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“Permission to Tax” in Missourl

 In Missourl, state law defines the taxing
powers of local governments.

e The state constitution gives broad
discretion to the legislature.

* This is true despite “home rule” provisions in

the constitution

e This Is true despite requirements of uniformity
In the constitution.




Missouri Constitution
Article VI
Local Government

Section 15

The general assembly shall provide by general laws
for the organization and classification of cities and
towns.

The number of such classes shall not exceed four; and
the powers of each class shall be defined by general
laws so that all such municipal corporations of the
same class shall possess the same powers and be
subject to the same restrictions.



e Currently three classes of municipal
corporations:

* Villages: Less than 500 people.

e Class IV city: 500 or more and less than
3000.

e Class Ill city: 3000 or more people.



Missouri Constitution
Article VI
Local Government

Section 19

Any city having more than five thousand inhabitants
or any other incorporated city as may be provided by
law may frame and adopt a charter for its own
government.



Missouri Constitution
Article VI
Local Government

Section 19(a)

Any city which adopts or has adopted a charter for its
own government, shall have all powers which the
general assembly of the state of Missouri has
authority to confer upon any city, provided such
powers are consistent with the constitution of this
state and are not limited or denied either by the
charter so adopted or by statute. (Adopted 1971.)



Missouri Constitution
Article VI
Local Government

Section 22

No law shall be enacted creating or fixing the powers,
duties or compensation of any municipal office or
employment, for any city framing or adopting its own
charter under this or any previous constitution, and all
such offices or employments heretofore created shall
cease at the end of the terms of any present
Incumbents.



e Current numbers of municipalities:
e About 260 Villages

About 500 Class IV cities

57 Class lll cities

36 “Home Rule” cities

/ cities operating under pre-1875 “special
charters.”



Missouri Revised Statutes
Chapter 94
Taxation in Other Cities

94.830

The governing body of any third class city in any
county of the third classification which contains a
state university whose primary mission is engineering
studies and technical research...



Missouri Revised Statutes
Chapter 94
Taxation in Other Cities

94.830

...may Impose atax on the charges for all sleeping
rooms paid by the transient guests of hotels or motels
situated in the city, which shall be more than two
percent but not more than five percent per occupied
room per night...



Missouri Revised Statutes
Chapter 94
Taxation in Other Cities

94.830

...except that such tax shall not become effective
unless the governing body of the city submitsto the
voters of the city...aproposal to authorize the
governing body of the city to Impose a tax under the
provisions of this section.



Missouri Revised Statutes
Chapter 94
Taxation in Other Cities
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Missouri Revised Statutes
Chapter 94
Taxation in Other Cities

94.578

In addition to the sales tax authorized in section
94.577, the governing body of any home rule city
with more than one hundred fifty-one thousand five
hundred but less than one hundred fifty-one thousand
six hundred inhabitants is hereby authorized to
Impose, by order or ordinance, a sales tax on all retall
sales made within the city which are subject to sales
tax under chapter 144, RSMo.



Missouri Revised Statutes
Chapter 94
Taxation in Other Cities

94.578

The tax authorized in this section may be imposed at
arate of one-eighth, one-fourth, three-eighths, or one-
half of one percent, but shall not exceed one-half of
one percent...

The order or ordinance shall not become effective
unless the governing body of the city submitsto the
voters...a proposal to authorize the governing body of
the city to impose atax under this section.



Missouri Revised Statutes
Chapter 94
Taxation in Other Cities




Missouri Revised Statutes
Chapter 92
Taxation in St. Louis, Kansas City (and Certain Other Cities)

92.110

Any constitutional charter city in this state which now
has...population in excess of seven hundred thousand
Inhabitants...is hereby authorized to levy and collect,
by ordinance, for general revenue purposes, an
earnings tax on the salaries, wages, commissions and
other compensation earned by its residents; on the
salaries, wages, commissions and other compensation
earned by nonresidents of the city for work done or
services performed or rendered in the city....



Missouri Revised Statutes
Chapter 92
Taxation in St. Louis, Kansas City (and Certain Other Cities)

92.120

Thetax...shall not be in excess of one percent per
annum.

92.200

No ordinance enacted under sections 92.110 to
02.200...shall be effective unless it 1s authorized
pursuant to a charter amendment of such city....



Missouri Revised Statutes
Chapter 92
Taxation in St. Louis, Kansas City (and Certain Other Cities)
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Summary

* Rolla: Class llI city, given permission to
use a tourism tax.

« Springfield: Home Rule city, given
permission to use a sales tax surcharge
(could also modify charter).

e City of St. Louis: Home Rule city, given
permission to use an earnings tax (could
also modify charter).



Where Does The Money Go?

e Rolla: convention and visitor’'s bureau.

o Springfield: “solely for the purpose of
funding the construction, operation, and
maintenance of capital improvements in
the city's center city.”

e City of St. Louis: “general revenue
purposes”



Observations

 The permission to tax Is granted to cities
by hame.

 The permission to tax is asymmetric.

 Somehow legislators from region “A” have
preferences over taxes in region “B.”



Literature:
Fiscal Competition

The fiscal competition literature in local
public finance examines the ways that the
objectives of local governments, the tax
iInstruments that are permitted, and the
pattern of factor ownership determine the
efficiency and distributional properties of
the equilibria.
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A Model of the Permission to Tax

Exogenous distribution of owners:
(4, 7p) € N

= {(na,np) | na+np=n, ng >1, ng>1}

Endogenous distribution of workers:
(na,ng) €N

= {(na,np) | na+np=n, ng >0, ng >0}



Production:

fi(n;) = ¢zniﬁ, ¢; >0, 0<0<1

Preferences of owners and workers:
o
Ulcijy i) = ¢z,
1 = A, B, j = owner, worker

0<a< o



Ad valorem tax rates:
wi, 5, 1=A,DB

Consumption of private good by workers in 7:

Ciworker = (1 — wz)fz/(nZ)

Consumption of private good by owners in 2:
Ciowner = [(1 = 73) /7] fi(ni) — i fi(n;)]

Local public good in 1:
2 = wing fi(ng) + il fi(ni) — ng fi(n;)]



Conditional Owner Preferences

AN

Vi(wi, r;,n;) = Hy(w;, Ti)nz'ﬁ<a+1>a i=AB

Hi(w;, 1) = (1 — 1) [Bw; + (1 = B)r]hy
hi = ¢¢ (1= B)/ng]®

Bla+1)—1<0

When is H; zero?
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Conditional Worker Preferences

If n; > 0:

1 \a—B(1+a)
VilGi(w;, i), ng) = Gi(w;, r4) (n)

Gi(wi,r) = (1 —w;)?[Bw; + (1 — B)rilg;
oHrlﬁoz

—B(1+a)>0

When is G; zero? When (w;, ;) € &;
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Conditional Worker Preferences

If n; = 0:



Migration Equilibrium

No worker wants to change location.

Given any vector of tax rates

4
(wAarAawBarB) S [Ov 1]

a migration equilibrium is any allocation of
workers (n4,ng)such that n; > 0forv = A, B,
n4g-+ng=n, and:

n; > 0= Vi|Gi(w;, ri),ni) > Vi |G_j(w_s, m_;),n_),
i— A B



Migration Equilibrium

Solve explicitly for:
Ny : [0,1] — [0,7]

such that (N4, n— N 4) always form a migration
equilibrium.

n[Ga(wa,ra)]’

N —
AWATA B TB) = (6 (g, )] + [Gwp,rp)]

if (wa,ra,wp, ) € [0,1]*\ €4 x Ep.

Other cases.... Not Continuous.



Worker Payofts

Substitute N4 into V4 (or Ng into Vp):

V:[0,1]* — [0, 00)

V(wg,ra,wp,rp)

N (i)v B {[Ga(wa,ra)]" + [Gp(wp, TB)]V}%

Continuous.



Owner Payofts

V; :0,1]* = [0, 00)

AN

Vi(wa,ra,wp,rp)

87

1
Hi(w;, ;) [Nij(wa, 4, wp,7B)]

n;

Bla+1)

Not continuous.
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The Tax Structure Game

Region 72 has permission to tax wages if
and only if it is possible to have w; > 0.

Define Py, Pr, € {[0,1],{0}}.
If we require w; € Py, then region ¢ has per-

mission to tax wages if P, = |0, 1}, and it does
not have permission to tax wages if P, = {0}.



Define a tax structure for region 7 to be
the ordered pair:

Pi = (sz'a PTZ')

Define a national tax structure to be the
ordered pair:

p=(pa,PB)

For example:

P = (([Ov 1]7 {O})v ([Ov 1]7 [Ov 1]))

A convenient notation:
p = wlwr

Sixteen possibilities.



The Game

Three players:

worker, owner in A, owner in B.
Payoff functions above.

Two-stage extensive form.



Stage 1:
Each player simultaneously proposes a national
tax structure p.

[f the owners make the same proposal it is adopted.

[f the owners make different proposals then the
worker’s proposal is adopted.

Let the winning national tax structure be de-
noted:

p=(pa,pB)



Stage 2:

The owner in each region unilaterally chooses
feasible tax rates; formally, the owner in region
1 selects:

(wi,Ti) € P
fori = A, B.

[t is implicit (from the payoft functions) that

workers are assigned to locations to that the to-
tals in each region form a migration equilibrium.



A strategy for player ¢ is a choice of national
structure; and if the player is an owner, a choice
of tax rates in her region conditional on the win-
ning national tax structure and each player’s
proposal for a national tax structure.



Second-Stage Nash Equilibria

Equilibrium tax rates  Equilibrium payoffs

Wy Ta wp Tp )% Vi Vg

wrwr || 0.359 0.598 0.194 0.669 | 1.984 3.314 1.546
wrw0 | 0.806 0.406 0.644 0.000|0.589 5.977 0.622
wrOr | 0.323 0.614 0.000 0.687|2.132 3.077 1.418
wOwr | 0.651 0.000 0.677 0.462]0.676 1.257 3.705
wOwO | 0.750 0.000 0.676 0.000|0.353 3.380 1.480
w00r | 0.639 0.000 0.000 0.536|1.273 0.422 2.500
Orwr | 0.000 0.626 0.132 0.695 | 2.340 2.827 1.209
Orw0 | 0.000 0.528 0.637 0.000|1.761 3.577 0.094
OrOr | 0.000 0.635 0.000 0.706 | 2.410 2.731 1.168

wr00 | 1.000 0.323 0.000 0.000 | 0.000 7.057 0.000
w000 | 1.000 0.000 0.000 0.000|0.000 5.716 0.000
0r00 | 0.000 0.526 0.000 0.000|1.755 3.583 0.000
00wr | 0.000 0.000 1.000 0.323]0.000 0.000 4.991
00w0O | 0.000 0.000 1.000 0.000|0.000 0.000 4.043
0007 | 0.000 0.000 0.000 0.526|1.241 0.000 2.534
0000 | 0.000 0.000 0.000 0.000|0.000 0.000 0.000

Parameters: ¢4 =6,¢0p=5,a=.9,06=.3



Results

Assuming the owners choose Nash tax rates in
the second stage:

e The worker prefers 0rOr to all other tax struc-
tures.

e There are national tax structures that both
owners prefer to OrOr. For example wrwr, wrOr,
and Orwr.

If either owner could unilaterally choose the na-
tional tax structure, she would choose one of
these over the permission to tax just the fixed
factor.



THEREFORE, thereis a SPNE of the tax struc-
ture game in which the worker proposes 0r0Or
and each owner proposes wrwr (or wrOr or
Orwr).



Results

Assuming the owners choose Nash tax rates in
the second stage:

e The owner in A prefers wr00 to all other tax
structures.

This puts the owner in B in the worst possible
state.

e The owner in B prefers 00wr to all other tax
structures.

This puts the owner in A in the worst possible
state.



THEREFORE, thereis a SPNE of the tax struc-
ture game in which the worker proposes 0r0Or,
the owner in A proposes wr00, and the owner
in B proposes 00wr.



Fiscal Cooperation

Let s be a strategy profile that forms a sub-
game perfect Nash equilibrium of the tax struc-
ture game. Let p denote the winning national
tax structure, p’ the worker’s proposal, and the
vectors:

(wa, T4, wE,TR) EP
(w'y, 'y, wp, r'g) € p’

denote the Nash equilibrium tax rates on the
respective subgames.

The owners engage in fiscal cooperation at
s if both owners propose p and G;(w;,r;) <
Gi(wh, rh) fori = A, B.



Theorem 6. There exists a strategy profile s
that is a subgame perfect Nash equilibrium of
the tax structure game and in which the work-
ers propose 0rOr, both owners propose wrwr
(or Orwr or wr0r), and the owners engage in
fiscal cooperation at s.

Theorem 7. There exists a subgame perfect
Nash equilibrium of the tax structure game in
which the workers propose 0rOr, the owners in
region A propose wr00, and the owners in re-
gion B propose 00wr. The winning national tax
structure 1s OrOr.



Conclusions

e Everything else equal, an owner is better oft
if there are more workers in her region.

Owners therefore have an incentive to compete
for the mobile factor.

e Both owners are better off if they both spend

less to attract the mobile factor.

Owners therefore have an incentive to cooperate
(collude?) against the mobile factor.



e Different national tax structures lead to differ-
ent costs to the owners of attracting the mobile
factor.

Owners therefore have an incentive to cooperate
on tax structure.

Tax rate competition need not become tax base
competition.

e Cooperation is not assured, though. It fails if
the owners are too aggressive in the first stage.

e The equilibrium national tax structure may be
asymmetric, and asymmetric national tax struc-
tures can emerge from fiscal cooperation.



