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Short Take  
 

A Sales-Tax-Only Solution? 
 
Taxes distort economic behavior, artificially reallocate resources and drain the private sector of 

capital and labor. They also allow for an intrusive government. Income taxes allow government 

to know where we work, when and to some degree what we do. Property taxes allow 

government to find out everything under the sun about how we live our lives.  

Most taxes are also constructed in such a way that they shield government from the regular 

business swings of the free market. This effectively makes the cost of government pro-cyclical, 

with the heaviest burden falling on taxpayers’ shoulders when their times are tough.  

The sales tax is different. Consumers increase and decrease their spending with variations in 

their income. This turns the sales tax into an immediate transmitter of the state of the economy to 

legislators, hopefully prompting them to pay more attention to the business cycle than the 

government’s budget. It is also identity neutral and something that all consumers see. 

A surprising number of states could actually pay for their spending (less federal funds) with a 

state sales tax. Provided the tax covers all forms of private consumption – including services – 

the highest rate in the country, given current state spending, would be in Vermont at 14.1 

percent, but 34 states could pay for their spending with a sales tax lower than 8 percent. 

Is a sales-tax only solution the way to make governments fiscally more accountable? 
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Local Governments: Executors of a Higher Will 
 

On several occasions this newsletter has analyzed the Federal Aid to States program, through 

which the federal government pays out more than half-a-trillion dollars to state governments 

every year. The inevitable conclusion has been that states are gradually losing their 

independence and being reduced to federal spending agencies, with major consequences for 

legislative representation and voter influence.  

A similar erosion of our federation has is going on at the local level. America’s local 

governments are deeply dependent on their state government for their finances. It is easy to 

envision what this does, over time, to voter influence. 

In terms of spending, local governments are about as big as state governments. In 2009, the 

latest year for which consistent local-government spending data is available, local governments 

spent $1.64 trillion. State governments spent $1.83 trillion. Of every $100 that local governments 

spent,$32.80 came straight out of state budgets. The federal government contributed another 

$4.30. 

This combined 2009 share of state and federal dependency was up from $32.10 per $100 spent 

in 2007. The increase is due primarily to expanded state funding of local governments.  

Vermont’s local governments are the most state-dependent in the country. In 2009 Vermont 

counties, cities, towns and school districts received 61.6 percent of their total revenues from the 

state government. This put them at the top of the dependency list. Arkansas came in second 

with 51.1 percent and New Mexico took third place (48.8).  

In four more states, local governments depended on their state for more than 40 percent of 

their budget: California (42.5), Delaware (42.2), Wisconsin (41.5) and West Virginia (40.3).  

There is no clear, single reason why local governments give up on fiscal independence. One 

explanation would be that the overall complexity of modern governments, involved in a vast 

array of different spending programs, requires a more complex funding structure than the small 

governments of yore.  

Another explanation, which goes well with the first, is that states exercise more and more 

legislative influence over local governments. Property tax reforms seem to play a role here. The 

classic Proposition 13 reform in California, which imposed a strict, tight cap on the increase in 

property tax assessments, marked the beginning of a slow, but clearly visible trend of growing 

local dependency on state money. When school districts could not raise revenues through new 

property assessments, they went to the state government to ask for compensation for lost 

revenue. 

The current debate over property tax reform in Iowa confirms the concern regarding revenue 

shifts from property taxes to state funds. Governor Branstad’s reform bill would roll back 

assessments on commercial property to provide tax relief for businesses. To compensate, the 

Branstad bill would triple the amount the state sends to local governments in three years, with a 

possible further increase in subsequent years.  

With every new dollar, states and the federal government expand their influence over local 

governments. The question is: how far can this expansion go on until our mayors become mere 

executioners of a “higher will”? 

http://libertybullhorn.com/2012/01/24/iowa-property-tax-reform-a-one-eyed-view-of-government/
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California: From Property Taxes to State Dependency 
 

California’s classic Proposition 13 reform of property taxes is a milestone in American tax 

policy. The revolt began in the 1960s as a challenge to arbitrary tax assessments. A reform bill, 

AB80, introduced uniform codes for tax assessments. However, in the ‘70s property values 

increased rapidly, with assessments outpacing household income, often by a big margin.  

After voter approval in 1978 the state constitution was amended by Proposition 13. The 

market-value base for property taxes was replaced with a nifty acquisition base. Instead of 

having their homes re-valued every year, California families now got to lock in their property 

taxes at the moment they bought a house. The property tax is then guaranteed to increase with a 

maximum of two percent per year.  

To taxpayers, this meant a big difference. The cost of the property tax would now follow 

regular salary advancements, making it reasonably easy for a regular family to avoid property 

tax delinquency. 

The effect of Proposition 13 was dramatic. In 1977, a year before the proposition was enacted, 

local property taxes ate up $50.20 of every $1,000 of household income. In 1982, they only 

claimed $22.24.  

While the property tax burden on taxpayers fell dramatically, the reaction was not as positive 

on the receiving end of the taxes. Proposition 13 capped growth in property tax payments to 

two percent per year, which also meant that it capped revenue growth for local governments 

from that particular revenue source to two percent. But local governments, especially school 

districts, were not about to adjust their spending to this new revenue cap. They worked with 

the state legislature to shift revenue sources, away from local property taxes to state funds.  

In 1992 local governments in California got $40 billion, or 38 percent, of their revenues from 

the state government. By 2002 state-to-local government transfers had increased 150 percent to 

$101 billion. During that same period of time, state GDP in California increased by 71 percent in 

current prices. 

In other words, while California taxpayers were enjoying a predictably slow growth in their 

property tax bills, they saw other taxes that pay for local governments double their burden on 

household income. What California’s local governments could not take in on the swings, they 

compensated for on the carousel.  

California’s long-term trend away from property taxes has continued. In 2009 the state of 

California shipped $145 billion to local governments, and preliminary figures for 2011 point to 

$158 billion.  

To further complicate these inter-governmental fiscal entanglements, the federal government’s 

share of local government funding in California has increased dramatically. In 2002 the federal 

share of what states sent to local governments was 32 percent. An estimate for 2011 points to 49 

percent federal share.  

This ever increasing dependency on state and federal funds will eventually be detrimental to 

local governments. Reforms to undo it cannot come soon enough. 

 

Keep up with news and commentary on economics and freedom! Subscribe to libertybullhorn.com! 
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