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Introduction

Despite the dramatic variation across jurisdictions and across time in
local sales tax rates across the United States, few empirical studies
exploit this variation to estimate behavioral responses to local tax
rates.

The main reason for excluding local tax variation is not a result of their
lack of importance, but rather because of an absence of comprehensive
national panel data on local sales tax rates across the country.

The absence of such a panel prevents us from studying central
problems in regional economics and in local public �nance.

This study uses proprietary data to construct such a panel of local
sales tax rates.



Justi�cation for National Panel Data

1 Without local tax data, the researcher cannot accurately measure tax
discontinuities that vary at borders.

2 Cross-state comparisons cannot be made concerning factors
in�uencing the variance of LOST.

3 National panel data allows the researcher to exploit variation in state
level policies that a�ect tax rates within the state

4 The data will also be useful to incorporate sales tax components into
price indexes essential to measuring quality of life across cities. The
ACCRA price indexes are not adjusted for sales taxes.



Goals of the Paper

1 I will describe the institutional features of LOST on a state-by-state
basis.

2 I develop state-by-year (and month) local sales tax rate indexes.

3 I use the indexes to document ten stylized facts regarding LOST.

4 I show that the tax rate series can be used to empirically study
outcomes across states. The application I study is tax competition.



Literature Review

Single state studies of tax competition

I Luna (2003), Rogers (2004), Zhoa (2005), Luna, Bruce, and Hawkins
(2007), Sjoquist, Smith, Wallace, and Walker (2007), Burge and
Rogers (2011), Burge and Piper (2012)

Tax Incidence and Behavioral Responses

I Mikesell (1970), Fox (1986), Walsh and Jones (1988), Poterba (1996),
Besley and Rosen (1999), Goolsbee (2000), Ballard and Lee (2007),
Cole (2009), Tosun and Skidmore (2007), Thompson and Rohlin
(2012), Rohlin, Rosenthal, and Ross (2012), Einav, Knoep�e Levin and
Sundaresan (2013)

National Cross-sectional Data: All Levels

I Agrawal (2011), Agrawal (2012), Agrawal (2013)

Panel Data: Some Types of Jurisdictions

I Shon (2013), Thompson and Rohlin (2013)

Panel Data: All Levels of Jurisdictions

I THIS PAPER!



Institutional Details

Over 8000 counties and local governments set local option sales taxes
(LOST).

I Allowed in over thirty states
I Range between 0% and 6%
I Between 1% and 52% of municipal revenue

Many institutional details across states.



Institutional Details

As noted in Slemrod and Gillitzer (2013), states design tax systems,
not just tax rates. Some components of the state sales tax systems
include:

Statutory tax rates vary across states.

What is included in the taxable base varies � especially with respect to
the treatment of food purchases.

Some states do not allow for local sales tax rates.

The levels of government that are designated taxing authority by the
state may include town, county, and district governments.

Some states cap localities by dictating a maximum LOST rate.

In some states localities have the authority to set any rate they want
while in others, they must pass tax rates in certain increments, such as
1/4 percentage point changes.



The Data

The data set contains all state, county, town, and district taxes at a
level that distinguishes the tax rate within a town by zip codes.

The data runs from 2003 to 2011 and is high frequency � at the
monthly level.

The data are from a proprietary �rm, but required over one year of
cleaning to create consistent boundaries and matches with Census
data.

I match each town and county to a Census place and a Census county
in the ACS.



Creating State and National Aggregates

The ideal measure of the e�ective tax rate for a resident of a
particular state would account for tax evasion opportunities � whether
they be on the Internet or in neighboring jurisdictions.

However, cross-border �ows across all 25,000 localities in the United
States are not observable to the researcher.

This leads to a necessary assumption to create a state level aggregate
of local sales taxes: that shopping occurs and is taxed in the place of
residence. This assumption is similarly equivalent to assuming that the
use tax is e�ectively enforced.

I weight by population. The patterns are robust to using unweighted
statistics.



Creating State and National Aggregates
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Data Released in Paper



National Time Series

Fact 1

Local sales tax rates have increased over the last decade. The percentage
change of local sales tax rates � driven mostly by increases in county and
town tax rates � has exceed the percentage change in state tax rates.



National Time Series

Fact 2

Local sales tax rates have been more stable in the months following the
Great Recession than they were prior to or during the recession.



National Time Series

Fact 3

The dispersion of local sales tax rates has increased over time. The
dispersion in county and city tax rates increased at the same rate. The
dispersion in district tax rates has not changed much overtime.



Cross-State Comparisons

Fact 4

Local tax rates are higher in low-tax states than local tax rates in high-tax
states.

2011 : y = 5.18− .64x (p = .002)
2003 : y = 4.70− .61x (p = .003)



Cross-State Comparisons

Fact 5

The dispersion of local sales tax rates is greatest in states with low-sales
tax rates at the state level and in states with high average local tax rates.

2011 : y = 1.15− .10x (p = .122)
2003 : y = 1.25− .14x (p = .041)



Cross-State Comparisons

Fact 6

The dispersion of local sales tax rates has increased the most in states
where local tax rates increased the most.

y = .01+ .28x (p = .012)



Cross-State Comparisons

Fact 7

Changes in municipal tax rates and changes in county tax rates are
negatively related. Changes in municipal tax rates and changes in district
tax rates are negatively related.

y = .20− .50x (p = .364) y = .20− .24x (p = .044)



Dynamics

Fact 8

Over the period 2003 to 2011 approximately 25% of towns in states with
LOST change their municipal tax rate. Approximately 2/3 of counties
change their tax rates over the same period. Approximately 35% of county
tax rate changes are decreases in the tax rate and approximately 20% of
town tax rate changes are decreases.



Dynamics

Fact 9

Although the number of tax rate changes is relatively small, tax rate
changes disproportionately occur in large towns and counties, which implies
that a large fraction of the United States population gets exposed to
changes in LOST in a given year.



Dynamics

Fact 10

When towns lower their tax rate, counties often contemporaneously
increase their tax rate; when towns increase their tax rate, counties of
decrease their tax rate.

y = .44− .19x (p = .00) y = .14− .83x (p = .00)



A Tax Competition Application: Tax Systems

Traditionally, it is assumed that states select their state tax rate in
competition with other states.

But, what if states do not choose the state tax rate, but rather the tax
system as a whole?

In the U.S. Supreme Court ruling Clinton v. Cedar Rapids and the

Missouri River Railroad, the Court wrote that:

�Municipal corporations owe their origin to, and derive their

powers and rights wholly from, the legislature. It breathes into

them the breath of life, without which they cannot exist. As it

creates, so may it destroy. If it may destroy, it may abridge and

control.�



A Tax Competition Application: Tax Systems

I raise the principle underlying Dillon's Rule to simply motivate the
premise that although most state governments do not dictate the level
of LOST rates, they do control whether or not municipalities and
counties are allowed to set local tax rates; other state restrictions on
LOST also may implicitly dictate the level of local rates in the state.

Through these constraints, states can dictate whether or not the
average municipal tax rate in a state will be high or low � or in states
that prohibit LOST, that it will be zero.

This would suggest that a state is not only picking its state tax rate in
competition with its neighbors, but rather, its total e�ective tax rate
for an average consumer in its state.



A Tax Competition Application: Tax Systems
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A Tax Competition Application: Results

Without ACS Controls: Full Sample With ACS Controls: Sample Starts in 2005

State Tax Rate Total Tax Rate State Tax Rate Total Tax Rate
(1') (2') (3') (4') (5') (6') (7') (8')

ρ : spatial lag coe�cient .109***

(.006)

.074***

(.010)

.068***

(.011)

.072***

(.011)

.107***

(.014)

.069***

(.013)

.063***

(.014)

.068***

(.014)

δ : time lag coe�cient .949***

(.006)

.948***

(.008)

.953***

(.007)

.948***

(.007)

.933***

(.007)

.930***

(.010)

.938***

(.008)

.934***

(.007)

tax rate at lower level -.033*

(.030)

.039***

(.012)

-.044*

(.025)

.051***

(.020)

neighbor tax at lower level .023

(.030)

.039

(.030)

.038

(.046)

.080*

(.048)

Number of Observations 4851 4851 4851 4851 3479 3479 3479 3479

R2 .996 .996 .997 .998 .341 .277 .381 .458



Conclusion

This aggregated data created in this paper should be useful to
researchers who

I (1) seek to more accurately measure the average tax di�erential at
state borders,

I (2) wish to more accurately measure state variation in tax policy over
time and across states,

I (3) desire to create more accurate price indexes that included state and
local tax rate burdens, and

I (4) seek to better understand the time paths and dynamics of local tax
setting behavior and competition.



Future Work

Dynamic tax competition and sales taxes?

Business cycles and sales taxes?


