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The Success of the Great Depression Tax Revolts

And the taxpayer, not content with thus

ruining political science, added insult to injury

by damming all its chief ornanents as thieves,

and by swearing that he would never |et them rook

hi m again. H's bell ow was now for the nost rigid

econony, and he swore that he would have it if

t he heavens fell. There was no hol ding himwhile

the fit was on him In many American cities

publ i c expenditures were actually reduced.?

The exi stence of tax revolts throughout Anerica during
the G eat Depression is news to nost people. Even trained
hi storians are surprised to |l earn the about the existence
of such tax revolts. Anerican history textbooks and
vehi cl es of popular culture such as notion pictures and
novel s are devoid of any information about such tax
revolts. The Great Depression is generally thought of as a
period of personal sacrifice, patriotismand conradely, not
tax revolts

Hi storians tend to downplay the role of tax revolts in
hi story? and even Charles Adams, the great historian of tax
revolts, overlooks the tax resistance novenent of the G eat

Depression. In his view, opposition to taxes declined

during the Progressive era when Anericans adopted the

' H L. Mencken, "Wat is Going on in the Wrld," Amrerican Mercury, Vol.
30, No. 119 (Novenber 1933) pp. 259-260.



attitude that taxes were necessary to obtain the benefits
of governnent.® W agree that the character of tax

resi stance has changed in the 20'" century; it is both
weaker and non-violent, but it is not dead.?

David Beito did a great service to the schol arship of
Anmerican history with his redi scovery of the G eat
Depression tax resi stance novenent. He uncovered evi dence
of w despread opposition to real estate taxes in cities
across Anerica and that Anericans were in fact not paying
their taxes in a surprising potent and popul ar rebellion.?®
Al as, the anti-tax rebellion declined as quickly as it
started and Beito attributes its demse to a |ack of a
"focused ideol ogi cal program’ that could capture the
popul ar sentinent of the tinme and create a tangible

political programand legacy.® H s conclusion was that the

2 For exanple the American Revolution is now viewed as a nmovenent to
establ i sh denocracy, the Cvil War was fought over slavery, and the
VWi skey Rebellion has slipped down the Orwellian nmenory hol e.

3 Charles Adams, Those Dirty Rotten Taxes: The Tax Revolts that Built
America (New York: The Free Press, 1998).

4 Arthur O Sullivan, Terri A Sexton, and Steven M Sheffrin, Property
Taxes & Tax Revolts: The Legacy of Proposition 13, (Canbridge, Engl and:
Canbri dge University Press, 1995), for exanple, |ook at nodern property
tax opposition novenents in the United States.

>Wiile it would be logical to assune that people sinply could not pay
their taxes, Beito provides evidence that the vast mpjority of tax
resisters could pay their taxes but refused to do so. H s evidence on
t he occupations of the nmenmbers of tax resistance organi zati ons nakes
clear that this nmoment was not just weal thy opportunists refusing to
pay their taxes.

® David T. Beito, Taxpayers in Revolt: Tax Resistance during the G eat
Depression (Chapel Hill: University of North Carolina Press, 1989) p.
164.



tax resistance novenent of the Great Depression was a
failure.’

Beito's contribution has been prai sed, but questions
have been rai sed concerning his explanation for the ending
of tax revolt.® W believe that the anti-tax nmovement was a
genui ne success and that this success is the reason the
revolt ended.® The success of the tax revolt took two najor
forms. The first and nost obvious was the tax limtation
nmovenent which was effective in several states in
establishing cuts and limtations on property tax rates.

The second success, which was both nore inportant and far
| ess obvi ous, was the passage of the 21°' Amendment t hat
repeal ed al cohol prohibition (hereafter, Repeal). The

| egali zation of al cohol sales in nost states provided
federal, state, and | ocal governnent with increased tax
revenues to offset cuts in property taxes while

simul taneously providing a drastic decrease in the price of

" Beito, Taxpayers in Revolt, pp. 160-164. On the dust jacket, the
publisher notes that the tax resisters "failed.to offer clear and

per suasi ve proposals outlining specific services that could be reduced
or elimnated. Their lack of a genuine political program Beito argues,
led to the downfall of a surprisingly potent and popul ar rebellion.”

8 For exanple, Mark Leff in his review of Beito book found that his

"evi dence cones up short" when he tries to explain the precipitous
decline in tax resistance after 1933 by a |lack of a systematic

i deol ogi cal program (American Historical Review, vol. 95, no. 5
(Decenber 1990) pp. 1648-1649.

° W believe that there are good for the demise of this tax revolt from
hi storical menory such as the fact that it was non-violent conpared to
the American Revolution, the Whiskey Rebellion, and the Civil War.

Also, it was far |ess spectacular than other events of the time such as
the stock market crash, Prohibition, and Roosevelt's New Deal



al cohol and in effect granting the American public a type
of tax cut. ™

We begin with an explanation for tax revolts of the
Great Depression. Beito's explanation for the dem se of
the tax revolt is then contrasted with our view that the
revolt was a success. Evidence is presented that clearly
denonstrates that the novenent was a success in terns of
nmovi ng the burden of taxes off of property, reducing the
overall tax burden, and protecting taxpayers fromfuture
i ncreased taxes. In addition, the enactnent of tax
[imtation statutes and the Repeal of Prohibition are shown
to be tangi ble evidence of the novenent's success. These
policy victories mark the end of the revolt because the
primary goals of the novenent had been achi eved. How el se
woul d one expl ain the rather sudden dem se of a novenent
t hat consisted of |ocal organi zati ons unconnected by a
nati onal network? In our view the timng of these events
support our hypothesis that the revolt was a success and
that Repeal, which affected the entire nation, was indeed a

pi votal event for the tax resistance novenent. W concl ude

10 The followi ng analysis is based on the initial findings in Chetley

Dal e Wi se, "The Political Economy of Prohibition and Repeal : I|deol ogy,
Political Self-Interest, and Information Control,"” (Auburn University,
AL: Master Thesis, 1998).



with observations on the value of tax resistance and its

proper place in American history.

THE RI SE AND FALL OF TAX RESI STENCE

The obvi ous reason for the rise of tax resistance was
that the burden of taxation increased greatly with the
onset of the Great Depression. Mst Anericans had
experienced relatively good tax policy during the 1920s
with federal inconme tax rates cut by nore than half for al
i ncone brackets. The econony expanded during the "roaring

20s" in response to these tax cuts.?!

The Great Depression
brought an end to economc growh and replaced it with
record | evel s of unenploynent, mammoth | oses of wealth, and
a slew of governnent policies to reduce production and keep
prices high.*?

The nost notable tax increase cane fromthe federal
governnment. President Herbert Hoover and Secretary of the

Treasury Andrew Mell on prepared a nassive tax increase bill

t hat Congress passed into | aw as the Revenue Act of 1932.

1 Robert B. Ekelund, Jr. and Mark Thornton, "Schunpeterian Analysis,
Suppl y- Si de Econom cs and Macroecononic Policy in the 1920s," Revi ew of
Soci al Econony, 44, no. 3 (Decenmber 1986): 221-237.

2 Murray N. Rothbard, Anerica's Great Depression, 3 edition (Kansas
City: Sheed and Ward, Inc. 1975).



Murray Rot hbard descri bed the enornous range of taxes as
fol |l ows:

Many wartime exci se taxes were revived,
sal es taxes were inposed on gasoline, tires,
autos, electric energy, malt, toiletries, furs,
jewelry, and other articles; adm ssion and stock
transfer taxes were increased; new taxes were
| evied on bank checks, bond transfers, telephone,
tel egraph, and radi o nessages; and the personal
i nconme tax was raised drastically as follows: the
normal rate was increased froma range of 1 1/2
per cent -- 5 per cent, to 4 per cent -- 8 per
cent; personal exenptions were sharply reduced,
and an earned credit of 25 per cent elim nated;
and surtaxes were raised enornously, froma
maxi mum of 25 per cent to 63 per cent on the
hi ghest incones. Furthernore, the corporate
i ncone tax was increased from 12 per cent to 13
3/ 4 per cent, and an exenption for snal
corporations elimnated; the estate tax was
doubl ed, and the exenption floor halved; and the
gift tax, which had been elimnated, was
restored, and graduated up to 33 1/3 per cent.

He | abel ed this Revenue Act one of the greatest peacetinme
tax increases in United States history.®

The nost burdensone taxes for many Anericans, however,
was the property tax. Most Americans were not purchasing
furs and autonobiles during the G eat Depression and many
others were falling into | ower inconme tax brackets because
of falling income. Many of the other federal taxes, such

as taxes on electrical energy and tel ephone calls were for

small nom nal anpunts and often unknown to custoners.

13 Rot hbard, p. 253-254.



Property taxes, on the other hand, required taxpayers to
make an explicit tax paynment of significant size from which
t he taxpayer could not evade w thout |osing what was often
their nost significant piece of property and weal th.

Property taxes had increased significantly in the
decade prior to the Geat Depression. Gty governnment in
particul ar had grown enornously in both size and scope
during the 1920s. Gty governnent also increased its debt
| evel s during the decade in order to finance construction
and public works projects.

Revenues for city governnent becane nore dependent on
property taxes during this period. According to Beito,

"t hroughout the 1920s, the general property tax accounted
for over 90 percent of taxes levied by all cities over

30, 000 in popul ation."' One reason for this dependence was
t hat al cohol revenue from sales taxes and |icenses had
"dried up" due to prohibition.

Hi gher property tax revenues and a narrower tax base
were largely tolerated during the 1920s. Econom c growth
meant that increased property tax revenues coul d be
achi eved nostly via higher property assessnents rather than
hi gher tax rates. This nmeant that the market val ue of

property was rising along wth personal inconme and



therefore people were better able to pay the higher tax
bills.

The boom ng stock market of the 1920s al so nmade peopl e
feel wealthier and nore concerned with future wealth rather
than property taxes. Irving Fisher, the nobst prom nent
Ameri can econom st of the tinme, openly pronoted the idea
t hat prohibition was responsi ble for prosperity and that
Anmerica woul d now enjoy a "perpetual prosperity."” Higher
property taxes were thus the price to pay for prosperity.

The stock market crash and the G eat Depression
changed everything. The real burden of taxes on the
Ameri can people increased significantly. Even if tax rates
remai ned the sanme, tax burdens increased because the market
val ue of property was falling relative to assessed val ues.
The real burden al so rose because personal incone was
falling relative to property tax bills and the real size of
the property tax bill was rising because price deflation
was making dollars nore valuable in terns of purchasing
power. Another source of taxpayer ire was that the rea
wages of public enployees rose nearly 12% between 1929 and
1933.

Beito described this crushing burden by conparing

total tax paynents as a percentage of incone as foll ows:

14 Beito, Taxpayers in Revolt, p. 1.



As a percentage of the national incone,
per haps the nost pertinent neasure of the
burden's inpact, taxes nearly doubled from 11.6
percent in 1929 to 21.1 in 1932. In just three
years, the tax |oad on the Anerican people
increased nore than it had in the 1920s. Not even
during World War | had taxes ever taken such a
| ar ge percentage of the national inconme. Taxes at
the local |evel nore than doubled, rising from
5.4 percent of the national incone in 1929 to an
unheard of 11.7 percent in 1932. Surging even
faster, state taxes went from 1.9 percent in 1929
to 4.6 in 1932. At the sanme tine, federal tax
col l ections stayed rel atively constant, inching
up from4.2 percent in 1929 to 4.7 in 1932.%°

Clearly the tax burden was rising substantially and nost of
the increase was occurring at the state and | ocal |evel.

As the main weapon in the government's arsenal, the
property tax naturally becanme the focal point of the anti-
tax resistance novenent.

Wth tax burden, tax delinquency, and bankruptcy
rising, the country becane increasingly ripe for a tax
revolt. Tax delinquency increased fromits normal rate of
10%to nmore than 30% '® Tax protest organization formed
qui ckly and spontaneously in rural regions in response to

tax authorities selling the land of farners. Likew se,

15 Beito, Taxpayers in Revolt, p. 6.

8 Fred Rogers Fairchild, "The Probl em of Tax Delinquency," Anerican
Economi ¢ Review, (March 1934) pp. 140-150 notes that "tax delinquency
has at present reached the proportions of a major problemin the
finances of many cities, counties, and towns is realized in a general
way by all well-inforned persons (p. 140)." He goes on to statistically
describe the giant increases in the burden of government by noting that
the "total of all taxes in the United States absorbed 7.2 per cent of
the total incone of the people in 1890; in 1930 it took 14.4 per cent,



t axpayer | eagues forned in urban areas in protest of high
taxes and property foreclosures. Estimates placed the
nunber of taxpayer organizations at between 3,000 and 4, 000
organi zati ons nati onwi de. !’

Beito docunented the tax protest and tax resistance
nmovenents in M| waukee, Detroit, and New York City. Here
like in many cities across the country, tax protestors
becane key players in local politics across the country.
Most of his book details the tax protest and tax strike in
the nost inportant tax resistance city, Chicago.® Because
there was no effective national organization to control and
manage tax resistance, |ocal groups were organi zed al ong
different |lines, developed different strategies, and
enpl oyed different tactics. Simlarly, politicians
enpl oyed different tactics and strategies and hel ped
organi ze vari ous pro-governnment coalitions to protect their
tax base. Interestingly, despite all these differences,
Beito finds a large nunber of simlarities between the tax
resi stance novenents in various cities across the countries

and their results.!® These sinmlarities and coi nci dences

exactly twice as large a share of national inconme. Today of course this
ratio i s much hi gher perhaps as much as 25 or 30 per cent (p. 147).

17 Wei se, "The Political Economy of Prohibition and Repeal, p. 62.

18 Beito shows that Chicago was in part an exception because of corrupt
practices in property tax assessments that were discovered prior to the
onset of the Great Depression.

19 Beito, Taxpayers in Revolt, p. 32.
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support our contention that the tax revolts were indeed
successful and were abandoned because of Repeal.
Utimately, Beito concludes that the tax resistance
movenent during the G eat Depression failed on two
accounts. First, although often threatened, tax strikes,
citizens refused to pay their taxes, rarely materiali zed.
Even in Chicago where a tax strike took place, total tax
|l oad for the citizens of Chicago increased nore in the
aftermath of the strike than in other large cities.?°
Second, tax resistance failed to reduce taxes. In
reviewi ng national statistics on tax burden, Beito
concluded, "tax resisters conpletely failed to achieve
their objectives. At best, they held off even greater tax

n 2l

I ncr eases. In fact, the novenent died an early death

conpared to the length of the G eat Depression.

Certainly good-governnment reforners and
other critics of the tax revolt exuded renewed
confidence in the later nonths of 1933 and
thereafter. They expressed nearly universal
agreenent that aggressive tax-reduction and anti -
bi g- gover nment convi cti ons had begun to ebb--
al t hough by no neans di sappear. After 1933, tax
l[imtations fared poorly and tax strikes even
more so. %

Several reasons explain the failure of the tax revolt

in Beito's account. The nost inportant reason was a

20 Beito, Taxpayers in Revolt, p. 96.
21 Beito, Taxpayers in Revolt, p. 146.
22 Beito, Taxpayers in Revolt, p. 162.

11



failure of ideology. The |ack of a focused ideol ogical
program and a set of agreed on policy recommendati ons
prevented | ocal groups from organi zing regionally and
nationally and al |l owed opposition forces to enploy divide-
and- conquer strategies that underm ned the unity of tax
resi stance groups and coalitions. |In contrast, politicians
who faced these tax resistance groups had nore focus,

i deol ogi cal and ot herw se.

A second factor in the dem se and ineffectiveness of
tax resistance was a | ack of professionalism Local groups
typically | acked the organi zational skills necessary to
formand maintain the necessary apparatus to nmake tax
resi stance groups effective. 1In fact, pressure groups were
a relatively new phenonenon in Anerican politics and there
were no anti-government pressure groups up to that point in
time. In contrast, politicians had well-devel oped
organi zing skills and the support of such groups as public
enpl oyees and school t eachers who opposed tax limtations
and spending cuts. Public choice theory would seemto
support Beito's concl usion because governnent had a wel | -
defined interest in continuing the concentrated benefits
provi ded by the flow of tax revenues into their pockets
whi |l e taxpayers faced |l arge costs relative to the margina

and di spersed gains they m ght nmake in terns of reduced

12



taxes. Taxpayers faced the free-rider problem because
those who did not participate in the resistance novenent

woul d al so the recei ve benefits of | ower taxes.

PROHI Bl TI ON AND PUBLI C FI NANCE

In contrast to Beito's findings, we believe that the tax
resi stance novenent was successful and that politicians
made significant concessions in order to end the tax revolt
and prevent its spread. One inportant factor that Beito did
not consi der was the prohibition of al cohol and the

coi ncidence of its Repeal with the dem se of the tax

resi stance novenent. Although the two events were not
directly connected, we argue that the repeal of Prohibition
provi ded the tax resistance novenent with a set of
significant victories. Repeal allowed |ocal, state and
federal government to reinstate al cohol taxes and increase
government revenues while greatly reducing al cohol prices.
State and | ocal governnents al so gai ned additional revenue
via licensing fees and ot her al cohol related charges and
federal al cohol taxes freed up additional noney that could
be provided to state and city governnents in the form of
grants, public works, and other assistance. These revenue

flows permtted property tax cuts and tax limtation

13



statues. Additionally, Repeal also reduced spending on the
enforcenment of prohibition, reduced political corruption,
and greatly alleviated the aggregate burden of crine.? W
show that the dem se of the tax resistance novenent was a
death by victory because it achieved all of the major goals
of the novenent.

The incone tax is also crucial for understanding the
victory of the tax revolt. Prior to the incone tax, tariffs
and al cohol taxes provided the bul k of federal governnent
revenues. Between 1870 and 1920 custons and |iquor taxes
provi ded nearly 80% of all federal revenue.? The incone
tax amendnent was passed in 1913 and its revenue raising
ability was quickly realized. Revenues in 1917 were nearly
three tines the revenues in 1916. Congress anended the
income tax in Cctober of 1917 and revenues increased
enornously in 1918 just as Congress had estimted. This
revenue | egislation passed just two nonths prior the
initial proposal of the 18'" Anendnent that prohibited
al cohol sales (Prohibition).

Lost al cohol tax revenues were nore than recovered by
i ncome tax revenues. The incone tax supplied two-thirds of

federal revenue by 1918 and by 1920 incone taxes dwarfed

2 Mark Thornton, "Al cohol Prohibition was a Failure," Policy
Anal ysis, No. 157 (Washington, DC. Cato Institute, 1991).

14



custons and liquor taxes by a ratio of 9 to 1. The nassive
i ncrease in revenues renoved Congress's need for al cohol
tax revenues and created the opportunity for the passage of
the 18'" Anendnent .

By lowering the cost of voting for prohibition,

the incone tax tipped the balance in politicians

cost-benefit calculus in favor of voting dry. The

t enperance novenent's | ong quest was seem ngly

brought to a triunphant concl usion. ?°
These political calculation would change again in the
throws of the G eat Depression.

| ncone tax revenue fell 60%from 1930 to 1933 pl aci ng
a severe financial constraint on Congress. The search for
an alternative revenue source led to the conversion of
F.DOR froma dry to a wet and resulted in the 1932
Denocratic party platformto call for Repeal in order to

provide "a proper and needed revenue." Revenue shortfalls
made Repeal possible and the al cohol tax provided 13% of
all federal revenue by 1936. %

Boudreaux and Pritchard argue that there was indeed a

di rect connecti on between revenue consi deration and

Congr essi onal votes on al cohol |egislation and they

24 ponal d Boudreaux and A.C. Pritchard, "The Price of Prohibition,"
Arizona Law Review, v. 36 (Spring 1994) p. 3.

% ponal d Boudreaux and A.C. Pritchard, "The Price of Prohibition," p.
4-5,

26 ponal d Boudreaux and A.C. Pritchard, "The Price of Prohibition," p.
6-7.

15



enphasi ze the direct connection between Repeal and pressure
from taxpayer groups.

The evi dence supports our contention that popul ar

sentinment for repeal was |less inportant in

propelling the Twenty-first Amendnment than was

Congress's desire for increased revenues conbi ned

wWith interest group pressures for |ower incone

tax rates.
They note that Repeal resulted in the bulk of all taxpayers
bei ng given a tax cut beginning in 1934, %

Prohi bition al so wi ped out al cohol sales tax and
licensing revenues to city, county and state governnents
W t hout any correspondi ng new revenue sour ces.
Concurrently with this forced narrow ng of the tax base,
many large cities experience increased popul ati on and
i ncreased expenditures on infrastructure related to W\ .28
Bruce Hardy summari zes the financial bind as foll ows:

The 1920s was a turning point in city
spendi ng. Total spending in the larger cities,
which, prior to Wrld War |, had risen at an

annual rate of between one and five mllion
dol lars, during the 1920s, increased by thirty to

27 ponal d Boudreaux and A.C. Pritchard, "The Price of Prohibition," p.
10.

28 Joseph T. Salerno, "War and the Money Machine: Concealing the Costs
of War Beneath the Veil of Inflation," The Costs of War: Anerica's
Pyrrhic Victories, 2" edition edited by John V. Denson (New Jersey:
Transacti on Publishers, 1999) pp. 443-454. Sal erno shows t hat
governments conceal the cost of war via inflation and other neans. As a
result there is a well-established pattern for capital to depreciate
even in belligerent countries away fromwar zones. For exanple, Hardy
pp. 141-164 shows that capital spending in five major cities in the
United States declined from$102 nmillion in 1915 to $84 nillion in
1919, but by 1922 had increased to $202 nillion or an increase of 148%
(p. 159)

16



fifty mllion dollars annually. Such spendi ng had

a significant inpact on the American econony; it

al so had a significant inpact on city

governments, many of which were not only unable

to devel op revenue resources fast enough to neet

t he skyrocketing costs, but which found

t henmsel ves burdened by excessively high overhead

costs, thereby increasing their vulnerability.?°
Accordingly, the Geat Depression hit the large cities
especially hard because these areas suffered from both
extrenmely high unenpl oynent rates and fromthe high
overhead cost of city governnent debt.

For nost major American cities, spending peaked in
1930 and began a decline in spending levels that in many
cases would | ast the entire decade. |In Chicago, spending
was cut by nore than 35%during the tax strike.3 Current
spendi ng (non-capital expenditures) also fell in cities
with the onset of the Great Depression, recovered during
1933-1934, as revenues stabilized but did not significantly
increase in the aggregate over the rest of the decade.

Interestingly, large city governnents increased their
debt trenendously during the 1920s but actually stabilized

borrowi ng and often reduced their total debt during the

Great Depression and Wrld War Il. Lower debt |evels

2 Bruce Allen Hardy, "American Privatismand the Urban Fiscal Crisis of
the Interwar Years: A Financial Study of the Cities of New York,

Chi cago, Phil adel phia, Detroit, and Boston, 1915-1945," Dissertation
Wayne State University, 1977, p. 11.

30 Weise, "The Political Econony of Prohibition and Repeal," p. 72.

17



reduced the overhead or interest expense and contributed to
the financial stability of city governments.3 Evidence
fromfive major cities shows that city budgets were nore
likely to be balanced or in surplus after Repeal than
during the period 1930-1932.% This return to financi al
responsibility was clearly one of the goals of the tax

resi stance novenent.

The change in the conposition of revenues al so
denonstrates an inpact of Repeal that clearly could be
considered a victory of the tax resistance novenent.

Evi dence fromfive major cities shows that revenue from
property taxes declined in overall inportance after 1933.
Table 1 shows that property taxes as a percentage of the
overall city revenue decreased from 66% over the period
1930-1932 to only 62% over the period 1933-1940.

This calculation actually greatly understates the
change in revenue patterns because of the inclusion of
Chicago. In Chicago the tax holiday and tax strike of the
early 1930s greatly reduced property tax revenues and the
settling of the strike and adoption of repaynment prograns

i ncreased revenues in 1933 and 1934 beyond what they would

31 Hardy, Urban Fiscal Orisis of the Interwar Years, pp. 472-478.
32 Hardy, Urban Fiscal Crisis of the Interwar Years, various pages.

18



have been.* Renpving Chicago fromthe calculation results
in property taxes decreasing from67%to 61% of total
revenues in the four remaining cities, a rather dramatic
shift in |l ocal revenue structure. Revenue extraction was
being shifted away from property taxes and this was a
central goal of and therefore victory for the tax

resi stance novenent.

Table 1. The Inportance of Property Taxes in Cty Budgets

Year New York | Chicago |Philadel phia |Detroit | Boston
1930 66 51 72 57 68
1931 71 67 72 61 69
1932 69 64 72 59 67
1933 65 73 69 58 69
1934 62 71 72 53 69
1936 57 63 68 57 71
1938 52 66 53 55 63
1940 54 59 61 56 65
1930-32 | 69 61 72 59 68
1933-40 |58 66 65 56 67

Source: Hardy, Urban Fiscal Crisis of the Interwar Years,
vari ous pages

33 The inpact of these factors on property tax revenues in Chicago
underm ne Beito point that the tax strike actually led to an increase
in property taxes because in reality the Gty was offering to | ower the
burden of property tax paynents in return for giving up the strike.

19




Repeal played an inportant role in property tax cuts
by i ncreasing non-property tax revenues. Taxes from al cohol
sales and |license fees had a positive inpact on city
budgets through three channels.® The nost direct channel
was the revenue that cities and | ocal governnents coll ected
from sal es and exci se taxes on al cohol sales and |license
fees from al cohol vendors. It is inportant to note that
whi | e nost non-property income sources were stagnhant
t hroughout the G eat Depression, business taxes were an
i nportant exception growing 900%in five large cities
bet ween 1933 and 1940 and this category is where nost of
t he al cohol tax revenues woul d accrue.*® The Bureau of the
Census noted that cities were "experinenting" with
licensing to raise revenue and that |iquor |icensing was
the main target for enhanced revenues.®® For exanpl e,
liquor-licensing fees increased fromzero in 1932 to nore

than $40 million in 1936.°%

3 H L. Mencken "What in the Wrld is Going On," p. 258 was not too
optimstic that al cohol tax revenues could pay for the New Deal. "Nor
is he (the taxpayer) likely to get any material relief fromthe repeal
of the Eighteenth Amendnent, for in order to produce enough revenue
from booze to pay even a fifth of the bill every man, woman and child
inthe United States would have to start lushing like a dry
Congressman. "

3% Hardy, Urban Fiscal Crisis of the Interwar Years, p. 407.

% United States Bureau of the Census, "Financial Statistics of Cities
over 100, 000 Popul ation--1937," (Washington, D.C.: U S. Government
Printing Ofice, 1940) p. 21.

37 Revenues continued to clinb to nearly $70 nillion by the end of the
decade. Wi se, The Political Econony of Prohibition and Repeal, p. 87.
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The second channel for al cohol revenues was via state
government. Increase state revenues via al cohol sales tax
collections permtted state governnents to send noney back
to city governments after 1932. For exanpl e, alcohol tax
revenue in Illinois was nore than $4 million in the first
full year after Repeal clinbing to $12 million by the end
of the decade.®® This new noney could be used by state
government to provide aid to cities; between 1934 and 1938
Chi cago received a 700%increase in state aid.*® By 1938
state governments were receiving nore than $250 mllion in
al cohol tax revenue and nore than $60 nmillion fromstate
I i quor nonopolies. State al cohol tax revenue would
i ncrease by nore than 200% by 1950. #°

The third revenue channel for alcohol-related tax
revenue was the federal governnent. According to Hardy,
there was recognition that "city governnments coul d not
carry the entire burden of unenploynent when it was a
nati onal problem Financial assistance would have to cone

n 4l

f rom Washi ngt on. Federal al cohol tax revenues went from

zero before Repeal to $259 million in 1934 to $624 million

% |n addition, property tax revenue for the state government of
[Ilinois fell fromnearly $40 million in 1931 to less than $10 mllion
in 1935. Wise, "The Political Econony of Prohibition and Repeal," p.
85.

% Hardy, Urban Fiscal Orisis of the Interwar Years, p. 407.

40 U S. Bureau of the Census, Historical Statistics of the United
States: Colonial Times to 1970, Part 2, (Washington, D.C.: US.
Governnment Printing Ofice, 1975) p. 1130.
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by the end of the decade.* The increased revenue provided
by Repeal allowed the federal governnent to play a greatly
enhanced role in |local public finance.

Repeal was a victory for the tax resistance novenent
because the new al cohol tax revenues permtted substanti al
reductions in property tax revenues. Wile the tax
resi stance novenent was based on the notion of reducing
property taxes, a major faction of the novenent were not
concerned whether it was achieved through tax cuts or tax
redi stribution. Tax redistribution was a natural
conprom se sol ution because "good governnent" interests
approved of tax redistribution because it broadened the tax
base nmade revenues nore stable and hel ped quell the
property tax revolt by satisfying their demands.

Normal |y, tax redistribution would not be considered a
tax victory, but in this case, Repeal produced a clear
vi ctory agai nst taxes and government authority. Property
tax were cut and al cohol consuners got what anmounts to a
substantial tax cut as governnent relinquished nost of its

3

authority over alcohol.* The tax resistance novement was

“1 Hardy, Urban Fiscal Orisis of the Interwar Years, p. 360.
42 Tax Institute, Tax Yields: 1940 (Philadel phia: College Ofset Press,

1941) p. 36.
4 Normally, falling prices should not be considered a tax cut, but
because the fall in black market prices to the "sin tax" |evel was

entirely the result of a change in governnment policy, it can be
considered simlar to a tax cut.
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able to achieve both tax redistribution and tax reduction
because al cohol prices under Prohibition were so nuch

hi gher than market prices. The price of illegal alcohol was
hi gher because suppliers ran the risk of being caught in
violation of the |aw and they faced the possibility of
severe penalties.

The total price or cost of al cohol products was higher
than | egal alcohol in three different respects. First, the
basi ¢ nonetary price was higher. Al cohol products during
Prohi bition were nearly 500% nore expensive than prior to
Prohi bition.* Al cohol products were also nore costly
because of the decrease in quality of products in black
markets as conpared to free markets.* Finally, illegal
al cohol products were nore costly because of the reduced
information and increased transaction costs that are
typically associated with black markets. 4

Repeal of Prohibition was therefore a boon for al cohol
consuners; few of whomit seens |lost their taste for
al cohol despite thirteen years of prohibition. Even a tax

rate of 100% woul d | eave al cohol consuners nuch better off

4 Mark Thornton, The Econonics of Prohibition, (Salt Lake Gity:
University of Utah Press, 1991), p. 102.

4 Mark Thornton, "Al cohol Prohibition was a Failure," Policy
Anal ysis, No. 157, (Washington, DC. Cato Institute, 1991).

“ Mark Thornton, "Perfect Drug Legalization,"” in How to Legalize
Drugs: Public Health, Social Science, and Civil Liberties
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than during Prohibition. The ngjority of adult nales were
regul ar consuners of al cohol products and the percentage

was even higher in urban areas dom nated by Catholics and

European inmigrants. |In an econony of approximtely $100
billion dollars and an al cohol products industry of
approximately $5 billion, a reduction in prices in excess

of 50% anpbunts to a substantial tax cut for the country as
a whol e and al cohol -consum ng households in particul ar.
This nust be one of the main reasons for the popularity of

F.D. R

TAX LI M TATI ON:  THE LEGACY OF RESI STENCE

In contrast to Beito's depiction of the tax resistance
nmovenent as one of failure, the success of tax limtation
efforts is another inportant victory for tax revolt that
had a lasting inpact. Tax limtation involves the passage
of legislation, referendum or constitutional anendnents at
the state and local level to cap property taxes. Arthur
O Sullivan, Terri Sexton, and Steven Sheffrin analyzed

nodern tax revolts but were quite inpressed with the

Per spectives, Jefferson Fish ed., (New Jersey: Jason Aronson,
Inc. Publishers, 1998) pp. 638-660.
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significance of "organi zed tax-resistance novenents
t hroughout the country” during the G eat Depression noting:
The tax revolts of recent years pale in
conparison to the activities that took place

during the Great Depression. In 1932 and 1933

al one, 16 states and nunerous |l ocalities enacted

property tax limtations.?

For these experts on tax revolts, tax limtations were the
successful outcone of the tax resistance novenent during
the Great Depression. The timng of these successes hel ps
expl ain why the novenent ended when it did.

Experts at the time al so recogni zed the connection
between the property tax revolt and tax limtations as
"conmmon know edge." Econom st and public finance expert,
Paul Wieller put it succinctly:

Conpl ai nts regardi ng the "burden" of the

realty tax have nultiplied manifold. Legislators

from coast to coast responded to del i nquencies

and clanmor by providing for over-all realty tax

l[imts.

He al so notes that property taxes have been reduced further
by honestead exenptions and reductions in property

assessnents so that |ocal real estate taxes declined from

$4,337 mllion in 1929 to $3,744 mllion in 1934 and t hat

4 O sullivan, et. al., Property Taxes and Tax Revolts, p. 1.
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state realty taxes declined from27% of total revenue in
1929 to 19%in 1932 to only 7% in 1937.48

The National Association of Real Estate Boards was the
maj or proponent of tax limtations. Representing the
Associ ation, Lawrence Hol mes noted that tax limtations
reduced real estate taxation, created a better environnent
for property investnent, especially home ownership, and | ed
to greater governnent econony and efficiency. Despite the
difficulties of cutting property taxes, the subsequent
increases in other taxes, and the significant delays in tax
reform tax limtation was found to be a success. Using
the state of Washi ngton as an exanple, he notes that the
voters approved tax limtation four tinmes and finally put
it into their constitution. Property taxes were sharply
reduced by the tax limtation and the other benefits,
previ ously mentioned, were al so achi eved. *°

Chio had long had tax [imtation |laws, but in 1933 the
tax limtation | aw was changed to drastically cut property
taxes froma maxinumrate of 15 mlls to 10 mlls. Using
the city of Tol edo, Ohio as an exanple the inpact of tax

[imtation and Repeal can be illustrated. GCeneral property

“ paul H. Wieller, "Real Property as a Tax and Rei mbursement Base
during the Depression,” in Property Taxes, (New York: Tax Policy
League, 1940) pp. 21-34.

4 Lawrence G Holnes, "Over-all Tax Linitation," in Property Taxes,
(New York: Tax Policy League, 1940) pp. 35-55.
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taxes declined significantly in 1932 with the G eat
Depression and again in 1935 wth the inpact of tax
limtation. Alcohol taxes appeared in 1933 and becane one
of the inportant new sources of revenues in a budget that
was stabilized at nmuch Iower levels. Wth the fall in
property taxes in 1935, beer and |iquor taxes al one nmade up
more than 1/8 of the entire city budget.

Tax limtations were a success for the tax resistance
movenent. They greatly reduced property taxes, gave
greater security of property rights to honeowners, and
reduced overall revenues to state and | ocal governnents.
However, these victories were not without their costs and
drawbacks. One inportant cost was that | ocal governnents
started devel opi ng new sources of revenue such as the sales
tax. A mgjor drawback of the limtation was that | ocal
governments becane nore dependent on the state and federal
gover nnent .

One Great Depression era expert on local public
finance described these |ocal governnments as "but hunble
mendi cants daily seeking succor at the hands of the

n 51

state. One nodern day expert devel ops the negative

inplications of tax [imtation at greater length. denn

0 ponovan F. Enth, "The Effects of Tax Limitation in Chio," in Property
Taxes, (New York: Tax Policy League, 1940) pp. 56-69.
! Donovan F. Enth, "The Effects of Tax Linitation in Chio," p. 69
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Fi sher finds the property tax to have many econonic

probl ens and the source of great ire anong taxpayers.
However, he cautions that taxpayers need to renmenber that
property taxes are the primary source of |ocal governnment
revenue and that by constraining | ocal governnent revenue
we | eave state and federal governnent unconstrained and its
growt h unchecked. Property tax limtations encourage | ocal
governnents to becone nore dependent on state and federal
governnments for resources and for overall governnment in

Anmerica to become nore centralized. %2

THE ROLE OF TAX RESI STENCE

The tax resistance novenent of the Great Depression

was successful. It achieved its primary goal of reducing
the property tax burden. In many |ocations the novenent
achieved statutorial limtations on property taxes while in

ot her locations property tax assessnent systens were
greatly sinplified and nade | ess corrupt. The novenent

al so produced a reduction in the overall tax burden, placed
i ncreased scrutiny on governnent expenditures, and hel ped

elimnate many frivol ous governnment expenditures and

2 denn W Fisher, The Wrst Tax? A History of the Property Tax in
America, (Lawence, Kansas: University of Kansas Press, 1996).
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prograns at the local level. Finally, the pressure
produced by the tax resistance novenent nust be given
substantive credit for the Repeal of Prohibition and the
benefits it produced. While many of the tax benefits may
have been di ssipated by the New Deal, Repeal provided a
permanent relief froma highly destructive form of
governnent intervention.

As nmentioned in the introduction, tax revolts have
pl ayed a vital role in American history and the evidence
presented in this paper denonstrates that the G eat
Depression is no exception. Day-to-day experience suggests
that taxes play a central role in our lives but nodern
hi stori ans have relegated taxation to a subordinate role to
civil rights, denocracy, equality in the history they
wite.>® This explains in part why the tax revolts of the
Great Depression have been virtually exterm nated from
hi story and why David Beito's work is so inportant. This
paper denonstrates that the tax revolt of the G eat
Depressi on was successful and played a central role in key
events such as Repeal and realignnment of political parties

during this crucial period in Amrerican history.

% This is true of world history as well. See for exanple, Charles
Adans, For Good and Evil: The Inpact of Taxes on the Course of
Cvilization (London: Madi son Books, 1993).
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Wi skey Rebellion, which recently celebrated its two
hundredt h anni versary w thout either notice or cerenony,
tells a simlar story of howthe history of tax revolts has
been rewitten. The Whi skey Rebellion was the cruci al
event in the early days of the Republic but is now
generally ignored or nerely depicted as George Washi ngt on,
the father of our country, bravely squashing a revolt by an
i sol ated group of backward people who refused to pay the
taxes necessary to build the new nation and naintain its
credit rating. In fact, the Rebellion was a mass popul ar
uprising that occurred in States across the western
frontier. Alexander Ham |Iton hel ped raise the | argest arny
ever assenbl ed on the North American continent to put down
the tax rebellion, while George Washington's interest in
putting down a tax revolt was highly questionable. Wth no
arnmy to fight and no taxes to collect, Hamlton and
Washi ngton returned east and western farnmers resunmed not
payi ng the al cohol tax. Thomas Jefferson was el ected
shortly thereafter and began denolishing the Federalist tax
apparatus. The Wi skey Rebellion was a conpl ete success
t hat hel ped keep the national governnment at bay for decades

to come. >

* Mark Thornton, "The Fall and Rise of Puritanical Policy in
America," Journal of Libertarian Studies, Vol. 12, No. 1 (Spring
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Recent tax resistance efforts, such as Proposition 13
in California have al so been successful and those who
oppose taxes can take confort in other recent events. For
exanpl e, CGeorge Bush's reelection defeat in 1992 was |inked
to directly to breaking his prom se on no new taxes. In
addition, the income tax, the IRS, and Social Security have
all conme under increased scrutiny and often intense
criticismduring the 1990s and politicians are now
considering a |large variety of reform neasures. These
efforts are likely to produce substantial changes in
governnent. However, history suggests that such novenents
need to be driven by taxpayers rather than politicians in
order to produce substantive reductions in the total tax
burden and the size of governnent.

W agree with David Beito that in order for tax
revolts to be a vital tool for liberty and to achieve
| arger and longer lasting results, that it is necessary for
the tax resistance novenent to have a well -devel oped
i deol ogi cal program Charles Adans is correct that we have
| ost the well-devel oped i deol ogi cal program agai nst
taxation, big-governnent and centralization that Anerica
had in the 18'" and 19'" century. The conbination of self-

interest in lower taxes and an anti-tax ideology wll be a

1996) pp. 143-160.
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necessary step to turn nodern tax resistance to new and
hi gher taxes into a nore substantial and |ong-Ilasting
monment for |ower taxes and reduction in the power of

gover nnent . >°

5 Qur nodel of tax revolts holds that taxpayers will revolt when tax
rates nove significantly higher than the ordinary nonopol y-expl oitation
| evel s where governnment takes two or three tinmes the taxes relative to
the services that it provides. Wien it attenpts to take four or nore
times the taxes relative to services, taxpayers will revolt and wll
general |y be successful. Property taxes tend to be inflexible conpared
to income and sal es taxes, which automatically rise and fall with the
econony and therefore tend to be the focus of tax revolts. For tax
revolts to | ower taxes bel ow the nonopol y-exploitation | evel taxpayers
must find a cost-effective way to organize a sustained drive to | ower
tax rates and elim nate governnment services. Certainly, a well-

devel oped and broadly understood ideol ogy would be a central conponent
to such an effort.
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