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Taxes in Texas History

Texans, not surprisingly, have never liked taxes. Settlers in Stephen F. Austin’s col-
ony complained about the per-acre tax of 12.5 cents Austin charged to pay for survey 
fees and the militia needed for the settlers’ defense.7

Early in the state’s history, Texas financed much of its activity through a property 
tax. The Constitution of 1845 specified a property tax, but it allowed the legislature to 
exempt from taxation $250 worth of the household furniture or other property belong-
ing to each family. Around the time of World War I, the state got about three-fourths 
of its revenue from the property tax. Texas had also begun taxing corporations in 1893, 
oil production in 1905, inheritances in 1907, motor vehicles in 1917, and gasoline in 
1923. Over time, Texas shifted away from the property tax as a source of revenue for 
state government, passing it down to local governments, who now rely on it.

While Texans and the federal government often dis-
agree about who has the authority over different policy 
issues, a related and equally contentious issue is who will 
pay for different policies. Texas has historically claimed sov-
ereignty over a wide range of policy issues; it has also com-
plained that the state gives more to the federal government 
than it gets. Relative to other states, Texas has not always 
fared as well with federal dollars as some. A study by the Tax 
Foundation found that in 2004 Texas ranked thirty-sixth out 
of fifty states on federal funds received relative to federal 
taxes paid by residents of the state. Overall, Texas at that 
time received $0.94 for every $1.00 Texans paid in federal 
taxes.i An analysis of census data by The Economist showed 
that from 1990–2009 Texans paid more in federal taxes than 
the federal government spent in Texas. 

The gap between what some states get and what 
their residents pay reflects what is sometimes termed fis-
cal transfers. The reasons behind this gap are complicated 
because there are so many types of federal spending. 
Some of the gap does not reflect a transfer from one state 
to another so much as it does transfers from wealthy to 
poor communities. Puerto Rico, New Mexico, Mississippi, 
and West Virginia enjoy the greatest advantage, while 
Delaware, Minnesota, and New Jersey receive the least fed-
eral revenue compared to what their citizens pay.ii  While 
some people have suggested that part of this gap results 
from federal hostility toward Texas, the data behind the 
gap they describe occurred while a Texan was in the White 
House. 

A number of changes, including increasing military 
expenditures, changing demographics, and a growing num-
ber of Texans living in poverty, reveal some evidence that 
this trend has reversed. In recent years, Texas has received 
more federal money than it has paid. At the same time, 
Congressman Joe Barton of Texas, a frequent critic of the 
federal government, believes that while Texas is now get-
ting a fair share of federal spending, the federal government 
attaches too many strings to the funds.iii 

★★ Should a state reasonably expect to get back in federal 

spending what it pays in federal taxes? 

★★ To what degree should the level of government that 

pays for policy implementation have authority over that 

policy issue? 
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