13 a barrel in Alabama, Mississippi,
and South Carolina. The rates are less
than $2 a barrel in approximately one-
third of the States, and less than $3 a
barrel in one-half of the States. Hawaii
taxes beer on an ad valorem basis at 16
percent of the wholesale price.

Gallonage taxes on light wines (con-
taining not more than 14 percent alcohol)
and fortified wines (containing 14-21
percent alcohol) are in effect in all States
that use the license system for distributing
wines, except in Hawaii, where an ad
valorem tax is imposed on all types of
wine (table 89). The rates on light wines
are less than 30 cents a gallon in 19 States,
and on fortified wines are at least 50 cents
a gallon in 19 States. A few of the license
States (Arkansas, Kansas, Massachusetts,
and South Dakota) impose ad valorem ex-
cises in addition to gallonage excises on
wines. Over one-half of the monopoly
States also levy gallonage or ad valorem
taxes. Washington’s wine tax is applicable
only to domestic wines.

Alcoholic beverages are commonly sub-

3 For a list of these States, see footnote to table 86.



TabLe 86.—State Tax Rates on Distilled Spirits, January 1, 1964 1

(Per galion)
16 percent
$1 10 $1.50 $1.50 to $2 $2 to $2.50 $2.50 to $3 $4 of wholesale
Pprice
Arizona California Connecticut Arkansas 2 Alaska Hawaii
Delaware Colorado . Indiana € Florida 8
Georgia 8 Illinois Massachusetts ¢ Minnesota 4
Kansas & Louisiana Oklahoma North Dakota 7
Kentucky 11 Maryland Rhode Island 13 South Carolina 3¢
Missouri Nebraska Wisconsin Tennessee 12
Nevada New Jersey
South Dakota 14 New Mexico
New York
Texas
District of Columbia
Total ...... . P D I e B L L A ) N 1

1This tabulation includes only the taxes imposed by
the District of Columbia and the 32 States which use the
license system for the distribution of distilled spirits. Of
the remaining 18 States, 16 have State-operated stores
(Alabama, Idaho, Iowa, Maine, Michigan, Montana, New
Hampshire, Ohio, Oregon, Pennsylvania, Utah, Vermont,
Virginia, Washington, West Virginia, and Wyoming); North
Carolina has county- and municipally-operated stores su-
pervised by the State; and Mississippi prohibits the sale
of distilled spirits. The rates used in this table are those
applicable to distilled spirits of standard alcoholic content.

2 There is a 5¢ per gallon additional tax on the blend-
ing, rectifying, or mixing and transportation of distilled
spirits, and also a wholesaler’s tax of 20¢ per case. Arkan-
sas also levies a 3-percent tax on retail receipts from sales
of liquor, cordials, liqueurs, specialties, and wines.

3 Includes a tax of $1.53, and two additional taxes of 72¢
and 25¢. The tax on distilled spirits containing more than
48 percent alcohol by weight is $5, consisting of a basic
tax of $3.06, and 2 additional taxes of $1.44 and 50¢.

9‘; Includes a 15-percent surtax effective through June 30,
1965.

5 Excludes a $2.25 per gal. warehouse charge. The tax
on distilled spifits manufactured in the State is 50¢ per
gallon. Effective Mar. 1, 1964, the rate on distilled spirits
has been increased from $1 to $3.75 per gal., that on dis-
tilled spirits manufactured in the State has been increased
from 50¢ to $1.875 per gal, and the warehouse charge has
been eliminated.

ject to general sales taxes as well as excises.
The 32 States that use the license system
for the distribution of distilled spirits and
the 4 liquor monopoly States (North Caro-
lina, Ohio, Oregon, and Washington) and

Mississippi that use it for the distribu-

tion of some or all wines impose excises
on these beverages. Twenty-three of these
same States overlap their alcoholic bev-
erage excise taxes with general sales taxes
that include alcoholic beverages in their
tax base. Another 6 of the license States
(Colorado, Kansas, North Carolina, North
Dakota, South Dakota, and Texas) also

8 Includes an enforcement tax of 8¢ per gallon.

7 Includes a temporary additional tax of 80¢ per gallon
scheduled to expire on July 1, 1967, and a wholesale liquor
transactions tax of $1.10.

8 In addition, an enforcement tax of 214 percent of gross
receipts from retail sales is levied.

9 Includes a temporary additional tax of 25¢ per gallon
scheduled to expire on June 30, 1965. In addition, every
corporation, association or organization which is licensed
by any city or town to sell alcoholic beverages, except cer-
‘tain corporations and chartered veterans’ organizations
maintaining quarters for the exclusive use of members, is
taxed on the gross receipts from the sale of alcoholic bev-
erages at the rate of 14 of 1 percent, plus.a 23-percent
surtax. ‘

10 Also, wholesalers of alcoholic beverages are taxed at
the rate of $4 per case, ‘

11 The major revenue-producing tax on distilled spirits,
however, is the tax on manufacturers, transporters, recti-
fiers, and blenders at the rate of 10¢ per gallon. Also,
there is a tax on wholesalers at the rate of 5¢ per case.

121In addition, a tax of 15¢ per case is imposed upon
sales at wholesale.

13 Distilled spirits imported into the State are taxed on
the basis of reciprocity. The current rate, as fixed by the
Liquor Control Commission, is §1.50 per gallon.

14 In addition, there is a 10-percent tax on the gross re-
ceipts from sales of intoxicating liquors excluding beer.

have general sales taxes but exempt some
or all sales of distilled spirits and wine
from the tax. In one of these (Kansas), how-
ever, the exemption provision is offset by an
enforcement tax of 214 percent on gross
retail sales; and South Dakota imposes a
10 percent tax on the gross receipts from
the sale of intoxicating beverages. A few
of the States that do not exclude sales of
distilled spirits and wine from the base of
their general sales tax do permit the re-
tailer or the collecting agency to deduct
Federal and State taxes on these beverages.
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TasLE 87.—Tax Rates on Distilled Spirits for States with Licensing Systems, as of January 1—1953 through 1964

(Dollars per gailon)
States: 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964
Alaska, .. ............ na. n.a, na n.a na na na 350 .......... 400 {.......... 4.00
Arizona.............. 120 |.ooooioieeineeieeniaanns S N A 144 1.44
Arkansas, ............ b O P P T T T O . 2.50
California, ........,.. 1 O 1 . R ! R P O 1.50
Colorado. . .......... L O R P PPN 180 L. 1.80
Connecticut, .. ....... 1.00 2.00
Delaware, ............ 1.00 1.15
Dist. of Columbia, ., ... 75 1.50
Florida. ............. 217 2.50
Georgia. ............. 1.00 1.00
Hawaii.,............. )
llinois, .............. 1.52
Indiana. . ............ 2.08
Kansas, ,............. 1.20
Kentucky............. 1.28
Louisiana. ........... 1;68
Maryland. .........., 1.25 L50
Massachusetts. ., ,..... 2.25 2.25
Minnesota. .. ........, 2.75 2.875
Missouri. ............ 80 1.20
Nebraska, ............ 1.20 1.60
Nevada. ............. .80 1.40
New Jersey........... 1L.50 1.80
New Mexico, ......... 1.30 1.50
New York, ........... 1.50 1.50
North Dakota, .......| P21 I R RN I (R PR IR SR BRI DRI RO 2.50
Oklahoma, .. ......... — - - - - — - 22 {1 I [N PR PO 240
Rhode Island. ... ...... B50 f . oo e 200 [ ..o e e 2.00
South Carolina, . ... .. b2 IS T TTRUDUY P PSRRI PO R DU SN TR ST 272
South Dakota. . ...,.., Y £ T R I [ PR IO A SUUT B P P 1.25
Tennessee, ., ......... P | I R FON R PUOSUDRITY IO RS R SO DD BT 2.50
Texas...............\ 1408 | .. e e LR O N 1.68
Wisconsin., . . ......... L 1 e e O A S A [ 2.25
Note: A blank space (...... ) indicates no rate change n.a.—Data not available.

since previous rate shown. A dash (-) indicates no tax
was in effect as of January 1.
See table 86 footnotes for special situations in particular

States.

1 129 of wholesale price.
2 169 of wholesale price.



TasLE 88.—State Tax Rates on Beer, January 1, 1964 1

(per barrel)
Less than $1 $1to 82 $2t0 $3 $3t0 $4 $4to §$6
Maryland California Arizona Kansas Arkansas
Missouri Colorado Connecticut Minnesota Idaho
Wyoming Illinois Delaware New Hampshire Texas
Montana Indiana 2 Tennessee 8 Utah
Nebraska Towa Virginia
Nevada Kentucky West Virginia
New Jersey Massachusetts ¢
New York New Mexico
Oregon Ohio
Rhode Island & Pennsylvania
Washington
Wisconsin
District of Columbia
Total ....... 8 |...... Ceririeeaans 1B ..o, 10 ... N 2 R Cirseeaenes 6
16 percent of
$6 to $8 $8 to $10 $10 to $12 $12t0 $14 wholesale price
Alaska Florida Louisiana Alabama Hawaii
Maine ¢ Georgia North Carolina Mississippi
Michigan South Dakota Oklahoma South Carolina
North Dakota * \
Vermont
Total ....... 5l Crerreereeees L 2 N ceeees - Ceeees e Bl 1

1 Montana, Virginia, Washington, and West Virginia tax
light beer only, and Kansas and Oklahoma tax strong beer
only. The rates for Minnesota, North Dakota, South Da-
kota, and Utah included in the table are those applicable
to strong beer.

2 Includes, in addition to excise taxes of 8¢ per gallon,
an enforcement tax of 3; of 1¢ per gallon.

8 The tax on sales of beer at wholesale is 17 percent of
the wholesale price. .

+In addition, every corporation, association or organiza-
tion which is licensed by any city or town to sell alcoholic
A similar situation exists with respect to
the taxation of beer.

Thaxation of alcoholic beverages by local
governments occurs in only a few States.
Some Alabama local governments have
explicit statutory authority to impose ex-
cise taxes on brewed or malt beverages.
New Orleans has specific authority to im-
pose taxes of 40 cents a gallon on distilled
spirits, 5 cents a gallon on light wines,
and 10 cents a gallon on fortified wines,
and an excise of $1.50 a barrel on beer
having an alcoholic content of 6 percent or
less. Louisiana parishes and municipali-
ties also have authority to impose a similar
$1.50 tax on beverages of not more than
6 percent alcoholic content. Fourth class

beverages, except certain corporations and certain veterans’
organizations, are taxed on the gross receipts from the sale
of alcoholic beverages at the rate of 1 of 1 percent, plus 28
percent surtax.,

5 Malt beverages imported into the State are taxed on the
basis of reciprocity. The current rate, as fixed by the
Liquor Control Commission, is §1 per barrel.

¢ The tax on malt liquors manufactured in the State is
514¢ per gallon.

! ';!I;g;lu es additional taxes scheduled to expire on July
(seashore resort) cities in New Jersey im-
pose a retail sales tax on alcoholic bever-
ages. West Virginia cities may impose an
excise tax, not to exceed the State tax, on
intoxicating liquors sold in State stores.
Garrett County in Maryland has specific
statutory authority to levy a tax on beer.

More common, however, is general sales
taxation of alcoholic beverages by local
governments. In all but 2 of the 12 States
in which general sales taxes are collected
by one or more local governments, alco-
holic beverages are included in the base
of these taxes.

At least five States (Maryland, Minne-
sota, North Carolina, South Dakota, and
Wisconsin) permit municipalities and
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TasLE 89.—State Tax Rates on Wines, January 1, 19641
(per gallon)

LIGHT WINES

16 percent
1¢ 10¢ to 30¢ 30¢ to 50¢ 50¢ to 80¢ 80¢ and over of whole-
sale price
California Colorado Arizona Alaska Delaware Hawaii
Connecticut Indiana 2 Arkansas 3 Florida
Illinois & Mississippi 8 Kentucky Georgia 7
Kansas 8 Nevada Massachusetts 9 South Carolina
Louisiana New Mexico 10 North Carolina
Maryland Oklahoma North Dakota &
Minnesota 13 Tennessee 13
Missouri
Nebraska
New Jersey
New York
Ohio
Oregon
Rhode Island 14
South Dakota 16
Texas
Washington 16
Wisconsin
District of
Columbia
Total ........ T . R - T (U A PO 4. ...,
FORTIFIED WINES
16 percent
2¢ 10¢ to 30¢ 80¢ to 50¢ 50¢ to 80¢ 80¢ and over of whole-
sale price
California Connecticut 37 Arizona Alaska Delaware Hawaii
Louisiana Colorado Arkansas 8 Florida #
Maryland Indiana Illinois & Georgia 7
Missouri New Mexico 10 Kansas 8 South Carolina
New Jersey Ohio Kentucky )
New York Wisconsin Massachusetts @
Rhode Island 14 District of Minnesota 12
Texas Columbia Nebraska
Washington 16 Nevada
North Carolina 18
North Dakota 11
Oklahoma
South Dakota 16
Tennessee 13
Total ........ ) L P A [ D £ S P . LA e 1

1 For purposes of this table, wines containing 14 percent
or less alcohol are classified as light wines and those con-
taining 14-21 percent alcohol are classified as fortified
wines. Some States specify wines exceeding 21 percent
alcohol content and tax such wines at different rates. This
tabulation does not include the taxes of those States where
wines are sold through a State or county store system under
State supervision. These States are: Alabama, Idaho, Iowa,
Maine, Michigan, Montana, New Hampshire, Oregon (for-
tified wines only), Pennsylvania, Utah, Vermont, Virginia,
Washington (nondomestic wines only), West Virginia, and
Wyoming.

?Includes an enforcement tax of 2¢ per gallon.

3In addition, there is a 5¢ per case additional tax. Ar-
kansas also levies a $-percent tax on retail receipts from
sales of liquors, cordials, liqueurs, specialties, and wines.
Wines produced and consumed in the home from grapes
grown in Arkansas are exempt from tax.
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4 Light and fortified wines manufactured in Florida from
local products are taxed at 23¢ and 35¢ per gallon, re-
spectively.

5 Light and fortified wines produced from grapes grown
in Illinois are taxed at 8¢ and 23¢ per gallon, respectively.

6 The 42.68¢ tax is applicable only to wines containing
4 percent or less alcohol. Mississippi prohibits the sale
of alcoholic beverages having an alcoholic content of more
than 4 percent.

7 Domestic light and fortified wines are taxed at 20¢ and
50¢ per gallon, respectively.

8 In addition, an enforcement tax of 214 percent of gross
receipts from retail sales is levied.

9 Includes a temporary additional tax of 45¢ per gallon
scheduled to expire on June 80, 1965. The tax rate on
wines containing 3-6 percent alcohol is 30¢ per gallon.
Massachusetts also imposes a tax on the gross receipts of
every corporation, association or organization which is



(Footnotes to table 89, continued)
licensed by any city or town to sell alcoholic beverages,
except certain corporations and certain chartered veterans’
organizations, at the rate of 14 of 1 percent, plus 23-percent
surtax.

10 An 8¢ per gallon tax is levied on the growers of grapes
who sell wine.

11 Includes a temporary additional tax of 20¢ per gallon
scheduled to expire July 1, 1967, and a wholesale transac-
tions tax of 20¢ per gallon.

13 Includes a 15-percent surtax effective through June 30,
1965.

13 [n addition, a tax of 15¢ per case is imposed upon sales
at wholesale.

counties to operate liquor stores. At pres-
ent (early 1964) 9 counties in Maryland,
394 municipalities in Minnesota, 36 coun-
ties and 27 municipalities in North Caro-
lina, and 164 municipalities in South
Dakota operate liquor dispensaries for rev-
enue purposes. No Wisconsin municipali-
ties currently operate liquor stores.

License fees are levied by State or local
governments and not infrequently by
both. They are required at various levels
of distribution, including from distillers,
brewers, manufacturers of wine, importers,
wholesalers, retailers, restaurants, taverns,
and dining cars. Their rates vary con-
siderably. The State fees required of
wholesalers of distilled spirits, for ex-
ample, range from $150 in Illinois to
$10,000 in South Carolina. These licenses
have regulatory purposes but in some jur-
isdictions are not unimportant revenue
producers.

Intergovernmental Relations

At the time of repeal of the 18th amend-
ment, a number of proposals were made
that the manufacture of alcoholic bever-
ages be taxed exclusively by the Federal

Government and the revenues shared with
the States. Such proposals were included,
for example, in the Fosdick-Scott study,*
the report of the Interstate Commission
on Conflicting Taxation,® and the Graves-
Edmonds plan. These plans were not
adopted, however, and Federal and State
governments have developed their alcohol

4 Wines imported into the State are taxed on the basis
of reciprocity. The current rate, as fixed by the Liquor
Control Commission, is 20¢ per gallon.

15 In addition, there is a 10-percent tax on the gross re-
ceipts from sales of intoxicating liquors, except beer in
excess of 3.2 percent.

16 The tax of 10¢ per gallon is applicable only to domes-
tic wines,

17 Sparkling wine is taxed at 50¢ per gallon.

18 Sweet wines, alcoholic content of 14 to 20 percent, may
be sold by drug and grocery stores, hotels, and restaurants
located in counties authorizing alcoholic beverage control
stores.

tax and control systems independently.
Consequently, as indicated above, there is
a wide diversity in State and local tax
rates, types of retail and wholesale outlets
permitted, and types of alcoholic bever-
ages permitted to be sold. In addition,
there are scattered areas where the sale of
alcoholic liquors is prohibited. Different
fiscal needs and social attitudes have thus
become imbedded in the individual State
and local systems.

Any system of coordination that might
now be proposed must take due account
not only of the varying revenue stakes of
the governmental units in this field but of
the vested interests of specific functional
groups for which such revenues are ear-
marked. Little is now heard about reduc-
ing tax overlapping. Recent discussions
appear to take it for granted that the Fed-
eral Government and the States will con-
tinue their separate paths in the taxation
of alcoholic beverages. Taxation of
liquor is closely tied to regulation of
liquor consumption, which, under the 21st
amendment and Federal legislation, has
been left entirely to State determination.

Because of the wide interstate variation
in taxation of liquor which inevitably re-
sults from State sovereignty in liquor con-
sumption policy, the possibilities in inter-
governmental relations, at least for the
present, appear to be limited to adminis-
trative cooperation.

4 R. B. Fosdick and A. L. Scott, Toward Liquor Control,
New York, 1933, p. 122.

5 Conflicting Taxation, the 1935 progress report of the
Interstate Commission on Conflicting Taxation, p. 6.
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Chapter 14
AMUSEMENT TAXES

The extent of Federal-State overlapping
with respect to the general admissions tax
has been significantly reduced by Federal
action in recent years. Since 1959 the first
$1 of admissions charge has been tax
exempt. Overlapping is now of most
significance with respect to admissions to
horse racing, boxing, wrestling, and ath-
letic exhibitions and with respect to the
taxes on special types of amusements:
Coin-operated amusement devices, billiard
and pool tables or rooms, and bowling
alleys. Only a few State and local govern-
ments specifically impose taxes on cabaret
charges, club dues, and initiation fees of
the type levied by the Federal Govern-
ment.

The Federal tax on wagering, which was
adopted in 1951, specifically exempts pari-
mutuel wagering licensed under State law
and thus reserves this important source of
revenue for the States. In the fiscal year
1963, as many as 26 States obtained
revenue from pari-mutuel betting at race
tracks, and the $319 million collected
represented over 90 percent of State
amusement tax revenue (exclusive of that
derived from admissions taxed under gen-
eral sales taxes).

Federal Taxes

The Federal tax on admissions was
adopted in 1917. It is applicable to all
types of admissions, including admissions
to motion picture theaters, legitimate
theaters and opera houses, and sporting
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events. Admissions to symphony concerts,
operas, and activities for the benefit of
specified educational, religious, and chari-
table institutions operated on a nonprofit
basis are exempt.

The rate on all admissions except for
horse and dog racing is 1 cent for each
10 cents, or fraction thereof of admission
charges in excess of $1. Admissions to
horse and dog racing are taxed at a rate
equivalent to 20 percent of the full ad-
mission charge. The basic rate of 1 cent
for each 10 cents, or fraction thereof, of
admission charges has been in effect since
1917, except for the period from 1944 to
1954, when the rate was 1 cent for each
5 cents or major fraction. The amount of
the admission charge exempt from tax,
however, was changed on a number of
occasions, and since January I, 1959, the
tax has applied only to admission charges
in excess of $1.

Cabarets were included in the admis-
sions subject to tax under the tax legisla-
tion enacted in 1917. The rate was origi-
nally the same as that applicable to other
admissions (1 cent for each 10 cents or
fraction), but was increased in 1918 to
114 cents for each 10 cents or fraction, and
in 1940 to 2 cents for each 10 cents or
fraction while the rate on other admissions
remained unchanged. The relationship
of the tax on cabaret charges to the ad-
missions tax was significantly altered by
the Revenue Act of 1941. This act im-
posed a flat tax of b percent on the entire



cabaret bill (for admission, food, beverages,
and service), including any separately
stated cover charge. This rate was raised
to 30 percent on April 1, 1944, but was
lowered to 20 percent on July 1, 1944.
The 20-percent rate remained in effect
until May 1, 1960, when it was reduced
to 10 percent.

The Federal tax on coin-operated
amusement and gaming devices was im-
posed by the Revenue Act of 1941. The
present rates are $10 and $250, respec-
tively, per device per year. A tax on pool
tables and bowling alleys was adopted by
the Federal Government under the
Revenue Act of 1914, was repealed in
1926, and reenacted in 1941. The present
rate is $20 per table or alley per year.

In addition to the foregoing amusement
taxes, the Federal Government imposes
wagering taxes of $50 a year on the occu-
pation of accepting wagers and 10 percent
of amounts wagered, as well as a 20-per-
cent tax on club dues and initiation fees.

State Taxes

The first State tax on admissions was
imposed in 1921 by Connecticut in the
form of a tax supplement equal to one-half
of the Federal tax. Because of the in-
creases in the price exemptions under the
Federal tax during the 1920’s, State
revenues from this source virtually dis-
appeared, and the tax was repealed as of
July 1, 1929. However, a license tax
based on seating capacity, enacted in 1927,
was continued and is still in effect. South
Carolina and Mississippi introduced ad-
missions taxes in 1923 and 1930, respec-
tively.

At present, admissions in general (either
the admission charge or the admission re-
ceipts of amusement operators) are taxed
by 31 States (table 90). Among these, only
Maryland, Mississippi, North Carolina,

South Carolina, Tennessee, and Texas tax
admissions in general under a special ad-
missions or amusement tax. Eighteen
other States tax these admissions under
their general sales taxes, and Alaska, Con-
necticut, Michigan, and Rhode Island tax
them under their gross business receipts
taxes (“adjusted business receipts” in
Michigan). The three remaining States,
Louisiana, Washington, and West Vir-
ginia, tax admissions both under a special
or general gross business receipts tax and
under their general sales tax.

Approximately half of the States impose
a rate of 2 or 3 percent. In only three
States is the rate as high as 10 percent, and
these States have special provisions which
ameliorate the degree of overlapping.
Mississippi has a preferential rate for
motion picture admissions; South Carolina
exempts motion-picture theaters (which
pay an annual license tax based on seating
capacity in indoor theaters and number
of speakers in drive-in theaters); and
Texas exempts admissions of $1.05 or less
to motion pictures, operas, plays, etc., and
51 cents or less to other amusements except
racing and similar exhibitions. Tennes-
see’s admissions tax is limited to theaters,
motion pictures, and vaudeville shows.
North Carolina exempts motion-picture
theaters but imposes an annual license tax
on such theaters based on seating capacity
and town population.

Thirty-seven States and the District of
Columbia levy special taxes on admissions
to either boxing or wrestling exhibitions,
or both, and 10 States impose special
taxes on admissions to some or all forms
of horse and dog racing (table 90). In
many States these admissions are subject
to the general admissions tax in addition
to the special tax imposed upon them.
Although the most common rate imposed
under the special boxing and wrestling
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TasLE 90.—State Tax Rates on Admissions, January 1, 1964

State

Rate on admissions *

Special taxes on admissions to—

Boxing and wrestling

Horse and dog racing

Alabama*, ., ..
Alaska, ,
Arizona¥*,,......
Arkansas®, ..

sesesisseea st e

California,....cev0eees.n.

Colorado, ,,........ut. .
Connecticut. .,,,... PP
Delaware, ,, ... e
Florida*, ,...... e
Georgia*,.... ............
Hawaii*, ... ..

Idaho.,.............
Illinois, .. ........... P

Indiana*, ,,,,

Iowa*,,..........
Kansas*

Ces e s sae e

Kentucky*.,.

Louisiana* ., .

| 2 percent ...,
| 2% gercent (except boxing

4 percent .,....ccecevevnen
l4of I percent? ,,,,........
3 percent ......ceienvvnenns
3 percent

srsesesascssesr e

3 percent (except horse and
dog racing).

3 percent ,......uiiiieinins
815 percent ... .....0iniaies

sese st st s rast et nteran

ettt s esae e Peseree e .o

| 2 percent (except athletic

events).

wrestling).
3 percent (except racing
under Commission).
2Ppercent ... ...oiiiiiianans
o of 1 percent‘

1714 percent .. ....ovuvanen.

2percent ... .. iiiiinennins

5 percent or $25 annually
whichever is greater.
bpercent ,.......0iiininne
5 percent ,......
5 percentt |,

teseservan

vessesasarn e

5 percent .,...
10 percent ...

10 percent , ...

510 pereent3 . ... L L.
5 percent ..,

5 percent .......i0iuiiinaes

D R R I A I P S S AT ST

R N T N

IR N N I I SN N )

10¢ per admission or 10
cent of admissions, whxch-
ever is greater,

R N R I )

D I N I I S

Sesreerssrersatsrsersass e

20¢ per admission to horse-
racing; 10¢ per admission
to harness racing.

10¢ per admission or 15 per-
cent of admissions, which-
ever is greater,

et erea e

crvecas s fre e

20¢ per admission to horse-
racing.

fesersecsstsscrsentsenr A

L e I I I A A A

15¢ per admission.

10¢ per admission.

Maine, .. .. D «evse..| 8 percent (boxing only) . e Ceeerre ey

Maryland, ..,............. 1/2o£lpercenﬂ........... 10 percent ... ... et tteeetenerrenrenanaees

Massachusetts. ............[.......... 5percent(boxmgonly) vens e eeeneebeeeanaanes

Michigan, ., .......... cees 7% millsd ... .., 10 percent® .., . ...... R . e

Minnesota, .........ccovuufueennine.. covi o 100000 B percent (boxing only) .. ...|.. . ...l ii.il e .

Mississippi,............. .| 10 percent (3 percent on mo- | 5 percent ..........0ivienn ves e e

tion picture admissions.) 10

Missouri*, ,....... e, 3 percent ......... ciesesesd| Bpereent Lo, e R

Montana................ T 5percent(boxmgonly) ..........

Nebraska, ,........... B e 10 percent ...............e. l5¢ per admission to horse-
racing*

Nevada,.................. e e e S percent ........couiiinnnnfen e R .

New Hampshire,..........0...coovviiiiiiin i ...} 8 percent ...... N P

New Jersey,............. . et vereeee 10 percent22 e

New Mexico*, ... s percent ........... B e 10 percent of ‘admission to
horseracing.

NewYork,...........ooooovveiiiinnn, e 5 percent ....... e ..] 15 percent of admission to
to horseracing.

North Carolina, ,..,.......| 8 percent18 | B e e e

North Dakota®, . ... e 214 percent .., .. ceivieeaea.| B opercent ..., e Y O i

Oklahoma*...............| 2 percent ,........... D P L

Pennsylvania.............0........... e 5 percent ..................| 5 percent of admission to har-
ness racing.

RhodeIsland,,........... 14 of 1 percent4 | ceve.s| B percent 8 ceeeens

South Carolina. ., ......... 10 percent® . .......... T

South Dakota*. ......... .. 2 percent ... .. ....... PPN 10 percent ,...........000es

Tennessee, ............... 1 percent? . _....... e 2 percent . ...... e

Texas,............ vereens 10 percenti8 ..., veiivee..| 3 percent .......

Utah*. ... ... ool Bpercent ... .. ... iieiiinifiiiiiiie i i e

Vermont. ......... R et 5 percent (boxing only) ..... .

Virginia,..,.......... O e 5 percent ,......i000i0i00ns Cetrerecnatasanas e

Washington*............. 4 percent® . ..., ....... JBpercent ... i eeeeeiaen Cheeaiaes e

1 percent (except boxmg,
wrestling, horseracing).2®
West Virginia®. ..., veveees 3 percent® ..., e S percent .....iviieiiiiennfeie i
65/100 of 1 percent22

Wisconsin®, ., ............ 8 percent2 | .. ........... 5 percent (boxing only) . bt e

Wyoming. ................ 2 percent ... . .iiiueineiins 5percent(boxmgonly)..... e erenaeaees r e .

District of Columbia,......|....... e nneannan veeeererss.] 10 percent (boxing only) . et eaea et

See footnotes on next page.
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(Footnotes to table 90)

1 The rates shown are those imposed under: (1) special
admissions or amusement taxes; (2) general sales taxes
which apply to admissions or amusement operators; (3)
gross receipts taxes applicable to (2) all businesses includirelg
amusement operators and (b) specified unincorporat
businesses including amusement. States which tax admis-
sions under the general sales tax are marked with an aster-
isk (*). The other taxes under which admissions or
amusement operators are taxed are identified in footnotes.

3 The business license tax on the gross receipts of busi-
nesses including amusement businesses. The rate is $25 plus
14 of 1 percent of the gross receipts in excess of $20,000 but
not more than $100,000, and 14 of 1 percent of the gross
receipts in excess of $100,000.

3 The unincorporated business tax on the gross income
of unincorporated businesses, including amusement busi-
nesses. The rate is $1.30 .$1,000 or fraction of gross
income up to, and inclusive of, $60,000, and $2.60 per
$1,000 or fraction of gross income in excess of $60,000.

4 The rate is 10 percent for championship matches.

§ The State Athletic Commission is authorized to fix a
rate of not less than 5 percent but not more than 10 per-
cent.

8 The special gross receipts tax on operators of theatres,
music and opera houses, moving picture shows, skating
rinks, and similar places of amusement is a flat fee license
tax whose amount varies with the volume of business,
roughly equivalent to 1/10 of 1 percent.

7The special tax on the gross receipts of amusement
businesses. The tax on passes or reduced charges is: not
over 50¢, 5¢; 51¢-81, 10¢; over $1,15¢.

8 The business activities tax on the adjusted receipts of
businesses, including amusement businesses (with an al-
lowable tax credit). The first $12,500 of such receipts are
tax exempt.

2 The rate is 5 percent for national or international
championship matches,

10 The special admissions tax.

taxes is 5 percent, the rates range from 2
percent in Tennessee to 1714 percent in
Alabama. The rates of the special taxes
on racing are either 10, 15, or 20 cents per
admission, or 5, 10, or 15 percent of the
admission receipts.

Pari-mutuel betting on thoroughbred,
harness, and dog racing is now subject to
tax in 29 States (table 91). Twenty-six of
these States received revenue from taxes
on pari-mutuel betting at race tracks in
the fiscal year 1963. Another State
(Nevada) has no tracks in operation but
does earn revenue from similar taxes on
off-the-track betting. The other two States
(Idaho and Montana) reported no State
pari-mutuel tax revenue in 1963. Pari-
mutuel taxes are commonly expressed as
a percentage of the daily total wagers at the
race track. A few States, however, apply a
graduated tax according to the volume of

1 Applicable only to races held in counties having a
population of 200,000 or over.

iz The State Athletic Commission is authorized to reduce
the rate to 5 percent when a championship title is at stake.

13 The special tax on the gross receipts of amusement
businesses. The rate is that applicable to retail sales under
the general sales tax. Motion picture theaters and vaude-
ville shows are exempt; however, they are subject to a
license tax which is not based on gross receipts.

14 The unincorporated business tax on the gross receipts
of specified unincorporated businesses, including amuse-
ment businesses. The rate is $2 on each $1,000 of gross
receipts ($5,000 of gross receipts are exempt).

15 The rate for amateur exhibitions is 2 percent on the
first $1,000 and 5 percent on the balance of gross receipts.

16 The special admissions tax, Motion-picture theaters
are exempt; however, they are subject to a license tax which
is not based on gross receipts.

11 The special tax on the gross receipts of operators of
theaters, motion pictures, and vaudeville shows,

18 The special admissions tax. Admissions of $1.05 or less
to motion pictures, operas, plays, etc. are exempt, as well
as admissions of 51¢ or less to other amusements (except
racing and like exhibitions),

19 Includes, but is not limited to, golf, pool, billiards,
skating, ski lifts and tows, but excludes bowling and ad-
missions charges subject to county or city admissions taxes.
Those activities not subject to the retail sales tax remain
taxable under the State business and occupation tax at 1

ercent.

20 The business and occupation tax on the gross income
(in excess of $600 per bimonthly period) of businesses, in-
cluding amusement businesses.

21 The 8-percent rate includes a 1-percent additional tax
effective through June 30, 1965.

22 The business and occupation tax on the gross receipts
of businesses, including amusement businesses (a tax credit
of $50 per year is allowed).

28 Admissions of 75¢ or less to motion-picture theaters
are exempt.

betting. Flat-rate pari-mutuel taxes on
thoroughbred racing vary from 3 to 8 per-
cent. The range for States with graduated
rates is wider, varying from a low of one-
fourth of 1 percent for the first $10,000 in
Montana to a high of 11 percent of daily
wagering at New York tracks. In addition
to these taxes on pari-mutuel wagering,
States also impose license fees on the op-
eration of pari-mutuels.

New Hampshire gained national atten-
tion in 1963 when it enacted authority for
a State-operated race track lottery. The
lottery is to be based upon two sweepstakes
races annually, for which tickets will be
sold at $3 each. It is estimated that the
State will net $4 million a year, to be ear-
marked for aid to local schools. Several
other States, including Colorado and
Rhode Island, considered but did not
enact similar measures.

Twenty-three States and the District of
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TABLE 91.—State Pari-Mutuel Tax Rates, January 1, 1964

State

Tax ratel

Breakage 2

In excess of
multiples of:
(cents)

State share of breakage

Arizona........oceveeecenes

Arkansas, .....o0e00e verenes

California,.......oovieeenn.

ColoradO. ... .o.vureenrnors
Delaware, ......... veereann

Florida.......

1daho. ...

Massachusetts 7, .. ..........

Michigan,,.......c00000en.

Thoroughbred and harness racing:
49, of first $100,000
69 of the excess,
Dog racing: 6% .......coivvevnnann
Thoroughbred and dog racing: 5% ..

Thoroughbred racing (based on
amount wagered annually)

5% of first $10 million

6% of next $10 million

7% of next $55 million

7.5% of next $50 million

8% of all in excess of $125 million
Thoroughbred racing: 5% .........
Thoroughbred and harness racing:

4.5%.
Thoroughbred racing: 8%3% ........
Dog racing: 7% 3
Thoroughbred racing: 5% *
Thoroughbred racing: 6% 5
Harness racing: 5.5% ........00000e
Thoroughbred and harness racing:

49 of the first $18 million (annu-

ally)

6% of the excess.

Thoroughbred racing:

5% of the first $201,0006

6% of the next $200,000 8

7% of all amounts wagered for

pari mutuels over $401,000.%
Thor(:;ghbred and harness racing:

6%.

Thoroughbred racing: 5.5%
Harness racing:

8.59% of l%e first $125,000.

7% of the excess.

County fair and agricultural exhibi-
tion racing:

1% of the first $1,500,000

(annually).

6% of the excess.
Thoroughbred racing: 7%
Harness racing:

5.5% of the first $400,000.

6.75% of the next $50,000.

7.25% of the next $50,000.

7.75% of the next $50,000.

8.25% of the next $50,000.

8.75% of the next $50,000.

9,259, of the excess over $650,000.
Dog racing:

5.5% of the first $75,000.

7% of the next $35,000.

8% of the next $30,000.

9% of the next $110,000.

10.259% of the next $125,000.

10.75% of the excess over

$375,000.
Racing at State or county fairs: ...,

5.5% of the excess over $65,000.
Thoroughbred racing: 8% 8
Harness racing: 5%

........

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

See footnotes at end of table.
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TaBLE 91.—State Pari-Mutuel Tax Rates, January 1, 1964—Continued

l Breakage 2

State Tax ratel In excess of
multiples of: State share of breakage
(cents)

MONtANA, .. oreeevveconcnnns Thoroughbred racing (Fairs only): .. n.a. | None
0.259% of the first $10,000.
0.50% of the next $5,000.

0.75% of the next $5,000.

19 of the next $5,000.

29 of the next $10,000.

8% of any excess over $35,000.
Nebraska, .. ..oo0veneen ....| Thoroughbred and harness racing: 10 | None
3% of the excess over $1,000,000.°
Nevada,.......coovnees ....! Thoroughbred racing:1° 3% ........ 10 | None
New Hampshire, ,,......... Thoroughbred and harness racing: 10 | 15

7% veves
New Jersey, . .uvvrveeneenes Thoroughbred racing: ......... vene 10 | All
7.5% for the first $40,000,000
(annually).
8.5% for the excess.
Harness 1acing: ...........ocoo0cnse 10 | All
6% for the first $40,000,000
(annually).
7% for the excess.
New Mexico, ...... Ceeeanaas Thoroughbred racing: ..... Ceereean 10 | None
19 of the first $250,000.
29, of the next $100,000.
8% of the next $50,000.
5% of all in excess of $400,000.
NewYork,......o0nneneenen Thoroughbred racing:
Zone I 11% .....covvevnvnnnes 5 )8
Zone IL: ,.......covvnnoens eee 5|14
5% of the first $175,000.
7% of the next $125,000.
89% of the next $100,000.
99% of the next $100,000.
109% of the next $100,000.
119% of all in excess of
$600,000
Harness racing: ...........coeeees . 511
59 of the first $175,000.
7% of the next $125,000.
89 of the next $100,000.
99, of the next $100,000.
10% of the next $100,000.
119% of all in excess of $600,000.
Ohio, ,..ovvieviinnnrinnnns Thoroughbred racing:! ............ 10 | 1412
4.259% of the first $10,000.
5.25% of the next $40,000.
6.259% of the next $50,000.
7.25% of the next $300,000.
8.25% of all in excess of $400,000. 5
Harness racing:1 ... .......c000nu0 10 VL
3% of the first $10,000.
49, of the next $40,000.
5% of the next $50,000.
6% of the next $300,000.
7% of all in excess of $400,000.

See footnotes at end of table.
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TasLE 91.—State Pari-Mutuel Tax Rates, January 1, 1964—Concluded

State Tax ratel

Breakage 2

In excess of
multiples of: State share of breakage
(cents))

Ooregon, ,..........oo0vnut. Thoroughbred, harness, and

County Fairs 114%.

89% of the first $66,000.
4%, of the next $67,000.
5% of the next $67,000.

paid with application):
5% of the first $133,000.
6% of the next $67,000.

dog racing: ..,........... .
Nonprofit organizations, State and

Option I (when flat fees are prepaid):

6% of all in excess of $200,000.
Option II (when flat fees are not pre-

7% of all in excess of $200,000.
Pennsylvania............... Harness racing: 5% ,.......

5 | None

..... 10 | 1412

Rhode Island. .............. Thoroughbred and harness racing: 10 | 412

B0 i

South Dakota, .............. Thoroughbred and dog racing:1% ., 10 | None

West Virginia,.............. Thoroughbred racing: 5.759 1€

................... Thoroughbred and harness racing:
890 i
Washington, ,.............. Thoroughbred racing: 5%. . ...

..... 10 | 14
5 | None

10 | None

n.a.—Data not available.

1Stated as a percentage of amount wagered, i.e., of daily
pari-mutuels (unless otherwise stated).

? Winning ticket holders at parimutuels are commonly
paid, per dollar of wager, in multiples of 10 cents (some-
times 5¢). The excess of the calculated amount over the
track (F:y-out ratio is termed “breakage.” For example,
after deduction of pari-mutuel taxes and the track’s com-
mission, a winning $2 ticket may have a calculated value
of $4.18. Per dollar of wager, this amounts to $2.09, and
the breakage (for multiples of 10¢) would be 9 cents, but
18 cents for the $2 ticket. The breakage is generally shared
between the State and the track.

3 However, tracks having an average daily pool of less
than $400,000 pay fixed fees.

4 But only 19 when the race meet is operated by fair
boards.

8 But only 49 when the daily pari mutuels do not ex-
ceed $300,000.

8In parishes having less than 350,000 population, the
rates are: 5% of the portion exceeding $30,000 on daily
pools up to $200,000; 6% of the next $100,000; and 7% of
daily pools in excess of $300,000.
lggfates include an additional 29 tax, effective through

Columbia impose special license, privilege,
or occupation taxes on coin-operated
amusement devices, and 25 States and the
District of Columbia impose such taxes on
either billiard and pool operators or bowl-
ing alley operators or both (table 92). In
some cases prize-rendering devices or ma-
chines are taxed as well as non-prize-ren-
dering devices. In a number of States
general sales or gross receipts taxes apply
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& But 6% only outside the Detroit city area.

9 The gross sum wagered on the whole race meet.

10 Applicable to off-track betting.

11 Additional taxes: 14 of 1% for the State fair fund;
1/10 of 1% where total wagering is less than $5 million,
and 15/100 of 19, where wagering is $5 million or more.

12 The track retains the first $2,000 of breakage. .

13 An additional 29 tax is imposed on tracks located
within the Philadelphia school district, for school district
purposes.

14 Alternative taxes, expressed in terms of the percentage
of total wagers and as flat fees per day, are imposed on
harness. racing tracks using the auction mutuel system.
These taxes vary from 1 to 2% of total wagers and from
$20 to $200 per day, depending on the class of race.

15 The State retains 445 of all monies withheld by the
track as its commission on horse racing, 45 of the first
$1 million of track commission on dog racing, and &g of
all dog track commissions in excess of $1 million (exclud-
ing breakage).

16 Except that tracks which averaged no more than
$150,000 daily pari mutuels in the previous calendar year
pay a flat fee of $4,000 on the first $150,000 for the current
year.

to coin-operated devices, billiard and pool
tables, and bowling alleys.

Only a few States specifically tax cabaret
charges and club dues and initiation fees.
In some cases, however, the general sales
taxes are applicable to these charges or
payments.

Local Taxes

Admissions taxes are imposed by local



TasLE 92.—State Taxes on Coin-Operated Amusement Devices or Machines, Billiard
and Pool Tables, and Bowling Alleys, January I, 19641

(rate per year)

State

Coin-operated amusement devices
or machines

Billiard and pool tables,
and bowling alleys

Alabama,

Alaska, .. ... e

Arizona, .,

Arkansas.............

Hawaii

Illinois, .,

Kentucky

Louisiana

Pinball machines and games of skill: Penny
machines, $10 per machine; nickel machines,
$50 per machine; machines operated by more
than 5¢, $100 per machine. Radios and mu-
sic machines: Penny machines, $1 per ma-
chine; machines operated by 5¢ or more, §8
per machine.

Devices which do not involve an element of
chance (except coin-operated radios), $48 per
devices; pinball machines or other devices
which, by chance or skill, award free plays,
$120 per machine or device; prize-rendering
slot machines and other devices involving an
element of chance, $240 per machine or de-
vice.

Radio rifles, miniature football, pinball, and
other miniature amusement games, $5 per
machine; music vending phonographs, $5 per
machine. Other amusement devices: devices
operated by less than 5¢, $1 per device; de-
vices operated by 5¢ or more, $2.50 per de-
vice; machines with over 3 slots, $5 for each
slot over 3; privilege of owning, operating, or
leasing coin-operated machines, $250.

Amusement machine owners: $30 plus; each
penny machine, $15; each machine operated
by 5¢ or more, $25. Music machine owners:
nickel machines, $30 per machine; dime
machines, $50 per machine.

Amusement machines: penny machines, 50¢
per machine; all other machines, $5 per ma-
chine ($2 in establishments selling tangible
personal property); radio receiving sets in
guest rooms for travelers, $7 per operator
plus 20¢ per set.

Non-prize-rendering pinball machines, $10 per
coin slot.

Amusement and music machines, $10 per ma-
chine.

Prize-rendering slot machines and similar de-
vices involving an element of chance, $100
per machine or device. Pinball and other
mechanical amusement devices: penny ma-
chines or devices, $5 per machine or device;
all other machines or devices, $50 per ma-
chine or device. Grab machines and other
similar devices: penny machines or devices,
$2.50 per machine or device; all other ma-
chines or devices, $25 per machine or device.
“Cigarette booster” machines: penny ma-
chines, $10 per machine; all other machines,
$20 per machine. Merry-go-rounds and
similar amusements run by machinery:
penny machines, $5 per machine ($1 if capac-
ity is 2 or less riders); all other machines $50
per machine ($10 if capacity is 2 or less
riders). Jukeboxes, electric phonographs,
and similar devices: penny machines or de-
vices, $1 per machine or device; all other
machines or devices, $10 per machine or de-
vice.

See footnotes at end of table.

Pool tables for the games of pin pool, bottle
pool, starboard pool, or other like devices,
$100 per table; pool or billiard tables for
games played with approximately 15 balls,
and not pin pool, $25 per table; bowling
and tenpin alleys, $10 per alley.

Billiard tables, niuePin or tenpin bowling al-
leys or similar devices, $40 per table or alley
or device.

Billiard and pool rooms, $10 per table; bowling
alleys, $10 per alley or lane.

Billiard and pool tables, bowling alleys, and
shuffleboards: 1st table, alley, or board, $40;
2d table, alley or board, $25; each additional
table, alley, or board, $15.

Pool tables, bowling alleys, $5 per table or alley.

Billiard tables, bowling alleys, $5 per table or
alley.

Billiard tables, pigeon-hole, jenny-lind, pool,
bagatelle or domino tables, tenpin alleys, and
other games or devices, §15 per table, alley,
or device.
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TaBLe 92.—State Taxes on Coin-Operated Amusement Devices or Machines, Billiard
and Pool Tables, and Bowling Alleys, January 1, 1964 '——Continued

(rate per year)

State

Coin-operated amusement devices
. or machines

Billiard and pool tables,
and bowling alleys

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

Mississippi

Montana

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

Nebraska

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

Nevada

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

North Dakota, ., ......

Mechanical rides, $15 per device.

Free-play pinball machines: Caroline, Kent,
and Queen Anne Counties, $10 per machine;
Baltimore, Dorchester, Montgomery, Talbot,
and Wicomico Counties, and Baltimore City,
$20 per machine; Washington County, $30
per machine; Harford County, $40 per ma-
chine. Free-play console machines: Caroline,
Kent, and Queen Anne Counties, $25 per
machine; Baltimore, Dorchester, Talbot
Counties, and Baltimore City, $35 per ma-
chine; Washington County, $50 per machine;
Harford County, $70 per machine; music
boxes, $10 per machine.

Amusement machines (not otherwise enumer-
ated): machines operated by a coin or coins
of less than 5¢, $4 each for music or picture
machines, $8 each for other amusement ma-
chines; machines operated by a coin or coins
of 5¢ to 10¢, $10 each for music or picture
machines, $30 each for other amusement
machines; machines operated by a coin or
coins of 10¢ to 20¢, $20 each for music or
picture machines, $60 each for other amuse-
ment machines; machines operated by a coin
or coins of 20¢ and over, $30 each for music
or picture machines, $90 each for other
amusement machines; multiple slot music
machines, multiple of the coin required; ra-
dio and television sets, $4 per set; hobby
horses for children, $3 per machine.

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

Slot machines, $120 per machine ($120 per unit
for multiple-unit machines operated by 1
handle and each unit paying in identical
denominations); other amusement and gam-
ing devices, $600 per machine or device:
3-514 percent of gross revenue of winnings
of machines or devices (graduated on basis
of gross revenue).

Music machines, $100 operator’s license, plus
$10 for each machine operated.

Amusement machines or devices: penny ma-
chines or devices, $5 per machine or device;
machines or devices operated by 5¢ or more,
$15 per machine or device.

See footnotes at end of table.
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Billiard and pool tables, bowling alleys, $10 per
table or alley.

Billiard, pool, or bagatelle tables, $14.80 per
table; bowling alleys, $20 per alley.

Poolrooms or bowling alleys (outside of limits
of incorporated cities or villages), $10 per
table or alley for the first 8 tables or alleys,
and $5 for each additional table or alley.

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

Billiard and pool tables, bowling alleys, $10 per
table or alley ($4 per table or alley at resorts
operating during summer months).

Billiard rooms (outside of cities having a popu-
lation of over 400,000), $10 per table.

Billiard and pool tables: Not more than 2’ x 4/,
$5 per table; not more than 214’ x 5’, $10 per
table; not more than 3’ x 6’, $15 per table;
not more than 4’ x 8’, $20 per table; not more
than 414’ x 9, $25 per table; more than
414’ x ¥, $30 per table; bagatelle tables $25
per table ($10 per table in cities or towns of
less than 10,000 population); bowling alleys,
$10 per alley.

Billiard or pool rooms, bowling alleys, §5 per
table or alley.




TABLE 92.~State Taxes on Coin-Operated Amusement Devices or Machines, Billiard
and Pool Tables, and Bowling Alleys, January 1, 1964 *——Continued

(rate per year)

State

Coin-operated amusement devices
or machines

Billiard and pool tables,
and bowling alleys

Oklahoma

Pennsylvania

Rhode Island

South Carolina

Tennessee

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

Amusement and music machines or devices:
penny machines or devices, $6 per machine
or device; all other machines or devices, $40
per machine or device; devices used tempo-
rarily, 10 percent of the annual rate for each
month; radio and television receiving sets
in hotels, motels, and hospitals, §3 per set.

Amusement devices which shoot or propel an
electric-light ray to a target or which deliver
1 or more balls to the players, $25 per de-
vice; musical devices, radios, television sets,
and mechanical rides, $10, and $§1 for each
additional device in the same category on
the premises or for each additional coin-
receiving slot. Other amusement devices:
devices operated by l¢, $1 per device; de-
vices operated by 24, $10 per device; devices
(other than music) operated by more than 2¢,
$50 per device. $100 for devices operated
simultaneously by 5 or more players.

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

Music, gaming, or amusement machines or
devices, $25 per machine or device; non-pay-
out pin table devices, and gaming or amuse-
ment machines or devices with a free play
feature, $75 per machine or device.

Prize-rendering slot machines or devices: ma-
chines or devices operated by 5¢ or less, $30
per machine or device; machines or devices
operated by more than 5¢ but less than 15¢,
$40 per machine or device; machines or de-
vices operated by 15¢ or more, $50 per ma-
chine or device. Mechanical music machines:
machines operated by 5¢ or less, $5 per ma-
chine; machines operated by more than 5¢,
$10 per machine; radio sets in hotels or tour-
ist courts, $7.50 per location (hotel or tourist
court); miniature football, pinball machines,
and other miniature games, $7.50 ($15 in
cities of 20,000 or more). Coin-operated
“kiddy” rides, $5 per device.

Coin-operated machines for music, skill or
pleasure, $10 per machine.

Amusement or gaming machines, $100 per ma-
chine; music machines (except coin-operated
radios in guest houses), $25 per machine.

See footnotes at end of table.

Billiard and pool halls, $5.

Billiard or pool rooms (outside of limits of in-
corporated cities or towns), $10 per table
(maximum of $50 per year); ball (ninepin)
alleys, $50.

Billiard, pool, and bagatelle rooms (in 1st-class
_cities), $25 for the Ist table and $15 each ad-
ditional table; billiard rooms and bowling
alleys (in all counties and cities except Ist-
class cities), $30 for the 1st table or alley and
$10 for each additional table or alley; baga-
telle tables in Allegheny County, $5 per table,

Billiard, pool, and bagatelle rooms, not less than
$10 and not more than $200; bowling and box
ball alleys, not less than $15 and not more
than $25 (not more than $200 in the city of
Providence).

Billiard rooms, $25 per table ($10 for tables not
more than 314" x 7'); bowling alleys, $5 per
alley (maximum of $30 per year).

Billiard tables, pool tables, bagatelle tables,
jenny-lind tables, and other similar devices
in: cities of 10,000 or less, $10; cities of over
10,000 but less than 20,000, $20; cities of
20,000 or more, $25. Bowling alleys: $10 per
alley, up to six alleys; $50 for six alleys; $5
for each additional alley.

Billiard tables, $5 per table; ninepin and ten-
pin bowling alleys, $10 per alley.

.............................................
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TasLE 92.—State Taxes on Coin-Operated Amusement Devices or Machines, Billiard
and Pool Tables, and Bowling Alleys, January 1, 1964 1—Concluded

(rate per year)

State or machines

Coin-operated amusement devices

Billiard and pool tables,
and bowling alleys

Virginia. ............. Musical machines, $5 per machine; merry-go-
rounds, hobby horses, and other like ma-
chines, $10 per machine; miniature pool
tables operated by nickels or coins of larger
denominations, $10 per machine; radio and
television sets in hotels, lodging, and hos-
pital rooms, and in eating places, $1 per set.
Coin-operated machines not specifically enu-
merated: machines operated by lg, $2 per
machine; all other machines, $25 per ma-
chine; privilege of selling, leasing, renting,
or furnishing coin-operated amusement ma-
chines (other than musical machines and
machines for children’s rides), $1,000.

Washington.,........, Mechanical devices: where skill or a combina-
tion of skill and chance determine the pay-
out, 20 percent of gross operating income;
where chance alone determines the payout,
40 percent of gross operating income.

Billiard, pool, and bagatelle rooms, $50 plus $25
for each table in excess of 1 ($25 plus $12.50
for each table in excess of 1 in towns of less
than 1,000 population and at watering places
tor 4 months or less); bowling alleys, $25 plus
$10 for each alley in excess of 1 ($12.50 plus
$5 for each alley in excess of 1 at watering
places for 4 months or less).

Billiard and pool halls, bowling alleys (outside
of limits of incorporated cities, towns, or vil-
lages), not less than $25 and not more than
$250.

West Virginia, ........ Slot and automatic machines or devices: penny| Billiard, pool, bagatelle, and other similar ta-

chines.

machines or devices, $2 each for four or
fewer machines, $25-8§600 per operator, ac-
cording to class, for number of machines over
four; all other machines or devices, $5.50
each for nine or less, $175-$1,800 per oper-
ator, according to class, for ten or more ma-

bles, bowling alleys, $25 for the 1st table or
alley and $15 for each additional table or
alley.

R (301 - Billiard, pool, and bagatelle tables, ninepin or
tenpin bowling alleys, $20 per table or alley
($5 per table or alley outside of limits of in-
corporated cities or towns).

District of Columbia, , .| Mechanical amusement machines, $6 per ma- | Billiard or pool tables, bowling alleys, or any

$100 per year).

chine for the Ist 8 machines (maximum of

table, alley, or board upon which legitimate
games are played, $12 per table, alley, or
board.

1 Except for Washington’s tax on coin-operated mechani-
cal devices, this tabulation is limited to the special license,
privilege, or occupation taxes imposed by the States. Wash-
ington taxes the gross income derived from coin-operated
mechanical devices, game devices, and music and picture
machines under its gross business receipts tax. The gross
receipts of charges derived from the amusements covered in

governments in approximately 11 States
but are widely used in only Ohio, Pennsyl-
vania, and Washington.!

Philadelphia was the first large city to
use this source of revenue. Its tax was
adopted in 1937, with a rate of 1 cent for
each 25 cents of admissions (now 14 cent
for each 10 cents). Other local govern-
ments in Pennsylvania make extensive use
of admissions taxes under the broad taxing
powers conferred on them in 1947.

1 Available information js incomplete regarding local
admissions taxes in those States where limited use is made
of them.
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this table are taxed under general sales taxes in some States
(see table 44, chap. 7); under gross business receipts taxes
in Alaska, Michigan (business receipts tax), and West Vir-
ginia; under unincorporated business taxes in Connecticut
and Rhode Island; and under the special amusement tax
in Maryland.

Over 400 jurisdictions (including cities,
boroughs, townships, and school districts)
now levy such taxes. The rates range
from 1 to 10 percent, with over half of
the jurisdictions imposing a 10 percent
rate. When combined rates for overlap-
ping jurisdictions would exceed 10 per-
cent, the State act provides for an equal
division of this maximum unless the juris-
dictions agree to a different division.
Washington (in 1943) and Ohio (in
1947) repealed their State admissions taxes
in order to leave this source of revenue to
local governments. Cities in both States



immediately took advantage of the au-
thorization.?

New York State in 1948 authorized
counties and cities with a population of
more than 25,000 to impose a 5-percent
tax on admissions, but this authorization
has been little used. New York City im-
poses a 5-percent tax, but allows an ex-
emption of 90 cents for motion-picture
theater admissions.®

Cities in Tennessee are authorized to
levy a special tax on admissions to theaters
of not more than 2 percent of gross re-
ceipts (in addition to any license tax), but
only a few cities have levied such taxes.

Other States have granted authority to
specific cities or cities of specified size to
impose admissions taxes. In some States,
local authority to impose such taxes is
found in home rule provisions or charters
or is derived from general or specific busi-
ness licensing powers. Georgia, however,
specifically prohibits the use of admissions
taxes by its local subdivisions.

A number of cities in Illinois impose
taxes on gross receipts from admissions
charges to various forms of amusements,
including admissions to theaters. The
rate in Chicago (on its special amusement
tax) is 3 percent and in most other cities
is either 3 or 4 percent.

Several Virginia cities impose admissions
taxes at rates ranging from 2 to 10 percent.

2 Available information indicates that practically all cities
in Washington with a population of 5,000 or over and more
than 100 cities in Ohio impose such taxes. The rate in
Ohio cities is 3 percent and rates range up to 5 percent
in Washington cities.

8 The tax applies to (1) the entire admissions charge in
the case of other amusements where the admissions charge
is in excess of 10 cents; (2) the total charges of cabarets,
roof gardens, and other similar places (but these charges
are exempt from the city sales tax on food and drink);
and (3) dues paid to any social, athletic, or sporting club
if the dues are in excess of $10 a year . Admission charges
at race tracks, boxing and wrestling matches, and dramatic
or musical performances are exempt from tax.

Richmond’s rate is 5 percent. In Mary-
land, localities (including counties) are
permitted to add an additional levy to the
State admissions tax. These additional
levies, imposed by 5 counties and 6 muni-
cipalities, range from 114 to 2014 percent.

Admissions are taxed under the general-
sales and gross-receipts taxes imposed by
local governments in several States (Ala-
bama, Alaska, Arizona, Louisiana, New
Mexico, and West Virginia). The rates
are generally 1 percent in Alabama,
Louisiana, * and New Mexico; one-half
of 1 percent or 1 percent in Arizona; and
2 or 3 percent in Alaska. Under the busi-
ness and occupation taxes imposed by
West Virginia cities, the rates are low
fractional rates ranging from 0.05 percent
to 0.5 percent. In all of these States the
local taxes overlap similar taxes imposed
at the State level.

Atlantic City, N.J., under its sales tax
(which applies only to a few specified com-
modities and services), taxes (1) admissions
to movies, piers, and other places of
amusement: and (2) cover, minimum or
entertainment charges to patrons of res-
taurants, cafes, bars, hotels, and similar
establishments. The rate is 3 percent of
the admission price, with an exemption of
admissions of 12 cents or less.

Revenues

Federal revenues from amusement taxes
reached a peak of $504.5 million in 1947
and have since declined steadily, partly
because of the downward trend of motion
picture theater admissions. For the fiscal
year ending June 30, 1963, Federal

4 New Orleans taxes admissions under the sales tax and
in addition imposes a special tax of 2 percent on admissions
to motion-picture houses or theaters and 5 percent on ad-
missions to other places of amusement. The tax also ap-
plies to admissions to games of skill.
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revenues from amusement taxes were as
follows (in millions):

Admissions ...... .00, e $42
Cabarets ... .iviiiiieriin s 40
Coin-operated amusements and gaming devices, ,,, 20
Pool tables, bowling alleys, etc. , ........ eerenees 5
Club dues and initiation fees ,,....,... Creenneain 71
Wagering taxes . ..., Cereeees e reees 6

Total .. . i iiiiiiiiiire ittt eeraeaa 184

Amusement taxes are a minor source of
revenue for State governments. Collec-
tions in the fiscal year 1963 amounted to
$348 million. Since $319 million of this
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total represented pari-mutuel tax receipts,
the amount of revenue attributable to
overlapping amusement taxes is inconse-
quential. These collection figures, to be
sure, understate the yield of overlapping
amusement taxes at the State level since
they do not include collections under the
general sales taxes, which apply to amuse-
ments in a number of States. Local gov-
ernments collect only a minor amount of
revenue from amusement taxes.



Chapter 15
DOCUMENTARY TAXES

The Federal Government and about
one-third of the States, as well as the Dis-
trict of Columbia, and a considerable num-
ber of other local governments in five
States, impose a group of taxes known col-
lectively as documentary taxes. These in-
clude taxes on real estate and capital stock
transfers and on the issuance of corporate
bonds and other evidences of indebted-
ness, such as mortgages. Usually ex-
pressed as a number of cents or dollars per
unit of value (for example, 55 cents per
$500 worth of property transferred), the
Federal and most State laws require that
stamps be affixed to the document (deed,
stock share, bond) as evidence that the tax
was paid. Details on Federal and State
documentary taxes are shown in table 93.

In total, Federal and State documentary
taxes amounted to about $260 million in
the fiscal year 1963—$140 million Federal
and $120 million State. The State figure
does not include locally retained shares of
locally collected documentary taxes, nor
the locally imposed real estate transfer
taxes in five States. Also omitted from
this total is the 2-percent tax on real estate
sales in Indiana, collected only from cor-
porations that are taxed under that
State’s gross income tax. If those taxes are
included, the total exceeds $300 million.
More than half the amount of documen-
tary taxes accruing to State governments
in 1963 ($65.9 million) was collected by
New York State from its stock transfer
tax.

Stock Transfer Taxes

Although only four States impose stock
transfer taxes (Florida, New York, South
Carolina, and Texas), practically all stock
market transactions are subject both to the
Federal tax of 4 cents per $100 and to
State taxes since 90 percent of such tran-
sactions are consummated on the two ex-
changes in New York City. Unlike the
Federal tax, the New York rate is a flat
amount per share, but graduated accord-
ing to its selling price: 1 cent per share
when the selling price is less than $5, 2
cents when it is $5 to $10, 8 cents from
$10 to $20, and 4 cents when $20 or more.
The rates in the other States are: Florida,
15 cents per $100; South Carolina, 4 cents
per $100; and Texas, 3.3 cents per $100.
Stock issues and bond issues are subject to
documentary taxes by the Federal Govern-
ment, and by the States of Alabama,
Florida, and South Carolina.

Real Estate Transfer Taxes

Deeds of conveyance representing the
transfer of real estate valued in excess of
$100 are subject to a Federal tax of 55 cents
on each $500 of value (selling price), less
the amount of any liens or encumbrances
assumed as part of the transaction. Simi-
lar taxes are imposed by the District of
Columbia and the States of Alabama,
Florida, Indiana, Maryland, Massachusetts,
Minnesota, Pennsylvania, South Carolina,
Tennessee, Virginia, Washington, and
West Virginia.
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TABLE 93.—Federal and State Documentary Taxes, 1963

Distribution
of receipts Collections
State and type of tax Rate Use of 1963
Jan. 1, 1964 stamps (thousands)t
State Local
Federal Government:

Issuance of capital stock.,................... 10¢/$1002, .. .. ......... Yes. .... XX..... XX.....

"Transfer of capital stock,.................... 4¢/$100................ Yes. .... XX..... XX..... ]

Issuance of corporate bonds................. 1ig/$1002, . ... ......., Yes. .... XX..... XX..... | $140,371

Transfer of corporate bonds. ,............... 5¢/8$100, . .............. Yes. .... XX..... XX..... [

Transfer of real estate...................... 55¢/$5008. .. . ......... Yes..... XX..... XX.....

Premium on policies issued by foreign insurers, l¢ordg¢/$1¢, .. ......... Yes. .... XX..... XX..... J
Alabama:

Transfer of property...,.................... 50¢/$5008. ............. No..... Yoorornn Yooooo..

Mortgages ........0 ..ol 15¢/8100, .. ............ No..... %...... Yoo..... 1,448

Issuance of stocks and bonds, .. ............. 25¢/8100, . ............. No..... All, ... |......... ’

Transfer of mineral leaseholds. . ........... 5-15¢/acres, ., .. .......| No.....[......... All.....

Colorado: Transfer of real estate, .. ............. Repealed in 19636 18
District of Columbia: Transfer of real estate. . . .. . 05%. . .uuueeunninii.) [ T All, .. .. 1,7007
Florida:

Issuance and transfer of stocks and bonds, ., . 15¢/8100, .. ............ Yes. .... All, ...l ..ol 18718
Transfer of real estate...................... 30¢/$100. .............. Yes. .... All o]l } ’
Indiana: Transfer of real estate..... .. .......... 2903 i Yes. .. .. All, . ofeeennnnn. na
Kansas: Mortgages ........................ ..~ 25¢/$100. .. ............ No.....|......... All .. Lo

Maryland: 8

Transfer of property........................ 55¢/$500, .. ............ Yes.....|......... AlP, | }

Mortgages ..............oiiiiiiiil 55¢/$500. .. ............ Yes.....|......... AllS, | 56
Massachusetts Transfer of real estate, .. ......... 5b¢/$500810 Yes..... .\ | U P 1,494
Minnesota:

Transfer of real estate,..................... 55¢/8500811 .. Yes. .... All ..., )

Mortgages . ...........cccoiieni 15¢/%$100. .. ............ No..... Woornnn %...... 1,206
Mississippi: Transfer of mineral leaseholds. .. .. .. 6-8¢/acres, ... ........| Yes.....|......... All, . oeviiiiinaes
New York: 13

Transfer of stock, .......................... 1-4¢/sharels, . . .. ... .| Yes. ..., All.. .. |......... 65,878

Mortgages . ..........iiiii i, 50¢/$100, ... ........... No.....[......... All. .o fooaa,
Oklahoma: Mortgages ......................... 2-10¢/$100, .. .. ........ No.....[......... All, .. |l
Pennsylvania: 15 Transfer of real estate, .. ....... 193, i Yes. .... All.....|..oenens. 19,523
South Carolina:

Issuance of stocks and bonds. .. ............. 10¢/$100. .............. Yes. .... 7:\ | DO P .

Transfer of stocks.......................... 4¢/8100, ... ... ....... Yes..... All ... ... Ceeees 1,657

Transfer of real estate.,. ., ................. $1/85008. .............. Yes. .... All. ... |... ceenee
Tennessee:

Transfer of real estate...................... $1.50/$1000. . . ......... No..... Al .. |l 1,830
Mortgages .............oiiii i 104/$100. .. ............ No..... All.....|......... ’
Texas: Transfer of stock........................ 3.3¢/8100.............. Yes. .. .. All, .. |, 284

Virginia: 16

Transfer of real estate...................... 15¢/8100. .............. No..... T } 4.840

Mortgages ............ciiiieeianns 15¢/8100. .. ............ No..... 7-N ) S ’
Washington: 17 Transfer of real estate. .......... 50¢/8500, .. ............ Yes. .... All, ... . |......... 1,077
West Virginia: Transfer of real estate. ... ... .... $1.10/$500............. Yes. .. .. All, ... |....... . 487

Federal..........oo e $140,371

State. .. ... O I 120,216

T T U TUTTETUTT! SUVTTTT TTETS U 260,587

n.a.—Data not available.

XX~—Not applicable.

1 Excludes amounts collected and retained by local gov-
ernments. Data are preliminary.

2 Rate is 4¢/$100 on certain regulated investment com-
panies.

3 Exclusive of assumed mortgages. The Indiana tax is
applicable only to corporations subject to the gross income
tax.

* Depending on type of policy.

5 Depending on length of lease.

8 Rate was 1¢/$100.

7Tax went into effect in May 1962.

8 The city of Baltimore and 7 specified counties are au-
thorized to supplement the State tax.

9 Except that tax on recordation of instruments granting
encumbrances on property situated in two or more coun-
ties, as security for corporate bonds of public utilities, are
paid to the State.
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10 Rate is $1 on first $500.

11 Rate is $1.10 on first $1,000.

12 Except that the tax on mortgages that are secured by
property exempt from property taxation is paid to the
State.

13 New York City imposes a tax of 0.5% on transfers of
real property where the consideration exceeds $25,000.
Assumed mortgages are excluded in computing the tax.

14 Depending on value per share. See text.

15 Local governments are authorized to imgose a real
estate transfer tax up to 19 and more than 700, mainly
school districts, have done so.

6 Counties and cities levy a tax of 14 the State tax
(5¢/$100).

17 Counties are authorized to levy a 19 real estate sales
tax; all 39 counties have done so.

Source: U.S. Bureau of the Census, Detail of State Tax
Collections in 1963; and U.S. Commissioner of Internal
Revenue, Annual Report, 1963. (Pub. No. 55.)



State real estate transfer taxes vary from
50 cents per $500 in Alabama and Washing-
ton to 2 percent of the selling price in
Indiana. The Indiana real estate transfer
tax is at the same rate as the newly im-
posed retail sales tax but is levied under
that State’s gross income tax and applies
only to corporations that are subject to
that tax. As in the case of most of the
State real estate transfer taxes, Indiana re-
quires the stamps to be affixed before a
deed can be recorded and excludes from
the tax base any assumed mortgages.

Local real estate transfer taxes are
authorized in Maryland, New York, Penn-
sylvania, Virginia, and Washington. In
Maryland the local power to tax such
transfers applies, by special State legisla-
tion, to certain counties and the city of
Baltimore, and the New York authoriza-
tion is for New York City only. Penn-
sylvania has provided the broadest local
authorization, and more than 700 local
governments levy realty transfer taxes of
up to 1 percent of the selling price. Coun-
ties and cities in Virginia may levy a tax
of one-third the State rate, and Washing-
ton allows counties to impose a 1-percent
real estate sales tax, the proceeds to be
used for public schools. One-third of the
proceeds from the Alabama State tax is
retained by the local governments.

The requirement that deeds of convey-
ance must have Federal documentary
stamps affixed as evidence of tax payment
has been a useful tool to property tax ad-
ministrators in determining the selling
price of transferred property for the pur-

pose of sales-assessment ratio studies. The
fact that assumed mortgages are excluded
from the tax base detracts somewhat from
the usefulness of Federal stamps for assess-
ment ratio studies; and a number of States
as well as the District of Columbia apply
their own real estate transfer tax to the
full consideration, as indicated in table 93.
In some cases, as in Pennsylvania, the State
tax is tied directly to the implementation
of assessment ratio studies, which measure
the degree of uniformity of property tax
assessments. Data derived from such stud-
ies provide a means for improving property
tax administration and for statewide
equalization of local property tax assess-
ments among assessing jurisdictions.

Mortgage Taxes

Mortgages constitute the third type of
instrument subject to documentary taxes.
While the Federal documentary stamp
taxes do not embrace mortgages, eight
States levy this kind of tax at rates rang-
ing from 2 cents per $100 in Oklahoma
to 50 cents per $100 in New York. Except
in Maryland, mortgage taxes do not in-
volve attachment of stamps. Mortgage
taxes are paid to county officials at the
time of recording, and except in Alabama,
Minnesota, Virginia, and Tennessee, all
the proceeds are retained as local revenue.
In Alabama, as in the case of real estate
transfer taxes, one-third of the tax revenue
is retained locally; in Minnesota 5/6 of
the proceeds is retained locally; and in Vir-
ginia and Tennessee all the proceeds go
into the State treasuries.
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Chapter 16
LOCAL TELEPHONE SERVICE TAX

Federal Tax

The Federal Government has imposed
a tax on payments for local telephone serv-
ice since 1941. The tax, which supple-
ments Federal excises on long-distance
communications, applies to payments by
subscribers for ordinary telephone service
except that for which there is a toll charge.
Amounts paid for coin-operated telephone
service are taxable to the extent of any
guaranteed amount, plus any fixed
monthly or other periodic payment made
by the location owner. A 15-percent rate
on local telephone service was in effect
from May 1, 1944, through March 31,
1954. It has been 10 percent since April
1, 1954. The tax is payable by the person
purchasing the service and is collected by
the person furnishing the service.

State and Local Taxes

Twenty-one of the 87 States which im-
pose general sales taxes apply this tax to
charges for local telephone service. The
most common rate is 3 percent. Michi-
gan’s business activities tax also applies to
this service.

Telephone companies are subject to
gross receipts taxes in 27 States and the
District of Columbia.! The rates of gross
receipts taxes range from three-tenths of
1 percent to 7 percent, and only 10
States have rates in excess of 4 percent.
These taxes are not limited to telephone
companies but apply also to other types

1In 6 additional States low-rate gross receipts taxes are
imposed for purposes of paying the cost of regulation.
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of utilities. In some States they are levied
in lieu of property taxes or general corpo-
ration taxes; in other cases they are im-
posed in addition to these taxes. Of the
37 States and the District of Columbia
which impose income taxes on corpora-
tions, only 6 exempt all telephone com-
panies from this tax. Another 12 exclude
mutual or cooperative telephone com-
panies from the tax, and 1 other State
exempts rural telephone companies. In
the remaining 19 States and the District of
Columbia having corporate income taxes,
telephone companies are subject to the tax.
Table 94 shows the extent of overlapping
of State corporate income taxes with State
gross receipts taxes and general sales taxes
applicable to local telephone service.

Several States grant specific authority to
local governments to tax public utilities,
including telephone companies, usually
specifying a maximum rate. In other
States local authority to impose such taxes
is derived from general or specific business
licensing powers, is found in home rule
charter provisions, or takes the form of
local sales taxes applicable to telephone
service. '

At present, one or more units of local
government in about 23 States impose
nonproperty taxes on local telephone serv-
ice.? For the most part these are gross
receipts taxes, but in a few States the local
me—informaﬁon is not available with respect to

the local telephone tax in those States where it is used by
only a few cities,



TABLE 94.—Selected State Taxes on Local Telephone Service, January 1, 1964

United States

Gross receipts taxes

General sales taxes

Corporation net income
taxes

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

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

Georgia
Hawaii

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

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

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

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

Kentucky
Louisiana

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

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

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

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

Michigan, ..............coocciivene
Minnesota
Mississippi

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

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

New Jersey, .. ...oovviiiiiiiiiniienenn
New Mexico, .. ...ovvnuininginnenevinns
NewYork.........ooviiiinniiniineinans

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

100 4o T
Pennsylvania
RhodelIsland,...................ccunenes
South Carolina
South Dakota

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

st raa et ta e e e st e

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

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

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

Washington. .. ........oovviviiininnin,
West Virginia, ...............covi

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

Xt . ... e eenerneent D. SN e X3
X i ce... X8
<N PO OO Cheveeaeanas .
D S P X
................................................ X
. I o e
D S T PR PR PRI X3
........................ D R .S
........................ X X8
D AU PAPA A N X2
<€ P L
X...... DR P 1
........................ D O
D S D N R E R R R PRI
b, SN P U X2
......... P . P I
D, G B T L T T A
........................ X | X
X5 . ..., R P A .. X2
b S D X
D S, D R A
. SO e beaeiees D S X2
D. S AP X s e e e
D S D S X
. S S DL T I PPN
D D e X3
D S P
b SN R A RO e
- G P L .
. S Ceeerenne besresanen
x ........... Qv eaneen e x-.-.-.....’.........'..‘ x
........................ D QN

Note:

in: this table.

1 Low:rate gross
tory purposes.

2Mutual or cooperative telephone companies are ex-

empt from tax.
$ Rural telephone companies are exempt
4 A husiness receipts tax, imposed upon

Excludes Nebraska and New Hampshire which
do not tax local telephone service by the methods. covered

receipts’ tgx aare imposed for regula-

gaged in business activity including service and profes-
sional occupations. .

5 Applicable only to rural telephone companies exercis-
ing the option to be taxed on the basis of gross receipts:in
lieu of property taxes. Entire proceeds are remitted to local
districts in which companies electing the option operate.
A low-rate gross receipts tax is imposed on all telephone
companies for regulatory purposes.

from tax.
all persons en-
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governments levy sales taxes applicable to
telephone service. Gross receipts taxes are
most widely used by municipalities in
California, Florida, Missouri, New York,
Oregon, Texas, Virginia, and Washington.
In some States (Florida, New York, Texas,
Virginia, and Washington, for example)
these taxes overlap State gross receipts
taxes on telephone companies. Local
sales taxes applicable to telephone service
are common in Alaska, Mississippi, and
Utah and in two of these States (Missis-
sippi and Utah) they overlap similar State
taxes.

A number of cities and villages in New
York impose a l-percent tax on gross re-
ceipts of utility companies similar to the
State 214-percent tax. At least 15 New
York cities impose a 3-percent consumer’s
utility tax, which in some cases is used
for school district purposes.

In Florida cities the rate is generally 10
percent and is applicable in some cases to
the gross receipts of the utility company
and in other cases is added to the con-
sumer’s bill. The city tax overlaps the
Florida State tax of 114 percent.

The city rates are generally 2 percent
in Oregon and Texas and 5 percent in
Missouri. In two States, city rates vary
widely, reaching as high as 15 percent in
Virginia (on the customer’s bill) and 8
percent in Washington. California cities
usually levy a flat rate.

In the fiscal year 1963, the Federal tax
on local telephone service yielded $516
million, 3.8 percent of total excise tax
collections and about one-half of 1 percent
of total internal revenue collections. Data
on collections from State taxes on gross
receipts of telephone companies and sales
of telephone service are not available.
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In recent years consideration has been
given to placing at the disposal of the
States a portion of the Federal tax on local
telephone service through the instrumen-
tality of a Federal credit for taxes paid to
the States. The Joint Federal-State Ac-
tion Committee in 1958 and 1959 ex-
amined possible alternative methods of
allowing a credit.* Subsequently, Congress
in connection with the 1959 tax rate exten-
sion legislation provided for the repeal of
the Federal tax on local telephone service
on July 1, 1960. However, the repeal did
not occur because on that date, Congress
enacted legislation postponing the sched-
uled termination of the tax. Meanwhile,
New York State (in anticipation of repeal
of the Federal tax) had passed legislation
in 1960 authorizing the imposition for
school purposes of a local tax of 10 percent
on telephone service contingent upon the
abandonment by the Federal Government
of its 10-percent tax on local telephone
service or provision of a Federal credit for
the full amount of the local tax. The
New York State authorization allowed
counties (except a county wholly within a
city) to enact the 10-percent tax when its
imposition was requested by the school
authorities of any school district or dis-
tricts which contain a majority of the
children attending public schools in the
county. The legislative body of any city
having a population of 1 million or more
was also authorized to levy such a tax. Re-
tention of the Federal tax has prevented
the New York provision from going into
effect. ‘
mcription of the alternative proposals, see the

Final Report of the Joint Federal-State Action Committee,
February 1960, pp. 108-09.
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Chapter 17
STRENGTHENING TAXATION AT THE LOCAL LEVEL

The financial capabilities of govern-
mental units are limited, in the first in-
stance, by the taxable resources within
their borders. Because local governments
derive their powers from their respective
States, they can draw upon revenue and
other financing resources only in ways and
within bounds prescribed by their State
constitutions and statutes. Because local
governments function in close proximity
to one another in an interdependent so-
ciety and economy, the effectiveness with
which they employ financing resources is
enhanced through inter-community coop-
eration and impaired by a lack of it. The
extent to which local governments pursue
harmonious tax policies and otherwise act
in concert is itself shaped and guided by
State policies. By the same token, local gov-
ernment effectiveness is to an important de-
gree influenced by the support given it by
the State’s stronger and more developed
administrative facilities.

The most important single factor in the
ability of local governments to finance
their activities is the property tax because
it provides, on the average, seven-eighths
of all locally raised tax revenues. For this
reason, this Commission has urged each
State to take a hard and critical look at its
property tax system. In its report on The
Role of the States in Strengthening the
Property Tax, the Commission set forth a
number of guidelines to assist the States in
proceeding expeditiously with property

tax reform.! In its report on State Con-
stitutional and Statutory Restrictions on
Local Taxing Powers, this Commission
pointed up the incongruity of property-
tax-rate limitations in modern fiscal ad-
ministration and recommended that they
be removed from constitutions and
statutes.

Local governments in every State yearn
for more fiscal independence, particularly
for additional local tax sources. Some
would relieve the pressure on currently
employed taxes; others would supplement
them. The revenue requirements of local
governments are increasing unevenly, even
within individual States. Generally the
increases are more marked in the rapidly
growing urban centers, where larger num-
bers, possibly higher unit costs, and in-
sistence on better government programs,
generated by enlarged personal aspira-
tions, are raising governmental require-
ments faster than in the less populous
sections.

The quest for more local tax sources to
enable individual jurisdictions to finance
programs locally has diverse motivations.
It postpones the need to provide financing
for statewide programs and thus accords
with the natural reluctance of political
leadership to recognize the emergence of
costly statewide problems and with their
preference to leave solutions to local gov-

1 Described herein, chap. 6, above.
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ernments. It harmonizes also with a
deeply rooted inclination to keep govern-
ment decisionmaking close to the people,
which expresses itself in appeals for home
rule and local self-determination. What
possible objection can the legislature have,
so the argument runs, to permitting a city
to tax itself? In many instances, legisla-
tion authorizing special local taxes re-
ceives strong support from (and at times
is initiated by) organizations of citizens
interested in more adequate financing of
particular functions, principally public
schools.

How the States have responded to these
pressures by authorizing local nonproperty
taxes, was detailed in chapter 4. Where
it is relevant, the individual tax chapters
discuss briefly the methods by which par-
ticular States authorize local nonproperty
taxes and the limitations they place upon
them. Additional details are provided in
another Commission report.?

Most States that have enabled their local
governments to impose nonproperty taxes
have restricted the authority to particular
local governments and with respect to par-
ticular taxes. Pennsylvania is the con-
spicuous exception. It has authorized
practically all local governments, except
counties, to impose a wide variety of taxes.
In consequence, several thousand income,
admissions, per capita, and real property
transfer taxes are now being collected by
Pennsylvania cities, boroughs, townships,
and school districts. In a number of in-
stances cities and school districts have es-
tablished joint collection systems. New
York authorizes almost as wide a variety
of nonproperty taxes as Pennsylvania but
is more restrictive as to which local govern-
ments may use them. It assigns prior

2 Advisory Commission on Intergovernmental Relations,

State Constitutional and Statutory Restrictions on Local
Taxing Powers, October 1962.

224

rights to the counties for certain taxes and
to cities for others. It allows joint county-
city administration of any of the taxes
authorized and provides for State technical
assistance to localities.

In the above-mentioned report on local
tax restrictions the Advisory Commission
enunciates the following basic principle,
which the States should heed in granting
nonproperty taxing powers to their local
governments:

Most local governments are smaller than
the economic area in which they partici-
pate and therefore are handicapped in indi-
vidually making use of income, sales, ex-
cise, and similar nonproperty taxes. Ac-
cordingly, local governments should be en-
abled to use these taxes only where required
in the interest of the desired distribution of
the combined State-local tax burden among
the several bases of taxation (property, in-
come, consumption, and business activity),
and more specifically, only where increasing
demands for local services cannot be reason-
ably met from available property tax sources
or where property already bears an inordi-
nate share of the local tax burden. Where
these conditions necessitate the use of non-
property taxes by local governments, it is
incumbent upon the State to help those lo-
cal governments to overcome the handicaps
which necessarily attach to independently
administered nonproperty taxes.

This statement reflects the Commis-
sion’s evaluation of some of the handicaps
attaching to the use of consumer, income,
and excise taxes by local governments.
County, city, town, and school district non-
property taxes generally affect business
relationships within the entire economic
area. Consumer taxes, whether broadly
based sales taxes or levies on selected com-
modities or services, are likely to affect
business competition between the taxing
jurisdiction and the communities which
surround it. Taxes on wages and salaries

3 Ibid., pp. 12-18.



affect competitive relationships between
the employment centers within and those
without the taxing jurisdiction. Even
within the employment city they raise
problems, involving equities between
workers residing within and those outside
of that city.

The influence of tax considerations on
the location decisions of business are fre-
quently exaggerated, to be sure, particu-
larly when the rate of the tax is low and is
associated with substantial differences in
the quality of local government services
directly and indirectly beneficial to busi-
ness. In a very real sense, however, the
distorting effects of taxes on business de-
cisions are no less damaging when based
on misinformation or inadequate informa-
tion than when they are founded on fact.

Most consumer and income taxes im-
posed at rates practicable for use at the
local level entail relatively high adminis-
trative costs. More correctly, they would
involve high costs if administration con-
sistent with good enforcement were pro-
vided, except where responsibility for en-
forcement can be shifted to others, as for
instance to employers required to with-
hold wage taxes or public utility enter-
prises required to collect taxes from their
consumers. Low-rate retail sales taxes
pose difficult enforcement problems ex-
cept where the superior collection facili-
ties of the State administration are avail-
able.

The uncoordinated use of consumer
and income taxes typically results in ex-
cessive compliance burdens for taxpayers
and business enterprises, as for example
where employers are required to withhold
one or more local wage taxes on top of
the Federal and State taxes from the com-
pensation of individual employees.

Finally, State governments are them-
selves disadvantaged by the heterogeneity

of local tax measures because it tends to
restrict their own tax freedom and may
conflict with their economic development
programs. The prevalence of local in-
come taxes in Pennsylvania was said to
have swung the balance in favor of the
State sales tax rather than an income tax,
while the reliance of New York City on a
4-percent general sales tax and of other
local jurisdictions on 2 percent and 3 per-
cent taxes may effectively bar New York
State from this potentially very productive
revenue source. Where general sales
taxes, income taxes, or selective excises
are imposed by a significant number of
local jurisdictions, the State has this addi-
tional hurdle to surmount in its own de-
cision to tap the particular or a closely
related tax area.

These adverse features of local non-
property taxes can in some measure be
mitigated through State action. Local
governments are creatures of the State.
In an historical sense, they are an adminis-
trative arm of the State and as such can
be coordinated and integrated by the State
to a degree alien to State-Federal relations.
States can attain by direction objectives
which the Federal Government can ap-
proach only by indirection.

The following are some of these possi-
bilities at the inter-local level and state-
wide.

Inter-Local Coordination

The shadow of intercommunity compe-
tition can effectively restrain a jurisdiction
within a larger economic area from using
nonproperty taxes. Just as frequently the
use of these taxes actually distorts normal
economic patterns within the area. To
avoid such results, two or more jurisdic-
tions within the economic area may want
to use a particular tax, may in fact be pre-
pared to move in harmony by adopting a
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substantially identical tax measure, but are
precluded from doing so for lack of au-
thority to act in concert or because of dis-
parities in their respective taxing powers
under the State constitution or enabling
legislation. Contiguous cities, counties,
and towns frequently have disparate taxing
powers. To meet just this kind of situa-
tion the Virginia legislature was unsuc-
cessfully urged some years ago to grant the
two counties in the northern part of the
State sales tax powers comparable to those
of the two adjoining cities, in order that
the four tax jurisdictions comprising the
Virginia segment of the National Capital
area might impose these taxes simultane-
ously and under identical terms. A similar
request (relating to a consumers’ utility
tax) was turned down by the legislature
in its most recent session (1964).

The adverse impact of locally imposed
consumer, income, Or excise taxes on
economic activity and competitive relation-
ships could in some measure be relieved if
the jurisdictions comprising the econom-
ically integrated area were granted parallel
taxing powers. Many of the standard me-
tropolitan statistical areas could benefit
from such legislation, although econom-
ically more meaningful groupings of local
jurisdictions probably could be developed
to meet individual State conditions.

Some States already have authorized
groups of adjoining jurisdictions to under-
take jointly functional activities they are
authorized to engage in singly. New York
required a constitutional amendment to
empower its legislature to authorize mu-
nicipalities, school districts, and other dis-
tricts to provide and finance jointly any
service which each can provide separately.
This Commission’s recommendation in its
report on Governmental Structure, Organ-
ization, and Planning in Metropolitan
Areas that States enact legislation authoriz-
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ing two or more units of local government
to exercise jointly or cooperatively any
power possessed by one or more of the
units concerned and to contract with one
another for rendering of governmental
service embraces the revenue-raising ac-
tivities of local jurisdictions.

Property tax administration provides
numerous examples of inter-local coopera-
tion. Collection is exclusively a county
function in 20 States, where the county
collector bills the property taxes for all
jurisdictions in the county. The county is
also the primary assessing jurisdiction in
most States. - Under these circumstances,
municipalities, school districts, and special
districts use the county assessment roll
against which to apply their property tax
rates.

In the nonproperty tax area, however,
inter-local cooperation is the exception
rather than the rule. The authorization
in New York of joint county-city adminis-
tration of local nonproperty taxes has been
mentioned. A 1961 enactment in Colo-
rado authorizing a group of counties in the
Denver area to band together into a capital
improvement district and to levy an area-
wide sales tax was invalidated by the State
supreme court.

Authority to enable adjoining local jur-
isdictions to move in unison on nonprop-
erty taxes would relieve intercommunity
competition but might not relieve the high
cost of administration and the heavy com-
pliance burden of local taxes. Quite pos-
sibly these are insurmountable hurdles be-
cause income and sales taxes are not eco-
nomical to administer at the low rates used
by local governments. The problems can
in some measure be mitigated, however.
As a minimum, where several political
subdivisions have authority to employ any
of these taxes, the State could prescribe,
by generally applicable legislation, stand-



ard definitions of taxpayers, tax bases, ex-
emptions, penalties, credits, jurisdictional
rules, and administrative powers to mini-
mize uncertainty and confusion and to pre-
vent intrastate inconsistency. Where it is
appropriate, the State could prescribe pro-
cedural rules (referendum, etc.) for im-
plementing cooperative taxation policies
as well as allocation rules for the sharing
of collections among the cooperating juris-
dictions.

In States where payroll taxes on wages
and salaries are typically imposed by two
or more overlapping jurisdictions both the
compliance burden on employers and ad-
ministrative costs could be reduced also by
pooled administration. One of the juris-
dictions, preferably the larger one, could
administer the tax for all of them. This
arrangement appears to have been de-
veloped in some Pennsylvania areas
through local initiative. Because of its
scope, the problem calls for State ini-
tiative.

Statewide Coordination

The proposition that the State should
actively assist its subdivisions in improving
the effectiveness of the tax sources it makes
available to them requires no demonstra-
tion. The parental relationship of the
State to its subdivisions is adequate justifi-
cation. If more were needed, it could
readily be found in the case for mitigating
the adverse effect of the uncoordinated
local use of the nonproperty taxes on the
State’s economic development and efficient
use of governmental resources.

If State assistance to local tax adminis-
tration is viewed with skepticism at all,
that skepticism 1is likely to stem from the
local governments themselves. Their sen-
sitivity to home rule, their attachment to
local autonomy, breeds suspicion of State
intervention in local tax matters. At the

very least, it dampens local enthusiasm for
seeking State help in tax administration.

Another barrier is the absence of a com-
mon interest among some adjoining juris-
dictions, stemming in part from differences
in the urgency of finding additional
revenue and in part from the unequal
impact of most taxes on adjoining jurisdic-
tions. The improved effectiveness of local
sales taxes is likely to interest the jurisdic-
tion which serves as the area’s trading
center; it is not likely to elicit support
from the residential suburbs. Similar con-
flicts of interest are likely to prevail be-
tween employment centers and residential
suburbs with respect to local income or
earnings taxes. The association of a tax
with a service potentially beneficial to the
total area may promote some areawide
solidarity in tax policy but entails the
weakness of taxes earmarked for specific
uses. An alternative, as noted above, is
the prescription of revenue allocation
rules by the legislature.

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

There are many opportunities for State
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technical assistance in the property tax
field. More than half of the States are
now conducting periodic assessment-ratio
studies, which provide information on the
uniformity of local assessments. Most
States cooperate in the conduct of annual
schools for assessors. Many States provide
uniform assessment records and help pre-
pare tax maps and other tools essential to
effective property valuation.

Tax administration.—A special situation
prevails where local use of a particular non-
property tax is statewide, or nearly so, and
where reasonably uniform tax bases and
rates are, or can be, employed. The con-
spicuous example is Pennsylvania, where
more than 1800 cities, boroughs, townships,
and school districts impose income taxes,
frequently overlapping. Ohio with more
than 80 city income taxes is another ex-
ample. In these situations a statewide ad-
ministration warrants consideration. In
neither Pennsylvania nor Ohio is income
subject to State taxation, and the question
has been raised whether the constitutional
provisions which have been invoked against
the enactment of State income taxes would
not also bar State administration of local
income taxes. This is not the place to
consider the constitutional question if one
exists. In any event, nothing in its consti-
tution should preclude a State from assist-
ing its political subdivisions in organizing
a joint tax administration for themselves.

The local income tax situation in Penn-
sylvania and Ohio is unique. More
generally the local taxes overlap State
taxes and provide ready scope for coopera-
tion in tax administration. Property tax
assessment administration is a particularly
fertile field for active State leadership and
direction. Only one State, Hawaii, ad-
ministers the local property tax at the State
level, but assessment of utility property is
a State function in many States. Mary-
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land comes close to having a State-
administered property assessment system
through county supervisors of assess-
ments who are responsible to the State
Department of Taxation and Assessments.

Tax supplement.—A special and highly
developed application of cooperation in tax
administration is the tax supplement de-
vice. Where a particular tax (base) is used
for both State and local purposes, a logical
administrative device is the tax supple-
ment. The local rate is added to the State
rate, both are collected by the State ad-
ministration, and the allocated share of
the collections (on the basis of geographic
origin) is credited to the account of the
local taxing jurisdiction. The classic
American example is the manner in which
some States still share the property tax
with their political subdivisions. Adminis-
tration in these cases is generally local,
occasionally State. In Alabama, munici-
palities can provide by ordinance (and
most of the large cities have provided) for
the assessment and collection of personal
property taxes through the State ma-
chinery.

In Nevada the State collects a l-cent
gasoline tax for the counties, which they
have the privilege (by resolution) not to
impose. None has taken advantage of the
privilege.

The tax supplement has important ad-
vantages. It involves the use of identical
State tax definitions (taxpayer, tax base,
tax calendar, etc.) by all local jurisdictions.
While some State definitions may leave
scope for improvement, the advantages of
uniformity for ease of compliance are self-
evident. The local supplement is collected
together with the State tax, eliminating
the need for duplicate administration, with
corresponding alleviation of compliance
burdens. Where the local jurisdiction is
charged a fee for the collection of its tax,



these funds supplement the State’s own
typically inadequate appropriations for
tax enforcement.

The tax supplement, moreover, leaves
the responsibility for imposing the tax and
fixing its rate (generally within limits pre-
scribed by the State) with the local juris-
dictions. It enables the electorate in each
jurisdiction to balance the case for the tax
against the need for the additional local
services and thus leaves scope for intrastate
differences in the level of government
services (necessarily at the cost of intrastate
tax-rate differentials). However, the de-
gree of local autonomy exercised in these
situations may be ephemeral only. Ex-
perience suggests that frequently when
local governing bodies are granted au-
thority (without referendum requirement)
to add local tax supplements, the tendency
is to utilize the authority. This appears to
be the burden of the experience with local
sales-tax supplements in California and
Ilinois. And even in Mississippi, where
a 1-percent local rate can be imposed only
with electoral approval (a rate of 14 of
1 percent can be voted by the governing
body but citizens have the right to initiate
a referendum), 151 municipalities now
levy local sales taxes, and the voters in
three-fourths of them have approved the
higher rate. Examples can be cited, how-
ever, to demonstrate the contrary, par-
ticularly if the authority is subject to elec-
toral approval.

Since the proceeds of local supplements
accrue by definition to the imposing juris-
diction (the revenues are left in the juris-
dictions where they are collected), prob-
lems of allocation among jurisdictions
present in grants-in-aid and shared
revenues are avoided. By the same token,
however, variations in need relative to
local resources are disregarded.

Recent experience with tax supplements

has been particularly successful in sales
taxation. The device was first used by
Mississippi in 1950 and has spread to five
other States. Since 1955 it has been in use in
California, where both county and city
taxes prevail. In that State the legislative
limit on both the county and city rate is 1
percent, but the city tax is allowed as a
credit against the county tax. Thus the
net county rate within a city may vary
from 1 percent, where the city eschews the
tax altogether, to zero if the city levies the
l-percent rate. Today the 1 percent local
supplement to the 3-percent California
State tax is statewide, all cities and counties
levying it.

In Illinois the privilege of adding a local
supplement to the State’s sales tax was
utilized (as of January 1, 1964) by approxi-
mately 1,170 out of 1,251 municipalities
and by 68 out of 102 counties. The sales-
tax supplement is used also in New
Mexico, Tennessee, and Utah.

In Alabama, where 18 counties and 77
municipalities impose sales taxes, 2 number
of the county and city taxes are adminis-
tered by the State Department of Revenue.
Colorado in 1963 authorized cities impos-
ing local sales taxes to contract with the
State to collect their sales taxes for them.

While tax supplements have received
their greatest public notice in connection
with sales taxes, the technique has po-
tential in other areas where local taxes
duplicate State taxes. Moreover, local use
of the tax need not be statewide. The
supplement would appear to have consider-
able scope with respect to motor vehicle
registration fees where local licensing of
vehicles is a widespread practice. It has
been discussed also in connection with
local income taxes. It presents some prob-
lem here because States tax the total
income of their residents from whatever
geographic source derived, while local in-
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come taxes generally apply to earnings
from employment within the taxing juris-
diction.

Tax credit.—The tax credit is a device
by which a taxing jurisdiction invites a
subordinate jurisdiction to share with it a
prescribed portion of a tax area. It is used
also to enable two coordinate jurisdictions
to share a portion of the tax.

The purpose of the credit is accom-
plished by permitting the taxpayer to dis-
charge a specified portion of his tax
liability to one (the superior) jurisdiction
with receipts for an identical kind of tax
paid to other (subordinate) jurisdictions.
The credit, it will be noted, is to the tax-
payer, and not to the taxing jurisdiction.
Since the taxpayer’s liability is the same
whether the subordinate jurisdiction uses
the tax (which gives rise to a credit) or not,
the availability of the credit exerts a
strong compulsion on the subordinate
jurisdiction to impose the tax up to the
limit of the credit. Why forego the tax
when it adds nothing to the tax burden of
the local citizen—when it merely diverts to
the local treasury revenues which other-
wise would go to the State?

While the tax credit was used as early as
1918 to minimize international double
taxation of Federal income taxpayers, its
use in tax coordination among the con-
stituent governments of the United States
dates from 1924, when it was first em-
ployed to give States a share of the Federal
estate tax (chapter 10). In 1936 it was also
employed to encourage the States to es-
tablish unemployment compensation pro-
grams.

The tax credit has had only limited ap-
plication in inter-local and State-local re-
lations. Two States (California and Utah)
are using it to limit the aggregate of city
and county sales taxes by requiring the
county to allow credit for the sales tax paid
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to cities. The city of Louisville and Jeffer-
son County, Kentucky, provide an example
in the local income tax field. Both the city
and the county impose an income tax
(“occupational license”) at the same rate.
Jefterson County allows taxpayers subject
to the Louisville tax a credit for that tax.
An example of the use of the tax credit
in State-local tax relations is the Florida
cigarette tax credit. In 1949 Florida au-
thorized municipalities to levy cigarette
taxes at a rate not exceeding the State
rate of 5 cents a package (increased to
8 cents by the 1963 legislature), with a
corresponding tax credit against the State
tax. All jurisdictions promptly imposed
b-cent cigarette taxes (now 8 cents). In
Florida the State collects the tax, withholds
4 percent of collections to cover adminis-
tration costs, and returns the balance to
municipalities in proportion to collections.
Proceeds of the tax in areas outside munici-
palities are reserved for the State. Other
incidental uses of the credit occur here and
there. Virginia, for example, allows mu-
nicipal taxes on shares in incorporated
banks to be credited against the corres-
ponding State tax.

In view of its coercive aspects, the tax
credit is closely akin to a State-imposed tax
shared with subordinate jurisdictions on
the basis of collections. In its Florida ap-
plication, the tax credit in effect produces
a State-collected, locally shared cigarette
tax.

In its more familiar application, as in
the Federal estate and unemployment in-
surance taxes, the credit is consistent with,
and in fact contemplates, State tax rates
in excess of the tax credit. In a State-local
context, a case could be made for limiting
local rates to the amount of the credit in
order to avoid intercommunity tax rate
differentials.

While the local and State taxes based on



a tax credit are separately administered, the
benefits of superior State administration
spill over to local jurisdictions so long as
the State retains a significant enough share
of the tax to leave it with an incentive to
make an enforcement effort. This would
not be the case where the credit absorbs
substantially all of the nominal State tax
liability.

Perhaps the strongest feature of the tax
credit is its tendency to equalize tax rates
among jurisdictions, thereby curtailing in-
tercommunity tax competition. While tax
rate differentials are precluded only if the
local tax rates cannot exceed the credit,
some equalizing tendency prevails even in
the absence of local rate ceilings. The tax
credit enables each jurisdiction to impose a
tax rate up to the amount of the credit
without affecting the combined State-local
tax liability. This serves as a floor below
which competitive tax rate cutting is elimi-
nated because the tax credit makes it
pointless.

Tax sharing—The most familiar inter-
governmental device in State-local tax rela-
tions is the shared tax. The tax is imposed
by the State and its yield shared with local
governments. Typically the tax is State
administered. On occasions, however, as
in the case of some State death duties and
automotive license fees, it is locally ad-
ministered with a portion of collections re-
tained by the administering jurisdiction.

The advantages of a State-imposed and
locally shared tax over separately imposed
State and local taxes are several. Dual tax
administration is eliminated. Local gov-
ernments are afforded the benefit of the
State’s superior enforcement facilities. It
eliminates scope for intercommunity tax
rate competition and results in a statewide
tax rate level deemed consistent with State
policy. These benefits are obtained with-

out impairing local independence with re-
spect to expenditures.

Local sharing of State taxes, however, is
not without its shortcomings. Local fiscal
independence is impaired to the extent
that decisions as to the kinds of taxes used,
tax rates, etc., are removed from local de-
termination. Conceivably some jurisdic-
tions have no need for the revenue or
would prefer to do without the tax burden
and the revenue. The basis of sharing,
moreover, poses difficulties akin to those
present in grants-in-aid and exposes local
jurisdictions to the fortunes of the political
power balance in State councils. Tax shar-
ing does have a practical advantage over
grants-in-aid in that it escapes the periodic
budget debate over how much should be
appropriated for it.

A common basis for tax sharing is col-
lections within each jurisdiction. This is
readily workable with respect to such rev-
enues as motor-vehicle registration fees or
taxes on utility services. Here the geo-
graphic origin of the revenue can be read-
ily identified. The task is more difficult,
however, in the case of general sales taxes
since the distribution of revenues on the
basis of collections will overstate the con-
tribution of the marketing areas. It is most
difficult in the case of income taxes because
a resident normally files his tax return in
the jurisdiction where he resides and a
business organization where its headquar-
ters are located while the income of both
may and probably does represent act1v1ty
scattered over a larger area.

‘Because of these kinds of considerations,
distribution of revenues on bases other
than collections is not uncommon. Some-
times population or school enrollment is
used. In the case of automotive taxes, the
distribution formulas may be related to
highway needs. 'Objective standards for
distribution, however, are illusive. Where
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the bases of distribution are collections or
population within each jurisdiction, the
effect may be at marked variance with rela-
tive need, with excessive distributions to
some jurisdictions and inadequate shares to
others.

Finally, since distributions are on the
basis of collections, the yield of shared
taxes fluctuates from year to year and
shifts the burden of adjusting expenditure
levels from the State, which typically is
better able to absorb it, to local jurisdic-
tions. This consideration, however, has
more relevance in comparing shared taxes
with grants-in-aid than with other State-
local tax arrangements. : »

Tax sharing may well serve as a substi-
tute for locally imposed taxes where they
are widespread within the State, especially
if the local tax rates tend to be uniform.
In 1961 Maryland increased its State cig-
arette tax by 38 cents, the approximate rate
of the prevailing county cigarette taxes,
and earmarked the added revenue for
counties, on the basis of population. At
the same time, it prohibited the further
imposition of local cigarette taxes. By this
measure, it made the State’s more efficient
and economical enforcement resources
available to the counties, and eliminated
intrastate tax rate differentials.

Coordination Possibilities

In its report on Local Nonproperty
Taxes and the Coordinating Role of the
States, this Commission concluded that the
widespread use of miscellaneous kinds of
local taxes across the country poses prob-
lems of public policy and affords State
governments an opportunity to foster State
and national objectives by maximizing the
effectiveness and minimizing the adverse
results of local tax practices. Admittedly
the interstate variation in division of func-
tions, taxes, and financing arrangements
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and the intrastate variation among dif-
ferent local jurisdictions preclude the
formulation of generally applicable pre-
scriptions for State coordination of local
taxes. Local government finance in the
United States is a heterogeneous institu-
tion, nationally as well as within most indi-
vidual States. Our sketchy description of
State-local tax arrangements involving some
80,000 separate taxing entities makes this
abundantly clear. While the Commission
recognized the improbability that local
fiscal problems are susceptible to common
solutions, it had no difficulty in identifying
a number of techniques with substantive
potential in at least some States and tax
areas. Accordingly it set forth a number
of general guidelines it believes to have
potential usefulness in some situations in
some States, probably none in all of the
States. Specifically, the Commission sug-
gested that:*

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

(2) In States where a particular tax, such
as the sales or income tax, is in widespread
use by local governments and is simultane-
ously used also by the State, the most
promising coordinating device is the local
tax supplement to the State tax. It gives
local jurisdictions access to the superior
m—Commission on Intergovernmental Relations,

Local Nonproperty Taxes and the Coordinating Role of
the States, September 1961, p. 6.



enforcement resources of the State and
eases taxpayer compliance but leaves the
decision to impose the tax to local ini-
tiative. ‘

(3) In situations where a particular non-
property tax is widely used locally but the
State does not itself use the same tax the
State can nonetheless help local jurisdic-
tions by facilitating the pooled administra-
tion of the separate local taxes by a State

administrative agency; alternatively, it can.

authorize local jurisdictions to join in
creating such an administrative agency for
themselves..

(4) States can minimize needless variety
among local nonproperty taxes by accom-
panying the authorization for using them
with generaly applicable specifications with
respect to their structure (tax base, ex-
emptions, etc.) and administrative features.

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

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

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

(8) The tax credit device affords little
scope for State-local tax coordination, Its
chief value is in coordinating the use of
the same tax by overlapping local units, as
for example, county and city sales taxes,
and for reconciling the competing taxing
jurisdiction of two or more States, as in the
case of State taxation of the income of
nonresidents.
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Appendix
AGENCIES ADMINISTERING MAJOR STATE TAXES, JANUARY 1, 1964

State
Alabams
Alaska
Arizonz
Arkansas
California

Colorado
Connecticut

Delaware
Florida
Georgia
Hawaii
Idaho

Illinois
Indiana

Iowa

Kansas
Kentucky
Louislans
Maine
Maryland
Massachusctts
Michigan
Minnesota
Mississippi

Missouri
Montana

Nebraska
Nevada

New Hampshize
New Jersey
New Mexico
New York
Norsth Carolina

North Dakota
Obio

Income
Department of Revenue
Department of Revenue
Tax Commission
Department of Revenue
Franchise Tax Board

Department of Reveaue
Tax Commissioner

‘Tax Department

Department of Revenue
Department of Taxation
Tax Collector

Department of Revenu
Tax Commission
Department of Revenue

Department of Revenue
Department of Revenue

Commissioner of Corpo-
ration and Taxatlon

Department of Taxation
Tax Commission

Department of Revenue
Board of Equalization

Bureau of Revenue

Department of Taxa-
tion and Finance

Department of Revenue

Tax Commissioner

Sales
Department of Revenue

T Co SIS
Department of Revenue
Board of Equalization

Department of Revenue
Tax Commissioner

Revenue Commission

Department of Revenue
Department of Taxation

Department of Revenue
Department of Revenue

Tax Con

Gasoline Motor Vebicle
Department of Revenue Department of Revenue
Department of Revenue  Department of Revenue
Highway Department Highway Department
Department of Revenie Department of Revenue
Board of Equalization =~ Department of Motor
Vehicles

Department of Revenue Department of Revenue

Tax G 158 C issi of Motor
Vehicles

Highway Department Commissioner of Motor
Vehicles

Revenue C C issi of Motor

R Vehicles R

Department of Revenue Department of Revenue

Department of Taxation County Treasurer

Tax Collector Department of Law
Enforcement

Department of Revenue
Department of Revenue

Ti

Department of Revenue

Department of Revenue
Department of Revenue
Bureau of Taxation
Comptroller

Tax Commission

Department of Revenue

Department of Revenue

Tax Commissioner
Tax Commissioner

Depastment of Revenue

Dcpattment of Revenue
Department of Revenue
Bureau of Taxation
Comptroller

Commissioner of Corpo-
ration and Taxation
Department of Revenue
Department of Taxation

Motor Vehicles
DeGomptrollef R
partment of Revenue
Board of Equalization
Department of Agricul-
ture and Inspection
Tax Commission
Commissioner of Motor
icles
Department of Treasury

Bureau of Revenue

- Department of Taxa-

tion and Finance
Department of Revenue

Auditor
Tax Commissioner

Secretary of State
Secretary of State

ch)artment of Public
afety

Highway Commission

Department of Revenue

Department of Revenue

Secretary of State

Commissioner of Motor
Vehicles

Registrar of Motor
Vehicles

Secretary of State

Secretary of State

Motor Vehicles
Comptroller

Department of Revenue

Registrar of Motor
Vehicles

Department of Roads
and Irrigation

Department of Motor
Vehicles

Commissioner of Motor
Vehicles

Department of Law and
Public Saf

Departmerit of Motor

ehicles

Department of Motor
Vehicles

Department of Motor

chicles

Highway Department

Registrar of Motor
Vehicles

Tobacco Death
Department of Revenue Department of Revenue
Department of Revenue  Department of Revenue
Tax C issi T
Department of Revenue Department of Revenue
Board of Equalization = Controller

Tax Commissioner

Tax Department
Beverage Department
Department of Revenue
Department of Taxation
Tax Collector

Department of Revenue
Department of Revenue

Tax Commission
Department of Revenue
Department of Reverme
Department of Revenue
Bureau of Taxation
Comptroller
Commissioner of Corpo-
ration and Taxation

nt of Revenue
Department of Taxation
Tax Commission

Department of Revenue
Board of Equalization

Depattment of Agricul-
ture and Inspection

Tax Commission

Tax Commission

Department of Treasury

Bureau of Revenue

Department of Taxation
and PFinance

Tax Commissioner
Tax Commissioner

Department of Revenue
Tax Commissi

issiones

Tax Department
Comptroller
Department of Revenue
Department of Taxation
Tax Collector

Attorney General
Department of Revenue

Tax Commission

Department of Revenue

Department of Revenue
Local

Bureau of Taxation
a

Commissioner of Corpo-
ration and Taxation
Department of Revenue
Department of Taxation

Tax Commission

Department of Revenue
Board of Equalization

Tax Commissioner

Tax Commission

Department of Treasury

Bureau of Revenue

Department of Taxa-
tion and Finance

Department of Revenue

Tax Commissioner
Tax Commissioner

Alcobolsc Beverage

Alcoholic Beverage
Control Board
Depastment of Revenue
Tax Commission
Department of Revenue
Board of Equalization

Department of Revenuc
Tax Commissioner

Alcoholic Bever:
Control Commission
Beverage Department

Department of Revenue
Depastment of Taxation
Tax Collector

Department of Revenue

Alcoholic Boverage
Commission

Tax Commission

Department of Revenue/
irector, Alcoholic
Beverage Control
Deparstment of Revenue
Department of Revenue
Liquor Commission
Comptroller

Commissioner of Corpo-
ration and Taxation
Liquor Control
mmission
Liquor Control
Commission
Tax Commission

Department of Revenue
Liquor Coatrol Board

Liquor Control
Commission
Tax Commission
Liquor Commission
Department of Treasury
Bureau of Revenue
Department of Taxa-
tion and Finance
Department of Revenue

Treasurer
Tax Commissioner
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Oklahoma
Oregon

Pennsylvania
Rhode Island

South Carolina
South Dakota

Tennessee
Texas
Utah
Vermont
Virginia

Washington
West Virginia

Wisconsin

Wyoming
District of Columbia

Tax Commission
Tax Commission

Department of Revenue

Dexattmcnt of
dministration

Tax Commission

Department of Revenue
Tax Com_missi(.u;' e
Commissioner of Taxes
Department of Taxation

Tax Commissioner

Department of Taxation

Finance Officer

Tax Commission

Department of Revenue

Department of
Administration

Tax Commission

Department of Revenue

Department of Revenue

Comptroller
Tax Commission

Tax Commission
Tax Commissioner

Department of Taxation

Department of Revenue
Finance Officer

Tax Commission

Department of Motor
Vehicles

Department of Revenue

Department of
Administration

Tax Commission

Department of Revenue

Department of Revenue

Comptroller

Tax Commission

Motor Vehicles
Department

Diviston of Motor

Vehicles

Department of Licenses

Tax Commissioner

Department of Taxation

Department of Revenue
Finance Officer

Tax Commission

Department of Motor
Vehicles

Department of Revenue

Registrar of Motor
Vehicles

Highway Commission

Department of Motor
Vehicles

Department of Revenue

Highway Department

Tax Commission

Motor Vehicles
Department

Division of Motor
Vehicles

Department of Licenses

Department of Motor
Vehicles

Motor Vehicles
Department

Department of Revenue

Finance Officer

Tax Commission

Depastment of Revenue

Department of
Administration

Tax Commission

Department of Revenue

Department of Revenue
Comptroller

Tax Commission
Commissioner of Taxes
Depattment of Taxation

Tax Commission
Tax Commissioner

Department of Taxation

Department of Revenue
Finance Officer

Tax Commission
Treasurer

Department of Revenue
Department of
Administration

Tax Commission
Department of Revenue

Department of Revenue
Comptroller

Tax Commission
Commissioner of Taxes
Department of Taxation

Tax Commission
Tax Commissioner

Department of Taxation

Department of Revenue
Finance Officer

Tax Commission
Liquor Control
Commission
Department of Revenue
Deparstment of
dministration
Tax Commission
Department of Revenue

Department of Revenue
Liquor Control Board
Tax Commission
Commissioner of Taxes

Department of Taxation

Liquor Control Board

Liquor Coatrol
Commission A

Department of Taxation

Liquor Commission
Finance Officer

Soutce: Federation of Tax Ad
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