Effect of the War Economy on Financing
Public Assistance®

TuHe WAR EcoNomY, which has greatly increased
war production and at the same time has cur-
tailed the production and sale of consumer com-
moditics, should have a pronounced effect on
State revenues and, therefore, on financing public
assistance. The effect in individual States will
depend on the tax sources used for these programs,
Programs financed from income, inheritance, and
other progressive taxes or from relatively stable
revenues, such as general-property taxes, should
not be affected adversely. Financing of these
programs may cven be more nearly adequate as
employment and wage levels rise.! On the other
hand, further curtailment in the production and
sale of consumer goods may reduce State revenues
from general and selective sales taxes. General
sales-tax yields from rationed goods will be par-
ticularly affected, as will taxes on alcoholic bever-
ages and gasoline. There are some indications,
however, that reductions in revenues beeause of
rationing may be offset by increased sales and
prices of nonrationed goods.

Influence of the War Economy on General and
Selective Sales Taxes

The first effect of accelerated production and
rising prices under the defense program was a sub-
stantial increase in sales-tax collections. Total
State tax collections in 1941 reached the unprece-
dented sum of $4.5 billion. As a result, many
States accumulated surpluses and others reduced
taxes.? Sales-tax collections, which represented
a substantial part of the total, increased 11 per-
cent from the fiscal year 1938-39 to 1939-40 and
an additional 15 percent in 1940-41.3

There are indications, however, that such in-
creases have not continued in 1942, when war

*Prepared in the Division of Operating Statistics and Analysis, Bureau of
Publie Assistance.

! Alabama, Arizona, and Nevada finance the old-age assistanee program
from the property tax; Connecticut finances old-age assistance and aid to the
blind from the poll tax. The Distriet of Columbia, Louisiana, Maryland,
Now York, South Carolina, ‘Fennessce, and Wisconsin finance all programs,
and Massachusetts finances ald to dependent children and aid to the blind,
from general funds, of which moro than nine-tenths are derived from taxes on
Income and/or on relatively stable bases such as property.

! Sco ‘‘How to Use Statoe Surpluses,” State Government, March 1942, p. 7;
Tor Administrators Newa, January 1942,

! Federntion of Tax Administrators, Stafe Sales Tax Collections in the War
Eeonomy, Memorandum RM-212, Chicago, Juno 6, 1942, p. 1,
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needs have necessitated the sharp curtailment of
nonmilitary production. Data for seven States
on sales-tax collections in April 1942 show that
increases over April 1941 averaged only 8 percent,
in contrast to an 18-percent rise for the first 10
months of the fiscal year.! Further deceleration.
of the rise in such collections may result from

¢ 1bid, p. 2.

Table 1.—States financing public assistance entirely
Jrom earmarled revenues: Proportion of State funds
derived from specified source
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89 speoificd source *
AF | e——
[ @ >
State Program :E‘ %g g gg
g ki 2
8 L ENE:
K
(=]
[ & 8% S 3°3
Arizopa. ... ... Old-ago assistance_._._____ 100 | 100 §._..]....[....[*100
Ald to dc“endent children,| 100 | 100 } 31 |._..|....| 69
aid to the blind.
Arkansas_..__.. Old-age assistanco, aid to | 100 | 100 | 62 |....| 26 | 12
dependent children, ald
to the blind.
Colorado........ Old-ago assistanco......... 100 { 100 § 68 |....] 31 1
Aid to dependent children, 501100 | 76 |....) 24 | (%)
ald to thoe blind.
Kansas......... Old-ago assistance......... 51
Aidtodependent children.{ 33 [3100 100 [....}....]---.
Aid to the blind........... 33
Nebraska. ... Old-ago assistance, aid to | 100|100 {....[ 50|31 ] 10
dependent children, ald
to the blind.
Novada._........ Old-age assistanco......... 50 | 100 {....)....}....} 100
Now Moxico....| Old-age assistance, aid to | 100 | 100 { 20 [....| 46 | 34
dependent children, ald
to the blind.
Oklalioma._..._. Old-age assistanco, ald to | 100 | 100 |100 |....|....|....
dependent children, aild
to the blind.
TeXAS ccecacnnnn Old-ngo assistance, ald to | 100 | 100 [....| ) | () | (¥
dependent children, ald
to the blind.
Utah, .cooeeaoe Old-age assistance..-...._. 70
Aid todependent ehildren.| 76 |$100 1100 {....|.._.f....
Aldtotheblind........... 72

! Data from “Sourco of Funds Expended for Public Assistance, 1941,
Soclal Sccurity Board, Burcau of Public Assistance, Mar. 25, 1942, mime.
ographed rolease.

? Based on annual report of public assistance agency for 1041 (Arizona
Arkansas, Nobraska, Now Mexico), for 1040 (Colorado), and biennfal mporf
for 103840 (Utah); iiandbook of Kansas Soctal Welfare Laun, December 1941
(Knnsm);' ‘ar Systems of the World: 1949 (Oklahoma); and ‘‘Characteristics
of State Plans—characteristics cards'’ (Novada, Texas).

8 8poclal levy on real property to cover estimate of agency.

¢ T.ess than 0.5 percent.

§ “Omnibus Tax Bill,” enacted in 1941, provides funds for public nssistanco
and certain other Stato functions through a varloty of taxes including gasoline
sales, sale of autornobiles, and luxurics.
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several new factors in the war economy—the im-
position of price ceilings, greater reduction of non-
military production, and stricter controls over
installment buying.

Despite these factors, however, no immediate
decrease in sales taxes is likely. ‘Balancing the
imposition of price control and reductions in the
supply of consumers durable goods on one hand,
against oxpected moderate increases in the supply
of food and other nondurable goods and the exist-
ence of record inventories, it may be predicted
that general sales tax revenues will flatten out,
but not slump, in the next several months. Col-
lection experience will vary from State to State,
depending on the relative importance of restricted
foods in the tax base, but in general no quick
decline seems likely.” *

The extent to which the genecral-sales tax may
be affected by curtailed production and rationing
of automobiles, tires, and gasoline is indicated in
part by the distribution of retail sales-tax revenues
by class of commodity. In 1936, automotive com-
modities (including filling stations) represented 21
percent of the total; food, 32 percent; general mer-
chandise, 27 percent; and other commodities, 20
percent.® These data indicate that, if sales of
automotive commodities were cut to practically
nothing, revenues might decrease as much as 20
percent. Offsctting probable declines in automo-
tive sales, howover, are recent increases in food
sales, which will probably continue to expand.

Through 1941, tax reccipts on both alcoholic
beverages and gasoline also continued to increase.’
However, many distilleries have been converted to
war purposes, and States relying on taxes on dis-
tilled spirits may find their revenues falling off
sharply when present inventories are exhausted.
Gasoline taxes also should decrcase sharply as
rationing is extended.

Changes in General and Selective Sales-Tax
Revenues

Many public assistance administrators have
been particularly concerned about the effect that
decreases in gasoline taxes may have on financing
public assistance. These taxes, which probably
will be seriously affected by rationing, are unimpor-
tant, however, both as a revenue specifically

#Ibid, p. 6.
¢ Jacoby, Nell ., Retall Sales Tazatlon, Chlcago, 1038, p. 230.
1 U. 8. Bureau of the Census, State Tax Collections, 1941, p. 15.
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earmarked for financing the public assistance
programs and as a revenue source of State general
funds. Only Nebraska uses the gasoline tax as
the major revenue earmarked for public assistance;
in Texas this tax is one of several revenues so ear-
marked. Only TFlorida, New York, Ohio, and
Pennsylvania derive part of their general funds
from gasoline taxes.® In all other States, gasoline
taxes are earmarked, principally for highways and,
in a few instances, for education. It is doubtful
that decreases in gasoline-tax yioelds will divert
general funds from public assistance to highways,
since highway construction is restricted by Federal
war agencies and would tend to decrease, in any
case, with rationing of automotive products. The
cffect of sharp decreases in revenues from gasoline
taxes, therefore, will be confined to a few States
which may have to find other sources of funds for
tho public assistance programs. It is interesting
to note, however, that in Nebraska, the one State
which carmarks the gasoline tax as the major
revenuo for public assistance, the State assistance
director has stated that he thinks ‘“‘the situation
regarding assistance won’t be any more crucial
with gas rationing than it is now.” The director
pointed out that “liquor and beer taxes are yiclding
far more than normal this year . . . and during
the first five months of 1942 replaced gasoline
taxes as the biggest source of assistance income.”?

Public assistance programs in 38 States ' will
be affected in varying degrees by changes in reve-
nues from sales taxes. The importance of such
changos depends on the proportion of funds for
public assistance derived from sales-tax revenues "
and the dogree to which the funds are limited to
such revenues by earmarking.

Sales-tax revenues account for half or more of

1 Sco Tar Systems, 'Tax Rescarch Foundation, Commerco Clearing Houso,
1940. In Florlda, old-ago assistance, ald to dependent children, and aid to the
blind aro financed primarily from carmarked rovenues, so that tho gasoline
tax has a nogligible influence on funds for these programs.

? Journal, Lincoln, Nebr., Junc 4, 1042,

10 Pho other 11 States Include the District of Columbia, Louisiana, Mary.
land, Now York, South Carolina, Tennessce, and Wisconsin, {n which all
prograins are financed from general funds, of which mote than nine-tenths is
derived from taxes on incotna and/for on property and other relatively stable
bases; Novada, where old-age assistance, the only program administered un-
der a plan approved by the Social 8ccurlty Board, 18 financed from the prop-
erty tax; and Massachusctts, North Dakota, and ‘Texas. Data aro not avail-
able on the amount of public assistance funds derlved from general-snles and
alcoholic-beverago taxes for all programs in North Dakotn and Texas and for
old-age assistance In Massachusetts; ald to dependent children and afd to the
blind In Massachusetts are financed from general funds, of which less than
one-tenth Is derived from gencral-salos and alcoholle-beverage taxes.

11 Appropriations from the general fund for public asslstance programs are
assumed to have been derived fromn sales taxes in the same proportion as the
total general fund I8 derived fromn this rovenue source.
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the State funds used for public assistance in 20
States. More than a third of these States financo
each of their programs entirely from carmarked
funds derived in major part from sales-tax reve-
nues (table 1). Programs will be most directly
affected, therefore, in these States, i. ¢., Arkansas,
Colorado, Kansas, Nebraska, New Mexico, Okla-
homa, and Utah. Three additional States—
Alabama,'? Ilorida,”® and Oregon—finance pro-
grams from both earmarked and general funds, of
which at least half is comprised of revenues from
sales taxes (table 2). In these States, increascs
or decreases in sales-tax revenues may be balanced
by changes in gencral-fund revenues and appro-
printions therefrom. The other 10" of the 20

11 Bales taxes arc used for ald to dependent children and ald to tho blind
only; old-ago assistanco s financed from the property tax.

1 Information is for ald to tho blind only; data aro not avallable on the
amount of funds for old-age assistance and ald to dependent children derived
from taxos on general sales and alcoholle beverages.

14 California, 1llinofs, Indiana, Michigan, Missouri, Ohlo, 8outh Dakota,
Washington, West Virginia, Wyoming.

States finance their programs ontirely from the
general fund (table 3); changes in revenues from
sales taxes in this group of States may be com-
pensated by changes in other revenue sources of
the general fund,

In 18 additional States, sales taxes account for
less than half although more than one-tenth of
funds uscd for public assistance programs. Ari-
zona '? alone finances its programs entirely from
carmarked funds (table 1), and only Connecticut,
Iowa, and Maine use both earmarked and general
funds.!® Programs are financed entirely from gen-
cral funds in the other 14 States.'®

1 Information on sales taxes I3 for ald to dependont childron only, in
Connecticut; atd to the blind only, in Jowa: and ald to dopendent ohildren
and ald to the blind, in Maine. In Connecticut, old-age assistance is financed
froin the poll tax, and ald to the blind, from other relatively stable revenues,
Data aro not available for Iowa and Maine on the amount of funds for old-ago
assistanco derived from taxes on goneral sales and alcoholic boveragos.

18 Delaware, Qeorgla, Idaho, Kentucky, Minnesota, Mississippl, Montans,
Now Iampshire, New Jerscy, North Caroliua, Pennsylvania, Rhode Island,
Vermont, Virginia,

Table 2.—States financing public assistance from both earmarked and general revenues: Proportion of State funds
derived from specified source

Propor.| Froportion of 8tate funds derived from spocified Proportion of 8tate gencral fund derived from
tlormr carmarked sourco ? speolfled sourco 3
Foderal
odera
Btate Program funds gr?\'l] a ﬁ“ﬁo' a g:anl: {l\llo'o P
pro- aso- olic- on- ollc- rop-
vided | Tota) 'n‘lll?f’ line | bover- 03]‘(‘5[ eral | Total g’:}&s bover- I{lac;);l;e erty oﬁlgr
by use taxes age funds use ago taxes
Stato ! taxes taxes taxes | t8X03
Alabama. ... Old-ago assistance........._. 57 100 f........ Q)]
Ald to dependent children. . 50 100 [....... a9 100 31 14 12 20 2
Aldtothe bDlind........._... 50 100 |......_.|. 38
Connectlent. ... Old-age assistance, ald to 100 100 |........ 22
the blind. 100 |ocnonann. 18 14 17 | 51
Ald to dependent ehlldron . . 50 100
Florlda..._...... Old-age assistance. . ......... 100 ¢
Ald to dependent children. - 100 s
Aldtothoblind..._..._.._.. 100 U
Towa_........... Old-ago assistanco._........_. 100 100 () feeeeoe]ooamanns [O 2 PO SOOI U MU MR SN SN
Ajdtotheblind............. 450 100 | oo feceaaac]eeeaas 100 100 f...o.... .3 EO 40 as
Maine_.._._.__.. Old-age assistanco........... 100 (0]
Afd to dependent children . 47 100 100 |..-..... 28 |ocaeae-. 41 a1
Ajdtothoblind. ... _..._. 100 100
Massachusetts...| Old-age assistanco.._...._... 07 ®
Ald to dependent chiidren . 48 } 100 100 f........ 8 8 3 82
Aldtothe blind......._..... 100
North Dakota...| Old-age assistanco. .. ....... 86 100 (O]
Ald to dependent children .. 51 } 100 ® 0} 100 |........ 1 9 52 s
Aldtotheblind._. ... . .. 100
Oregon_......... Old-age assistance, afd to de- 60
nendent ehildron, } 100 |oooeoooo]amannns [:]. 70 O 15 ) L1112 (R R, 04 |........ 36
Afdtothe blind. ... ... . .. 01

! Data from “Sourco of Funds Expended for 1ublie Assistanco, 1941,
Social Sccurity Board, Burcau of Public Assistance, Mar, 25, 1042, mimco-
graphod release. .

! Basod on anntual report of public assistanco agency, 1041 EAlnbmnn,
Florida); ‘'Characterlstlcs of State plans—charactoristics cards'’ (Connceetl-
cut—aid to dependont childron; Maine—old-age assistance, ald to dependont
cblldren; Massachuscetts—old-age assistanco, afd to the blind; North Dakota,
ngon); T'ar Sysiems of the Werld, 1949; and memorandum from Division of
Finance and Kconomnic Studies, Bureatt of Rescarch and Statistles (old-ago
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assistance, Connecticut; ald to the blind, Florida); ‘“Earmarking Tax Funds

for Wolfaro Purposcs,” Soclal

3 Data tor 1940 compiled b

Security Bullelin, E
Maino-ald to the blind, Massachusetts -ald to dependent childron

Bureau of Research and Statistics, 8octil SBecurity Board.,

4 Loss than 0.8 percent.
$ Unknown,
¢ Defleits inado up from goneral fund.

Januar

1040) (Iowa,
Division of Finance and Economic B.tudlos,
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Table 3.—States financing public assistance entirely from general revenues: Proportion of State funds derived from
specified source

All
other

13

42

3

2t

28

‘8

56
4

Pro’portlon Proportion of State general fund derived from speciflod source ?
of non-
Federal
Btate Program runl?lsd Total O:mcml& .t)lcohollc- Incomo | Property
provide ot sales an oVerage
by State ! uso taxes taxes taxes taxes
Californla. - ..o ... Old-age asslstance, ald to theblind............ 50 . .
Ald to dependent children - _.................. 57 } 100 53 7 3 4
Delaware....ccceaeaeen- Old-age assiStANCe. . ...cooucoeaciiiaraanaanns 100
Ald to dependent chlldren . . ...... ... . .. 50 } 100 focomneennnn 18 LN ERTPPRTPRETS
Distrlct of Columbla._..] Old-age assistance, ald to dependent children, 100 100 [--ooaanaan 4 [ 57
aid to the blind.
(€ 7% 4 - VO, Old-age assistance 88
Ald to dependent children 87 100 |.oeoieaonet 13 36 30
Aldtotheblind.. ... . . .....__.._ 87
Idaho. o ceceeeeeeeaeeees Old-age asslstance, aid to dependent children, 100 100 ..o 16 24 37
ald to the blind.
ninois. - e aooe Old-age nssistance, ald to dependent children.. 100 100 50 16 | ®
Indlana. oo Old-age assistance, ald to dependent children.. 60
Ald tothe blind. .. oo oo aeeainnans 00|} 1o 65 A EREEREEEE 8
Kentucky. ocvoeooneanns Old-age 8ssistaneo. ... o.ooooiiiaioaa.. 100 100 ) 26 17 21
Touisiana. . .. . ... Old-age assistance, aid to depondent children, 100 100 | _.......... (O T P 15
ald to the blind.
Maryland. ... ....... Old-ago ussistance. . ........... .. .. ......... 07
Ald to dependont children .- 80 100 .. .ooiiaas 1 28 27
Aldtotheblind... ... . .. .. . .. ... .... 30
Michigan..cceeeenoo.... Old-age assistance, ald to the blind._..._..._.... 100
Aid to dependent children. ..o 85 } 100 08 17 1
Minnesota.....o.ocoo-.. Old-age assistance. .. ... .. ... ... 067
Aid to dependent children_ . 30 1000 ... ...... | [ N P, 37
Aldtotheblind... .. .. ... ... ... ... 100
Misstssippl.ooccocaaanan. Old-age assistance, ald to dependent children, 100 100 37 14 10 14
ald to the blind.
Missourl. . ... .ceaoan. Old-age assistance, ald to dependent children.. 100 100 50 12 15 90
Montana. . .c........ w-e--| Old-age assistance............................. 68 '
Ald to dependent children. . 70 100 |....oooaooet 42 12 26
Aidtotheblind.... .. ... ... .. .. ... ... 09
New Hampshire......... Old-age assistance._ ... ... _...... 50 .
ps Ald to dependent children, aid to the blind . 100 } 100 f..ooneoonen e Rt 14
NowlJersey.-cceeuuaan-- Old-age assistance......... .. ... 75
Ald to dopendent childron R 35 100 |............ 42 | e
Aldtotheblnd..... ... . e
Now York....eooooo... Old-age assistance, ald to the blind.._......... 51 ’
Ald to depondent children. - ........oin.o. 29 } 100 & 8 32 1
North;Carolina.......... Old-age assistance__......_.._._.._.._......... 65
Ald to dependent children - 53 100 31 6 30 5
Aldtotheblind.. ... ... . ... . ... .. 51
[0 11 1 TN Old-nge 8ssistance. ... .oo.oiiiiiiiiaiaaas 100
Aid to dependent children 43 100 39 i N O, 7
Aidtotheblind...... . ... ... .. 33
Pennsylvania....._.____. Old-age assistance, ald to dependent chiidron.. 100 100 (O} 19 14 13
Rhode Island............ Old-age assistance, ald to the blind. 100 } 100 37
Ald to dependent children 5 S el IR Al A
South Carolina.......... 0ld-ago assistance, ald to dependent children, 100 100 foeeeeooaann 1 22 9
ald to the blind.
South Dakota.._._...__.. Old-age assistancoe, ald to dependent children, 100 100 37 20 (O] 13
ald to the blind.
TONNeSSe8.. . cccccoeoacaun Old-age assistance, aid tothe blind.__._._._____ %
Aid to dependent children_ _ .. ... ... ... .. ... 67 } 100 f..emenenenns 8 19 0
Vormont..eeeaaeccea-ne- Old-age assistance, ald to the blind_._..._..._. 100
Ald to dependent children. .. .. ... ..__.... 50 } 10 ... 28 L
A2 17°4] 11 S, Old-ago assistance, ald to dependent children, 62 100} ... ... 28 18 10
ald to tho blind.
‘Washington.cooceaoa... Old-ago asslstance, aid to dependent chiidren, 100 100 30 18 | e 11

ald to the blind.

Bee footnotes at end of table.
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Table 3.—States financing public assistance entirely from general revenues: Proportion of State funds derived from
specified source—Continued

I’ro'porl.lon Proportion of 8tate gonoral fund derlved from spocified source ?
of non-
Foderal
Stato Program funds Gonoral- | Alcoholic-
Income Property All
provided Total snles and beverage
by Stato ! use taxes taxes taxes taxos other
West Virginda...._...... 0ld-nge assistanco, ald to depondoent childron, 100 100 59 12 5 3 21
ald to the blind.
Wisconsin.oooooaeeoaonc. Old-ago assistance, aid tothe blind._...._...._. 01
Ald to dependent ehildren . o ooneo .. 2220000 52 } 100 [.ocueeneenee b 3 20 36
(31 1101) - S, Old-ago assistancoe.. ... ......coeeiooioil 56
Wy Ald to dependent childron. . . 50 1C0 51 ) 1. 7 P, 13 21
Aldtothe bliind...oooooo il 100

1t Data from ‘‘Sourco of Funds Expended for Publio Assistance, 1941,
8oclal Sccurity Board, Burcau of Public Assistance, Mar. 25, 1042, mimco-
graphed releaso,

1 Data for 1040 compiled bf Division of Financo and Economie Studies,
Bureau of Resoarch and Statlstics, Boclal Security Board.

Under present trends in sales-tax collections,
programs in all these States probably can be more
nearly adequately financed than under pre-war
conditions. If, as the war ecconomy deepens,
greater restrictions on the production of consumer
commodities result in decreases in sales-tax reve-
nues, these States may have to curtail their pro-
grams or find other sources to offset or take the
placo of decreased sales-tax colleetions, IHowever,
the present improved fiscal condition of the major-
ity of States may mean that losses of revenue from
sales taxes, if they occur, can be absorbed either
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3 Loss than 0.5 percont,

1 Apparontly includes gnrt of gasoline tax whioh, according to 7'ax Systems
o/“lhtc Vorld: 1940 and Supplement: 1941, 13 earmarkod for uneomployment
roliof.

from accumulated surpluses or from increased col-
lections of other taxes.

Income taxes may provide an important source
of State revenue during periods of increased busi-
ness activity and employment. Income-tax yiclds
should continue to increase with the rising volume
of war production. Such increases, however, may
be limited in several States which permit deduc-
tions for Iederal income taxes from the State tax
base. It is possible that States which do not levy
income taxes may find it necessary to substitute
them for sales taxation,
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