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THE WHITE HOUSE

WASHINGTON
January 20, 1972
Dear Bob:

One of the greatest challenges this Nution fuces today is the need to reform our system of finaneing public
education which, as you know, primarily depends on local property taxes. The President’s Commission on
School Finance, which I appointed in 1970, will be transmitting its recommendations to me in March on the

over-all directions in which we should be moving.

relationships among the Federal government, the states, and local governmerts, In our discussion last week

with Neil McElroy, 1 requested the Advisory Commission on Intergovernmental Relations to undertake a
study on this subject. _

In particular, I would like the Commission to examine:

(1) the impact on intergovernmental relations of a tax reform proposal which would replace residential
school property tuxes with a4 Federal value added tax:

(3} if o value added tax is to be utilized as a substitute for residential school property taxes (a) whut
should be the size und nuture of the base of expenditures subject to the tax, and (b) what should
be the type of income tax credit or other method which is utilized to eliminate otherwise regressive
aspects of the tax;

(4) the best method tor providing renter relief under a proposal which replaces residential school proper-
ly taxes; and

(5)  the best meuans of insuring, under a system of school finance in which the states have primary finan-

cing responsibility, that loeal school districts will be able to retain control of basic education decis-
ions, including the provision of local programs of educational enrichment.

The problems are pressing, and I have asked you to complete such a study as soon as possible, and to keep

I very much uppreciate the willingness of the Commission to undertake this effort.

Sincerely,

Mr. Robert Merrinm, Chairman
Advisory Commission on

Intergovernmental Relations
726 Juckson Place, NJW,
Waushington, D.C.

ERIC

Aruitoxt provided by Eic:
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ADVISORY
COMMISSION ON INTERGOVERNMENTAL RELATIONS
WASHINGTON, D.C. 20875

Decemher 27, 1972

DPear Mr, President:

In response to your request of January 2@, 1972, the Advisory Commission On Intergovernmental Relations has
conducted an exhaustive - but expedited — study of the proposal referred to us by you for a major Federal pro-
gram of residential property tax relief conditioned on expanded State financing for public education and under-

pinned by a new or expanded Federal tax such as the value - added tax. The complexities of these issues and their

intergovernmental ramifications are obvious.

The Commission is deeply conscious of the serious problems posed both by the current judicial review of the dis-
crimingtory aspects of relying on locally-raised property taxes as the primary source of financing public education
and by growing public aversion to the rapidiy rising property {ax levies in many localities 1o meet the increasing
costs ol education. We commend you for focusing public attention on these twin problems. In particular, we share

Our studics have caused us to conclude that, despite the sertousness of the twin problems indicated above, a massive
new Federal program designed specifieally to bring about property tax relief is neither necessary nor desirable.
However, we again restated our carlier sponsorship of State-supported property tax relief for-hard-hit low income
property tax-payers, particulurly the elderly (the so-called “circuit breaker™), but the majority of the Commission
conciuded that direct Federal intervention was not necessary.

We support emphatically your suggestion (and our previous recommendation) that the States assume a greater
share of public education financing, which if achieved, would greatly facilitate local property tax relief. However.
our studies led us to conclude that with very few excepticns the States (particularly with the revenue sharing
ind beginning of welfare relief granted by the last Congress) have the taxing capability to satisfy the judicial
concern so tar expressed as to intra-state disparities in educational spending.

Several additional Commission conclusions warrant special attention.
First, while the property tax clearly is unpopular with the generai public, the “experts” are by no means united

sttation. To this end, the Advisory Commission on Intergovernmental Relations has reaffirmed its earlier package
of “reform™ proposals, and additionally has suggested that the Federal Government take steps to coordinate and

assessment procedures.

Second, deep concern was cvidenced by the Commission over the slow progress in evolving effective means of
assessing the worth of educational programs and in evolving more innovative approaches toward such matters as
multiple and year—round use of school facilities. We plan to consult with our special advisory group of national
school arganizations in addressing this question.
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Thiet, while we did nor recommend a Federal value added tax in light of our conclusion that a massive
Pederal property tax reliel” program was not warranted, we did reach some conclusions about overall tux
policies. Tt became crystal-clear 1o us that this country must evolve a mechanism whereby the impact of all

and major new tax proposils -~ can be assessed. While the Congressional hearings and debate on

LIXes
f tax legislation,

revenue sharing tor the {irst time importantly focused on the intergovernmental implications o
no continuing means ta consider the effect of the Federal impact on State and loeal financing requirements,
and vice versa, yet exists. With 32 percent of our gross national product now going into the government
sector, we cannot afford the luxury of keeping the taxing and spending prograing of the several levels of gov-
ernment in separate pockets. A National Fiscal Policy must be evolved, and a mechanisn developed continuously
to review and up-date information about all governmental revenue—raising programs. The Advisory Commission

on Intergovernmental Relations has determined to develop more detailed recommendations concerning this '

critical problem.

In conglusion, Mr. President, the Commission would like 1o reaffirm its helicf that our unique federal system

of divided governmental responsibilities can — yes, must — be continuously improved. As we approach the

200th anniversary of our country’s founding, we applaud your continuing efforts to strengthen this system.

Rubert E. Merriam
Chairmn

REM/em
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PREFACE

This “Report in Brief™ on property taxation and public school finance is the first
study undertaken by the Advisery Commission on Intergovernmentzl Relations in
response to a specilic request from the President. Such a request was made by President
Nixon in his State of the Union Message on Junuary 20, 1972,

The Commission accepted this charge at its meeting of February 10, 1972, considered
various aspects of the study at three successive meetings and approved the present reporl
uat its meeting on December 14-15, 1972,

Because of the extreme importance and timeliness of the subject, the Commission was
augmented by cight Special Advisors drawn from State and local government. These
advisors participated actively in the Commission's deliberations and their valuable
assistance is gratefully acknowledged. As Chairman, | availed myself of the counsel of 1
panel of representatives from the major organizations concerned with clementary and
secondary education.

The full policy report, including all the analytical information in support of the
findings and policy conclusions, will be published in the near future. In addition, the
alternative Federal revenue sources and recent State progress in strengthening the
property {ax. .

Robert E. Merriam
Chairman
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chapter |

policy considerat

and recommendat

ions

I0NS

In response 1o President Nixon's request ol kanuan
20, 1972, the Advisory Commission on Intergovern-
mental Relations conducted @ study of a proposal Tor a
major Federal program of residential property tax reliet

financing local schools and underpinned by a new or
expanded Federal tax such as a value-added levy. This
proposal was designed to deal with two interrelated
problems-growing public resistance in many arcas to
higher property taxes und the current legal attack on
heavy reliance on the Jocal property tax as the primary
source of funding local schools,

Before this Commission completed its investigation it
considered four separate proposals for Federul entry into
the property tax-school finance fields. Specifically., the
Commission considered the need and the desirubility ot
both a major and a limited Federal property tax relief
action. The Commission also considered the desirability
of a Federal aid program designed to hurry history along
on property tax assessment reform. Finally, the Com-
mission evaluated a proposal that called for a temporary
and limited Federal incentive program designed to
encourage the States to reduce fiscal disparities among
school districts within each State.

Criteria For National
Government Involvement

These proposals raised a critical intergovernmental
issue~what eriteria or tests should the Commission
employ in order to evaluate the merits of proposals that
call on the National Government to take remedial action
in areas where the States have had exclusive policy
responsibility? It is necessary to raise this hard question
for several reasons. -

With each passing day it appears easier to justify or at
least rationalize a Federal “spillover” interest in areas of
traditional State-local concern. Witness the proliferation
of Federal categorical aid programs, which have grown in
number from a handful ten years ago to well over 500
now,

In urging Congressional enactment of revenue sharing
legislation, this Commission recently noted that heavy
reliance on the narrow categorical aid approach had
tipped the power scales in favor of the National
Governments

The Congress is now dangling almost 500 large and
small conditional aid earrots collectively worth more than
$25 billion a year before State and local governments.

The hope was that each conditional aid would provide

sufficient financial incentive to spur the States and

localities on 1o greater action in some more or less
narrowly defined ficld of “National interest.”™ But there is




connod tcadily absorb such g large pumber of dinerse
progiaiis oaer estiivted perpads ot o

Progressive loss ol freedom o choiee, therefore, i an
addilional price that must be paid by all State and Joail
urisdictions tor eategorical ad dollars. Protessor Walter
Heller, both o keen student of our intergovernmentil
fiscal system and a pronunent member of the liberal
establshment. his pointed up the dangers of this trend
towird centralized power. “Unless tnis trend is reversed,”
e wrote, “lederal aids may weave i web of particu-
arisin, complesity, and  Federal direction which will
sipniticantly inhibnt o State’s hi dom of movement.” The
iHusion of Congressional “control™ Jas in reality dis-
appented into the dark jungles of burcaucratic red-tape.!

The uneconumical atlocation of public scctor funds is
an additional price that often must be paid for Federal
categorical aid. A public service (or tax relief program)
a1 some nationwide level may he perceived as good
national policy but when extended uniformly across the
Seountry is extremely costly and often represents the
solution te o problem that is not universal. Furthermore.
the high cost of providing national solutions ina nation
ol diverse regional and local attitudes and needs tesults
m expanding the public sector, thus raising questions
concerning its appropriate relationship to ihe private

sector,

Determination of National Interest—
Two Tests

If our federal system is to retain its integrity it is not
enough Tor Congress 1o build greater flexibility into ity
present aid system by means of general revenue sharing
and the consolidation of narrow categorical aid programs
into broader and more manageable block grants. Con-
press should also serutinize closely ull demands for the
eiactiient of new Federal categorical aid programs.

I evaluating cachi of the four proposals that called an
the National Government to move into an area that
heretofore had been the exclusive domain of State
goveninents, this Connmission employed two Lests o
determine whetlier the proposal could be justified on the
grotinds ot a strong National Governinent interest,

e The problem that precipitated the demand for
Federal intervention stems from a head-on con-
flict a scrious undercutting of 4 major Federal
progiam objective by policies of most States.

® The intergovernmental conflict can be resolved
only by Federal Government aciion.

The “ireconcilable contlict™ test for detecting the
presenice or absence of 1 strong national interest is so
rigotous that 1t sereens out all but the most persuasive

proposals Tor new Federal matiatives in arcas of trade-
Honal Statedocal concerns 1 s necessiy toose this
rigurous test in order to check or at least slow down the
steady growth of Federal categorical ad. Simply to
allege that a specific categorical aid proposal - will
“promate the general wellare™ does not sulficiently
justify its adoption on the basis of a strowg national
interest.

The Major Property Tax Relief Issue

The Commission was asked among other things to
evaluate a proposal that had two major objectives:

e To cut the average residential property tax

(approximately SO per cent) by removing that part..
of the property tax that underwrites a local schaal

aperation.

& To climinate fiscal disparities among schoul
districts in each State by encouraging the States to
assume most of the cost of financing public
elementary and secondary schools,

In order to accomplish these two objectives. the phn
called for a Federal value-added tax designed to vield
$18 billion the first year, Part of this revenue yield:
approximately $5 to $6 billion-would be set aside 1o
underwrite a system of personal income tax credits und
rebates thercby removing the regressivity of the vilue-
added tax for most taxpayers, '

The remaining $12 to $13 billion was to be distri-
buted by the Federal Government to the States for the
support of public secondary and clementary cducation
provided the States agreed to remove the locul schiool
tax on residential and nonresidential property und also
agreed to refrain from levying a State tax on residential
property for the support of local schools.

After a thorough examination of this proposal and
the issues raised by it, this Commission concluded that u
massive Federal effort designed both to cut the residen-
tisl property tax substantially throughout the country
and 10 encourage States to assume most of the cost for
financing local schools was neither necessary nor desir-
able.

This negative conclusion is based on the following
findings.

While there is clear evidence that some segments of
the population--especially the low-income elderly—are
seriously burdened by the property tax. the evidence
does not support the need for a Federal program
designed 1o reduce substantially the property tax of
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VErY onivossiier iy the aation ™ The simiplest illustre
tion ol tis Lack of evidence (o suppart generil property
L redieton s that nse ol the property tay Fges 1y
nensity fron 839 per camr e Aldahama to $202 pa
capitaan Calilorngi,

Although there are areas of the country where the
property taxes are bhwdeimsome. not all homeowners,
evert e the higl property tax jurisdictions, are overbur-
dened by ihis tevy, T some wrens Stite and local income
Al sales Lees now Gike o koger bite out of the budgets
ol the Lmhes with avernge anconies than does the
estdenniad poooeny s amd i most sieas State and ol
v sod sales tines are growing at o Gaster rate than s
the property tas, The Social Security tas now places o
heavier burden on the averige Twmily than does the
esidentil property tax while the Fedenil meome tax s
mearly three times as burdensonme,

Most significantly, our study fails 1o reveai a sirong
mationad mterest inoa progrum designed 10 provide
avtonssdhic-hoard tax reduetion for every homeowner in
the United States, Specifically, there is.no evidenee to
suggest that amassive residential property tax program is
necessary 1o protect a vital Federdi] interest, nor ean it be
demonsimted that the relitively high property laxes
inposed by States such as New Jersey and New
Hampshire canse serious economic harm beyond their

houndarics.

I would also be extremely dilticult o develop a
Federaf program eapuble of distribating tax reliel equit-
ahly aeross the nation, The tremendous variztions in the
» ol the property tax would ereate tinequal windfulls
lictions and among various classes of

both between juri
property owners within the same jurisdiction. The

ssed

so-cilled wiban Lnad speculators would be twice ble
by o nuor property wx reduction, First, the vieant
land, like ull taxable realty, would have more value in
the marker.and second, the cash cost of holding land off
the market would bhe sharply reduced. Moreover, o
proposal that stresses residential property tax relief but
not business property tax relie might influence States to
place hieavier tax burdens on business property,

A multi-billion dollar Federal progrum ol tux relief-
school finance reform cunnot be justified on the grounds
that States fack the fiscal capacity necessary to place
their local sehool districts on an equal fiscal footing. Our
analysis reveals that only a few States would experience
Fiscal difficulty in bringing per-pupil expenditures to the
rebitively high levels needed to comply with the princi-
ple eninciated  in Serrgno 1. Priesr, the California
Suprenie: Court decision that first demanded equaliza-
Hon of school district Tiseal resources, The great mijor-
ity of States have the necessiry untapped relative tax

L

potentngd, New York, Vermont and Weeonsin, howesss
stand our as the Stutes ol wonld expenenes greates
fiscal difficulty because of thew current hieavy itse ot all
state and focil taxes,

Inorder to construet o traly effective property tas

reliel” program, Congress woald have to exercise unpre
cedented Fedei | mnivnl over hoth Stoe and Joedl s
policymakers. Not vnlé would the National Goveiiment
Tave to foree the Stes 1o retrain fram nse ol 4ty on
tesidental property tor sehoal pinposes, it wonld feve
to o burther and-encourage the Sttes 1o plice specilic
POSLETS oft Tocal oy e et sor s B present o e e
cottttties rom moving o the property L area vieaten
by thye sehoolimen,

not entirely bleak. For example, Lite m 1472 Calitornia
emzcied o 51 hillion property tas relict-sehool finn
reform progeam (naneed in part with Federal revenn
sharing funds and in part through moce micisive use of
o Governors in ten ather States were

NO-property Lixe:
reported to vor the use ol revenne sharmg Tunds o
property tax relief.

I the final analvais, however, “propeny s reliel™ is
something of an illusion beciuse it requires either a
reduction of public service vr a shilt to other Torms of
txation inten:
or the imposition of @ few x such as the value-added

ified use ol income or general sales tases

levy,
Early in 1972 ACIR conducted o public opinion
survey that indicated widespread agreement on the

proposition that the property @x was the worst tax: but
there was far less agreement on what the Nationad
Government should do about it, Fourieen pereent ol the
popualation favored an income tx substitute: 32 perecil
fuvored o consumer tix substitute (VAT): 43 pereent
opposed either the Federd income or constmer tax
substitutes and 10 percent couldn’t nake up their mind.
The Commission concludes that the interests of our
federal system are best served when States retain
primary responsibility for shaping policies dealing with
general property tax relief and intrastate cqualization of
school finances—two areas that traditionally have been
within the exclusive domain of State policv-makers.

Limited Property Tax Relief Issue

This Commission considered o proposal for the

Nuttonal Government to provide an incentive graut to the

* This statement should not be interpreted oy an argument
insl gndircet propeny s relie! that could resull from
Federal revenue sharing or Federal sssumption of welfire
fipancing, :
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States designed (o encourage them 1o provide limited

property  tax relict o low-inconme homeowners and

Lenters,

The muajority of the Conunission members rejected
this proposal because it could not meet both national
interest tests, Admitredly. there is considerable evidence
to suppotl the contention that this particular Federal aid
proposal could pass the first test because to date most

" Sttes have not shielded low-income homeowners and
rentels [Tom property s overload situations, This State

Grilmie, o tun, clenly ondercuts o ijor pationad
progiun abjective of income support especially through
the Sociad Secuity system, In the view ol the majority

of the Commniis

ion, however, the proposal failed to meet
thiit only Federil
action could resolve this infergovernmental conflict.

the secomd national  inferest  test

The Commission reaffirms its 1967 recommendation
that States shield basic family income from undue
burdens imposed by the property tax.

Given a few niore years, there is reason to believe that

the States will resolve the problem of property tax
overburden especially for the low-income elderly, This
snent rests on the fact that the

rither optimistic ass
“circoit-breaker™ idea has such basie popular appeal that
it should be adopted in those States where it is most
needed ina relatively short period of time. Over the last
14 States and  the Cangdian Provinee ol
live

few  yours,

(ntatio ciieted  progranis  designed  to shield

low-ncome elderly howeowners and, in mumy  cases,

Teitters from property tax overload situations,

The 14 States thai have now enacted circuit-breaker

laws each have chosen @ uniyue plun. As long as States

retain the initiative for providing property tax re
low-income houscholds, better circuit-breaker techni-
ques will continue to be developed.

It can also be argued that Federl incentive grants
should not have to be used to induce States to do
something that is morally right, highly popular. and
relatively inexpensive. All af the States have sufficient
fiscal capacity to underwrite s limited property tax-reliel
program for low-income households.

Perhaps the most persuasive argunient for allowing
States a few more vears to puat their own propenty tax
reliel’ houses in order arises from the fact that State
fiscal policies are largely responsible for the weight of
the local property tax. These jurisdictions, therefore
not the National Government- should finance cireuit-
breaker programs designed to shicld low-income lionie-
owners from property tax overload situations,

Unless constructed carefully, o Federal incentive
grant for property tax reliel could ereate an inequitable
intergovernmental situation. Specifically. it would re-
ward those States that force their local governments to
make heuvy use of the property tax and shortechange
those Siutes that make above-average use of nonproperty
tax revenue,

In all of its recent reports, this Commission’s recom-
mendations have underscored the need to build greater
flexibility  into system. A Federal
incentive grant with its own set of guidelines sind
controls would add to an already overburdened Federal
aid structure, For these reasons, such o gramt proposal
sliould be vpposed.*

our Federal aid

o The following statemient of dissent was submitted by Senator
Minkie and concurred in by Governor Kneip:

I'he recommendations adopted by the Advisory Com-
mission on Intergovernmental Relutions on the suiject of
properly taxation place an unfairly heavy burden of relief
and reform un State and lucal governmients and dismmiss
the proper, limited contribution the Federal Government
van make in this area,

Where excessive property taises undermine the Federal
poal of providing security to the poor and the clderly,
even diverting Federal help from needy recipients into
local Gy collections, there is a clear Vederal interest in
relicving the spevial burden. Where States are working to
streigthen their own revente systems through reforming
mwptibable i arbitrary assessment prigtices, there s a
vieir Pederal interest in assisting such progress,

The excellent st work that went into the thorough
ACIR study ol sehool financing and property tasation
cleanly deinanstrites the ndtional scope of the problem.

SOU 14 million Americans with incomes under §5.000 a
vear, L mittion peaple (4.5 million of whom are 65 or

ol then total income, Nearly 1.3 million elderly homes

owners with incomes under $2,000 pay an average ol 15.8
pereent of their income in property tuxes. Additionally,
ACIR stalf research has shown that State governments
have made “spolty’ progress at best in implementing tlie
ACIRRs 1963 recommendations for upgrading  (heir
systems of property tax administration,

national  program  that
* property tax administra-
sive taxes on qualified

In my view, i
eacourages the States ¢ I
tion while helping lighten esc
low-invome renters and homeawners s necessary, To the
extent that the linal recommendaiions foreclose the
search tor an approprinte Federal remedy, they comped
my strong dissent,

* Senator Perey submitted the following stafement:

1 regret very much not being able to participiate in the
deliberations of the Commission at ity meetings on
December 14th and 15th beuise of my absence from twe
country.

On reviewing the decisions of the Commission, T wish
to express my repret thiat the Commission did not aceept
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wark  tliat had been done by profe

a somewluit more espanded view o the role of e
Federal  Government o eioaraging the Suidess 1o
unplement progranes of property texoretorm and selief,

Fhere »oampde evidenee Hut in muny Stales property
lana ol comprises G very heavy burden on omeowners
thiat somwetinies exeeeds their abilily 1o pay. It s my vicw
that reionn of State propeety Ly systems would fead to
subsbninlly more equitable faxes, and that in instnces
where property  taxes exseeed the ability off gualitied
honteswners o pay, Stde programs of relier should be
enconriped, bdo not believe that the Vederal Governnient
should interpose itsell direcily in the administration of
Shle property taxation, But 1 helieve these s o need for
the Federl Govemment, in properly limiled ways, 1o
vitcodrpe e States to aindertike such programs of
returim and reliel, -

* Treasury Secretary George PoShuliz subnnied the Tollowimny
stifenwent:

[agreee that the Sioes lave and showdd retan primars
respuntsibility  Lor shapmg property s rebicl and e
statte vqualization of school fhitabees. Yér 1 belivve the
evidesice indicates that 1 some dlives low meome
groups, particulirdy the elderly, v come 1o bear in
revent years such a beivy burden ol property tas that
Pederal action deseeves considenition, pending the time
that States are in g position o complete that action
themselves,

I would note i the Commission’s aciion on this
issue was taken by g closely divided vole.

Those who are most Taniiliar witii the operations of

the property  tax suggest that one reason for its
unpopularity with the public is the widespread fecling
that the tax is not administered fairly. Put another way.
mequitable assessments tend to inerease public disen-
chantiment with the property tux because they resull in
random and unwarranted tax burden differentials, More-

aver, poo dssessimient practices lead to taxpayer confu-
ston ibout, and distrust of, the property tax system,
Mueaiis Tor improving property tax administration are
available, A decade ago this Commission, building on the
sionals in the

property tax fickl, submitted u comprehensive list of
preseriptions for strengthening the property tax.? Un-
derpinning  the 29 policy lmummcnddlums are the
following hasic principles:

1. The pevailing joint State-Jocal system for admini-
stering the property tax can work with a reason-
able degree of effectiveness only i’ the State 1ax
department s given sulficient executive support,
legtl authority, and professional stature to insure
local compliance with State law calling lor uni-
formity of tax treatment,

. Professiomalization of the assessment function ¢an
be uchieved only i the assessor is selected on the
basis of demonstruted ability 1o appraise property,

Rl

3, The perennial conflict between State law calling
for full villue assessment and the local practice of
fractional assessment can be resolved most expedi-
tiously by permitiing local assessment officials to
assess atany unitorm percentage of current market
value above a specified minimum level provided
this policy is reinforced with two  important
saleguards:

A Tull disclosure policy, requiring the Stite tax
department o make annual dssessment atio
studics and o give property owners o full
report  on the fractional  valuation  policy
adopted by county assessors, and

b. An appeal provision specifieally 1o authorize
the introduction of State assessment ratio data
by the taxpayer as evidence in appeals to review
agencies on the issue of whether his assessnient
in inequitable,

Significantly, the Commission directed its reconunen-
dutions to the Stares on the ground ihat they are
unguestionably responsible for effective and cquitable
administration of the property tax. The question o
whether the Federal Government should become in-
volved in o matter of such clear-cut State-local coneern
wus not even raised a decade ago and not one of the
Commission’s 29 policy recommendations called on the
Nationul Government 1o take remedial action.

The Commission reaffirms its recommendations of
1962 that call on the States to strengthen nssessment
administration and thereby make the property tax o
more effective and equitable revenue instrument for
loeal government, ‘

(‘)ur current research reveals that many States h:’ivc

f‘)llll progress is ';luw Fl\ .ldmmlstr.nmn is uan alncﬂldry
and unglamorous aspect of government activity and
initiatives for spending additional funds to improve it are
usually given the lowest prioritics. Indeed, the amounts
that are now being spent by the State governments in
supervising property tax administrution are generally
meager. Many States spend as little as one-twenticth or
one-thirtieth of one percent of local property s
cullections for this function,

The Commission considered, but turned down, the
possibility of a small Federal categorical grant 1o




Q

ERIC

Aruitoxt provided by Eic:

cncanrige States o improve assessment administration.®

has been serivusly undercut hecause ol poor property
Ly axsessnient administration on the part ol State and

i use any portion of their Federal revenue sharing
funds for Tinancial administration - including property
tax assessient administration,

for property tax reliel, this proposal would add still
another murow purpose categorical aid program with its
owil sel ol Federal guidelines and controls. Enactmient
of this proposal would represent still anather Federal
attempt to dictite State and local spending priorities and
would, therefore, also work against the objective of
huinlding greater lexibility into our Federal aid system.

Furthermore, before liunching a new Federal initia-
tive tor property tax assessment reform the Commission
mpes the President and the Congress to take steps to
coordimite and  strengthen existing Federul programs
that have clear potential for stimulating improvement of
State and local assessment practices. Examiples of such
aelivitics are:

e The Department of Housing and Urban Develop-
ment, under its research and demonstration program,
can make grants lo. or enter into contracts with, States
and Tocalities for innovation projects nimed at improving
assessment administration,

® Tlhie FHA appraisal activities of the Department of
Housing and Uthan Development might be extended and
cootdinated with those of the Tocal assessors,

® (ther Federal agencies such as the Department of
Fransportation, the General Services Administrition and
the Department of Defense- are continuously involved
in land acquisition and undoubtedly conduct appraisals
in coniection with these activities, Such appraisals
should also be coordinated with local assessment work.

® The various mapping operations ol the Department
of Commeree and the Department of Interior might be
availuble 10 the State property tax agencies as they
develop land use maps in connection with property tax

assessment,

® Treasury regulations and practices regarding depre-
viation ol buildings for income tax purposes should be
eximiined
indeed s has been alleged -encourage over-assessmenit
of improvements vis-a-vis the land an which the improve-
menls stand.

® The activities of the Civil Service Commission
under the Intergovernmental Personnel Act might be

o Kew statemients by Semntors Muskie and Perey and Governor
Kueip e tootnote on puge 4,

expunded in the arcas of assessor traming and inter-
change of Stute and Federal personnel concerned with
property appraisal.

® The experience that hagbeen gained by the Bureau
of the Census in
studies might be built upon to help States strengthen
and standardize their own studies,

conducting  sales-assessment’ rtio

Intrastate School Finance Equalization

The Commission also examined the issue of whether
and to what extent Federal fimancial aid w
to help States meet the problems ol school finance that
niay stem from recent court decisions, Evidence pro-
“vided in this report indicates that, with few exceptions,
States have ample untapped tax potential for this
purpuse. Qbviously, action on school finunce th

I8 negessary

requires States 1o alter substantially  the degree ol
relianee on the local property tax for school support
takes time and would require public aceeptance.

In ordér to minimize the time period for accomplish-
ing school finance equalization and help the States
surmount the obvious political obstacles, the Com-
nrission considered a proposal Tor limited and temporary
Federal assistance. The ussistanee might take the form of
a general purpose grant in the range of $20 to 340 per
school age child that could be used for any purpose so
long us a State met equalization objectives specilied by
the Federal aid legislation. These features assure that

State like Huwaii, which has climinated inter-local (iscal
dispurities by opting lor a statewide school systen,
would not be deprived ol the benefit of the wid program.

The assistance would be equipped with a self-destruct
mechanism. For example, the zid legislation could be
drawn so as to insure that it phased out automatically as
the National Government relieved States of financial
responsibilily in. say, the public welfare ficld.

The Commission rejected the idea of limited and
temporary Federal assistunce designed to encourage each
State to improve the ability of its school lnance system
to equalize the fiscal capacity of its local school districts.

Nuo vital national program objectives are currently being
subverted by existing intrastate school finance dis-
parities. Moreover, Federal aid for this purpose would
represent a return to the pre-revenue sharing philosophy
that the National Govermment is in a belter position to
determine State-local budgetary prioritics.

The States have pleniury powers in the education field

and they also have an overriding self-intercst in adegiate
provision of this single most costly State-focal function.
States have at least Tour oplions in responding 1o any

court deeision invalidating a school finunee system that
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telies tou heavily on the local school property tux, They
v reanganize their school districts o make each Jocal
distowy more i the anage of the State as a whole, They
cane nisnskue o uniform school property tax rate the
proceeds of which could he used o equalize financial
ricts, They could enact Stute pro-
peH Y of non-praperty tixes the |3r’u\;m;ds ol which could
be used to ciuaalize Jocal Tiscal cups . Thev could
i’ill’mu m.lmnh from non- pmpuly LIS sourees s dm,a

Gty among dis

ot ‘:ll of lhcm: nplmn; 5huuld the need arise s o result of

el action. Thus, Federal intervention is not a prere-
quisite 1o State solution of the intrastate school finance
disparitios issue,

The Commission concludes that the reduction of
fiseal disparities among school districts within a State is
i State responsibility.

Yet, mooconcluding  that  the reduction of  fiseyl
disparities anong schoul districts within a State is a
State pesponsibility . the Commission hastens to empha-

stze four paints;

® The Connmission is not addressing itself to the role
the Fedewal Government should play in supporting
public elementary and secondary education but to the
naower question of - whether and 1o what  extent
Federal aid is necessary Lo encourage Stales to reduce
fiscal disparities among  scheol districts within each
Stalve, )

® The Commission believes time is needed to assess
the impact of revenue sharing, particularly the extent to
which it will enable the States to come to grips with the
intrastate school finanee question. California, for exam-
ple. has already carmarked its State allocation of revenue
sharing to finance part of its $1 billion school finance
reform-property tax relief program.

® The lower courts have Jit warning signals on the
mitrastate school finance problem but the appropriate
future path for State action will not become clear until
the Supreme Court renders 1 decision on a case now

pending belore it

- ® The uncertainty surrounding the cffectiveness of

dollars carmarked for education, as it is presently
delivered, illustrates the need for State sysiems to
measure the elfectivencess of school spending and to

rebuild citizen conlidence in public education,

Summing Up

bhe dmwn Imm the Inmnu“mn 3 imhgx recomiie nd:-
tiong is this it is not necessary to huck every pioblem
up to Washington lor resolution, Strengthened by
revenue sharing and with ihe strong prospect tor shifting
an muc sm;: slmrL of the wcli’.m u\pcnduun burden to

hdd JLuxunmb]c Im lln;nr tmdmmml property tax .md
school finanee responsibilitics.

But revenue sharing and Federal takeover of wellare
are not enough. 11 States are to play o strong rol in our

Federal svstem. Congress must  resist the CORRRIL
temptation to solve problems that should be handled
the State level, Congress would be in o far better
position 1o resist this pressure if it sub_jm;lcd o
rigorous national interest tesi all propos
new National Government initintives in arcus of tradi-
tional State-local concern, Only by applying a “tongh™
test can we strike a reasonable balance between National
and State interests,

The Commission concludes that there is no need to
emact a Federal value-added tax to provide revenue for
property tax relief and to ameliorate fiseal disparities
among school districts within each State, and therefore
recommends that sach a tax not be adopted for this
purpose,

In view of our conclusion that no Federal aid should
be extended for general property tax relief or intrastate
cation, it follows that the introduc:

ing tor

school finance equul

tion of a major new source of (axation for these
purposes is not warranted,

This Commission, however, has conducted 4 thorough
study of the value added tax and has also examined
Lerm mhcr mems for :;trcnéthx.mmg the Nationul

tion rcpnrt on lhl?s athu;L

FOOTNOTES

~ ACIR, Revenne Sharing An Tdea Whase Time Has Cenmnie,

December 1970, pp. 7-9,

*OACIR. The Role of the States in .%mm:rimung the
Property Tax, A-17, June 1963, Vol, 1, . Chapter 2
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property taxation—
scope and summary
of findings

o]

Public dissatistaction with rising property 1ax burdens
is now felt throughout vur intergovernmental system. Al

‘the local level, voter resistance 1o higher property ax

rates now confronts many major school districts, such as
the Detroit system, with a severe fiscal crisis. At the
State level, property tax reliel proposals increasingly
oceupy a high place on the legislative agenda, Bven at
the national level, interest in the local property tax has
increased sharply. In his 1972 State of the Union
Messuge, President Nixon highlighted his concern about
property tax burdens and school finance reform. The
Senate Subcommitiee on Tntergovernmental Relations is
now examining the weaknesses of the property tox and
evaluating various preseriptions for strengthening this
levy. and the Democratic Party has also stressed the need
for property tax relicl and reform in its 1972 platform.

Three Beneficial Effects

Three sulutary effects should flow from the growing
interest of national policymukers in the property tix in
general and in residential property tax  seliel’ in
particular. First, it will foree the eritics of the property
tax and its friends (there arc some) to put their
Lunﬁicting ngims to the ucid test nf puligv mmlyqi\
lun;;rm3 in thc bdldll;t‘ it is not hkely lh.n extreme
claims in behalf of or against property tax reliel will go
unchallenged. Second, any national debate ubout the
causes and the cures Tor local property tax overburden
will inevitably torce national policymakers to look more
closely at the entire intergovernmental tux systenn. We
have too many vases of taxpayers being
disproportionately burdened simply because one unit or
level of government paid little attention to what other
units were doing to the same taxpayers. Third, and most
important, the possibility of o massive federally financed
property tax relief program will require a rethinking of
the traditional view that property tax issugs should be
the exclusive concern of State and local officials.

Scope Of Analysis

The purpose of this part is to answer the question,
“Should the Federal Governmenr play a role in property
tax rélief and, if so, what should that role be?” Thosc
interested in other property tax questions will not find
their concerns directly addressed in  this report.
Nonetheless, such issues as assessment reform, sife value
taxation, and property tax classification are examined,
but only in the context of their potential for providing
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properly tax o relics, Thiee considerations are responsible
for the approach taken here,

FoOn By 200 1972, -ihe President asked the
Advisory Commission on Indergovernmental Relations (o
undertake o study of o proposal that would use new
Federal revenue to replace a substantial portion of the
present  residential  property  tax and  thus  provide

property tax relief,

2. On February 10, 1972, the Advisory Commis
o Intergovernmential - Relations voted 1o
“whether, and 1o what extent, . .. Federal assistance is

iieeded L. L in order to reduce residential property iaxes .

510N

3. The Advisory Commission on Intergovernmental
Kelations has been engaged for many years in the study
of various aspects of the property tax and has made
15 concerning this tux. The

numerotis recommendatic
Commussion began ity study of the property mx in a

snill way with its report Srare and Local Taxation of

Privarely Ovwned Property Loecated on Federal Areas
issued in June 1961, The Commission expanded its
interest in the property  wx with its monumental
two-volume  teport, The Role of the  Siates  in
Strengrivening the Properer Tax issued in June 1963,
The report ineludes twenty-nine major recommendations
with respect to State responsibility for property tax
administration.  The  recommendations rest on Tour

premises  that there should be: (1) State supervision of

the assessinent process and continuing study of the
property  law 1o make it enforceable; (2)
professionadization  of the assessment function; (3)
disclosure of full information to property owners of the
relationship between market and assessed value; and (4)
provision of o quick and economical appeal procedure to
property owners who feel aggrieved by their assessments.
In a subsequent major study. Fiscal Balance in the
American  Federal  Svstem (October  1967), . the
Commission recognized the problem of property tux
overhirden and  recommended  that the States help
ielieve the Tocal property tax burden on low incone
families. In Srare Aid to Local Government - ( April
1169), the Commission recomnmended that “in order to
relieve the mussive and growing pressure of* the school
s on owners of local property™ cach State assume
substantiaily all fiscal responsibility for financing local
schools.

Summary Of Major Findings

In tight of the considerations the study concentrates
primarily on the question: What role, il any, should the

Nutional Governent play in religvig propeiiy tax
bindens and an strenpthening the admnustration of s
tux”

Whar Do the Findings Didicate Regardine thie Fyrens
of the Probicm?

I. The property tax is by far the most unpopular of
all major revenue producers. In a poll conducied tor the
Advisory Commission on Intergovernmental Relations,
respondents chose the propeny tax less often than any

=¥

ather tax as the Brirest tax, and respondents picked the
property tax more often than any other tax ax the wors(
{least fuir) 1ax. The opposition to the propeity 1os wus

uniform among respondents of ail backgrounds, When
asked what would be the best way 1o raise additional

State revenue. respondents chose the sales 1ax meos
frequently and the property 1ax least Irequently,

2. The clear public preference for Stute sales or

in the fact that the combined State-local income and
sales tux burden borne by the average fumily has grown
during the past twenty years at o decidedly fuster rate
than the residential property tax burden. Staie and local

than tripled as a4 percent of the average fnmily's income
between 1953 and 1972, while the property ax burden
only rose a little over 30 pereent. While, admittedly,
State sales and income taxes were a minor element in the

State=local tax structure 20 years ago (taki ightlv less
than one percent of the average family’s income) they
now almost equal residential property raxes in their
impact on the average family.

3, In spite of growing more slowly thun State sales
and income taxes, the residential property tax has grown
faster than the value of the average residence or the
income of the averuge household. in short, there has
been u steady inerease in residentiul property - tax
burdens, whether measured by value or by household
income, Between 1958 and 1971 the effective property
lax rate in relation to the average value of a home rose
from 1.3 percent to 2.0 percent. In other words, when
the average family in 1958 owned a house vatued at

$13,000, it was paying about 5175 in property taxes;
the same family in 1971, owning a house worth
319,500, paid about $385 to the property tax collector,
The average fumily with # $5,000 income in 1953 paid

about S110 (2.2 pereent of income) in property taxes,
while the average family. which now carns about

512,000, pays a little over $400 (3.4 percent ol income)
in residential reul estate taxes, (Sce Table 7)

4. When compuared to the property tax burden borne
by the average family, the property tax load carried by
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characterized as
with

houscholders  must  be
exeessive.  In 1970, the average
an incomie of approximately S10,000 tarned over about
$110 (3.4 percent) of his total meney inconre to the
resideniial properiy tax collecton, In striking contrast,
over 6 million elderty homeowners paid an average of
#.0 percent ol therr income in propery “The
propenty tax collector took an average 16.6 pereent ¢ of
hml‘clulld meome from ali 1.7 million honieowners with
$2.000, 1t was much worse in the

poor
homeowner

Taxes.

lngIHu\ Mnlllc;lhl
homeowners paid more than 30 pereent of their meager
mcone in property taxes. (See Tables 2-4)

Wit ¥ the Pindings  Indicate
Feasibility and Desirability of Various Solutions?
5. The States are heginning 1o take action to relieve
property  tax the
overburdens of the elderly, Fourteen States have already
cnaeted cirenit breaker property tax reliel programs for
low incoime homeowners and some of these programs

rcgmm where these low ncome

Revarding  1he

extlreme burdens, especially

provide reliel’ Tor renters, Signiticantly. nine of these
States ate mnong the States with the heaviest residential
property tax burden. {See Tubles 5-6)

6. Property taxafion is used unevenly hy the various
States.
s would greatly complicate any National Government

The great variations in the use of the property

elfort to design an equitable property tax reliel program

for the ‘nation. There is & range of seven lo one in per
capiti property fax collections us between the State with
the lowest per capita yield (Alabama) and that with the
highest (Californin), As a pereent ol personal income,
percent in
In terms of
effective rate runges

3

residential property taxes vary from 0.3
Lonisiana 1o 3.7 pereent in New Hampshire.
the vulue the
from about half of one percent in Louisi

the Southern States

matket of a home,

ana to over 3
percent i five States. In general,
bear lightly on the property [ax while those in the
Northeast and Midwest exert heavy pressure on it

The property tax is particularly burdensome in large

arhan  centers.  In 28 SMSA's  containing  almost
ree-tourths of the population in the 50 largest SMSA's,
residential property tax loads exceed 2 percent of

market value and in 10 of these metropolitan areas they
lawve risen above the 2.5 pereent level. (Sce Table 8)

7. Any property tax reduction achieved through the
reduction or elimination of the school property tax
threatens to be offset by increases in the expenditures of
other units of government, Only specilic action to avoid
the propensity ol nonsschool governments 1o ap the
c.g. stringent tax liniits

will guarantee actuul

relinguished property tax base
or strict expenditure controls
property tax relief to individuals.

10

& Substantial reduction in taxes, il

ackieved, will result in windfall gains to owners of land

pro I]L‘ft}'

:md huiidingq. A sharp reduction in i tax on commercidl
residential rental) property  or  hudustrial
prupcﬂy ;;-.gncr;ltcs an immediate, one-time capitl

then

ARTII

v the owner becuuse the properiy will hring o

higher annual net income. This results moa lirger stream
of income from the property, thas enabling the owner to
command o higher price tor the property in the murket
place. The so-called land spcull ttor is twice blessed hy

like all
rixable realty. has more v 'klluc in the ket and second,

Chis vacant Lind.

property {ux reduction. Firs

iis cash costs ol holding land off the muarket are sl ply

reduced.
9, Any

property from school property taxes would encounter

nationwide plan  to  exempt  residenual
obstacles from the various State constituiions, At least
16 States would have to mnend their constitutions i
order 1o exempt residential property from the sehoa
(HE o constitutional amendment
would probably be rzquired.

What Do the Findings Indicate Ahout Other Property
Tax Reluted Matiers?

10. The Federal govermment, through its income tax

In five other Stutes.

code, is already providing partial property tax relief for
homeowners, but the relief helps the
howeowner far more than the mldnlex and low-income
person. By deducting the property tux payments in the
caleulation of taxable income. a taxpayer can reduce his

high income

income tax by a pereentage of his property lax, Sinee
tax their 1ax
same amount of

low  inconie
income

lower-income persons have lower Lites,

is smaller, even for
tax. Furthermore,  since
persons  generally rent and  high
generally own their homes, the bene tits ol deductibility
are received primarily by the higaer income persons
(because properly luxes on rental dwellings are not
deductibic by tenants). Finally, due to the existence of
the high standurd deduction, most I wer income persons
dq not itemize any deductions and thus receive no
benelit from the property tax deduction. The standard
deduction does nol compensate for the property Ltax the
way the itemized property tax deduction does beciuse it
does not dcpu\d upon or vary with the property tax
burden.

reduction the
property

Iii;‘l‘*;()l']‘i.

I1. There is a growing difference of opinion among
the specialists in the field of taxation as to whether the
property tax is paid primarily by renters and other users
of housing tlirough higher rents or by investors through
lower interest and profits. Under cither set of
assumptions, however, the  burden Tall
disproportionaicly upon lower-inconie persons.

seeins (o
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P spite of e widespread  feeling that the

property tax is detrimental 1o urban development, there
is no sfrong indication that the property tax is a primary
tactor  retarding  urban  economic  and  industrial

development. The ubserved exodus of ractories and
mdusty fonn central cities seems nuainly to result from
a clumge o the physical requirements and opportunities
ol manubuctunng enterprises. While the property tax
wsually reinforces wll the other social and economic

factors pushing high meonie famiies and business finns
ott ol the central city and into suburbia, it is more g
sviptoim than a cause of central city fiscal distress. s
thts progiessive palitical and social fragmeniation of the
metropol it ceanomy  the division of the old unitary

vommumty o ragmentary have  and  have-noi

psdictions
centuil aiy liseal distress.,

I3, Reforin
assessment, statewide property taxation, and site-value

such w5 more uniform

proposals

RIC
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that stands out as the prime maver of

11

tixation do not hold forth much promise of property
tax relief. While :

consideration as & means for strengthening the properiy
wx and making it more equitable, their main effeor, o
adopted. would be 1o shilt property tax burdens rather
than 1o - pravide property  tax reliel, Tax
clussification also does not hotd forth nuch promise of
general property tux relief although it must be admitied
ssified property wx can be designed 1o “hit

cach or these proposals deserves

generul

that a ¢l
business™ harder than residential or farm property.

14, Despite its obvious defects, the property tax has
signifieant political and fiscal virtues. First. it is the

major revenue  source  directly  available  to locul
government and  therelore serves as  the  tradition:l

defense aguinst centralization. Second. it is the one tax
in general use that can recapture for the community the
property values thut the community has ereated. Finally.
its high visibility makes it a foree that works in favor of
greater public accountability.
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intrastate school
finance equalization—

scope and summary
of findings

12

The principle that the gquality of g stadent’s pubhe
clementary. and secondmy education should not be
dependent on the wealth of his poents and neighbos
stands out as a sound objective of public schiool finance
reasotizibleness  and

pulicy o equity grounds. The

principle is implicit in State school equalization Laws, 1

was made explicit in the case ot Serrano v, Priest by the
California State Supreme Court in August 1971 and by

ather courts subseguently,
Scope Of Analysis
This part focuses on the question of whether and (o

what extent additionat Federal a
help cach Stute pluce its local school districts on an

mee is needed 10

equal fiseal footing  an issue raised by Serrno-type
litigation.,

The Commission is aware of other recent studies of
cducation National
Finance Project funded by the U5, Office of Education
: 7 i Sehing!
These studies considered school finance i 115 broadest
context and therefore properly took policy positicas on
stich questions ag the role of the Federal Government in -
sclivol support, Having no desire o duplicate the work
ol uthers, this Commission has devoted its study 10 the
quest of this admittedly more narrow issue - the role of
the National Governmient with regard 1o intrastare
equalization  of finances. In doing 50 the
Commission neither accepts nor 3
recommendations on other related school finance and
educational questions.

finance such as the Educational

and  the President™s Commi IS Finance.

achool

rejects © policy

Previous Commission Studies
The Advisory Conunission on  Intergovernmental
Relations has studied school finance both directly and
indirectly in connection with its continuing concern
about friction points in our federal system. The 5435
hillion currently devoted to school financing has o major
impact on the intergovernmental fiscal system. The

Commission studied the subject of school finance
specifically in its report on State Aid 1o Local
CGovernmeni. Indeed, the first policy recommendation in

called  for State  assumption  of  all
financing public schools in the

that  report

responsibility  for

following terms:
In order to crete o financial enviros { more conducive
to attainment of equalily of educational opportunity and
1o remove the massive and growing pressure of the school
LI on local  property, the  Commissi
recommends that cach State adopt as s basiv objective ol
its fomg-range State-tocal fiscal policy the assumption by
the Stute of substuntially all fiscal responsitality for

owners  uf
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fianemye local schioals with opporiunity for financiil
airanee ol rerention of

entichment ot the focal level and o
S
approprrge local poheymakme authority.

I thas recommendation. the Commission defined the
role of the States in the intrastate school finance issue,
Now. in response 1o President Nixon's request. the
Commission examines the Federal role, if any. in helping
the States discharge their school finance responsibilities,

Summary Of Major Findings

1. A major Federal educatinnal atd program to help
Statex finance the costy of squatizing per pupil spending
within each State cannit be jusitied on the grounds that
States imountabis tieal burdens, Our
analysis reveals thit only a few Staes would expericnce
liscal ditficulty in bringing per pupi! ¢ -venditures 1o the
telatively high levels needed 1o compt with the “no
wealth™ prineiple enunciated lirst in the Serrano ase.
The great majurity ol States have the necessary
untapped relative tax potential. New York, Vermont and

confran? i

Visconsin, however, stand out as the States that would

experience  preatest  fiseal difficulty because ol their
curreitt heavy use ol all State and local taxes. (See
Tubles W11}

Prospects Tor casing pressures Tor additional school

spendimg ave now appeared, School workload will tend

[0
irtheate is rellecied in lower school enrollinent. The
Inancial  assistancee,

expansion ol” Federal

including * revenue  sharing, 1o States and  localities

continned

portends o further easing of fiscal pressures on States.
Thus, while there may be other reasons for Federal

such support is difficult to justify on the grounds that
the monetary costs imposed by the court decisions or by
conscious public policy constitute an insurmountable
fiscul burden for more than a few States.

2. Stute legislatures retain wide discretion to devise a
school funding system that will both serve the State's
purposes und pass the test of Constitutionality. The
court  decisions  outlawing  persistent school  finance
dispurities  have  not property  tax
unconstitutional nor even indicted it as an unsuitable
ons required equal dollar

declared  the

fax. Neither have court de
expenditures per pupil, The courts have recognived that.
State fegislatures have been unwilling 10 offset fully the
variations i loeal fiseal capacity with equalizing State
aid dollars, Per-pupil spending is still at least twice as
level in liall ol the States, :

As purt ol the reform ol its existing school finance

ase e the fature as the rapid reduction in the -

13

Amtapped State-local tax capucity

SVSIOIML 0 Stale may confront a mujor new  fiscal

demand: that ol eliminating wealth as a4 determi.ant o
spending,. Three of the four broud

local  per-pupil

approaches 1o school finance reform o “beefed-up”
foundation program. power equalizing, and the full Staie
funding approach are likely 1o entawil additional
funding 1o assure that no existing progrim 1s cut back,
The fourth
entail a constant adjustment of boundarics 1o preseive

school district reorgunization wotlld

equal per-pupil viluation but no Swite financial outiav.
The cost 1o the Srates of overcoming i gieal poriion

ol the impuet of local fiscal disparines doos not seém

farge when the il revenae potential of the States s

isidéred. Ruising the minimanm per-pupit expendituse
to the 90th pereentde Tevel wonid cost, aboui $6.9
billion and draw down 27.4 percent of the estimated
less th sonie Shales
and more in others, of course. (See Table 11)

The actual cost in cach State might entail somewha
less money because a State has several options, including
school district reorganization designed expressly to pui
districts on a more equal local fiscal footing and thereby
case the fiscul pressure on the State, :

All bur three States (New York. _:'Vcrmnnl. and
Wisconsin} could ruise per-pupil spending to the 90tk
percentile level by using substantially fless than their
entire untapped relative tux czlp;lcily(;"‘i'hc same three
States  would ! apparent

ol their
fistal elbow room and more 1o level up tothe 90t
percentiile even with the addition of general revenue
sharing.

luive 1o use all

One specific source of State fiscal pain to which the
Federal Government can minister with good effeets for
the States is the welfare area. For example, New York
lays out 2.34 percent of its personal income (o meel

State-local public assistance and medicaid cosis. I the
National Government assumed all public assistance and
on Srate Aid to Local Governyrent, State and Jocal
governments in New York ~ould get over $2 billion of
fiseal relief,

Pressure on State political leadership to raise more
revenue in response to expenditure demuands has the
positive virtue of forcing States 1o keep their own fiscal
house in order  in the case of education. (o reform
property tax assessment administration and 1o muke
appropriate chumges in local governmient structure 1o
climinate  debilitating  fragmentation.  Fiscal
probably explains much of the move to o improve
property tax wdr — crration and also the reduction in
the number of loc. ool distriets from about 109,000

presstie
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in the 194112 school vewn to about 16,000 in 1he
1971-72 school yeur,

W schools pet nomuoie than thein present share of the
budget mmost States over the next decade, they cn do
el to make their existing equalization elforts more
elfective. Lower nites of growth in school enrallment
will  frec-up school funds for redistribution in an
equalizing fushion,

3. The issuc of intrastate disparities in school finance
stands out as one problem of federalism that will tend to
abate rather than worsen as time goes by. Thus the
yuestion confronting political leaders at all levels of
government is just how long should the reform process
take, ’

Twa Jorees are at work tending to delay State

initiative on the school finance disparities issue,

Mindful of the fiscal consequences of most proposed
solitions to the disparitics issuc the public response to g
oposed State indtative on school fimnee is more likely
o meet with overt resistunce than passive acceptance,
The defeat of Governor Cabill’s income tax proposal in
New Jersev stands ot ax o case ol overl resistance 1o a
proposal calling tor o major depsirture from the status
yuo, The sttt Trom locul school property taxes to'
statewide Tevy for this purpose also careies another set of
contraversial tax implieations. The most important of
these would be the demand that the Stales equalize
property tax assessments both within and among local
assessnient districts with o consequent shift in burdens

AMONg property owners,

A shift toward centralized financing of schools is
viewed in many quarters as a threat 1o local control ~
contral of funds having traditionally served as the
instrument for making educational policy. While most
proposals for school finance reform have sought to
accommadate the coneept of local control by permitting
within  limits, New  York's
Fleischmann  Commission against
authority Tor loeal supplementation on the ground that
i would lead nliinuiiely to the re-creation of the school
disparities State Hnancing was designed to correct.?

local  supplementation

centialized sehool linancing systeim should not preclude
focal conttol over nwjor aspects ol education. The
cutifroversy over local control gives the upper hand to
the status uo position on school finance because of the
Lick ol evidence 1o support any other position,

Four lorees at work on State governments portend a
gradual  lessening  of  inter-distriet  school finance
dispurities:

Uy (heir past action, Sites have set a strong
precedent Tor continuously improving the operation of

14

thetr school finanee sysicis, The aaprovemenis hay
wsulted i part from school districr consolidation sins
from States asswning 3 larger share of State-local cosis
States are not likely [o stop of reverse this trend.
Without any direct Federal intervention, States hay

mude progress in reducing disparities i1 ool spending
The trend to improved State-local finance programs i
firmly established, and there is no reason 1o believe i
will be turned around. A recent report hy the Nation:a
Committee for the Support of the Public Schools un ths
long-run progress of the States in reducing the range o
ip

expenditures shows generally a narrawing of the

spending on children in the high-spending disiricts a

riets?

contrasted to children in the low-spending di
The reduction in the number of local schoal sysie

accounts for much of the State progress in redt
spending.  Buth  the

disparities in  Jocal  school
opportunity to improve educitional programs by schoes
consolidation and the urge to get the most out of (e
educational dollar Tuave Ted States to exert conrol ove
school district bomndiaries, Siate action on houudinies
promotes elficiency yet permits lexiblity 10 aeilec
in school distriet organization,

¢ o oslow the fise i aggrepate

vital local inferes

Tuxpayer pr
property tax levies and, in some instances, to obiain
outright property tax relier has had and will continie to
have an equalizing impact on the school finance system,
To the extent that the taxpayer pressure is suceessiul, a
larger proportion of State-local school costs will be
supported by State non-property taxes thereby reducing
the significance of inter=district school finance
disparities.

Federal aid to States and localities has been trending,
upward, revenue sharing being the most recent
Recent amendments to  the Social
Security Act shifted more of the responsibility for
welfure financing trom -the States to the Federnl
Government. Federal funds free-up State tunds lor use
un other State functions. Part of the money prabahly
will be channeled into school support to relieve pressure
on the local school property tax. At a minimum, the

the States in meeting school costs,

Even if the Supreme Court overturns the Rodrigues
decision, Serrano-type litigation has so dramatized the
existence ol intrastate school finance disparities tha
State political leaders will hereafter be under constant
pressure lo improve the States’ distribution of school
funds. If the Supreme Court sustains Redrigiez, this act
will spur corrective State action.

4. Congress his not given explicit recognition to the
relative financial ability of local school districts in



E

Federal education aid  legislation as o general rule,
ns to equalize

although it has incorporated  provi
among States in some aid programs, Where o Federal
school aid progeam Las aftected intrastate school finamce
disparities, the infTuence has been at best a secondary
coneent or an unintended etfect,

The Federal Government has heretofore followed a
“hands ol 1™ policy with respeet o the division of {iscal
responsthility  between a Staie and its local school
districts. This neutrality policy has rested on the belief
that the hanuering o0t of the details of the State-local
financial partnership in the school finance area is an
“internal™ matter that should be resolved by each State.
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FOOTNOTES

1

1969) P. 14.

2 Report of the New York State Commission on the Quality,

3 Bendixsen, Marian. /n Search of I;'qrudh'r,r: School Fiuanee
Revisited (Washington: National Committee for the Suppont off

the Public Schools, 1972), p. 41, :
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SELECTED TABLES

TABLE 1—WHO PAYS THE LOCAL PROPERTY TAX?
Estimated Local Property Tax Collections
By Source, 1972!
Amaount Percentage
Source '
{millions) distribution
Nonbusingss
_ a .= _ =
MNonfarm residential realty” 19,023 47.3
Earin realty” 817 2.0
Vacant lots 320 0.8
Total nonbusiness realty : $20,160 50.1
Nanfarm Imr'smiahy" 657 : 1.6
Farm personally 113 0.3
Total nanbusiness personally 770 19
Total nonbusiness $20.930 52.1
Business
Farm réalwﬁ 1,860 4.6
Vacanl lots - 480 ' 1.2
Other realty® 9,170 22.8
Total business realty $11,510 78.6
Farm ners'.[many:? 454 1.1
Other ';mrsgnaltya 4,287 : 10.7
Total business personalty 4,741 118
Public utilities 3019 7.5
Total business 19,270 - » 4789
Total ‘ $40,200” 100.0 -
U ACIR stalT estimates based on estimated 1972 collections distributed on basis of 1967 Census duta, latest availuble statis
: pehudes buth single-Tamily dwelling units and apsrtments. An cstimated $14 billion or 36 percent of all lowl proj
derived from single-tamily Ton hout $5 billion of 12 percent of properly tax revenue cime from multi-flamily units,
T Estimated collections from the taxation of the “residential” clement of the farm,
1 Phe colleetions produced through the taxation of furniture and other houschold effects, .
Pstinted eollections from the taxation of land and improvements actuaily used in the production ol agricultural products - this is
exclusive of the land and buildings used in a residential capacity by the farmer,
& Conmmervial and industrial real estate other than public utilities.
7 Ihe estimated collections from the tuxation of livestock, tractors, ete.
B Eaimated collections from the taxation of merchants’ and manufncturers’ inventory, tools and machinery, ete,
[

This is (he exlimated grand total for focal property tax receipts. In addition, there isan estimaied $1.3 billion in State property taxes.
The dats needed for a ilar distribution of State receip ot available, However, it is estimated that approximately $450 million
of the State receipts are derived from general property taxes and could probably be distributed among the varlous sources of revenue
in the sume proportion as local receipts, The remaining 585 s mainly of Stafe special property taxes
an business personal property, but includes a siibstantinl amount from special property taxes on motor vehicles, most of which is
colleeted by the State of Calitornia.

source:  ACIR compilation.



TABLE 2—REAL ESTATE TAXES AS A PERCENTAGE OF FAMILY INCOME,
GWNER-OCCUPIED SINGLE-FAMILY HOMES, BY INCOME CLASS
AND BY REGION, 1970

Exhibit:
L . No. and distribution
: United . North- Narrth- . - of thngnErs
Family income States east central South West e e
Total Region Region Region Region No. (DDQ) % chst -
Less than $2,000 16.6 0.8 180 8.2 229 1,718.8 5.5
$2.000 2900 9.7 157 98 52, 125 .1,288.7 9.7
3000 - 3,900 7.7 13.1 7.7 4.3 8.7 1,397 .8 14.1
4,000 - 4,999 6.4 9.8 6.7 34 8.0 1,342.8 185
5,000 - 5,999 5.5 9.3 5.7 29 6.5 1,365.1 228
6,000 - 6,999 4.7 7.1 . 4.9 25 5.9 1,630.1 278
7.000 - 9,999 4.2 6.2 4.2 2.2 5.0 5,377.4 45.0
10,000 - 14,999 3.7 53 36 . 20 4.0 §,910.3 736
15,000 - 24,999 33 4.6 3.1 20 3.4 6,365.6 94.0
25.000 or more 29 39 27 1.7 29 1.876.9 100.00
All ingomes 497 8.9° 514 29° 55213 31,1447
Censis definition of tncome (income from all sourees). Income reporied was received in 1970,

L ‘umudated Irom Jowest income cliss,
Arithmetiv inean.

sooree: LS Bureinu of the Census, Residential Fingnee Sury ey, 1970 (conducted in 1971, specinl tabulations prepared for the Advisory
Conunission on Infergovernmental Relations, Real estate tax data were compiled for properties aequired prior to 1970 and
tepresent nses paid during 1970.
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TABLE 3--REAL ESTATE TAXES AS A PERCENTAGE OF FAMILY INCOME,
OWNER-OCCUPIED SINGLE-FAMILY HOMES, HOMEOWNERS
AGE 65 AND OVER, BY INCOME CLASS AND BY REGION, 1970

Exhibit

United North- Narth- No. and distribution
Family income' States east central South West of h? me Dw ners age

T _ i L 65 and over

Total Region Region Region Region e - e

) ) ) No, {(000) % dist.”

Luss than 52,000 i58 29.3 16.6 7.8 1.5 1,280.8 20.3
£72.,000 - 2,999 895 14.4 9.3 5.3 115 906.1 34.7
3,000 - 3,999 g.0 119 7.6 5.3 8.5 8259 479
4000 4999 7.3 10.6 7.2 37 8.7 651.6 58.2
5,000 5999 6.2 9.6 6.1 3.5 6.5 4375 65.2
5,000 6,999 58 7.7 6.1 3.4 6.1 388.8 71.3
7.000 4,999 4.8 6.5 5.3 25 5.7 7147 82.7
10,000 - 14,999 ia 5.4 39 2.4 4.1 565.7 91.7
15,000 - 24,999 3.3 4.7 33 2.1 3.3 3395 a7.1
H000 o e 2.7 32 29 1.8 3.0 183.4 100.0
All mcomes g1 11.4" 86" 47" 91! 6,294.0

Consis delinition of invome (income From il sources), Income reported received in 1970,
Cumunlated from lowest Gamily income cliss,
Arithmetic mean,

115, Bureau of the Census. Residential Finanee Survey, 1970 (conducted in 1971), special tabulstions prepared for the
Advisary Commission on Intergovernmental Relations. Reul estate tax daty were compiled for properties acquired prior to
1970 und represent fases paid during 1970,

Sullfvy:

18



TABLE 4—REAL ESTATE TAXES AS A PERCENTAGE OF FAMILY INCOME FOR
ELDERLY AND NON-ELDERLY SINGLE-FAMILY HOMEOWNERS,
BY INCOME CLASS, 1970

Real estate tax as a % Exhibit: Number of homeowners (000)

of family income I e e

Family income! Elderly Non-elderly . Elderly Non-elderly
' Total % of % of
(age 65 and over) {under 65) Number | 1total Number | total

Less than $2,000 15.8 189 1,719 1,281 745 438 255
2,000 2999 9.5 10.1 1,289 906 70.3 383 29.7
3,000 3,999 80 7.2 1,398 826 59.1 572 109
4,000 - 4,999 7.3 5.5 1,343 652 48.6 €91 51.4
5000 - 5999 6.2 5.1 1,366 437 32.0 928 68.0
6,000 - 6,999 5.8 4.3 1,530 389 254 1,141 74.6
7.000 - 9,999 4.8 41 5,377 715 13.3 4,663 86.7
10,000 - 14,999 39 3.7 8,970 566 6.4 8,345 936
15,000 - 24,999 33 33 6,337 340 5.4 5,997 94.6
25,000 or more 2.7 _ 2.9 1.877 183 9.8 1,694 90.2
All incomes 8.1? 4.1 31,145 6,294 202 | 24,851 79.8

Census delinition of income (income from all sources). Income reported recejved in 1970,
Arithmeric mean.

Source: UL, Bureau of the Census, Residential Knance Surver, F970 (conducted in 1971), special tabulations prepared for the
Advisory Commission on lofergovernmental Relations. Real estate tax data were compiled for properties acquired prior to
1970 and represent taxes paid during 1970,

19
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TABLE 7-AVERAGE EFFE
HOMES WITH FHA INSURED MORTGAGES, B
YEARS 1958-1971"

CTIVE PROPERTY TAX RATES, EXISTING SINGLE-FAMILY
Y STATE AND REGION, SELECTED

State and Region 1871 1966 1362 1958 State and Region 1971 1966 1962 ; 1958
t
United States 198 1.70 153 1.34 || Southeast :
] Virginia 1.32 113 103 ' 80
Nuw England , ) o B West Virginia 69 71 79 56
Manne 1 243 | 217 ) 181 | 158 yentuery 127 | 103 | 94 | 03
New Hampshire 314 | 238 | 203 ) 181 Tennessee 183 | 1.37 1.18 97
Vermont 253 | 227 | 210 | 163 North Carolina 188 | 1.3 117 90
Massac 313 | 276 ) 247 2.21 South Carolina 04 60 53 a8
Rhode | 2.21 1.96 193 1,67 Georgia 1.44 170 o4 34
Connecticut 2.38 201 1.75 1.44 Florida 1.4 1.09 66 96
Middsast Alabama .B5 66 52 56
Nemw York 2.72 2.40 2,23 2.09 Mississippi 96 a3 76 £l
New Jorsey 3.01 757 2.22 1.77 ' Louisiana 56 43 .49 52
Pennsylvinia 2.16 1.88 1,75 1.60 Arkansas 1.14 1.09 1.09 84
Dalawar e 1.26 1.14 91 71
Maryland 224 | 208 | 174 | 147 | Southwest )
Dist. of Cotumbia 180 | 137 | 1.18 | 108 Oklahoma 136 1 1l 86 B6
Texas 1.91 1.62 1.44 1.36
Great Lokis New Mexico 1.70 1.30 a8 83
Michigan 7,02 1.81 1.76 1.45 Arizona 1.65 2.41 2.27 214
Ohin 1.47 1.44 1.24 1.07
Ineina 1.96 1.64 86 84 Rocky Mountain
Hinois 2.16 198 1.79 1.35 Montana 2.18 1.70 1.58 1.32
Wisconsin 3.01 2.31 2.24 182 idaho 1.72 1,23 1.13 1.14
o Wyoming 1.38 1.34 1.27 1.17
Fains N _ Colorade 2.45 2.20 1.85 1.72
Minnesota 2.05 214 1.79 1.87 Utah 1,49 1.52 1.31 108
lowa 2.63 212 1.66 1.34
Missour 1.79 1.64 1.36 112 || FarWest
North Dakota 2.08 1.81 1.70 1.54 Washington 1.62 1.14 1.12 82
South Dakota 2.71 2.64 2.31 2.01 Orege - 2.33 1.98 1.83 1.85
Nebraska 315 | 2.67 184 | 190 Nevaa 1.48 1.47 1.3 1.06
Kansas 217 | 196 | 192 | 1.65 Califo: 248 | 203 | 171 ) 180
ans ' = < 53 Alasks 1.61 1.42 1.24 112
—-continved next calumn— Hawaii az 21 77 62

souree:

Lffective tax rate is the pereentage that 1

Computed by AC
Administration, Statistics Section, Data

IR staff from datn contained in U.S, Department

203:1971 duta from unpublished FHA tbulations,

22

ax liability ix of ihe market ot true value of the house.

of Housing and Urban Development, Federal Housing

for States and Selected Areds-on Characteristics of FIIA Operations Under Section



TABLE 8—~AVERAGE EFFECTIVE PROPERTY TAX RATES, EXISTING SINGLE-FAMILY
HOMES WITH FHA INSURED MORTGAGES, 50 LARGEST SMSA'S, BY REGION,
SELECTED YEARS, 1958-1971'
Standard motropolitan | 4979 | 496 | 1962 | 1958 | Standard metropolitan | 4979 | 4955 | 1962 | 1958
R statistical area & region . ) )
213 1.95 1.71 1,42 Plains—continued
Nuw Englangd St. Louis 2.08 1.82 1.51 1.14
Boston 321 2.70 2.46 2?% Southeast
Hartford 288 | 222 | 1.96 | 156 Atlanta 152 | 150 | 104 { 097
Frovidence 2.34 2.04 2.01 1.72 Birmingham 0.98 0.84 0.68 0.66
Mideant Louisville 1.29 1.09 1.03 1.01
Albany 245 | 244 | 255 | 213 Memphis 198 | 1.80 1.61 1.05
Baltimore 2.25 2.37 1.96 1.59 Miami 1.40 1.25 0.82 073
Buffalo 224 | 270 | 2.31 1.82 New Orleans 043 | 038 | 055 | 053
New York EES 2.49 225 210: Narfalk 1.13 DSS GSQ 0986
Newark 2093 263 2.21 ' Tampa 1,50 1.04 0.82 0.98
Paterzon 253 23‘) 202 b Southwest
Philadﬁlﬁhia 398 Eéﬂ 2.20 1.7(? Dallas ia3 1.43 1.26 127
Piﬁﬂjllfgh 7.46 1.83 1.67 1 .‘%E Ft. Warth 2.21 197 1,73 1.70
Rochester — 2721 213 ] 195 | 186 poigan | 18 | 167 | 136 | 124
Graat Lakes Phaenix 1.62 258 2.36 2.18
Akiruﬁi o 1.82 1.58 1.32 1.20 San Antonio 2.21 184 1.86 1.65
Chicago 216 | 2.02 195 1.39 || Rocky Mountain
Cincinnati 1.52 1.60 135 1.11 Derver 2.45 2.17 1.86 1.69
Claveland 1.88 1.62 1.29 1.23
Columbus 1.53 1.33 1.11 0.86 Far West
Dayton 1.38 1.51 1.32 1,09 Anaheim 2.19 1.94 NA NA
Detroit 2.03 1.86 1.87 1,56 Los Angeles 285 2,17 1.71 1.44
Indianapalis 2.29 2.10 1.06 0.84 Portland, Oregon 2.28 2.0 1.77 1.58
Milwauk es 352 2.71 2.62 103 Sacramento 2,44 2.19 1.84 1.65
Toledo 1.30 1.37 i.19 0.95 San Bernardino 2.24 200 1.75 1.58
) San Diego 1.98 1.98 1.74 1.68
Plains N , B San Francisco 2.76 196 | 1.64 1.53
Kansas City 176 | 168 | 135 | 116 San Jose 261 | 212 | 18 | 182
Minneapalis 2,08 2,16 1.82 1.67 Seattle i.82 1.17 1.14 091
—-continued next cofumn-— ) :

NA  Data nol available

* New York - Northeastern New Jersey
** Included in New York —Northeastern New Jersey
' Efective tax rate is the percentage that tax liability is of market or true value of the house,

Source: Computed by ACIR staff from U.S. Department of Housing and Urban Development, Federal Housing Administration,

Statistics Section. Data for States and Selected Areas on Characteristics of FHA Operations Under Section ?03 1971 data
from unpublished FHA tabulations.
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OF STATE-LOCAL TAX EFFORT-STATE-LOCAL TAXES AS A

CAPACITY, BY STATE AND REGION
(Dollar amounts in millions)

STATE PERSONAL INCOME ADJUSTED FOR TOTAL TAX

Personal Ratio ot Personal incame Tatal Ralative tax effart
income ACIR eapacity adjusted for state-local (collections as %
1870’ index to “tax capaeity”’ tax collections, of adjusted
State and region personal income | [col.(1) x cal.(2)] 1870.71 personal income)
indax [col.{d) = col.(3}]
{1966-67)"-
{1 {2) (3) (4) 5)
Umited States” $797,377 $801,085 $94,541.0 11.80
Niny England
Maine 3,226 0976 3,149 412.3 13.09
New Hampshire 2,686 1.158 3,110 2859 9.19
Vermont 1,641 0.989 1524 2268 14.88
Massachusetts 24,750 0.891 22,052 3,1585 14.32
Rhade Istand 3,726 0.883 3,290 447.3 13.60
Conngcticut 14,638 0.936 13,701 1,6428 11.99
Micleast
New Yark 86,391 0.908 78,443 12.664.2 16.14
Now Jersey 32930 0.922 30,381 3,63295 11.98
Pennsylvania 48,579 0510 42 387 §,278.7 12.45
Daolaware 2,384 1.060 2538 278.7 10.98
Maryland 16,877 0.927 15,645 2,032.7 12.99
Great Lakes
Michigan 36,785 1.013 37,263 4,420 8 11.86
Dhio 42 501 09862 40,886 39218 959
Indiana 19,721 0.961 18,952 - 2,1186 11.18
iHinais 49 961 0.958 47 863 5,749 0 12.01
Wisecansin 16,457 0.940 15,470 2,394.2 15.48
Plains
Minnesota 14,732 0.979 14,423 18318 13.39
lowa 10,613 1.030 10,931 1,285.6 11,76
Migsouir 17,427 1.021 17,793 17125 9.62
North Dakota 1,857 1.122 2,128 2622 12.32
South Dakota 2,107 1.096 2,309 ' L2917 12.63
Nelraska 5,649 1.1 6,276 652.8 10.40
Kunzas 8,808 1.082 9,530 940.1 9.86
Southeast
Virginia 16,986 0.877 16,595 1,755.0 1058
West Virginia 5,297 1.027 5,440 585.1 10.76
Kentusky 9,990 1.053 10,619 1,038 9.87
Tennesses 12,091 1.040 12,575 204.8 9.58
Narth Carelina 16,383 1.013 186,596 730.5 10.43
South Carolina 7614 0.928 7066 781.6 11.06
Georgia 15,434 1.000 15,434 1,648.7 10.03
Florida 25,077 1.169 26378 9.00
Aljabama 9,925 1.014 959.2 953
Mississippi 5,755 1.085 5,24 701.8 11.24
Louisiana 11,128 1.237 13,7656 1,386.5 10156
Arkansas 5517 1.132 5,245 5229 8.37

O
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PEHCENTAG (3 STATE PEHSQNAL INCDME ADJLJSTED FDR TQTAL TA}(
CAPACITY, BY STATE AND REGION
(Dollar amounts in millions)

Personal Ratia of Parsonal income Totai Realntive tax affort
inmmla ACIR capacity adjustad for stata-local {cellactions as %
1970° indax to “tax capagity”’ tax collections, of adjustad
Stats und region parsanal ineoma | leal.(1) x col.(2}] 1970.71 parsorial incoma)
- index {col.{4) = col.(3)]
(1966-67)°
(1 (2) {3) {4) {5}
Southwast
Oklahoma 8570 1.279 10,633 8420 8,00
Tasas ' 40213 1.126 45,280 3,9269 8,67
New Mexico 3,183 1.190 3,788 402.9 - 10.G64
Arizana 6,487 1.105 7,168 855.1 1193
Raeky Mountain
Maontana 2,400 1.167 2,801 299.3 10.69
kisho 2,340 1.123 2,628 2919 11,11
Wyorning 1,227 1516 1,860 164.2 g83
Colorado 8,623 1,072 9,137 102186 11.18
Utah 3,443 1.036 3667 42559 11.94
Far Wast?
Washington 13,602 ' 1.037 14,108 1,679.3 11.91
Qregan 7816 107 2,371 898.0 10.73
Nevada 2.244 1.462 3,281 293.7 834
California B8,863 1.060 94,195 12,1990 1285
Alaska 1,399 0.846 1,184 146.0 12,33

Hawaii 3472 03952 3,305 484.2 14,65

I!mczl (umm‘v iJHd [;jjarr nj .Smh’ :md Im‘al ;lreas pmmh L‘sill!’hl!g‘i of what .':m.zt; gml lm ll gmcrnmultx waotilld mlIL.Ll i they
imposed national average tax rates to (he various (as bases—property. income, sles—they have and can tax, including such sources as
tourisni and mtural resources. The ratio of thiy index of tix @pacity to an index of personal income as of 1966-67, the latest year for
which the comprehensive cipascity measure has heen prepared, was used to modify State personal income in 1970 to reflect the ‘sl'll‘ ;
entire relative tax capacity. Actual State-local tax collections for 1970-71 were divided by the amount of the entire relative tax capuc
1o obtain the State’s relative tas effort.

i

ULS, Department of Commnterce, Survey of Current Business, August 1972, p. 25.
*ACIR Report M58, pp. 120-121.
Exctuding the Distriet ol Columbia.

Facluding Alaska and Hawaii,

Souree:  ACIR St
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TABLE 11-COST OF RAISING PER-PUPIL SPENDING IN ALL LOWER SPENDING DISTRICTS
TO SPECIFIED PUPIL PERCENTILE SPENDING LEVELS, BY STATES, 1969-70
(In Mill?;}ns ?f Dollars)

States

Exhibit:

Cost of laveling up per-pupil spending to—

State-local
expendituras
for local
schools

90th
pupil
percentile

80th
pupil
percentile

70th
pupil
pereentiie

60th
pupil
percentile

50th
pupil
percentile

Alabama
Alaska
Afrsonia

California
Colornmlo
Connecticut
Dalaware
Flarida
Geargla
Hawiiii

letaho

IHlinois
Intisana

lowa

Kansas
Keantucky
Lauisiana
Maine

Mar yiand
Massachuselts
Michigan
Minnesota
Mississippi
Missouri
Maontana
Nebraska
Nevadia

New Hampshire
Niw Jersoy
New Mexico
MNew York
Narth Careling
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhaode Isfand
South Carolina
South Dakota
Tennassoe '
Utah
vermont
Virgimga
Washingtan
Waest Virginia
Wisconsin
Wyoming

$37,301.2'
428.1
88.3
347.3
2336
4,113.7
400.7
616.3
130.2
1660
729.3
167.8
111.6
0267
947 8
607.5
4238
445.4
5348
150.3
865.0
956.7
9220
9204, -
2822 .
783.2
130.6
265.8
1009

—_

fs )

—

—_
I~ T
o
-~
Y

£6928.8
11.2
97.1
410
8159
728
140.6
326
127.8
176.6
0-
36.2
458.1
1289
94.1
76.1
629
60.2
26.1
188.6
259.9
364.4
120.6
45.7
12159
68.4
53.8
8.3
19.3
317.5
26.7
609.2
95.0
19.7
518.4
619
62.0
504.7
48.2
3.2
22.4
98.9
2950
12.9
241
145.1
120.7
332
101.3
29.2

$4,333.2
25.2

99

69.7
22.4
455.6
72.9
94.6

1.8
127.8
65.8

0-
16.1
3425
90.8
48.3
30.6
629
33.1
19.3
334
139.0
215.6
87.5
39.7
120.6
39.0
229
1.4
13.1
188.9
15.4
331.2
50.2
16.3
290.5
a1.4
379
293.8
19.7
220
125
72.9
168.4
9.2
159
145.1
91.0
186
67.3
17.5

$3,095.9
201
4.5
48.8
18.1
267.7

. 501
71.8
5.8
92.4
3141

.0-
16.1
3425
84.7
36.3
20.2
360
22.2
12.4
33.4
81.8
.150.2
67.5
25.3
731
22.8
14.7
1.4
9.3
126.9
5.8
331.2
43.2
9.6
211.3
27.9
22.7
210.2
15.4
16.9
7.0
61.8
113.2
6.8
14.0
78.9
65.9
13.9
43.8
9.4

$2,288.2
149

05

21.0
14,7
2220
21.2
42.7

3.1

51.7

289

35.4
6.7
161.6
17.0
185
137.7

9.2

8.6
37
39.8
734
1.7
10.0
51.4
52.2
12.8
28.1
4.5

51,662.4
1.0
as

16.8
9.2
186.2
18.6
29.1

Noie: Costs of leveling-up are based on State reports of school district per pupil expenditures. There has been no attempt to make per
pupil expenditure caleulations comparable within or smong States, and the indieated leveling-up costy are ta be considered anly rough ap-
proximations.

U Excluding the District of Columbia,

President’s Commission on School Finance, Review of Existing State School Finance Programs, Vol. 1, with additional
analysis by the US.0.L.

Souree:
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PROPERTY TAX RELIEF FCR LOW INCOME ELDERLY HOMEOWNLAS
GROWING STATE CONCERN

T — ”7;”;;7 fpr of Relief ﬁrgg“am B B 7
State Financed State Mandated--locally State Authorized--1
) (25 States) financed (15 States) | financed (0 States)
7 Adopted prior LQﬁ%E?L
Lauisiaﬁai/;/ 'klaPcmdi! Rhode
Mississippi~ Indiana (A-1957,L-1971) N.YL -1
hew Jersey (A-19 S,L—lg?EJ Mass. (A-1963, L-1971) Utah (A-1967, 1L-1969)
Wisconsin*(A-1964, L-1971) Georgia (A-1964, L-1872) NLH. {(A-10e9, L-i9710
Conn. (A-196E%) Delaware (A-1965, L-15639)
Mi zhlhen (A=1965, L-1970) Maryland (A=1967, L-19&¢
Calif.* (A-1967, L-1971) Hawaii (A-1969, L-1972)
iowa tA—;SD!,-L*iQ?I) © Ideho (A-1963, L 1972
M*uﬂ {A=1967, L-1971) . Montana (A- 195? L-13971)
5, L-1€ : N. bDzkota (A- 1969)
Adcpted in 1971
Coicurado* {(L-1972) Alabama Virginia (L-1972)
Florida - Kentucky
Mainew North Carolina
Chio* (L-1972) Washington (L-1972)
Cregon*
Pennsylvania*
Seuth Carolina
, Adopted in 1972
Alaska South Dakota Texas
Illinois™* . '
Nebraska
New Mex.ico*
Tgnﬂéssee
West V;rg;nla
Adopted in 1973
Arkansas* -=-= ---
fF--States 1isied according to date of adoption (A). 1he date Of most recent liberal-
tion 1is also noted (L). Prgpesais for the establishment of a State financed program

» riow under active consideration in the five jurisdictions that have no tax relief
i arizona, Missouri, Nevada, Wyoming, and the District of Columbia. In
pproximately 15 other 5tate&, prapgsal; for liberalization are under active consideration.

saker! --tax relief phases out as household income rises.
- ivn tax relief under zenersi romestead tax relief provisions. The State
local governments in Louisic~=z and Mississippi.

Updated to February 12, 1973--ACIR
O
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WHAT IS ACIR?

The Advisory Commission on Inter-
governmental Relations (ACIR) was
created by Federal Law in 1959. ACIR
is a permanent bipartisan body repre-
senting the executive and legislative
branches of Federal, State and local
government, and the public. It gives
continuing attention to the critical areas
of friction in Federal-State, Federal-
local, interstate and interlocal relations.

Nine of the 26 Commission members
represent the Federal Government, 14
represent State and local government,
and three the public-at-large. Six are
Members of Congress—three Senators
appointed by the President of the Sen-
ate and three Representatives appoint-
ed by the Speaker of the House. The
President appoints 20: three private
citizens, three Federal executive offi-
cials, four governors, three State legis-
lators, four mayors and three elected
county officials. State and local mem-

bers are nominated by the national
general government organizations. Of
the Members of Congress, two from
each House must be of the majority
party. Of the State and local officials
no more than two of each category may
be from the same party. Members are
appointed for two year terms and may
be reappointed. The Commission
names an Executive Director who
heads a small professional staff. The
Commission selects for investigation
specific intergovernmental issues.

In developing its policy recommen-
dations ACIR follows a multi-step pro-
cedure that assures review and com-
ment by representatives of all points
of view, all affected levels of govern-
ment, technical experts and interested
groups. ACIR then debates each issue
and formulates policy positions. Policy
recommendations are translated into



The full report, Financing Schools and Property Tax Relief—A State Responsibility, is to be
published in Spring of 1973. For information regarding the availability of the full report and an
information report on the value-added tax, write to the Advisory Commission on
Intergovernmenta! Relations, Public Finance, Washington, D.C. 20575, :




