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Judy’s Tax Service

By Dr. Mike Walden, North Carolina Cooperative Extension North Carolinians having repairs made to their
vehicles are now in for a little bit of a shock. With a few exceptions, they will now have to pay state sales tax on the
labor cost of those repairs. So, too, will folks paying for repairs to their computers and for installing modular homes.
These are some of the new sales taxes that began March 1.

The most common reaction I've heard to the new taxes is, “What, there must be some kind of mistake!” Many \ F or H ometown S ervice
people are aware of the state reducing taxes during recent years in an effort to make North Carolina more attractive k¢ : And More...
for businesses and job growth. Doesn’t putting sales taxes on vehicle repairs and other items go against this trend? '
Let’s see if I can explain what’s happening and let you form your own conclusion. Several years ago North Carolina’s See Us In 2016!
public leaders embarked on a shift in how public revenues for the state are raised. An exchange would be made from NS &
income taxes to sales taxes. This was done in an effort to increase economic growth in the state. The logic was that if * ELECTRONIC FILING
the state wanted businesses and households to create more income, then income should be taxed less.
The loss in income tax revenue would be partially made up by taxing consumer purchases (sales) more. But rather * DIRECT DEPOSIT (Federal & NC State)
than increasing the sales tax rate, the “base” of the sales tax — that is, the kinds of purchases subject to the sales tax H - Mond Friday 9 6
— would be broadened. ours: vloncay - Iriday 7 am - 6 pm
This meant adding some services to the state sales tax. Services had largely been untouched by the state sales tax Saturday 9 am - 12 pm
since the tax’s inception in the 1930s. Part of the reason was the service sector was largely non-existent then. But
today, spending on services exceeds spending on tangible products. Indeed, some have argued it has been unfair in 102 South Rutherford Street « Wadesboro, NC
the modern economy for purchases of services to not be taxed but purchases of products to be taxed.
Before this year’s changes, the state had made several additional purchases subject to the sales tax, including movie - -

and other entertainment tickets. Also, the state compo-
nent of the sales tax rate had been lowered a full per-
centage point. At the same time, the state income tax

rates were lowered and standard deductions increased to “ 0

reduce the effective tax on income. \“ ”*
So now that you know the reasoning, what have been ; %

the effects? Specifically, has the move from income l‘ j‘l{‘[ np'll 9-‘0

taxes to sales taxes increased state economic growth, as =

intended? Also, are there any downsides to expanding = Sl.l()‘.T \ £

the range of purchases subject to the sales tax? { TN L _ seventll nn n“ al

As a professional economist for almost 40 years, [ - lq] qu‘l‘f

have to admit that answering the question about the ef- X = A A
fect of state taxes on economic growth is really tough.
The state’s economic performance has certainly im-
proved in the last six years, so it’s easy to automatically
make a link between this result and the change in state
taxes. But many researchers have concluded that bigger
factors — like trends in the national economy and the in-
dustrial make-up of the state — have larger impacts than

state taxes. | estimate that up to two-thirds of North Car- Bounce Houses & Inflatables
olina’s economic performance is linked to the national .

economy. So as the national economy has recovered in m Dally Pedal Tractor PUHS
recent years, so has North Carolina’s. Also, compared C orn Shu Ckln g & Sh elliﬂ g

to the nation, twice as much of our state’s economy is e .
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based on manufacturing. Since manufacturing tends to

rebound faster from recessions than other sectors, North Saturday Apﬁ] 9th: 9 AM- 5 PM
Carolina’s strength in manufacturing has helped our :

economy grow since 2010. Sunday, April 10th: 9 AM- 4 PM Antigue Tractors and Farm Eauipment
Policy makers have long argued over the pluses and q o

minuses associated with sales taxes. Some evidence sug-
gests sales taxes provide a more stable source of tax rev-
enue during the ups and downs of the economy. While presented by in conjuction with

incomes may plunge in recessions, people still need to 5 . 2
spend to exist, so sales won't fall as much as income. Adults: Nonperishable food items to be Uﬂigg‘ S&ﬂ“ty

However, new research shows this advantage of sales donated to Loaves and Fishes
taxes may have disappeared during the Great Recession.

Yet on the minus side, sales taxes are claimed to be “re-  |Kids get in FREE
gressive.” This means, as a percent of a person’s income, Antique Tractor & Power Club NC COOPERATIVE EXTENSION

sales taxes take a larger bite for a lower income person
than for a higher income person. It’s usually the reverse Blcvcli ﬁwmwnv
for income taxes. For example, federal data show some- TITLE SPONSOR

one earning $15,000 annually pays — as a percent of . . y .
their income — almost 50 percent more for vehicle repairs Five Drawmgs for Bikes and TrlcYCIeS

than a person earning $60,000. With the same sales KE FFER
tax rate applied to both, the person with lower income
also pays — as a percent of their income — 50 percent : ; : : .
more in sales taxes than the higher-income individual. Saturday Drawings: 12:00, 2:00, and 4:00 @ n AM

Now, it could still be the case that the lower-income Sunday Drawings; 1:00 and 3:00
person makes up for the extra sales taxes on vehicle re- “ A 2
pairs with lower state taxes on their income — including (Both child and their parent must be present to win) Your Truck Center Store
another reduction that will occur next year. Of course,
this depends on a whole host of factors, including how
much income is earned, age and number of dependents,

and the kinds and sizes of tax credits and deductions the
taxpayer can take.

There are two things always certain with changing _'-"fonn;tion, e Ontae bl atwﬁw;il-ioncountytm' for ic.conr

taxes. They will create a variety of responses, and their or call Larry Thomas at 704-764-3007 or Jim Nolen at 704-272-7502
impacts are different for different taxpayers. Based on

your situation, you will have to decide if substituting sales
taxes for income taxes is a net gain.
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