Commentary: September 10, 2003

Is it time for a sales tax?

The Montana Department of Revenue has all sorts of reports on its Web site.  One of these reports compares Montana’s tax structure to other states.  It reports that: 

· Most states rely on income taxes for about 40% of their revenues.  So does Montana.  

· However, other states derive 48% of their revenues from sales taxes and 2% from property taxes; while Montana receives 26% (almost half of the national average) from sales taxes and 13% (or more than six times the national average) from property taxes.
Meanwhile, The University of Montana’s Bureau of Business and Economic Research conducted a poll last month on public attitudes toward tax reform.  Here are some results of the survey:

· 48% of respondents favored implementing a sales tax; while 50% opposed;

· 54% favored offsetting both property and income taxes, IF a sales tax were enacted;

· 26% favored lowering only property taxes (again, IF a sales tax were enacted);

· On state budget matters, 49% believe the state budget should be balanced by a combination of reducing spending and increasing revenue;
· While 20% thought it should be done by cutting services alone;

· 12% believe increasing revenues is the answer;

· and less than 1% believes in “increasing industry taxes.”

So the bottom line is that the state is pretty evenly divided on whether there should be a sales tax or not.  And if there were one, we’re pretty evenly divided on how to use it, with just over half of us favoring an even split between reducing property and income taxes alike, and about a quarter of us favoring reductions in property taxes alone.  Further, the good news is that almost no one believes that further taxing business is the answer to our fiscal woes.
That’s because we have a hard enough time attracting new business and maintaining existing business (read: employers) in Montana.  For-profit businesses in Montana pay both property and income taxes.  Montana’s corporate income tax is on a par with most other states in the nation, but, property taxes are off the charts.  

One of the offending property taxes is the business equipment tax, or BET.  The BET for Class 8 property stands at 3%.  Class 8 applies to most small business in Montana, which is most business in Montana.  A “trigger” mechanism could reduce the BET rate to 0% if growth of real wages exceeds 2.85%.  The trigger has been a magnet for controversy ever since it was enacted.  Capital-intensive industries argue that the BET should be 0%.  Other states, and indeed countries with which manufacturers must compete often have no business equipment tax at all.  Moreover, the BET discriminates against companies with heavy investment.  The more you invest, which is a good thing, the more you pay taxes on that investment, which is a bad thing, from a business standpoint.  Talk about mixed signals!  Moreover, a BET is “blind” to economic vicissitudes.  That is, regardless of business cycles or annual corporate revenue, the BET still requires constant payment.  A company having a bad year still pays a BET, which can be one of the company’s largest expenses.  A revenue-based tax, on the other hand, would be much more equitable and affordable.  
And yet another alternative would be a sales tax, especially if it were to replace a business equipment or property tax.  By reducing or eliminating a tax on investment, companies would be more inclined to invest without penalty, especially in capital intensive industries.
However, from the perspective of a state treasury, a property tax is a much more reliable source of revenue for the very reasons companies hate it: it doesn’t vary from year to year.   
Meanwhile, other non-Class 8 industries argue that if the BET were eliminated, they’d be tempted to plead for elimination of all corporate property tax.  Thus, the “cost” of eliminating the BET, therefore ranges from around $67 million to $290 million if the “ripple effect” of eliminating property tax for one class forces reduction or elimination of all other property taxes.  That’s a lot of money to have to make up somewhere.  And critics argue that “somewhere” means us, the individual taxpayer.
For now, the latest calculations from the Department of Revenue put real growth of wages at 2.48%.  Thus, the trigger that would cause the BET to go to zero will not be reached, at least this year.  And the immediacy of “freezing” the Class 8 BET at 3%, which some legislators would like to do, is somewhat diminished; although the issue remains hot and still may be brought before a Special Session of the Legislature, if there is one. 


The Legislature has established a Tax Reform Study Committee which will conduct a comprehensive examination of taxation in Montana, giving consideration to the possible need to revise Montana’s existing tax structure and to possible alternative forms of taxation.  It meets in Helena on September 12.  Certainly the mix (or imbalance) between sales, property and income taxes will be front and center on the Study Committee’s plate.  

Maybe, just maybe, it’s time to take a new look at that pesky and illusive sales tax, one more time!

*  *  *

