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It’s hard to compete on an 

uneven playing field. For 

more than a decade, Internet 

“stores” have been allowed 

to sell products without 

collecting sales tax. Sounds like a 

great bargain for shoppers, and it is.

Meanwhile, brick-and-mortar stores are required to 
collect sales tax from their customers. When local 
stores lose market share, two negative things happen 

to the state and local communities. First, as sales tax collec-
tions fall, lost revenue must be made up through higher prop-
erty taxes or user fees. Second, as the value of shopping malls 
and retail centers falls, property tax revenue also declines. 
Consequently, the state of Texas and its cities must look for 
alternate revenue to make up for the loss of retail market share 
to the Internet. 

Clicking a mouse and having a package from 3,000 miles 
away show up on your doorstep is one of the wonders of the 
21st century. Virtual retailers have changed the face of consum-
erism and in doing so have also changed the way consumers 
are taxed. 

Retail stores in Texas communities collect sales taxes that 
help fund local and state governments. Out-of-state Internet 
retailers don’t have stores in your community and don’t collect 

sales taxes. This gives them a great advantage because they can 
offer goods for a lower total cost. As more and more Americans 
shop on the Internet, it is harder for local retailers to compete 
for shoppers’ attention. This economic fact is unavoidable: 
shoppers like to purchase things at the lowest possible price.

As Internet retail market share has expanded at a rapid clip, 
some local retailers have been forced out of business. When 
this happens, the local community and the state pay the price. 
The shopping center loses value, and the sizable property taxes 
it pays fall. The sales tax revenue the city and state collect goes 
away as well. In Texas, a drop in sales taxes means that proper-
ty taxes have to rise to cover the shortfall. Otherwise, the sales 
tax rate on the remaining retailers would have to increase. 

It’s fun to buy stuff and not pay taxes. It’s not so fun when 
your local shopping center goes dark, the jobs go away and the 
tax revenues disappear. 

Traditionally, an Internet company can only be respon-
sible for collecting sales taxes if it has a “nexus” (pres-
ence) in the state where the consumer resides. Nexus 

can be created if the vendor has people or property located in the 
state. A nexus can be temporary as when sales people travel the 
state selling products. Building a warehouse in the state creates 
a permanent nexus. For example, since Amazon.com is located 
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Many Internet retailers do not collect sales tax on online 
purchases. This means states have less revenue to fund 
local and state government activities. That can result in 
higher property taxes to make up the difference.

in Washington state, a person residing in Texas has not typically 
paid sales tax on Amazon purchases. This changed when Ama-
zon opened a fulfillment center in the state. 

The Internet tax issue gained national attention in the 
late 1990s. State governors wanted the sales tax revenue, but 
Internet proponents said the Internet was still in its infancy, 
and collecting taxes could have serious consequences for future 
growth. There were also growing concerns about taxing Inter-
net access and usage. 

In 1998, Congress passed the Internet Tax Freedom Act, 
which prohibited states and local jurisdictions from impos-
ing taxes on Internet access. The law also created an Advisory 
Commission on Electronic Commerce to review, among other 
things, the efficacy of collecting sales taxes on Internet sales.

In 2007, the Internet Tax Freedom Act was extended by Con-
gress, which extended the moratorium on Internet access and 
use tax until Nov. 1, 2014. But the difficult issues surrounding 
the collection of sales taxes on Internet sales have not been 
resolved.

Meanwhile, Internet sales volume has exploded, growing 
from $5.2 billion in fourth quarter 1999 to $71.5 billion in 
fourth quarter 2012 (see figure). 

The Saint Louis Federal Reserve data estimated e-commerce 
retail sales volume in 2012 at $225.5 billion. These are sales 
that previously would have been done through stores that pay 
property taxes and collect sales taxes. Suppose a typical store 
has retail sales of $300 per square foot per year. This means 
that e-commerce retail sales have replaced the need for 750 
million square feet of retail shopping space in America. The 
Mall of America is one of the largest malls in the country, en-
compassing 4.2 million square feet. E-commerce sales for 2012 
replaced the need for more than 175 such mega-malls or 225 
typically sized regional malls. 

Assuming that the average sales tax rate at the state level is 
5 percent (see table), over $11 billion in sales taxes were not 
collected last year. While this number is probably too high 
(because some sales tax revenue is collected on Internet sales), 
it illustrates the magnitude of the problem. 

The complexities of collecting sales tax on Internet sales 
have been analyzed, discussed and debated for nearly 15 years. 
Signs point to an impending resolution.

One of the main 
complaints on-
line retailers have 
regarding Internet 
sales taxes deals 
with tortuous 
reporting stan-
dards that differ in 
every state. Amazon 
currently collects 
sales tax for nine 
states and plans on 
adding seven more. 
Projections are that 
in 2014, Amazon 
will collect sales 
tax from half its 
customers. Initially, Amazon wasn’t so willing to comply with 
states’ demands; however, the company has shifted strategies 
as it faces pressure from states and new business demands. 
This is reflected in the increasing amount of taxes they collect, 
but because there is no streamlined system, Amazon still pays 
on a state-by-state basis. 

Opponents of collecting tax on Internet sales claim the 
lack of uniformity in reporting standards makes tax 
reporting and collection time consuming and uneco-

nomical for businesses. The government seeks to combat this 
claim. Forty-four states have worked together to streamline 
an Internet tax collection agreement that will be the same 
across the nation. The Streamlined Sales and Use Tax Agree-
ment (SSUTA) would be federally backed if approved by Con-
gress. Congressional approval is necessary under the Inter-
state Commerce Clause and would ensure uniform national 
enforcement.

The Marketplace Fairness Act of 2013 allows states to col-
lect Internet sales tax on out-of-state retailers with more than 
$1 million in total remote sales in the preceding calendar 
year. Its stated purpose is “to restore states’ sovereign rights 
to enforce state and local sales and use tax laws, and for other 
purposes.” It operates in conjunction with the SSUTA of 
2012, which aims to reduce the burden of tax compliance for 
e-commerce retailers. 

Large retailers like Amazon support the federal legislation 
allowing states to regulate and collect sales tax as long as it is 
streamlined and uniform. This would help level the playing 
field for brick-and-mortar stores that provide significant em-
ployment and pay property taxes to support local communities 
in Texas. It will also reduce pressure to increase property taxes 
and sales tax rates.

Dr. Dotzour (dotzour@tamu.edu) is chief economist with the Real Estate 
Center at Texas A&M University. 

Retail Sales Tax Rate for Selected States
Percent Collected for State Revenue Only

California 7.50
Indiana 7.00
Rhode Island 7.00
New Jersey 7.00
Tennessee 7.00
Arizona 6.60
Nevada 6.85
Texas  6.25
New Mexico 5.13
Oklahoma 4.50
Louisiana 4.00
Colorado 2.90
New Hampshire 0.00
Montana 0.00
Alaska 0.00

Source: Sales Tax Institute

E-Commerce Retail Sales

Sources: U.S. Department of Commerce, U.S. Census Bureau and
              2013research.stlouisfed.org
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Helping Texans Make Better Real Estate Decisions Since 1971

At the Real Estate Center, researchers 

continuously pore over data, studying

leading indicators that suggest what’s 

over Texas’ economic horizon.

Now, you can see what’s on their radar. 

Outlook for the Texas Economy is a new monthly publication with more than 40 
charts of key areas monitored by Center economists. 

To help readers decipher the graphic ups and downs, author Dr. Luis Torres 
highlights and explains the relevance of one chart in each issue. 

Impress your clients, coworkers, boss and others with one quick read each month at 
http://www.recenter.tamu.edu/pdf/2046.pdf

Charting REConomics
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Charting REConomics COMMUNICATION 
MATTERS

You Need More 
Than Words To 

Win Hearts & 
Influence Minds
In the Real Estate Centerʼs 

new free video series, John 
Krajicek, Mays Business 

School executive professor, 
reveals how important clear 

communication is in our 
business and personal lives. 

Itʼs all about succeeding. And 
speaking is just the beginning.

In four 20-minute videos, 
you will learn to cultivate 

your listening skills, develop 
a powerful presence, lead 

by example, and make body 
language convey the same 

message your words do. 

www.recenter.tamu.edu/video
Communication Matters

Power of Presence
Communicating as a Leader
Open Up and Own the Room


