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This response to John Mikesell was published in State Tax Notes,
April 3, 2000

More on Clarifying Sales Tax HiStory
Mason Gaffney

I welcome Prof. John Mikesell's joining this dialogue on
sales taxation. He could contribute to a history that is
becoming most timely as sales taxation becomes a hot current
issue, pro and con. His present letter, however, supplies less
of the promised clarity than a jumble of detail, some of it
trivial and tangential. He fails to marshal much of the detail
behind his two theses, or to relate these to each other.

He opens by charging me with having "caused some confusion
in the media" about the history of sales taxation, so it is
fitting that I respond to that. He ends by shifting to a second
thesis, that he disfavors all kinds of income taxation - a
subject I never mentioned, nor will I now. In leading up to his
second thesis, Mikesell ignores most of mine, which therefore
stands unchallenged.

Mikesell draws a circle around "sales tax scholars,
including myself“ ~ an unfortunate dialogue-stopper that would
exclude most of us, if we let it. My source is Professor Harold

Groves of Wisconsin, a respected figure in public finance, and
the beloved mentor of Joseph Pechman and Walter Heller, among
other leading tax scholars. He in turn cites Haig and Shoup, and
Nelscon, Blakey and Blakey - a scholarly lot, on the whole
(Financing Government, rev. 1946, p.309). They were closer to
the events of the 1930s than we are now.

I follow Professor Groves in folding in Georgia's 1929 tax
(on gross business income)} with sales taxes. He saw it as a-
variant form of sales tax because its base was gross sales, like
a sales tax. Like most tax scholars, Groves taught that the true
economic incidence of such a tax depends on elasticities of
supply and demand, independent of its nominal legal "impact,”
(i.e. whether on the seller or the buyer). I surmise that
Mikesell, and most economists, would agree - that is standard
stuff in the field.

There is no great difference between the essential facts
cited by Groves and Mikesell. It is rather that Groves
telescopes his treatment, as I did, to get to the nub of the
matter. Mikesell piles on many details and variations, to no
clear purpose. I do welcome his data about West Virginia,
though. In my telescoped remarks I left out West Virginia's 1921
tax because it seemed like a temporal outlier, not a trend-
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setter. Now we learn from Mikesell that it was more of a
severance tax than a retail sales tax, anyway. That makes it a
tax of another genus. Many states have long had severance taxes
as a crude way of taxing rents from minerals, assuming the
sellers are price-takers (as most of them are) who cannot pass
the tax along.

It doesn't much matter today whether Georgia was first in
1929, or Mississippi in 1930, and I do not understand why
Mikesell wants to cavil about it: dissecting each tree distracts
us from scoping out the forest. The major trends of 20th Century
sales tax history that I would stress are two.

First, states adopted sales taxes not so much to raise more
revenue as to lower property taxes: "property tax relief" was,
and is, the main slogan of sales-taxers (as though no one, or no
one of consequence, carries the sales tax burden). The rocketing
rise of sales taxes after 1930 was matched by a meteoric fall of
property tax rates, base, and revenues. By 1920 most states had
come to rely heavily on property taxes for both state and
especially local revenues. Rates were high, relative to earlier
and later years, as a product of rapid urbanization, public
schooling, and the Progressive Movement's emphasis on local
funding for public goods. In my reading of history, the single-
tax movement's emphasis on the unearned nature of land values
also contributed to the popularity of property taxation then.
The waning of Progressivism during the Andrew Mellon era (1921-
31) set the stage for the rise of sales taxation.

Second, the southeastern states generally took the lead in
raising sales taxes. That was not unrelated to the fact that the
most obvious targets of regressive taxation, poor blacks, were
then disenfranchised in those states, and remained so until very
recently. It does not seem to me that a tax shift pioneered
under those conditions should serve as a model for the nation
today. Neither am I impressed by the economic development or
rate of capital formation in Mississippi, Alabama, and some-ether
southeastern states under their regimes of low property taxes and
high sales taxes. I do not make this a regional issue, for it is
less and less so today, but again I invite your attention to New
Hampshire, which continues to prosper outstandingly with meager
natural resources, high property taxes, no sales tax, and no
income tax worth mentioning. The facts speak volumes. New
Hampshire contrasts_starkly with California, whose national
standing by many economic and social measures has dropped like a
stone since it passed Prop. 13 in 1978.

I welccome, of course, Mikesell's support for land taxation.
Here he 1is wearing the hat of a professional economist. However,
he immediately changes to the hat of an amateur political
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scientist, and dismisses it for its lack of much standing among
state legislatures. Such qualified support is not worth many
legions in combat. No idea, good or bad, will get far once its
supporters decide they will tell legislators only what these
already believe, and want to hear again. Mikesell's bottom line
is his continuing support for sales taxation. On this point. I
respectfully disagree.

Professor Mikesell praises the sales tax because it grew "on
an extremely fast track for a fiscal innovation.™ Elsewhere he
speaks of its many antecedents, so one wonders if he likes its
novelty or its long history. Either way, those do not seem to be
good criteria by which economists should evaluate a tax. I keep
'a growing list (available on request) of about 30 political
leaders whom the public retired, and in some cases shot or
beheaded, after they identified themselves with sales taxation.
Judging a tax by its apparent popularity is a hazardous business.
Better we should analyze its economic effects, allocative,
distributive, and macro-economic.
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