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General Principles for Sales Taxes

1. Tax base should include final consumer

purchases of all goods and services

2. Don’t use exemptions to address equity issues

3. Business inputs should be exempt



Sales Tax Base Has Been Eroding



Sales Tax Breadth in the 50 States



State Sales Tax Rate History

Note: Combined city and county rates average about 2.8%, first allowed in 1981. 

This means the average tax rate is more than 3 times what it was pre-1984



Major Sales Tax Exemptions (Goods)

Very Important Note: 

Does not include any 

estimates for services, 

which are 63.4% of 

personal consumption 

expenditures in 

Arkansas!

Good General Rev.
Gasoline and Motor Fuel $225,164,401
Food and food ingredients (lower rate) $123,318,060
Prescription drugs $98,667,733
Trade-in Deduction for Motor Vehicles $88,400,000
Sales to Nonprofit Hospitals $77,000,000
New or used motor vehicles or trailers of less than $4000 $25,000,000
Sales, rentals, or repair of durable medical equipment $6,831,066
Self storage $3,000,000
Subscription Publications $2,896,152
First 500 KWH of Electric to LIH $2,405,057
Manufactured Housing $2,400,000
ATVs and off-road vehicles $1,700,000
Newspapers $1,450,292
Blood Sugar Test Strips $1,114,828
Membership Fees to Private Clubs $520,000

Sales of raw products to consumer (e.g., farmers' markets) $347,160
Coin-Operated Car Washes $93,058



Evidence from the 50 States



Don’t Address Equity Issues with Sales Tax

• Example: lower rate for groceries (most 

states exempt completely)

• Problem: not targeted

• Both peanut butter sandwiches and filet 

mignon are exempted

• Applies to rich and poor families alike

• Better ways to address equity issues

• Low-income tax credits (AR already has 

one, many states have EIC)

• Grocery credits or rebates (HI, ID, KS, 

OK)



Business Inputs Should Not Be in Sales Tax



Tax Pyramiding Treats Industries Differently

Note: Tax pyramiding may even treat firms in the same industry differently if one 

firm is more vertically integrated (not something tax code should encourage)



Tax Treatment of Business Inputs



Income Tax Exemptions (AR Specific)

Arkansas Specific Individual Income Tax Expenditures

Standard Deduction $2000/person $870,360,028 

Retirement Income First $6,000 exempt $224,826,733 

Capital Gains Exemption First 50% of gains exempt $10,600,000 

Personal Tax Credit $26/per person $19,005,064 

Border City Exemption (Texarkana) net of sales tax revenue $15,000,000 

Military Exemption Exempts Active Duty pay $8,260,423 

Individuals with Development Disabilities $500 credit per disabled dependent $5,181,000 

Capital Gains Exemption Exempt 100% over $10M $1,200,000 

Arkansas Tax-Deferred Tuition Savings Deduction for savings $627,793 

Political Contribution Credit $50/person credit $601,253 

Phenylketonuria and other metabolic disorders Up to $2400/yr per child $60,103 

Low-Income Tax Credit Roughly FPL for full credit, no DFA estimate ?



Income Tax Exemptions (Federal Conforming)

Arkansas Federal Conforming Individual Income Tax Expenditures

Mortgage Interest Deduction No estimate from DFA ?

Charitable Contributions $56,092,523

Medical And Dental Expenses $24,350,615 

Health Savings Accounts $20,746,416 

Deduction for health insurance For self employed $6,490,114 

Dedcution to retirement funds For self employed $6,398,956 

Child Care Credit 20% of federal credit $5,169,569 

Deduction for cash to IRA $3,555,858 

Deduction for Alimony $1,806,362 

Moving Expenses $956,481 

Adoption Expense Credit 20% of federal credit $651,052 

Early Childhood Program Credit 20% of federal credit $102,892 



Major Federal Tax Exemptions Overwhelming Benefit Wealthy
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