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SOURCES OF STATE REVENUE: TAXES

erhaps the most obvious way of looking at who gets what from government is 
examining the money that Texas takes from its citizens (taxes) and puts into 
various programs (spending). While the intentions and effectiveness of the 

different policies the state spends money on will be discussed in Chapters 14 and 15, 
we need to first look at fiscal policy, which is how government seeks to influence the 
economy through taxing and spending, and subsidies. Fiscal policy includes policies 
intended to shape the health of the economy overall as well as policies the state uses to 
encourage specific businesses and discourage others.

Taxes in Texas History

Texans, not surprisingly, have never liked taxes. Settlers in Stephen F. Austin’s colony 
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.3

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 
belonging 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.
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