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When the  Reagan A d m in i s t r a t i o n  took o f f i c e  in 1981, i t  c o n c e n t r a t e d  
i t s  domest ic  e f f o r t s  upon n a t i o n a l  government spe nd ing ,  d e f i c i t s ,  and 
i n f l a t i o n .  I t s  major  proposed remedies have c o n s i s t e d  o f  " s u p p l y - s i d e "  
economics,  c u t s  i the  r a t e s  o f  f e d e r a l  spending on n o n - m i l i t a r y  p ro 
grams and a r e t u r  to  g r e a t e r  s t a t e / l o c a l  r e s p o n s i b i l i t y  f o r  p u b l i c  p o l 
i cy i n i t i a t i v e s  ar.d f i n a n c i n g .  I t  i s  wi th  t h i s  l a s t  a s p e c t  o f  the  Reagan 
p ro p o sa l s  t h a t  the  p r e s e n t  work i s  concerned:  the  impact  and p o l i c y  
i m p l i c a t i o n s  o f  f e d e r a l  d e c e n t r a l i z a t i o n  on Arkansas .  The op t i o n  o f  a 
s t a t e  t a x  i n c r e a s e  i s  exp l ore d  as Arkansas '  r e sp onse .

S t a t e s '  S i t u a t i o n

S t a t e s  have v a s t l y  i n c r e a s e d  t h e i r  spend in g ,  e . g . ,  335 p e r c e n t  in 
1966-1979, whi le  f e d e r a l  a i d  to  the  s t a t e s  was doubl ing dur ing  the  l a s t  
20 y e a r s ,  r e ach in g  a 25 p e r c e n t  average o f  s t a t e  e x p e n d i t u r e s . 1 Arkansas '  
343 p e r c e n t  i n c r e a s e  in spending (1966-1980)was a t  a 3 p e r c e n t  g r e a t e r   
i n c r e a s e  than the  s t a t e ' s  pe r  c a p i t a  income i n c r e a s e  (13 p e r c e n t  compared 
to 10.3 p e r c e n t ,  1974-1979).  To make up f o r  t h i s ,  Arkansas has become 
more dependent  than the  average  s t a t e  on f e d e r a l  funds :  some 34.6 p e r 
ce n t  o f  Arkansas '  genera l  r evenues  a r e  f e d e r a l  funds.

The f e d e r a l  funds have,  o f  c o u r s e ,  been used to  fund s t a t e  p u b l i c  
goods and s e r v i c e s  t h a t  would have o th e rw is e  n e c e s s i t a t e d  s t a t e / l o c a l  
i n c r e a s e s ,  o r  not  o f f e r i n g  th e  s e r v i c e s .  Four a r e a s  o f  e x p e n d i t u r e s  a re  
in e s p e c i a l l y  v i t a l  s t a t e  s e r v i c e s  and have e x h i b i t e d  r a p i d  e x p e n d i t u r e  
i n c r e a s e s  dur ing  1960-1980: p u b l i c  w e l f a r e  (587 p e r c e n t ) ;  ed uc a t i on  
94 p e r c e n t ) ;  highways (41 p e r c e n t ) ;  and h e a l t h  and h o s p i t a l s  (779 p e r c e n t ) .  
Federal  a i d  in th e s e  a r e a s  has averaged 71 p e r c e n t  o f  p u b l i c  w e l f a r e ,  18 
p e r c e n t  o f  e d u c a t i o n ,  34 p e r c e n t  o f  highways,  and 25 p e r c e n t  o f  h e a l t h  
and h o s p i t a l  e x p e n d i t u r e s . ^  These fou r  a r e a s  c o n s t i t u t e  70 p e r c e n t  o f  
Arkansas '  e x p e n d i t u r e s  in  1982 and the  s t a t e  i s  obv iou s ly  going to  be 
h a r d - p r e s s e d  to  r e p l a c e  an e s t i m a t e d  22 p e r c e n t  r e d u c t i o n  in f e d e r a l  fund
ing in 1983.4

A P o s s i b l e  Response in Arkansas

The Arkansas response  to  the  l o s s  o f  f e d e r a l  a i d  and lowered f e d e r a l  
spending f o r  domest ic  programs may invo lve  se v e r a l  combinat ions  o f  a l t e r 
n a t i v e  spend ing.  The a l t e r n a t i v e  examined in t h i s  paper  i s  a t ax  in c r e a s e .

1U.S.  Department o f  Commerce (1966 and 1977).
2U.S.  Department o f  Commerce.3

S ta t e  C bvem m ent and F in a n c e s , (1960-64 and 1966-80) .
4S ta te  o f  Arkansas* A nnual F in a n c ia l  R e p o r t f o r  19 82; S t a t e  o f  th e  

S t a t e s j 19 83.
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Arkansas Revenue S i t u a t i o n

General  r evenues f o r  the  S t a t e  o f  Arkansas f a l l  i n t o  t h r e e  c a t a g o r i e s :  
t a x e s ,  c u r r e n t  c h a r g e s ,  and m i s c e l l a n e o u s  g en e ra l  r even ue .  For t h e  p u r 
pose o f  t h i s  s t u d y ,  emphasis  w i l l  be p la ce d  on ly  on major  revenue s o u r c e s .  
The major  revenue so u rc e s  a r e :  ge ne ra l  s a l e s  and g r o s s  r e c e i p t s  t a x e s ,  
motor f u e l s  t a x e s ,  a l coh o l  and tobacco  t a x e s ,  c o r p o r a t e  n e t  income t a x e s ,  
i n d i v i d u a l  income t a x e s ,  and motor v e h i c l e  and o p e r a t o r  1 cense  t a x e s . 5

General  r evenues  f o r  the  S t a t e  o f  Arkansas have e x p e r i e n c e d  c o n s i s 
t e n t  i n c r e a s e s  in  th e  p a s t  f i f t e e n  y e a r s .  To ta l  ge n e ra l  r evenues  i n c r e a s e d  
by 318 p e r c e n t  between 1966 and 1980. During th e  same p e r i o d ,  t a x e s  com
p r i s e d  an average o f  57 p e r c e n t  o f  t o t a l  gene ra l  r e v e n u e ,  w h i l e  f e d e r a l  a i d  
accounted  f o r  34 p e r c e n t  o f  t o t a l  gen era l  r evenues  (Table  1) .

S a l e s  t a x e s  have c o n s i s t e n t l y  been Arkansa s '  main so ur ce  o f  t a x  r e v e 
nue over  the  p a s t  f i f t e e n  y e a r s  (Table  2 ) .  Between 1966 and 1980, s a l e s  
t a x e s  accounted  f o r  abou t  o n e - t h i r d  o f  t h e  s t a t e ' s  t o t a l  t a x  r ev enu e .  I t  
was th o u g h t  t h a t  t h e  a dop t io n  o f  a s a l e s  t a x  would p l a c e  a p o r t i o n  o f  th e  
c o s t  o f  running  t h e  government  on t h o s e  pe r so ns  who remained r e l a t i v e l y  
u n a f f e c t e d  by income and p r o p e r t y  t a x e s .  The r e s u l t  was a h i g h l y  r e g r e s 
s i v e  t a x  which has been s h i f t e d  forward to  th e  consumer as a p o r t i o n  of  
p rod uc t  c o s t s  (Oldman and S h o e t t l e ,  1974, p . 3 ) .

Between 1967 and 1980 Arkansas i n c r e a s e d  i t s  motor  f u e l s  t a x  r a t e  
from 7 .5  c e n t s  t o  9 .5  c e n t s  pe r  g a l l o n  o f  g a s o l i n e .  During t h a t  p e r i o d ,  
the  revenues  from t h e  t a x  i n c r e a s e d  by 115 p e r c e n t .  Although th e  motor  
f u e l s  t a x  i s  s t i l l  a major  revenue s o u r c e ,  the  amount o f  r evenue g e n e r a t e d  
from th e  t a x  has s t e a d i l y  d e c l i n e d  as a p e r c e n t a g e  o f  t o t a l  t a x  reven ue .

Alcohol and tobacco  t a x e s  a r e  a n o t h e r  major  so u rce  o f  t a x  revenue .  
Revenues from a l co ho l  and tobacco  t a x e s  i n c r e a s e d  by 216 p e r c e n t  between 
1966 and 1979, y e t  d e c l i n e d  in impor tance  as a p e r c e n t a g e  o f  t o t a l  t a x  
revenue .  Alcohol  and tobacco  t a x e s  may be r a i s e d  in  the  name of  t h e  p u b l i c  
h e a l t h  by a r g u in g  t h a t  high t a x e s  on t h e s e  p r o d u c t s  a r e  an i n c e n t i v e  f o r  
people  to  avoid  such harmful  h a b i t s .  Ye t ,  a l co ho l  and tobacc o  t a x e s  do 
no t  d i s s u a d e  consumers as much as the y  p ro v id e  a c o n s i s t e n t l y  l a r g e  f low 
o f  funds i n t o  th e  s t a t e  t r e a s u r y  (Sh ark an sky ,  1972,  p . 54) .

Another  major  so ur ce  o f  r e v e n u e ,  second on l y  t o  t h e  s a l e s  t a x  as a 
p e r c e n t a g e  o f  t o t a l  t a x  r e v e n u e ,  i s  t h e  i n d i v i d u a l  income t a x .  U n l i k e  
the  motor  f u e l s  and a l co ho l  and tobacco  t a x e s ,  r evenues  from th e  i n d i v i 
dual income t a x  have i n c r e a s e d  as a p e r c e n t a g e  o f  t o t a l  t a x  revenue over  
t he  p a s t  f i f t e e n  y e a r s .  Perhaps  th e  most a s t o u n d i n g  f a c t  about  r evenues  
from i n d i v i d u a l  income t a x e s  i s  t h a t  between 1966 and 1979, th e y  i n c r e a s e d  
by 1535 p e r c e n t .  This  t remendous revenue i n c r e a s e  can be a t t r i b u t e d  to  
s e v e r a l  f a c t o r s ,  such a s :  p o p u l a t i o n  i n c r e a s e s ,  i n c r e a s e s  in i n d i v i d u a l  
income due to  economic g rowth ,  i n d u s t r i a l  dev e lopment ,  and i n f l a t i o n .

5Arkansas L e g i s l a t i v e  C ouncil  (Oct.  15, 1981, p p . 1 -10 .
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Table 1. Revenue Increases and Federal Aid in the State of Arkansas1966-1980

Total
Revenue(Millions)

Federal Aid As 
Percentage Of Total Revenue

Annual Percentage 
Increase In Total 

Tax Revenue
Revenue  Sharinq (Millions) 

1980 $1,933. 35.9% 10.7% $22.6
1979 1,798. 35.4 10.6 22.2
1978 1,599. 36.4 11.9 22.9
1977 1,395. 33. 10.7 23.3
1976 1,321. 35.9 11. 22.3
1975 1,139. 27. 7.9 21.9
1974 994. 30.5 15.7 22.8
1973 914. 34.6 13.7 $24.8
1972 812. 35.2 21.
1971 669. 34.2 8.3
1970 613. 33.8 10.4
1969 563. 34.5 9.6
1968 519. 36.2 2.1
1967 500. 35.8 7.2%
1966 $ 462. 35.5%

1. Percentage increase in Total Revenue between 1966 and 1980: 318%
Annual percentage increase in Total Revenue: 8.9%

2. Percentage in Federal Aid between 1966 and 1980: 324%
Annual percentage increase in Federal Aid: 11.6%

3. Percentage increases in State tax collections by type of tax,
1966-1979: General sales and gross receipts - 310%; Motor fuels - 
115%; Alcohol and Tobacco - 216%; Individual income - 1,535%; Cor
porate net income - 304%; Motor vehicle and operator license 106%.

Source: Compiled from data in U.S. Bureau of the Census, Statistical 
Abstracts, State Tax Collections, By Type of Tax— States: 1964-1980, 
and Revenue, Debt, and Expenditures— States: 1967-1980.
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Table 2 . Arkansas Major Tax Sources (As a Percentage o f  Total Tax Revenue)

General  Sa les  & 
Gross Re ce ip t s

Motor
Fuels

Alcohol  & 
Tobacco

In d i v i d u a l  
Income Tax

Corpora te  Net 
Income Tax

Motor Vehic le  & 
Oper a to r  License

1979 34.8% 13.% 7. % 23. % 8.4% 5.3%

1978 34. 14. 7 .5 22. 9 .1 5 .4

1977 34. 15. 8. 20 .5 8 .3 5 .4

1976 33. 16. 8 .5 20.5 7.7 6 .1

1975 32. 17. 8 . 9 19.3 8 .3 6 .3

1974 29.5 18. 9 .3 19.3 7.6 6 . 4

1973 32. 18. 10. 17. 7 .3 6 ,9

1972 31.5 19. 10.5 15.2 7. 7 .4

1971 31.6 21. 10.3 11.6 6 . 8 8 .4

1970 31.1 21. 10. 12.3 7 .4 8 .5

1969 32.6 22. 8 .2 12. 7. 8 .2

1968 32. 23. 8 .3 11. 6 . 7 10.3

1967 31.2 22. 8. 11. 8 . 8 9 .5

1966 32. 22. 8 . 3 10.4 7 .9 9 . 8

*32. % *19. % *9. % *16. % *8. % *7 .5  %

*Average percentage  o f  t o t a l  tax  revenue during the  per iod

Source: Compiled from data in  U.S. Bureau o f  the  Census,  S t a t i s t i c a l  A b s t r a c t s ,  v o l s .  100-87 ,  S ta t e  
Governments— Revenue, Debt,  and E xpend itures— by S t a t e ,  1967-1980.



Arka nsa s ' i n d i v i d u a l  income tax  i s  by f a r  more p r o g r e s s i v e  and e l a s t i c  
than any o t h e r  v a r i e t y  o f  t a x  used by th e  s t a t e .

Corpora te  n e t  income tax  i s  an o t h e r  major  source  o f  s t a t e  revenues .  
Between 1966 and 1979, c o r p o r a t e  n e t  income t a x  revenues  ro se  by 304 p e r 
cen t  and managed t o  account  f o r  an average o f  about  8 p e r c e n t  o f  t o t a l  t ax 
revenues  dur ing  t h e  p e r i o d .  Like i n d i v i d u a l  income t a x e s ,  c o r p o r a t e  ne t  
income t a x e s  arc p r o g r e s s i v e  up to a point*  but  impose a c o n s t a n t  t ax  r a t e  
o f  6 p e r c e n t  on income o f  $25,000 o r  more.6

The f i n a l  s t a t e  revenue sources  to  be d i s c u s s e d  a r e  th e  motor v e h i c l e  
and o p e r a t o r  l i c e n s e  t a x e s .  Although th e  revenue from th e s e  t a xes  rose  by 
106 p e r c e n t  between 1966 and 1979, th e  t a x e s  decrea sed  as a pe rcen tage  of  
t o t a l  r evenue dur ing  th e  p e r i o d .

All o f  the  p reced ing  t a x  revenues  a r e  a f f e c t e d  by p op u la t io n  growth.  
Arkansas ,  a s  a l e a d in g  d e s t i n a t i o n  f o r  s u n b e l t  m i g r a t i o n ,  has exper ienced  
an 18 p e r c e n t  growth between 1970-1980 (B igg ar ,  1979, p . 33) .  The popula 
t i o n  i s  p r o j e c t e d  to  reach 2 .39  m i l l i o n  by 1990 (Biggar ,  1979, p . 33) .

P o s s i b l e  Sources  o f  Tax Revenue

To compensate f o r  l o s s e s  in f e d e r a l  a i d ,  Arkansas w i l l  be r e q u i r e d  to 
g e n e ra te  a d d i t i o n a l  r ev enu e ,  assuming t h a t  e x p e n d i t u r e s  a r e  not  c u t  and 
con t inu e  to  i n c r e a s e  a t  a c o n s t a n t  r a t e .  Between 1982 and 1987, popula 
t i o n  and t a x  revenues a r e  expected  t o  i n c r e a s e  by 4 p e r c e n t  and 66 .3  p e r 
c e n t ,  r e s p e c t i v e l y  (Table 3 ) .  These i n c r e a s e s  w i l l  cause a cor responding  
i n c r e a s e  in per  c a p i t a  t a x  burden dur ing  t h e  pe r i od  o f  59.9 p e r c e n t .  As 
shown by Table  4 ,  even g r e a t e r  i n c r e a s e s  in per  c a p i t a  t a x e s  can be ex
pec ted  in  response  to  d e c r e a s e s  in f e d e r a l  a i d .  An o v e r a l l  t ax  i n c r e a s e  
o f  25 p e r c e n t  over  the  nex t  f i v e  y e a r s  w i l l  mean an i n c r e a s e  in c u r r e n t  
per  c a p i t a  t a x  burden o f  81 p e r c e n t .

When c o n s i d e r i n g  a t a x  sys tem,  a t t e n t i o n  should be focused on the  
amount o f  r evenues  c o l l e c t e d  as compared to  the  revenue p o t e n t i a l  o f  the  
t a x in g  so u r ce s .  A 1977 review of  t ax  c a p a c i t y  and e f f o r t  in the  f i f t y  
s t a t e s  shows t h a t  Arkansas '  t a x in g  system c o l l e c t e d  $279.4 m i l l i o n  d o l 
l a r s  l e s s  than i t s  t a x  revenue p o t e n t i a l .  Those t a xes  which did  not  meet 
t h e i r  revenue p o t e n t i a l  inc luded  the  genera l  s a l e s  t a x ,  in d iv i d u a l  income 
ta x ,  l i c e n s e  t a x ,  r e s i d e n t i a l ,  c o m m e r c i a l / i n d u s t r i a l ,  farm,  and p ub l ic  
u t i l i t i e s  p r o p e r t y  t a x e s ,  dea th  and g i f t  t a x ,  and severance  t ax  (Ha ls ted  
and Weldon, 1979, p p . 26-27) .  I f  t a x e s  a r e  to  be r a i s e d ,  i t  would seem 
r ea s ona b l e  to g ive those  u n d e r u t i l i z e d  t a x es  f i r s t  c o n s i d e r a t i o n  in d e c i d 
ing which t a x e s  should be i n c r e a s e d  and by how much.

C u r r e n t l y ,  one o f  Arkansas '  major  sources  o f  tax revenue i s  the  gen- 
e r a l  s a l e s  and g ross  r e c e i p t s  t a x .  Eighteen s t a t e s ,  i n c lu d in g  Arkansas ,  
have a s a l e s  t ax  o f  3 p e r c e n t  or  l e s s .  The remaining t h i r t y - t w o  s t a t e s

6"A Summary o f  Taxes in  Arkansas" (Revised ,  1981).  (June, 1981, p p . 3 -1 1 ) .
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Table 3. Arkansas P o p u l a t i o n ,  Tax Revenue, and Per  Cap i t a  Burden
1966-87

Popula t i on
( M i l l i o n s )

Tax
Revenue

( M i l l i o n s )

Per  Cap i ta  
Tax Burden 

( D o l l a r s )

1987 2.328 * $2 ,244 .  * $964. *

1986 2.310 * 2 ,02 7 .  * 877. *

1985 2.292 * 1 ,831.  * 799. *

1984 2.274 * 1,654.  * 727. *

1983 2.256 * 1,494.  * 662.  *

1982 2.238 * 1,349.  * 603.  *

1981 2.220 * 1,219.  * 549. *

1980 2.202 1,101. 500.

1979 2.180 995. 456,

1978 2.167 853. 394.

1977 2.143 803. 375.

1976 2.117 725. 342.

1975 2.112 653. 309.

1974 2.062 605. 293.

1973 2.035 523. 257.

1972 2.008 460. 229.

1971 1.965 380. 193.

1970 1.932 351. 182.

•1969% 1.913 318. 166.

1968 1.902 290. 152.

1967 1.901 284. 149.

1966 1.909 265. 139.

*Estimated Per Capita Tax Burden
P ercentage  in c r e a s e  1966-87 594.0%
P ercentage  in c r e a s e  1966-80 260.0%

Average annual percentage  in c r e a s e  9.2%

Source: Compiled from data in  U.S. Bureau o f  Census,  S t a t i s t i c a l  A b s tr a c ts ,  
Revenues, Debt,  and Expenditures— S t a t e s ,  1967-1981,  and U.S. D ept . of  
Commerce, H is t o r i c a l  S t a t i s t i c s  o f  th e  U n ite d  S ta t e s  -  C o lo n ia l Times 
to  1970,  P a r t I t P o p u la t io n ,  p. 209.



Table 4. P o s s i b l e  I n c r e a s e s  in Per  Capi ta  Tax Burden in Arkansas t o  O f f s e t  Losses in Federal  Aid

Est imated 
Popula t ion  
(Mil l i o n s ) 1

Est imated Total  
Tax Revenue 

(Mi11i o n s ) 2

Total  Tax Revenue Needed To 
Fu l l y  Compensate For Per cen tage  
Loss In Federal  Aid ( M i l l i o n s )

Per  Capi ta  Burden As 
Inc reased  By Percentage  Loss 

In Federal  Aid ( D o l l a r s ^

5% 10% 15% 25% 5% 10% 15% |25%

1987 2,328. $2,244. i $2,304. i $2,364. i $2 ,424.  i $2,543. i $990. $ 1 0 1 5 .     i $1,041. i $1,092.

1986 2,310. 2,027. 2,083. 2,137. 2,192. 2,302. 901. 925. 949. 997.

1985 2,292. 1,831. 1,881. 1,932. 1,982. 2,083. 821. 843. 865. 909.

1984 2,274. 1,654. 1,700. 1,746. 1,792. 1,884. 748. 767. 788. 823.

1983 2,256. 1,494. 1,536. 1,579. 1,623. 1,706. 681. 700. 719. 756.

1Based on an est im ated  p op u la t ion  in c r e a s e  o f  18 ,000 peop le  a n n u a l ly .  This  f i g u r e  i s  d er ived  from a popu la t ion  
e s t im a te  for  Arkansas for  1990 found in  U.S. Dept,  o f  Commerce, H is t o r i c a l  S t a t i s t i c s  o f  th e  U n ite d  S ta t e s  
C o lo n ia l Tim es to  19 70, P a r t 1, P op u la t io n ,  p. 209.

2Figures based on a 10.7% average y ea r ly  in c r e a s e  d er ived  from in c r e a s e s  in  t o t a l  tax  revenues between 1966 and 
1980.

3Per c a p i ta  tax  burden w i l l  in c r e a s e  by 118% between 1980 and 1987 (assuming a 25% l o s s  in  f e d e r a l  a id  in  1987).



have s a l e s  t a x  r a t e s  r an g i ng  from 3.125 p e r c e n t  to  7 .5 p e r c e n t .  In 1979 
Arkansas  c o l l e c t e d  $346 m i l l i o n  from s a l e s  and g r o s s  r e c e i p t s  t a x e s .  (This  
amount o f  c o l l e c t i o n  was based on $11.55 b i l l i o n  o f  r e t a i l  g r o s s  r e c e i p t s . )  
A one p e r c e n t  s a l e s  t a x  i n c r e a s e  based on t h e  1979 l e v e l  o f  r e t a i l  g ro ss  
r e c e i p t s  (a c o n s e r v a t i v e  e s t i m a t e )  would y i e l d  an i n c r e a s e  in t o t a l  genera l  
t ax  revenue  o f  $115.5 m i l l i o n .  The revenue p o t e n t i a l  o f  th e  s a l e s  t a x  in 
Arka ns as '  budding economy i s  o b v io u s .  A s a l e s  t a x  ir  : r e a s e  o f  one p e r c e n t  
might  a l l e v i a t e  many o f  th e  problems caused by t h e  l o s s  o f  f e d e r a l  a i d .

The revenue p o t e n t i a l  o f  a s a l e s  t a x  i n c r e a s e  i s  much e a s i e r  to  p r e 
d i c t  than  would be th e  p o l i t i c a l  i n c i d e n c e  o r  t h e  p u b l i c  r e a c t i o n  t o  such 
an i n c r e a s e .  Al though t a x  i n c r e a s e s  u s u a l l y  mean p o l i t i c a l  s u i c i d e  f o r  
th o s e  o f f i c i a l s  who propose  them, a s a l e s  t a x  i n c r e a s e  o f  one p e r c e n t  may 
not  be as  p o l i t i c a l l y  d e v a s t a t i n g  as one migh t  t h i n k .  The s a l e s  t ax  tends 
to  be l e s s  obvious  to  consumers .  F u r t h e r ,  o p in io n  p o l l s  i n d i c a t e  t h a t  the  
p u b l i c  f e e l s  t h a t  t h e  s a l e s  t a x  i s  one o f  th e  f a i r e s t  o f  t a x e s .  In f a c t ,
59 p e r c e n t  o f  th o s e  Arkansans  r e c e n t l y  p o l l e d  s a i d  t h e y  would s u p p o r t  a one 
p e r c e n t  s t a t e w i d e  s a l e s  t a x  i n c r e a s e  i f  food were exc lud ed  ( p r e s c r i p t i o n  
drugs  and o t h e r  p r o d u c t s  and s e r v i c e s  a r e  a l r e a d y  e x c l u d e d ) .  However, 
w i t h o u t  t h e  food exempt ion ,  o n ly  one in f o u r  i n d i c a t e d  s u p p o r t  f o r  such a 
t a x .  In th e  p r e s e n c e  o f  a c u r r e n t  l o c a l  s a l e s  t a x  o b l i g a t i o n ,  su p p o r t  
s l i p p e d  even f u r t h e r . /  The l o s s  in p o t e n t i a l  t a x  revenue  caused  by the 
food exempt ion could  be compensated f o r ,  a t  l e a s t  p a r t i a l l y ,  by removing 
from exemption some p r o d u c t s  and s e r v i c e s  which a r e  c u r r e n t l y  exempt from 
s a l e s  t a x  such as c i g a r e t t e  and to bacco  p r o d u c t s ,  g a s o l i n e ,  ma nufac tu r ing  
and p r o c e s s i n g  m a t e r i a l s ,  b a r g e s ,  and s e v e r a l  o t h e r  goods and s e r v i c e s . 8

An a l t e r n a t i v e ,  s i m i l a r  t o  t h e  s a l e s  t a x  i n c r e a s e ,  to  compensate f o r  
a l o s s  in f e d e r a l  a i d  i s  t h e  v a l u e  added t a x  (VAT). A v a l u e  added t ax  i s  
a p p l i e d  to  p r o d u c t s  a t  each s t a g e  o f  p r o d u c t i o n .  The m a n u f a c t u r e r  pays the 
va l ue  o f  th e  o u t p u t  l e s s  t h e  c o s t  o f  th e  m a t e r i a l .  W ho le sa le r s  than pay 
t ax  on th e  d i f f e r e n c e  between t h e  w h o l e s a l e  p r i c e  and t h e  m a n u f a c t u r e r ' s  
p r i c e  f o r  th e  p r o d u c t .  R e t a i l e r s  pay t a x  on t h e  d i f f e r e n c e  between r e t a i l  
and w h o l e s a l e  p r i c e s .  Consumers pay no s a l e s  t a x  bu t  do pay a h i g h e r  p r i c e  
f o r  th e  p r o d u c t  r e f l e c t i n g  t h e  p r e v i o u s  t a x e s  l e v i e d  on p r o d u c e r s .

Proponan ts  o f  t h e  VAT s u g g e s t  t h a t  i t s  r evenue  be used to  reduce  
government  d e b t  and f r e e  funds  f o r  t h e  c a p i t a l  mark e t .  T h i s ,  th e y  say ,  
w i l l  r e s u l t  in  lower  i n t e r e s t  r a t e s  which w i l l  o f f s e t  h i g h e r  r a t e s  t h a t  
occur  when th e  Federa l  Reserve t i g h t e n s  t h e  money su p p ly .  However, the  
VAT i s  o n ly  a s h o r t - r u n  remedy. The VAT s t a b l i z e r  i s  no t  a p p r o p r i a t e  f o r  
permanent  d i s t r i b u t i o n  o f  income because  i t  p ro v i d e s  on ly  t empora ry  b u r s t s  
o f  r evenue dur in g  i n f l a t i o n a r y  p e r i o d s .

I n f l a t i o n  has become t h e  t a x p a y e r ' s  t r u e  enemy by c a u s in g  b r a c k e t  
c r ee p  and e r o d in g  th e  r e a l  v a l u e  o f  p e r s o n a l  exempt ion .  In f a c t ,  many 
t a x p a y e r  r e v o l t s  a r e  b r ought  on,  n o t  because  th e  l e v e l  o f  t a x e s  i s  so h igh ,

7A r k a n s a n s ’ A t t i t u d e  T cu a rd  T axes  (1981 ,  p. 1 7 ) .
8R e p o r t on C om para tive  R even u es  and  R evenue F o r e c a s ts  (Oct.  28 ,  1981,  

p. 9 ) .
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b u t  b e c a u s e  t a x e s  h a v e  i n c r e a s e d  s o  r a p i d l y  ( L i l e ,  e t .  a l . ,  1 9 7 8 ,  p . 2 0 4 -  
2 1 1 ) .  O n e  t a x ,  w h o s e  i n c i d e n c e  h a s  b e e n  m a g n i f i e d  b y  i n f l a t i o n ,  i s  t h e  
s t a t e  p e r s o n a l  i n c o m e  t a x .  T h e  e f f e c t  o f  i n f l a t i o n  o n  t h e  t a x  b u r d e n  o n  
t h e  A r k a n s a s  t a x  p a y e r  i s  r e l a t i v e l y  g r e a t ,  a s  i n d i c a t e d  b y  t h e  u8 0  P e a r 
s o n ' s  " r "  c o r r e l a t i o n .

O ne  r e m e d y  f o r  i n f l a t i o n ' s  a d v e r s e  e f f e c t  o n  s t a t e  i n c o m e  t a x  i s  t h e  
i n d e x i n g  o f  p e r s o n a l  i n c o m e  t a x e s .  I n d e x i n g  i s  p r o p o s e d  a s  a n  a u t o m a t i c  
a d j u s t m e n t  w h i c h  w i d e n s  t h e  t a x  b r a c k e t s  i n  a n  a t t e m p t  t o  a v o i d  i n f l a t i o n -  
c a u s e d  t a x  i n c r e a s e s  ( L i l e ,  e t . a l „ ,  1 9 7 8 ,  p p „ 2 0 4 - 2 1 1 ) .  T h i s  r e m e d y  i s  o f  
n o  h e l p  t o  t h e  s t a t e  w h i c h  m u s t  n o t  o n l y  r a i s e  e n o u g h  r e v e n u e  t o  m e e t  t h e  
r i s i n g  c o s t s  o f  p r o v i d i n g  p u b l i c  g o o d s  a n d  s e r v i c e s  c a u s e d  b y  i n f l a t i o n ,  
b u t  m u s t  a l s o  p r o d u c e  m o r e  r e v e n u e  t o  c o m p e n s a t e  f o r  l o s s e s  i n  f e d e r a l  a i d .

I n  g e n e r a l ,  i n c o m e  t a x e s  a r e  p r o g r e s s i v e  t h r o u g h o u t  m o s t  in c o m e  
c l a s s e s  b u t  a r e  r e g r e s s i v e  a t  t h e  v e r y  t o p .  H i g h e r  i n c o m e  c l a s s e s  a r e  
s u b j e c t  t o  l e s s  i n c o m e  t a x e s  a t  t h e  f e d e r a l  a n d  s t a t e  l e v e l s  ( P e c h m a n  a n d  
O k n e r ,  1 9 7 4 ,  p . 5 7 ) .  A r k a n s a s '  p e r s o n a l  in c o m e  t a x  s y s t e m  i s  p r o g r e s s i v e  
a n d  e l a s t i c  b u t  o n l y  t o  a  p o i n t .  T h e  s y s t e m  i s  p r o g r e s s i v e  u p  t o  t h e  
$ 2 5 , 0 0 0  i n c o m e  l e v e l .  A n y  i n c o m e  o v e r  $ 2 5 , 0 0 0  i s  t a x e d  a t  a  f l a t  r a t e  o f  
7 p e r c e n t . 9  T h u s ,  r e v e n u e  f r o m  in c o m e  t a x e s  c o u l d  b e  g r e a t e r  i f  t h e  p r o 
g r e s s i v e  r a t e  s c h e d u l e  w e r e  e x t e n d e d  t o  a  h i g h e r  l e v e l  o f  i n c o m e .  An 
e x t e n d e d  r a t e  s c h e d u l e  w o u l d  s e r v e  t o  o f f s e t  t h e  l o o p h o l e s  a n d  e x e m p t i o n s  
a v a i l a b l e  t o  h i g h e r  i n c o m e  c l a s s e s .  An e x t e n s i o n  o f  t h i s  t y p e  c o u l d  p o s 
s i b l y  d r a w  s u p p o r t  f r o m  t h o s e  m a n y  A r k a n s a n s  u n d e r  t h e  $ 2 5 , 0 0 0  i n c o m e  
l e v e l .  T h i s  s u p p o r t  w o u l d  h a v e  t o  b e  g e n e r a t e d  f r o m  i n c o m e  c l a s s e s  t h a t  
h a v e  h a d  lo w  v o t e r  t u r n o u t s ,  h i s t o r i c a l l y .

A n o t h e r  t a x i n g  o p t i o n  t o  i n c r e a s e  r e v e n u e  w o u l d  b e  t o  l e v y  a  s t a t e  
p r o p e r t y  t a x  ( O ld m a n  a n d  S c h o e t t l e ,  1 9 7 4 ,  p . 1 3 7 ) .  C u r r e n t l y ,  o n l y  c o u n 
t i e s ,  m u n i c i p a l i t i e s ,  a n d  s c h o o l  d i s t r i c t s  c o l l e c t  p r o p e r t y  t a x e s . 1 0
T h e r e  i s  n o  d o u b t  t h a t  a  s t a t e  p r o p e r t y  t a x  w o u l d  b o l s t e r  s t a t e  r e v e n u e s .
T h e  p r o p o s e d  a m e n d m e n t  5 9  m a n d a t e d  a  r e a p p r a i s a l  o f  p r o p e r t y  a n d  a n  a s s e s s 
m e n t  o f  2 0  p e r c e n t  o f  m a r k e t  v a l u e  ( f o r  u r b a n  p r o p e r t y )  a n d  2 0  p e r c e n t  o f  
" u s e "  v a l u e  f o r  a g r i c u l t u r a l  r e a l  e s t a t e . 11 T h u s ,  e v e n  a  s l i g h t  s t a t e  
p r o p e r t y  t a x  m i 11 a g e  a t  c u r r e n t  a s s e s s m e n t  l e v e l s  c o u l d  p r o d u c e  s e v e r a l  
m i l l i o n  d o l l a r s  i n  s t a t e  r e v e n u e s .

T h e  r e v e n u e  p o t e n t i a l  o f  a  s t a t e  p r o p e r t y  t a x  i s  f a r  o u t w e i g h e d  b y  
p o l i t i c a l  d i s a d v a n t a g e s .  G e n e r a l l y ,  p r o p e r t y  t a x e s  p l a c e  t h e  b u r d e n  o n  
t h e  o w n e r s ,  u n l e s s  t h e  p r o p e r t y  i s  u s e d  i n  b u s i n e s s  a n d  t h e n  t h e  c o s t s  a r e  
p a s s e d  o n  ( s h i f t e d  f o r w a r d )  t o  r e n t e r s  o r  c o n s u m e r s  ( O ld m a n  a n d  S c h o e t t l e ,  
1 9 7 4 ,  p . 9 8 ) .  T h e  e l d e r l y  p o p u l a t i o n  i n  A r k a n s a s  w o u ld  b e  a d v e r s e l y  a f f e c t e d  
b y  t h i s  t a x  m e a s u r e ,  b e c a u s e  t h e y  a r e  g e n e r a l l y  " l a n d  r i c h  a n d  in c o m e  
p o o r . "  12  F u r t h e r ,  m a n y  c i t i z e n s  o b j e c t  t o  t h e  t a x  b e c a u s e  o f  t h e  a n n u a l

9 
"A  S u m m a ry  o f  T a x e s  i n  A r k a n s a s , "  ( p .  1 ) .

1 0 "A  S u m m a ry  o f  T a x e s  i n  A r k a n s a s , "  ( p .  1 ) .
11W h e re  t h e  M oney  I s :  T a x  E s t i m a t e s  f o r  1 0 0  A r k a n s a s  C i t i e s  ( 1 9 8 1 ,  p . 3 1 ) .
12A dam  S m i t h  r e f e r e n c e d  i n  T a x  P h i l o s o p h e r s > ( 1 9 7 4 ,  p .  2 2 ) .



"bill" that is sent to each property owner. In a recent poll of Arkansans, almost one-half believed that Arkansas' property taxes were about the same or higher than property taxes in other states, when in fact, it is currently 49th in per capita state and local property tax.13
Another possible revenue producer is the severance tax. An increase in this tax, coupled with the recent excavation projects for oil and natural gas in the state, and the possible future use of Arkansas' water resources by Texas and Oklahoma, could mean a substantial revenue increase for the state. Currently, Arkansas' severance tax is extremely low compared to our border states and is responsible for only 1.3 percent of the 

state's total tax revenue (approximately $12.5 million in 1979). In a recent poll of Arkansans, six out of ten people thought Arkansas should have a severance tax and of those people, eight out of ten believed that Arkansas' severance tax should be about the same as those states around us.14
Other possible sources of increased revenue include revenues from 

lotteries and parimutual taxes. Twenty-nine states held state lotteries or collected parimutual taxes in 1979. The gross revenues generated from these sources ranged from $.3 million in Nevada to $442 million in Michigan. Arkansas collected $14.7 million in parimutual taxes in 1979.15 In 
recent years, horse racing has become a favorite pastime for many Arkansans causing the horse racing industry in Arkansas to boom. An extension 
of the racing season or an expansion of the horse/dog racing industry could generate substantial revenues for the state.

The other form of gambling that could serve as a state revenue source is the state lottery. Thirteen states conducted state lotteries in 1979. Revenues from state lotteries ranged from $6.6 million in Maine to $415.6 million in Michigan. Currently, Arkansas does not have a state lottery.16 
However, a state lottery could provide the state with millions of dollars 
in revenue without raising taxes. The fact that a lottery does not impose a tax obligation on those who do not wish to participate would be appeal- 
ling to both the public and elected officials. The main disadvantages of a state lottery are a possible revenue loss, possible corruption, and regressivity (Suits, 1977, p.432).

Of the other two underutilized taxing sources of the state, death and gift taxes produce less than one percent of state tax revenues. The other source, license tax fees, are probably not a feasible source of increased revenue at this time. The taxpayers of Arkansas still have a very negative 
view of possible license tax/fee increases. Governor Bill Clinton proposedsubstantial license tax/fee increases for road construction and maintenance

13Arkansans' Attitude Toward Taxes, (p. 8).
14 Arkansans' Attitude Toward Taxes, (pp. 10-11). 
l5 U.S. Department of Commerce, (1980, p. 432). 
l6 U.S. Department of Commerce, (p. 432).
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dur ing  h i s  term in o f f i c e  in 1979. P ub l ic  r e a c t i o n  to  the  l i c e n s e  fee  
i n c r e a s e  bordered  on th e  h o s t i l e .

In summary, a one p e r c e n t  i n c r e a s e  in th e  s a l e s  t a x ,  an i n c r e a s e  in 
the  seve ran ce  t a x ,  an i n c r e a s e  in th e  par imutual  r a c i n g  i n d u s t r y ,  and the 
c r e a t i o n  o f  a s t a t e w i d e  l o t t e r y  may be Arkansas '  prime r e v e n u e - g e n e r a t i n g  
p o s s i b i l i t i e s  f o r  s u p p l a n t i n g  t h e  l o s s  in f e d e r a l  r e s o u r c e s .  Although 
some o f  t h e s e  so urce s  a r e  h ig h ly  r e g r e s s i v e  and o t h e r s  a r e  not  capab le  
o f  g e n e r a t i n g  l a r g e  amounts o f  r evenue ,  they  a r e  more r e a d i l y  accep ted  by 
the  gene ra l  p u b l i c  than a r e  o t h e r  o p t i o n s .  Also ,  p u b l i c  o f f i c i a l s  would 
be q u i c k e r  to  su p p o r t  p o s s i b l e  t a x  i n c r e a s e s  from t h e s e  source s  because 
they  would n o t  be d e t r i m e n t a l  t o  t h e i r  p o l i t i c a l  f u t u r e s .  Personal  income 
ta x e s  and p r o p e r t y  t a x e s  from i n d i v i d u a l ,  c o m m e r c i a l / i n d u s t r i a l ,  and farm 
sources  have th e  p o t e n t i a l  to  produce l a r g e  amounts o f  r evenue .  However, 
th e s e  t a x e s  a r e  no t  p a r t i c u l a r l y  pop u la r  wi th  the  genera l  p u b l i c  and pub l ic  
o f f i c i a l s  would be r e l u c t a n t  t o  propose i n c r e a s e s  in t h e s e  t a x e s  because 
o f  th e  p o l i t i c a l  in c id e n c e  o f  such an a c t i o n .

Tax s t r a t e g y  i s  a l s o  ve ry im por t a n t  when a t t e m p t i n g  to  r a i s e  an 
a l r e a d y  e s t a b l i s h e d  t a x  o r  e s t a b l i s h i n g  a new t a x .  Pub l ic  su p p o r t  i s  c r i 
t i c a l  i f  any t a x  i n i t i a t i v e  i s  to  be co ns id e r ed  s e r i o u s l y .  F i r s t ,  the  
p u b l i c  must be prov ided  wi th  s u f f i c i e n t  ev idence  which shows t h a t  t h e r e  i s  
a need f o r  th e  i n c r e a s e .  Secondly ,  the  t a x  should be c a l l e d  f o r  in the  
name o f  the  program or  s e r v i c e  which i s  popu la r  wi th  th e  genera l  p u b l i c  
( e . g . ,  e d u c a t i o n ,  o r  a i d  to  the  needy) (Penniman,  1976, p . 432) .  I f  the  
program or  s e r v i c e  i s  popu la r  wi th  the  p u b l i c ,  then the  r e g r e s s i v i t y  o r  
in c id en c e  o f  th e  t a x  may no t  be the  de te rm in in g  f a c t o r s  in the  p u b l i c ' s  
d e c i s i o n  abou t  th e  f a i r n e s s  o f  the  t a x .  By the  same to k e n ,  i f  the  t ax  to  
be i n c r e a s e d  i s  one which the  p u b l i c  views as f a i r ,  then the  t a x  i n c r e a s e  
w i l l  be more r e a d i l y  accep ted  by th e  genera l  p u b l i c .  Even t h i s  s t r a t e g y  
may no t  avoid compromises,  r e d u c t i o n s ,  o r  ad j u s t m e n ts  which may be needed 
to  g a t h e r  s u f f i c i e n t  su ppor t  f o r  th e  t a x  i n c r e a s e .  In which c a s e ,  t ax  
i n c r e a s e s  which a l s o  in c lu d e  s p e c i a l  exemptions ( e . g . ,  s a l e s  t ax  exempting 
food) may be more a p p r o p r i a t e  (Penniman,  1976, p . 432) .

Taxpayers and Taxing

More land ' s  Thi rd Law o f  Human Behavior  and Economics s t a t e s ,  " t a x e s  
a r e  always too h i g h . " * '  Nat ionwide p o l l s  have shown t h a t  th e  f e d e r a l  
income ta x  and the  lo c a l  p r o p e r t y  t ax  a r e  c o n s i s t e n t l y  ranked f i r s t  and 
second,  r e s p e c t i v e l y ,  as th e  t a x e s  which res po nde n t s  f e l t  were too high.  
S t a t e  s a l e s  t a x  and s t a t e  income ta x  tend to  be ranked t h i r d  and f o u r t h . 18 
A r e c e n t  survey o f  Arkansans i n d i c a t e s  t h a t  they  co ns id e r ed  the  f e d e r a l  
income and loc a l  p r o p e r t y  t a x e s  to  be the  l e a s t  f a i r  t a x e s .  Arkansans 
co n s id e r ed  th e  b e s t ,  o r  most f a i r  t a x e s ,  to be the  s t a t e  s a l e s  and income

17 A r k a n s a n s ’ A t t i t u d e  T a ja rd  T a xes , (p. 19).18 
Surveys by Louis Harris  r e feren ced  in  P u b lic  O p in io n , ( J u ly -A u g . , 

1978, p. 29).
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t a x e s .  Federal  income and lo c a l  p r o p e r t y  t a x e s  were ranked t h i r d  and 
f o u r t h ,  r e s p e c t i v e l y .  Concerning s t a t e  and lo c a l  budget  c u t s ,  Arkansans 
chose parks  and r e c r e a t i o n ,  t a x - s u p p o r t e d  c o l l e g e s  and u n i v e r s i t i e s ,  and 
s t r e e t s  and highways,  r e s p e c t i v e l y ,  as  the  e x p e n d i t u r e  a r e a s  t h a t  should 
be c u t  th e  most i f  c u t s  a r e  needed.  Arkansans chose p u b l i c  s c ho o ls  and 
a i d  to  th e  needy as  t h e  budget  i tems t h a t  should  r e c e i v e  t h e  l e a s t  c u t s .  
Arkansans a l s o  chose p u b l i c  sc hoo ls  and a i d  to  th e  needy as s e r v i c e s  
which th e y  would be w i l l i n g  t o  pay more t a x e s  t o  improve.19

R e g r e t t a b l y ,  few peop le  have an u n d e r s t a n d i n g  o f  t a x e s .  Arkansans '  
lack o f  knowledge abou t  t a x e s  i s  demons t ra ted  in a r e c e n t  s t a t e w i d e  survey 
on t a x e s .  The Arkansans p o l l e d  b e l i e v e d  t h a t  t h e  p r o p e r t y  t a x  and t a x e s  
from t h e  f e d e r a l  government given to  c i t y  h a l l  were th e  ty pes  o f  t a x e s  
t h a t  b rought  th e  most money i n t o  t h e i r  community. Arkansans were a l s o  
i n c o r r e c t  in t h e i r  b e l i e f  t h a t  the  p r o p e r t y  t ax  and f e d e r a l  t a x e s  given 
to  school  d i s t r i c t s  were th e  t a x e s  which b rought  in t h e  most money f o r  
t h e i r  school  d i s t r i c t s .  Once a g a i n ,  i t  i s  a c t u a l l y  t h e  s t a t e  which b r in gs  
in the  most  money th rough  s t a t e  t a x e s  which a r e  g iven t o  school  d i s t r i c t s .  
F i n a l l y ,  Arkansans were i n c o r r e c t  in t h e i r  b e l i e f  t h a t  t h e  s t a t e  s a l e s  t ax  
fo l lowed by th e  i n d i v i d u a l  income t a x  were th e  two t a x e s  which b rought  the  
most money to  th e  s t a t e  government .  I n d i v i d u a l  income t a x e s  b r in g  th e  
most^goney to  t h e  s t a t e  government ,  fo l lowed  c l o s e l y  by th e  s t a t e  s a l e s  
t a x .

The Burden o f  R a i s in g  Taxes

A ta x  may be d e f i n e d  a s ,  "a c o n t r i b u t i o n  f o r  th e  s u p p o r t  o f  a govern
ment r e q u i r e d  by p e r s o n s ,  g r ou ps ,  o r  b u s i n e s s e s  w i t h i n  th e  domain o f  t h a t  
g o v e r n m e n t . . . "  To t a x p a y e r s ,  however,  a t a x  might  be a c c u r a t e l y  de f ine d  
a s ,  "a burden o r  e x c e s s i v e  demand: a s t r a i n . . . "21

Tax burden i s  normal ly  measured in one o f  t h r e e  ways: (1) as  a p e r 
cen tage  o f  i n d i v i d u a l  o r  f am i l y  income,  (2) as  a p e r c e n t a g e  o f  income by 
income c l a s s e s ,  o r  (3)  as  a r e l a t i o n s h i p  between t o t a l  t a x e s  and t o t a l  
income o f  the  s t a t e .  The o v e r a l l  l e v e l  o f  s t a t e  and lo c a l  t a x e s  in  a 
s t a t e  in  r e l a t i o n  t o  o v e r a l l  pe r sona l  income i s  u s u a l l y  i d e n t i f i e d  as the  
t o t a l  t a x  burden o f  th e  s t a t e . 22 Put a n o t h e r  way, t a x  burden i s  " th e  
d e c l i n e  in r e a l  income t h a t  i s  s u f f e r e d  as  a r e s u l t  o f  th e  t a x " ( A l l a n ,  
1971, p . 23) .  An acce p t ed  maxim in economics i s  t h a t  th e  burden o r  i n c i 
dence o f  th e  e n t i r e  t ax  system i s  rough ly  p r o p o r t i o n a l  to  income. The 
s l i g h t l y  p r o g r e s s i v e  f e d e r a l  t a x  system i s  o f f s e t  by th e  s l i g h t l y  r e g r e s 
s i v e  s t a t e  and lo c a l  t ax  systems (Browning,  1978, p p . 649-671) .

19 A rka n sa n s ' A t t i t u d e s  Tabard T a xes ,  (pp. 2 - 3 ) .
20 A rk a n sa n s ' A t t i t u d e s  Tcuard  T a xes} (pp. 6 - 8 ) .
2 1 "Tax," A m erican  H e r ita g e  D ic tio n a r y  o f  th e  E n g lis h  Language ,  (1975 ) .
22 A rk a n sa n s ' A t t i t u d e s  Toward T a xes , (p. 439 ) .
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Since the  mid 1 9 7 0 ' s ,  i n f l a t i o n  has served to i n c r e a s e  e x p e n d i t u r e s ,  
r eve nue s ,  and per  c a p i t a  t a x  burden whi le  s im u l t a n e o u s ly  d e c re a s i n g  the 
buying power o f  the  d o l l a r .  During a pe r iod  o f  i n f l a t i o n ,  t ax  i n c r e a s e s  
a r e  no t  n e c e s s a r y  in  a p r o g r e s s i v e  t ax  system in o r d e r  to  i n c r e a s e  r e v e 
nues ,  I n f l a t i o n  f o r c e s  income upward a u t o m a t i c a l l y  pushing t a x p a y e r s  i n t o  
a h ig h e r  t a x  b r a c k e t  ( b r a c k e t  c reep)  (Dye, 1981, p . 2 6 0 ) . The r e l a t i o n s h i p  
between t a x  burden and i n f l a t i o n  y i e l d e d  a P e a r s o n ' s  " r "  o f  79 This 
modera te ly  high " r " r e f l e c t s  the  p o s s i b i l i t y  t h a t  an i n c r e a s i n g  t ax  burden 
may fue l  an i n f l a t i o n a r y  s p i r a l . R e ce n t l y ,  t h e r e  has been a t r e n d  in sup
p o r t  o f  au to m at ic  f i s c a l - m o n e t a r y  a d j u s t e r s  ( e . g 0 , au toma t ic  c o s t - o f - l i v i n g  
i n c r e a s e s  and t a x  b r a c k e t  a d j u s t m e n t s ) ,  r a t h e r  than d i s c r e t i o n a r y  f i s c a l  
and monetary a d j u s t e r s  (White ,  1980, p p . 227-232) .

Per  c a p i t a  t a x  burden may a l s o  i n c r e a s e  by a s h i f t  o f  the  t ax  burden 
from persons  o r  b u s i n e s s e s  s e l l i n g  t a n g i b l e  personal  p r o p e r t y  and s e l e c t e d  
t a x a b l e  s e r v i c e s  to  the  consumers.  U s u a l ly ,  t a x  s h i f t i n g  occ urs  when 
p r i c e s  a r e  involved ( e . g . ,  s a l e s  t a x ,  motor f u e l s  t a x ,  a l cohol  and tobacco 
t a x e s ) .  Personal  income ta x  i s  no t  s u s c e p t i b l e  to  s h i f t i n g  because no 
p r i c e  i s  invo lved (Oldman and S c h o e t t l e ,  1974, p . 80) .

Between 1970 and 1974, pe r  c a p i t a  income in Arkansas i n c r e a s e d  by 56 
per ce n t  whi le  per  c a p i t a  t ax  burden dur ing  the  same per iod  in c re a s e d  by
61 p e r c e n t  (Cl ay to n ,  1980, p p . 160-165).  However, between 1974 and 1979, 
per  c a p i t a  per sona l  income and per  c a p i t a  t ax  burden i n c r e a s e d  by 63 p e r 
cen t  and 56 p e r c e n t ,  r e s p e c t i v e l y .  As Table  5 shows, the  annual p e r c e n 
tage i n c r e a s e  in the  per  c a p i t a  t a x  burden has not  kept  pace wi th  t h a t  o f  
per  c a p i t a  per sona l  income. I t  can be argued t h a t  much o f  the  i n c r e a s e  
in personal  income i s  due to  i n f l a t i o n  and,  t h e r e f o r e ,  t ax  burden i s  a c t u 
a l l y  r i s i n g  f a s t e r  than persona l  income as ex pr es sed  in c o n s t a n t  d o l l a r s .  
Per c a p i t a  t a x  burden as a p e r ce n tage  o f  per  c a p i t a  per sonal  income has 
mainta ined  a r e l a t i v e l y  s t a b l e  y e a r l y  average  o f  6 .75  p e r c e n t  th r oughout  
th e se  i n f l a t i o n a r y  t imes .  I n c r e a s e s  in per  c a p i t a  t ax burden have r e s u l t e d  
f a r  more from i n f l a t i o n  than from l e g i s l a t i o n .

Surveys o f  s t a t e  and lo c a l  t ax  burden between f i s c a l  y e a r s  1973-1974 
and 1978-1979 show t h a t  Arkansas ranked 50th f i v e  t imes  dur ing  the  pe r iod  
and 49th once.  While Arkansans c on t in ue  to  complain about  the  amount o f  
tax they  have to  pay,  s t u d i e s  show t h a t ,  a l th oug h  Arkansas '  per  c a p i t a  tax 
burden i s  r i s i n g ,  Arkansas i s  c o n s i s t e n t l y  ranked very low in per  c a p i t a  
tax burden as compared to  o t h e r  s t a t e s .

Tax Capac i ty  and U t i l i z a t i o n

Almost a l l  governments levy t a x e s  t h a t  e i t h e r  u n d e r u t i l i z e  o r  o v e r 
u t i l i z e  the  government’ s " t a x a b l e  c a p a c i t y . "  Taxable c a p a c i t y  i s  enhanced 
when used f o r  purposes  co n s id e r ed  e s s e n t i a l  to the  p u b l i c  w e l f a r e  (Kimmel, 
1950, p . 10).  As a genera l  r u l e ,  the  more p r o d u c t iv e  and a c c e p t a b l e  the

2 3 S ta t e  Tax R evieD j (Vol.  36 -42 ,  1975-1981) .
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Table  5.  Comparison Between Per  C a p i ta  Pe rsona l  Income and Per  Cap i ta  
Tax Burden in  Arkansas  w i t h  t h e  Consumer P r i c e  Index

Per  C a p i t a  
Pe rs ona l  Income

Per  C a p i ta  
Tax Burden

I n c r e a s e  in 
Consumer 

P r i c e  Index (1967=100.0)
Tax Burden as a 

P e r c e n t a q e  o f  Income

1979 $6 ,953 . $456. 13.8 — 1978-79 6.6%

1978 6 ,1 8 2 . 394. 11.0 - - - 1977-78 6 .4

1977 5 ,464 . 375. 9 . 3  - — 1976-77 6 . 9

1976 4 ,933 . 342. 13.5 — 1975-76 6 . 9

1975 4 ,5 27 . 309. 14.6 — 1974-75 6 . 8

1974 4 ,274 . 293. 6 .9

1970 2 ,740 . 182. 6 .5  — 1970-71 6 . 6

*153.8% 1150.5% 3 12.4% 46 . 75%

2 10.3% 2 9.3%

1 P ercentage  i n c r e a s e  between 1970 and 1979 
2 Average annual p e r c e n ta g e  i n c r e a s e  between 1974 and 1979 
3 Average annual i n c r e a s e  between 1974 and 1979 
4 Average during  the  p er io d  (1974-1979)

Source: Sarah B reshears  and Jane N. Morehead, A rka n sa s  P e r so n a l Incom e H andbook, prepared by the  I n d u s t r i a l  
Research and E x ten s io n  C en ter ,  U . A . L . R . , 1981, p. 12, and S h a r in g  S t a t e  R even u es  w i t h  C i t i e s  and  
C o u n tie s ,  ( L i t t l e  Rock: Local Government I n s t i t u t e  Center for Urban and Governmental A f f a ir s ,  1981). 
p. 11.



revenue sou rces  a v a i l a b l e ,  th e  g r e a t e r  the  t ax  capaci ty . ,  Three reasons  
sup por t  t h i s  g e n e r a l i z a t i o n .  F i r s t ,  a f t e r  a c e r t a i n  p o i n t ,  f u r t h e r  
i n c r e a s e s  in  t ax  r a t e s  y i e l d  l e s s  than p r o p o r t i o n a t e  r e t u r n s  ( d i m i n i s h 
ing r e t u r n s ) .  Secondly,  t h e r e  i s  no p e r f e c t  t a x .  This  i s  p r i m a r i l y  t r u e  
due to  t h e  i m p e r f e c t i o n s  in th e  a p p l i c a t i o n s  o f  taxes* F i n a l l y ,  admin i
s t r a t i v e  and enforcement  problems occur  when one t a x ,  o r  a few t a x e s ,  a r e  
imposed a t  high r« t e s  (Kimmel,1950,  p . 10) .

In a r e p o r t  pu b l i s hed  by the  Southern Regional Educat ion Board,  Ken
neth Quindry and N i le s  Schoening s t a t e ,  "The South i s  th e  on ly  reg ion  in 
the  co un t ry  where t ax  c a p a c i t y ,  . . .  i s  found to  be u n d e r u t i l i z e d  in every 
s t a t e  in the  reg ion "  (Ouindry and Schoening,  1980, pp82-85;  8 8 - 8 9 ) 0 In a 
s i m i l a r  r e p o r t  on s t a t e  and lo c a l  t a x  e f f e c t ,  Quindry and Schoening po in t  
out  th o s e  s t a t e  and lo c a l  t a x e s  l a b e l e d  as u n d e r u t i l i z e d ,  such as :  a l cohol  
t a x ,  p u b l i c  u t i l i t y  t a x ,  s e l e c t e d  s a l e s  t a x e s ,  dea th  and g i f t  t a x e s ,  p rop
e r t y  t a x ,  c o r p o r a t e  and i n d i v i d u a l  income t a x e s ,  and par imutual  t a x e s .
The r e p o r t  a l s o  i d e n t i f i e d  th e  pe rc e n ta g e  o f  t ax  a b i l i t y  u t i l i z e d  f o r  the  
s t a t e  as well  as s e v e r a l  s e l e c t e d  t a x e s .  The pe rc en tage  o f  u t i l i z e d  tax 
a b i l i t y  f o r  th e  s t a t e  in 1979 was 74 .8  p e r c e n t .  Pe rcen tage  o f  t ax  a b i l i t y  
u t i l i z e d  f o r  s e l e c t e d  t a x e s  were:  genera l  s a l e s  t a x — 9,3  p e r c e n t ,  p r o p e r t y  
t a x — 53.7 p e r c e n t ,  i n d i v i d u a l  income t a x —65 p e r c e n t ,  c o r p o r a t e  income tax 
- - 8 0 . 1  p e r c e n t .  Net u n u t i l i z e d  per  c a p i t a  t a x  a b i l i t y  amounted to  $204 
(Quindry and Schoening,  1980, p p . 81-84;  89-90) .

Conclusion

The Arkansas S t a t e  Government no lo ng e r  se rve s  th e  f u n c t i o n s  o f  sim
ple  housekeeping and pa t ron ag e  as in th e  19th Century.  Arkansas i s  faced 
wi th  the  c h a l l e n g e  o f  compensat ing f o r  l o s s e s  in f e d e r a l  a i d  and an i n c r e a s e  
in s t a t e  f i s c a l  and a d m i n i s t r a t i v e  r e s p o n s i b i l i t i e s  brought  on by Reagano
mics and New Federa l i sm .  Dependent on f e d e r a l  r e s o u r c e s  f o r  many of  the  
p u b l i c  s e r v i c e s  c u r r e n t l y  en jo yed ,  Arkansas must c u t  s e r v i c e s ,  l o c a t e  
o t h e r  funding s o u r c e s ,  o r  both .  Arkansas ,  over  the  l a s t  f o u r t e e n  y e a r s ,  
has depended on th e  f e d e r a l  government f o r  app ro x i ma te l y  34 p e r c e n t  of  
t o t a l  e x p e n d i t u r e s  on avera ge .  Federal  e x p e n d i t u r e s  in p u b l i c  w e l f a r e  
(71 p e r c e n t ) ,  e d u c a t i o n  (18 p e r c e n t ) ,  highways (34 p e r c e n t ) ,  and h e a l t h  
(34 p e r c e n t ) ,  have been s u b s t a n t i a l  over  the  p a s t  two decades*

Undertaxed in comparison to  o t h e r  s t a t e s ,  Arkansas may i n c r e a s e  t a xes  
to  r e p l a c e  funding  l o s t  through f e d e r a l  cu t b ac k s .  Arkansas has been 
i n c r e a s i n g  t o t a l  t a x  revenue a t  an annual  r a t e  o f  app ro x im ate ly  10.7 p e r 
c e n t .  This  i n c r e a s e ,  though s u b s t a n t i a l ,  has been l a r g e l y  a t t r i b u t e d  to  
po pu l a t io n  growth,  i n c r e a s e d  i n d u s t r i a l / c o m m e r c i a l  a c t i v i t y ,  and i n f l a t i o n  
r a t h e r  than l e g i s l a t e d  i n c r e a s e s  in t a x e s .  Quindry and Schoening,  in t h e i r  
1978 s tu dy  o f  the  t a x  c a p a c i t y / e f f o r t  o f  the  f i f t y  s t a t e s ,  i n d i c a t e  t h a t  
Arkansas i s  u t i l i z i n g  i t s  t a x  c a p a b i l i t y  a t  on ly  about  74.0 p e r c e n t  o f  capa
c i t y .  F u r t h e r ,  Ha l s ted  and Weldon i n d i c a t e  t h a t  a l l  major  t a x  c a t e g o r i e s  
are  u n d e r u t i l i z e d  in Arkansas ,  p a r t i c u l a r l y  genera l  r a t e s ,  i n d i v i d u a l  income, 
p r o p e r t y ,  s e v e r an c e ,  and p u b l i c  u t i l i t i e s  t a x e s .  Given t h i s  i n f o r m a t i o n ,  
Arkansas i s  under taxed .
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Opinion p o l l s  and e l e c t i o n s  have i n d i c a t e d  an h i s t o r i c  r e s i s t a n c e  
on th e  p a r t  o f  t a x p a y e r s  t o  r e a c t  to  th e  need f o r  i n c r e a s e d  revenue in 
th e  s t a t e .  Few s t a t e  r e p r e s e n t a t i v e s  and s e n a t o r s  a r e  w i l l i n g  to  su ppo r t  
tax i n c r e a s e s  in the  fa c e  o f  a g g r a v a t i n g  the  v o t e r ,  t h e r e f o r e ,  th e  p rog
n o s i s  f o r  a p o s s i b l e  t a x  i n c r e a s e  i s  guarded.

However, i f  Arkansas chooses to m a in ta in  c u r r e n t  s e r v i c e  l e v e l s  by 
r a i s i n g  t a x e s ,  then Arkansas w i l l  be most s u c c e s s f u l  by i n c r e a s i n g  e x i s t 
ing t a x  r a t e s  r a t h e r  than c r e a t i n g  new t a x e s .  I f  t a x e s  were to  be i n c r e a s e d ,  
the  most l i k e l y  c a t e g o r y  would be th e  gene ra l  s a l e s  t a x .  The s t a t e  l e g i s 
l a t u r e ,  in 1980, r e f u s e d  to  e n a c t  l e g i s l a t i o n  t h a t  would i n i t i a t e  a 1 p e r 
c e n t  s a l e s  t a x  i n c r e a s e ,  but  th e  l e g i s l a t o r s  d id  p r ov i de  f o r  an o p t i o n a l  
c i t y - c o u n t y  i n c r e a s e  p rovided t h a t  th e  p u b l i c  voted in f a v o r  o f  such an 
i n c r e a s e  on th e  m u n i c i p a l - c o u n t y  l e v e l .  Many c i t y - c o u n t y  governments have 
enac te d  the  1 p e r c e n t  o p t i o n  i n d i c a t i n g  to  the  s t a t e  l e g i s l a t u r e  t h a t  a 1 
p e r c e n t  i n c r e a s e  in th e  s t a t e w i d e  s a l e s  t a x  might  be l e s s  o b j e c t i o n a b l e  
than p r e v i o u s l y  th ough t .  F u r t h e r ,  a r e c e n t  s t a t e w i d e  po l l  i n d i c a t e d  t h a t  
an i n c r e a s e  in the  s a l e s  t a x  would be a c c e p t a b l e  i f  food were exempted.
The major  problem in a t t e m p t i n g  to  pass  new ta x  l e g i s l a t i o n ,  e s p e c i a l l y  
s i n c e  P r o p o s i t i o n  13, i s  the  openly  h o s t i l e  a t t i t u d e  o f  th e  p u b l i c .

The t axpay ing  p u b l i c  o f  Arkansas must r e a l i z e  t h a t  t h e  s t a t e  govern
ment can p rov id e  adequa te  s e r v i c e s  on ly  f o r  th o se  programs and s e r v i c e s  
t h a t  the  p u b l i c  has l a b e l e d  as n e c e s s a r y  to  t h e i r  r e l a t i v e  q u a l i t y  of  l i f e  
and f o r  which the y  have a l s o  agreed to  pay th e  n e c e s s a r y  p r i c e .  Other  
revenue so urce s  must be found to r e p l a c e  lowered f e d e r a l  a i d  i f  s e r v i c e s  
a r e  to  be a d e q u a t e l y  p r ov ided .
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