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While politicians in Washington 
lnalte painfully slow progress to- 
warcl resolving their battle over the 
size of governnient, state legisla- 
tures have apparently committed 
themselves to ~iiaking d o  with less. . . 1 his past year-for the first time in 
a clecacle-the total value of state 
tax cuts exceeded the value of state 
tax increases. 

The National Conference of State 
Legislatures reports that 25 states 
cut taxes by a combined total of 

S2.1 billion, while 14 states boosted 
taxes by a combined total of $910 
million. Most of the increase was 
concentrated in taxes on  hospitals, 
nursing homes, and other health 
care providers, as states use these 
revenues to pay their share of Med- 
icaid, one of the fastest-growing 
state I~uclget items. The largest cuts 
occurred in North Carolina, I'enn- 
sylvania, Oregon, and New Jersey, 
each of which reduced taxes by 
rnore than $250 million. In contrast, 

New York (which anticipates a sub- 
stantial loss of Medicaid funcls if 
fecleral 11lock grants are enacted) 
and Illinois each saised taxes by 
more than $250 million. 

Whether sollie states will illti- 
mately regret such bold ~noves  will 
not be revealed until the federal 
government decides whether to give 
them long-promisecl block grants 
mcl increasecl autonomy over 
spending on various programs. 

(coii'tin~led on next page) 
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Regional Conditions (cont.) 

Real personal income growth, percent 
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Sales tax revenue as a percentage of total state tax collectionsa 

a. Sales tax revenue includes general sales and gross receipts. 
b. Excludes states with no sales tax. 
SOURCE: U.S. Department of Commerce, Bureau of the Census and Bureau of Economic Analysis. 

Another area in wl~ich state policy 
may presage federal policy is the 
structure of the tax system. For in- 
stance. there has heen ~nuch  clebate 
about nrhether the federal tax cocle 
discourages saving a11cl xvork effort. 
i\iIany economists lxlve suggested 
that a u~liform national sales tax 
would be a more efficient way to 
raise needecl tax revenues and en- 
courage saving. They I~elieve that 
the addition31 saving would result in 
greater investment, enhancing the 

procluctivity of workers and raising 
their earnings. 

States' tax codes exhibit varying 
clegrees of reliance on sales taxes 
:~nd thus may suggest how increas- 
ing taxes on consumption coulcl af- 
fect economic growth. In 1993, 33% 
of' total state revenues were gener- 
atccl by sales taxes, a figure vil-tually 
~~nchangecl from 1988. The propor- 
tion of state revenues raised by a 
sales tax in 1993 mngecl from zero 
(in Al:lska, Delarvare, Montana, 

Oregon, ancl New Hampshire) to a 
high of 60% in \'ashington state, 
nit11 the media11 state gamering 31% 
of its revenues from a sales tax. 

There is no  obvious connection 
l~ebveen reliance on sales taxes anel 
growth, however. Froxn 1988 to 
1993, residents of states that relic:cl 
Illore heavily on sales taxes clicl not 
experience greater overall growth in 
re:d personal incorne than clid resi- 
clents of other states. 

http://clevelandfed.org/research/trends
February 1996

Best available copy


