Hiking Local Sales Tax Not the Right Path for Lincoln
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Lincoln voters may soon be asked to approve an increase in the local option sales tax. The
possibility of a sales tax hike in Lincoln was discussed in November on KFOR-AM by Mayor
Chris Beutler and radio host Coby Mach, with Beutler describing transportation projects as key
spending priorities.[1] Mayor Beutler’s Chief of Staff has mentioned street and sidewalk repair,
construction of new arterial roads, and ongoing maintenance as the likely uses for any new sales
tax dollars.[2] Construction of a South Beltway in Lincoln has been aired as a project that could
be funded by increasing the sales tax.[3]
Due to the enactment of LB 357[4] over the objections of Governor Heineman in 2012, a number
of Nebraska locales are facing similar questions. The 2011 carryover bill enacted in 2012
authorized a higher local option sales tax of two percent, increasing the tax cap by half a percent.
Although Senator Ernie Chambers was successful in repealing the tax authority expansion for
Omaha in 2013,[5] the additional taxing authority remains a temptation for other municipalities
in the state. Within the first year after the passage of LB 357, Alma, Sidney, and Waterloo all
raised their local sales tax, and voters in Bellevue and Nebraska City rejected proposals to
increase their sales tax burden.
In Lincoln, the mayor and his staff have promised continuation of an “ongoing community
discussion”[6] before making a final proposal. However, voters are already being wooed with
suggestions that a sales tax increase might facilitate property tax relief.[7] There is no doubt that
tax relief is greatly needed in Lincoln and in the rest of Nebraska, but increasing the local option
sales tax is unlikely to achieve that result. Governments virtually never abandon sources of
revenue once they are made available, and past tax increases sold on the promise of future tax
relief have not reduced the tax burden in Nebraska.[8]
Increasing the local sales tax will have negative effects on economic growth, and sales taxes in
Nebraska are already too high. According to the Tax Foundation, the 2014 combined state and
local average sales tax in Nebraska is 6.79 percent.[9] That number reflects the sales tax
increases that have occurred since the enactment of LB 357, and it caused Nebraska to lose
ground in the national rankings of states by average sales tax burden.[10] High sales tax is a
factor in Nebraska’s poor overall tax ranking, with one recent measure of state tax burdens
listing Nebraska as the third worst tax environment in the country after New York and
California, with an average annual tax burden that is 36 percent higher than the national average.

Several of Nebraska’s neighbors—Wyoming, South Dakota, and Colorado—are among the ten
states with the lowest average tax burdens.[11]
Although a half percent sales tax bump may not be a major driver in pushing retail activity out of
town or out of state, increasing the price of goods will have an effect on the margin, especially
for major purchases.[12] For example, evidence suggests that Chicago’s high sales tax has
pushed many retail transactions out into suburban areas or to the Internet.[13] Perhaps more
worrisome is the possibility of the “bad neighbor effect” suggested by some studies, in which an
increase in local sales tax was correlated with subsequent sales tax hikes in neighboring
communities.[14]
From sidewalks in need of repair to bustling commuter arteries, voters and elected officials in
“America’s happiest city”[15] clearly have some difficult choices to make. Increasing the local
sales tax should not be one of them.
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