
 
 
 
 
 

 
State Fiscal Conditions: The Current Challenges 

 
The state fiscal environment is deteriorating rapidly.  Revenues are growing slowly, and 

state fund balances are declining.  In addition, the cost of providing education, health care and 
other services continues to increase. As a result, most states face long-term structural deficits. 
 

The main reason for looming structural deficits is that state tax systems are not producing 
enough revenues to fund the services the public needs and demands. This is likely to be 
exacerbated by the looming economic downturn. Each of the three major state taxes has 
developed significant weakness over time, and the local property tax faces mounting opposition. 
Yet states focus most of their efforts on containing spending. While there are creative ways to do 
that (see AFSCME’s “Truth in Spending”), if states continue to focus solely on spending, 
without addressing their eroding tax systems, it is doubtful these structural deficits can be fixed. 
 
The Sales Tax 
 

Most sales tax systems were designed during the 1930s and have not been updated much 
since then.  Meanwhile, the country transformed from a manufacturing economy to a service 
economy.  Unfortunately, state sales tax systems do not tax most consumer services.   
 

In addition, since most state tax systems are unable to tax most catalogue and internet 
sales, it is clear sales tax systems are behind the times.  Some estimates conclude that state sales 
tax systems levy taxes on no more than 1/3 of total consumer sales.  A modernization of state 
sales tax systems, which addresses the growing importance of both services and internet sales, is 
essential if they are to remain a viable revenue source. 
 
Corporate Taxes 
 

In 1979, corporate income taxes accounted for over 10 percent of total state revenue.  
Now the share of state revenues derived from corporate income taxes is under 6 percent, while 
corporate profits have become a larger share of national income.  This decline is largely due to 
corporations getting more aggressive and clever in their tax planning.  States have also increased 
the number and size of development packages they use to lure corporations to their jurisdictions.   
 

States need to ensure that corporations pay taxes commensurate with their business 
activity in a state.  States also need to be careful in structuring economic development packages 
designed to attract and retain businesses, so that taxpayers get a decent bang for their buck. 
 
 
 
 
 



 
Personal Income Taxes 
 

Over the last ten years, several states made significant cuts in personal income taxes.  
These tax cuts predominantly benefited higher income individuals.  Now that states are facing a 
challenging fiscal situation, these recent policy decisions should be reexamined.   
 

In the current fiscal environment state policymakers should recognize that tax relief for 
those who need it least is less important than providing vital public services.   
 
Property Taxes 
 

The real estate boom is over, but home values are still significantly higher than they were 
a decade ago. And cuts in federal and state aid to cities mean that more services must be paid for 
by local governments. Resulting increases in property taxes can lead to so-called “taxpayer 
revolts,” which can decimate local governments and schools and the services they provide. 
Increased foreclosures will exacerbate pressures on the remaining taxable property. Many 
property tax relief programs spend a lot of money on tax breaks to businesses, investors and 
wealthy homeowners, and do little to help those who truly need relief.  State policymakers can 
respond to legitimate concern over property taxes by enacting homestead exemptions or property 
tax circuit breakers that provide property tax relief to those who actually need it.  
 
Tax Expenditures 
 

Tax expenditures—essentially government subsidies delivered through the tax code 
rather than by direct payments-cost states billions every year.  Tax expenditures are essentially 
“entitlements” because they are automatically funded and not subject to spending limits.  What’s 
more, in many states tax expenditures are not reported at all, or not in a regular and consistent 
manner.  To give lawmakers the tools they need to make informed decisions, all states need to 
create a comprehensive Tax Expenditure Budget, so that tax expenditures can be reviewed for 
fairness and effectiveness just like every other government program.   
 
TABOR 
 

National right-wing foundations are pushing versions of Colorado’s so-called 
“Taxpayer’s Bill of Rights,” or TABOR, around the country, introducing the constitutional 
revenue limit measure in 10 states last year.  TABOR’s inflexible and unworkable formulas 
severely damaged Colorado’s public services and quality of life, so the state enacted a bipartisan 
plan to roll back parts of the limit.  Every state where TABOR was pushed last year rejected the 
spending limit, but the anti-public service groups that promote it have vowed to keep trying.  
States need to continue resisting TABOR in all its forms. 
 

For more information on these issues, and ways to address them, see: 
www.afscme.org/budgetandtaxes
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